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INDEPENDENT AUDITORS’ REPORT

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major funds and the aggregate remaining fund information of the
Department of Housing of the Commonwealth of Puerto Rico (PRDH), as of and for the year
ended June 30, 2011, which collectively comprise the PRDH’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the PRDH’s
management. Our responsibility is to express an opinion on these financial statements 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
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statements presentation. We believe that
our audit provides a reasonable basis for our opinion.

The PRDH does not maintain adequate records for the inventory of housing units and land lots
held for sale of the business-type activities and we were unable to satisfy ourselves about such
balances through alternate procedures. Therefore, we were not able to obtain sufficient evidence
to satisfy ourselves on the amounts reported as housing units and land lots held for sale which
have a balance of $42,955,051 as of June 30, 2011, in the accompanying statement of net assets.

In our opinion, except for the effects of any adjustments and additional disclosures that might
have resulted had management furnished us with reasonably accurate data regarding the
inventory of housing units and land lots held for sale, the balances and the financial statements
referred to above present fairly, in all material respects, the financial position of the
governmental activities and the business-type activities of the PRDH as of June 30, 2011, 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.

San Juan, PR Manhattan, NY Dominican Republic
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Honorable Secretary of the
Department of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

INDEPENDENT AUDITORS’ REPORT (CONTINUED)

In addition, in our opinion, the financial statements referred to previously present fairly in all
material respects, the respective financial position of each major fund, and the aggregate
remaining fund information of the PRDH of the Commonwealth of Puerto Rico as of June 30,
2011, 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.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, and schedule of budgetary comparison on pages 4
through 17 and 53 to 54, respectively, be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the
Government Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplemental
information in accordance with auditing standards generally accepted in the United States of
America, which consisted principally of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management’s responses to
our inquiries, the basic financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance of the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.

As discussed in Note A, the financial statements of the PRDH are intended to present the
financial position and changes in financial position of only that portion of the governmental
activities of the Commonwealth of Puerto Rico attributable to the transactions of the PRDH.
They do not purport to, and do not, present fairly the financial position and changes in financial
position of the Commonwealth of Puerto Rico in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards we have also issued our report dated January
13, 2012, on our consideration of the PRDH’s internal control over financial reporting and on
our test 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.
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Honorable Secretary of the
Department of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

INDEPENDENT AUDITORS® REPORT (CONTINUED)

Our audit was conducted for the purpose of forming an opinion on the PRDH’s financial
statements as a whole. The accompanying schedule of expenditures of federal awards on pages
55 and 56 is presented for purposes of additional analysis as required by the U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the financial statements of the PRDH. Such
information is the responsibility of management and was derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements itself, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the

information is fairly stated in all material respects in relation to the financial statements taken as
a whole.

oy thngad At 29

January 13, 2012
License No. 221
San Juan, Puerto Rico

The stamp number 2633445 was
affixed to the original of this report.
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2011

This section presents a narrative overview and analysis of the financial performance of the
Department of Housing of the Commonwealth of Puerto Rico (the PRDH) as of and for the year
ended June 30, 2011. The information presented here should be read in conjunction with the
basic financial statements, including the notes thereto.

1. Financial Highlights Government-wide:

Total assets increased from $359 million in fiscal year 2010 to $368 million at June 30,
2011, representing an increase of approximately $9 million or (3%) in comparison with
prior year.

Total liabilities decreased from $92 million in fiscal year 2010 to $61 million at June 30,
2011, representing a decrease of approximately $31 million or (34%) in comparison with
prior year. :

Net assets grew from $267 million in fiscal year 2010 to $307 million at June 30, 2011,
representing an increase of $40 million or 15% in comparison with prior year.

Change in net assets increased from $16 million to $40 million, representing an increase
of approximately $24 million or (151%) when compared to prior year.

2. Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the PRDH’s basic
financial statements. The PRDH’s basic financial statements include three components: (1)
government -wide financial statements, (2) fund financial statements, and (3) notes to the
basic financial statements.

Govies Lhompond, Finchoy Rosiy PEF
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2011

Basic financial statements

The basic financial statements include two kinds of financial statements that present different
views of the PRDH: the government-wide financial statements and the fund financial statements.
These financial statements also include the notes to the basic financial statements that explain
some of the information in the financial statements and provide more details.

Government — wide financial statements

The government-wide financial statements provide a broad view of the PRDH’s operations in a
manner similar to a private sector business. The financial statements provide both short and long-
term information about the PRDH’s financial position, which assists the PRDH in assessing the
PRDH’s economic condition at the end of the fiscal year. These are prepared using the flow of
economic resources measurement focus and the accrual basis of accounting. This basically
means they follow methods that are similar to those used by most business. They take into
account all revenue and expenses connected with the fiscal year even if cash involved has not
been received or paid. The government -wide financial statements include two statements:

» Statement of net assets - presents all the PRDH’s assets and liabilities with the difference
between the two reported as net assets. Through times, increases or decreases in the PRDH
net assets may serve as a useful indicator of whether the financial position of the PRDH is
improving or deteriorating.

e Statement of activities - presents information showing how the PRDH’s net assets changed
during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the time of related cash
flows. Thus, revenue and expenses are reported in this statement for some items that will not
result in cash flows until future fiscal periods (such as eamed but unused vacation leave).
This statement also presents a comparison between direct expenses and program revenue for
each function of the PRDH.

Both of these financial statements present the governmental activities of the PRDH. The
govemnment - wide financial statements can be found immediately following this discussion and
analysis.

Gorves Homprard, Finchey Rty $LP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2011

Fund financial statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The PRDH, like other local governments,
uses fund accounting to ensure and demonstrate compliance with finance - related legal
requirements. The fund financial statements focus on individual parts of the PRDH governmental
funds, reporting the PRDH’s operations in more detail in the government - wide financial
statemenis. All of the funds of the PRDH can be divided into two categories. It is important to
note that these fund categories use different accounting approaches and should be interpreted
differently. The two categories of funds are the following:

Governmental fund financial statements ~ Governmental fund are used to account for
cssentially the same activities reported in the government - wide financial statements.
However, unlike the government - wide financial statements, the governmental fund financial
statements focus on near -term inflows and outflows of expendable resources.

They also focus on the balances of expendable resources available at the end of the fiscal
year. Such information may be useful in evaluating the governments near - term financing
requirements. This approach is known as using the flow of current financial resources

measurement focus and the modified accrual basis of accounting. These statements provide a

detailed short - term view of the PRDH’s finances that assists in determining whether there -
will be adequate financial resources available to meet the current needs of the PRDH.
Because the focus of the governmental funds is narrower than that of the government - wide
financial statements, it is useful to compare the information presented for governmental fund
with similar information presented for governmental activities in the government - wide
financial statements. By doing so, readers may better understand the long-term impact of the
government’s near -term financing decisions. Both the governmental fund balance sheet and
the governmental fund statement of revenues, expenditures and changes in fund balances
provide a reconciliation to facilitate this comparison between governmental fund and the
governmental activities. These reconciliations are presented on the page immediately
following each governmental fund financial statement.

The PRDH has one major governmental fund. That is, 2 major fund is presented in a separate
column in the governmental fund balance sheet and in the governmental fund statement of
revenues, expenditures and changes in fund balances. The PRDH’s major governmental fund
is the general fund. The basic governmental funds financial statements can be found
immediately following the government - wide financial statements.

Certified Public Accountants and Business Consultants



DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2011

Fund financial statements {continued)

* Proprietary fund financial statements: The only proprietary fund operated by the PRDH is
the Office for the Administration of Assets of the Corporation for Urban Housing Renovation
(the CRUV) operation. The accounting used for proprietary funds is the accrual basis of
accounting. The PRDH’s proprietary fund record interest income from mortgage receivables
and gain or losses from the sale of assets.

* Fiduciary fund financial statements: Fiduciary funds are not reflected in the government -
wide financial statements because the resources of these funds are not available to support
the PRDH’s own activities. The accounting used for fiduciary funds is much like that used
for proprietary funds.

The fiduciary funds present the following funds:

Ponce en Marcha

By law No. 206 of August 28, 2003, the Department of Justice of the Commonwealth of
Puerto Rico obtained a line of credit of $90 million with the purpose of complying with a
judicial settlement in the case of the Municipality of Ponce vs. the Puerto Rico Highway
Authority and others. In relation with such settlement, the PRDH is the fiscal agent of the
funds for planning and development of several Municipality of Ponce projects. The
restricted cash balance is $1,505,107 at June 30, 2011 and is presented in the statement of
fiduciary net assets.

Special Communities

The PRDH is responsible for receiving and distributing funds assigned by the Perpetual Trust
Fund for Special Communities for the Development Program (the Program). The Program
was established by Act No. 271 of November 21, 2002, and is funded through legislative
appropriations and other grants. Program funds are distributed to the services providers based
on the contracts made with the Perpetual Trust Fund for Special Communities. The restricted
cash balance is $104,946 and due from $747,539 at June 30, 2011, is presented in the
statement of fiduciary net assets.

Remedy Fund

The Municipality of Juncos establish and funded a trust fund for the purpose of implementing
the two remedies selected by the U.S. Environmental Protection Agency (EPA) for the old
Juncos Landfill Superfund site as set forth in the EPA “Decision Summary” documents dated
September 24, 1991, and October 5, 1993, as amended by EPA, to correct environmental
damage left by the old Juncos Landfill. As part of these remedies the PRDH was appointed
as the administrator agent of the Remedy Funds.

Fonres Llompiand, Finchoy Ruiy LLP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2011

Fund financial statements (continued)
Remedy Fund (continued)

As part of the settlement agreement the PRDH establish $1.5 million as Remedy Fund for
construction. The restricted cash balance is $1,455,726 at June 30, 2011 and is presented in
the statement of fiduciary net assets.

The statement of net assets in liquidation - proprietary fund, statement of changes in net assets in
liquidation - proprietary fund, and the statement of fiduciary net assets can be found immediately
following the governmental fund financial statements.

Notes to financial statements

The notes provide additional information that is essential to a full. understanding of the data
provided in the government - wide and the fund financial statements. The notes to the financial
statements can be found immediately following funds financial statements.

1. Government-wide Financial Analysis Statement of Net Assets

* Total assets increased from $359 million in June 30, 2010 to $368 million at June 30,
2011, representing an increase of $9 million or (3%) in comparison with prior year.
Within assets, there is an increase of $32 million in due from related entity due to an
accrual of the current year developer fees owed to the PRDH pursuant to the Partnership
Agreement (see detail in Note G) and a decrease of $26 million in the balances pending
to be collected from HUD mainly due since July 1, 2010; HUD approved the transfer of
the administration of HOME Investment Partnership Program (CFDA 14.239) from
PRDH to the Puerto Rico Housing Financing Authority (PRHFA).

e Total liabilities decreased from $92 million in June 30, 2010 to $61 million at June 30,
2011, representing a decrease of $31 million or (34%) in comparison with prior year.
Within liabilities, there is a decrease of $26 million in deferred revenues which relates to
the HOME program as explain above. In the other hand, there is a decrease in accounts
payable of $8 million which relates to the elimination during the current year of the last
year significant overdraft in the cash account of $3 million and the decrease in general
invoices pending to be paid as of year-end, in comparison with prior year.

¢ Out of the $307 million in net assets, $27 million are invested in capital assets, $40
million are restricted for specific program initiatives and $240 million are unrestricted on
the use.

Fovies Lomprarl, Sinchiey Ruiy LLP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2011

1. Government-Wide Financial Analysis Statement of Net Assets (Continued):

ASSETS

Current Assets

Cash and cash equivalents

Cash with fiscal agent

Due from:
Agency Fund
Federal government (HUD)
Related entity, current portion

Mortgages and accounts receivable

Interest receivable on note
Other accounts receivable and other
assets

Total current assets

Capital Assets
Furniture, equipment and vehicles
Parking and building
Building
Building Improvements
Less accumulated depreciation

Land

Total capital assets

Other Noncurrent Assets
Note receivable from related entity,
noncurrent portion
Due from related entity, noncurrent
portion
Restricted deposit
Land lots held for sale or lease

Restricted land lot
Total other noncurrent assets

TOTAL ASSETS

Governmental Activities

Fosses Vlompard, Sanehey Rty SLP

Certified Public Accountants and Business Consultants

2011 2010 Change
$ 70,316,056 $63,264,864 $ 7,051,192
2,047,874 1,560,082 487,792
747,539 - 747,539
6,514 25,834,120 (25,827,606)
41,070,209 9,067,961 32,002,248
204,752 212,043 (7,291)
11,128,504 13,356,839 (2,228,335)
3,432,294 553.581 2.878.713
128.953,742 113,849.490 15,104,252
5,860,723 7,146,152 (1,285,429)
5,137,029 5,137,029 -
30,000,000 30,000,000 -
21,013,268 16,288,636 4,724,632
(11.489.979) _(7.806.021) (3,683.958)
50,521,041 50,765,796 (244,755)
793,717 983,700 (189,983)
51,314,758 51,749,496 (434.738)
102,889,957 102,889,957 -
16,636,341 16,700,181 (63,840)
3,775,050 14,824,319 (9,049,269)
42,996,466 39,322,151 3,674,315
15,200.000 19,200,000 -
187.497.814 192.936.608 (5.438.794)
iggzgﬁgg;i $358,535,594 $ 9,230,720

Percent

11%
31%

100%
-100%
353%
-3%
-17%

520%

13%

-18%
0%
0%
29%
47%
0%

-19%

-1%

0%

0%
-61%
9%
0%
3%
3%




DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2011

10

1. Government-wide Financial Analysis Statement of Net Assets (Continued):

Governmental Activities
2011 2010 Change
LIABILITIES
Current Liabilities
Notes payable, current portion $12,242,772  $ 13,640,090 ($1,397,318)
Accounts payable 3,337,039 12,035,409 (8,698,370)
Accrued liabilities 4,314,507 3,973,686 340,821
Due to Public Building Authority,
current portion - 186,552 (186,552)
Accrued legal claims, current portion 455,753 380,753 75,000
Accrued compensated absences,
current portion 3,157,580 3,153,260 4,320
Voluntary termination benefits 1,140,288 - 1,140,288
Deferred revenues - 25.836,886 (25.836.886)
Total current liabilities 24.647.939 59,206,636 (34.558.697)
Noncurrent Liabilities
Notes payable, noncurrent portion 22,171,304 24,317,566 (2,146,262)
Accrued:
Legal claims, noncurrent portion 4,859,628 4,764,981 94,647
Compensated absences, noncurrent
portion 3,489,439 3,508,855 (19,416)
Voluntary termination benefits 5.853.124 - 5.853,124
Total noncurrent liabilities 36.373,495 32,591,402 3,782,093
Total Liabilities 61.021.,434 91.798.038 (30,776.604)
NET ASSET
Invested in capital assets, net of :
related debt 26,979,860 25,307,863 1,671,997
Restricted 39,702,135 55,377,991 (15,675,856)
Unrestricted 240,062,885 186,051,702 54,011,183
TOTAL NET ASSETS $306,744,880  $266,737,556 $40,007,324

Certified Public Accountants and Business Consultants

Percent

-10%
-72%
9%

-100%
20%

0%
100%
-100%
-58%

-9%
2%

-1%
100%
12%
-34%

7%
-28%
29%

15%




DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2011

11

2. Government-wide Financial Analysis Statement of Activities

¢ Total net revenues of governmental activities changed from a net revenue of $1,243,051
in fiscal year 2010 to a net revenue of $4,554,088 during fiscal year ended on June 30,
2011, representing an increase in net revenues of $3,311,037. Within governmental
activities, tenant, utilities services and maintenance revenues decreased by $1.8 million
during the current fiscal year mostly related to a decrease in revenues obtained to conduct

these services.

* General revenues increased during the current year by $14 million, from $21 million in
fiscal year 2010 to $35 million in the current fiscal year. This increase is mostly driven
by a decrease in interest and investment income of $10 million and an increase of
management and developer fees of $23 million.

For the year ended June 30, 2011 net assets changed as follows:

Function/Program
Governmental Activities

General, administrative and
others
Construction and
rehabilitation
Child care and development
Tenants, utility services and
maintenance
Interest expense
Housing repairs and
maintenance

Total Governmental Activities

Business-type Activities
General and administrative
Housing held for sale

Total Business-type Activities

Net (Expenses) Revenues and

Changes in Net Assets
2011 2010 Change
§ (985,345) $(4,206,406) $3,221,061
(1,833,249) (3,025,573) 1,192,324
- 16,719 (16,719)
8,721,186 10,516,997 (1,795,811)
(904,976) (869,038) (35,938)
(443,528) {1.189,648) 746,120
4,554,088 1,243,051 3,311,037
1,172,058) (1,213,671) 41,613
1,215,179 (5.419,338) 6.634.517
43.121 (6.633.009) 6,676,130
4,597,209 _ (5,389.958) 9,987,167

Tovies Llompart, Fimohey Ry PLP
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Percent

-77%

-39%
-100%

-17%

4%
-63%
266%

-3%
-122%

-101%
-185%



12
DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2011
®
2. Government-wide Financial Analysis Statement of Activities (Continued)
Changes in Net Assets
o 2011 2010 Change Percent
General Revenues:
Management and developer fees 32,038,026 9,131,801 22,906,225 251%
Interest and investment income 606,901 10,672,288 (10,065,387) 94%
Other 2,765,188 1,522,768 1,242,420 82%
® TOTAL GENERAL REVENUES 35,410,115 21,326,857 14,083,258 66%
CHANGES IN NET ASSETS 40,007,324 15,936,899 24,070,425 151%
NET ASSETS, BEGINNING 266,737,556 250,800,657 15,936,899 6%
o NET ASSETS, ENDING $306,744,880 266,737,556  $40,007,324 15%
3. Governmental Fund Results - Balance Sheet
* Total assets of the governmental fund increased by $8 million. This increase is the net
effect of an increase of $35 million in other receivables due to an accrual of the current
. year developer fees owed to the PRDH amounting to $32 million pursuant to the
Partnership Agreement and a decrease of $26 million in federal grant receivables which
is caused mainly to HUD approval since July 1, 2010, the transfer of the administration
of HOME Investment Partnership Program (CFDA 14.239) from PRDH to PRHFA.
¢ * Total liabilities decreased by $54 million in comparison with prior fiscal year as a result
of the decrease in deferred revenues of $45 million and the decrease in accounts payable
by $9 million,
®
®
®
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

JUNE 30, 2011

13

3. Governmental Fund Results - .Balance Sheet (Continued)

ASSETS

Cash and cash equivalents

Cash with fiscal agent

Federal grant receivable
Note receivable — related

2011 2010
Combined Combined

$ 62,963,478  $ 62,690,045
2,047,874 1,560,082
6,514 25,834,120
102,889,957 102,889,957

Changes

§ 273433
487,792
(25,827,606)

(2,228,335)

Interest receivable on note 11,128,504 13,356,839
Due from Agency Fund 747,539 - 747,539
Due from other funds 108,262 - - 108,262
Other receivables 61,138,844 26,229,259 34,909,585
Other assets - 92.464 (92,464)
Total Assets 241,030,972 232,652,766 8,378,206
LIABILITIES
Accounts payable and accrued
Liabilities 3,016,011 11,603,306 (8,587,293)
Due to other funds 6,896,498 7,072,911 (176,413)
Deferred revenues - 44,989,364 (44.989,364)
Total Liabilities 9.912.509 63,665.581 (53.753.072)
FUND BALANCE 231 63 $168,987.185

62,131.27

Percent

0%
31%
-100%
0%
-17%
100%
100%
133%
-100%

4%

-74%
2%
-100%

-84%
37%

4. Governmental Fund Results Statement of Revenues, Expenditures and Changes in

Fund Balances

¢ Total revenues increased by $38 million which is mostly driven by the net effect of the
recognition of management and developers fees income of $41 million during the current
year and a decrease of $19 million in federal grants due to the elimination of HOME

program.

» Total expenditures decreased by $23 million when compared with prior fiscal year. The
main driver of this fluctuation has to do with a decrease of $20 million of housing, repairs
and maintenance when compared with the prior fiscal year balance.

Tovies Ulomparl, Fimochey Fuiy ELP
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4. Governmental Fund Results Statement of Revenues, Expenditures and Changes in

Fund Balances (continued)

REVENUES

State appropriations

Sale and lease of land lots

Rent revenues

Indirect costs

Federal grants

Interest and investment income
Management and developers fees
Other

TOTAL REVENUES
EXPENDITURES

General and administrative

Construction and rehabilitation

Capital outlays

Tenants, utilities services and
Maintenance

Housing, repairs and maintenance

Debt service payments
Principal
Interest

TOTAL EXPENDITURES

2011 20190
Combined Combined Changes
$40,290,807 $ 37,251,031 $ 3,039,776
3,206,872 3,488,877 (282,005)
4,443,000 5,258,055 (815,055)
10,242,187 5,146,219 5,095,968
57,347,117 76,197,948  (18,850,831)
3,347,580 377,689 7,969,891
41,105,987 - 41,105,987
2.099.348 1,555.845 543,503
$167,082.898  $129.275.664 $37.807.234
$ 34,822,426 $ 38,549458 ($3,727,032)
12,110,632 12,554,151 (443,519)
57,547 1,269,108 (1,211,561)
53,068,931 51,069,046 1,999,885
443,528 20,355,329  (19,911,801)
3,543,580 3,652,976 (109,396)
904,976 869,038 35938
$104,951.620 $128.319,106 2 48

Certified Public Accountants and Business Consuitants

Percent

8%
-8%
-16%
99%
-25%
2110%
100%
35%

29%

-10%
-4%
-95%

4%
-98%

-3%
4%

-18%
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
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5. Business Type Activities

The Proprietary Fund was presented in conjunction with the basic financial statements. Such
financial statements purport to present the financial results of the Office for the
Administration of Assets of the Corporation for Urban Housing Renovation {the CRUV).
This financial statement can be found right after the governmental funds. Below please find a
summarized version of the financial results on this fund.

Statement of Net Assets in Ligquidation

: 2011
ASSETS
Current assets $14,345,566
Noncurrent assets 68,028,782
TOTAL ASSETS $82.374.348
LIABILITIES
Current liabilities $ 4,820,630
Noncurrent liabilities 207,134
TOTAL LIABILITIES 5,027,764
NET ASSETS IN LIQUIDATION 77,346,584
TOTAL LIABILITIES AND NET ASSETS IN LIQUIDATION $82,374.348
Statement of Changes in Net Assets in Liquidation
Additions to net assets in liquidation $ 185,509
Cost and expenses (682,160)
Reorganization items 4,023,431
Distributed net assets _ (2.702,316)
Change in net assets in liquidation 824,464
NET ASSETS AT BEGINNING OF YEAR 76,522,120
NET ASSETS AT END OF YEAR 77 4

Jories Llompail, Finchey Ruiy LLP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2011

6. Budgetary information

No significant difference between the amended budget and actual amounts in the general
fund was found. The information is presented as follows:

Original Amended

Budget Budget Actunal Yariance
REVENUES
Legislative appropriations $20,445,732  $20,445,732 $20,445,732 § -
EXPENDITURES
General and administrative 20,445,732 20,445,732 _20,378.647 67,085
EXCESS OF REVENUES OVER '
EXPENDITURES $ - F - $ 67,085 $67.085

7. Capital assets

At June 30, 2011, the PRDH had $51,314,758 net of depreciation, invested in Capital Assets,
including building, equipment, furniture and fixtures, and vehicles. The net decrease of
$434,738 when compared with balance at June 30, 2010 is mostly related to the depreciation

of the year. Please find below the summarized information regarding the capital assets as of
June 30, 2011:

Capital Assets - Including PRDH and CRUV
Non depreciable capital assets

Land § 793717
Depreciable capital assets:
Building 30,000,000
Building improvements 21,013,268
Furniture, equipment and vehicles 5,860,723
Parking and building 5,137,029
Total Assets 62,011,020
Less accumulated depreciation (11,489,979
Total capital assets being depreciated, net 50,521,041
Total capital assets, net - 351,314,758

Certified Public Accountants and Business Consultants
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DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
JUNE 30, 2011

8. Other Currently Known Facts

Partnership Agreement

On September 29, 2011 the PRDH received the amount of $100 million from Vivienda
Modernization 1, LLC for the repayment of note receivable principal and interest of $87.8
million and $12.2 million, respectively.

9. Contacting the PRDH Financial Management

The PRDH’s financial statements are designed to present users with a general overview of its

finances. If you have questions about the report or need additional information, please
contact the Finance Director.

Tovies Llompoarl, Finchoy Reuiy LELP

Certified Public Accountants and Business Consultants
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STATEMENT OF NET ASSETS
JUNE 30, 2011
PRIMARY GOVERNMENT
BUSINESS
GOVERNMENTAL TYPE
ACTIVITIES ACTIVITIES TOTAL
ASSETS
Current assets :
Cash and cash equivalents (Note B) $ 62,963,478 $ 7,352,578 $70,316,056
Cash with fiscal agent (Note D) 2,047,874 - 2,047,874
Due from:
Agency Fund 747,539 - 747,539
Federal government (Note E) 6,514 - 6,514
Related entity, current portion (Note G) 41,070,209 - 41,070,209
Other funds (Note F) (6,788,236) 6,788,236 -
Mortgages and accounts receivable (Note C) - 204,752 204,752
Interest receivable on note (Note G) 11,128,504 - 11,128,504
Other accounts receivable and other assets 3.432.294 - 3.432.294
Total current assets 114.608.176 14,345,566 128,953,742
Noncurrent assets
Note receivable from related entity,
noncurrent portion (Note G) 102,889,957 - 102,889,957
Due from related entity, noncurrent '
portion (Note G) 16,636,341 - 16,636,341
Restricted deposit (Note B) ' - 5,775,050 5,775,050
Land lots held for sale or lease (Note H) 41,415 42,955,051 42,996,466
Restricted land lot (Note H) - 19,200,000 19,200,000
Capital assets, net (Note I) 51,216,077 98,681 51,314,758
* Total noncurrent assets 170,783,790 68.028.782 238,812,572
TOTAL ASSETS $285,391,966 $82.374.348  $367 4
Continues

Jovies Hompard, Fiinchey Feiy LLP
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LIABILITIES AND NET ASSETS
LIABILITIES

Current liabilities:
Notes payable, current portion (Note J)
Accrued legal claims, current portion (Note O)
Accounts payable
Other accrued liabilities

Accrued compensated absences, current portion
(Notes K and M)
Accrued termnination benefits (Note M)

Total current liabilities
Noncurrent liabilities:

Notes payable, long-term portion (Note J)
Accrued legal claims, long-term portion (Note
0)

Accrued compensated absences, long- term
portion (Notes K and M)

Accrued termination benefits (Note M)

Total noncurrent liabilities
Total liabilities

Commitments and contingencies (Note O)

NET ASSETS (NOTE P)

Invested in capital assets, net of related debt
Restricted for:
Supply of low and moderate income housing
Special revenue funds
Unrestricted

TOTAL NET ASSETS

See notes to financial statements.

Tovies Llompart, Finchoy Ruiy LLP

Certified Public Accountants and Business Consultants

PRIMARY GOVERNMENT
BUSINESS
GOVERNMENTAL TYPE
ACTIVITIES ACTIVITIES TOTAL
$12,242,772 $ - $12,242,772
455,753 - 455,753
3,016,011 321,028 3,337,039
- 4,314,507 4,314,507
2,972,485 185,095 3,157,580
1,140,288 - 1,140,288
19,827,309 4,820.630 24,647,939
22,171,304 - 22.171,304
4,652,494 207,134 4,859,628
3,489,439 - 3,489,439
5,853,124 . 5.853.124
36,166,361 207,134 36,373.495
55,993,670 5,027,764 61,021,434
26,881,179 98,681 26,979,860
- 24,975,050 24,975,050
14,727,085 - 14,727,085
187,790,032 52.272.853 240,062,885
$229.398 296 $77.346,584  $306,744,880
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
YEAR ENDED JUNE 30, 2011

Fund balance -— governmental funds $231,118,463

Amounts reported for governmental activities in the statement of net
assets are different because:

Capital assets are not current financial resources and, therefore not

reported in the funds 51,216,077

Land lots held for sale or lease are not current financial resources and

therefore not reported in the funds 41,415

Notes payable regarding line of credit are not due and payable in the

current period and therefore not included in the funds (34,414,076)

Accrued legal claims are not due and payable in the current period

and therefore are not included in the funds (5,108,247)

Accrued compensated absences which are not payable in the current

period are not included in the funds (6,461,924)

Accrued termination benefits which are not payable in the current period are not

included in the funds (6,993.,412)
Net assets of governmental activities $229,398,296

See notes to financial statements.
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DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES
'GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011

Excess of revenues over expenditures in the statement of revenues,
expenditures and changes in fund balances — governmental funds $62,131,278

Amounts reported in the statement of activities are different because:

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 as depreciation expense 57,547

Depreciation expense on capital assets is reported in the statement of
activities but does not require the use of current financial resources.
Therefore depreciation expense is not reported as expenditure in the
statement of governmental funds. (2,342,894)

Governmental funds report principal payments on note payable as
expenditures, whereas the principal payments reduce the long-term
obligations in the statement of activities 3,543,580

(Increase) decrease in accrued expenses which does not require the use
of current financial resources:

Accrued legal claims (169,647)
Due to Public Building Authority (186,552)
Accrued compensated absences 59,640
Accrnied termination benefits (6,993,412)
Revenues in the governmental funds recognized in the statement of
activities in the prior year. (16,916,680)
Change in net assets of governmental activities 182.8

See notes to financial statements.

Certified Public Accountants and Business Consultants



DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

STATEMENT OF NET ASSETS IN LIQUIDATION - PROPRIETARY FUND
JUNE 30, 2011

ENTERPRISE FUND
Urban Renewal and

Housing Fund

ASSETS
Current assets:
Cash and cash equivalents (Note B) $ 7,352,578
Mortgages and accounts receivable, net (Note C) 204,752
Due from other funds (Note F) 6,788,236
Total current assets 14,345,566
Noncurrent assets:
Housing units and land lots held for sale (Note H) 42,955,051
Restricted: ' :
Deposit (Note B) 5,775,050
Land lots (Note H) 19,200,000
Capital assets, net (Note I) 98.681
Total noncurrent assets 68,028,782
TOTAL ASSETS $82.374.348

LIABILITIES AND NET ASSETS IN LIQUIDATION

LIABILITIES
Current liabilities:
Accounts payable $ 321,028
Other accrued liabilities 4,314,507
Accrued compensated absences (Note K)  185.095
Total cuarrent liabilities 4,820,630
Noncurrent liability:
Accrued legal claims, long-term portion (Note O) 207,134
Total liabilities 5,027,764

COMMITMENTS AND CONTINGENCIES (NOTE O)
NET ASSETS IN LIQUIDATION (NOTE P)

Invested in capital assets 98,681
Restricted for noncurrent assets and other purposes 24,975,050
Unrestricted 52,272,853
Total net assets in liquidation 77,346,584

TOTAL LIABILITIES AND NET ASSETS IN LIQUIDATION $82.374.348

See notes to financial statements.

Torvees Homprart, Finchey Reiy LELP
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DEPARTMENT OF HOUSING OF THE |
COMMONWEALTH OF PUERTO RICO |
_ STATEMENT OF CHANGES IN NET ASSETS IN LIQUIDATION - |
® PROPRIETARY FUND |
YEAR ENDED JUNE 30, 2011
ENTERPRISE FUND
Urban Renewal and
® ' Housing Fund
Additions to net assets in liquidation:
Mortgage interest revenues (Note Q) $ 66,324
Rent 105,323

Administrative charges

13.862
Total additions to net assets in liquidation 185,509

Costs and expenses :
Operating and administrative expenses (682.160)

Deduction to net assets in liquidation before reorganization .
items and distributions (496.651)

Reorganization items:
Adjustments to estimated value of housing units and land

® lots held for sale 3,837,309
Professional fees (595,221)
Interest earned on:
Unrestricted investments 66,372
Restricted investments 49,131
® Other income 665,840
Total reorganization items 4,023,431
Increase to Net Assets in Liquidation Before Distributions 3,526,780
° Distributed net assets, restricted for social interest projects (2,702,316)
Net increase in net assets in liquidation 824,464
Net assets in liquidation, at beginning of year 76,522,120
Net assets in lignidation, at end of year $77,346,584
o
®
See notes to financial statements.
® Tovies HHomprrd, Siamchey Rty LLP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
STATEMENT OF FIDUCIARY NET ASSETS

JUNE 30, 2011
AGENCY ¥UND
Ponce en Special Remedy
Marcha Community Fund
ASSETS
Restricted cash (Note N) $1,505,107 $104,946 $1,455,726
Due from special community - 747.539 -
505 $852.485 $1.455,726
LIABILITIES
Due to government units (Note N) $1,505,107 $104,946 $1,455726
Due to governmental fund - 747,539 -
1,505 $852,485 $1,455,726

See notes to financial statements.
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Organization

The Commonwealth of Puerto Rico was constituted on July 25, 1952, under the provisions of its
Constitution as approved by the people of Puerto Rico and the Congress of the United States of
America. The Commonwealth’s Constitution provides for the assignation of powers to the
executive, legislative and judicial branches of the government. The Commonwealth assumes
responsibility for public safety, public health, public housing, wealth, education and economic
development.

The Department of Housing of the Commonwealth of Puerto Rico (PRDH) was created by Act
No. 97 of June 10, 1972. Through a Secretary appointed by the Governor of the Commonwealth,
the PRDH is engaged in the implementation of the governmental policy related to the public
housing. This includes, among other things, the acquisition, sale, lease and operation of public
housing projects and land development to provide housing to low and moderate-income families.

By Act No.58 of August 9, 1991, the Puerto Rico Public Housing Administration (PRPHA),
created by Act No. 66 of August 17, 1989, was ascribed to the PRDH, and designated to assume
certain assets, liabilities and. operations of the Puerto Rico Urban Renewal and Housing
Corporation (PRURHC), which is currently under liquidation by an Enterprise Fund within the
PRDH.

The Enterprise Fund was created to implement the provisions of Law No. 106 (the Law) of June
30, 1998. This Law terminated the operations of the former Office of Liquidation of the
Accounts of the Puerto Rico Urban Renewal and Housing Corporation (former CRUV). The
Enterprise Fund will continue with the liquidation of the assets of the Corporation for Urban
Housing Renovation. The accompanying statement of net assets in liquidation and the statement
of changes in net assets in liquidation were prepared in the liquidations basis of accounting.

Financial reporting entity

The PRDH is for financial reporting purposes, part of the Commonwealth of Puerto Rico.
Because PRDH is part, for financial reporting purposes, of the Commonwealth, its financial data
is included as part of the Commonwealth of Puerto Rico financial statements.

The PRDH accompanying financial statements are issued solely to comply with the Single Audit
Act of 1984, P.L. 98-502, and the Single Audit Act Amendments of 1996, P.L. 104-156 and for
the information and use of the PRDH management, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these
specified parties.

Jovies Llompront, Finchey Ruiy LLFP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL, STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Summary of significant accounting policies

The accompanying basic financial statements of the PRDH have been prepared in conformity
with accounting principles generally accepted in the United States of America (GAAP) as
prescribed by the Governmental Accounting Standard Board (GASB).

Basis of presentation and fund accounting

The accounts of the PRDH are organized on the basis of Governmental Funds. Each fund is
accounted for by a separate set of self-balancing accounts that comprises its assets, liabilities,
fund balance, revenues and expenditures. Fund financial statements report detailed information
about the PRDH. The focus of governmental fund financial statements is on major funds rather
than reporting funds by type. Each major fund is presented in a separate column.

The following are the governmental funds presented in the financial statements as of and for the
year ended June 30, 2011:

General — This fund includes the current financial resources, which relate to the general
operations of the PRDH. These operations consist of the general administration and other
activities not accounted for in the U.S. Department of Housing and Urban Development (HUD)
Programs major funds.

Section 8 Program — This major fund accounts for grants received from HUD. The Grant is
restricted for accomplishing objectives of the Housing Voucher Program, which provides rental
assistance to help very low-income families afford decent, safe and sanitary rental housing.

Self Contribution Fund -This fund is maintained by the PRDH to account for current financial
resources received from proceeds of sale and rent of land lots, indirect costs, fees for elderly care
and other revenues collected from sources other than intergovernmental or federal subsidies.
Also, it includes the resources and expenditures received and used respectively for the
improvement of the PRDH’s main-building.

Urban Renewal and Housing Fund - This fund is maintained by the PRDH to account for current
financial resources received to liquidate the assets of the former Puerto Rico Urban Renewal and
Housing Corporation (PRURHC) and to meet its financial obligations with the proceeds of the
liquidation.

In addition, the PRDH reports the following fiduciary fund:

Agency This fiduciary fund is custodial in nature (assets equal liabilities) and does not involve
measurement of the PRDH results of operations (see Note N).

Fonsas Llomprart, Finchoy Ruty LLP

Certified Public Accountants and Business Consultants




32

DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND) SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Basis of presentation and fund accounting (continued)

Measurement focus and basis of accounting

Measurement focus refers to what is being measured in a fund’s operating statement, while basis
of accounting refers to the timing in which transactions are recognized in a fund’s operating
statement. The governmental funds use a current financial resources measurement focus and are
accounted for using the modified accrual basis of accounting,

Under the modified accrual basis of accounting, revenues are recorded when susceptible to
accrual, i.e., when they become both measurable and available. Measurable means that the
amount of the transaction can be determined, while available means collectible within sixty (60)
days of the end of the current fiscal period.

Federal grants revenues are financial resources approved by HUD and are recorded in the
accounting period in which the resources are collectible and available for expenditure in the
current accounting period. Legislative appropriations, which represent annual appropriations
from the Commonwealth of Puerto Rico, are recorded when approved, collectible and available
for expenditure in the current accounting period.

Statutory (budgetary) accounting

The PRDH’s total available spending authorization, which is considered its budget, is adopted in
accordance with a statutory basis of accounting, which is not in accordance with the modified
accrual basis of accounting. Revenues are generally recognized when cash is received.
Expenditures are generally recorded when the related expenditure is incurred or encumbered.
Until June 30, 2001, available appropriations and encumbrances were established to lapse three
(3) years after the end of the fiscal year. Effective July 1, 2001, available appropriations and
encumbrances will lapse the year following the end of the fiscal year when the encumbrance was
established, by means of Act No.123 from August 17, 2001, which amended the existing
appropriations and encumbrances lapsing provision of Act No. 230 from July 23, 1974.

Amounts required settling claims and judgments against the PRDH, and certain other liabilities
are not recognized until they are encumbered or otherwise processed for payment. Under the
statutory basis of accounting, the PRDH uses encumbrance accounting to record the full amount
of purchase orders, contracts and other commitments of appropriated resources as deductions
from the appropriation prior to actual expenditure. In the PRDH governmental funds,
encumbrance is a significant aspect to budget control.

Tovres %myﬁa/d; p?m’rwﬁeg r% KAl
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

Budgetary control

For budgetary purposes, encumbrance accounting is used. The encumbrances (that is purchase
orders, contracts and other commitments of appropriated resources) are considered expenditures
when a commitment is made. For GAAP reporting purposes, encumbrances, outstanding at fiscal
year-end are reported as reservations of budgetary appropriations and GAAP fund balances and
do not constitute expenditures or liabilities on a GAAP basis, because such commitments will be
honored during the subsequent fiscal year.

The Department of the Treasury and the Office of Management and Budget of Puerto Rico has
the responsibility to ensure that budgetary spending control is maintained in the PRDH.

Budgetary control is exercised through the Puerto Rico Integrated Financial Accounting System
(“PRIFAS”).

PRIFAS ensures that encumbrances or expenditures are not processed if they exceed the PRDH’s
total available spending authorization. The legal level of budgetary control at the PRDH is for
general fund expenditures.

Risk financing

The Commonwealth of Puerto Rico purchases commercial insurance covering casualty, theft,
tort, claims, and other losses for the PRDH. The PRDH reimburses the Commonwealth for
premium payments made on its behalf. The PRDH’s current insurance policies have not been
canceled or terminated.

For worker’s compensation, the State Insurance Fund Corporation, a component unit of the
Commonwealth of Puerto Rico, provides the workers compensation to the PRDH’s employees.

PRDH is authorized to deposit only in financial institutions approved by the Department of the
Treasury of the Commonwealth of Puerto Rico, and such deposits should be kept in separate
accounts in the name of the PRDH. The restricted cash includes purchase option deposits to be
credited to sales of housing properties. The deposits are transferred to the general account when
the sale is consummated.

Sories Hompoart, Fiinchey Ruiy IEXP

Certified Public Accountants and Business Consultants




34

DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011 '

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

Inter-fund balances

Inter-fund receivables and payables outstanding at year end are referred to as due to/from other
funds. The general fund provides services, at cost, to the HUD Programs Funds, with the
attempts of recovering such amounts in a period of one (1) year or less.

Eliminations are made in the government wide statements of the amounts reported as inter-fund
receivables and payables.

Capital assets

Capital assets used in the governmental operations are accounted for in the Government - Wide
financial statement of net assets, rather than in the Governmental Funds. When capital assets are
purchased, such are recorded as capital outlays’ expenditures in the governmental funds. They
are stated at cost.

Major modernizations and betterments are capitalized, while replacements, maintenance and
repairs, which do not improve or extent the life of an asset, are not, When assets are sold, retired
or otherwise disposed of, the cost is removed.

Depreciation of capital assets is computed and recorded under the straight-line method.
Estimated useful lives of the various classes of depreciable capital assets are: parking and
building to forty (40) years and other capital assets three (3) to five (5) years.

Compensated absences

The vacation policy of the Commonwealth of Puerto Rico that applies to the PRDH employees
provides for the accumulation of two and a half (2.5) days per month. Vacation time
accumulated is fully vested to the employees from the first day of work up to a maximum of
sixty (60) days. PRDH’s employees accumulate sick leave at a rate of one and a half (1.5) days
per month up to a maximum of ninety (90) days. Upon retirement, an employee receives all
accumulated unpaid leave at the current rate, if the employee has at least ten (10) years of service
with the Commonwealth of Puerto Rico.

Mortgage interest income
Interest income on mortgages is recorded when collected due to the high delinquency rate.

Fovves Lompant, Finchoy Ruiy LT
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Summary of significant accounting policies (continued)

Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilitics and disclosures of
contingent assets and liabilities at the date of the financial staiements and the reported amounts
of revenues and expenses during the reported period. Actual results could differ from those
estimates,

Cash and cash equivalents

The PRDH considers all highly liquid investments with maturity of three (3) months or less
when purchased to be cash equivalents. The cash balances are available to meet current operating
requirements in various interest-bearing accounts with the Governmental Development Bank,
Commercial Banks and Puerto Rico Housing Bank and Finance Agency.

Federal grants

Contributions received from federal grants are credited to operating revenues under the HUD
Programs in the accounting period in which they are earned and become measurable.

Housing units and lots held for sale

Housing units and lots held for sale are stated at their net realizable value determined by the
PRDH’s management based on previous sales of similar housing units and appraised values.
PRDH does not record all changes in estimated realizable value of all the housing units and lots
held for sale due to the high cost of appraisal services and the short time benefit of one year of
such services, until there is an interested buyer. Housing units and lots held for sale consists of
low cost housing units, non-low cost housing units and land lots.

Governmental — wide financial statements

The statement of net assets and the statement of activities display information of all of the non-
fiduciary activities of the PRDH, the primary government, as a whole. The PRDH activities are
considered governmental type.

Ceitified Public Accountants and Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED) :

Summary of significant accounting policies (continued)

Governmental — wide financial statements (continued)

The government-wide statements are prepared using the economic resources measurement focus
and the accrual basis of accounting. This approach differs from the manner in which
governmental fund financial statements are prepared. Therefore, governmental fund financial
statements include reconciliations with brief explanations to better identify the relationship
between the government-wide statements and the statements for governmental funds.

For the most part, the effect of inter-fund activity has been removed from these statements. The
government—wide statement of activities presents a comparison between expenses, both direct

and indirect, and program revenues for each of the programs of the governmental activities of the
PRDH. '

Direct expenses are those that are specifically associated with a service or program and therefore
clearly identifiable to a particular function. Indirect expenses for centralized services and
administrative overhead are allocated among the programs and functions using a full cost
allocation approach and are presented separately to enhance comparability of direct expenses
between governments that allocate direct expenses and those that do not.

Program revenues include charges paid by the recipients of the goods or services offered by the
programs and grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues which are not classified as program revenues are
presented as general revenues.

The comparison of program revenues and expenses identifies the extent to which each program
is self-financing or draws for the general revenues of the PRDH.

Net assets

Net assets are the difference between assets and liabilities in the governmental wide statements.
Net assets are segregated in the following three (3) categories:

Invested in capital assets, net of related debt _ These consist of capital assets, less
accumulated depreciation and reduced by any outstanding debt related to the acquisition,
construction or improvement of those assets.

Fovies Llompraid, Sinchey Ruiy LLF
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Summary of significant accounting policies (continued)
Net assets (continued)
Restricted net assets - Result when constraints placed on net assets use are either externally

imposed by grantors, contributors, laws or regulations of other governments or imposed by
law through constitutional provisions or enabling legislation.

Unrestricted - These consist of net assets which do not meet the definition of the two 2)
preceding categories.

Fund Balance

Beginning with fiscal year 2011, the PRDH implemented GASB Statement No. 54, “Fund
Balance Reporting and Governmental Fund Type Definitions.” This Statement provides more
clearly defined fund balance categories to make the nature and extent of the constraints placed on
a government’s fund balances more transparent. The following classifications describe the
relative strength of the spending constraints:

¢ Nonspendable—amounts that cannot be spent either because they are not in a spendable
form or because they are legally or contractually required to be maintained intact.

* Restricted—amounts constrained to specific purposes by their providers (such as grantors),
through constitutional provisions, or by enabling legislation. )

* Committed—amounts constrained to specific purposes by the PRDH itself, using its
highest level of decision-making authority (such as legislation). To be reported as
committed, amounts cannot be used for any other purpose unless the PRDH takes the same
highest level action to remove or change the constraint.

* Assigned—amounts the PRDH intends to use for a specific purpose. Intent can be
expressed by the PRDH or by an official or body to which the PRDH delegates the
authority:.

¢ Unassigned —all amounts not included in other spendable classifications.

The PRDH establishes (and modifies or rescinds) fund balance commitments by passage of an
ordinance or resolution. This is typically done through adoption and amendment of the budget.
A fund balance commitment is further indicated in the budget document as a designation or
commitment of the fund (such as for special incentives). Assigned fund balance is established by
the PRDH through adoption or amendment of the budget as intended for specific purpose (such
as the purchase of fixed assets, construction, debt service, or for other purposes).

Tovies Llompart, Finohoy Ruiy PLP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE A - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

Fund Balance (continued)

In the general fund, the PRDH strives to maintain an unassigned fund balance to be used for
unanticipated expenditures and other financing sources and uses.

Subsequent events

In May 2009, the Financial Accounting Standards Board (FASB) established standards related to
accounting for, and disclosure of, events that occur after the statement of position date, but
before financial statements are issued or are available to be issued. Management has evaluated

subsequent events through January 13, 2012, the date the financial statements were available to
be issued. '

NOTE B - CASH AND CASH EQUIVALENTS, AND RESTRICTED DEPOSITS

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations
guaranteed by the federal government or the Commonwealth of Puerto Rico. The PRDH is also
allowed to invest in bank acceptances, other bank obligations and certificates of deposit in
financial institutions authorized to do business under the federal and Commonwealth laws.

During the year, the PRDH invests its funds in interest bearing bank accounts and certificates of
deposit. The PRDH is authorized to deposit only in institutions approved by the Department of
the Treasury of the Commonwealth of Puerto Rico. Such deposits should be kept in separate
accounts in the name of the PRDH. Under Puerto Rico statutes, public funds deposited in
commercial banks must be fully collateralized for the amount deposited in excess of the amounts
insured by the Federal Deposit Insurance Corporation. During the year ended June 30, 2011, the
PRDH invested its funds in bank accounts bearing interest.

At June 30, 2011, the PRDH had commercial bank balances as follow:

Insured by the Federal Deposit Insurance Corporation $233,886

In addition, as of June 30, 2011, the PRDH’s custodial credit risk was approximately $7.2
million, which was the bank balance of cash deposited at the Government Development Bank for
Puerto Rico (as fiscal agent). These deposits are exempt from the collateral requirement
established by the Commonwealth.

Jorves Vlomprard, Sinchey Ruiy LLY
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE B - CASH AND CASH EQUIVALENTS, AND RESTRICTED DEPOSITS
(CONTINUED)

Business type activities -Enterprise fund:
At June 30, 2011, the PRDH had commercial bank balances as follow:

Description Amount

Insured by the Federal Deposit Insurance Corporation $250,000

Collateralized by securities held by the pledging financial

institution’s trust department in the Enterprise Fund’s name 205,135
$455,135

Additionally, as of June 30, 2011, the Enterprise Fund’s custodial credit risk was approximately
$6.2 million, which is the bank balance of cash deposited at the Government Development Bank
for Puerto Rico. These deposits are exempt from the collateral requirements established by the
Commonwealth of Puerto Rico.

Restricted cash

On June 27, 2001, the PRDH and U.S. Housing and Urban Development (HUD) signed an
Amendment to Memorandum of Understanding which required, among other things, the deposit
of all residual receipts in a special escrow account. This account is required to maintain collateral
in the form of investments to prevent risk of loss to the principal balance. All accrued interest
shall be deposited in this account. Also, any profit generated from the sale of multifamily
properties, as defined, should be deposited in this account within ten (10) business days after the
sale is consummated. The funds deposited in this account shall be used for necessary and eligible
activities within the Housing Programs of the PRDH that directly relate to the expansion of the
supply of low and moderate income housing and other initiatives covered in the Housing
Program such as; development of lots (Turnkey Lots), construction of housing for sale and
construction or rehabilitation of infrastructure which might be needed to facilitate housing for
qualified low income families. Withdrawals from the special escrow account shall only be made
upon written authorization of the HUD Director of the Caribbean Multifamily Program Center
and by PRDH.

Saries Flomprant, Siinchey Raiy LLP

Certified Public Accountants and Business Consultants




40

DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE C - MORTGAGES AND ACCOUNTS RECEIVABLE

Mortgages and accounts receivable as of June 30, 2011, consist of the following:

Description Amount
Mortgage notes $1,008,820
Other accounts receivable 390,028
1,398,848
Less valuation allowance (_1.194,096)
$§ 204,752

Mortgage notes receivable consist of first mortgages arising from the sale of housing units with
interest rates ranging from 3.125% to 9%, maturing within a period of two (2) to nineteen (19)
years. Due to delinquency of the Enterprise Fund’s portfolio as of June 30, 2011, management’s
opinion is that certain mortgages notes are not collectible and that in order to realize a portion of
their value, the housing units will have to be repossessed and subsequently sold.

NOTE D — CASH WITH FISCAL AGENT

The funds of the PRDH are under the custody of the Secretary of the Treasury of Puerto Rico
pursuant to Act. No. 230 from July 23, 1974, as amended, known as “Commonwealth of Puerto
Rico Accounting Law”. The Treasury Department follows the practice of pooling cash and cash
equivalents under the custody and control of the Secretary of the Treasury. The funds of the
PRDH in such pooled cash accounts are available to meet its current operating requirements. No
collateral is required to be maintained for these pooled accounts.

NOTE E - DUE FROM FEDERAL GOVERNMENT

Due from Federal Government consists of $6,514 due from the U.S. Department of Housing and
Urban Development (HUD) related to other programs. Grants are restricted/reserved mainly to
_provide assistance payments for housing repairs and maintenance, tenant services, utilities and
eligible administrative costs associated with such programs.

NOTE F - INTER-FUND LOANS

Inter-fund receivables and payables generally reflect temporary loans, billings for services
provided and recovery of expenditures. As of June 30, 2011, there was a balance due to the
Enterprise fund of $6,788,236.

Fovsas Llompart, Finohoy Rty LFP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE G - PARTNERSHIP AGREEMENT

On August 1, 2008, the PRDH became a general partner of Vivienda Modernization Holdings f,
S.E. (the ‘Partnership”), a Puerto Rico civil partnership that was formed on August 1, 2008 to
acquire a2 100% member interest in Vivienda Modernization 1, LLC (“the Project Company™), a
Puerto Rico limited liability company. The Project Company was formed to acquire, develop,
rehabilitate, own, maintain and operate 33 residential rental properties located in Puerto Rico
(‘Projects”). The properties are rented to low-income tenants and are operated in a manner
necessary to qualify for federal low-income housing tax credits as provided for in Section 42 of
the Internal Revenue Code (“IRC™).

The investment partnership is Hudson Housing Tax Credit Fund XL LP (the “Investor Limited
Partner”). The special limited partner is Hudson SLP XL LLC (the “Special Limited Partner”); a
Delaware limited liability company (collectively with the Investor Limited Partner, reférred to as
the “Limited Partners”).

Profits, losses and tax credits are allocated in accordance with the Partnership Agreement. Profits
and losses from operations and low-income housing tax credits in any one year shall be allocated
99.98% to the Investor Limited Partner, 0.01% to the Special Limited Partner and 0.01% to the
General Partner. As defined in the Partnership Agreement, certain transactions and occurrences
warrant special allocations of profits and losses. All other losses shall be allocated to the extent
allowable under Section 704(b) of the IRC.

Pursuant to the Partnership Agreement, the Limited Partners are required to provide capital
contributions totaling approximately $235 million to the Partnership (“Initial Projected Equity™),
subject to potential adjustment based on the amount of low-income housing credits ultimately
allocated to the Projects in addition to other potential occurrences as more fully explained in the
Partnership Agreement. As of June 30, 2011, the Limited Partners have provided capital
contributions totaling $20,862,203.

Pursuant to the Partnership Agreement, the General Partner is required to provide capital
contributions totaling $10 to the Partnership. Should the Partnership have no sufficient funds
available to pay the outstanding balance of the developer’s fee thereof, the General Partner shall
be required to provide additional capital contributions to the Partnership in an amount sufficient
for the Partnership to pay such balance in full. The General Partner shall have no right or
obligation to make any other capital contributions. As of June 30, 201 1, the General Partner had
provided no capital contributions.

Sovees Homprart, Sinchoy Fuiy LLS
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NOTE G - PARTNERSHIP AGREEMENT (CONTINUED)

Pursuant to the Parinership Agreement, the Project Company is required to pay an annual
management fee of $61,980 to the General Partner for services rendered in connection with the
administration of the Partnership’s business affairs. The fee shall be adjusted annually by 3% and
is payable from gross effective income, as further defined in the Partnership Agreement. To the
extent funds are available in the Social Services Subaccount, the Partnership is also required to
pay the Puerto Rico Public Housing Authority (PRPHA) an additional anmual fee of $50,000
(refer to Note O for details). The fees are payable on December of each year and shall accrue. As
of June 30, 2011, the General Partner has earned and was owed $33,863.

On July 14, 2010, the General Partner and the Limited Partners (collectively, the “Partners”)
entered into a Memorandum of Understanding (the “MOU™). The MOU detail certain mutually
agreed-upon resolutions to issues that have arisen during the course of construction and
rehabilitation of the Projects, with the expectation of amending and restating the Partnership
Agreement. The contemplated resolution include change to certain commitments of the Partners
affecting tax credits delivery and the resulting capital to be contributed, as well as, various
revisions to the respective rights and obligations of the Partners. On December 30, 2010, the
Partners entered into the First Amended and Restated Agreement of Partnership.

Assurance reserve fund

Pursuant to the Partnership Agreement, the PRDH as general partner shall establish the
Assurance Reserve Fund at initial closing in the amount of the initial capital contribution less
$4,000,000 (plus any initial capital contribution with respect to the apartment complexes).

Amounts in the Assurance Reserve Fund shall be used, (i) upon the request of the General
Partner, subject to the consent of the Special Limited Partner, or (ii) upon the direction of the
Special Limited Partner, to meet financial obligations of the General Partner, other than for
excess development costs, as provided in the Agreement. As of June 30, 2011 such reserve was
maintained in the Partnership. The amount owed to PRDH for the assurance reserve fund as of
June 30, 2011, amounted to $16,636,341.

Deferred purchase price note

Also, on August 7, 2008, the PRDH entered in a loan agreement with Vivienda Modernization 1,
LLC (the “Project Company”) in the amount of $102,889,957 for the acquisition of 33 residential
rental properties (the “Deferred Purchase Price Note™).

Tovies Uomprart, Finchey iy YEP
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NOTE G - PARTNERSHIP AGREEMENT (CONTINUED)

Deferred purchase price note (continued)

The Project Company shall make payments equal to the amount of net available capital
contributions for the preceding calendar quarter. Net available capital contributions are defined
as: (i) the aggregate capital contributions received by the Project Company during the preceding
calendar quarter, less (ii) any increase in the Assurance Reserve funded from such capital
contributions during the preceding quarter as permitted under the Partnership Agreement, plus
(i1i) any amount the Project Company no longer needs to maintain the Assurance Reserve.

The terms of the deferred purchase price note are described as set forth below:

Commitment: $102,889,957
Interest rate: 3.55%
Maturity date: Later of (i) funding of the last installment of the third capital

contribution or (ii) August 7, 2013

The note shall be a full recourse liability of the Project Company; however, none of the Project
Company’s members have personal liability. As of June 30, 2011, the principal balance
outstanding on the deferred purchase price note was $102,889,957 and accrued interest was
$11,128,504. As further explained in Note S, this note was collected in full in September 2011.

Developer’s fees

Additionally, on August 7, 2008, Vivienda Modernization 1, LLC (the Project Company) entered
into a Master Developer Agreement with the PRDH to perform services in connection with the
development, rehabilitation, and modernization of certain housing projects (“Developer
Agreement”). Pursuant to the Master Developer Agreement, the PRDH will eamn a developer’s
fee in the amount of $75,082,335 for services performed and to be performed. Payment of the
- developer’s fee shall be subject to the terms and conditions of Section 6(a) (i-iv) of the
Developer Agreement. As of June 30, 2011, the Project Company owed PRDH the amount of
$41,070,200.

NOTE H - HOUSING UNITS AND LAND LOTS HELD FOR SALE OR LEASE
The PRDH has an inventory of land lots held for sale or lease. This inventory was valued at a

nominal amount of $1 per land lot since it will be granted to low income families at no cost. For
the year ended on June 30, 2011, the value of the land lots held for sale or lease was $41,415.

Tovses Hlompont, Finchey Ruiy FXP
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NOTE H - HOUSING UNITS AND LAND LOTS HELD FOR SALE OR LEASE
(CONTINUED) -

Enterprise fund - business type activities

The Enterprise Fund has an inventory of housing units. Land lots held for sale consist of real
estate properties including parcels of land, houses and apartments. These properties are stated at
their realizable value determined by appraised values determined by independent appraisers or
by estimated values provided by management. On August 3, 2000, the Legislature of the
Commonwealth of Puerto Rico enacted Act No. 383 establishing that “Finca San Patricio” was
to be retained for the development of a public urban forest.

Also, it instructed the Enterprise Fund to transfer the lot to the Department of Natural Resources.
As of June 30, 2011, the transfer has not been made. This property 1s stated at its realizable value
determined by appraised values determined by an independent appraiser.

NOTE I - CAPITAL ASSETS

A summary of the activity of capital assets for the governmental activities group follows:

Adjusted
Balance at Balance at Balance at
June 36. 2010  Adjustments June 30 2010 Additions Retirements June 30, 2011

Capital assets not

being depreciated:
Land $ 983700 $_(189.983) $ 793717 3 - § - $_ 793717
Capital assets being
depreciated:
Vehicles, fixtores
and equipment 6,768,725 (1,330,241) 5,438,484 57,547 (12,735) 5,483,296
Parking and building 5,137,029 - 5,137,029 - - 5,137,029
Building 30,000,000 - 30,000,000 - - 30,000,000
Building
Improvements 16,288.636 4,724,632 21.013.268 - - 21,013,268
58,194,390 3,394,391 61,588,781 57,547 (12,735) 61,633,593
Less accumulated
depreciation (7.539.362) {1.328 977) (8.868.339) (2,342,894 - (11.211.233)
50,655,028 2.065.414 52,720,442 (2.285347) (12,735} 50,422,360

$51.638.728 81875431  $53514.]59 $(2285347)  $(2735)  $51.216,077

Fovvas Lhmpeart, Sinchoy Rty SLF
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NOTE I - CAPITAL ASSETS (CONTINUED)

Capital assets of the Enterprise Fund — Business type activities as of June 30, 2011, are
summarized as follows; '

Description Amount
Office furniture and equipment $ 64,761
Computer equipment 196,438
Motor vehicles _ 116,228
377,427
Less valuation allowance on capital assets : (___278,746
%
NOTE J - NOTES PAYABLE
Notes payables as of June 30, 2011, are composed of the following:
Note payable under a line of credit to the Puerto Rico Housing Finance
Authority (PRHFA) for the Santurce Rehabilitation Plan, through the
approval by corporate resolutions during fiscal year ended June 30,
2002. The loan is secured by properties owned by another
governmental agency. The credit line carries interest based on
quarterly variable labor rate plus 7.25%, with a minimum annual
interest rate of six percent (6%). Principal and interest are payable
annually. The note payable was due on March 15, 2009 Management
is on the process of refinancing the balance due. $10,079,178
Note payable to the Government Development Bank for Puerto Rico
(GDB) in monthly installments of $250,000, including principal,
escrow and interest on a quarterly variable rate of . 75% over LIBOR.
The note is pledged by an assignment of the rent agreements of two 2)
tenants 24,334,898
34,414,076
Less current portion ((12,242.772)
Notes payable, long-term portion $22,171,304

Fovies Llompand, Finchey Raiy LLP
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NOTE J - NOTES PAYABLE (CONTINUED)

At June 30, 2011, scheduled aggregate principal and interest maturities of notes payable were

approximately as fallow:

Year ending

June 30, Principal
2012 $12,242,772
2013 2,168,690
2014 2,191,353
2015 2,214,252
2016 2,237,390
2017-2021 11,542,576
2022-2026 1,817,043
$34,414.076

NOTE K - COMPENSATED ABSENCES

Interest

$ 242,691
220,264
197,601
174,702
151,564
402,194

_7.998

$1,397.014

Employees accrue vacation leave at a rate of two and a half (2.5) days per month up to a
maximum of sixty (60) days. Unpaid vacation time accumulated is fully vested to the employees

from the first (1) day of work.

Employee’s accumulated sick leave at a rate of one and a half (1.5) days per month up to a
maximum of ninety (90) days. Upon retirement, and employee receives compensation for all
accumulated unpaid sick leave at their then current rate of pay, if the employee has at least ten
(10) years of services with the PRDH.

Total vested pay benefits accrued for compensated absences at June 30, 2011, amount to
$6,461,924 which activity for the year ended June 30, 2011, is summarized as follows:

Balance at June 30, 2010

- $6.521.563

Additions Decrease

$1.271.116 $1.330,755

Balance at

June 30, 2011

36,461,924

Tovies Hompnil, Finchey Feuiy LLP
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NOTE K - COMPENSATED ABSENCES (CONTINUED)

Enterprise Fund — Business Type Activities:

Balance at Due within
Balance at June 30, 2010 Additions Decrease  June 30,2011  One (1) vear
$140,552 $69.848 $25.305 $185,095 $185,095

NOTE L - EMPLOYEES’ RETIREMENT PLAN

The Employees’ Retirement System of the Commonwealth of Puerto Rico and its
instrumentalities (the System) 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 PRDH under age fifty-five (55) years at the date of employment
become members of the System as a condition to their employment.

The System provides retirement, death and disability benefits pursuant to Act No. 447 from May
15, 1951, as amended. Disability retirement benefits are available to members for occupational
and nonoccupational disability benefits. However, a member must have at least the (10) year of
service to receive non-occupational disability benefits.

No benefit are payable if the participant receives a refand of higher accumulated contribution.
Retirements benefits depend upon age at retirement and the number of years of creditable
service. Benefit vest after ten (10) years of plan participation. Members who have attained and
age of at least fifty-five (55) years and have completed at least twenty-five (25) years of
creditable service or members who have attained age of at least fifty-eight (58) years and have
completed at least ten (10) years of creditable services, are entitled to an annual benefit, payable
monthly for life.

Additional information of the System is provided in its most recent actuarial valvation for the
year ended June 30, 2001, a copy of which can be obtained from the System at 437 Ponce de
Leon Avenue, Hato Rey, Puerto Rico 00918, telephone number (787) 759-4410.

Torres Hompant, Fimohey Fuiy YLP
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NOTE M - VOLUNTARY TERMINATION BENEFITS

On July 2, 2010, the Commonwealth enacted Act No. 70 to establish a program that provides
benefits for early retirement or economic incentives for voluntary employment termination to
eligible employees, as defined, including employees of the PRDH. Act No. 70 established that
early retirement benefits will be provided to eligible employees that have completed between 15
to 29 years of credited service in the Retirement System and will consist of biweekly benefits
ranging from 37.5% to 50 % of each employee’ salary, as defined. In this eatly retirement benefit
program, the PRDH will make the employee and the employer contributions to the Retirement
System and pay the corresponding pension until the employee complies with the requirements of
age and 30 years of credited service in the Retirement System. Economic incentives are available
to eligible employees who have less than 15 years of credited service in the Retirement System
or who have at least 30 years of credited service in the Retirement System and the age for
retirement or who have the age for retirement. Economic incentives will consist of a lump-sum
payment ranging from one-month to six-month salary based on employment years. For eligible
employees that choose the economic incentives and have at least 30 years of credited service in
the Retirement System and the age for retirement or have the age for retirement, the PRDH will
make the employee and the employer contributions to the Retirement System for a five year
period. Additionally, eligible employees that choose to participate in the early retirement benefit
program or that choose the economic incentive and have less than 15 years of credited service in
the Retirement System are eligible to receive health plan coverage for up to 12 months in a
health plan selected by management of the PRDH.

The financial impact resulting for the benefits granted to participants on this program was the
recognition within the PRDH’s financial statements of a liability of $6,993,412 in the statement
of net assets as of June 30, 2011 and a charge of $6,993,412 in the statement of activities for the
year ended June 30, 2011. At June 30, 2011, unpaid long-term benefits granted on this program
were discounted at 2.95%.

NOTE N - AGENCY FUND

Ponce en Marcha

By Law No. 206 of August 28, 2003, the Department of Justice of the Commonwealth of Puerto
Rico obtained a line of credit of $90 million with the purpose of complying with a judicial
settlement in the case of the Municipality of Ponce vs. the Puerto Rico Highway Authority and
others. In relation with such settlement, the PRDH is the fiscal agent of the funds for planning
and development of several Municipality of Ponce projects. The restricted cash balance is
$1,505,107 at June 30, 2011 and is presented in the statement of fiduciary net assets.

Fosses Llompard, Sanchoy Rty LLP
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NOTE N - AGENCY FUND (CONTINUED)

Special Communities

The PRDH is responsible for receiving and distributing funds assigned by the Perpetual Trust
Fund for Special Communities for the Development Program (the Program). The Program was
established by Act No. 271 of November 21, 2002, and is funded through legislative
appropriations and other grants. Program funds are distributed to the services providers based on
the contracts made with the Perpetual Trust Fund for Special Communities. The restricted cash
balance is $104,946 and the due from special community $747,539 at June 30, 2011 and is
presented in the statement of fiduciary net assets.

Remedy Fund

The Municipality of Juncos establish and funded a trust fund for the purpose of implementing the
two remedies selected by the U.S. Environmental Protection Agency (EPA) for the old Juncos
Landfill Superfund site as set forth in the EPA “Decision Summary” documents dated September
24, 1991, and October 5, 1993, as amended by EPA, to correct environmental damage left by the
old Juncos Landfill. As part of these remedies the PRDH was appointed as the administrator
agent of the Remedy Funds.

As part of the settlement agreement the PRDH establish $1.5 million as Remedy Fund for

construction. The restricted cash balance is $1,455,726 at June 30, 2011 and is presented in the
statement of fiduciary net assets.

NOTE O - COMMITMENTS AND CONTINGENCIES

Interagency agreement

On August 7, 2008, the PRDH (also referred to as the “General Partner”), the Puerto Rico Public
Housing Authority (PRPHA), the Puerto Rico Housing Finance Authority (the “Authority”), and
the Government Development Bank for Puerto Rico (the “GDB”) entered into an Interagency
Agreement (the “Agreement”), '

Pursuant to the Agreement, the PRPHA and the PRDH determined it would be advantageous for
the housing projects to undergo comprehensive modernization and/or construction, which will be
undertaken and operated by the Vivienda Modemization 1, LLC (the “Project Company™),
whose sole member is the partnership, of which the PRDH is the General Partner (see Note G).
Pursuant to the Agreement, the PRDH determined that the PRPHA is better suited to satisfy
certain obligations and authorized the PRPHA to perform certain duties on behalf of the PRDH,
as further detailed in Section 1(a-1) of the Agreement.

Tovoes Phompaart, Finchay Ruiy LEP
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NOTE O - COMMITMENTS AND CONTINGENCIES (CONTINUED) |

Interagency agreement (continued)

The PRDH, with agreement from the Authority and the GDB, created a fund to support the
programs of the PRDH (the “Program Modemization Fund”). The Program Moderization Fund
will be held jointly by the GDB and the PRDH. The PRDH will use the Program Modemnization
Fund from time to time to finance the costs of modernizing and/or constructing other affordable
units and to provide grants to the Authority.

The Authority shall assign to the PRPHA all payments received from the Project Company in
accordance with appropriate loan documents. The PRDH also assigned to the PRPHA a portion
of the purchase price as reimbursement of certain costs incurred previously by the PRPHA for
the rehabilitation or construction of a portion of the units.

Finally, the PRDH and the PRPHA acknowledged that some of the public housing rental
developments included in the Projects were subdivided from larger projects owned by the
PRPHA. The PRDH and PRPHA will permit the use of the facilities by all residents of the main
and subdivided rental developments.

Ground lease

On August 1, 2008, the PRDH entered into a ground lease agreement with Vivienda
Modernization Holdings 1, S.E., a related entity. The lease is for a period of 99 years and
requires a payment of $1 per project. The related entity is required to use the land and property
to rehabilitate, construct, develop and maintain public housing apartment.

Operating leases

The PRDH has long-term operating lease agreements for substantially all of its office facilities
for periods up to thirty (30) years.

Litigation - PRDH

The PRDH is defendant in a number of lawsuits. As stated by legal counsel, the PRDH has
recorded a provision of $5,108,247 in its governmental activities to cover its exposure to these
lawsuits. The amount of the required reserve in other litigations that may result from the final
settlement of these other lawsuits cannot be presently determined. In these case, the ultimate
amount that the PRDH may be required to pay as a result of the financial settlement of these
lawsuits, if any, shall be funded through an appropriation from the Legislature of the
Commonwealth of Puerto Rico.

Torvies Llomprard, Finchey Reuiy LLP

Certified Public Accauntants and Business Consultants



51

DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

NOTE O - COMMITMENTS AND CONTINGENCIES (CONTINUED)
Litigation - PRDH (continued)

The activity for the year related to the provision is as follows:

Balance at Due within
Balance at June 30, 2010 Additions | Deductions June 30, 2011 One vear
$4,938.600 $2.287.611 $2,117.964 $5,108,247 $455,753

Litigation — enterprise fund

At June 30, 2011, the Enterprise Fund is defendant in several lawsuits generally incidental to its
operations; some of these cases were originated by the predecessor entity. Law No. 106 of June
1998 prescribed that the Enterprise Fund will not be liable for any pending litigation in excess of
the legal reserve of $3,000,000. Any excess of legal claims over the reserve will be paid from
the general fund of the Commonwealth of Puerto Rico. At June 30, 2011, the accrued legal
claims of $207,134 are included in the statement of net assets in liquidation.

Federal and state awards

The PRDH nparticipates in a number of federal financial assistance programs funded by the
federal government. Expenditures financed by these programs are subject to financial and
compliance audits by the appropriate grantors or their representatives. If expenditures are
disallowed due to noncompliance with grant program regulations, the PRDH may be required to
reimburse the grantors for such expenditures.

The PRDH is from time to time audited by the Office of the Controller for Puerto Rico (the
Controller) which audits could result in request for reimbursements or other resolutions. These
-amounts, if any, of expenditures, which may be disallowed, cannot be determined at this time.
Management believes that such disallowances, if any, will not have a material effect in the
financial statements of the PRDH.

NOTE P - DISTRIBUTED NET ASSETS

The Enterprise Fund is required to transfer all unrestricted cash available to the PRDH, after any
payroll debt as of June 30, 1998 has been paid off to its employees, as well as any proceed from
sale of assets and from mortgages, and after the deduction of operating and administrative
expenses, among others, in order to comply with Law No. 106 of August 16, 2001, as amended.

Also, the Enterprise Fund is required to transfer restricted cash available to be used for necessary
and eligible activities within the housing programs of the PRDH that directly relate to the
expansion of the supply of low and moderate income housing and other initiatives covered in the
housing programs.

Certified Public Accountants and Business Consultants
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NOTE Q - MORTGAGE INTEREST REVENUES

During the fiscal year ended June 30, 2011, the Enterprise Fund recorded mortgage interest
revenues of $66,324 and principal payments of $690,348 for a total of $756,672 in mortgage
revenues.

NOTE R - FUND BALANCE

As of these financial statements, the PRDH has adopted GASB Statement No. 54, which
redefined how fund balances of the governmental funds are presented in the financial statements.
For the details of the fund balances classified definition please refer to Note A.

General Fund
The General Fund has Assigned Fund Balance of $67,085 at June 30, 2011.
Section 8 Housing Choice Voucher Fund

The Section 8 Housing Choice Voucher Fund has Restricted Fund Balance of $14,513,292
related to the Federal Awards to fulfill the Agency’s affordable housing programs.

Self Contribution Fund

The Self Contribution Fund has Nonexpendable Fund Balance of $172,506,413 related
principally to accounts and note receivable based on the Partnership Agreement, see detail in
Note G. Federal grant of $5,269 is considered Restricted Fund Balance. The Committed Fund
Balance of $18,791,578 relates to specific purposes constrained provided by the Act. 173 of
August 31, 1996, as amended; and the Assigned Funds Balance of $1,206,637 is related to
professional services contracts.

Other Governmental Funds

The non-major fund has a Special Revenue Restricted Fund Balance designated for specific
purposes of $208,524 related to federal grants. Also the PRDH has a Committed Fund Balance
of $16,227,921 relate to legislation resolution. The remaining Assigned Fund Balance of
$7,591,744 is related to a debt service fund.

NOTE S - SUBSEQUENT EVENT

Partnership Agreement

On September 29, 2011 the PRDH received the amount of approximately $100 million from
Vivienda Modemization 1, LLC for the repayment of note receivable principal and interest of
$87.8 million and $12.2 million, respectively. See Note G.

Jorvees lomparl, Finchey Reuiy LLP
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YEAR ENDED JUNE 30, 2011
GENERAL FUND
Actual
Amounts in Variance
Original the Budgetary Favorable
Budget Final Budget Unfavorable
Resources
State appropriations $20,445,732  $20,445,732 $20,445,732 $§ -
Expenditures charged to
Appropriations 20,445,732 _20.445.732 20.378.647 67,085
Excess (deficiency) of resources
under appropriations $ - $67,085

See note to schedule of budgetary comparison.
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NOTE A - BUDGETS AND BUDGETARY ACCOUNTING

The Department of Housing of the Commonwealth of Puerto Rico (PRDH) follows these
procedures in establishing the budgetary data reflected in the financial statements:

a.

Formal budgetary integration is employed as a management control device during the year
for the General Fund. The Department of the Treasury and the Office of Management and
Budget of Puerto Rico has the responsibility to ensure that budgetary spending control is
maintained in the PRDH. Budgetary control is exercised through the Puerto Rico Integrated
Financial Accounting System (“PRIFAS”).

- On or before November 15, the Secretary submits to the Office of Management and Budget

of Puerto Rico a proposed operating budget for review and approval. OMB will submit
the revised budget to the Legislature of the Commonwealth of Puerto Rico for final
approval to be effective for the fiscal year commencing the following July 1. The
operating budget includes proposed expenditures and the means for financing them.

The budget is legally enacted through passage of a law.

Unused appropriations for the annual budgeted funds lapse at the end of the year.

The budget is prepared on the budgetary basis of accounting. The actual results of
operations presented in the Schedule of Budgetary Comparison are in conformity with the

budgetary accounting for a better comparison with the budget information. See Note A to
the financial statements.

Govies Llomprard, Finihay Ruiy SLP
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YEAR ENDED JUNE 30, 2011
Fedetal Grantor / Pass-Through Grantot / Federal Federal
Program ot Cluster Title CFEFDA Numbey Expenditures
U.S. Department of Housing and Urban
Development/
Direct Programs:

Shelter Plus Care 14.238 $ 252,664

Section 8 Housing Choice Vouchers 14.871 57,163,294

Supporting Housing for Persons with

Disabilities (Section a1 1) 14.181 111.199

U.S. Department of Agriculture/Pass-through the
Puerto Rico Department of Education

Child and Adult Care Food Program 10.558
Total

See accompanying notes to Schedule of Expenditures of Federal Awards.

M%MQW%@%@
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DEPARTMENT OF HOUSING OF THE
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NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
® YEAR ENDED JUNE 30, 2011

NOTE A - BASIS OF PRESENTATION

® The accompanying schedule of expenditures of federal awards (tie Schedule) includes the federal grant
activity of the Puerto Rico Department of Housing (the PRDH) under programs of the federal government
for the year ended June 30, 2011. The information in this Schedule is presented in accordance with the
requirement of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. Because the Schedule presents only a selected portion of the operations of the

® PRDH, it is not intended to and does not purport to present the financial posmon, changes in net assets, or
cash flows of the PRDH.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

° 1. Expenditures reported on the Schedule are reported on the receipts and disbursements method of
accounting. It is drawn primarily from the PRDH's internal accounting records, which are the
basis for the PRDH's financial statements. Such expenditures are recognized following the
cost principles contained in OMB Circular A-87, Cost Principles for States, Local, and
Indian Tribal Governments, wherein certain types of expenditures are not allowable or
are limited as to reimbursement.

@
2. Pass-through entities identifying numbers were not available.
3. Thetitles of federal awards included in the Schedule are presented as described in the Catalog
of Federal Domestic Assistance.
®
NOTE C - RELATIONSHIP TO THE STATEMENT
Expenditures included in the Schedule for the major programs agreed with the accompanying
statement of revenues, expenditures and changes in fund balances - governmental funds.
e
®
o
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Honorable Secretary of the
Department of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

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

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Department of
Housing of the Commonwealth of Puerto Rico (PRDH) as of and for the year ended June 30,
2011, which collectively comprise the PRDH’s basic financial statements and have issued our
report thereon dated January 13, 2012. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the PRDH’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 PRDH’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the PRDH’s internal control over financial reporting.

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 entity’s financial statements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses,

San Juan, PR Manhattan, NY Dominican Republic
PO Box 270233 PO Box 850, Bowling Green Station 12 John F. Kennedy Ave.
San Juan, PR 00927-0233 New York, NY 10274 Antonio Barletta Building
Phone: (787) 758-4620 Phone: (646) 214-1064 Ens. Miraflores, Santo Domingo
Fax: (787) 764-7385 Fax: (917) 591-8701 Phone: (809) 566-9094
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Honorable Secretary of the
Department of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS (CONTINUED)

Internal Control over Financial Reporting (continued)

We did not identify any deficiencies in internal control over financial reporting that we consider
to be material weaknesses, as defined above. However, we identified certain deficiencies in
internal control over financial reporting, described in the accompanying schedule of findings and
questioned costs as Findings No. 11-02 and 11-03 that we consider to be significant deficiencies
in internal control over financial reporting. 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.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the PRDH’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 statements 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 instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards and which are described in the accompanying schedule of findings and questioned
costs as Findings No. 11-02 and 11-03. ‘

We also noted certain other matters that we reported to management of the PRDH in a separate
letter dated January 13, 2012.

The PRDH’s response to the findings identified in our audit is described in the accompanying
Corrective Action Plan. We did not audit the PRDH’s response and, accordingly, we express no
opinion on it.

Fovres Llomprard, Fimohoy Ry LEP

Certified Public Accountants and Business Consultants
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Honorable Secretary of the
Department of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS (CONTINUED)

Compliance and Other Matters (continued)

This report is intended solely for the information and use of the management and officials of the
Puerto Rico Department of Housing, the Commonwealth of Puerto Rico, federal awarding
agencies, 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.

P B Ay 9

January 13, 2012
License No. 221
San Juan, Puerto Rico

The stamp number 2633446 was
affixed to the original of this report.

Tovres Homprarl, Sinchey Ruiy $IXP

Certified Public Accountents and Business Consultants
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Tonses Klompart, Finchey Ruiy LLP

Certified Public Accountants and Business Consultants
Member of Kreston International
PR-License No. 221 / NY-License No. 61386 / NJ-License No. 20CB00616800

Partners: Members of:
. Division of CPA Firms
Luis J. Torres Llompart*, CPA, CFE American Institute Certified Public Accountants
Frank Sdnchez Ruiz, CPA, CMA, CIA, CGFM New York State Society of Certified Public Accountants
Nelly Vizquez Merced, CPA Puerto Rico State Society of Certified Public Accountants
*Also admited in the State of Florida
HOﬂOTﬂble Secretary of the . Admited in the State of New Jersey
Department of Housing of the

Commonwealth of Puerto Rico
San Juan, Puerto Rico

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

Compliance

We have audited the compliance of the Puerto Rico Department of Housing of the
Commonwealth of Puerto Rico (the PRDH) with the types of compliance requirements described
in the U. 8. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to its major federal program for the year ended June 30, 2011. The PRDH’s
major federal program is identified in the summary of auditors’ results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of
laws, regulations, contracts, and grants applicable to its major federal program is the
responsibility of the PRDH’s management. Our responsibility is to express an opinion on the
PRDH’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits 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
occurred. An audit includes examining, on a test basis, evidence about the PRDH’s compliance
with those requirements and performing such other procedures as we consider 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 PRDH’s compliance with those requirements.

In our opinion, PRDH, complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on its major federal program for the
year ended June 30, 2011. However, the results of our auditing procedures disclosed instances of
noncompliance with those requirements, which are required to be reported in accordance with
OMB Cireular A-133 and which are described in the accompanying schedule of findings and
questioned costs as Findings No. 11-02 and 11-03.

San Juan, PR Manhattan, NY Dominican Republic
PO Box 270233 PO Box 850, Bowling Green Station 12 John F. Kenmedy Ave.
San Juan, PR 008927-0233 New York, NY 10274 Antonio Barletta Bulldm_g
Phone: (787) 758-4620 Phone: (646) 214-1064 Ens. Miraflores, Santo Domingo
Fax: (787) 764-7385 Fax: (917) 591-8701 Phone: (809) 566-9094

www.tlsr.com
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Honorable Secretary of the
Depariment of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 (CONTINUED)

Internal Control Over Compliance

Management of the PRDH is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered PRDH’s
nternal 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 PRDH’s internal control over compliance.

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 the type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or a 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.

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 over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above. However, we identified certain deficiency
in internal control over compliance that we consider to be a significant deficiency as described in
the accompanying schedule of findings and questioned costs as Finding No. 11-03.

A significant deficiency in internal control over compliance is a deficiency, ot 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.

Tovies Lompaid, Ftinchey Ruiy X

Certified Public Accountants and Business Consultants
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Honorable Secretary of the
Department of Housing of the
Commonwealth of Puerto Rico

San Juan, Puerto Rico

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 (CONTINUED)

Internal Control Over Compliance (continued)

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

Corrective Action Plan. We did not audit the PRDH’s response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the management and officials of the
Puerto Rico Department of Housing, the Commonwealth of Puerto Rico, federal awarding
agencies, 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.

G‘WMM@%W

January 13, 2012
License No. 221
San Juan, Puerto Rico

The stamp number 2633447 was
affixed to the original of this report.

Tories Homprart, Siinctey Ruiy SLP

Certified Public Accauntants and Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2011

SECTION 1-SUMMARY OF AUDITORS’ RESULTS

1.

The independent auditors® report on the financial statements expressed a qualified
opinion on the governmental activities and the business-type activities of the PRDH
because the effects of any adjustments and additional disclosures that might have resulted
had management furnished us with reasonably accurate data regarding the inventory of
housing units and land lots held for sale. In addition, the independent auditors’ report on
the financial statements, expressed an unqualified opinion on the respective financial
position of each major fund, and the aggregate remaining fund information of the PRDH
and the respective changes in financial position.

Deficiencies on internal control over financial reporting were identified, none of which

were considered material weaknesses, and two of which were considered significant
deficiencies.

A deficiency on internal control over compliance with requirements applicable to major
federal award programs was identified, which was considered a significant deficiency.

The independent auditors’ report on compliance with requirements applicable to major
federal award programs expressed an unqualified opinion on the Section 8 Housing
Choice Vouchers program (CFDA 14.871).

The PRDH did not qualify as a low-risk auditec as that term is defined in OMB Circular
A-133.

The audit disclosed findings required to be reported under OMB Circular A-133.

A threshold of $1,726,557 was used to distinguish between Type A and Type B
programs, as those terms are defined in OMB Circular A-133.

Jovies Llompart, Fiinchey Reuiy LLP

Certified Public Accountants and Business Consuitants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-01 ACCOUNTING RECORDS

Federal programs

All federal financial assistance programs

Category

Internal control

Compliance requirement

Special tests and provisions

Condition found

The accounting records of the PRDH are organized and maintained on the basis of governmental
funds. Each fund is accounted for by a separate set of self-balancing accounts that comprises its
assets, liabilities, fund balance, revenues and expenditures. Fund financial statements report
detailed information about the PRDH. The focus of governmental fund financial statements is on
major funds rather than reporting funds by type. Each major fund is presented in a separate
column in the financial statements. During our financial and compliance audit procedures for the
fiscal year ended June 30, 2011, we noted the following deficiencies related to the accounting
procedures and financial reporting practices of the PRDH:

The financial control systems did not prevent or detect material misstatements in
operational results so that it was later necessary to make significant corrections to the
results initially reported. Over ten journal entries with an effect in the change of net
assets of $354 million were posted in order to present the financial statements in
accordance with GAAP.

The Treasury Department of the Commonwealth of Puerto Rico provides accounting
services to the PRDH through their accounting system (PRIFAS) for certain state funds
during most of fiscal year ended June 30, 2011. PRIFAS has inappropriate as well as
incomplete month-end and year-end reconciliation and closing procedures which prevent
the timely processing of adjustments and financial statements. Accounting for federal
programs is kept separately by the PRDH. The PRDH has not completed an internal
control process for the conversion of the PRIFAS accounting data from budget/cash basis
to the modified accrual basis of accounting which represents the basis used to prepare the
financial statements. However, a project for this conversion is underway.

Jovies Lompreort, Finchoy Roiy LLF

Certified Public Accountants and Business Consultants




65

DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-01 ACCOUNTING RECORDS (CONTINUED)

Condition found (Continued)

PRDH operates an Enterprise Fund (former Office of Liquidation of the Accounts of the
Puerto Rico Urban Renewal and Housing Corporation or CRUV). During our audit we
noted that CRUV maintains an inventory of housing units and land lots held for sale.
However, such inventory is not complete and CRUV does not have reasonable
knowledge of all the housing units and land lots that are pending to be included in the
inventory. Also, the valuation of such properties is not in accordance with U.S. generally
accepted accounting principles (GAAP).

As further explained in Finding No. 11-02, we noted control deficiencies in the
maintenance of the accounting records for property and equipment.

Criteria

Sections 20 (a) and (b) (1) to (3) and (6) on Subpart C of the OMB Common Rule establish that:

a.

A State must expand and account for grant funds in accordance with State laws and
procedures for expending and accounting for its own funds. Fiscal control and

accounting procedures of the State, as well as its subgrantees and cost-type contractors,
must be sufficient to:

i Permit preparation of reports required by this part and the statutes authorizing the
grant, and

ii. Permit the tracing of funds to a level of expenditures adequate to establish that
such funds have not been used in violation of the restrictions and prohibitions of
applicable statutes.

The financial management systems of other grantees and subgrantees must meet the
following standards:

i. Financial reporting - Accurate, current, and complete disclosure of the financial
results of financially assisted activities must be made in accordance with the
financial reporting requirements of the grant or subgrant.

Certified Public Accountants and Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTIN UED)

YEAR ENDED JUNE 30, 2011
FINDING NO. 11-01 ACCOUNTING RECORDS (CONTINUED)
Criteria (continued)
il Accounting records - Grantees and subgrantees must maintain records which

adequately identify the source and application of funds provided for financially-
assisted activities. These records must contain information pertaining to grant or
subgrant awards and authorizations, obligations, unobligated balances, assets,
liabilities, outlays or expenditures, and income.

jii. Internal control - Effective control and accountability must be maintained for all
grant and subgrant cash, real and personal property, and other assets. Grantees
and subgrantees must adequately safeguard all such property and must assure that
it is used solely for authorized purposes.

iv. Source documentation - Accounting records must be supported by such source
documentation as cancelled checks, paid bills, payrolls, time and attendance
records, contracts and subgrant award documents, etc.

Also, Article No. 5 of Law No. 55 dated August 9, 1991, established the following disposition
regarding the inventory of land and housing units held for sale: CRUYV, through the Sales
Division, will maintain a current inventory of real properties that from dispositions of the Law
were transferred under the control of CRUV with the dissolution of the Special Trustee Office.
The inventory of properties will be prepared and maintained in a way that will facilitate the
search based on the Municipality location and will assign a number that will identify
permanently such property in the inventory and will record all of the transactions made to such
real property. Additionally, CRUV uses the liquidation basis of accounting for reporting
purposes which is a basis in accordance with GAAP. This basis requires adjustment of the
carrying amounts of assets to the amounts expected in liquidation. Therefore, under this basis,
assets should be carried at estimated net realizable value.

Cause

Old practices within PRDH and other operational conditions have made difficult the
implementation of corrective actions. However, the new accounting system is almost
implemented,

Fories Hompanrd, Frinchey Ruiy $LP

Certifled Public Accountants and Business Consultants




67

DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-01 ACCOUNTING RECORDS (CONTINUED)

Effect

These conditions prevent PRDH to prepare accurate and timely fiscal reports. PRDH contracted
an outside consultant to assist management in the preparation of the PRDH’s financial statements

which they reviewed and approved. The consultants are also improving the maintenance of the
accounting records.

Questioned costs
None
Recommendations

The PRDH shall revise its accounting practices and policies to provide for an accurate reporting
financial system. PRDH should maintain its efforts to develop a unitary accounting system for
all governmental funds in one general ledger. The PRDH shall emphasize the importance of
maintaining an adequate filing system that allows the prompt retrieval of documents and related
supporting documentation.

Certified Public Accountants and Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-02 PROPERTY AND EQUIPMENT
Federal programs

All federal financial assistance programs

Category

Compliance / Internal control

Compliance requirement

Equipment and real estate property management

Condition found

To determine compliance with equipment and real estate property management requirements, we
obtained an understanding of state’s policies and procedures. Then, we performed tests of
controls to determine if: a) state’s policies and procedures have been complied with; b)
established controls are effective; and c) to assess control risk.

After obtaining an understanding of the state’s policies and procedures and performing our tests
of controls, we noted the following:

1. When we started the audit on August 2011, we noted the following deficiencies in the
records of property and equipment maintained by PRDH during the fiscal year ended
June 39, 2011 (which are deficiencies noted in prior years):

a. The Property Division did not maintain an effective property and equipment
system from which a current and complete subsidiary ledger can be prepared.

b. The accumulated depreciation subsidiary did not include the accumulated
depreciation for most fixed assets. The accumulated depreciation is not supported
by proper subsidiaries and it was not segregated by type of asset.

2. During the audit, PRDH contracted an external consultant to work with these
deficiencies. By the end of the audit, management proposed certain journal entries to

correct the records of property and equipment. As a result, beginning balances were
adjusted as follow:

Forvies Homprart, Fiinchey Rty LLP

Certified Public Accountants and Business Consultents
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

¢ SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED JUNE 30, 2011
® FINDING NO. 11-02 PROPERTY AND EQUIPMENT (CONTINUED)

Condition found (continued)

Adjusted
Balance at Balance at
* June30,2010  Adjustments _June 302010
Capital assets not being depreciated: Land $ 983700 $ (189,983) $ 793717
Capital assets being depreciated: .
Vehicles, fixtures and equipment 6,768,725 (1,330,241) 5,438,484
) Parking and building 5,137,029 - 5,137,029
Building 30,000,000 - 30,000,000
Building Improvements 16,288.636 4,724,632 21,013,268
58,194,390 3,394,391 61,588,781
Less accumulated depreciation (7,539.362) (1,328977) (8.868.339)
9
50,655,028 2.065414 52,720,442
$51,638.728 31875431  $53.514.159
PRDH was not able to identify the reasons for the adjustments in the beginning balances since
® this analysis has not been done before.

Criteria

Section 32 (b) Subpart C of the OMB Common Rule establishes that a State will use, manage,
9 and dispose of equipment acquired under a grant by the State in accordance with State laws and
| procedures. In addition, section 32 (d) establishes that procedures for managing equipment
(including replacement equipment), whether acquired in whole or in part with grant funds, until
disposition takes place will, as a minimum, meet the following requirements:

a. Property records must be maintained that include a description of the property, a serial

* number or other identification number, the source of property, who holds title, the
acquisition date, and cost of the property, percentage of Federal participation in the cost
of the property, the location, use and condition of the property, and any ultimate
disposition data including the date of disposal and sale price of the property.

e b. A physical inventory of the property must be taken and the results reconciled with the

property records at least once every two years.

Fovsas Lompard, Finchoy Reaiy XLP

Certified Public Accountants and Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-02 PROPERTY AND EQUIPMENT (CONTINUED)

Criteria (continued)

¢. A control system must be developed to ensure adequate safeguards to prevent loss,
damage, or theft of the property. Any loss, damage, or theft shall be investigated.

d. Adequate maintenance procedures must be developed to keep the property in good
condition.

e. If the grantee or subgrantee is authorized or required to sell the propetty, proper sales
procedures must be established to ensure the highest possible return.

Article XIV of the State's Property Rules and Regulations (“Reglamento #11: Control y
Contabilidad de la Propicdad") sections (A) and (B) establish that the property registers of the
Agencies should be supported by a physical inventory. The Property Division of the Puerto Rico
Treasury Department (PRTD) will establish the date in which the agencies will perform their
annual inventory.

Also, Section (D) of Article XIV establishes that the agencies will prepare the inventory in an
electronic form using the SC795 Form, Fixed Assets Physical Inventory. The form SC795 and
SC795.1 (Physical Inventory Certification) forms will be sent to the PRTD. The inventory
should include the following: (1) description of the property; (2) the acquisition date; (3) cost of
the property; (4) property class; (5) property number, and (6) source of funds for the purchase of
property.

Effect

The PRDH is exposed to the risk of possible unauthorized use and disposition of equipment due
to the lack of adequate internal controls and adequate property and equipment records.

Questioned costs

Could not be determined

Recommendations

The PRDH shall design and establish adequate controls and procedures to be followed by the

Property Division. Property records shall include the required information to improve
accountability, control and to detect possible loss or theft of property.

Certified Public Accountants and Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-02 PROPERTY AND EQUIPMENT (CONTINUED)

Recommendations (continued)

All property records shall be thoroughly reviewed to make sure that all information included in
them is accurate and pertinent.

Additionally, a physical inventory of all equipment and property shall be performed at least
annually and reconciled with the property records. Verification should be made to ascertain that

property and equipment is being properly safeguarded and used solely for the authorized
purposes.

Foviesr Homparl, Siinchoy Ruiy $EP

Certified Public Accountantsand Business Consultants
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

FINDING NO. 11-03 SPECIAL TESTS AND PROVISIONS - HOUSING
QUALITY STANDARDS ENFORCEMENT - SECTION 8
HOUSING CHOICE VOUCHERS

Federal program

CFDA 14.871 Section 8 Housing Choice Vouchers
Category

Compliance / Internal control

Compliance requirement

Special tests and provisions - housing quality standards enforcement
Condition found

To test compliance with the Housing Quality Standards (HQS) for the Section 8 Housing Choice
Vouchers program, we selected forty (40) projects inspections for review from four (4) Regional
Areas. During our test, we noted that in twelve (12) cases (30%) the PRDH failed to visit the
properties on time (within 30 days granted) to ensure the owner corrected the deficiencies noted
during the first inspection of the property.

Criteria

24 CFR section 982.404 (a) (3) establishes that the PHA must not make any housing assistance
payments for a dwelling unit that fails to meet the HQS, unless the owner corrects the defect
within the period specified by the PHA and the PHA verifies the correction. If a defect is life
threatening, the owner must correct the defect within no more than 24 hours. For other defects,
the owner must correct the defect within no more than 30 calendar days (or any PHA-approved
extension).

Effect

Noncompliance with the above mentioned requirements could lead to significant administrative
actions by the grantor, including cost disallowances. It could also be interpreted as a failure to
achieve program objectives.

Tovees Hlompaart, Sinchay Reaiy BLP
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DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
* SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED JUNE 30, 2011
e FINDING NO. 11-03 - SPECIAL TESTS AND PROVISIONS — HOUSING
QUALITY STANDARDS ENFORCEMENT — SECTION 8
HOUSING CHOICE VOUCHERS (CONTINUED)
Questioned costs
@
Could not be determined
Recommendation
® PRDH should improve the control system on compliance to ensure that timely action is taken
whenever an owner of a dwelling property under the Section 8 Housing Choice Voucher
program does not correct the cited HQS deficiencies within the specified correction period.
®
®
o
i
|
.
R

| Py Feries Llompart, Ftnchey Rty LLP

Certified Public Accountantsand Business Consultants
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DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2011

The audit report for the year ended June 30, 2010, of the Puerto Rico Department of Housing,
issued by Torres LLompart, Sanchez Ruiz, LLP, present audit findings corresponding to federal
and states programs, some of them related to the Home Investment Partnership Program (HOME),
CFDA #14.239. This program was transferred to the Administration for Housing Finance effective
on July 1, 2010; therefore, the PRDH is not the entity responsible to prepare the Corrective Action
Plan (CAP) for those findings going forward. Please find below a summary of the audit findings
related to the HOME Program:

Finding No.

10-01 Accounting Records

10-02 Disbursement Tests

10-03 Davis Bacon Act

10-04 Eligibility- Home Invesiment Partnership Program

10-05 Property and Equipment

10-06 Performance Reporting- Home Investment Partnership Program

10-07 Sub recipient Monitoring- Home Investment Partnership Program

10-08 Special Tests and Provisions-Housing Quality Standards- Home Investment Partnership
Program

Please find below the descriptions of the remaining audit findings and their status:

Finding No. 10-01- Accounting Records

Federal Program :
14.871 Section 8 Housing Choice Vouchers Program

Category
Compliance/Internal Control

Compliance Requirement
Special tests and provisions

Condition Found
Deficiencies related to the accounting procedures and financial reporting practices of the Puerto
Rico Department of Housing (PRDH).

Current Status

In process of implementation. During March 2012 we initiated the upgrade of the accounting
system (Emphasys) to allow the reconciliation of the accounting records and the preparation of
year-end financial statements in accordance with U.S. GAAP. This included training to the
Accounting Department personnel. To accomplish this endeavor, we engaged a respected local
Consulting Firm to support the PRDH personnel with the development of trainings and evaluating
the adequacy of intemal controls and monitoring systems.

Tovies Llompairl, Finchey Reaiy LLP

Certified Public Accountants and Businass Cansultants




DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2011

For the FY 2010-2011 the Management provided the external auditors with a complete set of
Financial Statements in accordance with GAAP.

Person Responsible: CPA Edwin Reyes Gonzalez, Auxiliary Secretary of Administration

Completion Date: Compliance with GAAP Financial Reporting June 30, 2011
Preparation of Manuals and Procedures, including training
to the Finance Department’s staff September 30, 2012

Finding No. 10-02- Disbursement Test

Federal Program
14.871 Section 8 Housing Choice Vouchers Program

Category
Compliance/Internal Control

Compliance Requirement
Procurement and suspension and debarment

Condition Found

The audit found various instances in which the procurement files were incomplete when testing
compliance and internal controls over allowability and procurement and suspension and
debarment requirements.

Current Status

The recommendation was adopted in January 2011. The Secretariat for the Home Subsidy has
designated Mr. José Quevedo Motta as the official responsible to verify the compliance with the
suspension and debarment requirement before a contract is granted. Also, Management had
developed a certification form (specifically prepared to verify compliance with Procurement &
Debarment) that will be used by the Director of Procurement and the Legal Department who will
certify that the vendor is not part of the suspended or debarred list.

Person Responsible: José Quevedo Motta, Administrative Official If
Lcda. Alessandra Rosa Tirado, Legal Department Director
Federal Program Directors

Completion Date: January 2011

Jovies Vomprant, Finchey Foiy LLP

Certifled Public Accountants and Business Consultants




DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2011

Finding No. 10-05- Property and Equipment

Federal Program
14.871 Section 8 Housing Choice Vouchers Program

Category
Compliance/Internal Control

Compliance Requirement
Equipment and real estate property management

Condition Found

PRDH’s Property Division does not have an effective property and equipment system from which
a current and complete subsidiary ledger can be prepared and did not perform reconciliation
procedures betweén the property general ledger control accounts and the related subsidiaries. Most
property and equipment subsidiaries were not available for review. Also, the auditor noted that the

accumulated depreciation subsidiary did not include the accumulated depreciation for most fixed
assets.

Current Status

Management acquired the module for the fixed asset inventory control which interface with the
accounting system (Emphasys) in compliance with GASB 34. This improvement helps
management detect possible loss or theft of property. We are also performing the implementation
of a suitable internal control and monitoring system to reduce these risks.

A physical inventory of property, plant and equipment (PP&E) was performed during the FY

2010-2011and reconciled with the accounting records. Also, an examination in detail of the sub-
ledger of depreciation expense was performed to ascertain their accuracy and completeness.

Person Responsible: CPA Edwin Reyes Gonzalez, Auxiliary Secretary of Administration

Completion Date: Review of PP&E files and reconciliations June 30, 2011
Preparation of Manuals and Procedures, including training
to the Finance Department’s staff September 30, 2012
Fovies Hompard, Sinchey Foiy LLFP

Certified Public Accountants and Business Consultants




DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2011

Finding No. 10-09- ~Special Tests and Provisions- Housing Quality Standards Enforcement-
Section 8 Housing Choice Vouchers

Federal Program
14.871 Section 8 Housing Choice Vouchers Program

Category
Compliance/Internal Control

Compliance Requirement
Special tests and provisions- housing quality standards enforcement

Condition Found
PRDH failed to visit the properties on time (within 30 days granted) to ensure the owner corrected
the deficiencies noted during the first inspection of the property.

Current Status

Written instructions were given to Section 8 Inspectors to assure that re-inspections to units that
have failed are made accordingly in the specific time frame establish in federal regulation.

A software system “ Emphasys Elite” provides an automatic abatement of HAP payments to
owners who don’t comply with the corrections of deficiencies within the specific time frame
period. For monitoring purposes this software generates an Abatement and Payment Hold Listing
Report whenever require. A Control Log of Deficiencies is received at Quality Control Assurance
Area in a monthly basis to monitor compliance.

Person Responsible: Hilda I. Camacho, Section 8 Director
Carmina M. Osorio, HQS Quality Control Unit Admin Director
(Monitoring Process)

Completion Date: June 30, 2012

Fovies Lompand, Sinchey Raiy YLP

Certified Public Accountantsand Business Consultants
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DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

CORRECTIVE ACTION PLAN AND MANAGEMENT RESPONSE
YEAR ENDED JUNE 30, 2011

Finding No.

2011-01 Accounting Closing Procedures

2011-02 Property and Equipment

2011-03 Special Tests and Provisions-Housing Quality Standards Enforcement- Section 8
Housing Choice Vouchers

Please find below the corrective action plan and management response for the audit findings stated
above:

Finding No. 2011-01- Accounting Closing Procedures

Federal Program
14.871 Section 8 Housing Choice Vouchers Program

Category
Internal Control

Compliance Requirement
Special tests and provisions

Corrective Action Plan;:

In process of implementation. During March 2012 we initiated the upgrade of the accounting
system (Emphasys) to allow the reconciliation of the accounting records and the preparation of
year-end financial statements in accordance with U.S. GAAP. This included training to the
Accounting Department personnel. To accomplish this endeavor, we engaged a respected local
Consulting Firm to support the PRDH personnel with the development of trainings and evaluating
the adequacy of internal controls and monitoring systems.

For the FY 2010-2011 the Management provided the external auditors with a complete set of
Financial Statements in accordance with GAAP. :

CRUV:

The administration contracted the services of an expert firm (Nextep) to update the inventory of
properties available for sale and the related estimated values. The contract includes a development
of'a web page to facilitate access to the listing of properties with a detailed description and
amenities of each one of them.

CRUYV considers that the properties not included in the sub-ledger are not considered significant
for the financial statements taken as a whole. In addition, we consider as a conservative approach




DEPARTMENT OF HOUSING OF THE

COMMONWEALTH OF PUERTO RICO

CORRECTIVE ACTION PLAN AND MANAGEMENT RESPONSE
YEAR ENDED JUNE 30, 2011

not to include an estimate of the value of those properties in the financial statements. We also plan
to make an evaluation during the up-coming fiscal year of the net realizable value of the properties
by means of benchmarking with matching the values of properties recently sold and having similar
characteristics. We considered that this approach should result in having a reasonable estimate of
the net realizable value. Nevertheless, we will keep evaluating this option as we perform the
analysis.

Person Responsible: CPA Edwin Reyes-Gonzélez, Auxiliary Secretary of Administration

Completion Date: Compliance with GAAP Financial Reporting June 30, 2011

Preparation of Manuals and Procedures, including training
to the Finance Department’s staff. September 30, 2012

Finding No. 2011-02- Property and Equipment

Federal Program
14.871 Section 8 Housing Choice Vouchers Program

Category
Compliance/Internal Control

Compliance Requirement
Equipment and real estate property management

Corrective Action Plan:

Management acquired the module for the fixed asset inventory control which interface with the
accounting system (Emphasys) in compliance with GASB 34. This improvement helps
management detect possible loss or theft of property. We are also performing the implementation
of a suitable internal control and monitoring system to reduce these risks.

A physical inventory of property, plant and equipment (PP&E) was performed during the FY
2010-2011and reconciled with the accounting records. Also, an examination in detail of the sub-
ledger of depreciation expense was performed to ascertain their accuracy and completeness.

Person Responsible: CPA Edwin Reyes Gonzalez, Auxiliary Secretary of Administration

Completion Date: Review of PP&E files and reconciliations June 30, 2011




DEPARTMENT OF HOUSING OF THE
COMMONWEALTH OF PUERTO RICO
CORRECTIVE ACTION PLAN AND MANAGEMENT RESPONSE

YEAR ENDED JUNE 30, 2011

Preparation of Manuals and Procedures, including training

to the Finance Department’s staff September 30, 2012
Finding No. 2011-03- Special Tests and Provisions- Housing Quality Standards

Enforcement- Section 8 Housing Choice Vouchers

Federal Program
14.871 Section 8 Housing Choice Vouchers Program

Category
Compliance/Internal Control

Compliance Requirement
Special tests and provisions- housing quality standards enforcement

Corrective Action Plan
Written instructions were given to Section 8 Inspectors to assure that re-inspections to units that
have failed are made accordingly in the specific time frame establish in federal regulation.

A software system *“ Emphasys Elite” provides an automatic abatement of HAP payments to
owners who don’t comply with the corrections of deficiencies within the specific time frame
period. For monitoring purposes this software generates an Abatement and Payment Hold Listing
Report whenever require. A Control Log of Deficiencies is received at Quality Control Assurance
Area in a monthly basis to monitor compliance.

Person Responsible: Hilda I. Camacho, Section 8 Director
Carmina M. Osorio, HQS Quality Control Unit Admin Director
(Monitoring Process)

Completion Date: June 30, 2012




