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CERTIFIED PUBLIC ACCOUNTANT
12 DE OCTUBRE ST. #434, URBANIZACION EL VEDADO, HATO REY, PR 00918
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INDEPENDENT AUDITOR'S REPORT

COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

SAN JUAN, PUERTO RICO

I have audited the accompanying financial statements of the Puerto Rico State Emergency and
Disaster Management Agency (the Agency), as of and for the year ended June 30, 2008, as listed in
the table of contents. These financial statements are the responsibility of the Office's

management. My responsibility is to express an opinion on these financial statements based on
my audit.

I conducted my 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. Those standards
require that I plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Office’s internal control over financial reporting. Accordingly, 1 express no
such opinion. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating the

overall financial statement presentation. I believe that my audit provides a reasonable basis for
my opinion.

As described in Note 2, the financial statements referred to above were prepared on a modified
accrual basis of accounting, which is a comprehensive basis of accounting other than generally
accepted accounting principles.

In my opinion, the financial statements referred to above present fairly, in all material respects,
the assets, liabilities and fund equity of the Puerto Rico State Emergency and Disaster

Management Agency as of June 30, 2008, and the revenues and expenditures for the year then
ended on the basis of accounting described in Note 2.



In accordance with “Government Auditing Standards”, I have also issued my report dated March
13, 2009 on my consideration of the Office's internal control over financial reporting and on my
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 internal control
over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with “Government Auditing Standards” and
should be read in considering the results of my audit.

My audit was conducted for the purpose of forming an opinion on the financial statements of the
Puerto Rico State Emergency and Disaster Management Agency, taken as a whole. The
accompanying Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget (OMB) Circular A-
133, “Audits of States, Local Governments, and Non-profit Organizations”, and is not a required
part of the financial statements. This schedule is also the responsibility of the management of the
Puerto Rico State Emergency and Disaster Management Agency. The schedule has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in my
opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken
as a whole.

Lt

ISRAEL ROLON, CPA
SAN JUAN, PUERTO RICO
March 13, 2009
Stamp number 2425714 was
affixed to the original of this
report.
TN



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

COMBINED STATEMENT OF ASSETS, LIABILITIES AND FUND
EQUITY - ALL GOVERNMENTAL FUND TYPES AND ACCOUNT GROUPS

ASSETS
Cash
Accounts receivable -
Federal grants
Other

Fixed assets

Amount to be provided for
payment of compensated

absences
Total assets
LIABILITIES
Accounts payable and
accrued expenses
Deferred revenues
Accrued compensated
absences
Total liabilities
FUND EQUITY

Investment in general
fixed assets

Total fund equity

Total liabilities and
fund equity

JUNE 30, 2008
GOVERNMENTAL ACCOUNT TOTALS
FUND TYPES GROUPS (MEMORANDUM
GENERAL GENERAL ONLY)
SPECIAL FIXED LONG-TERM
GENERAL REVENUE ASSETS DEBT 2008 2007
$1,951,767  $5,208,712 $ - $ - $ 7,160,479 § 2,498,398
- - - - - 2,561,669
331,353 - - - 331,353 350,752
- - 6,934,406 - 6,934,406 6,509,383
N
“z8 a2
%98 219
- - - 1,714.249 1,714,249 _ 1.722.879

$2,283,120  §$5,208,712 36,934,406 $1.714,249  $16,140.487 $13,643,081

$ 877,186 $ 893,914 $ - $ - $ 1,771,100 $ 575,353
1,405,934 4,314,798 - - 5,720,732 4,835,466
. . - 1,714,249 1714249 _ 1,722,879
2283120 _5.208.712 - 1.714.249 9,206,081 _ 7.133.698
; - 6.934.406 - 6,934,406 _ 6.509.383
- - 6.934.406 - 6,934,406 _ 6,509,383

§2.283.120 §5.208.712 36,934,406 $1.714.249  $16,140,487 $13.643,081

See notes to financial statements.



COMMONWEALTH OF PUERTO RICO

PUERTO RICO STATE EMERGENCY AND

DISASTER MANAGEMENT AGENCY

COMBINED STATEMENT OF REVENUES AND EXPENDITURES -
ALL GOVERNMENTAL FUND TYPES

REVENUES
Legislative appropriations net of
encumbrances and surplus
Other revenues
Federal grants

Total revenues

EXPENDITURES
Salaries and related costs

Total salaries and related costs
Utilities and communications
Utilities
Communications and online services
Total utilities and communications
Professional services
Contracted services:
Other contracted services

Office and other equipment rent

Total contracted services

YEAR ENDED JUNE 30, 2008

GOVERNMENTAL
FUND TYPES

SPECIAL
GENERAL REVENUE

TOTALS
(MEMORANDUM
ONLY)

2008

2007

$ 8,082,719 $ - $ 8,082,719 § 7,868,386
1,201,835 - 1,201,835 718,628
- 3.675.776 3,675,776 2,402,046
9.284.554 3,675,776 12,960.330  _10.989.060
4,782,244 1,548.105 6,330,349 5,959,394
4,782.244 1,548,105 6.330.349 5,959,394
558,370 - 558,370 517,253
585,084 - 585,084 408.255
1,143,454 - 1.143.454 925,508
355,147 872,610 1,227,757 302,060
804,478 42,381 846,859 927,867
1,495,959 - 1.495.959 1,517,101
2,300,437 42,381 2,342,818 2,444 968

See notes to financial statements.



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

COMBINED STATEMENT OF REVENUES AND EXPENDITURES -
ALL GOVERNMENTAL FUND TYPES (CONTINUED)

YEAR ENDED JUNE 30, 2008
GOVERNMENTAL TOTALS
FUND TYPES (MEMORANDUM
SPECIAL ONLY)
GENERAL REVENUE 2008 2007

Donations and subsidies:

Municipalities and state agencies - 414,023 414,023 403,733

Others 84.093 - 84,093 74,530
Total donations and subsidies 84,093 414,023 498,116 478,263
Transportation Costs:

Travel and vehicle expenses 22414 31.768 54.182 60,808

Other expenses

Prior years 39,958 - 39,958 224,802

Current year expenses 38,039 129.360 167,399 237.190
Total other expenses 77,997 129.360 207,357 461,992
Equipment purchases

Vehicles 356,021 - 356,021 -

Other 60.376 376,669 437,045 129,706
Total equipment purchases 416,397 __376.669 793,066 129.706
Materials and supplies 102,371 68.925 171,296 140,580
Announcements - 191935 _ 191935 85.781

Total expenditures 39284554  $3.675.776 §12.960330 $10,989,060

See notes to financial statements.



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

STATEMENT OF REVENUES AND EXPENDITURES -
BUDGET AND ACTUAL - GENERAL FUND

REVENUES
Legislative appropriations

EXPENDITURES
Salaries and related costs

Utilities and communications
Contracted services
Donations

Transportation costs
Professional services
Materials

Equipemtn and other expenses

YEAR ENDED JUNE 30, 2008

GENERAL FUND
BUDGET ACTUAL " VARIANCE
ADJUSTED ADJUSTED FAVORABLE

(NOTE 2E) (NOTE2E) (UNFAVORABLE)

$8.000.000 $8.000.000 s -

44994777 4,499,472 -

831,417 831,417 -
2,229,451 2,229,451

72,000 72,000 ]

16,968 16,968

170,168 170,168

85,388 85,388

95.136 95,136

Total expenditures $5000000  $8,000,000 s -
EXCESS OF APPROPRIATIONS
OVER EXPENDITURES $ - : - -

See notes to financial statements.



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2008

NOTE 1 - ORGANIZATION

Organization

The Puerto Rico State Emergency and Disaster Management Agency (the Agency) is a governmental
entity of the Commonwealth of Puerto Rico, created by law number 211 of August 2; 1999, as amended.
The Agency is the organization engaged with specific duties and powers to coordinate all central

government, private and federal plans directed to protect the inhabitants of the Commonwealth of Puerto
Rico in any emergency or disaster.

The Agency is subsidized by appropriations from the Commonwealth of Puerto Rico, by federal grants
received from the U.S. Federal Emergency Management Agency, by private donations and by funds
derived from 911 telephone calls.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been prepared on a modified accrual basis of accounting as

applicable to governmental units. The following is a summary of the significant accounting policies
followed:

A. Reporting Entity
For financial statements purposes, the Agency is treated as a separate accounting entity. The Department

of the Treasury of the Commonwealth serves as trustee of the funds assigned to the
Agency by Commonwealth appropriations, federal grants and private funds.

B. Method of Presentation - Fund Accounting

The Agency's accounts are organized based on two governmental fund types which are considered
separate accounting entities. The operations of each fund are recorded through a separate self-balancing
set of accounts that comprises assets, liabilities, fund balance, revenues and expenditures.

The Agency maintains the following fund types:

General Fund:

The General fund is used to account for the financial resources of the Agency associated with the local
government.

Special Revenue Funds

Special revenue funds are used to accounts for federal assistance and pass-through grants awarded by the
Federal Emergency Management Agency (FEMA).



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
B. Method of Presentation - Fund Accounting (continued)

The Agency also uses two account groups which are not considered funds. They are used to
establish accounting controls and to account for general fixed assets and general long-term
liabilities of the Agency. The account groups used by the Agency are the following:

General fixed assets account group, this group is used to account for all property and equipment of
the Agency.

General long-term debt account group, this group is used to account for all general long-term debt
of the Agency related to compensated absences such as vacations and sick leave.

C.  Basis of Accounting

The modified accrual basis of accounting is followed by governmental fund types. Under the modified
accrual basis of accounting, revenues are recorded when they become measurable and available to pay
liabilities of the current period. Expenditures are recorded in the accounting period in which the liability
is incurred, except for accrued vacations and sick leave which are recorded in the general long-term debt
account group.

General fund appropriations are recorded in the statement of revenues, expenditures and changes in fund
balance, when the expenditure for which the specific appropriation was created is incurred. Therefore,
the expenditure determines when the appropriation is recorded in the general fund.

Deferred revenues arise because the Agency's fiscal year differs from the fiscal year for which federal
grants are awarded. The Agency's fiscal year ends June 30, while federal grants are awarded based on
federal fiscal year which ends September 30. Federal grant revenues are recorded in the statement of
revenues, expenditures and changes in fund balance, based on a straight-line apportionment of nine

months for current year grants and three months for prior year grants to the extent the related expenditure
has been incurred.

The unexpended cash balance of special revenues in the general fund are also presented as deferred
revenues.

D. Encumbrances

Encumbrances are recognized for budgetary purposes. Through encumbrances, commitments related to
unperformed contracts and undelivered goods are recorded to reserve the applicable portion of the
appropriation. Encumbrances outstanding at year end are not reported in financial statements because they
do not constitute expenditures. General fund encumbrances will be recorded as expenditures and
appropriations in future financial statements as they are incurred. At June 30, 2008, general fund
_ encumbrances amounted to $198,659.



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

E. Budgetary Information

The Agency performs the following procedures to establish the budgetary information reflected in the
financial statements:

General fund:

The budget is prepared annually by the Agency and submitted for approval to the Legislature of
the Commonwealth.

The budget is approved based on a lump sum appropriation.
The Agency submits the detailed budget by expense category to the Office of Manageinent and
Budget of the Commonwealth (OMB) for its accounting.

The amounts of budgetary items can be amended only if such amendments do not exceed the
original budget amount. Approval of OMB is required. '

The budget is prepared based on the modified accrual basis of accounting, except for
encumbrances, as later explained.

Special Revenue Fund:

Federal grants are awarded based on lump sum allotments from federal agencies.

Annual operating budgets for federal programs are internally prepared by the Agency based on
federal fiscal year, not the Agency fiscal year.

Federal grant allotments can be carried over up to two years after the first year the grant is
awarded.

A combined statement of revenues and expenditures - budget and actual - for the special
revenue fund, as required by generally accepted accounting principles, is not presented in the
financial statements. The existing budgetary system for federal programs does not provide for
a comparison of approved budgeted amounts with actual results of operations within the fiscal

year because budget appropriations are authorized for more than one year and are based on a
different fiscal year.



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

NOTES TO FINANCIAL STATEMENTS (CONTINUED) -
YEAR ENDED JUNE 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
E. Budgetary Information (Continued
o The actual adjusted result of operations presented in the statement of revenues and expenditures
- budget and actual -general fund, is reported according to the budgetary accounting of the
Agency for purposes of a better comparison with the budget.
The budget adjusted results of operations presented in the statement of revenues and expenditures -
budget and actual - general fund, represent the legislative appropriations for the year ended June

30, 2008 for operating expenses of the Agency in the amount of $8,000,000.

The major differences between the budgetary basis used to prepare the budget of the general fund
and the accounting basis follows:

¢ In the budgetary basis, encumbrances are presented as expenditures.
¢ In the accounting basis, revenues are recorded when the related expenditures are incurred.
A reconciliation of revenues between the budgetary basis and the accounting basis follows:
Legislative

Appropriations
Revenues per the statement of revenues and

expenditures — budget and actual — general fund ' $8,000,000
Add ( Deduct):
Encumbrances — current year ( 120,465)
Encumbrances — prior year, recorded as _
expenditures in current year 203.184

Legislative appropriations per combined statement of
revenues and expenditures $8.082.719

Law 144 of December 1994 known as the "911 Calls Law" provides funds to the Agency based on
allocation determined by the 911 Service Board created therein. The proceeds are collected by the
Telephone Authority through a special user charge and deposited in a special account carried by the 911
Service Board.

10



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2008
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
E. Budgetary Information (Continued)

Surplus from other revenues related to Law 144 (911 Calls), Law 150 (Computerized system for

municipalities’ communication with the Agency) private donations and other receipts were used by the
Agency as follows:

Donations
Law 150 Law 144 and other Total
Surplus, beginning of year $ 267,850 $ 374,533 $ 8540 $ 650,923
Add special revenues:

Annual distribution - 561,045 - 561,045

Contingency reserve - . 425.000 - . 425,000

Surplus available 267.850 1,360,578 8.540 1,636,968
Deduct expenditures,
Net of adjustments:

Salaries and related costs - 279,190 3,582 282,772

Materials - 3,022 750 3,772

Communications— telephone - 269,226 462 269,688

Other expenses - 5,374 421 5,795

Transportation - - 366. 366

Contracted services - 27,772 1,225 28,997

Equipment - 17,559 - 17,559

Vehicles - . 356,021 - . 356,021

- . 958,164 6,806 964.970

Surplus, end of year 3 267850 3 402414 $ 1734 3 671998

Surplus available at end of year may be expended up to the year 2009.

F. Cash

The Agency's cash accounts are mainly held with the Department of the Treasury of the Commonwealth
of Puerto Rico, which administers the funds of the government. All cash receipts and disbursements of
the Office are made through the Government Development Bank for Puerto Rico which maintains
separate codes within the general account of the government to identify each agency.

G. General Fixed Assets

The general fixed assets are recorded as expenditures in the governmental fund types and capitalized at

cost in the general fixed assets account group. Donated fixed assets are recorded at their estimated fair
value at the time received.

Depreciation is not provided on general fixed assets.

11



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

H. Compensated Absences

The employees of the Agency are entitled to 30 days of regular vacations and 18 days of sick leave
annually. Vacation and sick leave can be accumulated up to a maximum of 60 and 90 days, respectively,
at the end of the calendar year. The excess over such days shall be paid to the employee as follows:

Vacation - In July 1st of the following calendar year if the excess is not used by the
employee before that date. )

Sick leave - buring January of the following calendar year, but not later than March 31.

Unpaid vacation time accumulated is fully vested to the employees from the first day of work. Upon
retirement an employee receives compensation for all accumulated unpaid sick leave at the current rate, if
the employee has at least 10 years of service with the Commowealth.

Accrued compensated absences include the employer contributions related to liquidation payments of
compensated absences. The accruals are recorded in the general long-term debt account group.

| 8 Insurance

The Agency has insurance coverage for its property and equipment, mainly to provide protection for
catastrophical losses. Also, the main officials are covered by various bonds. The Commonwealth's
Secretary of the Treasury is in charge of acquiring these insurance coverages.

J. Total (Memorandum Only) Columns

Total columns on the combined statements are captioned "Memorandum Only" to indicate that they are
presented only to facilitate financial analysis. Data in these columns do not present financial position,
results of operations, or changes in financial position in conformity with generally accepted accounting
principles. Such data are not comparable to a consolidation since interfund eliminations have not been
made.

K. Comparative Data
Comparative data for the prior year has been presented in the accompanying financial statements to
provide an understanding of changes in the Agency financial position and operations. However,

comparative data (i.e., presentation of prior year totals by fund type) have not been presented in each of
the statements because their inclusion would make the statements unduly complex and difficult to read.

12



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2008

NOTE 3 - CASH

The cash accounts of the Agency are held, along with the cash account of the Government of the
Commonwealth of Puerto Rico (the Commonwealth), in the Government Development Bank for Puerto

Rico (GDB) which is a public corporation of the Commonwealth. No collateral is maintained for cash in
GDB.

NOTE 4 - FEDERAL GRANTS RECEIVABLE

Receivables from the Federal Government represent grant awards approved but not yet requested and/or
received by the Agency pursuant to Federally funded programs.

NOTE S - CHANGES IN GENERAL FIXED ASSETS

A summary of changes in general fixed assets is presented below:

Balance Balance
June 30, June 30,
2007 Additions Deletions 2008
Equipment $5,112,088 $ 140,751 $ - $5,252,839
Motor vehicles . 1,763,175 - 81,608 1.681.567
TOTAL $6.875,263 3 140,75} 3 81,608 $6,934,406

NOTE 6 - RETIREMENT PLANS

Defined Benefit Pension Plan

All qualifying permanent employees of the Agency who at the time of employment are 55 years
old or less are eligible to participate in the Employees' Retirement System of the Commonwealth
of Puerto Rico (the System), a cost sharing multiple-employer defined benefit pension plan
created by Act No. 447 of May 15, 1951, as amended.

The System provides retirement, death and disability benefits pursuant to legislation enacted by
the Commonwealth’s legislature. Death and disability benefits are available to members for
occupational and nonoccupational death and disabilities. However, a member must have at least
ten (10) years of service to receive nonoccupational disability benefits. Retirement benefits
depend upon age at retirement and number of years of credited service. Benefits vest after ten
years of plan participation.

13



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2008

NOTE 6 - RETIREMENT PLANS (CONTINUED)

Defined Benefit Pension Plan (continued)

Participants aged 55 years or older, and who have completed 25 or more years of credited
service, or who are 58 or older and who have completed 10 or more years of cumulative service,
are entitled to annual benefits, payable monthly for life.

The amount of the annuity shall be one and one-half percent of the average compensation
multiplied by the number of years of creditable service up to twenty (20) years, plus two percent
of the average compensation, as defined, multiplied by the number of years of creditable service
in excess of twenty (20) years. In no case the annuity will be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the
Merit Pension, as defined. Participants who have not attained 55 years of age will receive 65% of
the average compensation of the three years of higher salary services. Those who have attained
55 years of age will receive 75% of such average compensation.

No benefits are payable if the participant receives a refund of his/her accumulated contributions.

Commonwealth legislation requires employees to contribute 5.775% for the first $550 of their
monthly gross salary and 8.275% for the excess over $550 of monthly gross salary. The Agency
is required by the same statute to contribute 9.275% of the participant’s salary.

Defined Contribution Plan

On September 24, 1999, the Legislature of the Commonwealth enacted Act, No. 305, which
amends Act. No. 447 to establish, among other, a defined contribution savings plan program (the
“Program™) to be administered by the Retirement System. All regular employees hired for the
first time on or after January 1, 2000 and former employees who participated in the defined
benefit pension plan, received a refund of their contributions and are rehired on or after January
1, 2000 become members of the Program as a condition to their employment. In addition,
employees who at December 31, 1999 were participants of the defined benefit pension plan, had
the option, to either stay in the defined benefit plan or transfer to the new program.

Act No. 305 requires employees to contribute 8.275% of their monthly gross salary to the
Program. Employees may elect to increase their contribution up to 10% of their monthly gross
salary. Employee contributions are credited to his/her individual account established under the
Program. Participants have three options to invest their contributions to the Program.
Investment income is credited to the participant’s account semi-annually.

14



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2008

NOTE 6 - RETIREMENT PLANS (CONTINUED)

The Agency is required by Act No. 305 to contribute 9.275% of the participant’s gross salary.
The Retirement System will use these contributions to increase its asset level and reduce the
unfunded status of the defined benefit pension plan.

Upon retirement, the balance in the participant’s account will be used to purchase an annuity
contract, which will provide for a monthly benefit during the participant’s life and 50% of such
benefit to the participant’s spouse in case of the participant’s death. Participants with a balance
of $10,000 or less at retirement will receive a lump-sum payment. In case of death, the balance
in the participant’s account will be paid in a lump-sum to his/her beneficiaries. Participants have
the option of a lump-sum or purchasing an annuity contract in case of permanent disability.

Total employee contributions to the above mentioned plans was approximately $342,000 and the

Agency's contribution for the year ended June 30, 2008 was $388,000. Total payroll of the Agency was
$5,246,800.

Additional information on the Retirement System is provided in its financial statements for the year ended
June 30, 2008 a copy which can be obtained from the Retirement System.

NOTE 7 - COMMITMENTS

Commitments under lease agreements for office facilities expected to be renewed in the normal course of
business provide for minimum annual rental payments as follows:

Year ending
June 30, . Amount
2009 - $1,146,688
2010 34,500
201 25,875

~

Office rent expense for the year ended June 30, 2008 was $1,438,000. The Agency also has other facility
for which no annual rent is paid.

It is expected that lease agreements be renewed in the normal course of business.

15



COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FEDERAL GRANTOR/
PROGRAM TITLE

FEMA(Federal Emergency Management

Agency)
Direct Programs:
PDMC
Pre-Disaster Mitigation
Flood Mitigation Assistance
Pass Through:

Emergency Management
Preparedness Grant

19
113

113

State Homeland Security Grant
Homeland Security Grant
Urban Train

Citizens Corp.

Citizens Corp.

See notes to schedule of expenditures and federal awards.

CFDA

NUMBER

97.017
83.567

97.029

97.042
97.042
97.042
97.042
97.067
16.007
97.067
97.067

97.067

YEAR ENDED JUNE 30, 2008

GRANT
NUMBER

EMN2004PC0002
EMN2002GR0214

EMN2004FMEQ01

2007EME70044
2006-EM-E60047
2007EME70108
2005GET50009
GET54009021
GET40008021SUB
GET0000061
GET60021

GET54009021

EXPENDITURES

$ 255,798
25,313

17,800

2,254,333
407,988
311,535

63,000
160,058
5,959
82,249
5,488
86.255

$3.675.776
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COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2008

NOTE 1 - BASIS OF ACCOUNTING

The supplementary Schedule of Expenditures of Federal Awards (the Schedule) includes the available
federal grant activity of the Puerto Rico Emergency and Disaster Management Agency and is presented
using the modified accrual basis of accounting. Expenditures are recorded in the accounting period in
which the related liability is incurred and encumbrances are not included.

The supplementary Schedule is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some schedule amounts
may differ from amounts presented in the basic financial statements.

Grant Awards

Al federal financial assistance grants received directly from federal agencies and pass-through funds are
included as special revenue funds in the basic financial statements of the Agency.
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Israel Rolon

CERTIFIED PUBLIC ACCOUNTANT
12 DE OCTUBRE ST #434, URBANIZACION EL VEDADO, HATO REY, PR 00918
GPO BOX 362348, SAN JUAN, PUERTO RICO 00936-2348
TELEPHONE & FAX: (787) 754-9336

INDEPENDENT AUDITOR'S REPORT

COMMONWEALTH OF PUERTO RICO

PUERTO RICO STATE EMERGENCY AND

DISASTER MANAGEMENT AGENCY ‘
SAN JUAN, PUERTO RICO

I have audited the financial statements of the Puerto Rico State Emergency and Disaster
Management Agency (the Agency), as of and for the year ended June 30, 2008, and have issued my
report thereon dated March 13, 2009. I conducted my 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.

Internal Control Over Financial Reporting

In planning and performing my audit, I considered the Agency’s internal control over financial
reporting as a basis for designing my auditing procedures for the purpose of expressing my opinion
on the financial statements but not for the purpose of expressing an opinion on the effectiveness of
the internal control over financial reporting. Accordingly, I do not express an opinion on the
effectiveness of the internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination -
of control deficiencies, that adversely affects the organization’s ability to initiate, authorize,
record, process, or report financial data reliably in accordance with generally accepted accounting
principles, such that there is more than a remote likelihood that a misstatement of the
organization’s financial statements that is more than inconsequential will not be prevented or
detected by the organization’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that

results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the organization’s internal control.
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My 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
control that might be significant deficiencies or material weaknesses. I did not identify any
deficiencies in internal control over financial reporting that I consider to be material weaknesses,
as defined above.

' Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency’s financial statements are free
of material misstatement, 1 performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants 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 my audit'and, accordingly, 1
do not express such an opinion. The results of my tests disclosed no instances of noncompliance
or other matters that are required to be reported under Government Auditing Standards.

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

and federal awarding agencies and is not intended to be and should not be used by anyone other
than these specified parties.

-

| dpar

ISRAEL ROLON, CPA
March 13, 2009
Stamp number 2425715 was
affixed to the original of this
report.
- g
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Israel Rolén

CERTIFIED PUBLIC ACCOUNTANT
12 DE OCTUBRE ST #434, URBANIZACION EL VEDADO, HATO REY, PR 00918
GPO BOX 362348, SAN JUAN, PUERTO RICO (0936-2348
TELEPHONE & FAX: (787) 754-9336

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

SAN JUAN, PUERTO RICO

Compliance

I have audited the compliance of the Puerto Rico State Emergency and Disaster Management
Agency (the Agency), with the types of compliance requirements described in the “U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement” that are applicable to
its major federal program for the year ended June 30, 2008. The Agency’s major federal program
is identified in the summary of auditor’s results section of the accompanying Schedule of
Findings and Questioned Costs. Compliance with the requirements of laws, regulations, contracts
and grant agreements applicable to its major federal program is the responsibility of the Agency’s
management. My responsibility is to express an opinion on the Agency’s compliance based on
my audit. *

I conducted my audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in
“Government Auditing Standards”, issued by the Comptroller General of the United States; and
OMB Circular A-133, “Audits of States, Local Governments, and Non-profit Organizations”.
Those standards and OMB Circular A-133 require that I plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about the Agency’s compliance with those
requirements and performing such other procedures as I consider necessary in the circumstances.
I believe that my audit provides a reasonable basis for my opinion. My audit does not provide a
legal determination on the Agency’s compliance with those requirements.

In my opinion, the Puerto Rico State Emergency and Disaster Management Agency complied, in all
material respects, with the requirements referred to above that are applicable to its major federal
program for the year ended June 30, 2008.
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Internal Control Over Compliance

The management of the Puerto Rico State Emergency and Disaster Management Agency is
responsible for establishing and maintaining effective internal control over compliance with
requirements of laws, regulations, contracts and grant agreements applicable to federal programs.
In planning and performing my audit, I considered the Agency’s internal control over compliance
with requirements that could have a direct and material effect on a major federal program in order
to determine my auditing procedures for the purpose of expressing my opinion on compliance, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, 1 do not express an opinion on the effectiveness of internal control
over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal control.

My consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses. I did not identify any

deficiencies in internal control over compliance that I consider to be material weaknesses, as
defined above.

This report is intended solely for the information and use of management, others within the entity,
and federal awarding agencies and is not intended to be and should not be used by anyone other

than these specified parties.
QQQJQL

ISRAEL ROLON, CPA
March 13, 2009
Stamp number 2425716 was P
affixed to the original of this .- ml g 2
report, : KR : ;- -
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o COMMONWEALTH OF PUERTO RICO

PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2008

PART I - SUMMARY OF AUDITOR'S RESULTS

Information Required
A. Financial Statements:

1. Type of auditor’s report issued:
2. Internal control over financial reporting:
a. Any material weakness (es) identified?

b. Any reportable condition(s) identified not
considered to be material weaknesses?

c. Any noncompliance material to financial
statements noted?
B. Federal Awards:

1. Internal control over major programs:
a. Any material weakness (es) identified?

b. Any reportable condition(s) identified not
considered to be material weaknesses?

2. Type of auditor’s report issued on
compliance for major programs:

3. Any audit findings disclosed that are
required to be reported in accordance with
Circular A-133, Section .510(a)?

Results

Unqualified

No

None reported

No

No

None reported

Unqualified

No
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COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2008

PART I - SUMMARY OF AUDITOR'S RESULTS (CONTINUED)

Information Required Results

B. Federal awards (continued):

4. ldentification of major program:

CFDA Program
Number - Title
97.042 Emergency Management
Preparedness Grant
5. Dollar threshold used to distinguish
Between Type A and Type B programs: $500,000
6. Auditee qualified as low-risk auditee? No
PARTII - FINDINGS RELATING TO THE FINANCIAL STATEMENTS AUDITED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
08-1 CONDITION
No formal cost allocation plan has been prepared to support the distribution of certain
costs among local and federal funds.
RECOMMENDATION
A formal cost allocation plan should be prepared and annually revised to consider new
funds or activities. Training programs and management review of supporting documents
of allowable costs should be added to procedures.
CURRENT STATUS
The situation shall be corrected as professional services were contracted to develop pian.
08-2 CONDITION

The Agency does not prepare periodic internal financial statements for management
information and review.

RECOMMENDATION

Management needs to contract services for financial statements preparation.
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COMMONWEALTH OF PUERTO RICO
PUERTO RICO STATE EMERGENCY AND
DISASTER MANAGEMENT AGENCY

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS (CONTINUED)

07-4

YEAR ENDED JUNE 30, 2008

CONDITION

No monitoring procedures for funds received by subrecipients were followed during the
period.

RECOMMENDATION

Monitoring procedures should be established and the internal auditor assigned to
periodically perform tests of adequacy.

CURRENT STATUS

The situation shall be corrected as professional services were contracted to develop
monitoring procedures.

CONDITION

The agency does not have an internal auditor to monitor, among other, subrecipients'
compliance with requirements of pass-through funds received.

RECOMMENDATION

Create an internal audit department to oversee the subrecipients use of funds received.

CURRENT STATUS

The position was requested for fiscal years 2002 through 2007, but still no approval has
been obtained.
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