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INDEPENDENT AUDITORS REPOIRY

‘F'o the Director of the Office of Management
and Budeet of the Commonwealth of Puerto Rico
Commonsvealth of Puerto Rico

Governor’s Authorized Representative:

We have mudited fhe accompanying scheduls of cash receipts and disbursement aclivilies of the
Commonwaalth of Puerto Rico Governor’s Authorized Representative {the “GAR™) for the fiscal year
ended June 30, 2009, This schedule of cash receipts and disbursement activities is the responsibility of the
GAR’s management. Our responsibility is to express an opinion on (his schedule of cash cecsipts and
disbursement activities based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the Uniled States of
America and the slandards applicable to financial audits contained in Govermment Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perferm
the audit to obtain reasonable assurance about whether the schedule of cash receipts and disbursement
activities is fiee of material misstatement. An audit mecludes examining, on a test basis, evidence
supporting the amounts and disclosures in the schedule of cash receipis and disbursernent aclivilies. An
audit also jucludes assessing the accounting principles used and signiffeant cstimates made by
management, as well as cvalualing the overall schedule of cash receipts and disbursement activities
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 2, the GAR prepares its schedule of cash receipts and disbursement activities for its
governneintal activities on a cash receipts and dishursements basis (cash basis) of accounting, which is a
comprehensive basis of accounting olher than accounting principles generaliy acespted in the Uniled
Stafes of America.

Also, as discussed in Note 2, the GAR’s schedule of cash recsipts and disbursement activities is intended
to present the cash receipts and cash disbursements of only that portion of the governmental activities of
the Commmonweaith of Puerto Rico attributable to the transactions of the GAR. They do not intend to, and
do not, present fairly the finaneial position and changes in financial position of, the Conunounwealth of
Puerio Rico in conformity with accounting principles generally accepted in the United States of America,

Inn owr opinion, the schedule of cash receipts and dishbursement wetiviiies relerred (o above, presems faily,
in all material respects, the cash receipts and cash disbursements of the Convnonweatth of Puerto Rico
Governor's Autlrized Representative for the fiscal year ended June 30, 2009, an the basis of accounting
deseribed in Note 2.

PO Box 363436, San Juan, PR 0093634306 Tel. (/87 754-3999 Fax {787) 754-3105
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It accordance with Government Auditing Standards, we have also issued our report dated Juns 30, 2009,
on our consideration of the GAR's iaternal controls over Hnancial reporting andl on owr tests of ils
compliance with certain provisions of laws, regulations, contracts, and grant agresments, and other
maiters. The purpose of that report is to describe the scope of our testing of internal congrol over financial
reporting and compliance and the results of that testing, and not to provide an opinior: on the intermal
control over financial reporting or on compliance, Those reports arc an integral part of an audid
performed in accordance with Government Auditing Standeards and shoutd be read in conjunction with
this report in considering the resuits of our audit.

The management's discussion and analysis information on page 3 is not a required part of the sclredule of
cash receipts and disbursement activitics, but is supplementary information required by accouniing
principles gencrally accepted in the United States of America. We have applied certuin limited
procedures, which consisied principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the
information and sxpress no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the schedule of cash receipts and
disbursement activities taken as a whole, The accompanying Schedule of Expenditures of Federal Awards
for the year ended June 30, 2009, is presenied for puposes of additional analysis as required by the
United States Office of Management and Budget Cireular A-133, Audils of States, Local Goveranents,
and Now-Profit Organizations, avd is not a required part of the schedule of cash receipts and
disbursement activilies, Such information has been subjected to the auditing procedures applied in the
audit of the schedule of cash receipts and disbursement activitics and, in our opinion, is faitly stated, inall
material respects, in elation to the schedule of cash receipts and disbursement aclivities taken as a wholc.

é&é)\mz Heaindosk Co
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San Juan, Puerto Rico
June 29, 2010

Certified Public Accountants
{of Puerto Rico)

License No. 33 expives Decvaber 1, 2032
Stamp 251109 of the P.1. Socicty of
Ceitified Public Accoumants s bevn
affised to the file copy of this repon




COMMONWEALTH OF PUERTO RICO
GOVERNOR'S AUTHORIZED REPRESENTATIVE
MANAGEMENT DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 36, 2009

OVERVIEW OF THE AURITED SCHEDULE OF CASH RECELTS AND DISBURSEMENT
ACTIVITIES

As management of the Conunonwealth of Puerto Rico Governor's Authorized Representative ("GAR"),
we offer readers of the annual financial report, our discussion and analysis of the GAR's financial
performance during the fiscal year ended June 30, 2009, The management's discussion and analysis is
designed to assist the reader in understanding the GAR's operations and should be read in conjunction
with the schedule of cash receipts and disbursement activities, which follows this section,

The financial report consists of two parts: management's discussion and analysis (this seetion). and the
schedule of cash reeeipts and disbursement activities, including the notes to the schedule of cash receipts
and dishursement activities.

o The schedule of cash receipss and disbursement activities presents the cash receipts and
disbursements of only that portion of the financial reporting entity of the Commonswealth of
Puerto Rice that is attribuzabls o the transactions of the GAR,

e The report also includes notes to the schedule of cash receipts and disbursement activities section
that explains some of the information in the schedule of cash receipts and disbursement activities
and provides more detailed data.

The GAR utilizes the cash Lasis of accounting to account for all programs administered. Under this
method. revenue received is recognized as cash or funds are wansferred-in, and expenditores are
recognized when funds are disbursed or transferred-out. Therefore, the schedule of cash receipts and
disbursement activities is not intended to present the GAR's results of operations in accordance with
accounting principles generally accepted in the United States of America,

FINANCIAL HIGHLIGHTS

o Total cash receipts from operating grants increased ftom $10.431,009 for the vear ended June 30,
2008 to $19,074.377 for the vear ended Tune 30, 2009, of which $15.374.377 were from federal
sourees and $3.500,000 from state sources. In addition, during the fiscal year sub-recipients
returned to the GAIL funds in the amount of $844.367.

s Total cash disbursertents increased from $11,827.778 for the year ended June 30, 2008 to
$18.259.256 for the year ended JTune 30, 2609,

o Cash receipts from operating grants have a divect relationship with amounts disbursed since these
arants operate on a cost reimbursement basis. The significant increase is mainly due lo invrease in
natura disasters as compared to prior fiscal vear,

CONTACTING THE GAR'S FINANCIAL MANAGEMENT

This financial report is desianed 1o provide the readers with a general overview of the GAR's cash
receipts and disbursements end o demenstrate the GAR's aceorntability for the money it receives, If vou
have any question or peed additional financial information, contact the Commenvealtlt of Puerta Rico
Governor's Authoriced Reprasentative, PO Box 9023228, San Juan. Puerto Rico 0902-3228,

-
B




COMMONWEALTH OF PUERTO RICO

GOVERNOR'S AUTHORIZED REPRESENTATIVE

SCHEDULE OF CASH RECEIPTS AND DISBURSEMENT ACTIVITIES
FOR THE YEAR ENDED JUNE 34, 2009

Program Cash Receipts

Cash State Federal NetReceipts
Disbursements Sources Seurces {Disbursemrnts)
Publie axsiztance grunts S £3.192.621 $ 0 3300000 S ELRD7.742 s 515121
[{szard mitgation grant 1,705,748 - 1703748
Cezis counseling zrant 1.360.887 1,300,887

5 18,239,234 % 3.500.000 3 15574377 S §15.121

The accompanyving notes ave an integral part of the schedule of cash receipts and disbursement activitics.
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COMMONWEALTH OF PUERTO RICO

GOVERNOR'S AUTHORIZED REPRESENTATIVE
NOTES TO THE SCHEDULE OF CASH RECEIPTS AND
DISBURSEMENT ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2009

L

NATURE OF BUSINLESS

The Commeanwealth of Puerto Rico Governor's Authorized Representative (“the GAR™) is the
individual designated by the Governor of the Commonwealth of Puerte Rico for the coordination,
receipt. and managemens of funds approved by the United States Federal Lmergency
Management Agency ("FEMA®), which is part of the Departinent of Homeland Securily,
whenever a natural disaster affects Puerte Rico. The GAR is respensible for identifying and
accounting for reseurces available to match funds provided by FEMA, far allecating them amoung
programs based on priorities, for managing programs to expedite the extension of financial aid,
and to account for results upon completion of each program award.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The GAR's schedule of cash receipts and disbursement activities has been prepared i accordance
with the cash receipts and disbursements basis of accounting, which is a comprehensive basis of
accounting other than accounting principles generally accepted in the United States of America,
Revenue is recognized when cash is received or transferred-in and expenditures are recorded
when the refated dishbursernent is incurred or transferred-out. The accounts of the GAR are
accounted for with a set of accounts, which only include cash receipts and, cash disbursements,
No balance sheet accounts are maintained or reported. The following individual programs
account for the eovernmental resources allocated to them for the purpose of carrving on specitic
activities in accordance with iaws. regulations. and other restrictions:

Public Assistance — Accounts for grants on estimated or actual cost information for the individual
projects developed by the municipalities, government agencies. public corporations and not-for-
profit organizations. Substantially all of these resowrces are delegated by the GAR to such
entities, which are considered sub-recipients of those funds,

Hazard Mitigation — Accounts for grants used to mitigate the volacrability af life and property to
firture disasters during the recovery and reconstruction process following an actual disaster. To
accamplish this objective, FEMA assists the GAR to avoid or mtinimize the impact of natuyal
hazards through strategies such as safer building practices and the improvement of existing
structuyes and sippocting infrastructure,

Crisis Counseling — Accounts for grants used (o provide shorl-term crists counseling services 10
people affecred by a Presidentially-declared major disaster. The purpose of the program is to help
relieve any grieving, stress, or mentad health problems causad or aggravaled by the disasler or its
aftermath. Assistance is short-term in nature and provided at no cost to the disasier survivor,

Statutory (Budgetary) Accounting and Budgetary Control

Formal budgetary accounting is employed as a management control for all pragrams of the GAR.
Annual operating budgets we adopted each fiseal year through the submission of an anaual
budget. which is approved by the Conwnonwealth of Poerto Rico Legislature and amended as
required through the vear. All unencumbered budget appropriations of local funds lapse three
vears affer the cud of each fiscal vear, Federal grant funds can be carried over for a specified
amout of lime. upon request to and approval by FEMA.,




COMMONWEALTH OF PUERTO RICO

GOVERNOR'S AUTHORIZED REPRESENTATIVE
NOTES TO THE SCHEDULE OF CASH RECEIPTS ARD
DISBURSEMENT ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2009

The schedule of cash receipts and disbursement activities is presented at the programimatic level.
However. budgetary control and accounting is exercised at a lower level praviding management
with detailed control over expenditures at an appropriated budget Jevel.

Compensated Absences — The vacation policy of the Commonwealth of Puerto Rico, thai applics
10 the GAR's emplayees. provides for the acowmmulation of 2.5 days per month. Vacation time
accumuiated is fully vested to the employees (ram the first day of work up to a maximum of 60
days. GAR's emplovees accumutate sick leave af a rae of 1.5 days per month up to a maximim
of 90 days. Upon retirement, an emplavee receives compensation for all accumulated unpaid
leave at the current rate, if the emplovee has at least 10 years of service with the Commonwealth
of Puerto Rico.

Risk Financing - The Commonwesth of Puerto Rice purchases comnercial insuraice covering
casualty, theft, tort, claims, and other losses for the GAR. The GAR reimburses the
Commonweslth for premium payments made on its behalf. The GAR's current insurance pelicies
have not heen canceled or terminated. For workers' compensation, the State Inswance Iund
Corporation. a component unit of the Commonwealth of Puerto Rico, provides the workers
compensation 1 the GAR's employees.

Recent Acconating Pronounceilenis -

Subsequent Events - Tn May 2009, the FASB issued authoritative guidance for the accounting for
and disclosures of events that occur afier the balance sheet date but before financial statements
are issued or are available to be issted. This guidance does not appty to subsequent events or
ransactions that are within the scope of other applicable GAAP that provide different guidance
on the accounting treatment for subsequent events or transactions. This guidance is effective for
interim and annual periods ending affer June 15. 2009. and is required to be applied
prospectively. GAR's has adopted this euidance in the schedule of cash receipts and disbursement
activities far the vear ended Juae 30. 2009,

Far purpases of this schedule of cash receipts and disbursement activities, subsequent events have
been evaluated through June 29, 2010 which is the date the schedule of cash receipts and
dishursement activities was available to be issued.

Other Recent Accownting Prononncements - During the year ended Tune 30, 2009, the FASB
and other standard setting bodies issued other accounting siandard updates that were not relevant
to the GAR's operations.

LITIGATIONS AND CLAIMS

Taw 104 of June 30. 1935, as amended, known as Clalms and Lawsuits against the State,
provides that lawsuits initiated against an agency or instrumentality of the Commonwealth of
Puerta Rico. present and past employees., divectors, majors. and others may be represenfed by (he
Department of Justice of the Commonwealth of Puerta Rico. Ay adverse claim to the defendants
is to be paid by the General Fund of the Commonwealth of Puerto Rico and not from fands of the

GAR.




COMMONWEALTH OF PUERTO RICO

GOVERNOR'S AUTHORIZED REPRESENTATIVE
NOTES TO THE SCHEDULE OF CASH RECTEIPTS AND
DISBURSEMENT ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2009

However. the Secretary of the Treasury of the Commonweaith of Puerto Rico has the discretion
of requesting reimbursement of the funds expended for these purposes from the public
corporations, governmeltal institutions, or munjcipalities of the defendants.

At Jupe 30, 2009, the GAR was co-defendant in a lawsuit, which is either in the discovery stage
and/or litigation, This elaim is covered by inswance. Tegal counsel cannot determine the final
outcome of this claim with the information currently available. As a vesult, the GAR's schedule of
cash receipts and disbursement activities does not include adjustments, if any, that could result

from the resolution of this legal progeeding.

~J




COMMONWEALTH OF PUERTO RICO

GOVERNOR'S AUTHORIZED REPRESENTATIVE
SCHEDULES OF EXPENDITURES OF FEDERAL AWARDS
TOR THE YEAR ENDED JUNE 30, 2009

Federal Geantar/Pass-threusgh Grantors/ Federal CFDA fFederal
frogram Thie . Number Expenditures

Department of Homeland Security -

.S, Emergency Management Ageney:

Public Assistance Agency 97.036 5 12.507.742
Hazard Mitigation Gram 97.039 1,705,748
Crisis Counselnyg Grant 97.032 1 360.887
Total Expendilures of Federal A wards & 15574377




COMMONWEALTH OF PUERTQ RICO

GOVERNOR'S AUTHORIZED REPRESENTATIVE

NOTES TO THE SCHEDULE OF EXPENDITURES OF TEDERAL AWARDS
FOR THE YEAR ENDED JUKE 30, 2009

BASIS OF PRESENTATION

The accompanving schedule of expenditures of federal awards includes (he federal grant activity of
the Cammonwealth of Puerto Rico Gevernor's Avthorized Representative ("GAR™) and is presented
in accordance with the cash receipls and disbursements basis of accounting, which is a
comprehensive basis of accounting other than accouiting principles generally accepted in the United
States of America. Expenditures are recorded when the related disbursement is incurred or
transferred-out. The information in this schedule is preseated in accerdance with the requirements of
OMB Circular A-133, Audits of Srates, Local Govermment, and Nonp-Profit Orgaizations.
Therefore, some accounis in this schedule mway differ from amounts presented in, or used in the
preparation of the schedule of cash receipts and dishursement activities.

SUB-RECIPIENTS

The GAR provided federal awards to sub-recipients during the vear ended Tune 30, 2009, as [oilows:

Federal CFD A Fede ral
Program Title Number Expenditures
Public Assistance Agency 97.036 $ 124603570
Fazard Mitication Grant 97.039 1.622.443
Criss Counseling Gram 97.032 [.360.887
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INDEPENDENT AUDITORS’ REPORT ON INFERNATL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL 5TATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Director of the Gifice of Management

and Budget of the Commonwealth of Puerto Rico
Commoinwealth of Puerto Rico

Governor’s Authorized Representative:

We lave audited the schicdule of cash receipts and disbursement activities of the Commonwealth of
Prerto Rico Governor's Authorized Representative ("GAR™) for the year ended June 30, 2009, and have
issued our report thereon dated June 29, 2010.

Our repors on the schedule of cash reeeipts and disbursement activitics disclosed that, as described in
Nole 2 1o the schedule, the GAR prepares its schedule of cash receipts and disbursement activities in
accordance with the cash reeeipts and disbursements basis of acconnting, which is a comprehensive basts
of accounting other than accounling principles generally accepled in the United States of America.

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

America and the standards applicable to financial audils contained in Governaent Auditing Standards.,
issued by the Comptrolier General of the United States,

I planning and performing our audit, we considered GAR's internal control over financial reporting 95 &
basis for designing our auditing procedures for (he purpose of expressing our opinions on the schedule of
cash receipts and disbursement activitics, but not for the purpose of expressing an opinion on ihe
effectivencss of the GAR's internal control over financial reperting. Accordingly, we do not express an
opinion on the cffcetiveness of the GAR's internal control over financial repuarting,

Our consideration of internal control over finangial reporting was for the limised purpose deseribed in the
preceding paragrapl and would not necessarily identily all deticiencics in internal control over financial
reparting that might be significant deficiencies or material weaknessas, Flowever, as discussed below, we
identified conain deficiencies in iternal control over financial reporiing thal we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the nonmal course of performing their assigned  functions, to prevent or detect
misstatements ont a limely basis. A significant deficiency is a control deficicney, or contbination of
conirol deficiencies, that adversely affects GAR ‘s ability to initiate, authorize, record, process, or 1eport
financial data reliably in accordance with accounting principles gencrally aceepled acceunting in the
United States of America such that there is more than a remote likelihood that a misstatement of GAR's
schedule of cash receipts and disbursement aclivities that is more than incongequential will not be
provented or detected by GAR's internal control, We consider the deficiencies described in items 2009-01
and 2009-02 in the accotpanying schedule of findings and questioncd costs o be signiticant deficiencies
in mternal control over financial reporting.

PO Box 363436, San fuan, PRO0936-3430 Tel. (787) 754-3999 Fax (787) 754-3108




To the Director ol the Office of Management

and Budget of the Commonwealth of Pugrto Rico
Connnanveealih of Puerto Rice

Governor’s Authorized Represeitative

Page 2 of 2

A material weakness is 4 significant deficiency, or combiunation of significant deficiencies, that results in
more than a remote likelihood that a matcrial misstatement of the schedule of cash receipis sl
disbursement activities will not be prevented or detected by the GAR's internal control,

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal conirol that
might be significant deticiencies or material weaknesses. However, we consider the significant deficicncy
described above as itern 2009- 01 to be a material weakness.

Conplisnee and Othey Matters

As part of oblaining reasonable assurance abow whether GAR's schedule of cash receipts and
disbursement aclivities is free of material misstatement, we performed tests of its campliance with certain
provisions of laws, regutations, contracts, and grant agreentents, noncompliance with wlich could have a

divect and material effect on the determination of schadute of cash receipts and disbuwrsements activities
amounts.

Towever, providing an opinion on compliance with those provisions was not an objective of our audit,
and accordingly, we do not cxpress such an opivion, The results of our icsts disclosed instances of
noncompliance or oller matters that are required o be reported under Government Auditing Standeards
and which are described in the sccompanying schedule of findings aud questioned costs as ltems 2009-01
and 2009-02.

We noted certain matters that we reported to management of GAR in a separate letter dated June 29,
2010

This report is intended sotely for the informalion of the GAR’s management, the United Siates
Depariment of Homelund Secwrity (Pederal Emergency Management Agency) and pass-through entities
and ig not intended to be and should not be used by anyone other lhan these specified

o
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San Juan, Puerto Rico K"J
June 29, 2010

Certified Public Accountanls
(of Puerio Rico}

License No, 53 expives December 1, 2612
Swunp 25 1110 of the PR Soviely of
Certilied Public Avcountanis has been
aiiixed ta the tike copy of thiy repont
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITI REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Director of the Office of Management

and Budget of the Commonwvealth of Puerto Rico
Commonwealth of Puerto Rico

Ctavernot’s Authorized Reprassutative:

Compliance

We have audiled the compliance of the Commonwealth of Puerto Rico (Governor’s Authorized
Represeatative (the “GAR™), with the types of compliance requirements described in the United States
Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that arc applicable (o
cach of its major federal programs for the year ended June 30, 2009. GAR's major federal prograns are
identified in the summary of suditor's resulls section of the accompanying schedule of {indimgs and
questioned costs, Compliance with the requirements of laws, regulations, contracts, and prants applicable
to each of ity major federal programs is the respousibility of GAR's management. Qur respensibility is to
express an opinion on GAR's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contaived in Govermuent Auditing
Standards, issu&l by the Comptroller General of the United States; and OMB Cireular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Civeular A-133
require that we plan and perform the audit to oblain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and materiat effect
on a major federal program occwrred. An audil includes examining, on a test basis, evidence about GAR's
compliance with those requirements and parforming such other procedures, as we considered necessary in
the sircumstances, We believe that our audit provides a reasonable basis for our opinion. Our audit does
not provide # legal determination of GAR's compliznce with those requirements.

As deseribed in item 2000-03 in the accompanying schedule of findings and questioned costs, the GAR
did not comply with requirements regarding Sub-recipient Mopitoring that is applicable t its Public
Assistance Grant and Hazard Mitigation Grant Programs. Cowpliance with such requirements is
necessary, in our opinion, for the GAR fo comply with the requirements applicable to those progratus.

11 our opinion, excent for the noncompliance described in the preceding paragraph, the GAR complied, in

all material rospects, with the requirements refeired to above (hat are applicable to its major federal
program for the year ended Tune 30, 2009.

17O Box 363436, San Juan, PRO0S36-3436 Tel.{787)751-3999 Fax (787)754-3105
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Comnonwealth of Pugrio Rico

Gavernor's Authorized Represenlative
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Ingernal Control over Compliance

The management of GAR is responsible for establishing and mafnlaining effective internal contrel gver
compliance with the requirements of Jaws, regulations, coniracts, and grants upplicable to federal
programs. in planning and performing our audit, we considered GAR's internal control over compliance
with the requirements that coukd have a direct and waterial etfect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance, but not for
the purpose of expressing an opinion on the effectiveness of internal control over compliance in
accordance with OMB Cireular A-133. Accordingly, we do not express an opinion on the effectiveness of
GARs infernal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessavily identily all deficiencies in the entity's internal control that
might be significant deficiencies or material weaknosses as defined betow, However, as discussed below,
we identificd a cerlain deficiency in internal control over compliance (hat we consider i be a significant
deficiency and a matertal weakueys,

A control deficiency in an enlity’s internal contrel over compliance exists when the desigu or operation of
a control does not allow managemeni or employees, in the noimal course of performing their assigned
functions, Lo prevent or detect noncompliance with a type of compliauce requirement of a federat program
on a tmely basis, A significant deficiency is a control deficiency, or combination of contral deficiencies,
that adversely affects the entity's ability Lo administer a federal program such that there is more than a
remote likelihood that noncompliance with a type of compliance requivement of a federal program that is
more than inconsequential will not be prevenied or detected by the entity's inlernal conlrol. We consider
fhe deficiency in internal control over compliance described in the accompanying schedule of {indings
and questioned costs as item 2009-03 o be a sigmificant deficiency.

A malerial weakness is a significant deficiency, o combination of significant deficiencies that results in
more than a remote likelihood thal material noncompliance wilh a type of comphiance requivement of 3
federal program wilt not be prevented or detested by the entily's internal control. However, we consider
the deficiency in internal control over compliance described as ilem 2009-03 in the accompanying
schedule of findings and questioned costs to be a material weakness.

This report is intended solely for the information of the GAR's management, the United States
Department of Homeland Security (Federal Emergency Management Agency) and pass-{lwough parlics
and is ot intended Lo be and should not be used by anyone other than thess specified parties.

/!
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San Juan, Puerlo Rico
June 29, 2010

Certified Public Accountants
{of Puerio Rice)

Licenss Neo. 53 expizes December 1, 2012
Stupip 2511 111 of the PR Society of
Certified Public Accountanis hos bren
atfixedd 1o the file copy af this repost




COMMONWEALTH OF PUERTO RICO
GOVERNOR'S AUTHORIZED REPRESENTATIVE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 36, 2009
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SUMMARY OF AUDITORS' RESULTS

The auditers' report includes an unqualified opinion on the schedule of cash receipts and
dishursement activities of the Commonwealth of Puerto Rico Governar's  Authorized
Representative ("GAR") for the year ended June 30. 2009.

Two (2) significant deficiencies disclosed duting the audit of the schedule of cash receipts and
disbursement activitics of the GAR is reported in the report on intemal contral over financial
reporting and on compliance and other matters based on an audit of financial statements
performed in accordance with Govermment Auditing Stancards. Finding 2009-01 is also reported
as material wenkness,

Two {2) instances of noncompliance material to the schedule of cash reccipts and disbursement
activities of the GAR, which would he required o be reported in accordance with Goverrnend
Aueliting Stemcfares. were disclosed during the audit.

One (1) significant deficiency refating to the schedule of cash receipts and disbursement activities
of the GAR was reported in the independent auditor's report on compliance with requirements
applicable (o its major programs and on internal contral over compliance in accordance with
OMB Circular A-133. Finding 2009-03 is also reported as a material wealiness.

The auditors’ veport on compliance for the major federal award programs for the GAR, includes a
qualified opmion on its major federal programs.

Audit findings related to the major federal award pregram for the GAR that are required (o be
reported in accordance with Section 310(a) of OMB Circular A-133 are reported in this schedule.

The programs tested as major programs aie;

Federal CTDA

Name of Federal Program or Cluster Nuwber
Public Assistance Agency 97.036
Hazard Mitigation Grant 97.038
Crisis Counseling Grant 67.032

The threshold used for distinguishing between Type A and B programs was 3467231, as
described in OMB Cireular A-133 320,

The GAR does not qualify as a low-risk auditee in accordance with OMB Circular A-133
_330.

FINANCIAL STATEMENTS FINDINGS

Refer to 2009-01(Material Weakness) and 2009-02(Significant Deficiency) included in the
GAR s Schedule of Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
GOVERNOR'S AUTHORIZED REPRESENTATIVE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2009

[I. FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Refer to material weakness 2009-03 fucluded in the GARs Schedule of Findings and Guestioned
Costs.




COMMONWEALTH OF PUERTO RICO
GOVERNORUS AUTHORIZED REPRESENTATIVE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 34, 2009

Finding 2009-01 {Concurring finding) {Material Weakness)

Condition:

The management of the GAR records ifs transactions related with federat awards in MS Excel
spreadsheets, Even though management is currently i the process of evaluating an accounting system for
maintaining the GAR’s accounting recards, no accounting system was used to maintain the GAR's
accounting corresponding to faderal awards during the fiscal yvear ended June 30, 2609,

Criveria:

Federal laws and reguiations require that revipienis of federal awards must maintain an adequate
accounting svstem to account for federal funds in accordance with laws and regulations, Sub-part C -
Post-Award Requirements establish that a State must expand and account for grant funds in accerdance
with State laws and procedures for expending and accounting for its oven funds. Fiscal control and
accounting procedures of the State. as well as its sub-grantees and cost-type conwactors, must be
sufficient to:

o Allow the preparation of reports required by this part and the statules authorizing the grant, and,
o Allow the tracing of funds to a level of expenditures adequate to establish thar such funds have
not been used in violation of the restriction and prahibitions of applicable statutes.

¢ The financial management system of other grantees and sub-grantees must ineet the following
standards:

a} Tinancial reporting - accurate, current, and complete disclosure of the financial
results of financially assisted activities must be made in accordance with the financial
reporting requirements of the grant or sub-grant.

1) Accounsing records - Grantees and sub-graniees nust maittain recards which
adequately identify the sowrce and application of funds provided for [mancially
assisted activities. These records must contain infarmation perfaining to grant or sub-
grant awards and avthorizations. obligations, uncbligated balances, assets, linbilities,
outlays or expenditures, and income.

¢} Internal control - effective control and accountability imust be maintained for ail grant
and sub-grant cash, real and personal property, and other assets, Grantees and subx-
arantees must adequately safeguard all such properly and must assure that it issued
solely for authorized purposes,

Conse:

GAR's managemeni undersiands that recording all transactions refated 1o the operations of GAR in
Microsolt Excel spreadsheets is sulficient given the volume and their nature.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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Effect:

The accouating system does not provide reasonable assurance over the completeness and accuracy of
accounting records. In addition, it does not provide for easily access to approved amounts, obligated
balances, balance available and other related reports necessary 1o allow an adequate control of activities.
Finally, the risk of potential loss, unauthorized modification or omission of information increases

siguificantly.
Amount of questioned cost;
None,

Recommendafion.

GAR should acquire a mechanized accounting system to process all of its accounting transactions {0
prepare accurate, timely and complete accounting records, which could facilitate the presentation of the
GAR's financial results of financially assisted activities. Such system should provide recording and
reporting at an adeguate level of expenditures, to maintain information of grant or sub-grant awards
authorized, funds obligated, and unobligated.

Management response:
The Office of Management and Budget (OMB) Finance Division is at the beginning stages of the

auctioning process for the adequate program acquisition. At this moment we are waiting for the notified
suppliers to send their offers and proposals.
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Finding 2009-02 (Significant Deficiency)

Condition;

The GAR did not submit the data collection form and reporting package within the earlier of 30 days after
the receipt of the auditor’s report, or nine months after the end of the audit period.

Criteria:

Laws and regulations under OMB Cireular A-133 “Audits of Staies, Local Governments, aud Nop-Profi
Organizations” Subpart C ~ Auditees - .320 Report Submission, requires that the audit shall be completed
and submitted, along with the data collection form and reporting package 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 andit, Unless restricted by faw ar
regulation, the auditee shall make copies available for public mspection.

Cause:

The GAR did not contract on time the external anditors fo complete and submit the data collection form
and reporting package for the vear ended June 30, 2009 Single Audit within the timeframe as required by
OMB Circular A-133 “Audits of States, Local Governments, and Non-Profit Organizations” Subpart C ~
Auditees - 320 Repoit Submission Section,

Lffect:

The GAR did not comply with the timely filing of the data collection form and reporting package for the
Single Audit of the fiscal year ended Tune 30, 2005,

Awmount of questioned cost:
None,

Recommendation:

The GAR must conract the services of an external auditor to perform the Single Audit report with
sufficient time in order to comply with the data collection form and reporting package filing timeframe as
required by OMB Circular A-133 “Audits of States, Local Governments, and Non-Profit Organizations™
Subpart C ~ Auditees - .320 Report Submission Section.

Management response:

Due to the 2009 change in government administration The Commonwealth of Puetto Rico Governor’s
Authorized Representative (GAR) was unable to send the imformation within the time required.
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Finding 2009-083 (Material Weanliness)

Federal Progrem U.S. Depariment of Homeland Secwrity -

LS. Emergency Management Agency:
Public Assistance Grant (97.036)
Hazard Miigation Grant {97.039)

Requirement Compliance and Internal Control

Noncomplicinee Sub-Recipient Monitoring Compliance Requirement

Condirion:

During our review of the internal control procedures on sub-recipient monitoring we identified the
following martters:

o The Commonwealth of Puerto Rico Governar's Authorized Representative does not have a
formal writlen sub-recipient monitoring policy.

o At the date of our audit, we noted that management did not review the findings of the single audit
report of the Municipality of Yabueoa for the vear ended June 30, 2009, As such. it was not until
we requested copy of the single audit report that came to management attention that an audit
finding related to FEMA funds was issued,

Crireric:

Laws and regufations under Public Assistance Grant contain in 3) USC 7302 (H(2XB) (Single Aadit Act
Amendments of 1996 (Pub, L. 104-156)). OMB Cireular A-133, OMDB Circalar \A-102 Common Rule
and OMB Circular A-110 require pass-through entities to {§) ensure that sub-recipients expending
$500,000 (as provided in OMB Circular A-133. as revised) or more in Federal awards during the sub-
recipient's fiseal vear have met the sudit requirements of GMB Circular A_133 {Gov. Doc. No. 8} and
that the required audits are completed within nine months of the end of the sub-recipient's audit period,
(2) issue a management decision on audit findings within six months after receipt of the sub-recipient's
audit report, and (3) ensure that the sub~recipient takes timely and appropriate corrective action an all
audit findings. In cases of continued ability or unwillingness of a sub-recipient to have the required
audits, the pass-through entity shall take appropriate action using sanctions.

Ceaise:

The GAR has failed 1o properly follow up on single audit findings identified through single andits
performed on sub-recipients.

Effece:
The GAR could not ascerwin if sub-recipicwts are administering federal awards received in compliance

with laws, regulations. and the provisions of contracts or granf agreements,
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Amount of questioned cost:
Nene.

Recommenduation:

The GAR should prepare and put in place a formal writien sub-recipient monitoring policy o ascerfain
that sub-recipients comply with the following requirements:

a. Reporting - reviewing within 6 months financial and performance reports submitted by the sub-

recipient.

b. Site Visits — performing sile visits at the sub-recipient to review financial and prograutinatic
records and observe operations regardless of amount of federal award pass-through to sub-
recipients.

c¢. Regular Contact — regular contacts with sub-recipients and appropriate inquiries concering
program activities.

Tn addition, procedures should be established to follow-up on findings and corrective action on a timely
hasis.

Managenment rexponse:

Although there is no written pracedure, the personnel of The Commonwealth of Paerto Race Governor’s
Aufhorized Representative (GAR) performed the regular duties in order to review afl the single audits
sent on-time by the sub-recipients. In the case of the Municipality of Yabucoa this report was received on
May 28, 2010, in our office, and the auditors requested it for examination on June 23, 2010. Hence, there
wasn't enough time to review the findings and perfor the required action.
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Condition 2008-01

The management of the GAR records its transactions related with federal awards in MS Excel
spreadsheets, Even though managetnent is cutrently in the process of evalualing an aceounting system for
maintaining accounting records of GAR, no accounfing system was used in order to maintain the
accounting of GAR corresponding 1o federal swards during the fiseal year ended tune 30, 2008,

Status

Similar condition was noted during the year ended Junc 30, 2009. Refer io finding 2009-01 and
Corrective Action Plaa.

Condition 08-M]

The GAR is not properly following up findings and questioned costs identified on sub-recipient's single
audits, During our review of single audit reports for the Municipality of Utuado we noticed a single andit
finding related to fands received from the Office of Federal Emergency Management Agency through
GAR. No follow-up on corrective action as been performed nor documented for this purpose by GAR,
Total federal funds pass-through to the Municipality of Uruado under the Public Assistance Grant for the
vear ended June 30, 2008 was approximately $665,000 and total federal funds pass-iirough by GAR
under this program amounis o $7.300,441,

Stetus

Similar condition was noted during the year ended June 30, 2009, Refer o finding 2009-03 and
Cormrective Action Plan,




Hen. Luis G. Fortuio Burset Marfa Sanchez Brds
Gaverpor Director

July 8, 2010

Scherrer Hernandez & Co.
PO Box 363436
San Juan, Puerto Rico 00936-3436

Re: Corrective Action Plan
Compliance Attestation Examination of :
Public Assistance Grant {97.036)
Hazard Mitigation Grant (97.039)
For the year ended June 30, 2009

Dear Sirs:

The Commonwealth of Puerto Rice Govemor’s Authorized Representative (GAR) herein
presents its comments and corrective action plan for the referenced audit findings 2009-01, 2009~

02 and 2009-03:

Findine 2009-01 (Cencurring finding) (Material Weakness)

Condition:

The management of the GAR records its transactions related with federal awards in MS TExcel
spreadsheets. Even though management is cuirently in the process of evaluating an accounting
system for maintaining the GAR’s accounting records, no accousting system was used to
maintain the GAR’s aceounting corresponding to federal awards during the fiscal year ended

Tunpe 30, 2009,
Criferic:

Federal laws and regulations require that recipients of federal awards must maintain an adequate
accounting system to account for federal funds in accordance with laws and regulations, Sub-past
C - Post-Award Requirements establishes that a State must expand and account for grant funds in
accordance with State laws and procedwes for expending and accounting for its own [unds.
Fiscal control and accounting procedures of the State, as well as its sub-grantees and cost-type
contractors, must be sufficient to:

o Allow the preparation of reports required by this part and the statutes authorizing the
grant,

OfEGE OF MANAGEMENT AMD BUDGET OF THE COMMONWEALTH OF PUERTO RICT .
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o Allow the tracing of funds to a level of expenditures adequate (o establish that such funds
have not been used in violation of the restriction and prohibitions of applicable statutes,

¢ The financial management system of other granfees and sub-grantees must meet the
following standards:

&) Financial reporting - securate, current, and complete disclosure of the
financial results of financially assisted activities must be made in accordance
with the financial reporting requirements of the grant or sub-grant,

b} Accounting records - Grantecs and sub-grantees must maintain records which
adequately identify the source and application of funds provided for
financially assisted activities. These rccords must confain information
pertaining to grant or sub-grant awards and authorizations, cbligations,
unobligated balances, assets, liabilities, outlays or expendifures, and incosmne,

¢) Internal control - effective control and accountability must be maintained for
all grant and sub-grant cash, real and personal property, and other assets.
Grantees and sub-grantees must adequately safeguard all such property and
nmust assure that it issued solely for authorized purposes.

Cause:

GAR's management understands that recording all transactions related to the operations of GAR
in Microsoft Excel spreadsheets is sufficient given the volume and their nature.

Effect:

The accounting system does not provide reasonable asswance over the completeness and
aceuracy of accounting records. Tn addition, it does not provide for casy access to approved
amounts, obligated balances, balance available and other related reports necessary to allow an
adequate controk of activities. Finally, the risk of potential loss, unauthorized maodification or

omission of information increases significantly.
Amowni of questicned cost.
None,

Recommendation:

GAR should acquire a mechanized accounting system lo process all of its accounting
{ransactions to prepare accurate, limely and complete accounting records, which could facilitate
the presentation of the GAR's financial results of financlally assisted activities. Such system
should provide recording and reporting at an adequate level of expenditures, fo maintain
information of grant or sub-grant awards authorized, fands obligated and unobligated.
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Management response;

The Office of Management and Budget (OMB) Finance Division is at the beginning stages of the
auctioning process for the adequate program acquisition. At this moment we are waiting for the
notified suppliers to send their offers and proposals.

Finding 2009-02 (Sienificant Deficiency)

Condition:

The GAR did not submit the data collection form and reporting package within the earlier of 30
days after the receipt of the guditor’s report, or nine months after the end of the audit period.

Criteria;

Laws and regulations under OMB Circular A~133 “Audits of States, Local Governments, and
Non-Profit Organizations” Subpart C — Auditees - .320 Report Submission, requires that the
audit shall be completed and submitted, along with the data collection form and veporting
package within the earlier of 30 days afler receipt of the auditor's report(s), or nine months after
the end of the audit period, uniess a longer period is agreed fo in advance by the cognizant or
oversight agency for audit, Unless restricted by Jaw or regulation, the auditee shall make copies

available for public inspection.

Cause:

The GAR did not contract on time the external auditors to complele and submit the data
collection form and reporting package for the year ended June 30, 2009 Single Audit within the
timeframe as required by OMB Circular A~133 “Audits of States, Local Governments, and Non-

Profit Qrganizations” Subpart C — Auditees - 320 Report Submission Section.

Effect:

The GAR did not comply with the timely filing of the data collection form and reporting package
for the Single Audit of the fiscal year ended June 30, 2009,

Amount of questioned cost:

None.

Recommendation:

The GAR must contract the services of an external auditor to perform the Single Audit report
with sufficient time in order to comply with the data collection form and reponing package filing
timeframe as required by OMB Circular A-133 “Audits of States, Local Governments, and Non-
Profit Organizations™ Subpart C — Auditees - .320 Report Submission Section.
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Muanagemen! response.

Due to the 2009 change in government administration The Cormunonwealth of Puerto Rico
Governor’s Authorized Representative (GAR) was unable fo send ihe information within the

time requirved.

Findine 2009-03 (Material Wealness)

Federal Program: U.S. Department of Homeland Security

.S, Emergency Management Agency:
Public Assistance Grant (97,036)
Hazard Mitigation Grant (97.039)

Reguirement. Compliance and Internal Control
Noncompliance: Sub-Recipient Monitoring Compliance Requirement
Condition:

During our review of the internal contrel procedures on sub-recipient monitoring we identified
the following matters:

s The Commonwealth of Puerto Rico Governor’s Authorized Representative does not have
a formal written sub-recipient monitoring policy,

o At the date of our audit, we noted that management did not review the findings of the
Single Audit report of the Municipality of Yabucoa for the year ended June 30, 2009, As
such, 1f was not until we requested copy of the Single Audit report that came to
management’s aitention that an audit finding related to FEMA funds was issued.

Criteria:

Laws and regulations under Public Assistance Grant contain in 31 USC 7502 (£)(2)(B) (Single
Audit Act Amendments of 1996 (Pub. L. 104-156)), OMB Circular A-133, OMB Circular, A-
132 Common Rule and OMB Circular A-110 require pass-through entities to (1) ensure that sub-
recipients expending $300,000 (as provided in OMB Circular A-133, as revised) or more in
Federal awards during the sub-recipient's fiscal year have met the audit requirements of OMB
Circular A-133 (Gov. Doc, No. 8) and that the required audits are completed within nine months
of the end of the sub-recipient's audit period, (2) issue a managemeni decision on sudit findings
within six months after receipt of the sub-recipient's audit report, and (3) ensure that the sub-
recipient takes timely and appropriate corrective action on all audit findings. In cases of
continued inability or unwillingness of a sub-recipient o have the required audits, the pass-
through entity shall take appropriate action using sanctions.
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Cause:

The GAR has failed to properly follow up on single audit findings identified through single
audits performed on sub-recipients.

Effect:

The GAR could not ascertain if sub-recipients are administering federal awards received in
compliance with laws, regulations, and the provisions of contracts or grant agreements.

Amount of guestioned cost:
None.

Recommendation:

The GAR should prepare and put in place a formal written sub-recipient monitoring policy fo
ascertain that sub-recipients comply with the following requirements:

a. Reporting — veviewing within 6 months financial and performance reports submitied by

the sub-recipient.
b. Site Visits — performing site visits at the sub-recipient to review financial and
programimatic records and observe operations regardless of amount of federal award

pass-through to sub-recipients.
¢. Regular Contact — regular contacts with sub-recipients and appropriate inquities

concerning program activities,

In addition, procedures should be estabiished to follow-up on findings and corrective action on a
timely basis,

Management response:

Although there is no written procedure, the personnel of The Commonwealth of Puerto Rico
Governor’s Authorized Representative (GAR) performed the regular duties in order to review all
the single audits sent on-time by the sub-recipients. In the case of the Munieipality of Yabucoa
this report was received on May 28, 2010, in our Office, and the auditors requested 1t for
examination on June 23, 2010. Hence, there wasn’t enough time to review the findings and

perform the required action.

Governor's Authorized Representative




