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RIGHT TO EMPLOYMINT ADMINISTRATION
A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO

MANAGEMENT DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2010

‘The following is a discussion and analysis of the Right to Employment Administration’s
{the Agency’s) financial performance, providing an overview of the activities for the
fiscal year ended on June 30, 2010.

HIGHTUIGHTS

Government-Wide:

¢ The Agency net deficiency reported in the Government-Wide financial
statements as of June 30, 2010 is $5,555,759 that represents a negative change in
the net assets of $2,594,952 as compared to last year. This deficiency represents
mainly the difference between the long-term obligations that includes a debt to
the ELA Retirement System and the compensated absences of $5,099,302 as of
June 30, 2010 and the net capital assets of $239,708. The compensated absences
balance as of June 30, 2010 reported a decrease of $1,153,351 as compared with
the prior year.

Fund Level:
e As of June 30, 2010, the Agency’s Governmental Funds financial statements

reported a combined ending fund balance of $696,165, which represents a
decrease of $680,007 when compared to last year.

OVERVIEW OF THE FINANCIAT STATEMENTS

This discussion and analysis 15 an introduction to the Agency’s basic financial
statements, which comprise three components: 1) Government-Wide Financial
Statements, 2) Fund Financial Statements, and 3) Notes to Fmancial Statements. This
report also contains other supplementary information in addition to the basic financial
statements.

Goverament- Wide Statements (Reporting the Agency as Whole)

The Statement of Net Deficiency and Statement of Activities are two financial
statements that report information about the Agency, as a whole, and about its activities
that should help answer this question: Is the Agency, as a whole, better or worse off as a
result of this year’s activities? These statements include all non-fiduciary assets and
liabilities usmg the accrual basis of accounting. The current year’s revenues and
expenses are taken into account regardless of when cash is received or paid.

The Statement of Net Deficiency (page 3) presents all of the Agency’s assets and
liabilities, with the difference between the two reported as net deficiency. Over time,



RIGHT TO EMPLOYMENT ADMINISTRATION

A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO

MANAGEMENT DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2009

increases and decreases in net assets (deficiency) is an indicator of whether the Agency’s
financial position is improving or deteriorating.

The Statement of Activities (page 4) presents information showing how the Agency’s net
assets changed during the most recent fiscal year. All the changes in net assets are
reported as soon as the underlying events giving rise to the change occur, regardless of
the timing of related cash flows. Therefore, revenues and expenses are reported in these
statements for some itemns that will only result in cash flows in future fiscal periods.

Fund Financial Statements (Reporting the Agency’s Major Funds)

The fund financial statements begin on page 5 and provide detailed information about
the major individual funds. A fund is a fiscal and accounting entity with a self-balancing
set of accounts the Agency uses to keep track of specific sources of funding and spending
for a particular purpose. The Agency’s funds are all included in Governmental Funds.

° Governmental Funds — All the Agency’s basic services are reported in the
governmental funds, which focus in how money flows into and out of those
funds and the balances left at year-end that are available for future spending.
Consequently, the governmental fund financial statements provide a detailed
short-term view of the Agency general operation and the basic services it
provides. Governmental fund information helps determine whether there are
more or fewer financial resources that can be spent in the near future to finance
the Agency’s programs. These funds are reported using modified accrual basis of -
accounting, which measures cash and all other financial assets that can readily be
converted to cash.

Fund Financial Statements (Reporting the Agency’s Major Funds)
{Continuation)

¢ Under this method, revenues are recognized when measurable and available.
Expenditures are generally recognized when the related fund liability is incurred.
This is the manner in which these funds are normally budgeted. Since the
governmental fund statements are presented on a different measurement focus
and basis of accounting than governmental-wide statements, two schedules are
presented in the audited financial statements as of June 30, 2010, which briefly
explains the adjustments necessary to reconcile the fund statements with the
governmental-wide statements,

¢ Governmental funds include the General Fund, the WIA Fund and the Local
Special Assignment Fund that accounts for resources provided under state and
federal grants and local special assignment funds  legally restricted for
expenditures for employment assistance purposes.

II




RIGHT TO EMPLOYMEINT ADMINISTRATION

A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO

MANAGEMENT DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2010

¢ Governmental funds also employ encumbrance accounting. Under the
encumbrance system, all purchase orders, contracts and other commitments for
the expenditure of funds are recorded in order to reserve that portion of the
applicable appropriation. '

FINANCIAL ANALYSIS OF THE GOVERNMENT AS A WHOLE

The Agency’s net deficiency increased by $2,594,952 over, the course of this year’s
operations. The Agency’s net deficiency at the end of the fiscal year ended on June 30,
2010 resulted on a deficit of $5,555,759. (Please refer to Schedule No. 1)

Schedule No. 1
Statement of Net Deficiency

As of June 30, 2010
Current and Non-Current Assets $1,444,931
Capital Assets 239,708
Total Assets $1.684,639
Current Liabilities $ 3,473,858
Long-term Liabilities 3.766.540
Total Liabilities 240,39
Net Deficiency:
Investment in Capital Assets $ 239,708
Unrestricted (5,795.467)
Total Net Deficiency $(5,555.759

The largest component of the Agency’s net deficiency as of June 30, 2010 corresponds to
unrestricted net deficiency.

Capital Assets - consists mainly of computers, software and office equipment. During
the year ended on June 30, 2010, there were no additions. Depreciation expense by
$42,207 was charged to administration in the Statement of Activities.

Long Term Liabilities — Consists of the accumulation of the compensated absences and
a debt to the ELA Retirement System as of June 30, 2010.

m



RIGHT TO FMPLOYMEINT ADMINISTRATION
A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO

MANAGEMENT DISCUSSION AND ANATYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2009

The following financial information was derived from the Government-Wide Statement
of Activities for fiscal year ended June 30, 2010 and reflects how the Agency’s net assets
changed: (Please refer to Schedule No. 2)

Schedule No, 2
Statement of Activities
For the Year Ended June 30, 2010

Revenues:
Operating Grants and Contributions $13,062,112
Interest Earned 1,082
Miscellaneous 1,176
Total Revenues $13.064,370
Expenditures:
Administration $12,933,988
Employment 2,725,334
Total Expenditures $1 2
Change in Net Deficiency $(2,594,952)
Deficiency — Beginning {2,960,307)
Deficiency ~ Ending $(5.555.759)

The Agency’s revenues decreased by approximately $6.3 million as compared to last
year due mainly to the decrease in the following: $3.2 million on state funds, $1.2
million on WIA Fund and $1.9 million on the local special assignments. The increase i
the net deficiency of $2,594,952 was due mainly to excess of expenditures over revenues
in the operations.

FINANCIATL ANATYSIS OF THE AGENCY’S FUNDS

At the close of the fiscal year, the Agency’s Governmental Funds reported a fund
balance of $(696,165).

General Fund Budgetary Highlights:

The 2009-2010 General Fund Final Budget was $8,845,000 or $3,107,398 less than the
actual spending of $11,952,398. Some of this difference was covered by transfers from
the Management and Budget Office to cover debt related to payments of compensated
absences and retirement plan. Due to the use of other revenues sources, the result of
operations for the general fund was a deficit of $1,641,835.

v



RIGHT TO FMPLOYMENT ADMINISTRATION

A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO

MANAGEMENT DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2010

Employment Assistance Payment

The Agency participates of a federal award program that is supported by Special
Assignments recetved from the Federal Government such as Workforce Investment Act
on a reimbursement basis.

The Agency Economic Condition and Current Situation
The Government of Puerto Rico Executive Branch Reorganization and Modernization
Act of 2009 includes the Department of Labor and Human Resources (the Department)

Reorganizational Plan. This Plan repeals act no. 115 and consolidates and transfers the
Administration’s operations, personnel, assets, functions and powers to the Department.

Contacting the Agency’s Office of Financial Management

This report is designed to provide a general overview of the Agency’s finances and to
demonstrate the Agency’s accountability for the money it receives. If you have any
questions about this report or need additional information, contact the Agency’s
Auzxiliary Administrator Office at (787) 754-5151 ext. 2100 or (787) 765-9617.

A




VALDES, GARCIA, MARIN & MARTINEZ, LLP

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS
MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.O. BOX 364831 TELEPHONE: {787} 725-1600
SAN JUAN, P.R. C0836-4831 TELEFAX: (787} 721-2795

INDEPENDENT AUDITORS’ REPORT ON
BASIC FINANCIAL STATEMENTS

To the Administrator and Management of the
Right to Employment Administration
San Juan, Puerto Rico

We have audited the accompanying financial statements of the governmental
activities, the major fund, and the remaining fund information of the Right to Employment
Administration (the Administration), a component unit of the Commonwealth of Puerto Rico,
as of and for the year ended June 30, 2010, which collectively comprise the Administration’s
basic financial statements, as listed in the tabie of contents. These basic financial statements
are the responsibility of the Administration’s management. Our responsibility is to express an
opinion on these basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted
in the United States of America. 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 also 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 purpese of expressing an opinion on the effectiveness of the Administration’s
internal controt over reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the basic
financial statements, assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall basic financial statements presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above, present fairly, in ali
material respects, the financial position of the governmental activities, the major fund, and
the remaining fund information of the Administration as of June 30, 2019, and the respective
changes in financial position for the year then ended in conformity with accounting principles
generally accepted in the United States of America.




The Management’'s Discussion and Analysis information on pages I through V and
the Budgetary Comparison Schedules on pages 21 to 24, are not a required part of the basic
financial statements but they 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.

oo s /XM___,L,__ A“_—.:b;.,}u/f’

San Juan, Puerto Rico
October 11, 2010

Stamp 2566388 was affixed
to the original,



RIGHT TO EMPLOYMENT ADMINISTRATION
{a component unit of the Commonwealth of Puerto Rico)

STATEMENT OF NET DEFICIENCY
JUNE 30, 2010

ASSETS
Accounts recelvable
Pass-through Agency $ 135,944
Due from other governmental units 1,277,687
Other 27,300
Capital assetls
Vehicles, equipment and furniture
and fixtures, net 239,708
Total assets % 1,684,639
LIABILITIES
Cash overdraft $ 324,935
Accounts pavyable and other liabilities 620,088
Accrued liabilities 1,196,073
Long-term liabilities
Portion due or payable within one year 1,332,762
Portion due or payable after one year 3,766,540
Total liabilities ' 7,240,398

NET DEFICIENCY

Invested in capital assets, net

of refated debt 239,708
Deficiency (5,795,467)
Total net deficiency (5,555,759)

Total liabilities and net deficiency $ 1,684,639

See accompanying notes to basic financial statements.




Governmental activities
Administration
Employment

Total governmental
activities

General revenues

Interest revenue
Other
Total general revenues
Change in net deficiency
Net deficiency, beginning of year

Net deficiency, end of year

RIGHT TO EMPLCYMENT ADMINISTRATION
(a component unit of the Commonweaith of Puerto Rico)

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2010

Program Revenues, Net (Expenses)
Operating Grants Revenues and
and Change
Expenses Contributions in Net Deficiency

$12,933,988 $ 10,230,612 $ (2,703,376)

2,725,334 2,831,500 106,166
$15,659,322 $ 13,062,112 (2,597,210)
1,082

1,176

2,258

(2,594,952)

(2,960,807)

$  (5,555,759)

See accompanying notes to basic financial statements,



RIGHT TO EMPLOYMENT ADMINISTRATION

(a component unit of the Commonwealth of Puerto Rico)

BALANCE SHEET

GOVERNMENTAL FUNDS

JUNE 30, 2010

Major Funds

Local

Special Total
General Assignment Governmental

Fund WIA Fund Funds Funds

ASSETS
Cash $ - $ 6,936 $ - $ 6,936
Due from other funds 347,622 - - 347,622
Accounts receivable

Pass-through Agency - 139,944 - 139,944
Other governmental units 1,277,687 - " 1,277,687
Cther 25,709 1,591 - 27,300
Total assets $ 1,651,018 $ 148 471 $ - $ 1,799,489

Se accompanying notes to basic financial statements.

(Continues)




RIGHT TO EMPLOYMENT ADMINISTRATION

(a component unit of the Commonwealth of Puerto Rico)

LIABILITIES
Accounts payable
Accrued liabilities
Due to other funds

Total liabilities

REFICIT
Deficit

Total liabilities and deficit

See accompanying notes to basic financial statements.

BALANCE SHEET
(CONTINUED)

GOVERNMENTAL FUNDS

JUNE 30, 2010

Major Funds

Local

Special Total
General Assignment Governmental

Fund WIA Fund Funds Funds
$ 882,083 $ 69,876 s - $ 951,959
1,145,478 50,5985 - 1,196,073
318,622 28,000 - 347,622
2,347,183 148,471 - 2,495,654
(696,165) - - (696,165)
$ 1,651,018 $148,471 $ - $ 1,799,489




RIGHT TC EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
AND THE GOVERNMENT-WIDE STATEMENT OF NET DEFICIENCY
JUNE 30, 2010

a. Total deficit for Governmental Funds $  (696,165)

b. Capital assets used in governmental
activities are not current financial
resources and, therefore, are not
reported in the Governmental Funds
Balance Sheet. Those assets consist of:

Vehicles, equipment and furniture and
fixtures, net of $1,504,304 accumulated
depreciation 239,708

¢. Long-term liabilities applicable to
governmental activities are not due and
payable in the current period and,
accordingly, are not reported as fund
liabilities. 1In contrast, all liabilities,
both current and long-term, are reported
in the Statement of Net Deficiency. (5,099,302)

Total net deficiency -
Governmental Activities $ (5,5655,759)

See accompanying notes to basic financial statements.




RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE (DEFICIT)
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2010

Major Funds

Local
Special Total
General Assignment Governmental
Fund WIA Fund Funds Funds
REVENUES
Law 115 $ 10,167,208 % - $ - $ 10,167,208
Special Assignment - - 2,700,000 2,700,000
Workforce Investment Act - 131,500 - 131,500
Others 65,662 - - 65,662
Total revenues 10,232,870 131,500 2,700,000 13,064,370
EXPENDITURES
Administration 11,952,398 - 28,473 11,980,871
Employment - 131,500 2,593,834 2,725,334
Total expenditures 11,952,398 131,500 2,622 307 14,706,205
Excess of revenues over expenditures
(expenditures over revenues) (1,719,528) - 77,693 {1,641,835)
Other financial sources (uses):
Transfer-in 77,693 - - 77,693
Transfer-cut - ~ (77,693) {(77,693)
Total financial sources {uses) 77,693 - (77,693) -
Net change in deficit (1.641.835) - - (1.641.835)
Deficit, beginning of year (16,158) - - {16,158)
Adjustments to beginning deficit 961,828 - - 961,828
Fund balance, beginning of year, adjusted 945,670 - - 945,670
Deficit, end of year $  (696,165) $ - 3 - (696,165)

See accompanying notes to basic financial statements,

(1334



RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCE (DEFICIT)
AND THE GOVERNMENT-WIDE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2010

a. Net change in deficit -
Total Governmental Funds $ (1,641,835)
b. Governmental Funds report capital

outlays as expenditures. However,

in the Statement of Activities the

cost of those assets is allocated

over their estimated useful lives

and reported as depreciation

expense. This is the amount of

depreciation expense. (42,207)

. Under the modified accrual basis of
accounting used in the governmental
funds, expenditures are not normally
paid with expendable available
financial resources. In the Statement
of Activities, however, which is
presented on the accrual basis,
expenses and liabilities are reported
regardless of when financial resources
are available. This adjustment
combines the net changes of compensated
absences. {910,910)

Change in net deficiency - Governmental
Activities $ (2,594,952}

See accompanying notes to bhasic financial statements.




RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements and the accounting policies of the Right to Employment
Administration (the Administration) have been prepared in conformity with Generally
Accepted Accounting Principles (GAAP) as applicable to governmental units. The
Governmental Accounting Standards Board (GASB) is the primary standard-setting
body for establishing governmental accounting and financial reporting principles. The
following summarizes the Administration’s significant accounting policies;

Reporting entity

The Administration is a component unit and an instrumentality of the Commonweaith
of Puerto Rico, created by Act No. 115 approved on June 21, 1968, and better
known as "Right to Employment Act”. The Administration is related to the Puerto Rico
Department of Labor and Human Resources pursuant to the provisions of the
Reorganization Plan approved and issued by the Executive Branch of the
Government of Puerto Rico on May 4, 1994. The Administrator is appointed by the
Commonwealth of Puerto Rico. The financial budget (Act No. 115)is approved by
the Puerto Rico’s Budget and Management Office. Major funding sources are from
federal funds and the Commonwealth of Puerto Rico. The Administration has no
component unit of its own.

Basis of presentation, measurement focus and basis of accounting

The financial report of the Administration consists of a Management’s Discussion and
Analysis (MD&A), basic financial statements, notes to the financial statements and
required supplementary information other than the MD&A. Following is a summary
presentation of each, including the measurement focus and basis of accounting.
Measurement focus is a term used to describe which transactions are recorded within
the various financial statements. Basis of accounting refers to when transactions are
recorded regardless of the measurement focus:

Management’s Discussion and Analysis - This consists of a narrative introduction and
analytical overview of the Administration’s financial activities. This analysis is similar to
the analysis the private sector provides in their annual reports.

(Continues)
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE i SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES (CONTINUED)

Basic Financial Statements -The basic financial statements include both government-
wide and fund financial statements. Both levels of statements categorize primary
activities as governmental type, which are primarily supported by operating grants and
contributions.

Government-wide statements - The government-wide statements consist of a Statement
of Net Deficiency and a Statement of Activities. These statements are prepared using
the economic resources measurement focus, which concentrates on an entity or fund’s
net assets (deficiency)}. All transactions and events that affect the totu! economic
resources (net deficiency) during the period are reported. The statements are reported
on the accrual basis of accounting. Revenues are recognized in the period earned and
expenses recognized in the period in which the associated liability is incurred. The effect
of inter-fund activities is eliminated.

The Statement of Net Deficiency incorporates all capital (long-tived) assets and
receivables as well as long-term debt and obligations. The Statement of Activities
reports revenues and expenses in a format that focuses on the net cost of each function
of the Administration. Both the gross and net cost of the function, which are otherwise
being supported by the general government revenues, is compared to the revenyes
generated directly by the function. This Statement reduces gross expenses, including
depreciation, by related program revenues, operating grants, and contributions.
Program revenues must be directly associated with the function.

Fund Statements -The financial transactions of the Administration are recorded in
individual funds, each of which are considered an independent fisca! entity. Each fund
Is accounted for by providing a separate set of self-balancing accounts that comprise its
assets, liabilities, reserves, fund equity, revenues and expenditures. Funds are
segregated according to their intended purpose, which helps management in
demonstrating compliance with fegal, financial and contractual provisions, The
governmental fund statements include a Balance Sheet and a Statement of Revenues,
Expenditures and Changes in Fund Balance with one column for the general fund, one
for the major fund and one non-major governmental fund. Major funds are determined
based on a minimum criterion, that is, a percentage of the assets, liabilities, revenues
or expenditures,

{Continues)




RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The Administration reports the following major governmental funds:

General Fund: Accounts for the resources devoted to finance services that the
Administration provides to participants under the Act No. 115, except for those required
to be accounted for in another fund.

WIA Fund: The Administration is the sub-recipient agency of the Workforce Investment
Act ("WIA") federal award passed-through the Human Resources Occupational and
Development Council. These funds were used to create employment opportunities to
young pecple among 16-21 years old with the purpose of acquiring basic employment
skills, promote the integral development of participants and develop professional and
vocational interest of participants.

Local Special Assignment Funds: These funds come from State Legislative body for
employment assistance purposes, The local assignments are: Act No. 52 and
“*Ocupaciones Diversas”.

Governmental funds are accounted for using the current financial resources
measurement focus and the modified accrual basis of accounting. Under this method of
accounting, revenues are recognized when they are susceptiblie to accrual (i.e. both
measurable and available). Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the Administration considers revenues to be available
if they are collected within 60 days of the end of the current fiscal period.

Expenditures are generally recognized when the related liability is incurred. Certain
exceptions to this fundamental concept include the foliowing: 1) payments of principal
on general long-term debt which are recorded as expenditure when due and 2) vested
compensated absence and special termination benefits which are recorded as
expenditures only to the extent that they are expected to be liquidated with expendable
financial resources {in the government-wide statements the expense and related accrual
liability for long-term portions of debt must be included).

Since the governmental fund statements are presented on a different measurement
focus and basis of accounting than the government-wide statements, a reconciliation is
necessary to explain the adjustments needed to transform the fund financial statements
into the government-wide statements. This reconciliation is part of the financial
statements.

(Continues)
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Notes to Financial Statements - The notes to financial statements provide information
that is essential to a user’s understanding of the basic financial statements.

Required Supplementary Information - Required supplementary information consists of
the Budgetary Comparison Schedules - General Fund and WIA and Local Special
Assignment Funds as requirad by GASB.

Inventory - The Administration purchases office and printing supplies and other
items that are recorded as expenditures when incurred in the appropriate fund but the
year-end inventory is not recorded in the Statement of Net Deficiency as management
believes it is not significant.

Due From and Due To Other Funds - Inter-fund receivables and payables arise from
inter-fund activities and are recorded by ail funds affected in the period in which
transactions occurred. These generally reflect temporary lcans and recovery of
expenditures.

Insurance - The Administration has insurance coverage for the facilities and equipment
{o provide protection in case of disaster and other losses. The Treasury Department
of the Commonwealth of Puerto Rico is the designated agency to obtain the
necessary insurance for the Administration,

Encumbrances - Encumbrances accounting is provided to record the appropriation from
available resources in the governmental funds of purchase orders and contracts for
which goods and/or services have not been received. Under GAAP, encumbrances
outstanding at year- end constitute expenditures or liahilities since the commitments
will be honored during subsequent years. Encumbrances constitute the equivalent of
expenditures for budgetary purposes.

Use of Estimates - The preparation of financial statements in conformity with accounting
principies generally accepted in the United States of America, as applicable to
governmental unifs, requires management to make estimates and assumptions that
affect the reported amounts of assets and labilities. It also requires disclosure of
contingent assets and liabilities to be made at the date of the financial statements and
the reported amounts of revenues and expenditures during the reported period. Actual
results could differ from those estimates.

{Continues)
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RIGHT TO EMPLOYMENT ADMINISTRATION
(2 component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING PQLICIES (CONTINUED)

Compensated Absences - The Administration’s employees accumulate vacation and sick
feaves based on continuous service. Compensated absences are recorded as a liability
if (1) are earned on the basis of services already performed by empioyees, (2) it is
probable that will be paid (in the form of paid time off, cash payments at termination
or retirement, or some other means) and (3) are not contingent on a specific event
(such as iliness). The compensated absences are accumulated on the basis of 2% days
per month of vacation and 1% days per month of sick pay up to @ maximum of 60 days
of vacations and 90 days of sick leave. Upon separation from employment, the
accumuiated vacations are liquidated up to the maximum number of days. Accumulated
sick leave, which is accrued based on all vesting amounts for which payment is
probable, is liquidated to employees with 10 years or more of service up to the
maximum number of days.

The accrual of compensated absences includes estimated payments that are related to
payroll. The entire compensated absence liability is reported on the government-wide
financial statements. For governmental fund financial statements, the current portion
of unpaid compensated absences is the amount that is normally expected to be paid
using expendable available financial resources. The non-current portion of the liability
is not reported.

The Administration is required to pay on or before March 31 the excess sick leave over
90 days of the accumulated excess at December 31 of the prior year. Also, itis
required to pay on or before July 31 the excess vacation leave over 60 days at June 30,

Capital assets - Capital assets used in the governmental operations are accounted for
in the Governmental-wide financial Statement of Net Deficiency, rather than in the
governmental funds, When capital assets are purchased, they are recorded as
expenditures in the governmental funds and stated at cost,

Major modernizations and betterments are capitalized, while replacements, maintenance
and repairs, which do not improve or extend the life of an asset, are not. When assets
are sold, retired or otherwise disposed of, the cost is removed. Depreciation on capital
assets is calculated using the straight-line method over the following estimated useful

lives:

Estimated Capitalization
Asset Pescription Useful Lives Threshold
Vehicles 5 years $100
Office Equipment 4 - 10 years $100
Furniture & fixtures 4 years $100

In addition, the Administration assigned a 10% residual value on capital assets.
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 2 CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that, in the event of a bank fallure, the Administration’s
deposits may not be recovered. The Administration maintains all cash deposits in a
governmental bank located in Puerto Rico. Deposits in the governmentat bank, all of
which are uninsured and uncollateralized, are exposed to custodial credit risk. At year-
end the Administration’s bank balance in the governmental bank amounts to $923,147.

NOTE 3 DUE FROM PASS-THROUGH AGENCY

The Administration is a sub-recipient agency of the Human Resources Occupational
Development Council to administer the Workforce Investment Act Program. The balance
of the Due from Pass-Through Agency as of June 30, 2010 is $139,944.

NOTE 4 ACCOUNTS RECEIVABLE - OTHER GOVERNMENTAL UNITS

The accounts receivable - other governmental units as of June 30, 20610 consist of the

following:
General
Fund
Treasury Department of the
Commonwealth of Puerto Rico $1,277,687

NOTE 5 CAPITAL ASSETS - NET

The capital assets and depreciation activity as of and for the year ended June 30, 2010
are as follows:

Balahce : Balance
Capital Assets 6/30/09 Additions Retirements 6/30/10
Vehicles, office equipment
and furniture and fixtures 41,892,724 § - $(148,712) $1,744,012
Less accumulated
depreciation (1.610,809) (42.207) 148,712 (1,504,304)
Totals $ 281,915 $(42,207) & - $ 239,708

Depreciation expense was charged to functions as follows:

Governmental activities

Administration $42,207
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RIGHT TC EMPLOYMENT ADMINISTRATION
{a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 6 DUE FROM/DUE TO OTHER FUNDS

Short-term advances between funds are accounted for in this account. The balances
at June 30, 2010, are as follows:
Receivable Payable

General fund $347,622 $ -
Employment Assistance Payments:

Act 52 - 347,622
Totals $347,622 $347,622

Inter-fund activity within governmental funds is eliminated on the Statement of Net
Deficiency {Government-Wide Financial Statements).

NOTE 7 LONG-TERM DEBT

The following summarizes the governmental activity in long-term debt for the fiscal
vear ended June 30, 2010:

Balance Balance Due within
6/30/09 Increase Decrease 6/30/10 One vear

Compensated absences $2 971,608 % - $1,153,351 $1,818,257 3% -
Due to Administration of

Employees Retirement

System 254 956 3,026,088 - 3,281,045 1,332,762

$3,226,564 $3,026,089 $1,153,351 $5,099,302 $1,332.762

The compensated absences balance includes accrued vacation, sick leave and other
benefits and represents the Administration’s commitment to fund such costs from future
assignments.

The Administration has entered into three payment plans with the Administration of the
Employees’” Retirement Systern of the Commonwealth of Puerto Rico and its
instrumentalities (ERS) as follows:

On October 31, 2007, the payment plan with the ERS was in the amount of $849,853.
The amount due is related with the special Acts approved by the Commonwealth of
Puerto Rico since year 2002 throughout 2007 to cover the annual increase of 3% in the
pension costs and in other benefits to retired employees such as medicines, christmas
bonus and death benefits, The payment plan provides for a payment of $339,941
during 2008 and two payments of $254,956 in February 2009 and 2010.
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RIGHT TO EMPLOYMENT ADMINISTRATION
{a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 7 LONG-TERM DEBT (CONTINUED)

On August 28, 2009, the payment plan with the ERS was in the amount of $1,819,716
related with the voluntary early retirement enacted by Act No. 275 from August 13,
2008 approved by the Commonwealth of Puerto Rico. This Act covers the actuarial
study related to early retirement. The payment plan provides for a payment of
$618,704 during 2010 and 2011, one payment of $363,943 during 2012 and one
payment of $218,306 during 2013.

On December 2, 2009, the payment plan with the ERS was in the amount of
$1,737,270. The amount due is related with the special Acts approved by the
Commonwealth of Puerto Rico since year 2002 through 2007 to cover the annual
increase of 3% in the pension costs and in other benefits to retired employees. The
payment plan provided for a down payment of $160,000 and monthly payments of
$66,000,

NOTE 8 FUND BALANCE (DEFICIT) ADJUSTMENT

The Administration adjusted the beginning fund balance in the amount of $961,828 to
reclassify a short-term liability to a long-term liability. This amount represents a prior
vear's liability due to the ERS. During the current period, the Administration entered
into a long-term agreement that included prior year’s debt.

NOTE 9 EMPLOYEES RETIREMENT PLAN

Plan Description

Regular employees of the Administration contribute to a cost sharing, multiple-
employer, defined benefit retirement plan, administered by the Employees’ Retirement
System {(ERS). ERS covers all reguiar full time public employees working for the
central government, public corporations and the municipalities of Puerto Rico. The
system provides retirement pensions, death and disability benefits.

Retirement benefits depend upon age at retirement and number of years of credited
service. Disability retirement benefits are available to members for occupational and
non-occupational disabilities. Benefits vest after ten years of plan participation.
The system was created under Act 447, approved on May 15, 1851, as amended,
and became effective on January 1, 1952. 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 ERS. The annuity, for which a plan member is eligible, is limited to a minimum of
$200 per month and a maximum of 75% of the average compensation, ERS issues a
publicly financial report that includes financial statements and required supplementary
information of the Plan, which may be obtained from the ERS.

{Continues)
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 9 EMPLOYEES' RETIREMENT PLAN (CONTINUED)

Act No, 305 of September 24, 1999 amended the Act No. 447 of 1951 and was enacted
with the purpose of establishing a new pension program {System 2000). The new
pension program became effective on January 1, 2000. Employees participating in the
current system as of December 31, 1999 may elect either to stay in the defined benefit
plan or transfer to the new program. Persons joining the government on or after
January 1, 2000 will only be allowed to become members of the new program.

Systemn 2000 is a hybrid defined contribution plan, also known as a cash balance 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 of Puerto Rico and will be subjected to the total
accumulated balance of the savings account. 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 an 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’s investment portfolio
(net of management fees), or (3) earn a combination of both alternatives, If savings
accounts balance is $10,000 or less at time of retirement, the batance will be distributed
by the System to the participant as a lump sum. Participants receive periodic account
statements similar to those of defined contribution plans showing their accrued
balances. Disability pensions are not been granted under the new program. The
employer contributions (9.275% of the employee’s salary) will be used to fund the
current plan. Under System 2000 the retirement age is reduced from 65 years to 60
years for those employees who joined the current plan on or after January 1, 2000.

Funding Policy

Act 447, as amended, is the authority under which obligations to contribute to the Plan
by the Plan members, employers and other contributing entities are established or
may be amended. Plan members are required to contribute 5.775% of gross salary
up to $6,600, plus 8.275% of gross salary in excess of $6,600, and the
Administration is required to contribute 9.275% of gross salary. The Administration’s
contributions amounted to $525,313, $834,017 and $735,823 for the years ended June
30, 2010, 2009 and 2008, respectively.

Additional information on the Retirement System is provided in its financial statements

for the year ended June 30, 2010, a copy of which can be obtained from the Employees’
Retirement System Administration, PO Box 42003, San Juan, Puerto Rico 00949-2003.
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 10 POSTEMPLOYMENT BENEFITS

In addition to the pension benefits described in Note 9, the Administration is required
to cover annually the 3% increase in the retirement plan of its retired employees, as
required by Commonwealth’s laws. Also, the Administration is required to finance costs
related to the application of certain “Special Laws” issued by the Commonwealth of
Puerto Rico. Those Special Laws granted increases in pensions and other benefits to
retired employees of the Administration such as medicines bonus, christmas bonus and
death benefits, Costs related to these post-employment benefits amounted to $202,368
for the year ended June 30, 2010. These benefits are recorded as expenditures in the
general fund when paid.

NOTE 11 LEASE COMMITMENTS

On March 21, 2007 the Administration signed a new lease agreement for its premises
located in Aguadilla effective February 1, 2007 through January 31, 2012. The monthly
lease payments for the first year are $101,022 with yearly increases during the next four
years. The Administration had previously signed a lease agreement for warechouse
facilities effective March 28, 2006 through March 28, 2011, The monthly lease payment
for this lease is $23,381. On March 28, 2008, the Administration signed a new lease for
Its premises located at Bayamén, Puerto Rico effective from March 28, 2008 to February
3, 2013, Onlune 1, 2010, a lease was signed for the Ponce location effective from June
1, 2010 to May 31, 2015. On February 28, 2007 another lease was signed for the
Caguas location effective from February 28, 2007 to February 28, 2012, The central
offices operate at Hato Rey with a lease sighed on February 1, 2007 effective from
February 1, 2007 to January 31, 2012. For the year ended June 30, 2010, rent and
lease expenses amounted to $1,592,056.

Future minimum annual rental obligations under the operating leases in effect for the
next five years are as follows:

Year ending

June 30, Amount
2011 $1,522,673
2012 538,229
2013 37,834
2014 27,888
2015 25,564

$2,152,188
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RIGHT TO EMPLOYMENT ADMINISTRATION
{a component unit of the Commonwealth of Puerto Rico)

NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 12 CONTINGENCIES

Federal Awards

The Administration participates in a Federal award program under the Workforce
Investment Act. Expenditures financed by granis are subject o program compliance
audits by the grantor agencies in order to assure compliance with grant requirements.
If expenditures are disallowed due to noncompliance with grant program requirements,
the Administration may be required to reimburse the disallowed expenditures to the
grantor agency,

Litigations

The Administration is a defendant in a number of labor - related lawsuits and has not
recorded a provision to cover its exposure on these lawsuits. The amount of the
required reserve that may result from the final settiement of these lawsuits cannot be
presently determined. The ultimate amount that the Administration may be required
to pay as a result of the outcome of these lawsuits, if any, shall be funded through local
funds.

NOTE 13 FUTURE ADOPTION OF ACCOUNTING PRONOQUNCEMENTS

The GASB has issued the following statements, which the Administration has not yet

adopted:
To be Adopted
Statement in Fiscal year
ended
54 Fund Balance Reporting and Governmental June 30, 2011
Fund Type Definitions
57 OPEB Measurements by Agent Employers and June 30, 2012
Agent Multiple-Employer Plans

59 Financial Instruments Omnibus June 30, 2011

The impact of these statements on the Administration’s financial statements has not yet
been determined.

NOTE 14 SUBSEQUENT EVENT - REORGANIZATION

The Government of Puerto Rico’s Executive Branch Reorganization and Modernization
Act of 2009 includes the Department of Labor and Human Resources (the Department)
Reorganizational Plan Number 9 of 2010, This Plan repeals Act No. 115 and
consolidates and transfers the Administration’s operations, personnel, assets, functions
and powers to the Department. This Plan is pending approval of the legislature body.
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2010

Budgeted Amounts

Actual

Original Revised Variance

REVENUES

Commonwealth of Puerto Rico Programs % 8,845,000 $ 8,845,000 $ 10,167,208 $ 1,322,208

Other revenues - - 65,662 65,662

Total revenues % 8,845,000 $ 8,845,000 10,232,870 1,387,870

EXPENDITURES

Administration $ 8,845,000 $ 8,845,000 11,952 398 (3,107,398)
Excess of expenditures

over revenues (1,719,528) (1,719,528)
Other financing sources:

Transfer - in 77,693 77,693
Excess of expenditures over revenues $ {1,641,835) $ (1,641,835)

See accompanying note to Budgetary Comparison Schedule.
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

NOTE TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY COMPARISON SCHEDULE — GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2010

NOTE 1 BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

As a compeonent unit of the Commonwealth of Puerto Rico, the Administration uses the
foliowing procedures in establishing the budget adopted for the general fund:

1.

The Administration’s management prepares a budget project, which is submitted to the
Commonwealth of Puerto Rico's Office of Management and Budget (PROMB).

After approval by PROMB, the budget project is incorporated into the Commonwealth of
Puerto Rico’s consolidated budget project submitted by the executive body of the
legislature.

Public hearings and discussions are held toward the legal enactment of the budget
project on or before the commencement of the fiscal year for which the budget project
was prepared (the 1% of July of each year).

Once the budget project is approved, legally adopted, and in operation, the
Administration’s management can request the transfer of budgeted amounts from
PROMB, which after approval, is accounted for by the Commonwealth of Puerto Rico
Treasury Department.

Formal budgetary integration is employed as a management control device during the
fiscal year for the general fund.

As stated by the Constitution of the Commonwealth of Puerto Rico, the budgeted
expenditures should be balanced with estimated revenues.

The budgetary basis of accounting is generally accepted accounting principles. Information
concerning the budget adopted has been compiled by the Administration in a manner that could
be used to present Budget and Actual - Budget Basis — General Fund as required by accounting
principles generally accepted in the United States of America, as applicable to governmental

units.

For financial statement purposes, the Administration considers the executive funds

authorized in order to present the compliance with budget adopted, which lapses as the end of
the fiscal year.
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RIGHT TO EMPLOYMENT ADMINISTRATION
(a component unit of the Commonwealth of Puerto Rico)

BUDGETARY COMPARISON SCHEDULE - WIA AND LOCAL SPECIAL ASSIGNMENT FUNDS
FOR THE YEAR ENDED JUNE 30, 2009

REVENUES

“Ocupaciones Diversas”
Workforce Investment Act

Total revenues

EXPENDRITURES

Administration
Employment

Total expenditures

Excess of revenues over
expenditures

Other financing uses:

Transfer - out

Excess of revenues over expenditures
and other financing uses

Budgeted Amounts Variance
Favorable
Original Revised Actual {Unfavorable)
$ 2,700,000 $ 2,700,000 $ 2,700,000 $ -
247.196 247,196 133,500 (115,696)
2,947,196 2,947,196 2,831,500 (115,696)
- - 28,473 (28,473)
2,947,196 2,947,196 2,725,334 221,862
2,947,186 2,947,196 2,753,807 193,389
~ - 77,693 77,693
- - {77,693) (77,693)
$ : $ : $ - $ -

See accompanying note to Budgetary Comparison Schedule.
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RIGHT TO EMPLOYMENT ADMINISTRATION
{(a component unit of the Commonwealth of Puerto Rico)

NOTE TO REQUIRED SUPPLEMENTARY INFORMATION -
BUDGETARY COMPARISON SCHEDULE - WIA AND LOCAL SPECIAL
ASSIGNMENT FUNDS
FOR THE YEAR ENDED JUNE 30, 2010

NOTE 1 BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Federal Workforce Investment Act program is granted by contract each year. If an excess
of expenditures over revenues occurs, this balance is classified as a due from pass-through
grantor. Funds granted not expended are usually reprogrammed for the next fiscal year or
returned to the grantor or pass-through grantor.

The budgetary basis of accounting is generally accepted accounting principles. Information
concerning the budget adopted has been compiled by the Administration in a manner that could
be used to present Budget and Actual -Budget Basis - Special Funds as required by accounting
principles generally accepted in the United States of America.
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