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Aquino, De Cordova, Alfaro & Co., LLP

CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and
Members of the Legislature of
Municipality of San Juan,
Capital City of Puerto Rico
San Juan, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of San Juan, Capital City of Puerto Rico (the “Municipality”), as
of and for the year ended June 30, 2007, which collectively comprise the Municipality's basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the Municipality's management. Our
responsibility is to express an opinion on these financial statements based on our audit. We did not audit the financial
statements of the Comunidad del Retiro, which represents three percent and two percent of the assets and revenues of
the aggregate remaining fund information, respectively. Those financial statements were audited by other auditors
whose report thereon has been furnished to us, and our opinion, insofar as it relates to the amounts included for
Comunidad del Retiro, is based on the report of other auditors.

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 respective financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing and opinion on the effectiveness of the Municipality’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the respective financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to above present
fairly, in all material respects, the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the Municipality of San Juan, Capital City of Puerto Rico, as of June 30, 2007,
and the respective changes in financial position, thereof for the year then ended 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 December 7, 2007,
on our consideration of the Municipality's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance, and the results of that testing, and not to provide and 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.

The Management's Discussion and Analysis on pages 3 through 16, and the Budgetary Comparison Schedule -
General Fund on page 45 are not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. This supplementary information is
the responsibility of the Municipality's management. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
Municipality's basic financial statements. The combining nonmajor fund financial statements are presented for purposes
of additional analysis and are not a required part of the basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for the 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 basic financial statements. This supplementary information is the responsibility of the
Municipality's management. The combining nonmajor fund financial statements and the schedule of expenditures of
federal awards have been subjected to the auditing procedures applied by us and the other auditors in the audit of the
basic financial statements and, in our opinion, based on our audit and the reports of other auditors, are fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

December 7, 2007 %A‘-«ol x__z L"‘C‘-%'M‘ ﬂ/{w«:v Iy . }J r

Stamp No. 2286735
has been affixed to the
original report
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MUNICIPALITY OF SAN JUAN, Management’s Discussion and Analysis
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

The Management of the Municipality of San Juan (the “Municipality”) provides the Municipality's comprehensive annual
financial report and the discussion and analysis of the Municipality’s financial performance during the fiscal years ended
June 30, 2007.

Since the Management's Discussion and Analysis is designed to focus on the current year activities, resulting changes
and currently known facts, please read it in conjunction with the Municipality's financial statements.

FINANCIAL HIGHLIGHTS

» The Municipality's net assets decreased approximately $121.3 million. The decrease is mainly
attributable to the one time pension cost related with the early retirement program.

% In the fund financial statements, total revenue increased approximately $85.1 million (or 14.8%) while

total expenditures increased approximately $100.3 million (or 15.7%).

The General Fund (the primary operating fund) reflected, on a current financial resource basis, a

decrease of deficit of approximately $1.7 million.

On a budgetary basis, the General Fund's actual revenues exceeded actual expenditures by

approximately $32.8 million.

The Municipality issued bonds and notes amounting to approximately $44.9 million to finance an early

retirement termination benefit, capital improvements and equipment.
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USING THIS COMPREHENSIVE ANNUAL FINANCIAL REPORT

This discussion and analysis is required supplementary information to the basic financial statements and is intended to
serve as introduction to the basic financial statements of the Municipality. The basic financial statements are
comprised of three components: (1) government-wide financial statements, (2) fund financial statements, and (3) notes
to the financial statements. This report also contains required supplementary information (budgetary schedules) and
additional supplementary information (combining financial statements) in addition to the basic financial statements
themselves.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide users of the financial statements with a broad
overview of the Municipality's finances in a manner similar to private-sector companies.

The Statement of Net Assets presents information on all of the Municipality's assets and liabilities, and their difference
reported as net assets. Fluctuations in net assets may serve as a useful indicator of whether the financial position of
the Municipality is improving or deteriorating

The Statement of Activities presents information showing how the Municipality'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 timing of the related cash flows. Thus, revenues and expenses are reported in the Statement
of Activities that will only result in cash flows in future fiscal periods. The Statement of Activities is focused on both the
gross and net cost of various activities, which are funded by the government’s general tax and other revenue source.
This is intended to summarize and simplify the user's analysis of cost of various governmental services.

Fund Financial Statements

The fund financial statements provide detailed information about the Municipality's most significant funds, not the
Municipality as a whole. The Municipality has only governmental funds.

i_"____'l
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MUNICIPALITY OF SAN JUAN, Management’s Discussion and Analysis
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

Governmental funds are used to account for essentially the same functions reported as governmental activities in the
govemment-wide financial statements. However, unlike the government-wide financial statements, governmental fund
financial statements focus on near term inflows and outflows of expendable resources, as well as on balances of
expendable resources available at the end of the fiscal year. Such information is useful in evaluating the Municipality's
near term financial requirements.

Because the focus of governmental funds is narrower than that of the government wide financial statements, it is useful
to compare the information presented for governmental funds with similar information presented for governmental
activities in the government wide financial statements. By doing so, users of the basic financial statements may better
understand the long-term impact of the Municipality's near term financial decisions. The Governmental Fund Balance
Sheet and the Governmental Fund Statement of Revenues, Expenditures and Changes in Fund Balances (Deficit)
provide a reconciliation to facilitate this comparison between governmental funds and governmental activities.

Notes to the Financial Statements

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

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information. This section includes a
budgetary comparison schedule, which includes reconciliation between the statutory fund balance for budgetary
purposes and the fund balance for the General Fund as presented in the governmental fund financial statements.

Other Supplementary Information

The combining financial statements referred to earlier in connection with nonmajor governmental funds are present
following the required supplementary information. The total columns of these combining financial statements carry
forward to the applicable fund financial statement.

Infrastructure Assets

Historically, a government's largest group of assets (infrastructure — roads, bridges, traffic signals, underground pipes
[unless associated with a utility], etc.) had not been reported nor depreciated in governmental financial statements.
Governmental Accounting Standards Board (“GASB") Statement No. 34 requires that these assets be valued and
reported within the governmental column of the government-wide financial statements. Additionally, the government
must elect to either (a) depreciate these assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery potential to near perpetuity. If the government develops the
asset management system (the modified approach) which periodically (at least every third year), by category,
measures and demonstrates its maintenance of locally established levels of service standards, the government may
record its cost of maintenance in lieu of depreciation. The information about the condition and maintenance of the
government infrastructure assets should assist financial statements users in evaluating a local government and its
performance over time.

The Municipality elected to depreciate infrastructure assets instead of using the modified approach.

S
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FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE
Net Assets

Condensed net asset information is presented below:

The Municipality's combined assets amounted to $889.1 million at June 30, 2007, a decrease of $26.5 million when
compared with the prior year. The decrease is the result of: (i) an increase in the allowance for doubtful account of the
receivable from CRIM of approximately $37.7 million due to the inability of CRIM to timely collect property tax and their
status on limitations of collections elapsed and (i) an increase of approximately $10.5 million in other account
receivable related with the sale of capital assets.

The Municipality's combined liabilities amounted to $1,004 million at June 30, 2007, an increase of $94.8 million when
compared with the prior year. The increase is mainly due to the accrual of the unfunded pension cost of $101.5 million
related with an early retirement program and other required contributions.

@ Aquino, De Cérdova, Alfaro & Co., LLP




MUNICIPALITY-OF SAN JUAN, Management’s Discussion and Analysis
CAPITAL CITY OF PUERTO RICO ' As of June 30,2007

The largest portion of the Municipality's net assets is the unrestricted deficit. This is the consequence of previous
budgets which did not provide funding for incurred long-term obligations such as compensated absences, landfill
closure and postclosure costs, claims and judgments and others. Historically, such obligations have been budgeted on
a pay as you go basis without providing funding for their future liquidation. Consequently, the Municipality cannot draw
from its existing assets to provide services to its citizens and depends on its taxing ability to continue its operations.

An additional portion of the Municipality's net assets represents the investment in capital assets such as land, buildings,
equipment, among others, less any outstanding related debt used to acquire those assets. The Municipality uses these
capital assets to provide services to its citizens; consequently, these assets are not available for future spending.
Although, the Municipality's investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from the Debt Service Fund, since the capital assets themselves
cannot be used to liquidate these liabilities. The amounts restricted for debt service represents another portion of the
net assets, and these are resources subject to extemal restrictions for the purposes explained above.
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Changes in Net Assets

The condensed changes in net assets information is presented below:

The Municipality’s total revenues increased by approximately $92.0 million. Approximately 60.3 percent (58.3 percent
in 2006) of the Municipality's total revenue came from taxes, while approximately 20.3 percent (26.2 percent in 2006)
resulted from grants and contributions, including federal aid. Charges for Services provided approximately 11.5 percent
(13.3 percent in 2006) of the total revenues.

@ Aquino, De C(’)r«lova, Alfaro & Co., LLP




MUNIG%PALITY OF SAN JUAN, ‘Management’s Discussion and:Analysis
CAPITAL CIPY OF PUERTORICO. . S hsoflunesn, 2007
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Revenues from property and municipal license taxes increased by approximately 7.5 percent due to the effectiveness
reached during 2007 over the property tax and municipal license tax assessments and collections efforts. This
effectiveness was the direct result of the creation of the Special Structure and Population Task Force which allowed the
Municipality to aggressively pursue delinquent taxpayers. Sales tax collections totaled $41.4 million which represented
6.2 percent of total revenues.

Charges for services decreased by approximately 0.3 percent when compared with prior fiscal year mainly due to a
decrease in health care service revenues. Gains on sale of capital assets of approximately $10.7 million are directly
related to the sale of land as part of a program to redevelop certain clusters in San Juan.

The following chart summarizes the Municipality's revenues by sources for the governmental activities for the fiscal
year ended June 30, 2007.

Revenues by Source-Governmental Activities

Capital grants and

contributions Othif
0.2% 11.9%
Chargt.as for ML
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Operating Grants
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16.1% ) .
Municipal License
Taxes
Sales Tax 21.7%
6.2%

The Municipality's total expenses amounted to $793.0 million and $598.8 million for the year ended June 30, 2007 and
2006, respectively. Increase in total expenses was mainly due to the pension cost of the early retirement plan and
other required contributions of approximately $128.5 million and the bad debt expense for uncollectible accounts from
CRIM of $37.7 million.




MUNICIPALITY OF SAN JUAN, Management’s Discussion and Analysis
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

The following chart summarizes the Municipality's program revenues compared to program expenses for the
govermnmental activities for the fiscal year ended June 30, 2007.

Expenses and Program Revenues-Governmental Activities
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FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Municipality's financing requirements. In
particular, unreserved fund balance may serve as a useful measure of a government's net resources available for
spending at the end of the fiscal year.

As of the end of the current fiscal year, the Municipality's governmental funds reported combined ending fund balances
of $78.7 million, a decrease of $21.2 million in comparison with the prior year. There are reservations of fund balance
amounting to $140.1 million. This is the fund balance that it is not available for new spending because it has already
been committed 1) to liquidate contracts and purchase orders of the prior fiscal year ($24.2 million), 2) to pay debt
service ($9.4 million), 3) to pay for capital projects ($81.6 million), 4) for inventories not yet consumed ($3.9 million) or
5) Intergovernmental ($21.0 million). Accordingly, since there is an excess of reservations over the total fund balance
there exists a deficiency in the unreserved balance of $61.4 million in the governmental funds.

@ Aquino, De (Cérdova, Alfaro & Co., LLP A i




MUNICIPALITY OF SAN JUAN, Management’s:Discussion and Analysis
CAPITAL CiTY OF PUERTO RICO As of June 30, 2007

Within the governmental funds, it is included the general fund, which is the main operating fund of the Municipality. As
of June 30, 2007 and 2006, the general fund has a deficit of $30.0 million and $31.8 million, respectively. Key factors in
the decrease of the deficit are as follows:

53

» Increase of $72.8 million in total revenues.

Increase of $83.6 million in total expenditures.

Operating transfer of $13.9 million from the debt service fund
Other financing sources amounting $33.3 million
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Increase of $72.8 million in total revenues was mainly due to an increase of approximately $14.2 million, 5.7 million and
$21.0 million in municipal license taxes, licenses, permits and other local taxes and other revenues, respectively; and a
decrease of $6.6 million in charge for services. In addition, the new sales tax revenue amounted for $41.4 million for
the year.

The Municipality moved aggressively to improve the collection efforts for municipal license taxes, license, permits and
other local taxes due to a strategic plan to reduce tax evasion, better equipment and personnel training. Also, the new
sales and usage tax became effective on August 1, 2006 and consists of one percent (1%) on the sale price of a
taxable item.

Decrease in charges for services was related with erosion in hospital admission during the year and losses on the
participants by changes to Medicare advantage covers at nationwide.

The increase of $83.6 million in expenditure was mainly due to the annual pension cost for the first year of the early
retirement program of $27 million, the bad debt expenditure related with receivable from CRIM of $37.7 million, and
other expenditures related with special programs such as materials, equipments, payroll and professional services in all
governmental activities.

The operating transfer of $13.9 million from the debt service fund to the general fund is the result of Act No. 64 of July
3, 1996, as amended, which allows municipalities that have excess funds to repay general obligations bonds to transfer
such excess to the general fund for operating purposes.

Other financing sources amounting to $33.3 million result from the proceeds of $22.6 million of long-term debt issued
and $10.7 million from the sale of capital assets.

Governmental funds also include the debt service fund and loan guarantee fund. The fund balance of the debt service
fund as of June 30, 2007 and 2006 amounted to $9.4 million and $10.4 million, respectively. The change in the debt
service fund balance is the result of the above mentioned transfer to the general fund for operating purposes. The fund
balance of the loan guarantee fund as of June 30, 2007 and 2006 amounted to $18.9 million and $30.7 million,
respectively. The change in the loan guarantee fund balance is the direct result of the capital outlays made during the
year.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of the year, the Municipality Council revised the Municipality’s budget in order to include increases in
revenues that were identified during the course of the fiscal year based on current developments that positively affected
the Municipality's finances. Increases in budgeted expenditures were also made since the law mandates a balanced
budget.




MUNICIPALITY OF SAN JUAN, Management's Discussion and Analysis
CAPITAL CITY OF PUERTO RICO ' As of June 30, 2007

During the year, there was an increase of approximately $47.8 million in appropriations between the original and final
amended budget. The main component of the increase was to the Health Department for the expansion of drugs and
medicines program, the increase on wages to nurse personnel and the expansion of other medical related services.
The increase was possible because of additional anticipated revenues. Those revenues included the proceeds from
sales tax and municipal license tax.

As a result of the tighter control imposed by the Municipality's managements, there was an excess of revenues over
expenditures on the budget of approximately $32.8 million.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2007 and 2006 amounted to approximately $540.3 million
and $537.2 million, respectively, net of accumulated depreciation. This investment in capital assets includes land,
buildings, sites, improvements, equipment, intangibles, infrastructure, works of art, vehicles and construction in
progress. Infrastructure assets are items that are normally immovable and of value only to the Municipality, such as
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.

The slight increase in the Municipality’s investment in capital assets was 0.6% percent over last year. Actual
expenditures to purchase or construct capital assets for the years ended June 30, 2007 and 2006 were $34.8 million

and $32.2 million, respectively. Depreciation charges amounted to $30.3 million and $29.3 million for the years ended
June 30, 2007 and 2006, respectively.

The Municipality finances a significant portion of its construction activities through bond issuances. The proceeds from
bond issuances designated for construction activities are committed in its entirety for such purposes and cannot be
used for any other purpose. As of June 30, 2007 and 2006, the Municipality has approximately $81.6 million and $86.4
million, respectively, of unexpended proceeds from bond issuances that are committed to future construction activities.
Additional details regarding the Municipality's capital assets can be found in Note 6 to the financial statements.
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MUNICIPALITY OF SAN JUAN, Management’s Discussion and Analysis
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general obligation municipal bonds and
notes for the payment of which the good faith, credit and taxing power of each municipality may be pledged.

Based on the current total net assessed valuation of real and personal property in San Juan provided by the
Governmental Development Bank for Puerto Rico (“GDB") of approximately $4.2 billion, the legal margin of San Juan
as of June 30, 2007, was $423.1 million. The Municipality's available legal margin as of June 30, 2007, was calculated
by GDB to equal $47.7 million after subtracting from the legal margin the amount of $384.8 million in outstanding
general obligation debt as of June 30, 2007, and adding to the legal margin the amount in its Redemption Fund of $9.4
million as of June 30, 2007.

The applicable law also requires that in order for a municipality to be able to issue additional general obligation bonds
and notes such municipality must have sufficient “payment capacity.” Act No. 64 of July 3, 1996, as amended, provides
that a municipality has sufficient "payment capacity” to incur additional general obligation debt if the deposits in such
municipality's Debt Service Fund and the annual amounts collected with respect to such municipality's Special
Additional Tax (as defined below), as projected by GDB, will be sufficient to service to maturity the Municipality's
outstanding general obligation debt and the additional proposed general obligation debt (‘payment capacity"). The
rating assigned is BBB-/A3, by Standard & Poor’s Investor Services.

The Municipality is required under applicable law to levy the Special Additional Tax in such amounts as shall be
required for the payment of its general obligation municipal bonds and notes. In addition, principal of and interest on all
general obligation municipal bonds and notes and on all municipal notes issued in anticipation of the issuance of
general obligation bonds issued by the Municipality constitute a first lien on the Municipality's Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service payments on general
obligation municipal bonds and notes to the extent that the Special Additional Tax levied by the Municipality, together
with moneys on deposit in the Municipality's Debt Service Fund, are not sufficient to cover such debt service. It has
never been necessary to apply basic taxes to pay debt service on general obligation debt of the Municipality.

During fiscal year 2007, the Municipality issued bonds amounting to $22.4 million to provide for the construction and
equipment needs of the Municipality and a special obligation bond amounting to $22.6 million to finance the current
portion of an early retirement termination benefit. At June 30, 2007, the Municipality had $384.8 million of general
obligation bonds outstanding.
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The following chart indicates the principal amortization of the Municipality's general obligation bonds in five-year

increments.

As can be seen in the chart below, approximately 85% of the Municipality's outstanding general obligation bonds will be
retired within the next fifthteen (15) years.

Management’s Dlscussion and Analysis
- As of June 30 2007
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Additional details regarding the Municipality's long-term debt can be found in Note 10 to the financial statements.
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MUNICIPALITY OF SAN JUAN, Management's Discussion and Analysis
CAPITAL CITY OF PUERTO:RICO As of June 30, 2007

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal grants to carry out the governmental
activities. Historically, property and municipal taxes have been very predictable with increases of approximately five
percent. Federal grant revenues may vary if new grants are available but the revenue also is very predictable. On
August 2006 became effective an approved legislation to impose and collect a sales and usage tax on retail and
services within the territorial limits of San Juan. These factors were considered when preparing the Municipality's
budget for the 2007-2008 fiscal year.

During June 2007, the Commonwealth of Puerto Rico approved an amendment to the Internal Code Revenue to
impose and collect an increase on sales and usage tax on behalf of the Municipality that will become effective in 2007-
2008 fiscal year. It is intended that the use of these revenue will avoid the need of additional resources for working
capital purposes.  Since this factor become effective after the approval of the Municipality's budget and will be present
for the first time in 2007-2008 fiscal year, they were not considered when preparing the Municipality's budget for the
same period.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayers, customers, investors and
creditors) with a general overview of the Municipality’s finances and to demonstrate the Municipality's accounting. If
you have questions about the report or need additional financial information, contact the Municipality's Finance Director
on the 5th floor of the Municipal Tower, 160 Chardon Avenue, San Juan, Puerto Rico 00919 or visit our website at
www.sanjuancapital.com.
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MUNICIPALITY OF SAN JUAN, STATEMENT OF NET ASSETS (DEFICIT)

CAPITAL CITY OF PUERTO RICO As of June 30, 2007
" Activites -
Assets

Cash and cash equivalents
Cash with fiscal agent
Accounts receivable:
Municipal license tax
Sales tax
Intergovernmental
Other
Inventories
Deferred charges
Restricted assets - Cash and cash equivalents
Capital assets not being depreciated

Capital assets being depreciated, net
Total assets
Liabilities

Accounts payable and accrued liabilities
Deferred revenues:

Municipal license tax

Federal grant revenues
Matured bonds and interest payable
Noncurrent liabilities:

Due within one year

Due in more than one year

Total liabilities

Net Assets (Deficit)

Invested in capital assets, net of related debt
Restricted for:

Debt service

Capital projects
Unrestricted

Total net assets (deficit)

The notes to the financial statements are an integral part of this statement.

116,978,807
119,532,004

4,000,000
3,010,238
73,782,947
22,206,710
3,862,921
2,016,873
3,448,927
120,779,681

419,512,004

889,131,112

95,983,108

127,381,040
5,844,904
38,938,428

68,383,511
667,672,625

1,004,203,616

191,704,156

9,404,079
81,625,230

(397,805,969)

(115,072,504)

KD =
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General government $278,120,955 $35,117,139 $ 8,231,958 $ 1,059,900 $(233,711,958)
Public safety 53,801,241 217,536 3,874,250 - (49,709,455)
Public works 70,232,876 - - - (70,232,876)
Culture and recreation 16,885,637 398,979 12,968 - (16,473,690)
Health and welfare 242,464,686 33,381,497 44,423,782 - (164,659,407)
Urban development 60,012,476 2,056,676 36,670,374 - (21,285,426)
Economic development 26,634,239 4,133,614 12,632,734 - (9,867,891)
Education 11,244,378 1,909,744 2,367,141 - (6,967,493)
Interest on long-term debt 33,610,514 - - - (33,610,514)
Total governmental activities $793,007,002 $77,215,185 $108,213,207 $ 1,059,900 (606,518,710)

General revenues:

Property taxes 217,512,999
Municipal license tax 145,598,824
Sales tax 41,362,113
Grants and contributions not restricted to specific programs 27,077,200
Interest income 7,768,600
Gain on sale of capital assets 10,740,394
Other 35,122,419
Total general revenues 485,166,549
Change in net assets (121,336,161)
Net assets at beginning of year 6,263,657
Net assets (deficit) at end of year $(115,072,504)

The notes to the financial statements are an integral part of this statement.




MUNICIPALITY OF SAN JUAN,
CAPITAL CITY OF PUERTO RICO

ASSETS

Cash and cash equivalents

Cash with fiscal agent

Accounts receivable
Municipal license tax
Sales tax
Intergovernmental
Other

Due from other funds

Inventones

Restricted assets - cash and cash
equivalents

Total assets

BALANCE SHEET - GOVERNMENTAL FUNDS
As of June 30, 2007

LIABILITIES AND FUND BALANCES (DEFICIT)

Liabilities:
Accounts payable and accrued liabilities
Due to other funds
Matured bonds and interest payable
Deferred revenues.

Municipal license tax

Federal grant revenues

Total liabilities

Fund balances (deficit)
Reserved for
Intergovernmental
Inventones
Debt service
Capital projects
Encumbrances
Unreserved:
General fund
Special revenue funds

Total fund balances (deficit)

Total liabilities and fund balances (deficit)

Geaneral Fund
$ 36,700,346 $ - $ 24,990,784 $ 55,287,677 $ 116,978,807
3,824,051 49,962,286 65,745,667 119,532,004
4,000,000 - - 4,000,000
3.010,238 - - 3,010,238
51,505,886 5,724 887 16,552,174 73,782,947
22,044 340 - - 162,370 22,206,710
47,874,273 23,184 2,902,960 50,800,417
1,874,560 - 1,988,361 3,862,921
- - 3,448,927 3,448,927
$170,833,694 $55,687,173 $ 25,013,968 $ 146,088,136 $ 397,622,971
$ 73484011 $ - $ 6,069471 $ 16,429,626 $ 95,983,108
7.344 666 43,455,751 50,800,417
- 38,938,428 - 38,938,428
127,381,040 - 127,381,040
- - - 5,844 904 5,844,904
200,865,051 46,283,094 6,069,471 65,730,281 318,947 897
21,000,000 - - 21,000,000
1,874 560 - - 1,988,361 3,862,921
9.404,079 - - 9,404,079
- - - 81,625,230 81,625,230
24,243,844 - 24,243 844
(77,149.761) . . (77,149,761)
- 18,944 497 (3,255,736) 15,688,761
(30,031,357) 9,404,079 18,944,497 80,357,855 78,675,074
$ 170,833,694 $55,687,173 $ 25,013,968 $ 146,088,136 $ 397,622,971

The notes to the financial statements are an integral part of this statement.

[P
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RECONCILIATION QF TOTAL GOVERNMENT'AL FUND BAI.-:ANCES

The notes to the financial statements are an integral part of this statement.

MUN[CIPALITY OF SAN JUAN
As af June 3@ 2001

Total Governmental Fund Balances $ 78,675,074
Amounts reported for governmental activities in the statement of net assets

are different because:
Capital assets used in governmental activities are not financial resources

and, therefore, are not reported in the funds.

Land $ 54,796,615

Building and site improvements, net of depreciation 297,233,792

Infrastructure, net of depreciation 114,122,043

Equipment and vehicles, net of depreciation 7,008,544

Works of art and intangible assets, net of depreciation 3,371,990

Construction in progress 63,758,701

Total 540,291,685
Other long-term assets are not available to pay for current period
expenditures and, therefore, are deferred in the funds 2,016,873
Long-term liabilities, including bonds payable, are not due and payable in
the current period and, therefore, are not reported in the funds.

Bonds payable (384,794,000)

Mortgage payable (5,041,888)

Notes payable (150,843,614)

Advances from CRIM (31,950,335)

Obligations under capital leases (1,800,407)

Compensated absences (30,282,658)

Net pension obligation (101,543,234)

Claims and judgments (6,500,000)

Landfill obligation (20,700,000)

Other liabilities (3,600,000)

Total (736,056,136)

Total net assets (deficit) of governmental activities $ (115,072,504)




STATEMENT OF REVENUES, EXPENDF!'URES ND CHANGES IN FUND

'(‘:‘A";‘,'rcz_%"'ff” g: fﬁ‘é‘k‘;‘é‘;‘m BALANCES (DEFICIT) - MENTAL FUNDS
- ) Forthe Year Enmd June 30, 2007
REVENUES:
Property taxes $155,896,643 $61,616,356 $ - $ - $ 217,512,999
Municipal license tax 145,598,824 - - - 145,598,824
Sales tax 41,362,113 - - - 41,362,113
Licenses, permits and other local taxes 29,629,779 - - - 29,629,779
Charges for services 40,261,671 - - 2,312 461 42,574,132
Fines and forfeitures 5,011,274 - - - 5,011,274
Interest 7,285,630 - - 482,970 7,768,600
Intergovernmental
Federal - - . 107,604,674 107,604,674
Local 27,077,200 . - 1,668,432 28,745,832
Other 24,277,935 - - 10,844 484 35,122,419
Total revenues 476,401,069 61,616,356 - 122,913,021 660,930,446
EXPENDITURES:
Current:
General government 161,316,013 - - 9,273,707 170,589,720
Public safety 47,168,165 - - 5,338,672 52,506,837
Public works 64,911,648 - - 2,645,274 67,556,922
Culture and recreation 9,820,419 - - 1,626,174 11,446,593
Health and welfare 188,570,684 - - 50,510,695 239,081,379
Urban development 9,207,745 - - 45,800,813 55,008,558
Economic development 10,788,977 - - 10,952,325 21,741,302
Education 7,050,112 . - 4,055,646 11,105,758
Capital outlays 4.137,584 - 11,762,737 18,882,889 34,783,210
Debt service
Principal 10,235,117 27,222,000 - 2,927,816 40,384,933
Interest and other charges 8,648,274 21,471,541 - 3,490,699 33,610,514
Total expenditures 521,854,738 48,693,541 11,762,737 155,504,710 737,815,726
EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES (45,453,669) 12,922 815 (11,762,737) (32,591,689) (76,885,280)
OTHER FINANCING SOURCES (USES):
Transfer in 13,874,143 - . - 13,874,143
Bonds issued 22,581,000 - - 22,360,000 44,941,000
Sale of capital assets 10,740,395 - . - 10,740,395
Transfer out - (13,874,143) - - (13,874,143)
Total other financing sources (uses) 47,195,538 (13,874,143) - 22,360,000 55,681,395
NET CHANGE IN FUND BALANCES (DEFICIT) 1,741,869 (951,328) (11,762,737) (10,231,689) (21,203,885)
FUND BALANCES (DEFICIT), '
BEGINNING OF YEAR ; (31,773,226) 10,355,407 30,707,234 90,589,544 99,878,959
FUND BALANCES (DEFICIT), END OF ¥§ : $(30,031 357) $9,404,079 $18,944 497 $ 80,357,855 $ 78,675,074
The notes to the financial statements are an jtkdrél part of thls state
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RECONGILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

MUNICIPALITY OF SAN JUAN, /AND CHANGES IN FUND BALANCES (DEFICIT) OF GOVERNMENTAL
CAPITAL EfTY-OF PUERTO RICO oo FUNDSTOTHE STATEMENT OF AC

. Forthe Year Ended June-30, 2007

Net change in fund balances (deficit) - total governmental funds $  (21,203,885)

Amounts reported for governmental activities 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 and reported as depreciation expense.

Expenditures for capital assets $ 34,783,210
Current year depreciation (30,334,487) 4,448,723
The net effect of various transactions involving capital assets (1,311,945)

The issuance of long-term debt (e.g., bonds, leases) provides current
financial resources to governmental funds, while the repayment of the
principal of long-term debt consumes the current financial resources
of governmental funds. Neither transactions, however, has any effect
on net assets. Also, governmental funds report the effect of issuance
costs, premiums, discounts, and similar items when debt is first issued,
whereas these amounts are deferred and amortized in the statement

of activities.
Bond, note and capital lease proceeds (44,941,000)
Bond issue costs 184,749
Principal repayments 40,384,933 (4,371,318)

Some expenses reported in the statement of activities do not
require the use of current financial resources and, therefore,
are not reported as expenditures in governmental funds.

Change in net pension obligation (101,543,234)
Amortization of deferred charges (178,466)
Change in compensated absences accrual 7,923,964
Change in landfill obligation (1,500,000)
Change in other liabilities (3,600,000)
Change in net assets of governmental activities $ (121,336,161)

The notes to the financial statements are an integral part of this statement.




MUNICIPALITY OF SAN JUAN, Notes to Financlal Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

1. Organization and Reporting Entity

The Municipality of San Juan (the "Municipality”) was founded in 1521 and is the largest municipality and the
Capital City of the Commonwealth of Puerto Rico. The Municipality's governmental system consists of
executive and legislature bodies. The Municipality is governed by a Mayor and a seventeen-member Municipal
Legislature who are elected for a four-year term.

The Municipality provides public safety, public works, culture and recreation, health and welfare, urban
development, education, economic development, and other miscellaneous services to its citizens.

A. Reporting Entity

A reporting entity is comprised of the primary government, component units and other organizations that are
included to ensure that financial statements are not misleading. The primary government consists of all fund,
departments, boards and agencies that are not legally separate from the Municipality and for which the
Municipality is financial accountable.

Component units are legally separate organizations for which the Municipality is financially accountable. The
Municipality is financially accountable for an organization if the Major or the Municipal Legislature appoints a
voting majority of the organization's governing board; and (1) the Municipality is able to significantly influence
the programs or services performed or provided by the organization; or (2) the Municipality is legally entitled to
or can otherwise access the organization’s resources; the Municipality is legally obligated or has otherwise
assumed the responsibility to finance the deficits of, or provide financial support to, the organization; or the
Municipality is obligated for the debt of the organizations. Component units may also include organizations for
which the Municipality authorizes the issuance of debt or the levying of taxes, or determines the budget. Based
upon the application of these criteria, there are not component units as part of this report.

2. Summary of Significant Accounting Policies

The basic financial statements of the Municipality have been prepared in conformity with generally accepted
accounting principles as applied to local governmental units in the United States of America (USGAAP). The
Governmental Accounting Standards Board ("GASB") is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles.

The Municipality's basic financial statements consist of government-wide statements, including a statement of
net assets and a statement of activities, and fund financial statements, which provide a more detailed level of
financial information.

A. Government-wide and fund financial statements
Financial information of the Municipality is presented in this report as follows:

1. Management's discussion and analysis introduces the basic financial statements and provides an
analytical overview of the Municipality’s financial activities.

2. The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all activities of the Municipality and its component unit.
Governmental activities, which normally are supported by taxes and intergovernmental revenues,
are reported separately from business-type activities, if any, which rely to a significant extent on
fees and charges for support. Interfund activity has been eliminated from these statements to
minimize the duplicating effect on assets and liabilities within the governmental activities.
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MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

3. Fund financial statements focus on information about the Municipality's major governmental
funds. Major individual governmental funds are reported as separate columns in the fund
financial statements. The Municipality reports the following major governmental funds:

General Fund - is the accounting entity in which all governmental activity, except that which is
required to be accounted for in another fund, is accounted for. Its revenues consist mainly of
taxes, licenses and permits, intergovernmental, charges for services and other.

Debt Service Fund - is the accounting entity used to account for the resources accumulated
and payments made for principal and interest on long-term general obligation bonds of
governmental funds. Principal and interest due on July 1 of the following fiscal year are
accounted for as a fund liability, if resources are available as of June 30 for its payment.

Loan Guarantee Fund - is the accounting entity used to account for the loan agreement with
the US Department of Housing and Urban Development under a variable rate note guaranteed
pursuant to Section 108 of the Housing and Community Development Act of 1974, as
amended.

The other govemmental funds of the Municipality account for grants and other resources whose
use is restricted to a particular purpose. The Comunidad de Retiro Fund is included as part of
other governmental funds and accounts for the financial position and operation of Comunidad
de Retiro (the “Project’). The Municipality formed the Project for the purpose of operating 356-
unit housing project for the elderly and/or handicapped. The Project is operated under Section
231 of the National Housing Act, as amended, and regulated by the U.S. Department of
Housing and Urban Development as to rent charges and operating methods. Legal title of the
Project is held by the Municipality. Separate financial statements of this individual fund can be
obtained from the Project’s administrative office:

Condominio Centro de Altamira
Paseo 501 Street, Suite 210
Urbanizacion Altamira

San Juan, Puerto Rico 00920

4. The notes to the financial statements provide information that is essential to a user's
understanding of the basic financial statements.

5. Required supplementary information such as the budgetary comparison schedule - general fund
and other types of data required by GASB.

6. Notes to the budgetary comparison schedule — general fund.
B. Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund balance, revenues, and expenditures. Fund

types are as follows:
25J

—




MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June30, 2007

General Fund - The General Fund is the general operating fund of the Municipality. It is used to
account for all governmental activities, except those required to be accounted for in another fund.

Special Revenue Funds - Special Revenue Funds are used to account for revenues derived from
grants or other restricted revenue sources. The uses and limitations of each special revenue fund
are specified by Municipality ordinances or federal and local statutes.

Debt Service Funds — Debt Service Funds are used to account for the accumulation of resources
for and the payment of long-term general obligation bonds principal, interest, and related costs.

Capital Projects Funds - Capital Projects Funds are used to account for financial resources used
for the acquisition or construction of major capital facilities.

C. Measurement focus, basis of accounting and financial statement presentation

Except for budgetary purposes, the basis of accounting used by the Municipality conforms with USGAAP
as applicable to governmental units. The accounting and financial reporting treatment applied to a fund is
determined by its measurement focus.

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the providers have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within the current period or soon
enough thereafter. Expenditures are recorded when the related fund liability is incurred, except for
principal and interest on general long-term debt, claims and judgments, and compensated absences,
which are recognized as expenditures when payment is due. General capital asset acquisitions are
reported as expenditures in governmental funds. Proceeds from issuance of general long-term debt are
reported as other financing sources.

Property taxes are all considered susceptible to accrual if commonly collected within 60 days following the
end of the fiscal period, unless unusual circumstances justify a greater period. The Municipality
understands that the unusual criteria was met through an Agreement reached with CRIM, whereas the
Municipality assumes responsibility over the property tax assessment and collections, including the
foreclosure process of delinquent accounts, previously done exclusively by CRIM. This agreement
justifies the extension of the collection period for revenue recognition purposes from 60 to 360 days
following June 30, 2007 as defined in NCGA Interpretation 3.

Other taxes, charges, licenses, and interest associated with the current fiscal period are all considered to
be susceptible to accrual and so have been recognized as revenues of the current fiscal period. All other
revenue items are considered to be measurable and available only when the government receives cash.

As a general rule the effect of interfund activity has been eliminated from the government-wide financial
statements. Amounts reported as program revenues include: 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments, if any. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues include all taxes.
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MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

When both restricted and unrestricted resources are available for use, it is the Municipality's policy to use
restricted resources first, then unrestricted resources, as they are needed.

The preparation of financial statements in conformity with USGAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reported period. Actual results could differ from those estimates.

D. Assets, liabilities and net assets

1.

3.

4.

Cash, cash equivalents, cash with fiscal agent and restricted cash and cash equivalents:

The Municipality's cash and cash equivalents are considered to be cash on hand, demand deposits,
and short-term investments with original maturities of three months or less from the date of acquisition.

Cash with fiscal agent in the debt service fund represents special additional property tax collections
retained by the Commonwealth of Puerto Rico and restricted for the payment of the Municipality's debt
service, as established by law. Cash with fiscal agent in the other governmental funds consists of
unused proceeds of bonds and notes issued for the acquisition and construction of major capital
improvements.

Restricted cash and cash equivalents in other governmental funds represents mortgage escrow
deposits, reserve for replacement and residual receipts deposited with the mortgagee.

Receivables and payables:

Activity between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of
interfund loans) or “advances to/from other funds” (i.e., the non-current portion of interfund loans). Al
other outstanding balances between funds are reported as "due to/from other funds.”

Advances between funds, as reported in the fund financial statements, if any, are offset by a fund
balance reserve account in applicable governmental funds to indicate that they are not available for
appropriation and are not expendable available financial resources.

Receivables are determined based upon past collection experience and current economic conditions,
and are shown net of an allowance for uncollectible. Intergovernmental receivables in the general
fund represent mostly property tax accounts that are levied by CRIM and contributions from the Puerto
Rico Electric Power Authority ("PREPA") as payment in lieu of taxes. Intergovernmental receivables in
the other governmental funds represent amounts owed to the Municipality for reimbursement of
expenditures incurred pursuant to federally funded programs and the amount in the debt service fund
represents the distribution of property tax collected by the CRIM, which is restricted for the debt
service.

Inventories:

Inventories in the general fund are stated at cost. Inventories consist of supplies held for
consumption and medicines used in providing health care services. Inventories are recorded as
expenditures at the time the inventory items are consumed. A fund balance reserve equal to the
value of the inventories is established in the general fund and in other governmental funds to indicate
that the inventories do not constitute expendable financial resources available for appropriation.

Capital assets:

Capital assets, which include property, plant, equipment and infrastructure assets (e.g., roads, bridges,
sidewalks and similar items), are reported in the govemment-wide financial statements. The
Municipality defines capital assets as assets with an initial, individual cost of more than $5,000 and an
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MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

estimated useful life in excess of two years. Such assets are reported at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation.

The cost of normal maintenance and repairs that do not add value to the asset or materially extend
assets lives are not capitalized. Major outlays for capital assets and improvements are capitalized as
projects are constructed.

Capital assets of the Municipality, as well as the component unit, are depreciated using the straight-
line method over the following estimated useful lives:

Buildings 40
Infrastructure 40
Building and site improvements 15
Intangible assets 10
Vehicles 5
Equipment 3to5

Intangible assets at June 30, 2007, consist primarily of computer software.
5. Long-term obligations:

The liabilities reported in the government-wide financial statements include the general and special
obligation bonds, long-term notes, other long-term liabilities, such as vacation, sick leave, claims and
judgments, long-term liabilities to other governmental entities and third parties, and landfill postclosure
care costs. Bond issuance costs are reported in the government-wide financial statements as deferred
charges and amortized over the term of the related debt using the straight-line method.

In the fund financial statements, governmental fund types recognize bond issuance costs during the
current period. The face amount of debt issued is reported as other financing sources, while bond
issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
expenditures in the general fund.

6. Compensated absences:

Employees accumulate vacation leave at a rate of 2.5 days per month up to a maximum of 60 days.
Unpaid vacation time accumulated is fully vested to the employees from the first day of work. All
vacation pay and salary related benefits are accrued when incurred in the government-wide financial
statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of 90 days. Upon
retirement, an employee receives compensation for all accumulated and unpaid sick leave at the
current rate, if the employee has at least 10 years of service with the Municipality. Al sick leave pay
and salary related benefits are accrued when incurred in the government-wide financial statements
when the employee meets such criteria.

7. Claims and judgments:

The estimated amount of the liability for claims and judgments, which is due on demand, such as from
adjudicated or settled claims, is recorded in the general fund when the liability is incurred.
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MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

8. Reservations of fund balance:

Reservations of fund balance in the fund financial statements represent portions of fund balances that
are legally segregated for a specific future use or are not appropriated for expenditure. The
Municipality has the following reservations of fund balance:

a. Intergovernmental and Inventories - Represent fund assets that do not represent
available financial resources.

b. Debt Service Fund - Represents net assets available to finance future debt service
payments.

c. Capital Projects - Represent the reservation of amounts to be used for future

expenditures of capital projects under contracts and other commitments. These
committed amounts generally will become liabilities in future periods as the projects are
completed.

d. Encumbrances - Represent future expenditures under purchase orders, contracts and
other commitments. These committed amounts generally will become liabilities in future
periods as the goods or services are received.

9. Interfund and intra-entity transactions:
The Municipality has the following types of transactions among funds:

a.  Transfers - Legally required transfers that are reported when incurred as “Transfers-in" by
the recipient fund and as “Transfers-out” by the disbursing fund.

b. Intra-Entity Transactions - Transfers between the funds of the primary govemment are
reported as interfund transfers with receivables and payables presented as amounts due to
and due from other funds.

10. Risk financing.

The Municipality carries commercial insurance to cover property and casualty, theft, tort claims and
other losses. Insurance policies are negotiated by the Puerto Rico Treasury Department and costs
are allocated among all the municipalities of Puerto Rico. Cost of insurance allocated to the
Municipality and deducted from the gross property tax collections by the CRIM for the year ended
June 30, 2007 amounted to approximately $9.4 million. The current insurance policies have not been
cancelled or terminated. CRIM also deducted approximately $8.4 million for workers compensation
insurance covering all municipal employees for the year ended June 30, 2007.

11. Direct charges:

Pursuant to and determined by an internal cost allocation plan certain costs initially borne by the
General Fund are then billed as direct charges to other funds of the Municipality. Revenues from
these charges are accounted for in the government-wide Statement of Activities as general
government and in the Statement of Revenues, Expenditures and Changes in Fund Balances (Deficit)
as charges for services in the general fund. The corresponding expenses appear as function/program
costs in the Statement of Activities.

12. Future adoption of accounting pronouncements:
The GASB has issued the following statements that have effective dates after June 30, 2007:

a. GASB Statement No. 43, Financial Reporting for Postemployment Benefit Plans Other Than
Pension Plans, which is effective for periods beginning after December 15, 2008.




MUNICIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

b. GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefit Other Than Pension Plans, which is effective for periods beginning
after December 15, 2007.

c. GASB Statement No. 48, Sales and Pledges of Receivables and Future Revenues and Infra-
Entity Transfers of Assets and Future Revenues, which is effective for periods beginning
after December 15, 2007.

d GASB Statement No. 49, Accounting and Financial Reporting for Pollution Remediation
Obligations, which is effective for periods beginning after December 15, 2007.

e. GASB Statement No. 50, Pension Disclosures, which is effective for periods beginning after
June 15, 2007.

f GASB Statement No. 51, Accounting and Financial Reporting for Intangible Assets, which is
effective for periods beginning after June 15, 2009.

The impact of these statements on the Municipality's basic financial statements has not yet been
determined.

3. Deposits

Under Commonwealth of Puerto Rico statutes, public funds deposited in commercial banks must be fully
collateralized for the amount deposited in excess of federal depository insurance. All securities pledged as
collateral are held by the Secretary of the Treasury of Puerto Rico. In addition, the Municipality maintains
deposits with the Government Development Bank for Puerto Rico (“GDB"). The Municipality has no policy
regarding custodial credit risk for deposits.

The Municipality's bank balances in commercial banks of approximately $59.3 million, $25.0 million and $29.4
milion in the general fund, the loan guarantee and other governmental funds, respectively, were fully
collateralized at June 30, 2007.

Other governmental funds' deposits with GDB at June 30, 2007 amounted to approximately $98.1 million of
which $96.2 million are reserved principally for capital projects, and the $50.0 million in the debt service fund
are unsecured and uncollateralized, as no collateral is required to be carried by governmental banks. Also,
other deposits at GDB in the general fund at June 30, 2007 of approximately $3.8 million are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

4. Receivables
A. Municipal license Tax

The Municipality imposes a municipal license tax on all businesses that operate within the Municipality,
which are not totally or partially exempt from the tax pursuant to the Industrial Incentives Acts of the
Commonwealth of Puerto Rico. This is a self-assessed tax based on the business volume in gross sales
as shown in the tax return that is due five working days after April 15 of each year. Entities with sales
volume of $1 million or more must include audited financial statements together with the tax return. During
the fiscal year ended June 30, 2007, the tax rates were as follows:

e Financial business - 1.50% of gross revenues

e  Other organizations - 0.20% for annual revenues up to $1,000,000, and 0.50% over such
volume.
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This tax is due in two equal installments on July 15 and January 15 of each fiscal year. A discount of 5%
is allowed when full payment is made on or before five working days after April 15. Municipal license tax
receivable represents filed municipal license tax retumns that were uncollected as of June 30, 2007.
Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year are recorded as
deferred revenues.

B. Sales Tax

The Municipality imposes a sales and usage within the territorial limits of the Municipality. This tax
consists of one percent (1%) on the sale price of a taxable item or on the purchase price of all usage,
storage or consumption of a taxable item. It is a self-assessed tax and collected monthly in a tax return
that is due twenty calendar days after the end of each month.

Sale tax receivable represents filed sales tax returns that were collected subsequent to June 30, 2007, but
pertaining to current year period.

C. Intergovernmental Receivables

Intergovernmental receivables in the general fund consist of the amount due from CRIM and the amount
due from PREPA. The amount due from CRIM represents the estimated amount of real and personal
property taxes levied but not yet collected by the CRIM on behalf the Municipality. The amount due from
PREPA represents the amount resulting from the revenues the Municipality is entitled to receive from
PREPA in lieu of payment of taxes.

The amounts receivable from other governmental entities are as follows:

Due from CRIM, net of allowance for doubtful acco

Due from PREPA 22,799,271
Due from federal and local governments 906,615
Total intergovernmental receivables $ 51,505,886

Amount presented in the debt service fund represents the special ad valorem tax restricted for debt
service collected by the CRIM on behalf of the Municipality during 2007.
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Notes to Financial Statements
As of June 30, 2007

Intergovernmental receivables in other governmental funds represent principally expenditures incurred
through the assignment of federal grants or awards not yet reimbursed by the federal and local
governments. Following is a detail of the intergovernmental receivable:

B B oy A

HIV Emergency Relief Formula Grant
Community Services Block Grant
Community Development Block Grant
Workforce Investment Act

Housing Opportunities for Persons with AIDS
Homeland Security

Project Safe Neighborhoods

Special Program for Aging — Title 11l

Risk Reduction

Supportive Housing Program

Home Investment Homeownership
Childhood Immunization Grant

State Federal Justice

Section 8 Moderate Rehabilitation
Emergency Shelter Grants

Health Center Grants for Homeless Population
Gang Resistance Education & Training
Others

Total

D. Other

$ 4,992,178
3,202,382
1,679,992
1,521,991

597,034
592,448
585,748
465,340
424,195
298,276
256,487
250,300
248,467
238,582
193,256
108,479
104,665
792,354

$ 16,552,174

Other accounts receivable as of June 30, 2007, net of allowance for doubtful account of $1,184,621, are
as follows:

'f‘}ﬁi‘;ﬁ” it -' “t!‘.:‘é-

Land developers $ 10,445,000
Medical Plans 4,600,000
Construction permits 4,639,946
Interests 402,142
Rent 367,388
Other 1,589,864

Total other receivables $ 22,044,340

pRA Sl P o i — T Rl eIl %

10,445,000
- 4,600,000
- 4,639,946
- 402,142
- 367,388
162,370 1,752,234

$ 162,370 $ 22,206,710
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5.  Interfund Transactions

Interfund receivables and payables at June 30, 2007 are summarized as follows:
A.  Due fromito other fund

General $ 7,344,666 $ = $ 40,529,607 $47,874,273

Loan Guarantee - - 23,184 23,184
Other Governmental - - 2,902,960 2,902,960
Total $ 7,344,666 $ - $ 43,455,751 $ 50,800,417

1. Debt Service Fund:

Act. No. 64 of 1996, as amended, authorized municipalities to withdraw the excess of ad valorem
taxes over the actual debt service requirement. As of June 30 2007, there were approximately $7.3
million of such excess as due from other funds in the general fund.

2 Loan Guarantee and Other Governmental Funds:

The Municipality handles all disbursements through the general fund bank accounts, except for certain
disbursements of other governmental funds which are handled through GDB bank accounts.
Accordingly, the outstanding balances between funds resulted mainly from the time lag between the
dates that (1) interfund goods and service are provided or reimbursable expenditures occur, (2)
transactions are recorded in the accounting system, and (3) payments between funds are made.

B. Transferin (out)

Act. No. 64 of 1996, as amended, authorized municipalities to withdraw the excess of ad valorem taxes
over the actual debt service requirement. During June 2007 approximately $13.9 million was withdrawn
and transferred to the general fund for working capital purposes.
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6. Capital Assets

Notes to Financial Statements
As of June 30, 2007

Capital assets are primarily funded through the issuance of long-term bonds and notes. Capital assets activity
for the year ended June 30, 2007 was as foliows:

Capital asset, not being depreciated.
Land $ 54388487 § 408129 § $ (1 $ 54,796,615
Works of art 2,224,365 - . 2,224,365
Construction in progress 111,881,592 (79.400,732) 31,277 841 - 63,758,701
Total capital assets not being deprecialed 168,494,444 (78,992,603) 31,277,841 (1) 120,779,681
Capital assets, being depreciated:
Buildings and building improvements 300,956,777 27,166,545 585,677 328,708,999
Site improvements 149,009,031 - - - 149,009,031
Infrastructure 100,143,343 51,826,058 147,313 - 152,116,714
Equipment and vehicles 76,729,163 2,772,379 (1,519,998) 77,981,544
Intangible 3,825,426 - 3,825,426
Total capttal assets being depreciated 630,663,740 78,992,603 3,505,369 (1,519,998) 711,641,714
Less accumutated depreciation for:
Buildings and building improvements (99,966,174) (13,278,589) (113,244,763)
Site improvements (59,171,904) (8,067,571) (67,239,475)
Infrastructure {33,679,003) (4,315,668) - (37,994,671)
Equipment and vehicles (66,890,938) (4,290,116) 208,054 (70,973,000)
Intangible (2,295,258) (382,543) (2,677,801}
Total accumulated depreciation (262,003,277) - {30,334,487) 208,054 (292,129,710)
Total capital assets being depreciated, net 368,660,463 78,992,603 (26,829,118) (1,311,944) 419,512,004
Govemmental activities capital assets, net $ 537154907 % - $ 4448723 § (1,311,945) $ 540,291,685
@ Faaa)
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Depreciation expense was charged to functions/programs of the Municipality as follows:

General government $ 3,344,227
Public safety 1,646,583
Public works 2,170,673
Culture and recreation 6,399,008
Health and welfare 5,864,282
Urban development 5,391,871
Economic development 5,099,129
Education 418,714
Total depreciation expense - governmental activities $ 30,334,487

7. Property Taxes

The personal property tax is self assessed by the taxpayer on a return, which is to be filed by May 15 of each
year with the CRIM, a governmental entity created by the Commonwealth of Puerto Rico. Real property tax is
assessed by the CRIM on each piece of real estate and on each building.

The assessment is made as of January 1 of each year and is based on current values for personal property
and on estimated values as of 1957 for real property tax. The tax on personal property must be paid in full
together with the return by May 15. The tax on real property may be paid in two installments by July 1 and
January 1.

The CRIM is responsible for the billing and collections of real and personal property taxes on behalf of all the
municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the CRIM informs the Municipality of
the estimated amount of property tax expected to be collected for the ensuing fiscal year. Throughout the year,
the CRIM advances funds to the Municipality based on the initial estimated collections. The CRIM is required
by law to prepare a settlement statement on a fiscal year basis, whereby a comparison is made between the
amounts advanced to the Municipality and amounts actually collected from taxpayers. This settlement has to
be completed on a preliminary basis not later than three months after fiscal year-end, and a final settlement
made not later than six months after year-end. If the CRIM remits to the Municipality property tax advances,
which are less than the tax actually collected, a receivable from the CRIM is recorded at June 30. However, if
advances exceed the amount actually collected by the CRIM, a borrowing from CRIM is recorded at June 30.
The difference between the advances and the final settlement from CRIM for fiscal year 2007 resulted in a
receivable of approximately $2.0 million.

Residential real property occupied by its owner is exempt by law from the payment of property taxes on the first
$15,000 of the assessed value. For such exempted amounts, the Puerto Rico Treasury Department assumes
payment of the basic tax to the Municipalities, except for property assessed at less than $3,500 for which no
payment is made. As part of Law No. 83 of August 30, 1991, as amended, the exempt amount to be paid by
the Puerto Rico Treasury Department to the Municipalities was frozen as of January 1, 1992. In addition, the
law grants a tax exemption from the payment of personal property taxes of up to $50,000 of the assessed
value to retailers having annual net sales of less than $150,000.

The annual tax rate for fiscal year 2007 is 9.03% for real property and 7.03% for personal property of which
1.03% of both tax rates are for the redemption of public debt issued by the Commonwealth of Puerto Rico. The
Commonwealth also contributes an annual tax rate of 0.2% of the property tax collected. The remaining
percentage is distributed as follows: (a) 6.0% and 4.0%, respectively, represents the Municipality's basic

: ¢ -
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property tax rate, which is appropriated for general purposes and accounted for in the general fund. A portion
of such amount is deposited in an equalization fund together with a percentage of the net revenues of the
Puerto Rico electronic lottery and a subsidy from the Commonwealth of Puerto Rico. From such fund, a
distribution is made to all municipalities; (b) 2.00% represents the special ad valorem tax restricted for debt
service and accounted for in the debt service fund.

8. Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities at June 30, 2007 are summarized as follows:
T Y A . !\?— .- i S e i h " 1

A i Fund CTORURG 2l S

Accounts payable  $ 69,283, $ 6,069,471 16,429,626

Accrued liabilities 4,200,644 - - 4,200,644
Total $ 73,484,011 $ - $ 6,069,471 $ 16,429,626 $ 95,983,108

9. Deferred Revenues

A. Municipal License Tax

The deferred revenues of approximately $127.4 million in the general fund at June 30, 2007 relates to
municipal license tax collected in fiscal year 2007 that will be earned in fiscal year 2008.

B. Federal Government

The deferred revenues presented in other governmental funds represent the portion of federal grants
received for which qualifying expenditures have not been incurred. Deferred revenues from the federal
government are as follows:

B SRR MR T 15, )
ESE L

Section 8 Housing Choice Vouchers $1,935,407
Head Start 1,444,606
Cancer Investigation 566,302
Public Safety Partnership & Community Policing Grant 499,825
Law Enforcement Block Grant 489,792
Department of Treasury Equitable Sharing 259,364
Lower Income Housing Assistance Program - Section 8 Moderate Rehabilitation 122,742
Maternal Child and Health Services Block Grant 122,337
Others 404,529
Total $5,844,904

@Aquino, DeCérdova, Alfaro & Co., LLP SRS
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10. Long-Term Debt

Long-term liability activity for the year ended June 30, 2007, was as follows:

Bonds payable $ 367,075,000 $44,941,000 $ (27,222,000 $ 384,794,000 $29,067,000
Mortgage payable 5,284,704 - (242,816) 5,041,888 264,279
Notes payable 156,447,677 3 {5.604,063) 150,843,614 5,918,007
Borrowings from CRIM 38,050,869 o (6,100,534) 31,950,335 6,814,280
Obligations under capilal leases 3,015,927 - (1,215,520) 1,800,407 1,143,394
Compensated absences 38,206,622 1,126,212 (9,050,176) 30,282,658 2,500,000
Nel pension obfigation : 128,543,234 {27,000,000) 101,543,234 20,776,551
Claims and judgments 5,500,000 - - 5,500,000 1,000,000
Landfill obligation 19,200,000 2,400,000 {900,000) 20,700,000 900,000
Other fiabilities - 3,600,000 - 3,600,000

Total $ 632,780,799 $ 180,610,446 $ (77.335,109) $ 736,056,136 $ 68,383,511

A. Legal Debt Margin

The Municipality is subject to a legal debt margin requirement, which is equal to 10% of the total
assessment of property located within the Municipality plus the balance of the special ad valorem taxes in
the debt service fund. In addition, before any new bonds are issued, the revenues of the debt service fund
should be sufficient to cover the projected debt service requirement. Total property assessed value at June
30, 2007 amounted to approximately $4.2 billion. Long-term debt, except for the bonds payable, is paid
with unrestricted funds.

B. Bonds Payable

The Municipality issues general obligation bonds mainly to provide funds for the acquisition and
construction of major capital facilities. During fiscal year 2007, the Municipality issued bonds for
approximately $44.9 million. Bonds payable outstanding at June 30, 2007 are as follows:

T SRS TR

2007 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $13.8 million due in annual
instaliments of $320,000 to $1,260,000, through July 1, 2026; with interest
ranging from 6.50% to 7.50% $ 13,475,000

2007 general obligation bonds for the first payment of the early retirement
termination benefit with an original amount of $22.6 million due in annual
instaliments of $357,000 to $1,812,000, through July 1, 2031; with interest
ranging from 6.60% to 7.00% 22,224,000

2007 general obligation bonds for the acquisition of various capital assets
with an original amount of $1.6 million due in annual installments of $270,000
to $365,000, through July 1, 2011; with interest ranging from 6.80% to 7.50% 1,310,000
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‘Outstanding

2006 general obligation bonds for the acquisition of various capital assets
with an original amount of $7.0 milion due in annual instaliments of
$1.215,000 to $1,590,000, through July 1, 2011; with interest ranging from
7.00% to 7.50% 5,770,000

2005 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $18.6 million due in annual
instaliments of $480,000 to $1,585,000, through July 1, 2025; with interest
ranging from 4.23% t0 5.31% 17,630,000

2005 general obligation bonds for the acquisition of various capital assets with
an original amount of $6.0 million due in annual instaliments of $720,000 to
$1,020,000, through July 1, 2012; with interest ranging from 4.23% to 4.73% 4,555,000

2004 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $18.9 million due in annual
instaliments of $570,000 to $1,450,000, through July 1, 2024, with interest
ranging from 4.17% to 5.28% 17,145,000

2004 serial bonds for the acquisition of various capital assets with an original
amount of $2.0 million due in annual installiments of $365,000 to $445,000,
through July 1, 2009; with interest ranging from 4.17% to 4.38% 865,000

2004 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $10.1 million due in annual
instaliments of $500,000 to $870,000, through July 1, 2019; with interest
ranging from 3.28% to 4.80% 8,485,000

2004 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $22.2 million due in annual
instaliments of $815,000 to $1,130,000, through July 1, 2027; with interest
ranging from 2.76% to 5.31% 19,700,000

2003 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $12.8 million due in annual
instaliments of $415,000 to $620,000, through July 1, 2028; with interest
ranging from 1.61% to 4.00% 11,115,000

2003 general obligation bonds for the acquisition of various capital assets with
an original amount of $3.8 million due in annual instaliments of $515,000 to
$565,000, through July 1, 2010; with interest ranging from 1.61% to 4.00% 1,670,000

2001 serial bonds for the construction and improvements of various capital
assets with an original amount of $55.6 million due in annual instaliments of
$760.000 to $4,825,000, through July 1, 2026; with interest ranging from
2.70% to 5.60% 49,995,000

r———

@ Aquino, DeCérdova, Alfaro & Co., LLP |L 3B !

__._.r_-.._..,.‘



MUNICGIPALITY OF SAN JUAN, Notes to Financial Statements
CAPITAL CITY OF PUERTO RICO As of June 30, 2007

2001 serial bonds for the acquisition of various capital assets with an original
amount of $10.2 million due in annual installments of $475,000 to $1,195,000,
through July 1, 2013; with interest ranging from 2.70% to 6.13% 5,950,000

2000 serial bonds for the construction and improvements of various capital
with an original amount of $25.4 million due in annual instaliments of $970,000
to $2,680,000, through July 1, 2015; with interest ranging from 2.70% to
7.81% 16,835,000

1999 general obligations bonds for the construction and improvements of
various capital assets with an original amount of $65.0 miflion due in annual
installments of $1,740,000 to $5,885,000, through July 1, 2018; with interest
ranging from 4.87% to 6.46% 47,195,000

1999 serial bonds for the construction and improvements of various capital
assets with an original amount of $70.7 million due in annual instaliments of
$2,810,000 to $7,255,000, through July 1, 2013; with interest ranging from
4.87%1t06.11% 36,990,000

1999 general obligations bonds for the construction and improvements of
various capital assets with an original amount of $67.3 million due in annual
installments of $1,980,000 to $6,260,000, through July 1, 2016; with interest
ranging from 4.87% to 6.34% 43,610,000

1998 serial bonds for the construction and improvements of various capital
assets with an original amount of $51.4 million due in annual installments of
$1,190,000 to $4,695,000, through July 1, 2017; with interest ranging from
4.87%106.71% 34,635,000

1998 general obligations bonds for the construction and improvements of
various capital assets with an original amount of $18.3 million due in annual
installments of $350,000 to $1,605,000, through July 1, 2019; with interest
ranging from 4.87% to 6.71% 13,310,000

1996 serial bonds for the construction and improvements of various capital
assets with an original amount of $27.0 million due in annual installments of
$885,000 to $2,830,000, through July 1, 2011; with interest ranging from
4.70% t0 6.63% 10,120,000

1996 general obligations bonds for the construction and improvements of
various capital assets with an original amount of $10.2 million due in annual
installments of $420,000 to $1,150,000, through July 1, 2009; with interest
ranging from 4.87% to 6.75% 2,210,000

Total $384,794,000
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These bonds are payable from the special ad valorem property tax of 2.00%, which is restricted for debt
service and retained by GDB for such purposes.

Annual debt service requirements to maturity for bonds payable are as follows:

2008
2009
2010
2011
2012
2013 - 2017
2018 - 2022
2023 - 2027
2028 - 2030

Total
C. Mortgage Payable

§ 29,067,000

31,034,000
31,442,000
32,988,000
30,126,000
106,393,000
65,208,000
48,230,000
10,306,000

$ 20,644,509

19,030,539
17,325,239
15,530,609
13,768,101
39,252,032
23,903,331
10,007,287

1,525,905

$ 384,794,000

$ 160,987,552

The mortgage loan payable to the federal government bears interest at 8.5% and is secured by the Federal
Housing Administration and by a first mortgage on rental property. Principal and interest are payable from
the proceeds of the rent collected from the tenants. The Federal government provides housing assistance
payments to qualified tenants to subsidize most of the monthly rent. This housing project is administered by

a private entity.

Aggregate annua

2012
2013 - 2017
2017 - 2019

Total
D. Notes Payable

PR T

| maturities of the mortgage payable are as follows:

TTRIT

s 264279

$ 418,422

287,639 395,062

313,065 369,637

340,736 341,965

370,854 311,847
2,407,899 1,005,607
1,057,416 80,402

$ 5,041,888 $ 2,922,942

During November 2004, the Municipality issued a special obligation refunding note with a commercial bank
for approximately $40 million to refinance certain notes payable to GDB. The note bears interest at 90-day
London Interbank Offering Rate (“LIBOR") plus 1.25% (6.61% at June 30, 2007) and is payable semi-
annually, and matures at various dates through July 1, 2029. The note will be repaid through withholdings

of property tax advances by CRIM.

During May 2005, the Municipality issued a note payable to GDB for approximately $17.3 million. The note
is payable in annual installments ranging from $1.4 to $2.1 million through July 2014 and bears interest at
1.25% over 90-day LIBOR with a minimum of 5% and maximum of 12% (6.61% at June 30, 2007). The
proceeds of the note were used principally to pay debt incurred in prior years.

@ Aquino, De Cér(lova, Alfaro & Co., LLP
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During June 2006, the Municipality issued a note payable for $31.4 million. The note is payable in annual
installments through July 2030 ranging from $0.5 to $2.4 million and will bear interest at 90-day LIBOR plus
1.25 percent (6.61% at June 30, 2007). The proceeds of the note were used principally to pay debt
incurred in prior years.

In addition, the Municipality entered into a loan agreement with the US Department of Housing and Urban
Development under a Variable Rate Note guaranteed pursuant to Section 108 of the Housing and
Community Development Act of 1974, as amended. The note was issued to finance the future acquisition
and construction of major capital facilities, and allows borrowings up to a maximum of $72,515,000. There
were no borrowings made during fiscal year 2007. The borrowings are payable in annual installments,
mature at various dates through July 2022 and bear interest at 0.2% over 90-day LIBOR (5.38% at June

30, 2007).

The notes are payable as follows:

R0 Y yhgat

"~ 2008

RN T

§ 7712972

$ 5,918,007
2009 6,239,789 7,447,094
2010 6,584,574 7,153,634
2011 6,957,536 6,833,374
2012 7,333,858 6,457,694
2013 - 2017 36,188,050 26,768,425
2018 - 2022 42,289,769 16,799,134
2023 - 2027 26,847,900 6,550,680
2028 - 2030 12,484,131 941,433
Total $ 150,843,614 $ 86,664,440
Borrowings from CRIM

This amount represents the balance owed to CRIM at June 30, 2007, from the excess of property tax
advances over actual collections during fiscal years ended June 30, 1992, 1999, 2000 and 2005.

On December 31, 1992, the Municipality entered into a non-interest bearing agreement with the
Commonwealth of Puerto Rico for the repayment of excess property tax advances. As of June 30, 2007,
the related unpaid property tax advances presented in the statement of net assets amounted to
approximately $5.5 million.

On January 26, 2000, Public Law No. 42 was enacted, which authorized CRIM to obtain a loan of up to
$200 million, to allow for the financing of the debt that the Municipalities of Puerto Rico have with CRIM
arising from final settlements of property tax advances versus actual collections for fiscal years 1999 and
2000. The amounts that the Municipalities will collect from the additional property taxes resulting from the
increases in the subsidy from the Central Government to the Municipalities are assigned through this law to
repay such loan. The increase in this subsidy was the result of the Public Law 238, enacted on August 15,
1999.

During September 2002, the Municipality entered into a repayment agreement with the GDB and CRIM to
repay the remaining $27.4 million of excess property tax advances from fiscal years 1999 and 2000. The
CRIM will retain the principal and interest from the property tax advances. The amounts retained by CRIM
will be remitted to GDB on July 1 of each year through July 1, 2032. The outstanding balance as of June
30, 2007 approximates $26.0 million. The repayment agreement bears interest at a fixed interest rate of
6.19%.

2




MUNICIPALITY OF SAN JUAN,
CAPITAL CITY OF PUERTO RICO

Notes to Financial Statements
As of June 30, 2007

During the fiscal year ended June 30, 2005, advances of property taxes exceeded the amounts actually
collected by CRIM by approximately $5.8 million. CRIM retained approximately $2.9 million of such excess
from the 2006-07 property tax advances and the remaining balance will not bear interest.

During the fiscal year ended June 30, 2006, advances of property taxes exceeded the amounts actually
collected by CRIM by approximately $687,000. CRIM will retain such excess from the 2007-2008 property
tax advances and the repayment will not bear interest.

The borrowings are payable as follows:

2008 $ 6,814,280 $ 1,576,190
2009 476,181 1,548,040
2010 506,101 1,518,120
2011 537,900 1,486,321
2012 571,697 1,452,253
2013 - 2017 3,444,623 6,676,481
2018 - 2022 4,671,594 5,449,511
2023 - 2027 6,335,610 3,725,494
2028 - 2031 8,592,349 1,678,257
Total $ 31,950,335 $ 25,010,667

Obligations Under Capital Leases

The Municipality has entered into various capital lease agreements to finance the acquisition of equipment
mainly related to the implementation of information systems. These lease agreements qualify as capital
leases for accounting purposes and, therefore, have been recorded at the present value of their future
minimum lease payments as of the inception date. At June 30, 2007, the capitalized asset amounting to
approximately $21.2 million is recognized as equipment in the statement of net assets.

During July 2003, the Municipality entered into a non-revolving line of credit with a commercial bank for
$5.5 million. The line of credit matures in five years and bears interest at a fixed interest rate of 3.85%.
Outstanding balance of line of credit amounted to approximately $3.0 million at June 30, 2007. The
proceeds of the line were use for the improvements to the data processing network and for the acquisition
of medical equipment.

The future minimum lease obligations and the net present value of these minimum lease payments as of
June 30, 2007, were as follows:

T o oy

2008 $ 1,191,072
2009 637,752
2010 28,369
Total minimum lease payments 1,857,193
Less amount representing interest (ranging from
1.66% to 7.40%) 56,786
Present value of minimum lease payments $ 1,800,407
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G. Compensated Absences

The government-wide statement of net assets includes approximately $17.5 million, $10.6 million and $2.2
million of accrued vacation benefits, accrued sick leave benefits and payroll related benefits, respectively,
representing the Municipality's commitment to fund such costs from future operations.

H. Net Pension Obligation

The amount reported as net pension obligation of approximately $101.5 million represents the amount
owed by the Municipality for the unfunded required pension contribution to the pension plan and the
unfunded cost for the early voluntary retirement termination benefit as described in Notes 11 and 12,
respectively. The net pension obligation has been recorded as a liability in governmental activities in the
accompanying statement of net assets.

l.  Landfill Obligation

State and federal laws and regulations require the Municipality to place a final cover on the Municipality's
landfill site when it stops accepting waste and to perform certain maintenance and monitoring functions at
the site for 30 years after closure. In December 2000, the Municipality's landfill facilities were closed.
Based on current costs, the preliminary annual estimate of postclosure costs has been assessed to be
approximately $900,000 for a period of approximately 23 years. The balance of postclosure costs of $20.7
million is reported in the statement of net assets. Actual costs may be different due to inflation, changes in
technology, or changes in laws and regulations.

J.  Other Liabilities

Other liabilities represent the amount accrued for possible claims arising from federal cost disallowances
as a result of prior audits of federal financed program.

11. Pension Plan

Employees of the Municipality participate in the Employees’ Retirement System of the Commonwealth of
Puerto Rico and its Instrumentalities (the “System”). The System is cost-sharing multi-employer defined
benefit pension plan sponsored by the Commonwealth of Puerto Rico under the terms of Act No. 447 of 1951,
as amended. Participation is mandatory for regular employees. The System issues a publicly available
financial report that includes its financial statements and required supplementary information.

Members who have attained at least 55 years of age and have completed at least 25 years of creditable
service or members who have attained at least 58 years of age and have completed at least 10 years of
creditable service are entitled to an annual benefit, payable monthly for life.

The amount of the annuity shall be 1.5% of the average salary, as defined, multiplied by the number of years
of creditable service up to 20 years, plus 2% of the average salary, as defined, multiplied by the number of
years of creditable service in excess of 20 years. In no case will the annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the Merit
Annuity. Participants who have not attained 55 years of age will receive up to a maximum of 65% of the
average salary, as defined, or if they have attained 55 years of age will receive up to a maximum of 75% of the
average salary, as defined. Disability retirement benefits are available to members for occupational and non-
occupational disability up to a maximum benefit of 50% of the average salary, as defined. However, for non-
occupational disability, a member must have at least 10 years of creditable service.

Act No. 1 of 1990 made certain amendments applicable to new participants joining the System effective
April 1, 1990. These changes consist principally of the establishment of contributions at 8.275% of their
monthly gross salary, an increase in the retirement age to 65, a decrease in the annuity benefit to 1.5% of the
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average salary, as defined, for all years of creditable service, a decrease in the maximum disability, and death
benefits annuities from 50% to 40% of average salary, as defined, and the elimination of the Merit Annuity for
participants who have completed 30 years of creditable service.

The contribution requirements for both employees and employers are established by law and are not
actuarially determined. Employees are required to contribute 5.775% or 8.275% of their monthly gross salary.
The Municipality is required to contribute 9.275% of its employees' gross salaries.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the System, was
enacted with the purpose of establishing a new pension program (System 2000). System 2000 became
effective on January 1, 2000. Employees participating in the current system as of December 31, 1999, may
elect either to stay in the defined-benefit plan or transfer to the new program. Persons joining the government
on or after January 1, 2000, will only be allowed to become members of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this new plan,
there will be a pool of pension assets, which will be invested by the System, together with those of the current
defined-benefit plan. Benefits at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the employees’ contribution {with a
minimum of 8.275% of the employees' salary up to a maximum of 10%) will be invested in an account which
will either: (1) earn a fixed rate based on the two-year Constant Maturity Treasury Note, or (2) eam a rate
equal to 75% of the return of the System’s investment portfolio (net of management fees), or (3) eam a
combination of both alternatives. Participants receive periodic account statements similar to those of defined
contribution plans showing their accrued balances. Disability pensions are not being granted under System
2000. The employers’ contributions (9.275% of the employees’ salary) will be used to fund the current plan.

System 2000 reduces the retirement age from 65 years to 60 years for those employees who joined the
current plan on or after April 1, 1990.

Funding Policy

Contribution requirements are established by law and are as follows:
Municipality 9.275% of gross salary
Employees:

Hired on or before March 31, 1990 5.775% of gross salary up to $6,600
8.275% of gross salary over $6,600
Hired on or after April 1, 1990 8.275% of gross salary

Total employee contributions to the above-mentioned plans during the year ended June 30, 2007 amounted to
approximately $11.3 million. The Municipality’s contributions during the years ended June 30, 2007, 2006 and
2005 amounted to approximately $11.9 million, $13.0 million, and $13.1 million, respectively. These amounts
represented 100% of the required contribution for the corresponding year. Additionally, changes made in the
types and amounts of benefits offered by special laws and costs of living adjustments, led to a one-time
recommended contribution of $8,543,234 to fund the retroactive adjustment related to the changes.

The Municipality follows the provisions of GASB No. 27, Accounting for Pensions by State and Local
Govemmental Employers, which requires employers that participate in cost-sharing multi-employer defined-
benefit pension plans to recognize pension expenditures/expense equal to the employer's contractually
required contributions and a liability for unpaid contributions.

Additional information on the System is provided in its financial statements for the year ended June 30, 2007,
a copy of which can be obtained from the Employees’ Retirement System of the Commonwealth of Puerto
Rico and its Instrumentalities, PO Box 42003, San Juan, PR 00940-2003.
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Annual Pension Cost

The Municipality recommended contribution, pension cost and increase in net pension obligation for the year
ended June 30, 2007, is as follows:

G R maunt’
Annual required contribution 1,926,909
Adjustment to annual required contribution 8,543,234
Annual pension cost 20,470,143
Contributions made (11,926,909)
Increase in net pension obligation 8,543,234
Net pension obligation, beginning of year
Net pension obligation, end of year $ 8,543,234

12. Voluntary Termination Benefit

In addition to the pension benefits described above, the Municipality offered a voluntary early retirement
program (the Program) in accordance to Resolution No. 41, Series 2006-2007. This Program was offered to
employees who currently participate in the in the System and had completed 25 years of creditable service.
All eligible employees must have notified the Municipality on or before November 21, 2006 of their intention to
retire on December 31, 2006. The retirees will receive the full benefit of 75% of their average salary, as
described in Note 11 of these financial statements. As of June 30 2007, nine hundred fifty-four (954)
employees elected to participate in the Program.

The cost of the Program is estimated to be approximately $120 million which is the difference between the
present value of the accelerated benefits of the Program and the present value of the benefits under the terms
of Act No. 447 of 1951. Under the accrual basis of accounting, a liability and expense of $120 million was
recognized on the statement of net assets and statement of activities, respectively. Under the modified
accrual basis of accounting, the expenditure will be recognized, in the fund statements, when the liability is
expected to be liquidated with expendable available financial resources.

Also, the Municipality entered into an agreement with the System to determine the Municipality's funding
requirements for the cost of the Program. The Municipality's annual funding requirements are:

R RS B T %{F}i T

2007 § 27,000,00

22.5% $ 27,000,000 $ 3
2008 18,000,000 15.0% - 18,000,000
2009 - 0.0% - -
2010 28,800,000 24.0% - 28,800,000
2011 24,000,000 20.0% - 24,000,000
2012 22,200,000 18.5% - 22,200,000
$ 120,000,000 100.0% $ 27,000,000 $ 93,000,000

The Municipality has made its required contribution to the Program for the year ended June 30, 2007.
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13. Net Assets
Net assets invested in capital assets, net of related debt is comprised of the following:

_ Amount
Capital assets, net of accumulated depreciation $ 540,291,685
Outstanding balance on capital related debt (439,242,295)
Unspent capital debt proceeds 90,654,766
Total invested in capital assets, net of related debt $ 191,704,156

14. Risk Management

The Risk Management Division of the Municipality is responsible of assuring that the Municipality's property is
properly insured. Annually, the Risk Management Division compiles the information of all property owned and
its respective market value. After evaluating this information, the Risk Management Division submits the data
regarding the Municipality's properties to the Area of Public Insurance at the Department of the Treasury of the
Commonwealth of Puerto Rico who is responsible for purchasing all property and casualty insurance policies of
all municipalities. Settled claims have not exceeded commercial coverage in any of the past three fiscal years.

The Municipality maintains a claims-made policy since October 15,1990 for the purpose of providing
professional and patient care liability insurance with liability limits of $300,000 for each medical incident and $2
million for aggregate incidents. The Municipality also obtained tail insurance coverage for incidents incurred
but not reported prior to October 14, 1990.

15. Commitments
A. Operating Leases

The Municipality leases real property, buildings, vehicles and equipment under several operating lease
agreements, which generally have terms of one year or less and are automatically renewed for the same
terms. Rental expenditures recorded in the general fund and in other governmental funds for the year
ended June 30, 2007, amounted to approximately $5.1 million and $2.0 million, respectively. Management
believes that the summary of the future minimum rental commitments under noncancelable real property
and equipment lease with terms exceeding one year is not significant.

B. Construction

The Municipality had commitments at June 30, 2007 of approximately $81.6 million for the construction,
improvements, or renovation of several municipal facilities.

C. Electric Energy Infrastructure

Law No. 83 of May 1941, as amended, established that PREPA will pay a contribution to the municipalities
equal to 7 percent of PREPA's net income in lieu of taxes. In May 2004, PREPA entered into an
agreement to settle balances owed to all municipalities for previous years. As part of this agreement,
PREPA paid approximately $10 million to the Municipality during fiscal year 2004. In addition, PREPA will
absorb the cost of approximately $8.4 million for future electric energy construction of infrastructure assets,
as approved by the Municipality through fiscal year 2007.
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Contingencies
A. Losses

The Municipality is a defendant in a number of lawsuits arising principally from claims against the Municipality
for alleged improper actions, including medical malpractice claims from the Municipality’s Department of
Health.

With respect to pending and threatened litigation, the Municipality has reported liabilities of approximately $5.5
million at June 30, 2007, for anticipated unfavorable judgments. These amounts were included in the financial
statements and represent the amounts estimated as probable liabilities, which will require future available
financial resources for its payment.

It is management's opinion, based on the advice of legal counsel, that the potential claims against the
Municipality not covered by insurance will not materially affect the financial condition of the Municipality. The
Municipality participates 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 grantor. The “Reports on Compliance and Intemal Control in Accordance with Govemment
Auditing Standards and the Requirements of OMB Circular A-133" for the year ended June 30, 2007, disclosed
several material instances of noncompliance with applicable laws and regulations and with internal accounting
and administrative controls. |f expenditures are disallowed due to noncompliance with grant programs
regulations, the Municipality may be required to reimburse the grantor. Management believes that the
Municipality will be able to comply with the terms of corrective action plans that may be requested by the
federal grantors.

B. Gains

The Municipality is a plaintiff in a number of lawsuits arising principally from claims against the Commonwealth
of Puerto Rico for alleged, among others, non compliance with certain government-mandated transactions and
the final settlement of property tax revenues provided by CRIM. Also, the Municipality is a plaintiff on several
lawsuits from claims against taxpayers for alleged differences on computation of the municipal license tax.

With respect to pending and threatened litigation, the Municipality has not reported any receivables at June 30,
2007, for anticipated favorable judgments of approximately $75 miflion. Although this amount was not included
in the financial statements, the amount estimated as a probable receivable would represent future available
financial resources for expenditures.

It is management's opinion, based on the advice of legal counsel, that the potential claims against the

Commonwealth of Puerto Rico and certain taxpayers will materially improve the financial condition of the
Municipality.

Subsequent Events

During July 2007, the Commonwealth of Puerto Rico approved legislation to amended the Internal Revenue
Code of Puerto Rico to, among others, impose an uniform municipal sales and usage tax of one and a half

percent (1.5%) on the sales price of a taxable item or on the purchase price of all usage, storage or
consumption of a taxable item.

On October 31, 2007, the Municipality entered into an agreement with the Administrator of the System to
finance the unfunded additional required contributions of approximately $8.5 million with a down payment of
10% and annual instaliments through February 2011 and will not bear interest.
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MUNICIPALITY OF SAN JUAN, BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
CAPITAL CITY OF PUERTO RICO For the Year Ended June 30, 2007

R

Property taxes $ 146,955,742 $ 149,572,891 $ 155,896,643 $ 6,323,752
Municipal license tax 133,000,000 137,671,290 145,598,824 7,927,534
Sales Tax - 40,500,000 41,362,113 862,113
Licenses, permits and other local taxes 23,230,320 23,230,320 29,629,779 6,399,459
Charges for services 45,053,927 45,053,927 40,261,671 (4,792,256)
Fines and forfeitures 4,880,000 4,880,000 5,011,274 131,274
Interest 5,000,000 5,000,000 7,285,630 2,285,630
Inlergovemmental - local 27,311,161 27,311,161 27,077,200 (233,961)
Other 34,894,850 34,894,850 57,599,330 22,704,480
Total revenues 420,326,000 468,114,439 509,722 464 41,608,025
EXPENDITURES:
Current:
General govemment 106,538,346 119,365,509 142,832,997 (23,467,488)
Public safety 45,308,265 48,384,969 48,625,690 (240,721)
Public works 52,000,000 61,871,609 58,510,839 3,360,770
Culture and recreation 9,284,357 10,870,508 9,915,097 955,411
Health and welfare 185,541,067 203,368,168 190,292,511 13,075,657
Urban development 9,109,090 9,137,585 9,028,725 108,860
Economic development 9,341,414 9,860,450 10,695,935 (835,485)
Education 3,203,461 5,255,641 7,051,870 (1,796,229)
Total expenditures 420,326,000 468,114,439 476,953,664 (8.839,225)
EXCESS OF REVENUES OVER EXPENDITURES $ - $ - $ 32,768,800 $ 32,768,800

Explanatlon of Differences:
Sourceslinflows of resources:
Actual amounts (budgetary basis) “avaitable for appropriation” from the budgetary comparison schedule $ 509,722,464
Differences - budget to GAAP
The proceeds from the issuance of long-term debt are budgetary resources but are regarded as other

financing sources for financial | reporting purposes (22,581,000)
The proceeds from the sale of capital assets are budgetary resources but are regarded as Other Financing
Sources for financial reporting purposes (10,740,395)
Total revenues as reported on the statement of revenues, expenditures, and changes in fund balances (deficit) $ 476,401,069
Usesloutflows of resources:
Actual amounts (budgetary basis) "lotal charges to appropnations” from the budgetary companson schedule $ 476,953,664
Differences - budget to GAAP:
Pror year encumbrances recorded as current year expenditures for GAAP basis 31,423,115
Current year provision of allowance for bad debt recorded as expenditures for GAAP basis 37,721,803
Current year encumbrances recorded as expenditures for budgetary purposes (24,243,844)
Total expenditures as reported on the statement of revenues, expenditures, and changes in fund balances (deficit) $ 521,854,738

The notes to budgetary comparison schedule are an integral part of this schedule
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1.

Stewardship, Compliance and Accountability

A

Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in
accordance with USGAAP, and represents departmental appropriations recommended by the Mayor and
approved by the Municipal Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers of certain appropriations within the budget,
known as Mayor's Executive Orders, do not require the approval of the Municipal Legislature. The
Municipality prepares its annual budget including the operations of the general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders,
contracts) are considered expenditures when incurred. For USGAAP reporting purposes, encumbrances
outstanding at year-end are reported as reservations of fund balances and do not constitute expenditures
or liabilities because the commitments will be honored during the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will lapse at the end of such
fiscal year. Other appropriations, mainly capital project appropriations, are continuing accounts for which
the Municipal Legislature has authorized that an unspent balance from the prior year be carried forward
and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule - General Fund is the budget

resolutions at June 30, 2007 representing the original budget. There were various supplemental
appropriations for the year ended June 30, 2007.
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UE FUNDS
Special Revenue Funds are established to account for the proceeds of specific revenue sources (other than
expendable trusts or for major capital projects) that are restricted by law and administrative action to expenditures for
specified purposes.

Department of Justice Funds - These funds account for federal grants received related to various homeland
security and criminal justice programs.

Department of Labor Funds - These funds account for federal grants received related with the Work Investment
Act (WIA).

Health & Human Services Funds — These funds account for federal grants received related to various health
services programs, Community Services Block Grants, Ryan White Act and Head Start programs.

Housing and Urban Development Funds - These funds account for federal grants received related to various
housing and urban development, rehabilitation and assistance programs.

Miscellaneous Special Revenue Funds — These funds account for miscellaneous funds operated by the
Municipality and subsidized in part by Local, State and Federal monies as well as miscellaneous sources.

Comunidad de Retiro - This fund accounts for the financial position and operation of Comunidad de Retiro.

CAPITAL/PROJ

Capital Projects Funds are established to account for financial resources to be used for the acquisition or
construction of major capital facilities.

Joint Resolution Funds - These funds account for monies received by the Commonwealth of Puerto Rico for the
construction of capital assets and infrastructure.

Citizen Participation Funds - These funds account for monies received by the CRIM to citizen's organizations for
the construction or improvements of capital assets on their communities.

Various Bond Issue Funds - These funds account for various bond issues before 2000 for the construction or
acquisitions of capital assets and equipments.

2000 Bond Issue Funds - These funds account for 2000 bond issues for the construction or acquisitions of capital
assets and equipments.

2001 Bond Issue Funds - These funds account for 2001 bond issues for the construction or acquisitions of capital
assets and equipments.

2002 Bond Issue Funds - These funds account for 2002 bond issues for the construction or acquisitions of capital
assets and equipments.

2003 Bond Issue Funds - These funds account for 2003 bond issues for the construction or acquisitions of capital

assets and equipments.
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2004 Bond Issue Funds - These funds account for 2004 bond issues for the construction or acquisitions of capital
assets and equipments.

2005 Bond Issue Funds - These funds account for 2005 bond issues for the construction or acquisitions of capital
assets and equipments.

2006 Bond Issue Funds - These funds account for 2006 bond issues for the construction or acquisitions of capital
assets and equipments.

2007 Bond Issue Funds ~ These funds account for 2007 bond issues for the construction or acquisitions of capital
assets and equipments.
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ASSETS

Cash and cash equivalents $ 22,319,611 3 32,968,066 $ 55,287,677
Cash with fiscal agent 1,841,261 63,904,406 65,745,667
Accounts receivable - intergovernmental 16,552,174 - 16,552,174
Accounts receivable - other 238,543 (76,173) 162,370
Due from other fund - 2,902,960 2,902,960
Inventories 1,988,361 - 1,988,361
Restricted assets - cash and cash equivalents 3,448,927 - 3,448,927
Total assets b 46,388,877 3 99,699,259 3 146,088,136
LIABILITIES AND FUND BALANCES (DEFICIT)
Liabilities:
Accounts payable and accrued liabilities $ 3,377,968 $ 13,051,658 $ 16,429,626
Due to other fund 38,433,380 5,022,371 43,455,751
Deferred revenues 5,844,904 - 5,844,904
Total liabilities 47,656,252 18,074,029 65,730,281
Fund balances (deficit):
Reserved for inventories 1,988,361 - 1,988,361
Reserved for capital projects - 81,625,230 81,625,230
Unreserved in Special Revenue Funds (3,255,736) - (3,255,736)
Total fund balances (deficit) (1,267,375) 81,625,230 80,357,855
Total liabilities and fund balances (deficit) $ 46,388,877 $ 99,699,259 3 146,088,136

The notes to the financial statements are an integral part of this statement
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Cash and cash equivalents $ 53,245 $ 444724 3 4,905,500 $ 14,713,925

Cash with fiscal agent - 1,841,261 - -

Accounts receivable - intergovernmental 1,655,019 1,521,991 9,102,419 3,418,837

Accounts receivable - other - 782 25,940 94,680

Inventories - - 1,988,361

Restricted assets - cash and cash equivalents - - -
Total assets $1,708,264 $ 3,808,758 $ 16,022,220 $ 18,227,442

LIABILITIES AND FUND BALANCES (DEFICIT)

Liabilities.

Accounts payable and accrued liabilities $ 317,964 $ 217,679 $ 321,080 $ 2,073,989

Due to other fund 296,834 3,591,079 13,460,763 14,978,360

Deferred revenues 1,093,466 - 2,240,377 2,121,621
Total liabilities 1,708,264 3,808,758 16,022,220 19,173,970

Fund balances (deficit):
Reserved for inventories 1,988,361 -
Unreserved in Special Revenue Funds - - (1,988,361) {946,528)
Total fund balances (deficit) - - - (946,528)
Total liabilities and fund balances (deficit) $ 1,708,264 $ 3,808,758 $ 16,022,220 $ 18,227,442

The notes to the financial statements are an integral part of this statement.




$ 2,186,353 $ 15,864 3 22,319,611

) . 1,841,261
853,908 - 16,552,174

10,835 106,306 238,543

. i 1,988,361

3,448,927 3,448,927

$  3051,096 $ 3,571,097 $ 46,388,877
$ 291,045 $ 156211 $ 3,377,968
6,106,344 . 38,433,380
389,440 . 5,844,904
6,786,829 156,211 47,656,252

- - 1,988,361
(3.735,733) 3,414,886 (3,255,736)
(3,735,733) 3,414,886 (1,267,375)

$ 3,051,096 $ 3,571,097 $ 46388877
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ASSETS

Cash and cash equivalents $ 5,990,277 § 227429 $ 4472792 $ - $ -

Cash with fiscal agent - - 14,675,615 1,964,501 6,057,341

Accounts receivable - intergovemmenta! - - - - -

Accounts receivable - other - - (39,633) (36,540)

Due from other fund - 1,192,253 - 386,881 97,912
Total assets $ 5,990,277 $ 1,419,682 $19,108,774 $2,314,842 $ 6,155,253

LIABILITIES AND FUND BALANCES

Liabilities:

Accounts payable and accrued liabilities $ 173518 $ 11,729 $ 6,007,497 $1,208,181 $ 160,090

Due to other fund 1,231,886 - 1,734,072 - -

Deferred revenues - - - - -
Total liabilities 1,405,404 11,729 7,741,569 1,208,181 160,090

Fund balances:

Reserved for capital projects 4,584,873 1,407,953 11,367,205 1,106,661 5,995,163
Total fund balances 4,584,873 1,407,953 11,367,205 1,106,661 5,995,163
Total habilities and fund balances $ 5,990,277 $ 1,419,682 $19,108,774 $2,314,842 $ 6,155,253

The notes to the financial statements are an integral part of this statement.




$ $ $ $ $ - $22,277,568 $ 32,968,066
6,910,515 4,625,357 1,345,735 4,173,159 24,152,183 63,904,406

(76,173)

564,027 368,566 293,321 . . - 2,902,960

$ 7,474542 $ 4993923 $ 1,639,056 $ 4,173,159 $ 24,152,183 $22,277,568 $ 99,699,259
$ 3,822.901 $ 513322 $ 590,008 $ 49,951 $ 514461  § - $ 13,051,658
. 192,894 1,554,412 309,107 5,022,371

3,822,901 513,322 590,008 242,845 2,068,873 309,107 18,074,029
3,651,641 4,480,601 1,049,048 3,930,314 22,083,310 21,968,461 81,625,230
3,651,641 4,480,601 1,049,048 3,930,314 22,083,310 21,968,461 81,625,230

$ 7.474542 $ 4993923 $ 1,639,056 $ 4,173,159 $ 24,152,183 $22,277,568 $ 99,699,259
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MUNICIPALITY OF SAN JUAN,
CAPITAL cmr oawER're mco

REVENUES:

Charges for services $ 2,050,380 $ 262,081 $ 2,312,461
Interest 482,970 482,970
Intergovernmental Federal 107,604,674 107,604,674
Intergovernmental Local - 1,668,432 1,668,432
Other 10,844,484 - 10,844,484
Total revenues 120,982,508 1,930,513 122,913,021
EXPENDITURES:
Current:
General government 7,979,009 1,294,698 9,273,707
Public safety 3,721,611 1,617,061 5,338,672
Public works 57,943 2,587,331 2,645,274
Culture and recreation 849,288 776,886 1,626,174
Health and welfare 47,884,458 2,626,237 50,510,695
Urban development 45,166,065 634,748 45,800,813
Economic development 10,975,476 (23,151) 10,952,325
Education 2,408,416 1,647,230 4,055,646
Capital outlays 1,001,789 17,881,100 18,882,889
Debt service:
Principal 2,927,816 2,927,816
Interest and other charges 3,490,699 3,490,699
Total expenditures 126,462,570 29,042,140 155,504,710
EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES (5,480,062) {27,111,627) (32,591,689)
OTHER FINANCING SOURCES:
Transfer in - - -
Bonds issued - 22,360,000 22,360,000
Transfer out - -
Total other financing sources - 22,360,000 22,360,000
NET CHANGES IN FUND BALANCES (DEFICIT) (5,480,062) (4,751,627) (10,231,689)
FUND BALANCES (DEFICIT), BEGINNING OF YEAR 4,212,687 86,376,857 90,589,544
FUND BALANCES (DEFICIT), END OF YEAR $ (1,267,375) 81,625,230 $ 80,357,855

The notes to the financial statements are an integral part of this statement.




COMBINING STATEMENT OF REVENUES, EXPENDITURES AND
MUNICIPALITY OF SAN JUAN, - CHANGES IN-FUM \NCES (DEFICIT) -

CAPITAL CITY OF PUERTO RICO

REVENUES:

Charges for services $ - $ - $ - $
Interest 220 - 90,091 391,341
intergovernmental Federal 3,433,558 8,276,000 41,570,696 47,050,994
Intergovernmental Local - - - -
Other - 2,265,048 2,968,569 5,268,181
Total revenues 3,433,778 10,541,048 44 629,356 52,710,518
EXPENDITURES:
Current:
General govemment 1,069,987 - 6,177,401 731,621
Public safety 2,116,507 393,038 - 232,119
Public works - - - 57,943
Culture and recreation - - - 836,320
Health and welfare 217,800 6,698 40,540,274 2,856,961
Urban development - - - 43,256,807
Economic development - 9,825,761 - 1,141,337
Education - (21,730) - -
Capital outlays - - - 439,963
Debt service:
Pnncipal - - - 2,685,000
Interest and other charges - - - 3,490,699
Total expenditures 3,404,294 10,203,767 46,717,675 55,728,770
EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES 29,484 337,281 {2,088,319) (3,018,254)
OTHER FINANCING SOURCES:
Transfer in - - - -
Transfer out - -
Total other financing sources - - - -
NET CHANGES IN FUND BALANCES (DEFICIT) 29,484 337,281 (2,088,319) (3,018,254)
FUND BALANCES (DEFICIT), BEGINNING OF YEAR (29,484 (337,281) 2,088,319 2,071,726
FUND BALANCES (DEFICIT), END OF YEAR $ - $ - $ - $ (946,528)
The notes to the financial statements are an integral part of this statement. (Continued)
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REVENUES:

Charges for services $ - $ 2,050,380 $ 2,050,380
interest 1,318 - 482,970
Intergovemmental Federal 7273426 - 107,604,674
Intergovernmental Locat - -
Other 342,686 - 10,844,484
Total revenues 7,617,430 2,050,380 120,982,508
EXPENDITURES:
Current;
General govemment 7,979,009
Public safety 979,947 3,721,611
Public works - - 57,943
Culture and recreation 12,968 - 849,288
Health and welfare 4,262,725 - 47,884,458
Urban development 256,320 1,652,938 45,166,065
Economic development 8,378 - 10,975,476
Education 2,430,146 - 2,408,416
Capital outlays 541,155 20,671 1,001,789
Debt service:
Principal - 242,816 2,927,816
Interest and other charges 3,490,699
Total expenditures 8,491,639 1,916,425 126,462,570
EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES (874,209) 133,955 (5,480,062)
OTHER FINANCING SOURCES:
Transfer in - - -
Transfer out - -
Total other financing sources - -
NET CHANGES IN FUND BALANCES (DEFICIT) (874,209) 133,955 (5,480,062)
FUND BALANCES (DEFICIT), BEGINNING OF YEAR (2,861,524) 3,280,931 4,212,687
FUND BALANCES (DEFICIT), END OF YEAR $  (3.735733) $ 3,414,886 $ (1,267,375)

The notes to the financial statements are an integral part of this statement.




COMBINING STATEMENT OF:REVENUES, EXPENDITURES AND
- CHANGES IN FUND BALANCES (DEFICHT) -

- NONMAJOR CAPITAL PROJECTS FUNDS

For the Year Ended 30, 2007

MUNICIPALITY OF SAN JUAN,
CAPLT AL GITY OF PUERTQ R!EO

REVENUES:

Charges for services $ - $ 164,354 $
Interest
Intergovernmental Federal -
Intergovernmental Local 1,468,432 200,000 - -
Other - - -
Total revenues 1,468,432 200,000 164,354
EXPENDITURES:
Current:
General govemment 42325 (31,568) 10,347 -
Public safety 5434 656,832
Public works 116,039 364,554 (160,000)
Culture and recreation 488,632 - 89,045 34,731
Health and welfare 51,841 (52,080) 1,838,701 42,386
Urban development 44574 262,262 -
Economic development (966) (39.473) (1,500)
Education - - - -
Capital outlays 310410 116,974 2,228,697 307,668
Debt service:
Pnncipal
Interest and other charges - - - -
Total expenditures 1,058,289 33,326 5,410,965 223,285
EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES 410,143 166,674 (5,246,611) (223,285)
OTHER FINANCING SOURCES:
Transfer in
Bonds issued -
Transfer out -
Total other financing sources - - -
NET CHANGES IN FUND BALANCES (DEFICIT) 410,143 166,674 (5,246,611) (223,285)
FUND BALANCES (DEFICIT), BEGINNING OF YEAR 4,174,730 1,241,279 16,613,818 1,329,946
FUND BALANCES (DEFICIT), END OF YEAR $ 4,584,873 1,407,953 $ 11,367,205 $ 1,106,661
The notes to the financial statements are an integral part of this statement. (Continued)
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MUNICIPAL'II,Y OFASAN;JUAN

CAPITAL" ltioﬁ‘P‘%ERTé RICOL i :

REVENUES:
Charges for services 3 - $ - $ 66,897 $

interest
intergovemmental Federal
intergovemmental Local

Other .
Total revenues - - 66,897
EXPENDITURES:

Current:
General government 83,000 137,162 577,202 177,906
Public safety - - - 159,842
Public works - 45,779 - 1,024,524
Culture and recreation 52,004 - . 11,935
Health and welfare 2,887 - (6,742) 107,262
Urban development 3,880 398,714 (263,628) 108,307
Economic development - - - 9,995
Education - - -

Capital outlays 387,423 344,342 1,609,172

Debt service:
Principal - - - -

Interest and other charges
Total expenditures 529,194 925,997 1,916,004 1,599,771

EXCESS (DEFICIENCY) OF REVENUES OVER
(UNDER) EXPENDITURES (529,194} (925,997) (1,849,107) (1,599,771)

OTHER FINANCING SOURCES:
Transfer in - : - S
Bonds issued - - S
Transfer out

Total other financing sources

NET CHANGES /N FUND BALANCES (DEFICIT) (629,194) (925,997) (1,849,107) (1,599,771)
FUND BALANCES (DEFiCiT), BEGINNING OF YEAR 6,524,357 4,577,638 6,329,708 2,648,819
FUND BALANCES (DEFICIT), END OF YEAR $ 5,995,163 $ 3,651,641 $ 44805601 $ 1,049,048

The notes to the financial statements are an integral part of this statement.




$ $ 3080  § $ 262,081
1,668,432

: 30,830 - 1930513

61751 154473 82,100 1,294,698

794,953 1,617,061

1,196,435 . 2,587,331

(117.749) 218,288 776,886

- 569,847 72,135 2,626,237

381,691 (301,052) . 634,748
(10,223) 19,016 (23,151)

: 1,647,230 1,647,230

1,283,846 11,292,568 ¢ 17,881,100
1,727,288 15,226 482 391,539 29,042,140
(1,727,288) (15,195,652) (391,539) (27.111,627)

. 22,360,000 22,360,000

- 22,360,000 22,360,000
(1,727,288) (15,195,652) 21,968 461 (4751,627)
5,657,602 37.278.962 - 86,376,857

$ 3930314 § 22083310 _$ 21968461 $  81,625230
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Aquino, De C(’)rclova, Alfaro & Co., LLP

CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

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

The Honorable Mayor and Members of the Municipal Legislature
Municipality of San Juan
San Juan, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the Municipality of San Juan, Puerto Rico (the "Municipality"), as of and for the year
ended June 30, 2007, which collectively comprise the Municipality's basic financial statements and have issued our
report thereon dated December 7, 2007. Our report was modified to include a reference to other auditors. 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. Other auditors audited the financial statements of Comunidad del Retiro, as described
in our report on the Municipality's financial statements. This report does not include the results of the other auditors
testing of internal control over financial reporting or compliance and other matters that are reported on separately by
those auditors.

Internal Control over Financial Reporting

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

Our consideration of interal control over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control over financial reporting that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
Municipality's ability to initiate, authorize, record, process, or report financial data reliably in accordance with
generally accepted accounting principles such that there is more that a remote likelihood that a misstatement of the
Municipality's financial statements that is more than inconsequential will not be prevented or detected by the
Municipality's internal control. We consider the deficiencies 7-01 to 7-04 described in the accompanying schedule of
findings and questioned costs to be significant deficiencies in internal control over financial reporting.



A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
Municipality's internal control

Our consideration of the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, of the significant deficiencies previously mentioned, we consider
items 07-01 and 07-04 to be material weaknesses.

Compliance and Other Matters

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

The Municipality's response to the findings identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit the Municipality's response and, accordingly, we express no opinion
onit.

This report is intended solely for the information and use of the Municipal Legislature, management, federal awarding

agencies, state funding agencies, and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties

December 7, 2007 }’:-W O/L,e dwra, A/%a,vn . )P

Stamp number 2286736
has been affixed to the
original report
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Aquino, De C()rclova, Alfaro & Co., LLP

CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

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

The Honorable Mayor and Members of the Municipal Legislature

Municipality of San Juan
San Juan, Puerto Rico

Compliance

We have audited the compliance of the Municipality of San Juan, Puerto Rico (the "Municipality”), with the types of
compliance requirements described in the U.S. Office of Management and Budget ("OMB") Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended June 30, 2007.
The Municipality's major federal programs are 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 grant agreements, applicable to each of its major federal programs is the responsibility of the
Municipality's management. Our responsibility is to express an opinion on the Municipality's compliance based on our
audit. Other auditors audited the financial statements of Comunidad del Retiro, as described in our report on the
Municipality's financial statements This report does not include the results of the other auditors testing of
compliance with requirements applicable to each major program and on internal control over compliance in
accordance with OMB Circular A-133 that are reported separately by those auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America;
the standards applicable to financial audits contained in Government Auditing Standard 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 matenal effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about the Municipality's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion. Our audit does not provide a legal determination of the Municipality's compliance with those
requirements.



As descrnbed in items 07-05 to 07-28 in the accompanying schedule of findings and questioned costs, the
Municipality did not comply with the following requirements

Compliance Reference
Requirement CFDA# Major Program Number

Allowabie Costs/Cost

Principles 14 871 Section 8 Housing Choice Vouchers 07-08
14241 Housing Opportunities for Persons with AIDS 07-06, 07-16, 07-17, 07-19
93.614 HIV Emergency Relief Project Grants 07-24
Cash Management 93569 Communtty Service Block Grant 07-28
93 600 Head Start 07-26
93914 HIV Emergency Relief Project Grants 07-25
14 241 Housing Opportuntties for Persons with AIDS 07-20
Davis-Bacon Act 14248 Community Development Block Grant/Loan
Guarantee Section 108 07-22
14218 Community Development Block
Grant/Entitlement Grants 07-22
Elegibilty 14 871 Section 8 Housing Choice Vouchers 07-07, 07-08
14 856 Lower income Housing Assistance Program
Section 8 Moderate Rehabilitation 07-11,07-12
14 241 Housing Opportunities for Persons with AIDS 07-16,07-17
Reporting 14 871 Section 8 Housing Choice Vouchers 07-07, 07-10
14 856 Lower Income Housing Assistance Program -
Section 8 Moderate Rehabilitation 07-11,07-14, 07-15
14.239 HOME Investment Program 07-21
14218 Community Development Block
Grant/Entitlement Grants 07-23
93 600 Head Start 07-27
Subrecipient Monitoring 14 2414 Housing Opportunities for Persons with AIDS 07-16, 07-18
93614 HIV Emergency Relief Projects Grants 07-24
Special Tesls and Provisions 14 871 Section 8 Housing Choice Vouchers 07-07, 07-09
14 856 Lower Income Housing Assistance Program -
Section 8 Moderate Rehabilitation 07-11,07-13
14 241 Housing Opportunities for Persons with AIDS 07-16, 07-18

Compliance with such requirements is necessary, in our opinion, for the Municipality to comply with requirements
applicable to these programs

@ Aquino, De C()nlova, Alfaro & Co., LLP



In our opinion_ except for the noncomphance described in the preceding paragraph, the Municipality complied, in all
matenal respects. with the requirements referred to above that are applicable to each of its major federal programs
for the year ended June 30, 2007

Internal Control over Compliance

The management of the Municipality I1s responsible for establishing and maintaining effective internal control over
compliance with requirements or laws. regulations, contracts, and grants applicable to federal programs. In planning
and performing our audit we considered the Municipality's internal control over compliance with 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 but not for the purpose of expressing an opinion on the
effectiveness of internal control over comphiance  Accordingly, we do not express an opinion on the effectiveness of
the Municipality s internal control over compliance

Our consideration of internal control over financial reporting was for the limited purpose descnbed in the preceding
paragraph and would not necessarily identify all deficiencies in the entity's internal control that might be significant
deficiencies or material weakness as defined below However, as discussed below, we identified certain deficiencies
in internal control over compliance that we consider to be significant deficiencies and others that we consider to be
matenal weaknesses

A control deficiency in an entity's internal control over comphance exists when the design or operation of a control
does not allow management or employees, in the normal course of performing their assigned functions, to prevent or
detect noncompliance with a type of compliance requirement of a federal program on a timely basis. A significant
deficiency 1s a control deficiency. or combination of control deficiencies, that adversely affects the entity's ability to
administer a federal program such that there is more than a remote likelihood that noncompliance with a type of
compliance requirement of a federal program that is more than inconsequential will not be prevented or detected by
the entity's internal control  We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as items 7-06, 7-10, 7-11,7-14, 7-15,7-16, 7-18 o 7-28 to
be significant deficiencies

A matenial weakness s a significant deficiency. or combination of significant deficiencies, that results in more than a
remote likelihood that a matenal noncompliance with a type of compliance requirement of a federal program will not
be prevented or detected by the entity's intemal control Of the significant deficiencies in internal control over
comphance described in the accompanying schedule of findings and questioned costs, we consider items 07-05, 07-
08 07-09 07-12,07-13 and 07-17 to be matenal weaknesses

The Municipality's response to the findings identified in our audit are described in the accompanying schedule of
findings and questioned costs We did not audit the Municipality' s response and, accordingly, we express no opinion
onit

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

March 14, 2008 /_)ﬁ,m 0, A‘ b rdsrva, &Lﬁé',v‘gy .M

Stamp number 2286737
has been affixed to the
onginal report
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MUNICIPALITY OF SAN JUAN SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2007
PART IV — SUMMARY OF AUDITORS' RESULTS

1 The independent auditors report on the basic financial statements expressed an unqualified opinion.

2. Significant deficiencies in internal control over financial reporting were identified. some of which are
considered to be material weaknesses.

3 Instances of noncompliance considered material to the financial statements were disclosed by the audit.

4 Significant deficiencies in internal control over compliance with requirements applicable to major federal
award programs were identified, some of which are considered to be material weaknesses

The independent auditors' report on compliance with requirements applicable to major Federal award
programs expressed a qualified opinion

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

The Municipality's major programs were

CFDA
Name of Federal Program Number
Section 8 Housing Choice Vouchers 14 871
Lower Income Housing Assistance Program -

Section 8 Moderate Rehabilitation 14.856
Housing Opportunities for Persons with AIDS 14 241
HOME Investment Partnership Program 14.239
CDBG Loan GuArantee Section 108 14248
Community Development Block Grants/Entitlement

Grants 14.218
HIV Emergency Relief Project Grants 93914
Workforce Investment Act ("WIA") 17.258, 17.259,17.260
Head Start 93.600
Community Service Block Grants 93.569

8. A threshold of $3,000,000 was used to distinguish between Type A and Type B programs as those terms
are defined in OMB Circular A-133

9 The Municipality did not qualify as a low-risk auditee as that term is defined in OMB Circular A-133.
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MUNICIPALITY OFSAN JUAN

CAPITAL CITY OF PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2007

Questioned Costs
for the Year
Reference Ended June 30,
Number Findings 2007

Accounting and Finance Department
07-01 Deficit in the Municipality's general fund at June 30, 2007

07-02 The Municipalily is not canceling outstanding checks, which have been outstand ng
for a perod in excess of six months

“3

07-03 Inactive and unnecessary funds and accounis are not closed
07-04 Internal control over property management need to be strenghtened

Alt federal programs
07-05 The municipality does nat prepare periodic certifications

Section 8 Housing Choice Vouchers
07-06 The Municipality should improve its collection efforts aver its accounts receivable.
The Municipality should improve its internal conlrol over it's Section 8 Housing

o707 Choice Voucher Program
The Municipality must improve policies and procedures for determination of
07-08 participants eligiility 10157
07-08 The Municipality did not comply with federal requirements regarding housing qualily
¥ standards inspections 1,671

07-10 Financial report submitled to HUD did not agree with the accounting records

Lower Income Housing Assistance Program - Section 8 Moderate Rehabilitation
The Municipality should improve its internal control over iis' Lower Income

071 Moderate Rehabilitation Program
7.12 The Municipality must improve policies and procedures for determination of
o participants eligibility 4,458
07-13 The Municipality did not comply with federal requirements regarding housing quality
' standards inspections and enforcements 5,376

07-14 Financial report submitted to HUD did not agree with the accounting records -
07-15 The Municipality did not submit the HUD 40118, Annual Progress Report -

Sub-total 21,662
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MUNICIPALITY OFSAN JUAN

CAPITAL CITY OF PUERTO RICO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Questioned Costs
for the Year
Reference Ended June 30,
Number Findings 2007

Housing Opportunities for Persons with AIDS
07-18 The Municipality must improve s internal control over ils Hopwa funds

0717 The Municipality must improve policies and procedures for determination of
participants ehgubility 3.3

(%]
on
rD

07-18 The Municipality dig not comply with federal requirements regarding housing quality
standards inspections and enforcements -

07-19 The Municipality aoes not have adequale internal conlrols over the valuation of
subgrantee proposals and monitonng subrecipients' aclivities

07-20 The Municipality did not comply with federal requirements regarding cash
management procedures 1o subrecipients

Home Investment Program
07-21 The Municipality did not submit the HUD 60002, Annual Report

Community Development Block Grant/Loan Guarantee Section 108
07-22 The construction contracts do not inciude a Davis Bacon Ac! clause
07-23 The Municipality did not submit the HUD 60002, Annual Report

HIV Emergency Relief Project Grants
07-24 The Municipality must improve its subrecipient monitoring procedures
07-25 The Municipality must improve its cash management aclivities

Head Start Program

07-26 The Municipality dia not comply with federal requirements regarding cash
management procedures 89,081

07-27 Financial report submitted to HUD did not agree with the accounting records

CSBG
07-28 The Municipality did not comply with federal requirements regarding cash
management procedures

Tolal ) 114 095

Management agrees with findings and questioned costs
Refer to corrective action plan
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MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS 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

FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-01

Department

Accounting and Finance

Cateqgory

Internal Control

Condition

The Municipality closed its year ended June 30, 2007 with a fund balance deficiency in the general fund of
approximately $30.0 million In 2007, the Municipality reduced the deficit by approximately $1,742,000 and
established & long term financial plan to amortized the deficit in a period no longer than 40 years

Criteria

in accordance with the Basic Standards Chapter IV, Section 17, the Finance Director has the responsibility of
overseeing financial operations to prevent deficits in any municipal fund.

Effects

The continued occurrence of this situation may result in possible significant fund limitations and eventual reduction or
elimination of municipal services since future revenues will need to be used to pay for accumulated liabilities

Cause

The above situation 1s primarily due to the fact that the Municipality in prior years was appropriating expenditures
assuming revenues using the estimated tax collection projection provided by the Municipal Revenue Collection
Center (the “Center’). Therefore, the Municipality entered into purchases and contracts for a total that exceeds the
actual revenues earmed and collected in property taxes The budgeting system did not reflect actual revenues and
therefore could not prevent the obligation of expenditures for which current resources were not available.

Recommendation
The Municipality should continue its efforts by revising and amending the budget as current information related to
collections of budgeted revenues becomes available in order to prevent incurring obligations in excess of available

resources

Views of Responsible Officials

Management agrees

]1-

@ Aquino, De (Cérdova, Alfaro & Co., LLP
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EINDINGS 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

FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-02

Depariment

Accounting and Finance
Category

Internal Control
Condition

The Municipality is not canceling outstanding checks which have been outstanding for a period in excess of six
months.

Criteria

Chapter IV, Section 11, of the Basic Standards establishes that checks outstanding for more than one year should be
canceled However, municipal checks, depending on the bank account used and nature of payment, there may be
cases in which the Municipality issues checks with an expiration date ranging from three months to one year.

Effects

This situation allows for a possible understatement of cash and an overstatement of expenditures and, in the case of
Federal Funds, could result in questioned and disallowed costs.

Cause

This 1s caused by the lack of regular monthly review of bank reconciliations and adequate follow-up on reconciling
items

Recommendation
The Municipality should evaluate the outstanding checks lists on a monthly basis, and investigate checks that have
not cleared the bank for an unreasonable period of time (1.e. three to six months), contact the payee and determine

the underlying reasons as to why these have not been presented to the bank for payment

Views of Responsible Officials

Management agrees
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FINDINGS 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

FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-03

Department

Accounting and Finance Department

Category

internal Control

Condition

Inactive and or unnecessary funds and accounts are not closed.  The Municipality is maintaining an excessive

number of funds and accounts that have been inactive for a long period. The accounting records include various

funds and accounts, many of which have been inactive or had insignificant operations dunng the year ended June
- 30, 2007.

Critena

Article 8.007 (b) of the Municipalities Law establishes that funds should be closed when the fund's objectives have
been completed

Effects

The continued maintenance of these funds and accounts exposes the Municipality to the unauthorized use of funds
from inactive accounts for activities not intended to be financed with these funds

Cause

This situation occurs because the Municipality has not analyzed and closed inactive funds as well as the related bank
accounts when the funds’ objectives have been achieved or are no longer of relevance.

Recommendation
The Municipality should determine whether the intended objectives of these funds were met. The Municipality should
close all funds that have complied with the requirements. Remaining balances in those funds should be investigated

and properly transferred in accordance with local and Federal regulations.

Views of Responsible Officials

Management agrees.
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FINDINGS 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

FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-04

Depariment

Property Management

Category

Internal Control
Condition

internal control over property management needs to be strengthened. The Municipality property records are not
segregated by fund. According to the existing records, the cost of the property owned by the Municipality Is
approximately $711 6 million as of June 30, 2007

Crniteria

Article 8.010 (c) of the Municipalities' Law states that the accounting system should provide: (a) complete information
of the Municipality's operations; (b) proper and necessary financial information for the efficient administration of the
Municipality; (c) effective controls and the accountability for all the funds, property and other municipal assets; and
(d) necessary information for the preparation of accurate financial reports that could be used in the preparation of the
municipal budget

Chapter VII, Section 22 of the Basic Standards also establishes that property physical inventories should be
performed on an annual basis, as part of the overall property management control of the Municipality. Updated
inventory lists should be compared and agreed with general ledger, and differences, if any, should be investigated
and reconciled

Effects

There is a significant nisk of unauthorized use or disposition because there are no controls to ensure accountability of
assets by department/division. This inadequate property control may expose the Municipality to cost disallowances
by the federal government for lost or stolen property acquired with federal funds.

Cause

The Property Division has not enforced the requirement for the departments that property inventory performed should
ensure the proper accountability of assets

Recommendation
A physical inventory of the Municipality's property should be performed as soon as possible for all departments and
all differences should be investigated, adjusted and reconciled with the property recorded on the subsidiary ledgers

Federal regulations regarding disposition of property acquired with federal funds should be followed for property
items which are not located as a result of such inventory.
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FINDINGS ON INTERNAL CONTROL OVER FINANGIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS - CONTINUED

FOR THE YEAR ENDED JUNE 30, 2007

Views of Responsible Officials

Management agrees
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PART VI

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

@ Aquino, De Cérclova, Alfaro & Co., LLP



MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

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

FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-05

Federal program

All federal programs
Category
Comphance/internal Control

Compliance requirement

Allowable costs
Condition

The Municipality does not prepare periodic employee certifications for employees paid with federal funds to ensure
that these employees are working and performing duties directly related to the Federal programs from which they are
being paid

Cnteria

OMB Circular A-87. Attachment B, section 8(n)(3) establishes that charges for salaries and wages of employees that
work solely on a single federal award or cost objective, must be supported by periodic certifications stating that the
employees worked solely on that particular Federal program for the perod covered by the certification. These
certifications should be prepared at least semi-annually and should be signed by the employee or supervisory official
having first knowledge of the work performed by the employee

Effects
Lack of controls over the time charges of personnel that are working on Federal programs could result in payments to
employees who are not working or performing duties directly related to the Federal programs from which they are

being paid

Cause

The Municipality's management has not implemented proper control activities to ensure that the required
certifications are obtained from employees and included in the respective human resource records.
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Questioned Costs

None
Recommendation

The Municipality's management should revise its internal control procedures to include obtaining periodic employee
certifications that employees worked solely on a particular Federal program. For employees that work on several
financial assistance programs, certifications as to what programs they work for should be obtained and their salaries
allocated accordingly. Concurrently, a formal policy should be established by the Human Resources Department to
track any changes In the tasks performed by employees and process the necessary adjustments to the employee's
payroll on a timely basis

Views of Responsible Officials

Management agrees
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Findinag Number 07-06

Federal program

Section 8 Housing Choice Voucher Program, CFDA #14.871
Category
Compliance/Internal Control

Comphance requirements

Allowable costs/cost pnnciples

Condition

The Municipality has not collected its accounts receivable from participants. The program has paid rental subsidies
to owners on behalf of the participants that are 1n excess of the amounts they are entitled to receive, principally as a
result of inaccurate information submitted by the participants, which was used to compute the housing assistance
payment, resulting In unallowable costs

Critena

24 CFR 570 200 and OMB Circular A-87 establish the various allowable activities to be financed with federal funds.

24 CFR 792 also encourages public housing agencies ("PHAs") to investigate and pursue instances of tenant and
owner fraud and abuse in the operation of the Section 8 housing assistance payments program

Effects

The continued failure to collect the amounts owed by the participants may expose the Municipality to the possibility of
being assessed penalties and interest costs on such amounts.

Cause

The above situation is the result of a lack of follow-up procedures and/or collection efforts that should be strengthen
by the Municipality.

Questioned Costs

None, as these funds were questioned by previous auditors in the 2004 report
Recommendation

The Municipality should continue with the process to collect the amounts owed. Such process should be in
accordance with the program's laws and regulations.
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Views of Responsible Officials

Management agrees
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-07

Federal program

Section 8 Housing Choice Voucher Program, CFDA #14 871
Lategory

Internal Control

Compliance requirements

Participant's eligibility

Financial reporting

Special tests and provisions - Housing quality standards inspections
Condition

The Municipality of San Juan does not have adequate internal controls over the following compliance requirements:
participant's eligibility, financial reporting and housing quality standards inspections.

In testing compliance and internal controls over compliance for Section 8 Housing Choice Voucher Program we
identified matenal instances of noncompliance over the abovementioned compliance requirements. The design of
the procedures followed by the Program did not provide for the Municipality's personnel to prevent or timely detect
these exceptions. For instances of noncompliance noted, refer to the following findings: 07-08 to 07-10

Criteria

The A-102 Common Rule and OMB Circular A-110 require non-Federal entities receiving Federal awards (i.e.,
auditee management) to establish and maintain intemnal controls designed to reasonably ensure compliance with
Federal laws, regulations, and program compliance requirements.

Effects

The continued occurrence of this situation may cause the Municipality to be exposed to cost disallowances.
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Cause

Although the Municipality's Administrative Plan for the Section 8 program covers policies and procedures that should
be followed for each of the requirements described above, these policies are not always being followed. Procedures
are sometimes overlooked and no proper monitoring exists to identify instances in which the adequate policies and
procedures are not being followed

Questioned Costs

None
Recommendation

The Municipality should venfy the internal control policies and procedures they have and modify them in order to
address weaknesses in their design. A continued education program and or adequate segregation of duties should
be implemented to ensure that personnel in charge of this program have the adequate knowledge over the program
regulations. Supervisory roles should also be strengthened to verfy the effectiveness of the internal controls.

Views of Responsible Officials

Management agrees.
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FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-08

Federal program

Section 8 Housing Choice Voucher Program, CFDA #14.871
Category
Compliance / Internal Control

Compliance requirements

Eligibility

Condition

The Municipality must improve policies and procedures for determination of participants’ eligibility

In testing compliance and internal control over compliance with the requirement of participants’ eligibility, we selected
40 participants who received HAP during FY 2006-07 to ascertain whether participants receiving HAP were eligible to
participate in the program.

We noted the following instances of noncompliance and internal control deficiencies

Annual reexamination procedures: In 2 of the 40 participants (5%) no annual reexamination was available on file.
Critena

Annual reexamination procedures, 24 CFR 982 516 requires a PHA to conduct a reexamination of family income and
composition at least annually. The Municipality's policies and procedures to comply with this requirement include that

participants must sign, during the admission process, a form acknowledging of this requirement.

Effects

The continued occurrence of this situation may cause the Municipality admitting ineligible participants to receive
program benefits and, therefore, be exposed to cost disallowances.

Cause
The above matter occurred because the Municipality's internal control over this compliance requirement is not
effectively identifying and correcting these matters through the proper review of participants' files for completeness of

documents, signatures and information, as well as for their accuracy.

Questioned Costs

$10.157

_93.
@Aquino, De Cér(lova, Alfaro Co., LLP



MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Recommendation

A complete and thorough analysis over the Municipality's procedures for participant's determination of ehgibility
should be made. These procedures should improve controls and documentation concerning the eligibility of
participants and will reduce the possibility of cost disallowances.

Views of Responsible Officials

Management agrees
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INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number (7-09

Federal program

Section 8 Housing Choice Voucher Program, CFDA #14.871

Category

Compliance

Compliance requirements

Special tests and provisions — Housing quality standards inspections

Condition

Housing quality standards ("HQS"} inspections:

As part of our procedures for testing compliance and internal control over compliance with the participant's eligibility
requirement, we selected 40 participants and noted that for one case (2.5%) the Municipality did not comply with

HQS as they were either not inspected. Total HAP payments made amounted to $6,684

Cnteria

24 CFR 982404 to 405 requires a PHA to inspect a unit leased to a family at least annually during assisted
occupancy to determine if the unit meets the HQS. An owner of a unit leased under this program is required to
maintain the unit In accordance with HQS, as defined by 24 CFR 982 4.

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

Effects

The Municipality might be incorrectly issuing housing assistance payments for sub-standard housing units which
would otherwise be ineligible for participation under the Section 8 program

Cause

The Municipality does not have adequate internal controls to ensure that HQS inspections procedures are in
accordance with federal requirements. Major deficiencies noted included the following

= Each time an inspection is made, the related information (including if it failed or passed, and the inspection
date) is entered into the system and a report is prepared with the inspections due during a specified period.
However, this report is not used by the Municipality to monitor that reinspections are done timely due to a
lag in the processing of inspections in the system (i.e., system information is not updated).
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FOR THE YEAR ENDED JUNE 30, 2007

«  The number of employees working with the inspections appears to be inadequate considering the volume of
units administered by the program  The Municipality has only three inspectors for approximately 4,000 units
under the program

Questioned Costs

$1671, excluding HAP's already questioned

Recommendation

The Municipality should perform a thorough analysis of the current HQS procedures and modify their design as
deemed necessary to ensure that HQS inspections enforcement procedures are done as required by federal

regulations

Views of Responsible Officials

Management agrees
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Finding Number 07-10

Federal program

Section 8 Housing Choice Voucher Program, CFDA #14 871

Category

Compliance

Comphance requirements

Reporting — Financial Reporting
Condtition
The Municipality is required to submit to HUD quarterly the Form HUD-52681, Voucher for Payment of Annual

Contributions and Operating Statement. During our procedures over the correctness of the information provided in
said report, we noted that the financial data submitted did not agree with the financial records of the Municipality as

follows:
Expenditures
Expenditures per General
per report Ledger Difference
$ 19,371,900 $ 24010489 § (4,638,589)
Cntena

HUD regulations require PHAs to submit form HUD-52681 to the HUD Financial Management Center. Among the
information required to be presented on this form, the PHA must report the operating income, operating expenditures,
and operating reserve of the PHA for the reporting period.

Effects
Failure to report accurate information prevents HUD from monitoring the performance of the program's financial
activities, assessing the achievements of those programs and evaluating the expected grant award for the following
years.

Cause

The Municipality does not have adequate internal controls in order to ensure that financial data used In reports
submitted to federal awarding agencies is accurate
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Questioned Costs

None
Recommendation

The Municipality should design procedures to ensure that reports submitted to federal awarding agencies are both
complete and accurate

Views of Responsible Officials

Management agrees
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Finding Number 07-11

Federal program

Lower income Housing Assistance Program — Section 8 Moderate Rehabilitation, CFDA # 14 856
Category

Internal Control

Compliance requirements

Participant's eligibility

Financial reporting

Specials tests and provisions - housing quality standards inspections
Specials tests and provisions - housing qualty standards enforcements

Condition

The Municipality does not have adequate internal controls over the following comphance requirements. participant's
eligibility, financial reporting, utility allowance schedules, housing quality standards inspections and enforcements,
and housing assistance payments In testing compliance and internal control over compliance for the Lower Income
Housing Assistance Program we identified material instances of noncomphance over the abovementioned
compliance requirements The design of the procedures followed by the Program did not provide for the
Municipality's personnel to prevent or timely detect these exceptions. For instances of noncomphance noted, refer to
the following findings' 07-12 to 07-15.

Cnteria

The A-102 Common Rule and OMB Circular A-110 require non-Federal entities receiving Federal awards (i.e
auditee management) to establish and maintain internal controls designed to reasonably ensure compliance with
Federal laws, regulations, and program compliance requirements.

Effects

The continued occurrence of this situation may result in the Municipality being exposed to cost disallowances.

Cause

Although the Municipality's Administrative Plan for the Lower income Moderate Housing Assistance — Section 8
Moderate Rehabilitation program covers policies and procedures that should be followed for each of the
requirements described above, these policies and procedures are not always followed. Procedures are sometimes
overlooked and no proper monitoring exists to identify instances in which the existing policies and procedures are not

being followed.

Questioned Costs

None
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Recommendation

The Municipality should venfy the nternal control policies and procedures they have and modify them in order to
address weaknesses in their design. A continued education program and an adequate segregation of duties should
be implemented to ensure that personnel in charge of this program have the adequate knowledge over the program's
regulations. Supervisory roles should also be strengthened to verify the effectiveness of the internal controls.

Views of Responsible Officials

Management agrees
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Finding Number 07-12

Federal program

Lower Income Housing Assistance Program — Section 8 Moderate Rehabilitation CFDA # 14.856

Category

Compliance / Internal Control

Complance requirements

Elhgibility
Condition
The Municipality must improve policies and procedures for determination of participant's eligibiity.

In testing compliance and internal control over compliance with the requirement of participants' eligibility, reasonable
rent, and housing assistance payments ("HAP"), we selected 25 participants who received HAP during fiscal year
2006-07 to ascertain whether participants receiving HAP were eligible to participate in the program and that HAP
payments were reasonable and computed correctly.

For the 25 participants tested. we noted the following instances of noncompliance and internal control deficiencies:

= One (1) of the 25 participants files selected (4%) was not eligible to participate in the program since they did
not include the family members' consent forms or federal release form authorizing the Municipality to
examine documents to corroborate their status and income.

= Participant application procedures. For one (1) out of the 25 participants selected (4%), either the
application form was not included in the participant's file (1 cases), or was not signed by the applicant (1
case) Total HAP payments made to these participants during fiscal year 2006-2007 amounted to $15,864.

Other exception noted follows

= Annual reexamination procedures. In one case (4%) the annual reexamination was not performed when
due. We were unable to determine compliance with the abovementioned requirements as the
Municipality could not provide us with the participant's file.

Cntena

Documentation and examination of participants’ eligibility. 24 CFR 882.514 states that the PHA is responsible for the
receipt and review of applications, and determination of family eligibility for participation in accordance with HUD

regulations. To be eligible, the applicant must be a citizen or a noncttizen whom has eligible immigration status, and
must be income-eligible.
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24 CFR 882518 also covers situations in which the PHA must prohibit admission to the program to certain criminal
offenders  The Municipality's policies and procedures in place to ascertain that no cnminal offenders covered by this
section are improperly admitted to the program include the requirement to applicants to submit a certificate of
cniminal record as part of their eligibility review

Annual reexamination procedures. 24 CFR 882515 requires a PHA to conduct a reexamination of family income and
composition at least annually. The Municipality's policies and procedures to comply with this requirement include that
participants must sign, during the admission process, a form acknowledging of this requirement.

Effects

The continued occurrence of this situation may result in the Municipality admitting ineligible participants to receive
program benefits or making housing assistance overpayments and, therefore, be exposed to cost disallowances

Cause
All of the above matters occurred because the Municipality's internal control over these compliance requirements are
not effectively identifying and correcting these matters through the proper review of participants’ files for

completeness of documents, signatures and information, as well as for their accuracy.

Questioned Costs

$4 438
Recommendation

A complete and thorough analysis over the Municipality's procedures for participant's determination of eligibility and
HAP calculations should be made. The Municipality should ensure that all applicable requirements are being
considered as part of these procedures and should also consider the development of a checklist that includes all the
related documents and procedures that must be obtained and completed for each participant. The checklist should
be completed during the mitial processing and should be revised for changes during the annual review. Once
completed, the participant files should then be reviewed for completeness by another official or supervisor prior to the
final approval. These procedures should improve controls and documentation concerning the eligibility of participants
and will reduce the possibility of cost disallowances.

Views of Responsible Officials

Management agrees
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Finding Number 07-13

Federal program

_ower Income Housing Assistance Program — Section 8 Moderate Rehabilitation, CFDA # 14 856
Category

Comphance

Compliance requirements

Special tests and provisions — Housing quality standards inspections
Special tests and provisions — Housing quahity standards enforcement

Condition
Housing quality standards ("HQS") inspections:

In testing compliance and internal control over compliance with the HQS inspections, we selected 25 units for which
an annual reinspection was due during the fiscal year 2006-07. During our test we noted instances of noncompliance
in 2 of our selections {16%), as follows:

= Forone (1) out of the 25 units selected for testing (4%), no inspection was made during the fiscal year 2006-
07 Total HAP made to these participants amounted to $5,376, excluding HAPs already questioned

HQS enforcement.

As part of our procedures for testing compliance and internal control over compliance with the participant's eligibility
requirement, we selected 25 participants and noted that

= For one (1) of these 25 participants (4%), the inspections failed and the subsequent inspection to verify if
the owner corrected the deficiencies previously notified was done after the required timeframe. The PHA
dentified that the owner failed to correct the deficiencies; however, 1n none of these cases (100%) the
Municipality did not take any actions against these owners. Total HAPs made during FY 2006-07 for units
that failed to meet HQS, after failed inspection date, amounted to $10,752.

Cntena

24 CFR 982404 and 405 require a PHA to inspect a unit leased to a family at least annually during assisted
occupancy to determine if the unit meets the HQS. An owner of a unit leased under this program is required to
maintain the unit in accordance with HQS, as defined by 24 CFR 982.4. If the owner fails to maintain the dwelling
unit in accordance with HQS, the PHA must take prompt and vigorous actions to enforce the owner's obligations.
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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 Iife
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

The Municipality might be incorrectly issuing housing assistance payments for sub-standard housing units which
would otherwise be ineligible for participation under the Section 8 Moderate Rehabilitation program

Cause

The Municipality does not have adequate internal controls to ensure that HQS nspections, and enforcement
procedures are in accordance with federal requirements. Major deficiencies noted included the foliowing:

= Each time an mspection 1s made. the related information (including if it failed or passed, and the inspection
date) is entered into the system and a report is prepared with the inspections due during a specified perod
However, this report is not used by the Municipality to monitor that reinspections are done timely due to a
lag in the processing of inspections in the system (i.e., system information is not updated)

Questioned Costs

$5,376, excluding HAPs already questioned.

Recommendation

The Municipality should perform a thorough analysis of the current HQS procedures and modify their design as
deemed necessary to ensure that HQS inspections, and enforcement procedures are done as required by federal

regulations

Views of Responsible Officials

Management agrees
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Finding Number 07-14

Federal program

Lower Income Housing Assistance Program — Section 8 Moderate Rehabilitation, CFDA # 14 856
Category

Compliance

Comphance requirements

Reporting — Financial reporting
Condition

The Municipality 1s required to submit to HUD annually the Form HUD-52681, Voucher for Payment of Annual
Contributions and Operating Statement. During our procedures over the correctness of the information provided in
said report, we noted that the financial data submitted did not agree with the financial records, due to the PHA paid
rent to landlord n excess of the corresponding amount for the month. Total rent paid in excess amounted to
$107,715. This amount was returned to HUD subsequent to June 30, 2007. The landlord also agreed to return the
money to the Municipality subsequent to June 30, 2007. Although amount did not agree with the financial records of
the Municipality as follows:

Expenditures Expenditures per
per report General Ledger Difference

$ 3,628,841 b 3,765,554 $ (136,713)

Criteria

HUD regulations require PHAs to submit form HUD-52681 to the HUD Financial Management Center. Among the
information required to be presented on this form, the PHA must report the operating income, operating expenditures,
and operating reserve of the PHA for the reporting period.

Effects

Failure to report accurate information prevents HUD from monitoring the performance of the program’s financial
achivities, assessing the achievements of those programs and evaluating the expected grant award for the following
years.

Cause

The Municipality does not have adequate internal controls in order to ensure that financial data used in reports
submitted to federal awarding agencies is accurate,
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Questioned Costs

$107,715
Recommendation

The Municipality should design procedures to ensure that reports submitted to federal awarding agencies are both
complete and accurate.

Views of Responsible Officials

Management agrees

-106-

@ Aquino, De C(mlova, Alfaro & Co., LLP



MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-15

Federal program

Lower Income Housing Assistance Program — Section 8 Moderate Rehabilitation, CFDA # 14.856

Category

Compliance

Compliance requirements

Reporting — Financial reporting
Condition

The Municipality did not submit dunng FY 2006-07 the Form HUD-40118, Annual Progress Report ("APR") for the
Moderate Rehabilitation Single Room Occupancy projects

Cntenia

HUD regulations require PHAs to submit form HUD-40118 to the HUD within 90 days after the end of each operating
year

Effects

Failure to submit an APR may delay receiving grant funds and may result in a determination of lack of capacity for
future funding.

Cause
Due to lack of personnel, this report has not been prepared and submitted to the HUD. Limited resources available
have been used primarily for the operations of other types of assistance received from the Moderate Rehabilitation

program

Questioned Costs

None
Recommendation
Form HUD-40118 shouid be prepared immediately and submitted to the HUD.

Views of Responsible Officials

Management agrees
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Finding Number 07-16

Federal program

Housing Opportunities for Persons with Aids CFDA % 14 241

Category

Internal Control

Comphance requirements

Allowable costs

Cash management

Sub-recipient monitoring

Special Test — Housing quality Inspections
Special Test: - HQS enforcement

Condition

The Municipality must improve its internal controls over the following compliance requirements: cash management
participant's efigibility, subrecipient monitoring and housing quality inspections.

In testing compliance and internal controls over compliance for Housing Opportunities for Persons with Aids
programs we identified matenal instances of noncompliance over the abovementioned compliance requirements
The design of the procedures followed by the Program did not provide for the Municipality's personnel to prevent or
timely detect these exceptions. For instances of noncompliance noted, refer to the following findings: 07-17 to 07-20.

Criteria

The A-102 Common Rule and OMB Circular A-110 require non-Federal entities receiving Federal awards (i.€.,
auditee management) to establish and maintain internal controls designed to reasonably ensure compliance with
Federal laws, regulations, and program compliance requirements

Effects

The continued occurrence of this situation may result in the Municipality being exposed to cost disallowances.

Cause

Although the Municipality's Administrative Plan for the HOPWA program covers policies and procedures that should
be followed for each of the requirements described above, these policies are not always being followed. Procedures
are sometimes overlooked and no proper monitoring exists to identify instances 1n which the adequate policies and
procedures are not being followed.

Questioned Costs

None
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Recommendation

The Municipality should verify the internal control policies and procedures they have and modify them in order to
address weaknesses on therr design. A continued education program and or adequate segregation of duties should
be implemented to ensure that personnel In charge of this program have the adequate knowledge over the program
regulations Supervisory roles should also be strengthened to verify the effectiveness of the internal controls

Views of Responstble Officials

Management agrees

-109-

@Aqnino, DeCérdova, Alfaro & Co., LLP



MUNICIPALITY OF SAN JUAN
CAPITAL CITY OF PUERTO RICO

- FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30. 2007

Finding Number 07-17

Federal program

Housing Opportunities for Persons with Aids, CFDA # 14 241

Category

Comphiance/internal Control

Comphance requirements

Allowable Costs

Condttion

in testing compliance and internal control over compliance with the requirement of participant's eligibiity, we selected
40 participants who received HAP dunng FY 2006-07 to ascertain whether participants receiving HAP were eligible to
participate in the program

We noted the following instances of noncompliance and internal control deficiencies:

« In one case (2.5%) participant move out of the unit and the PHA continue the assistance payment until the
end of year

Cntena

End of participation 24 CFR 982.311 establishes that if a family moves out of the unit, the PHA may not make any
housing assistance payment to the owner for any month after the month when the family moves out.

Effects

The continued occurrence of this situation may cause the Municipality to make payments for unallowable activities
and. therefore, be exposed to cost disallowances

Cause

The above matier occurred because the Municipality's internal control over this compliance requirement is not
effectively identifying and correcting these matters through the proper review of participant files for completeness of
documents, signatures and information, as well as for their accuracy

Questioned Cosls

$3.352
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Recommendation

A complete and thorough analysis over the Municipality's procedures for participant's determination of eligibility
should be made These procedures should improve controls and documentation concerming the eligibility of
participants and will reduce the possibility of cost disallowances

Views of Responstble Officials

Management agrees.
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Finding Number 07-18

Federal program

Housing Opportunities for Persons with Aids, CFDA #14.241
Category

Comphance

Compliance requirements

Special tests and provisions — housing quality standards inspections
Special tests and provisions — housing quality standards enforcement

Condition
Housing quality standards ("HQS") inspections

In testing comphance and internal control over compliance with the HQS inspections, we selected 40 units for which
an annual reinspection was due during the fiscal year 2006-07. During our test we noted instances of noncompliance
in 2 of our selections (5%), as follows

= No annual reinspections were made during the fiscal year 2006-07. Total HAP made to these participants
amounted to $9,744

Housing quality standards ("HQS") enforcement.

In testing comphance and internal control over compliance with the HQS inspections, we selected 40 units for which
an annual reinspection was due during the fiscal year 2006-07. During our test we noted instances of noncompliance
in 2 of our selections (5%, as follows

= The nspections failed and reinspections were done after the required timeframe. Total HAPs made during
FY 2006-07 for units that failing to meet HQS, after reinspection date, amounted to $910.

Criteria

24 CFR 982.404 and 405 require a PHA to inspect a unit leased to a family at least annually duning assisted
occupancy to determine if the unit meets the HQS. An owner of a unit leased under this program is required to
maintain the unit in accordance with HQS, as defined by 24 CFR 982.4. If the owner fails to maintain the dwelling
unit in accordance with HQS, the PHA must take prompt and vigorous actions to enforce the owner obligations.

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.
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Effects

The Municipality might be incorrectly 1ssuing housing assistance payments for sub-standard housing units which
would otherwise be ineligible for participation under the program.

Cause

The Municipality does not have adequate internal controls to ensure that HQS inspections, quality control, and
enforcement procedures are In accordance with federal requirements. Major deficiencies noted included the
following

= Fach time an inspection is made, the related information (including if 1t failed or passed, and the inspection
date) 1s entered into the system and a report 1s prepared with the inspections due during a specified period.
However, this report 1s not used by the Municipality to monitor that reinspections are done timely due to a
lag In the processing of inspections in the system (i.e., system information is not updated)

Questioned Costs

$10,654

Recommendation

The Municipality should perform a thorough analysis of the current HQS procedures and modify their design as
deemed necessary to ensure that HQS inspections and enforcement procedures are done as required by federal

reguiations

Views of Responsible Officials

Management agrees
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Finding Number 07-19

Federal program

Housing Opportunity for Persons with AIDS, CFDA # 14 241

Category

Comphance / Internal Control

Complhance reguirements

Allowable costs
Subrecipient monitoring

Condition

During our tests on compliance and internal controls over compliance with the subrecipients’ monitoring requirement
we selected 23 subgrantees and noted the following deficiencies:

Awarding of funds

One subrecipient was approved assistance during the fiscal year 2006-07 although he had not complied
with the submission of single audit reports for prior award years.

Monitoring of funds

Crntena

For twenty three (23) of the 23 subrecipients examined (100%), we were not provided with evidence of the
agreement between the Municipality and the subgrantee. No evidence was provided that the Municipality
made these subrecipients aware of the award information and requirements pertaining to the program.

For the 23 subrecipients examined (100%), no formal evidence exists of the review performed over single
audit reports received and that such review was made within six months of their receipt, as required by
Federal regulations. Total funds awarded to these subrecipients amounted to $ 1,263,027.

Latest single audit reports on file for 20 subrecipients reflected reportable conditions, matenal weaknesses
and/or questioned costs. For 3 of these subrecipients (15%), the Municipality has neither received a
corrective action plan nor sanctioned them due to noncompliance with this requirement.

The requirements for subrecipient monitoring are contained in the Single Audit Act Amendments of 1996, Section
225 and 400(d) of the OMB Circular A-133, and Section 137 and .40(a) of A-102 Common Rule. These regulations
establishes a pass-through entity is responsible for.

«  Award Identification. At the time of the award, identifying to the subrecipient the Federal award information

(e.g. CFDA title and number, award name, name of Federal agency) and applicable compliance
requirements
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= During-the-Award Monitoring - Monitoring the subrecipient's use of Federal awards through reporting, site
visits, regular contact, or other means to provide reasonable assurance that the subrecipient administers
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant agreements
and that performance goals are achieved

= Subrecipient Audits - (1) Ensuring that subrecipients expending $500,000 or more in Federal awards during
the subrecipients' fiscal year have met the audit requirements of OMB Circular A-133 and that the required
audits are completed within 9 months of the end of the subrecipient's audtt period, (2) issuing a
management decision on audit findings within 6 months after receipt of the subrecipient's audit report, and
(3) ensuring that the subrecipient takes timely and appropriate corrective action on all audit findings. In
cases of continued inability or unwillingness of a subrecipient to have the required audits, the pass-through
entity shall take appropriate action using sanctions

= Pass-Through Entity Impact - Evaluating the impact of subrecipient activities on the pass-through entity's
abilty to comply with applicable Federal regulations

In addition. the A-102 Common Rule and OMB Circular A-110 require that non-Federal entities receiving Federal
awards (1.e., auditee management) to establish and maintain internal controls designed to reasonably ensure
compliance with Federal laws, regulations, and program compliance requirements. Adequate internal controls should
provide reasonable assurance that subrecipient activities are monitored, subrecipient audit findings are resolved, and
the impact of any subrecipient noncompliance on the pass-through entity is evaluated

Effects

Inadequate monitoring procedures may expose the Municipality to the nsk that unallowable use of funds are not
detected and corrected on a timely basis. Noncompliance could result in the loss of Federal funds. Additionally,
program objectives may not be achieved, as timely monitoring of subgrantee performance is not adequately
performed

Cause

Aithough the Municipality's has in place various tools to approve and monitor subgrantees, such as proposals
evaluation guides and checklists, and single audit requests forms to subrecipients, their use 15 not consistent.
Procedures are sometimes overlooked and no proper monitoring exists to identify instances in which the adequate
policies and procedures are not being followed.

In addition, during FY 2006-07 personnel previously assigned to the monitoring of HOPWA subrecipients were
relocated to other functions. No resources were allocated to HOPWA program to cover these vacancies.

Questioned Costs

None
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Recommendation

The Municipality should verify the internal control policies and procedures they have and modify them in order to
address weaknesses In their design. Proper training to employees and established segregation of duties should be
implemented 1o ensure that personnel in charge of this program have the adequate knowledge over the program
regulations Supervisory roles should be strengthened to verily the effectiveness of the internal controls. The
following guidelines should be considered

Single audit reports should be obtained within the required time frame and its corresponding review should
be performed and documented on a timely basis. The preparation of a review tool, such as a checkhst is
advisable Management decisions resulting from this review should be clearly documented, as well as
follow-up activities performed on single audit findings.

Develop and implement policies to ensure that files are adequate and consistent and to ascertain that they
include support for conclusions in monitoring reports. Subrecipient files should also include documentation
on follow-up procedures performed on corrective action implementation.

Develop a tracking system that alerts stall of approaching deadlines for reports and corrective action plans
Follow up aggressively to obtain acceptable corrective action plans in a timely manner. Subrecipient
tracking documents should be developed and maintained for management decision and audit purposes.
Review current monitoring guides to ensure that they include steps to obtain reasonable assurance that the
subrecipients are complying with applicable Federal regulations. In addition, the Municipality should assign
sufficient resources to enable the performance of adequate monitoring of the subrecipients, specifically for
the programmatic area

Views of Responsible Officials

Management agrees
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Finding Number 07-20

Federal program

Housing Opportunity for Persons with AIDS CFDA ¥ 14 241
—ategory
internal Control’ Comphance

Compliance requirement

Cash Management/ionitoring

Condition

The Municipality did not monitor adequately the cash management procedures of the subrecipient since it is not
minimizing the time elapsed between the receipt of funds and the final disbursements made to supphers of the
subrecipient.

Criteria

As per CFR 31 part 205 11, establish that a State and Federal Program Agency must minimize the time elapsing
between the transfer of funds from the United States Treasury and the State's payout of funds for Federal assistance

program purposes. whether the transfer occurs before or after the payout of funds

Effects

The cash managemenl problem could result in fiscal deficiency for the sub-grantees since the Municipality does not
minimize time elapsing between the transfer of funds

Cause

The Municipality does nol keep adequate cash management monitoring procedures because the Subrecipient has
requested and received federal funds In excess of its iImmediate needs

Recommendation

The Municipality should improve its monitoring procedures related to the cash management over subrecipients
Questioned costs
None

Views of responsible officials

Management agrees
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Finding Number 07-21

Federal program

HOME Investment Partnership Program, CFDA # 14 239

Category

Compliance

Compliance requirements

Reporting
Condttion

The Municipality did not submit during FY 2006-07 the Form HUD-60002, Section 3 Summary Report, Economic
Opportunities for Low- and Very Low- Income Persons for Housing Construction Projects

Cntena

HUD regulations require each recipient which directly receives financial assistance to submit form HUD-60002 for the
purpose of determining the effectiveness of the project It shall be submitted by January 10 of each year or within 10
days of project completion, whichever is earher

Effects

Failure to submit an APR (annual performance report) may delay receiving grant funds and may result in a
determination of lack of capacity for future funding

Cause

This report has not been prepared and submitted to the HUD due to the Municipality considers that it does not apply
to the program

Questioned Costs

None
Recommendation
Form HUD-60002 must be prepared and filed as required by HUD

Views of Responsible Officials

Management agrees
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Finding Number 07-22

Federal program

Community Development Block Grant/Entitlement Grants, CFDA #14.218
Community Development Block Grant/Loan Guarantee Section 108, CFDA # 14.248

Category
Comphance

Comphance requirements

Davis-Bacon Act
Condition

During our examination of construction contracts we noted that they did not include a clause of the prevailing rate as
required

Crnitena

The requirements of Davis Bacon are contained 29 CFR Part 5, A-102 Common Rule and OMB Circular A-110. Non
federal entities shall include in their construction contracts subject to Davis Bacon Act a requirement that the
contractor or subcontractor comply with the requirements of the Davis-Bacon Act and the DOL regulations (29 CFR
part 5, “Labor Standards Provisions Applicable to Contracts Governing Federally Financed and Assisted
Construction’)

Effects

The Municipality can be exposed to actions from Federal grantors including disallowance of cost

Cause

This situation was mostly caused do to the lack of update for applicable clauses on the construction contracts.

Questioned Costs

None
Recommendation
The Municipality contracts include a general clause in which they establish that the contractor should follow all

federal and local regulations. We recommend the Municipality to include a more specific clause that construction
contractors and subcontractors must comply with the abovementioned requirement.
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Views of Responsible Officials

Management agrees
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Finding Number 07-23

Federal program

Community Development Block GrantEntitlement Grants, CFDA #14.218
Community Development Block Grant/Loan Guarantee Section 108, CFDA # 14248

Category

Compliance

Compliance requirements

Reporting
Condttion

The Municipality did not submit during FY 2006-07 the Form HUD-60002, Section 3 Summary Report, Economic
Opportunities for Low- and Very Low- Income Persons for Housing Construction Projects.

Cntena

HUD regulations require each recipient which directly receives financial assistance to submit form HUD-60002 for the
purpose of determining the effectiveness of the project. It shall be submitted by January 10 of each year or within 10
days of project completion, whichever is earlier.

Effects

Failure to submit an APR (annual performance report) may delay receiving grant funds and may result in a
determination of lack of capacity for future funding

Cause

This report has not been prepared and submitted to the HUD due to the Municipality considers that it does not apply
to the program.

Questioned Costs

None
Recommendation
Form HUD-60002 must be prepared and filed as required by HUD.

Views of Responsible Officials

Management agrees
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30. 2007

Finding Number 07-24

Federal program

HIV Emergency Relief Project Grants CFDA # 93914
Category

Internal Control/Compliance

Compliance requirement

Allowable Cost/Cost Principles
Subrecipient Monitoring

Condition

To reinforce the accuracy of the reimbursement of funds. the Municipality has implemented a detailed preintervention
process for its subgrantees disbursements. These procedures include, among others, a detailed examination of
invoices provided by the subgrantee with copies of its related supporting documentation; which includes suppliers
invoices. bank statements and bank reconciliations. This process is being performed and complied by subgrantees

As part of the monitoring procedures, the Municipality performed fiscal and programmatic monitoring and we noted
the following

= Subrecipient monitories performed for program years 2003, 2004, 2006 and 2007 resulted in instances of
noncompliance. Corrective action plans is in the process of discussion with subrecipients

In additon, in eligibility of subgrantees we could not test procedures related to the awarding of funds to one
subrecipient. because the file was not available for examination

Cntena

= Section 400 (d) of OMB Circular A-133 establishes that the Municipality should: (a) monitor the activities of
subrecipients as necessary to ensure that Federal awards are used for authorized purposes in compliance
with laws, regulations, and the provisions of contracts or grant agreements and that performance goals are
achieved, (b) ensure that subrecipients expending $ 300,000 ($500,000 for fiscal years ending after
December 31, 2003) or more in Federal awards during the subrecipient's fiscal year have met the audit
requirements of this part for that fiscal year, (c) issue a management decision on audit findings within six
months after receipt of the subrecipient's audit report and ensure that the subrecipient takes appropnate and
time corrective action, and (d) consider whether subrecipient audit needs adjustment of the pass-through
entity's records

= In addition. internal controls should provide reasonable assurance that subrecipients activities are
monitored. subrecipients audit findings are resolved. and the impact of any subrecipients noncompliance on
the pass-through entity is evaluated
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO
- FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
: INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
z FOR THE YEAR ENDED JUNE 30, 2007

Effects

Inadequate financial monitoring procedures may expose the Municipality to the nsk that unallowable uses of funds
are not detected and corrected on a timely basis Noncompliance could result in the loss of federal funds.
Additionally. program objectives may not be achieved, as timely monitoring of subgrantees performance I1s not
adequately performed

Cause
The above conditions are primarily due to not performing ontime monitoring procedures of subrecipients fiscal
operations. Other exceptions are the result of inappropriate follow up procedures on subgrantees compliance with

agreement clauses

Questioned Costs

None
Recommendation
= Assignment of sufficient resources to enable the performance of adequate monitoring of subrecipients.
= Timely site visits at the subrecipients locations to review financial records and observe operations should be

performed

Views of Responsible Officials

Management agrees
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-25

Federal program

HIV Emergency Relief Project Grants, CFDA # 93.914

Category

Internal Control/ Compliance

Compliance requirement

Cash Management
Condition

The program did not maintain adequate audit trail to reconcile the funds received from the pass-through grantor with
the disbursements 1ssued by the program.

In addition, the desk reviews process for submitted by the sub grantees are taking excessive time. The
reimbursement check delays several months after the onginal invoices of the surecipients are delivered to the
Municipality

OMB Common Rule, Subpart C, Section 92.20 (b)(7), requires a cash management system in order to minimize the
time elapsed between the transfer of funds from the U.S. Treasury and the disbursements made by the grantee

As per CFR 31 part 20512 (5) establish, reimbursable findings means that a Federal Program Agency transfers
Federal funds to a State that has already paid the funds for Federal Assistance program purposes. A State and
Federal Program Agency must limit the amount of time the funds are transferred to the minimum required to meet a
State's actual and immediate cash needs.

Effects

The Municipality is not in compliance with OMB Common Rule, Subpart C, Section 92.20 (b) (7).

The cash management problem could result in fiscal deficiency for the subgrantees since the Municipality does not
minimize time elapsing of funds.

Cause

There are not adequate internal controls to assure that funds requested to the federal agency are disbursed for
immediate needs
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

The Municipality does not have an efficient payment and disbursement process 10 subrecipients. It takes a lot of time
since the subrecipient submits the invoices and all required documentation to the Municipality for reimbursement
purposes and payment to subrecipients.  This process requires a lot of time since the invoices are audited in the
Municipality

Recommendation

The Municipality should develop cash management system procedures in order to assure that funds requested are
disbursed as required by the regulation

The Municipality should estabhish procedures to pay the subgrantees on a monthly basis in order to minimize the time
elapsed between the request of funds by the subrecipient and the ultimate disbursement of funds

Questioned costs
None

Views of responsible officials

Management agrees
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30. 2007

Finding Number 07-26

Federal program

Head Start — CFDA # 93 600

Cateqory

Internal Control/ Comphance

Compliance requirement

Cash Management
Condition

Interest income was generated from federal funds deposited in the Municipality's bank account and was not returned
on time

Cnteria

45 CFR Subtitie A Sec 9221 establishes that the interest earned on advances shall be promptly, but at least
quarterly remitted to the federal agency The grantee or subgrantee may keep interest amounts up to $100 per year
for administrative expenses

Effects

The Municipality will have to refund the total amount of interest income to the federal government.

Cause

The Municipality understands that it Is due to the fact that they do not perform cash transfers on a timely basis.

Recommendation

The Municipality should transfer federal funds to the general fund as soon as received in order for them to be
available for the payment of obligations and interest income will not be generated

Questioned costs
$89,091

\/ilews of responsible officials

Management agrees
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-27

Federal program

Head Start — CFDA # 93 600

Category

Internal Control/ Compliance

Compliance requirement

Reporting
- Condition

. Interest income was not reported in SFE-272, for any of the four quarters and advances not disbursed were not
included in the remarks section

Critenia

OMB Circular A-110 Section 52 (a) (2) (i), when practical and deemed necessary, federal awarding agencies may
require recipients to report in the "Remarks" section the amount of cash advances received In excess

Effects

Failure to report accurate information prevents HHS from monitoring the performance of the program's financial
activities, assessing the achievements of those programs and evaluating the expected grant award for the following
years

Cause

The Municipality does not have adequate internal controls in order to ensure that financial data used in reports
submitted to federal awarding agencies IS accurate.

Recommendation

The Municipality should design procedures to ensure that reports submitted to federal awarding agencies are both
complete and accurate.

Questioned costs

None
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Views of responsible officials

Management agrees
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

FINDINGS ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133-CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Finding Number 07-28

Federal program

Community Service Block Grant (CSBG) — CFDA # 93.569

Category

Internal Control/ Comphance

Compliance reguirements

Cash management
Condition

We observed that funds requested for two contracts  were not disbursed. We also noted that subsequent to June 30,
2007 amounts were reimbursed to the federal program

Cntena

The requirements for cash management are contained in the OMB Circular 102, A-102 Common Rule, OMB Circular
A-110  Program costs of entities funded on a reimbursement basis, must be paid for by entity funds before
reimbursement is requested from the Federal Government

Effects

The continued occurrence of this situation may result in the Municipality being exposed to cost disallowances and to
pay interest for failure of following the cash management requirements

Cause

The program does not have adequate controls to ensure that expenditures are obligated and liquidated on a timely
basis

Questioned Costs

None
Recommendation

We recommend that the program should establish internal controls to ensure the timely liquidation of all obligations
before requesting the reimbursement

Views of Responsible Officials

Management agrees
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2007
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDEREAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2007

Federal Grantor/Pass-Through Grantor/Program or Cluster Title

Department of Housing and Urban Development (HUD)

Section 8 Housing Choice Vouchers

Community Development Block Grants/Entitiement Grants

HOME Investment Partnership Programs

Housing Opportunities for Persons with AIDS

Lower Income Housing Assistant Program-Section 8 Moderale Rehabilitation
Emergency Shelter Grants Program

Supportive Housing Program

Community Development Block Grants/Section 108 Loan Guarantees
Shelter Plus Care

Subtotal

Department of Health and Human Services (HHS)

Head Start

HIV Emergency Relief Project Grants

Substance Abuse and Mental Health Services

Health Center Grants for Homeless Populations (HCH)
Family Planning

Pass-through from Commonwealth of Puerto Rico Families and Child Administration-

Community Services Block Grant
Pass-through from Commonwealth of Puerto Rico Governor's Office-
Special Programs for the Aging-Title Ill, Part C-Nutricion Services
Pass-through from Commonwealth of Puerto Rico-WESTAT-
National Health institute-WESTAT
Pass-through from Commonwealth of Puerto Rico Department of Education-
Risk Reduction
Childhood Immunization Grants
Maternal and Child Health Services Block Grant to States
Mental Health Clinical and AIDS Services
Streghtening Families Program
Subtotal

See notes to Schedule of Expenditures of Federal Awards

Federal
CFDA or
Grant
Number

14 871
14218
14.239
14 241
14 856
14231
14.235
14.248
14 238

93.600
93.914
93.243
93.151
93.217

93.569

93.045

93.990

93.941
93.268
93.994
93.244
93.556

Expenditures
2007

(22

24,010,489
12,176,715
6,099,848
6,759,770
5,042,190
343187
1,103,804
11,762,737
156,078

67,454 818

27,650,627
11,697,042
589,467
450,122
4157

3,927,322
1,000,859
1,024,065

246,022
655,258
253,026
105,569
123,779

47,727,315

-131-
@Aqninc, De C()r(lova, Alfaro & Co., LLP



MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDEREAL AWARDS - CONTINUED
FOR THE YEAR ENDED JUNE 30, 2007

Federal Grantor/Pass-Through Grantor/Program or Cluster Title

Department of Labor (DOL)

Pass-through from Commonwealth of Puerto Rico Right to Employment Ad

Workforce Investment Act (WIA)

Department of Justice (DOJ)

Public Safety Partnership and Community Policing Grants (COPS)
Drug Free Communities Support Programs Grants

Gang Resistance Education and Training (GREAT)

Community Prosecution Project Safe Neighborhoods

Pass-through from Commonwealth of Puerto Rico Department of Justice:
Crnme Victim Assistant
Alcohol, Tobacco and Firearms Training Assistance

Subtotal

Department of Education (ED)

Federal Pell Grant Program (PELL)

TRIO Student Support Services
Supplementary Educational Opportunity Grants
Minority Science

Federal Work-Study Program (FWS)

Subtotal

See noles to Schedule of Expenditures of Federal Awards

-132-

Federal
CFDA or
Grant
Number

ministration-

1/ 258,
17 259,
17.260

16710
16729
16.737
16.609

16.575
16012

84 063
84.042
84.007
84 120
84 033

Expenditures
2007

8,078,533

1,015,052
873,773
8,162
1,642,257

100,631
29,582

3,669,457

1,911,119
269,606
47 478
3.217
80,237

2,311,657
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MUNICIPALITY OF SAN JUAN
CAPITAL CITY OF PUERTO RICO

SCHEDULE OF EXPENDITURES OF FEDEREAL AWARDS - CONTINUED

FOR THE YEAR ENDED JUNE 30, 2007

Federal Grantor/Pass-Through Grantor/Program or Cluster Title

Department of Aagriculture (USDA)

Federal
CFDA or
Grant
Number

Pass-through from Commonwealth of Puerto Rico Department of Education-

Child and Adult Care Food Program (CACFP)

Corporation for National and Community Service

10.558

Pass-through from Commonwealth of Puerto Rico Department of Health:

Foster Grandparent Program
Retired and Senior Volunteer Program

' Subtotal

Department of Homeland Security
Emergency Management Performance Grants
Homeland Security Grant Program

Subtotal

TOTAL EXPENDITURES OF FEDERAL AWARDS

See notes to Schedule of Expenditures of Federal Awards
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94 011
94 002

97.042
97.067

Expenditures
2007

1,967,925

455,096
83,097

538,193

90,335
767,049

857,384

$

132,605,282
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MUNICIPALITY OF SAN JUAN

CAPITAL CITY OF PUERTO RICO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDEREAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2007

1 Basis of Presentation—The accompanying schedule of expenditures of federal awards includes the federal
grant activity of the Municipality of San Juan, Capital City of Puerto Rico (the "Municipality"), and s presented In
accordance with the requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts presented in, or used In
the preparation of, the basic financial statements. The Municipalty's government-wide financial statements are
reported using the economic resources rmeasurement focus and the accrual basis of accounting, which conform to
accounting principles generally accepted in the United States of America ("GAAP") as applicable to governmental
units. The accounts of the Municipality are presented on the basis of funds. each of which is considered a separate
accounting entity The operations of each fund are accounted for with a separate set of self-balancing accounts that
comprise Its assets, liabilities, fund equity, revenues and expenditures, Government resources are allocated to and
accounted for by individual funds based upon the purposes for which they are 1o be spent and the means by which
spending activities are controlled

A reconciliation of amounts included in the Schedule of Expenditures of Federal Awards to the other governmental
funds column In the fund financial statements follows:

Schedule of expenditures of federal awards $ 132,605,282
Federal programs not included in other governmental funds (11,762,737)
Component unit 1,916,425
Nonfederal programs included in the special revenue funds 838,199
Total special revenue funds 123,597,169
Capital projects funds 29042 141
Other special revenue funds 2,865,399

Other governmental funds column in the fund financial statements § 155,504,709

2 Catalog of Federal Domestic Assistance ("CFDA") numbers are presented for programs for which such
numbers are available.

3 Reporting Entity—The Municipality, for purposes of the supplementary Schedule of Expenditure of Federal

Awards. includes all the funds of the primary government as defined by GASB Statement No. 14, The Financial
Reporting Entity.
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PART VIll

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
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MUNICIPALITY OF SAN JUAN, PUER'T O RICO

e

Statis of Prior Year 2005-2006
Single Audit Requirement
as of Junc 30. 2007

Finding Questioned
Number Finding Description Costs Status
Accounting and Finance Department
Sruation sl prevails. Refer to Finding 07-01 and related
06 01 Dehicit in the Municipality's general fund at June 30 2000 5 Corrective Action |'lan
The Municipahity 1s not canceling outstanding checks, which have Situation stili prevatls. Referiol inding 07-02 und related
0602 freen outstanding tor a period 1n excess of ey months Corrective Action Plan
Shuation still prevails. Refer to Tinding 07 03 and refated
06 03 inactive and unnecessany lunds and accounts are 1ot closed. Cortective Action Plan
The Municipality's pavroli register cannot be reconctied with s
(6 04 Corresponding general fedger paysoll and benelits accounts Corective Action Plan implemented with positive results,
Tmternal control over property management need (o be Situauon suil prevails. Reter to Finding 07-04 and related
0605 strenghtened Corrective Action Plan
All Federal Programs
Sitnation sull prevasls. Refer to Fnding 07 05 and refated
16 06 I'he Maomerpality does not prepare pe riodhc certitications Conective Action Plan
Section 8 Housing Choice Vouchers
I'he Mumicipaluy should unprove its collection efforts over its Situation has been corrected m part due o implementation
O accounts receivable of Corective Action Plan. Refer to finding 07-06
The Mumcipahty should improve imternal control aver it's Section Sitwation suil prevands. Reler to Finding 07-07 and related
0608 § Housing Choiee Voucher Program, Correcuive Acton Plan
The Mumicipality must improve policies and procedures tor Situation stll prevails. Refer to Finding 07-0s and related
6049 determination of participants cligibility Correcuve Action Plan
The Mumcipaliy did not comply with federal requirements
regarding the detcrmininion of housing assistance pavments and
- 101 feuse approval. Correcuve Action Plan unpiemented with positive results
1he Municipality did not compliy w wh federal requirements
(LI regarding the utthity schedule Corrective Action Ilan implemented with positive results
The Mumcipality did not comply with federal requirement Sunation has been corrected in part due to implementation
On-12 segarding housing quaiity standards mspections. 122,136 Jof Corrcctive Action Plan. Refer w finding 07-09
The Municipahty did not comply with federal requirements
06-13 vegarding huosing quality standards enlorcements, 14.571  |Correcuve Action Plan implerented with posiive resulls.
Tinancial report submutted 1o HUD did not agree with the Sitvation sull prevails. Refer to Finding 07-10 and related
06-14 accounung records Corrective Action Plan
Tower Income Housing Assistance Program - Section 8 Mederate Rehabilitation
The Mumcipality should improve its internal controf over it's Sttuation sl prevails. Refer to Tinding 07-1 i and related
- 15 1 ower lncome Moderate Rehabilitation Program. 30,740 |Correcuve Action Plan
The Mumeipality must impruve pohicies and procedures lor Situation sull prevails. Refer to finding 07-12 and relawed
(W16 determimation of participants ehgibiiity 16,032 |Corrective Action Plan
I'he Mumerpality did not comply with lederal requirements Situation stili prevails. Refer o Linding 07 13 and related
0617 regarding housing quality standards inspections and enforcements. Correcuive Action Pian
The Mumcipality did not comply with federal requirements
(- 18 regarding the sty allowance schedule. Corrective Activn Plan implemented with positve results
TFinancial report subttted o 1UD did not agree with the Situation stil prevails. Refer to Tinding 07-14 and related
06-19 accouniing records Corrective Action Plan
The Mumeipality did not submit the HUD 401 18, Annual Progress Situation still prevails. Refer o Finding 07-15 and related
06-20 Report Corrective Action Plan
The Mumcipalits does not have adequate internal contiols to
cnsure the current occupancy status of the units recerving program
-2 assistance. Corrective Action Plan impiemented with posiuive results
i stdova, Alfaro & Co., LLP
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MUNICIPALITY OF SAN JUAN, PUERTO RICO
At i

Status of Prior Year 2005-2006
Single Audit Regquirement

as of June 30. 2007

Finding Questioned
Number Finding Description Costs Status
Housing Opportunities for Persons with AIDS
The Municipality must improve its iernal controf over ity Situation dill prevaifs. Refer to Finding 07-16 and related
16 27 HOPWA funds Corrective Action Plan
The Municipality must improve poficies and procedures for Sttvation still prevails. Refer 1o Finding 07-17 and refated
1h-13 determination ol partcipants cligibifity Corrective Action Plan
Tie Munictpality did not comply with federal requirements Siuation still prevass. Relerw Finding 07-18 and related
06 24 regarding housing qualiyy standards wspections and enforcements. Conective Action Ilan
The Mumcipahity does not have adequate internal controls over the
valuation of subgrantee proposais and monioring subrecipients’ Situation stilf prevails. Refer o Finding 07-19 and refated
06 15 actvilies Corrective Action Plan
Comnumity Development Block Grant/Loan Guarantee Section 108
The construction contracts do not inciude a Davis Bacon Act Situation sull prevails. Refer to Finding 07-22 and reluted
0626 Clause Coenrective Action Plan
HIV Emergency Refief Project Grants
The Mumcipality must improve its subrecipients monioring Sruaton sl prevails, Refer wo Tainding 07 2o selated
06 27 procedures Correcuve Action Plan
Waorkforce Investment Act
Accountmy records do not provide sufficient information (G
0618 delernine comphiance with the carmarking requircment Carrective Action Plan implemented with positive Fesults,
CSBG
T Rrumcipatity drd not comply with Tederal requirenients Shtaation sl prevaits. Refer to Finding 07-25 and related
06 20 reparding cash manggement pracedures. Corrective Action Plan
$ 193.479.00

Aquino, De Cérdova, Alfaro & Co., LLP
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan

Single Audit Requirements
as of June 30, 2007 YA ._

Finding
Number

Category

Condition Found

Management Response and/or
Corrective Action

Assigned
Management Response and/or Action Responsibility

Expected
Target Date

07-01

Internal Control

Deficit in the Municipality’s general
fund at June30, 2007.

During the year ended June 30, 2007, the Municipality | Department of Finance
implemented various financial and managerial measures to
increase municipal revenues and collections, and control
expenditures in order to assure that the deficit presented was
minimized within a reasonable time period. As a result, the
deficit was reduced from $31.7M to $30M.

The Municipality has implemented an aggressive long term
financial plan that will allow us to: (1) finish operations with
excess of revenues over expenditures; (2) apply the excess of
revenues to the accumulated deficit of 2005 which will be
applied to the total deficit within a period of 10 years; (3) be in
compliance with local law which establishes that an
outstanding deficit must be amortized in a period no longer
than 40 years.

Continuous

07-02

Internal Control

The Municipality is not canceling
outstanding checks, which have
been outstanding for a period in
excess of six months.

As part of the monthly reconciliation process, the Municipality | Department of Finance
identifies all outstanding checks over six months and adjusts
the General Ledger to that effect.

These checks will then be reissued with a written
authorization from the payee, as they are requested.

Although the bank is responsible of cancelling any check
which has not been cleared within six months as is the
Municipality’s policy, we will increase efforts in order to
ensure that the bank complies with this requirement.

Continuous

07-03

Internal Control

Inactive and or unnecessary funds
and accounts are not closed.

We will make the necessary adjustments to balances and | Department of Finance
properly close inactive funds that at the moment are active in
our system and establish monthly closing procedures to |
maintain balances for active grants only.

June 2008

07-04

Internal Control

Internal control over property
management needs to  be
strengthened.

We are in the process of reviewing our financial information Department of Finance
system in order to segregate our current property subsidiary
into each program fund as required.

June 2009

07-05

Compliance /
Internal Control

The Municipality does not prepare
periodic certifications

The Office of Human Resources of the Municipality of San Human Resources
Juan (OHR), sent written notifications to all departmental Department
directors on April 25, 2006 and March 30, 2007 regarding the

July 2008
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan

Single Audit Requirements
as of June 30, 2007

Finding
Number

Category

Condition Found

Management Response and/or
Corrective Action

Assigned
Management Response and/or Action Responsibility

Expected
Target Date

regulations and procedures implemented to provide
certifications for all employees paid with federal funds during
the period of each proposal. A list of each expired federal
fund and the due dates to submit the certifications to the
OHR, was included in each notification. As of fiscal year
2008-2009 we have established a register for certifications
received that will help us to identify on a regular basis, those
that have not complied.

07-06

Compliance /
Internal Control

The Municipality should improve
its collection efforts over its
accounts receivable.

To address the deficiencies identified in this finding the | Department of Housing
Municipality adopted a procedure concerning owner or family Voucher

debts. The procedure was established in section 17 of the
administrative plan that was submitted and approved by
HUD in 2006.

Taking into consideration the corrective measures, the
following table shows the amount of funds collected by
calendar year:

Program Year ~ Amount collected
2007 $36,413
2006 $55,845
2005 $87,351

Completed

07-07

Internal Control

The Municipality should improve
its internal control over its Section 8
Housing Choice Voucher Program.

We have implemented an Administrative Plan that includes | Department of Housing
the procedures established to address the lack of internal Voucher
control. As a supplement to the Administrative Plan the
following procedures were developed:

Third Party Verification

Document review previous to Annual Reexamination
Document review during the Annual Reexamination
HQS inspection

Waiting List

HQS quality control

Correct voucher size

The Administrative Plan was approved by HUD. The
corrective action for this finding is part of the CAP approved
by HUD.

Completed

20f8
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan

Single Audit Requirements
as of June 30, 2007

Finding
Number

s

Category

Condition Found

Management Response and/or

Corrective Action

Management Response and/or Action

Assigned
Responsibility

Expected
Target Date

07-08

Compliance /
Internal Control

The Municipality must improve
policies and procedures for
determination of  participant’s
eligibility.

The Municipality will enhance the number of cases to be
verified by the Quality Control Division of the Section 8
program and will implement changes to the existing
information system. The new system under implementation
will identify all cases due for reexamination and will be
completed by June 2008.

COMMENT RELATED TO SEMAP

The two (2) questioned cases that represent 5% of the total
sample were cancelled by the Municipality. Therefore we
understand that we are in compliance with the requirement
established by HUD under the SEMAP evaluation. According
to the regulation if fewer than 5 percent of all PHA
reexaminations are more than 2 months overdue, the
Municipality is in compliance and a total of 10 points must be
awarded.

Department of Housing
Voucher

Underway-
June 2008

07-09

Compliance

The Municipality did not comply
with federal requirements
regarding housing quality
standards inspections.

The Municipality will enhance the number of cases to be
verified by the Quality Control Division of the Section 8
program and will implement changes to the existing
information system. The new system under implementation
will identify all cases due for reexamination and will be
completed by June 2008.

COMMENT RELATED TO SEMAP

The questioned case that represents 2.5% of the total sample
was cancelled by the Municipality. Therefore we understand
that we are in compliance with the requirement established by
HUD under the SEMAP evaluation. According to the
regulation if fewer than 5 percent of annual HQS inspections
of units under contract are more than 2 months the
Municipality is in compliance and a total of 10 points must be
awarded.

Department of Housing
Voucher

Underway-
June 2008

07-10

Compliance

Financial report submitted to HUD
did not agree with the accounting
records.

The quarterly reports (VMS - FORM 52681) are used to inform
the financial data of the PHA to present exclusively
disbursements made to landlords and administrative expenses
incurred on a monthly basis. This data is then used by HUD to
give the PHA advances of housing payments. The accounting

Department of Housing
Voucher

Continuous
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan

Single Audit Requirements
as of June 30, 2007

Finding
Number

Category

Condition Found

Management Response and/or
Corrective Action

Assigned
Management Response and/or Action Responsibility

Expected
Target Date

records which should have been used to compare this
information is report number P70.02 “Informe de Ingresos y
Gastos” that captures all the expenses as required by the VMS
quarterly reports.

07-11

Internal Control

The Municipality should improve
its internal control over its’ Lower
Income Moderate Rehabilitation
Program.

We have implemented an Administrative Plan that includes | Department of Housing
the procedures established to address the lack of internal Moderate
control. As a supplement to the Administrative Plan the
following procedures were developed:

Third Party Verification

Document review previous to Annual Reexamination
Document review during the Annual Reexamination
HQS inspection

Waiting List

HQS quality control

Correct voucher size

The Administrative Plan was approved by HUD. The
corrective action for this finding is part of the CAP approved
by HUD.

Completed

07-12

Compliance /
Internal Control

The Municipality must improve
policies and  procedures  for
determination of  participant's
eligibility.

We are in the process of implementing the same controls of the | Department of Housing
Housing Choice Voucher program into the Moderate Rehab Moderate

program.

The first step in the corrective action will include the
verification of a random sample of 10% of the active client files
for accuracy of rental calculations and for file completeness
including the presence of HUD form 9886, and application
forms. To verify the records new staff will be assigned to the
Moderate Rehab program to perform file verification and
other related duties.

In addition the Municipality is implementing a new
information system that will detect any participant that is due
for reexamination.

June 2008

07-13

Compliance

The Municipality did not comply
with federal requirements
regarding housing quality
standards inspections and

We are in the process of implementing the same controls of the | Department of Housing
Housing Choice Voucher program into the Moderate Rehab Moderate

program.

June 2008
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan
Single Audit Requirements

as of June 30, 2007
Management Response and/or
Finding Corrective Action
Number Category Condition Found Assigned Expected
Management Response and/or Action Responsibility Target Date
enforcements. To avoid the recurrence of the situation a new HQS Inspection
Supervisor was named. This individual will be responsible of
coordinating the implementation of the internal controls
including the reinspection and HQS enforcement process.
In addition the Quality Control Division will verify a random
sample of the active client files for the presence of HQS
inspections.
As explained before, the Municipality is implementing a new
information system that will detect any participant that is due
for reexamination.
07-14 Compliance Financial report submitted to HUD | The quarterly reports and daily entries in our accounting | Department of Housing April 2008
did not agree with the accounting records will be prepared by our accounting personnel in the Moderate
records. federal funds section to ensure that a reconciliation of both
reports is made on a timely basis.
07-15 Compliance The Municipality did not submit | The Municipality prepared and will submit the 40118 Annual | Department of Housing June 2008
the HUD 40118, Annual Progress | Performance Report in compliance with the regulations. Moderate
Report.
07-16 Internal Control | The Municipality must improve its | The policies and procedures have been revised to ensure | Department of Housing June 2008
internal control over its HOPWA | proper compliance with the requirements in Circular A-110. HOPWA
funds.
The Municipality will revise the current procedures
concerning the cash management of the sub-recipients so that
all funds disbursed are distributed to the corresponding
suppliers on a timely basis. In addition, enforcement clauses
will be added to the sub-recipients agreements to ensure full
compliance of amounts disbursed.
07-17 Compliance / The Municipality must improve | In this case the participant abandoned the housing unit and all | Department of Housing Completed
Internal Control | policies and  procedures  for established procedures were followed for the disbursement of HOPWA
determination of  participants’ | the subsequent housing payments. These procedures were
eligibility. approved by HUD and are consistent with regulation 24
CFR.574.
07-18 Compliance The Municipality did not comply | The Municipality is implementing a corrective action plan that | Department of Housing June 2008
with federal requirements | includes the enforcement of the HAP contract and/or voucher HOPWA
regarding housing quality | when units fail HQS inspections: establish and implement
standards inspections and | procedures for tracking and documenting the results of failed

50f8




=

MUNICIPALITY OF SAN JUAN

Corrective Action Plan
Single Audit Requirements
as of June 30, 2007

Finding
Number

Category

Condition Found

Management Response and/or
Corrective Action

Assigned
Management Response and/or Action Responsibility

Expected
Target Date

enforcements.

HQS inspections; develop and implement processes to follow
up on fail inspections; issuance of deficiency letters in a timely
manner; scheduling follow up re-inspections; timely issuance
of HAP suspension notices; timely issuance of HAP
termination notices when deficiencies are not cured; and
provide training to all inspections staff on regulatory
requirements, Agency policies and adopted procedures for the
inspection process.

07-19

Compliance /
Internal Control

The Municipality does not have The Municipality has required a copy of the Single Audit with | Department of Housing
adequate internal controls over the | each sub-recipient proposal. This requirement has been HOPWA

valuation of sub grantee proposals implemented for the 2008-2009 HOPWA funding competition.
and monitoring sub recipients’ Monitoring of funds:

activities.

- A new agreement was developed and was submitted
to HUD for review. Itis expected that this agreement
will be used with the allocation of funding
corresponding to program year 2008-2009.

- An external contractor will provide technical
assistance to HOPWA staff in the evaluation of the
Single Audit reports. In addition technical assistance
was requested to the federal affairs office regarding
this matter. It is expected that all Single Audit
reports are evaluated during the 2008-2009 |.
competition.

Continuous

07-20

Compliance /
Internal Control

The Municipality did not monitor The Municipality will revise the current procedures | Department of Housing
adequately the cash management concerning the cash management of the sub-recipients so that HOPWA

procedures of the sub-recipient.

all funds disbursed are distributed to the corresponding
suppliers on a timely basis. In addition, enforcement clauses
will be added to the sub-recipients agreements to ensure full
compliance of amounts disbursed.

June 2008

07-21

Compliance

The Municipality did not submit | The Municipality requested technical assistance from HUD | Department of Housing
the Form HUD-60002 Annual | regarding the submission of HUD Form 60002. This form is of HOME

Report.

new implementation and the Municipality was unaware of the
requirement. To avoid the recurrence of the situation the
HOME program of the Municipality will submit the form as
required by the regulation.

July 2008
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan

Single Audit Requirements
as of June 30, 2007

Finding
Number

Category

Condition Found

Management Response and/or
Corrective Action

Assigned
Management Response and/or Action Responsibility

Expected
Target Date

07-22

Compliance

The construction contracts do not
include a Davis Bacon Act clause.

The Municipality has prepared an attachment (Additional | Department of Housing
Conditions) to be included with all CDBG and Section 108 CDBG
construction agreements that will require that contractors
comply with the requirement of wage determination and the
prevailing rates. Specifically clauses 5 and 6 of the Additional
Conditions address the deficiencies identified in the Single
Audit.

Continuous

07-23

Compliance

The Municipality did not submit
the Form HUD-60002 Annual
Report.

The Municipality requested technical assistance from HUD | Department of Housing
regarding the submission of HUD Form 60002. This form is of CDBG

new implementation and the Municipality was unaware of the
requirement. To avoid the recurrence of the situation the
HOME program of the Municipality will submit the form as
required by the regulation.

Continuous

07-24

Compliance /
Internal Control

The Municipality must improve its
sub recipient monitoring
procedures.

We are continuously reviewing our monitoring procedures in AIDS Task Force
order to assure that each sub-recipient complies with the laws HIV

and regulations as required in each grant agreement. Such is
the case, that because of our onsite visits and programmatic
monitoring, we have observed deficiencies in their operations
and have requested CAP to review their responses and/or
actions to each finding.

Completed

07-25

Compliance /
Internal Control

The Municipality did not maintain
adequate audit trail to reconcile
funds received.

All disbursements were reconciled and evidenced to the AIDS Task Force
auditors. Taking into consideration the restrictions imposed HIV

by the Federal Government regarding these funds, the normal
procedures that govern all regular disbursement transactions
were not sufficient because of the details involved. Therefore,
as of this current FY 2007-08, we revised the procedures to
accommodate to the needs of this program and permit a more
straight forward view of the audit trail.

Completed

07-26

Compliance /
Internal Control

The Municipality did not comply
with federal requirements
regarding cash ~ management
procedures.

The amount of $89,091 was sent to the Department of Health Head Start
& Human Services to reimburse the amount of interest earned
during FY 2006-07. We have taken measures to assure that our
bank account does not generate interest earned on any balance
available. We have also, established procedures to assure that
if any interest earned is reflected in our accounts, the quarterly
reports will be submitted with the interest balances and the
amounts disbursed to the corresponding agency on a timely
basis.

Completed
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MUNICIPALITY OF SAN JUAN

Corrective Action Plan
Single Audit Requirements

as of June 30, 2007
Management Response and/or
Finding Corrective Action
Number CaLEory Condition Found Assigned Expected
Management Response and/or Action Responsibility Target Date
07-27 Compliance / Financial report submitted to HUD | We have taken measures to assure that our bank account does Head Start Completed
Internal Control | did not agree with the accounting | not generate interest earned on any balance available. We
records. have also, established procedures to assure that if any interest
earned is reflected in our accounts, the quarterly reports will
be submitted with the interest balances and the amounts
disbursed to the corresponding agency on a timely basis.
07-28 Compliance / The Municipality did not comply | We have established procedures to ascertain on a timely basis, CSBG Completed
Internal Control | with federal requirements | that requests for funds are disbursed or returned if not

regarding cash ~ management
procedures.

required for the purpose stated.
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