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PARISSI PSC

(ertified Public Accountants, Tax & Business Advisors

Independent Auditors’ Report

Puerto Rico Emergency and Disaster Management Agency
San Juan, Puerto Rico

We have audited the accompanying Statement of Governmental Funds Revenue and Expenditures (Cash
Basis) of the Puerto Rico Emergency and Disaster Management Agency (the Agency), an agency of the
Commonwealth of Puerto Rico, for the year ended June 30, 2010. This financial statement is the
responsibility of the Agency’s management. Our responsibility is to express an opinion on this financial
statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the basic financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the basic financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As described in Note 1, the financial statement has been prepared on cash basis, which is a
comprehensive basis of accounting other than generally accepted accounting principles.

The financial statement of the Agency is intended to present the Statement of Governmental Funds
Revenue and Expenditures (Cash Basis) of only that portion of the governmental activities, each major
fund, and the aggregate remaining fund information of the Commonwealth of Puerto Rico that is
attributable to the transactions of the Agency. They do not purport to, and do not, present fairly the
Statement of Governmental Funds Revenue and Expenditures (Cash Basis) of the Commonwealth of
Puerto Rico as of June 30, 2010 and for the year ended in confonmty with the basis of accounting

described in Note 1.

In our opinion, the financial statement referred above presents fairly, in all material respects, the
respective cash basis of the Statement of Governmental Funds Revenue and Expenditures of the Agency
for the year ended June 30, 2010 in conformity with the basis of accounting described in Note 1.

In accordance with Government Auditing Standards, we have also issued our report dated December 30,
2010, on our consideration of the Agency’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. 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 considered in assessing the results of our

audit.

BRI Yo e cmrineMAmm e (4 44 ee tavasc e asemmae ab o e

650 Muioz Rivera Ave., Suite 502, San Juan, PR 00918-4149 « PO Box 195607, Hato Rey Station, San Juan, PR 00919 5607

Phone 787.641.9801 « Fax 787.641.9809 « www.parissicpa.com

LRy sy i by



The management’s discussion and analysis and budgetary comparison information on pages 3 through 6
and 8, respectively, are not a required part of the financial statement but are supplementary information
required by accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted 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 express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the Statement of Governmental Funds
Revenue and Expenditures of the Puerto Rico Emergency and Disaster Management Agency. 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 Circular A-133, Audits of States, Local

—. -— -—.Governments, and Non-Profit Organizations, and is also not a required part of the basic financial
statement of the Corps. The combining and individual nonmajor fund financial statement and the
schedule of expenditures of federal awards have been subject to the auditing procedures applied in the
audit of the Statement of Governmental Funds Revenue and Expenditures and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statement taken as a whole.

%3‘5// Wf C.

December 30, 2010

Stamp No. E404 was affixed
to the original of this report
License No. 88 Exp. December 1, 2011.




Puerto Rico Emergency and Disaster Management Agency
(An Agency of the Commonwealth of Puerto Rico)

Management s Discussion and Analysis
Year Ended June 30, 2010

The management of the Puerto Rico Emergency and Disaster Management Agency (the Agency), an
Agency of the Commonwealth of Puerto Rico), provides this overview and analysis of the cash receipts
and cash disbursements of the Agency for the fiscal year ended June 30, 2010, prepared on the cash basis
of accounting. We encourage readers to consider the information presented here along with the financial
statement taken as a whole.

FINANCIAL HIGHLIGHTS:

o The Agency’s total cash receipts exceeded total cash disbursements by $486,082.

o The Agency’s General Fund total cash receipts exceeded cash disbursements, on the cash basis of
accounting, by $4,183,827.

REPORT COMPONENTS:
This report consists of four parts as follows:

Statement of Governmental Funds Revenue and Expenditures (Cash Basis): This financial statement
provides information regarding the cash receipts and cash disbursements of the Agency for the year ended
June 30, 2010.

Notes to the Financial Statement: The notes to the financial statement are an integral part of the
Governmental Funds Revenue and Expenditures (Cash Basis) and provide expanded explanation and
detail regarding the information reported in the statement.

Required Supplementary Information: This Management’s Discussion and Analysis and the General
Fund Budgetary Statement represent financial information required to be presented by accounting
principles generally accepted in the United States of America. Such information provides users of this
report with additional data that supplements the statement and notes.

BASIS OF ACCOUNTING:

The Agency has elected to present its financial statement on a cash basis of accounting. This cash basis
of accounting is a basis of accounting other than generally accepted accounting principles. Basis of
accounting is a reference to when financial events are recorded, such as the timing for recognizing
revenue and expenses. Under the Agency’ cash basis of accounting, revenue and expenses.are recorded
when they result from cash transactions. Therefore, when reviewing the financial information and
discussion within this report, the reader should keep in mind the limitations resulting from the use of the
cash basis of accounting,

THE FUND FINANCIAL STATEMENT:

The Agency basic services are reported in governmental funds, which focus on how money flows into and
out of those funds. The governmental fund provides a detailed short-term view of the Agency’ general
government operations, the basic services it provides and helps you determine whether there are more or
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Management Discussion and Analysis
Year Ended June 30, 2010

fewer financial resources that can be spent in the near future to finance the Agency’ progras. The
Agency considers the General Fund to be its significant or major governmental fund.

A FINANCIAL ANALYSIS OF THE AGENCY’S FUNDS:

For the year ended June 30, 2010, on the cash basis of accounting, the Agency reported cash receipts of
$12,846,470, and cash disbursements of $12,360,388 resulting in an excess of $486,082. The following

table summarizes the results of operations between fiscal years ended June 30, 2010 and 2009:

Change
2010 2009 Dollars %

Cash Receipts:

Legislative appropriations $ 6,401,000 8,435,391 (2,034,391) -24%

Federal grants 5,846,509 5,804,812 41,697 1%

Other 598,961 684,093 (85,132) -12%

Total 12,846,470 14,924,296 (2,077,826) -14%

Cash Disbursements:

Salaries and fringe benefits 6,059,952 6,401,724 (341,772) -5%

Facilities and services 723,061 583,536 139,525 24%

Contracted services 2,170,910 1,813,302 357,608 20%
- Contribution, subscriptions and donations 254,169 760,260 (506,091) -67%

Transportation 60,513 298,967 (238,454) -80%

Professional services 1,409,762 1,559,010 (149,248) -10%

Materials 301,288 206,066 95,222 46%

Equipment 625,375 1,016,410 (391,035) -38%

Advertisement 365,198 786,601 (421,403) -54%

Other expenses 390,160 107,980 282,180 261%

Total cash disbursements 12,360,388 13,533,856 (1,173,468) 9%

Excess of cash receipts over cash disbursements $ 486,082 1,390,440 (904,358) -65%

YEAR ENDED JUNE 30, 2010 vs. JUNE 30, 2009:

In overall, the Agency’s total cash receipts decreased by approximately $2 million or 14% from prior year
in accordance with cost cutting measures implemented by the Commonwealth of Puerto Rico during
2010. Legislative appropriations decreased in relation with the cost cutting measures pursuant to the

provisions of the Act No. 7 of March 9, 2009.

Total cash disbursements decreased by $1,173,468. Such decrease is the net result of the following:

1. Decrease in salaries and fringe benefits of $341,772 responds to early retirement under the provisions

of ActNo. 7.

7

- b

S S ENRCTE Q0 SRS T degcf B i B - g Moy pi e s D e i e deatan e -

e pam—— ea




* -

PP DOIDOIDDIIDDOIDDIDDDDIODDT P11 1 ""7""‘"0.""’

Puerto Rico Emergency and Disaster Management Agency
(An Agency of the Commonwealth of Puerto Rico)

Management Discussion and Analysis
Year Ended June 30, 2010

2. Contracted services increased by $357,608 due to increased trainings and seminars held during the
year ended June 30, 2010.

3. Contributions, subscriptions and donations decreased by $506,091 because during the year ended
June 30, 2009, there were special transfer of $218,500 made to the Puerto Rico Department of
Housing, an increase in contributions to municipalities of approximately $232,391, and a special

- contribution amounting to $60,000.

4. Transportation expenses decreased by $238,454 mostly due to a reduction in special travel outside
Puerto Rico related to seminars held in the United States.

S. Acquisition of equipment decreased by $391,035 mostly due to a decrease in the acquisition of

communications equipment ($172,619 in 2010 versus $501,035 in 2009).

6. Advertising expenses decreased by $421,403 mostly due to a decrease of $367,416 in public
instruction and information expenses from prior year ($84,975 in 2010 versus $452,391 in 2009).

7. Other expenses increased by $282,180 mostly due to expenses related to trainings and seminars held
in Puerto Rico during the year ended June 30, 2010.

GENERAL FUND BUDGETARY HIGHLIGHTS:

Over the course of the year, the Agency revised the General Fund budget at various times. The final
amended budget, however, was consistent with the original budget.

For the year ended June 30, 2010, on the cash basis of accounting, the Agency’s General Fund reported
cash receipts of $6,401,000 and cash disbursements of $6,294,557 resulting in an excess of receipts over

disbursements of $106,443.

This space is intentionally left in blank
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)

Management Discussion and Analysis
Year Ended June 30, 2010

The budgetary schedule of Revenue and Expenditures (Cash Basis) for the General Fund (Fund 111 and

115) is as follows:

__Budgeted Amounts Actual Variance with
Original Final Amounts Final Budget
Revenue:
Legislative appropriations $ 6,401,000 6,401,000 6,401,000 —
Expenditures:
Salaries and fringe benefits 3,739,000 3,739,000 4,058,272 (319,272)
. Utilities 579,000 579,000 523,806 55,194
Contracted services 1,608,000 1,865,000 1,525,495 339,505
Donations and subsidies 363,000 5,000 5,000 —
Transportation 10,000 12,000 11,370 630
Professional services 33,000 114,000 101,463 12,537
Other 18,000 18,000 13,301 4,699
Materials 19,000 54,000 41,730 12,270
Equipment 32,000 15,000 14,120 880
Total expenditures 6,401,000 6,401,000 6,294,557 106,443
Excess of revenue over expenditures  $ — — 106,443 106,443

CONTACTING THE AGENCY FINANCIAL MANAGEMENT:

This report is designed to provide general overview of the Agency’s financial information and to
demonstrate the Agency accountability for the money it receives. Also, this report is intended for the
information and use of management, the body or individuals charged with governance, others within the
entity, specific legislative or regulatory bodies, federal awarding agencies, and if applicable, pass through
entities and is not intended to be and should not be used by anyone other than these specified parties. If
you have questions about this report or need additional information, contact the Agency office at P.O.

Box 9066597, San Juan, Puerto Rico 00906-6597 or telephone at (787) 724-0124.
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Puerto Rico Emergency and Disaster Management Agency
(An Agency of the Commonwealth of Puerto Rico)

Statement of Governmental Funds Revenue and Expenditures (Cash Basis) — General Fund
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Year Ended June 30, 2010
Other
Governmental
General Fund Fund Total
Cash Receipts:
Legislative appropriations $ 6,401,000 - 6,401,000
Federal grants —_ 5,846,509 5,346,509
QOther - 598,961 — 598,961
Total cash receipts 6,999,961 5,846,509 12,846,470
Cash Disbursements:
Salaries and fringe benefits 4,572,392 1,487,560 6,059,952
Utilities ) 723,061 —_ 723,061
Contracted services 1,959,367 211,543 2,170,910
Contributions, subscriptions and donations 254,169 — 254,169
Transportation ' 34915 25,598 60,513
Professional services 431,500 078,262 1,409,762
Materials 156,826 144,462 301,288
Equipment 86,683 538,692 625,375
Advertising — 365,198 365,198
Other 131,264 258,896 390,160
Total cash disbursements 8,350,177 4,010,211 12,360,388
Other financing sources and (uses):
Transfers in 5,534,043 — 5,534,043
Transfers out — (5,534,043) (5,534,043)
Total other financing sources and (uses) 5,534,043 (5,534,043) —
Excess (deficit) of cash receipts
over cash disbursements and other financing
sources, (uses) $ 4,183,827 , (3,697,745) 486,082

See notes to financial statement,

B
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)

Budgetary Statement of Revenue and Expenditures (Cash Basis) - General Fund

Year Ended June 30, 2010

Revenue:
Legislative. appropriations

Expenditures:
Administration
Emergency operations
Emergency 911

Total expenditures

Excess of revenue over expenditures

See notes to financial statement.

Budgeted Amounts Actual Variance with
Original Final Amounts Final Budget
6,401,000 6,401,000 6,401,000 —

329,000 329,000 329,000 —_
5,971,000 5,971,000 5,864,557 106,443

101,000 101,000 101,000 —
6,401,000 6,401,000 6,294,557 106,443

— —_ 106,443 106,443
8
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Puerto Rico Emergency and Disaster Management Agency
(An Agency of the Commonwealth of Puerto Rico)

Notes to Financial Statement
Year Ended June 30, 2010

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization ~ Puerto Rico Emergency Management Agency (the Agency) is a governmental
organization created by Law No. 211 of August 2, 1999, subject to the requirements of Law No. 93-
288 and the Reorganization Plan No. 2 of December 9, 1993. The purpose of the Act is to establish
the government’s public policy in relation with the administration and management of emergency
situations, which is to ensure that, as a country, we work together to build, sustain, and improve our
capability to prepare for, protect against, respond to, recover from, and mitigate all hazards. This
Agency is an operational component of the Public Safety Commission which also covers the Puerto
Rico Police Department, the Puerto Rico Firefighters Corps and the Puerto Rico National Guard. The
Agency is headed by a Chief appointed by the Governor of Puerto Rico with the advice and consent
of the Senate of the Commonwealth of Puerto Rico.

Basis of Accounting ~ The accompanying financial statement has been prepared on the cash basis of
accounting, which is a comprehensive basis of accounting other than generally accepted accounting
principles. All transactions relating to the Agency participation in the fund are recognized as either
cash receipts or disbursements. Noncash transactions are not recognized in the statement.

Basis of Presentation — The Agency’ funds are, as required by law, under the custody and control of
the Secretary of the Department of Treasury of the Commonwealth of Puerto Rico and is also
accounted for in the Central Government Accounting System. The Agency prepares its financial
statement for the General Operational Fund and other funds on the cash basis method. A Statement of
Net Assets has not been presented because, as of June 30, 2010, the Agency had no available cash.

The General Fund is the primary operating fund of the Agency and is always classified as a major
fund. It is used to account for all activities except those that are required to be accounted for in other

funds.

Use of Estimates —The preparation of financial statement in conformity with the other comprehensive
basis of accounting (OCBOA) requires management to make estimates and assumptions that affect
certain reported amounts and disclosures during the reporting period. Actual results could differ from
those estimates.

2. BUDGET AND BUDGETARY ACCOUNTING

The Agency budget system is its primary control over expenditures. Budgets are prepared annually
and revised semiannually as required. The budget is prepared on the cash basis of accounting.
Budgetary control procedures require the obligation of funds before purchase orders can be placed, it
means that applicable appropriations must be reserved before purchase orders or contracts can be
entered into. Obligated appropriations at year end carry over to the next fiscal year and are not
reported as part of the next fiscal year’s budget. For budgetary purposes, encumbrances accounting is
used. The encumbrances (that is, purchase order, contracts) are considered expenditures when paid.



Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Notes to Financial Statement
Year Ended June 30, 2010

3. BUDGET/CASH RECONCILIATION

The following schedule present comparisons of the legally adopted budget with actual data on a
budget basis. Because accounting principles applied for purposes of developing data on a budget
basis differ significantly from those used to present the Statement of Governmental Funds Revenue
and Expenditures (Cash Basis), a reconciliation of entity differences in excess of cash receipts over
cash disbursements for the year ended June 30, 2010 is presented below for the general fund:

Excess of revenue over expenditures non-GAAP budgetary basis $ 106,443
Reimbursements from federal grants for payment of

prior years' expenditures 5,534,043
-Nonbudgeted funds (1,456,659)

Excess of cash receipts over cash disbursements as per Statement
of Governmental Funds Revenues and Expenditures (Cash Basis) $ 4,183,827

4. EMPLOYEES RETIREMENT PLAN

The Employees Retirement System of the Government of the Commonwealth of Puerto Rico (the

System), created pursuant to Act No. 447 dated May 15, 1951, as amended, is a cost-sharing multiple- -

employer defined benefit pension plan sponsored by, and reported as, a component unit of the
Commonwealth of Puerto Rico. All regular employees of the Agency who are 55 years of age or less
at the date of employment are eligible to become members of the System as a condition to their
employment. Plan members are eligible for a retirement annuity upon reaching the following age:

50 with 25 years of credited service
58 with 10 years of credited service

The System provides retirement, death and disability benefits pursuant to legislation enacted by the
Commonwealth’s Legislature. Death and disability retirement benefits are available to members for
occupational and non-occupational death and disabilities. Retirement benefits depend upon age at
retirement and number of years of credited service. Benefits vest after 10 years of plan participation.
Retirement benefits are determined By the application of stipulated benefit ratios to the member’s
average compensation. Average compensation is computed based on the highest 36 months of
compensation recognized by the System. The annuity, for which a plan member is eligible, is limited
to a minimum of $400 per month and a maximum of 75% of the average compensation.

Act No. 1 of 1990, made certain amendments applicable to new participants joining the System
_effective April 1, 1990. This changes consist principally of the establishment of contributions at
8.275% of their monthly gross salary, an increase in the retirement age to 65, a decrease in the
annuity benefit to one and one-half percent of the average compensation for all years of creditable
service, a decrease in the maximum disability and death benefits annuities from 50% to 40% of
average compensation, and the elimination of the Merit annuity for participants who have completed
30 years of creditable service.
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Notes to Financial Statement
Year Ended June 30, 2010

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System,
was enacted with the purpose of establishing a new pension program (System 2000). System 2000
became effective on January 1, 2000. Employees participating in the System as of December 31,
1999, had the option to stay in the defined plan or transfer to System 2000. Employees joining the
Agency on or after January 1, 2000, are only allowed to become members of System 2000. System
2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this new plan,
- there will be a pool of pension assets, which will be invested by the System, together with those of the
current defined benefit plan. Benefits at retirement age will not be guaranteed by the Commonwealth.
The annuity will be based on a formula which assumes that each year the employee’s contribution
(with a minimum of 8.275% of the employee’s salary up to a maximum of 10%) will be invested in a
account which will either: (1) earn a fixed rate based on the two-year Constant Maturity Treasury
Note or, (2) earn a rate equal to 75% of the return of the System’ investment portfolio (net of
management fees), or (3) eamn a combination of both alternatives. Participants receive periodic
account statement similar to those of defined contribution plans showing their accrued balances.

Funding Policy

Contribution requirements are established by law and are as follows:

Commonwealth 9.275% of gross salary
Employees:
Hired on or before March 31,1990  8.275% of gross salary over $6,600
Hired on or after April 1, 1990 8.275% of gross salary

Total contributions during the year ended June 30, 2010 amounted to $383,343 and $342,006 for the
employer and employee portions, respectively.

Total covered payroll for the year ended June 30, 2010 was approximately $4.1 million. For the
fiscal year ended June 30, 2010, the Agency contributed 100% of required contributions. Additional
information on the System is provided in its financial statement for the year ended June 30, 2010, a
copy of which can be obtained from Retirement System Administration, P.O. Box 42003, San Juan,

Puerto Rico 00949.
5. CONTINGENCIES

Grant Program Involvement

In the normal course of operations, the Agency participates in various federal or state grant programs
from year to year. The grant programs are often subject to additional audits by agents of the granting
agencies, the purpose of which is to ensure compliance with the specific conditions of the grant. Any
liability or reimbursement that may arise as a result of these audits cannot be reasonably determined
at this time, although it is believed the amount, if any, would not be material.

11
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Puerto Rico Emergency and Disaster Management Agency

"(An Agency of the Commonwealth of Puerto cho)

Notes to Financial Statement
Year Ended June 30, 2010

* Litigation

The Agency is involved in litigation arising in the normal course of business. The final outcome of
these matters and their potential financial impact cannot be determined at this time. Disbursements, if
any, related to the settlement of such litigation will be recognized in the Statement of Cash Recelpts
and Cash Disbursements for the General Operational Fund of the Agency at the time the payment is

made.
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Schedule of Expenditures of Federal Awards ~ Cash Basis
For the Year Ended June 30, 2010

Pass-through !
Federal CFDA Entity Identifying Federal ,
Federal Grantor/Program Title Number Number Expenditures
Federal Emergency Management Agency
Pre-Disaster Mitigation Competitive Grant 97.017 $ 35,569
U.S. Department of Homeland Security:
Pass-through program from State Traffic
Safety Commission
Emergency Management Preparedness Grants 97.042 2010-000018 3,810,930
Urban Train 97.067 2004-000049 468
Citizens Corp 2007 97.067 2007-000026 . 122,427
Citizens Corp 2008 97.067 2008-000026 18,779
State Homeland Security Grant Program 2009 97.067 2010-000018 6,040
. 147,714
Earthquake Consortium 2009 97.082 EMN-2009-GR-0203 15,998 y
Total expenditures of federal awards $ 4,010,211

See notes to schedule of expenditures of federal awards.
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Puerto Rico Emergency and Disaster Management Agency
(An Agency of the Commonwealth of Puerto Rico)

Notes to Schedule of Expenditures of Federal Awards — Cash Basis
For the Year Ended June 30, 2010

Basis of Presentation — The supplementary Schedule of Expenditures of Federal Awards has been
prepared using the cash basis method of accounting. It is drawn primarily from the Agency’s internal
accounting records, which are the basis for the Statement of Governmental Funds Revenue and
Expenditures (the Statement). As per the Schedule of Federal Awards, the Agency received
reimbursements from federal grants which amounted to $4,010,211 for the year ended June 30, 2010.
These reimbursements were used for payment of expenditures paid by the Commonwealth of Puerto Rico
on behalf of the Agency and are presented in the accompanying Statement of Governmental Funds

Revenue and Expenditures.

Federal Catalog of Federal Domestic Assistance (CFDA) Number — The CFDA numbers included in
this Schedule are determined based on the program name, review of grant contract information and the
U.S. Office of Management and Budget’s Catalogue of Federal Domestic Assistance.

This Space Is Intentionally Left In Blank
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PARISSI PS.C

Certified Public Accountants, Tax & Business Advisors

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENT PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING
STANDARDS

Puerto Rico Emergency and Disaster Management Agency
San Juan, Puerto Rico

We have audited the Statement of Governmental Funds Revenue and Expenditures of Puerto Rico
Emergency and Disaster Management Agency (the Agency) for the year ended June 30, 2010, and have
issued our report thereon dated December 30, 2010. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United

States.

As described in Note 1, the financial statement has been prepared on the cash basis, which is a

_ comprehensive basis of accounting other than generally accepted accounting principles.

Internal Control Over Financial Reporting

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

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified
certain deficiencies in internal control over financial reporting that we consider to be material
weaknesses.

A deficiency in internal control 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 and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the Agency’s financial statements will not be prevented, or detected and corrected on a timely basis.
We consider the deficiency described in the accompanying schedule of findings and questioned costs,
identified as item 2010-01 in Part II, to be a material weakness.

o
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We did not identify any significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

The Agency’s response to the findings identified in our audit is described in the accompanying schedule

" of findings and questioned costs. We did not audit the Agency’s response and, accordingly, we express no

opinion on it.

This report is intended solely for the information and use of management, the Commonwealth of Puerto
Rico, federal awarding agencies and pass-through entities and other regulatory agencies, and is not
intended to be and should not be used by anyone other than these specified parties.

Qﬂlfﬁ; Wf C

December 30, 2010

Stamp No. E405 was affixed
to the original of this report
License No. 88 Exp. December 1, 2011.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH
OMB CIRCULAR A-133

Puerto Rico Emergency and Disaster Management Agency
San Juan, Puerto Rico

Compliance

We have audited the Agency’s compliance 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 each of its major federal programs for the year ended June 30, 2010. The Agency’s major
federal programs are identified in the summary of auditor’s results section of the accompanying schedule
of findings and questioned costs. Compliance with the requirements referred to above is the responsibility
of the Agency’s management. Our responsibility is to express an opinion on the Agency’s compliance
based on our audit.
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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 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 we 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 identified in the accompanying schedule of findings and questioned costs
occurred. An audit includes examining, on a test basis, evidence about the Agency’s compliance with
those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination of the Agency’s compliance with those requirements.

In our opinion, the Agency complied, in all material respects, with the compliance requirements referred
to above that are applicable to each of its major federal programs identified in the accompanying schedule
of findings and questioned costs for the year ended June 30, 2010. However, the results of our auditing |
procedures disclosed instances of noncompliance with those compliance requirements, which are required !
to be reported in accordance with OMB Circular A-133 and which are described in the accompanying
schedule of findings and questioned costs as item SA 2010-2 in Part ITI.

650 Mufioz Rivera Ave., Suite 502, San Juan, PR 00918-4149 « PO Box 195607, Hato Rey Station, -San Juan, PR 00919-5607‘
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Internal Control Over Compliance

Management of the Agency is responsible for establishing and maintaining effective internal control over
compliance with the compliance requirements referred to above. In planning and performing our audit, we
considered the Agency’s internal control over compliance with the requirements that could have a direct
and material effect on a major federal program in order to determine our auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on
the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Agency’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control that might be
deficiencies, significant deficiencies, or material weaknesses in internal control over compliance.
However, we identified certain deficiencies in internal control over compliance that we consider to be
material weaknesses as described in the accompanying schedule of findings and questioned costs as items
SA 2010-1 to SA 2010-2 in Part III.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance. We did not identify any significant
deficiency.

The Agency’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We did not audit the Agency’s responses and, accordingly, we
express no opinion on the responses.

This report is intended solely for the information and use of management, the Commonwealth of Puerto
Rico, federal awarding agencies, and pass-through entities, and other regulatory agencies, and is not
intended to be and should not be used by anyone other than these specified parties.

%’/fﬂ} ;.

March 16, 2011

Stamp No. E406 was affixed
to the original of this report
License No. 88 Exp. December 1, 2011




Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

Part I - Summary of Auditors’ Results

Financial Statements

o Material weakness(es) identified? _ X Yes ____
o Significant deficiency(ies) identified that are
not considered to be material weaknesses? _ Yes X
* Noncompliance material to financial statements noted? __ Yes X _
Federal Awards
= Type of auditors’ report issued on compliance for major programs: Unqualified
= Internal control over major programs:
o Material weakness (es) identified? _ X Yes
o Significant deficiency (ies) identified that are
not considered to be material weaknesses? __Yes _X

Type of auditors’ report issued: Unqualified
Internal control over financial reporting:

Any audit findings disclosed that are required to be reported

in accordance with section 510(a) of OMB Circular A-133? X _Yes
Identification of major programs:
CFDA
Number Federal Program Grantor and Program Title

US Department of Homeland Security:

97.042 Emergency Management Preparedness Grant

’

Dollar threshold used to distinguish between Type A and Type B programs: $ 300,000

Auditee qualified as low-risk auditee? Yes
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

Part IT - Financial Statement Findings Section
Finding 2010-1 Year-End Closing Procedures

Condition — During our audit procedures for the fiscal year ended June 30, 2010, the Agency was not able
to provide a final trial balance until the end of December 2010.

Criteria — OMB Circular A-133 states that the auditee shall maintain internal control over federal
programs that provides reasonable assurance that the auditee is managing federal awards in compliance
with laws, regulations, and the provisions of contracts or grant agreements that could have a material
effect on each of its federal programs. Sound internal controls objectives for the financial closing and
reporting process state that the closing and reporting process as well as roles and responsibilities should

‘be adequately established and documented. Proper cut off is critical for the accuracy of the accrual basis

of accounting as generally accepted accounting principles require recognition of transactions on the year
that they are executed.

Cause — The Agency does not have a formal policy to close its general ledger in a timely manner.

Efffect — This situation led to a continuing and growing backlog of transactions and joumal entries that
were not posted on a timely basis into the accounting system, therefore hindering the process of making
well informed business decisions.

Recommendation — Management should formally establish policies and procedures to close its general
ledger on a timely basis. To ensure the integrity, accuracy, timeliness and consistency of the Agency’s
financial statements, we recommend the following:

o Develop and use a monthly closing procedure checklist by general ledger account with all necessary
responsibilities assigned to appropriate personnel levels.

o Performing timely reconciliations and analyses of all significant accounts on a monthly basis. Such
reconciliations and analyses should be documented and reviewed by the Agency’s management with
significant variances analyzed and resolved as appropriate.

Corrective Action Plan ~ Management will develop a logical order for closing procedures and assign
responsibility for completing the procedures to specific Agency personnel. The Agency has upgraded the
accounting System and contracted an accounting firm to assure the accounting records transactions and
that journal entries were posted on a timely basis. The person responsible is the Executive Sub-Director
and the completion date will be June 30, 2011.
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

PART III: Federal Award Findings and Questioned Costs Section

Finding SA 201¢-1 No Formal Structure of Internal Controls

Federal Program — Emergency Management Preparedness Grants

* Condition — During our audit, we noted that there is no formal documentation of the internal controls
, structure within the Agency.

Criteria — The A-102 Common Rule requires that non-federal entities receiving federal awards (i.e.,
auditee management) establish and maintain internal control designed to reasonably ensure compliance
with federal laws, regulations, and program compliance requirements.

Cause - This situation occurs because there is a lack of personnel as a result of the effect of Law No.7
which provided voluntary retirement to governmental employees. In addition, we noted that current
personnel lack adequate training in relation with the management of federal funds.

Effect — This situation might lead to errors and/or misuse of federal funds. Financial data may be
incomplete, inaccurate and/or unavailable.

Questioned Cost - None
Recommendation — The Agency should consider providing adequate training to current staff related to
the management of federal funds and to the importance of the establishment of a formal policy and

procedures of internal -controls as this will lead to provide reasonable assurance for compliance with
federal requirements.

The objectives of internal control pertaining to the compliance requirements for federal programs
(Internal Control Over Federal Programs), as found in §_.105 of OMB Circular A-133, are as follows:

1. Transactions are properly recorded and accounted for to:

(i) Permit the preparation of reliable financial statements and Federal reports;
(ii) Maintain accountability over assets; and
(iii) Demonstrate compliance with laws, regulations, and other compliance reguirements;

2. Transactions are executed in compliance with:

(i) Laws, regulations, and the provisions of contracts or grant agreements that could have a direct
and material effect on a Federal program; and

(ii) Any other laws and regulations that are identified in the compliance supplements; and

3. Funds, property, and other assets are safeguarded against loss from unauthorized use or disposition.

21




Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
Year Ended June 30, 2010

Corrective Action Plan ~ Management will develop manuals of policies and procedures related with
internal controls in order to ensure compliance with federal laws, regulations, and program compiiance
requirements. The personnel will be trained in relation with the management of federal funds. The person
responsible is the Executive Sub-Director and the completion date will be June 30, 2011.

Finding SA 2010-2 Capital Asset Ledger

Federal Program — Emergency Management Preparedness Grants
Compliance Requirement — Equipment and real property management.

Condition — The Agency does not maintain an accurate and complete property subsidiary. While
performing the audit, we noted that there were property and equipment disbursements being expensed.
When we requested a detail of capital assets, management declared that they were not sure as to the
correctness of the information included within the subsidiary of property.

Criteria — Sound internal control practices require maintaining accurate and complete accounting records,
supported by the required information. This is achieved through the periodical taking of physical
inventories of assets and write-off of the disposals from the accounting records. OMB Circular A-133
requirements state that entities receiving federal funds must perform physical inventories of capital assets.

Cause — This situation occurred because the Agency does not maintain updated records and does not
perform a physical inventory of its capital assets.

Effect — This situation exposes the Agency to the loss of assets due to theft, or unauthorized use or
disposition because there is no accurate accountability for assets that appear in the subsidiary ledgers.
Furthermore, it may increases the cost of property insurance for payment of insurance over capital assets
that no longer exist. There could be recorded capital assets that do not exist or belong to Agency or
existing capital assets belonging to the Agency but that remain unrecorded.

Questioned Cost — None

Recommendation — The Agency should perform periodic inventory of property to update its subsidiary
ledgers. Lost assets shduld be accounted for. Also, it is recommended to perform the inventory of capital
assets at least once every year. Properties should be properly identified.

Corrective Action Plan — The Agency performed a physical inventory of capital assets during December
2010. Management is reconciling the subsidiary of property with the physical inventory in order to make
the necessary adjustments. The person responsible is the Executive Sub-Director and the completion date
will be June 30, 2011.
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Puerto Rico Emergency and Disaster Management Agency

(An Agency of the Commonwealth of Puerto Rico)
Schedule of Prior Year Findings
Year Ended June 30, 2010

Finding 2009-4

Condition — The agency does not have an internal auditor to review internal compliance with accounting
controls. In reviewing the internal controls in place, it was noted that there was no personnel awareness of
the importance of control procedures.

Current status — This finding is repeated for fiscal year ended June 30, 2010. Refer to SA 2010-1.

Finding 2009-5

Condition — The beginning balance of property and the year 2009 additions were not in balance with the
property subsidiary ledgers at the end of year. The inventory balance of equipment showed a higher
amount than the sum of additions to the beginning balance at July 1, 2008.

Current status — This finding is repeated for fiscal year ended June 30, 2010. Refer to SA 2010-2.
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