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Certified Public Accountant

INDEPENDENT AUDITOR’S REPORT

To the Honoerable Mayor and
Members of the Municipal Legislature
Municipality of Santa Isabel, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Municipality of Santa Isabel, Puerto Rico
(Municipality), as of and for the fiscal year ended June 30, 2011, 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 opinions on these
financial statements based on our audit.

Except as discussed in the third and fourth paragraph, 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 Govermment Auditing Standards, issued by the Comptroller General of the United States.
Thosc standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial staternents are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and the significant cstimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

The Municipality did not have a complete, updated and accurate accounting records of the capital assets,
accumnulated dcpreciatton and related depreciation expense and we were unable to satisfy ourselves about
such balances through alternate procedures. Therefore, we were unable to obtain sufficient and competent
evidential matter related to the capital asscts reported in the accompanying statement of net assets for
$23,633,249, net of accumulated depreciation of $7,952,421 and the amount of depreciation expense stated
at $917.891 reported in the accompanying statement of activities for the vear then ended. In addition, the
expenses and the net result of operations reporied in the accompanying staternent of activities are aiso
misstated for amounts that could not be determined for the fiscal ycar ended June 30, 201 1.

We were unable to obtain an evaluation from the Municipality's external lawyers of the pending or
threatened litigations as of June 30, 2011, as discussed in note 13 to the financial statements.

The Municipality did not maintain adequate accounting records of the interfund cash transactions and the
corresponding due from and due to account halances. We werc unable to obtain sufficient evidence to
support and satisfy ourselves about the amounts recorded as interfund balances in the amount of $1,827,323
in each major fund and the aggregate remaining fund in the Balance Sheet of the governmental funds at
June 30, 2011.

Because of the significance of the matter discussed in the third and fourth paragraph, the scope of our work
was not sufficient to enable us to express, and we do not express, an opinion on the financial position of the
governmental activities of the Municipality at June 30, 2011, and the respective changes in financial
position, thereof for the fiscal vear then ended in conformity with accounting principles generally accepted
in the United States of America.

P.O. Box 352, Palmer Street, No. 68 North, Guayama, P.R. 00785
Tel. (787) 884-5490 * Fax (787) 884-535080 * cpapedroc@hotmail.com

































MUNICIPALITY OF SANTA ISABEL,
COMMONWEALTH OF PUERTO RICO
Management’s Discussion and Analvsis
Fiscal Year Ended June 30, 2011

The following table presents the condensed financial position of governmental funds at June 30, 2011 and 2010:

2011 2010
Assets:
Total assets - major governmental funds $12,313.8i6 $ 13,906,880
Total assets - other governmental funds 2,814319 3,128,138
Combined total assets 15,128,135 17,035.018
Liabilities:
Total liabilities - major governmental funds 7,534,379 10,368,650
Total liabilities - other governmental funds 1,515,973 1,899,804
Combined total liabilities 9,050,352 12,268,454
Fund balances (deficits):
Restricted. Committed or Assigned — Major
Funds 5,614,435 5,580,099
Restricted, Committed or Assigned - Other
Funds 1,298,346 1,137,243
Unassigned (835,018) (1,950,778)
Combined total fund balances 6,077,783 4,766,564
Total liabilities and fund balances £15,128,135 $17,035,018

Major Governmental Funds

General fund (GF) — The GF is the principal operating fund of the Municipality. The GF’s total assets amounted to
$5,594,938 at June 30, 2011. Such assets consist principally of: (1) Cash in commercial banks ($732,103), (2) sales and
use tax receivables ($123.202), (3) short-term amounts due from other funds ($954,558), (4) due from govemmental
entities ($358,869), and (5) restricted cash in fiscal agent ($3,404,882).

The GF’s total liabilities amounted to $5,963,829 at June 30, 2011. Such liabilities are composed mainiy of: (1) deferred
revenues (31,367,040), and (2) accounts payable and accrued liabilities. incfuding amounts due to other govemments
($3,862,020).

At the end of the current fiscal year, restricted fund balance amounted to $466,127 and unassigned fund deficit amounted
to $835.018.

Capital improvement bond fund (CIBF)- The CIBF’s total assets amounted to $3,149,177 at June 30, 2011, which
consist of restricted cash with fiscal agent. The CIBF's total liabilities amounted to 3571,173 at June 30, 2011, which are
composed mainly of accounts payable and accrued liabilities (3411,044). At the end of the current fiscal year, the CIBF
had total restricted fund balances amounted to $2,578,004.
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MUNICIPALITY OF SANTA ISABEL,
COMMONWEALTH OF PUERTO RICO
Management’s Discussion and Analysis
Fiscal Year Ended June 30. 2011

Debt service fund (DSF) — The total fund balance of the DSF increased by $538,086 during current fiscal yvear. Total
revenues, expenditures and other financing sources (net) amounted to $1,767,698, $1.405,006 and $175,394, respectively,
for the fiscal year ended June 30, 2011.

Approximately 66% ($1.173.414) of DSF’s total revenues for the current fiscal year came from restricted property taxes,
while 34% ($593,330) came from restricted sales and use taxes. DSF’s total expenditures for the current fiscal year came
from principal and interests on bonds payable ($1.403,006).

Other governmental funds (OGF) — The total fund balance of the OGF increased by $70,012 during current fiscal year.
Total revenues and expenditures amounted to $3.007,973 and $2.937,961. respectively, for the fiscal year ended June 30,
2011. Approximately 97% (82,925,731} of OGF’s total revenues for the current fiscal year came from intergovernmental
grants.

The largest expenses of the OGF for the fiscal year ended June 30, 2011 were related to: (1) urban and economic
development ($1,275,470), which accounted for 43% of total expenses, (2} welfare and housing assistance ($594,181),
which accounted for 20% percent of total expenses, and (3) culture, recreation and education ($901,733), which accounted
for 31% of total expenses.

BUDGETARY HIGHLIGHTS

a) General Fund

The original and the final budget of the general fund for the fiscal year ended June 30, 2011 amounted to
$10,631,413. Over the course of the fiscal year, the Municipality revised the GF’s budget in order to include
increases and decreases in expenditures. The faws and regulations of the Commonwealth mandate a balanced budget.

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30, 2011 were
$10,041.044, which is 6% ($590.369) lower than the budgeted revenues. In addition, the total actual expenditures
{budgetary basis) of the general fund for the fiscal year ended June 30, 2011 were $10,763,886, which is 3%
($341,248). more than the budgeted expenditures.

The most significant fluctuations in actual revenues occurred in construction excise and sales taxes, which had actual
revenues that were $1,075,499 and $231,200 lower than budgeted, respectively, and in interest on deposits, which had
actual revenues that were $210,092 more than budgeted.

Also, the most significant fluctuations in actual expenditures occurred in general government, which had actual
expenditures that were $395,239 lower than budgeted, and in urban and economic development, which had actual
expenditures that were $883,870 more than budgeted.



MUNICIPALITY OF SANTA ISABEL,
COMMONWEALTH OF PUERTO RICO
Management’s Discussion and Analysis
Fiscal Year Ended June 30, 2011

CAPITAL ASSETS AND DEBT ADMINISTRATION
a) Capital Assets

The Municipality has invested $31.585.670 in capital assets used in governmental activities, which have an
accumulated depreciation and amortization of $7,952.421 at June 30, 2011. The net capital assets of governmental
activities increased during the current fiscal year due to the current fiscal year’s capital additions ($471,843), which
were partially offset by the depreciation and amortization expense (3917,891), and capital assets disposal (81,828) for
the same period.

b) Debt Administration

The Municipality finances a significant portion of its construction activities through bond and note issuances, and
through state and federal grants. The proceeds from bond issuances designated for conmstruction activities are
committed in its entirety for such purposes and cannot be used for any other purposes.

At June 30, 2011, the Municipality’s total bonded debt amounted to $23,869,500, consisting of bonds payable. Such
debt is backed by the full faith and credit of the Municipality. The following is a summary of the debt activity for the
fiscal year ended June 30, 2011:

s Bonds payable increased by 13% ($2,182,000) by the net effect of total principal payments on bonds ($538,000)
and bond issuance ($2,720,000) made during the current fiscal year.

s The Municipality has also certain outstanding notes payable due to Puerto Rico Treasury Department (3480,386).
During the vear, notes payable to the Treasury Department decreased by 66% by the total principal payments on
notes ($192,155) made during the current fiscal year, and a beginning balance reclassification debt balance
($727,058).

e The Municipality has also certain outstanding notes payable due to CRIM (3$964,650). Such notes payable
decreased by $54,139 during the current fiscal year due to the principal payments made during the same period.

s Furthermore, the Municipality has estimated the landfifl closure and post closure care costs in approximately
$3,393.700.

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality’s finances for all of the Municipality’s
citizens, taxpayers., customers, investors and creditors. This financial report seeks to demonstrate the Municipality’s
accountability for the money it receives. Questions concerning any of the information provided in this report or requests
for additional information should be addressed to the Municipality of Santa Isabel, Department of Finance.






























COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
June 30, 2011

» Restricted net assets — This net asset category consists of net resources restricted by external
parties (such as creditors, grantors, contributors, laws or regulations of other governments,
etc.). or net assets for which constraints are imposed by constitutional provisions or enabling
legislation. Enabling legisiation consists of legisiation that authorizes the Municipality to
assess, levy, charge or otherwise mandate payment of resources (from external resource
providers). Enabling legistation establishes restrictions if it includes a legally enforceable
requirement that those resources be used only for the specific purposes stipulated in the
legislation.

s Unrestricted net assets — This category consists of the excess of assets over related liabilities
that are neither externally nor legally restricted, neither invested in capital assets. However,
assets reported within unrestricted net liabilities often are designated to indicate that
management does not consider them to be available for general operations. Assets reported
within this category often have constraints that are imposed by management but can be
removed or modified.

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

The accompanying statement of activities presents the Municipality’s results of operations by
showing, how the Municipality’s net assets or liabilities changed during the fiscal year ended
June 30, 2011, using a net {expense) revenue format. This statement presents the cost of each
function/program as well as the extent to which each of the Municipality’s functions, programs or
other services either contributes to or draws from the Municipality’s general revenues (such as
property taxes, municipal license taxes, construction excise taxes, etc.).

A function/program describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying basic
financial statements are: (1) general government, {2) urban and economic development, (3) public
safety, (4) health and sanitation, (5) culture, recreation and education, and (6) welfare and
housing assistance. The governmental operations of the Municipality’s departments and
operational units are classified within the following functions/programs in the accompanying
basic financial statements:

General Government:
Municipal Legislature
Mayor's Office
Department of Finance
Department of Human Resources
Department of Municipal Secretary
Department of Internal Audit
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
June 30, 2011

Urban and Economic Development:
Department of Public Works

Public Safety:
Department of Municipal Police
Office of Emergency Management

Health and Sanitation:
Dcpartment of Health

Culture, Recreation and Education:
Department of Recreation and Sports

Welfare and Housing Asistance:
Department of Elderly Affairs
Department of Service to Citizen

The statement of activities demonstrates the degree to which program revenues offset direct
expenses of a given function/program or segments. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit. This statement reports revenues
in three broad categories: (1) program revenues, (2} general revenues and (3) special items.

Program revenues are generated directly from a program itself or may come from parties outside
the Municipality’s taxpayers or citizens. In the statement of activities, program revenues reduce
the costs (expenses) of the function/program to arrive at: (1) the net cost of the function/program
that must be financed from the Municipality’s general revenues or (2) the net program revenue
that contributes to the Municipality’s general revenues. The accompanying statement of activities
separately reports the following categories of program revenues:

» Charges for services — These revenues generally consist of exchange or exchange-like
transactions involving charges to customers or applicants who purchase, use or directly
benefit from the goods, services or privileges provided, or are otherwise directly affected by
the services. These revenues include fees charged for specific services, rent, charges for
licenses and permits, and fines and forfeitures, among others.

¢ Program-specilic operating and capital grants and contributions — These revenues
consist of transactions that are either mandatory or voluntary non-exchange transactions with
other governments, organizations, or individuals that restrict the resources for use in a
particular program. Operating grants and contributions consist of resources that are required
10 be used to finance the costs of operating a specific program or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist
of revenues or resources that are restricted for capital purposes — to purchase, construct or
renovate capital assets associated with a specific program. Restricted operating and capital
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL
Motes to Basic Financial Statements
June 30,2011

Unearned revenues at the government-wide level arise only when the Municipality receives
resources before it has a legal claim to them (reported as “umearned revenue” in the
accompanying statement of net assets). No “earned and unavailable revenue” is accounted for
in the accompanying statement of net assets.

k) Compensated Absences

The liability for compensated absences recorded in the accompanying statement of net assets is
limited to leave that: (1) is attributable to services already rendered on or before June 30, 2011
and (2) is not contingent on a specific event that is outside the control of the Municipality and the
employee (such as illness). Compensated absences that relate to future services or are contingent
on a specific event outside the control of the employer or the employee are accounted for in the
period when those services are rendered or those events take place.

The liability for compensated absences includes salary-related costs, which are directly and
incrementally related to the amount of salary paid to the employee (such as employer’s share of
social security taxes and medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a
rate of 2.5 days per month (30 days per fiscal year) per employee. Employees accumulate regular
sick leave at a rate of 1.5 days per month (18 days per fiscal year). Employees accumulate
compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick leave days
accumulated by employees in excess of 30 days and 90 days, respectively, are paid to employees
each fiscal year, if not consumned, as required by law. In the case of compensatory time, the
excess of 240 hours is paid to employees each fiscal year, if not consumed.

Upon termination of employment, an employee receives compensation for all accumulated unpaid
regular vacation leave at the current rate. In the case of regular sick leave, if the employee
terminates his or her emplovment before reaching 10 vears of services, such regular sick leave is
not paid to the employee, if not consumed. In addition upon termination of employment, an
employee does not receive compensation for compensatory time, if not consumed previously.
After 10 years of services, any regular sick leave balance is paid to the employee. Accumulated
vacation time is fully vested to the employee at any time.

The liability for compensated absences is in the statement of net assets. A liability for
compensated absences is reported in the governmental fund financial statements only when
matured (when payment is due). for example. as a resuit of employee restignations or retirements.

l) Long-term Debt
The long-tern liabilities reported in the accompanying statements of net assets include the

Municipality’s bonds payable, notes payable, obligations under capital leases, accrued
compensated absences and accrued legal claims and judgments.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
June 30, 2011

All Tong-term debt to be repaid from governmental resources is reported as liabilities in the
accompanying statement of net assets. [n the governmental fund financial statements, the face
amount of debt issued (gross debt proceeds) is reported as other financing sources when issued.

Non-interest bearing notes payable are accounted for under the provisions of Opinion No. 21,
Interest on Receivables and Pavables, issued by the Accounting Principles Board (APB No. 21).
According to APB No. 21, the Municipality has recorded such notes at present value with an
imputed inferest rate that approximates the rate that would have been used, using the same terms
and conditions, if it had been negotiated by an independent lender. In the accompanying
statement of net assets, such notes payable are reported net of the applicable unamortized
discount, which is the difference between the present value and the face amount of the notes.

m} Acceunting for Pension Costs

On July 1, 2007, the Municipality adopted the provision of GASB Statement No. 50, Pension
Disclosures (GASB No. 50), which amended GASB Statement No. 27, Accounting for Pensions
by State and Local Government Employers {(GASB No. 27) requiring disclosure of how the
contractually required contribution rate is determined by governments participating in multi-
employer cost-sharing pension plans.

For the purpose of applying the requirements of GASB Statement No. 27, Accounting for
Pensions by State and Local Government Employers (GASB No. 27), as amended, the state
govermment of the Commonwealth of Puerto Rico is considered to be the sponsor of the
Employees’ Retirement System of the Government of Puerto Rico and Its Instrumentalities (ERS)
and System 2000, a multi-employer cost-sharing defined benefit pension plan and a hybrid
defined contribution plan, respectively, in which the employees of the Municipality participate.
The Municipality is considered a participant. and not a sponsor, of these retirement systems since
the majority of the participants in the aforementioned pension teust funds are employees of the
Commonwealth of Puerto Rico and the basic financial statements of such retirement systems are
part of the financial reporting entity of the Commonwealth of Puerto Rico. Accordingly, no
portion of the net pension obligation (NPO) related to ERS has been allocated to the Municipality
in the accompanying basic financial statements. The basic financial statements of the
Commonweaith of Puerto Rico report the total amount of the net pension obligation of ERS,
including any amount that may correspond to the Municipality.

The Muanicipality accounts for pension costs from the standpoint of a participant in a multiple-
employer cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic
financial statements are equal to the statutorily required contributions, with a liability recorded for
any unpaid required contributions.

#} Risk Management

The Muntcipality carries commercial insurance covering casualty, theft, tort claims and other
tosses. Imsurance policies are negotiated by the Commonwealth’s Department of Treasury (the
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MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
June 30, 2011

Department of Treasury) on behaif of all municipalities of Puerto Rico. The Department of
Treasury pays the insurance premiums on behalf of the Municipality and then is reimbursed each
fiscal year through monthly equal payments deducted from the Municipality’s gross property tax
collections made by the Municipal Revenue Collection Center (“CRIM”, by its Spanish
acronym), a governmental entity responsible for billing and collecting property taxes on behalf of
all municipalities of Puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Administration (ACAA, by its Spanish acronym), a component unit of the Commonwealth. This
insurance is compulsory for all licensed vehicles used on public roads and highways in Puerto
Rico. The annval premium applicable at June 30, 2011 is $35 per licensed motor vehicle, which
is paid directly to ACAA.

The Municipality obtains workers’ compensation insurance coverage through the State Insurance
Fund Corporation (SIFC), a component unit of the Commonwealth. This insurance covers
workers against injurtes, disability or death because of work or employment-refated accidents, or
because of illness suffered as a consequence of their employment. Workers® compensation
insurance premiums are also paid through monthly deductions made by CRIM from the
Municipality’s gross property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers’
insurance coverage for its employees through various insurance programs administered by the
Commonwealth’s Department of Labor and Human Resources (DOL). These insurance programs
cover workers against unemployment and provide supplementary insurance coverage for
temporary disability, or death because of work or employment-related accidents or because of
itiness suffered as a consequence of their employment. Unemployment compensation, non-
occupational disability and drivers’ insurance premiums are paid directly to DOL on a cost
reimbursement basis.

The Municipality also obtains medical insurance coverage from a health insurance company for
its employees. Different health insurance coverage and premium options are negotiated each year
by the Municipality. The current insurance policies have not been cancelled or terminated at June
30, 2011. Premiums are paid on a monthly basis directly to the insurance company. In the past
three years, the Municipality has not settled claims that exceeded insurance coverage.

Fund Balances

On July 1., 2010, the Municipality adopted the provisions of GASB Statement No. 54, Fund
Balance Reporting and Governmental Fund Type Definitions No. 54 (GASB No. 54). GASB No.
54, which enhanced the usefulness of fund balance information by providing clearer fund batance
classifications that can be more consistently applied. Also, this statement establishes fund balance
classifications that comprise a hierarchy upon use of the resources reported in governmental
funds.
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June 30, 2011

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance
amounts that are considered restricted, committed, assigned, and unassigned. based on the relative
strength of constraints that control how specific amounts can be spent. as defined below:

s  Nonspendable — Represent resources that cannot be spent due to form, for example,
inventories and prepaid amounts. Also, long-term loan and note receivables, and property
held for resale would be reported here unless the proceeds are restricted, committed or
assignes. Amounts that must be maintained intact legally or contractually (corpus or principal
of a permanent fund).

*  Restricted — Represent resources that can be spent only for the specific purposes stipulated by
constitutional provisions, external resource providers (extemally imposed by creditor or
grantors), or through enabling legislation (that is, legislation that creates a new revenue
source and restricts its use). Effectively, restrictions may be changed or lifted only with the
consent of resource providers.

e  Committed — Represent resources used for specific purposes, imposed by formal action of the
Municipal’s highest level of decision making authority (Municipal Legistature through
resolutions and ordinances) and can only be changed by a similar law, ordinance or
resolution, no lfater than the end of fiscal year.

s Assigned — Represent resources intended to be used by the Municipality for specific purposes
but do not meet the criteria to be classified as restricted or committed (generally executive
orders approved by the Mayor). Intent can be expressed by the Municipal Legislature, the
Mayor or by an official or bedy to which the Municipal Legislature delegates authority in
conformity with the Law No. 81 of August 30, 1991, as amended, known as Autonomous
Municipalities Act of the Commonwealth of Puerto Rico (Act No. 81}. In governmental funds
other than the general fund, assigned fund balance represents the remaining amount that is not
restricted or committed.

e Unassigned - Represent the residual classification for the Municipality’s general fund and
includes all spendable amounts not contained in the other classifications. In other funds, the
unassigned classification is used only to report a deficit balance resulting from overspending
for specific purposes for which amounts had been restricted, committed, or assigned.

Based on the aforementioned criteria, the Municipality has recorded the fund balance of the
governmental funds within the following cassifications: (1) restricted, and (2) unassigned.

Negative fund balance amounts are assigned amounts reduced to the amount that will raise the
fund balance to zero. Consequently, negative residual amounts is restricted, committed and
assigned fund balance classifications have been reclassified to unassigned fund balances,
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MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
June 30, 2011

An additional amount not exceeding $16 million, on an apnual basis, is distributed to the
Munictpal Equalization Fund. provided it is within the thirty-five percent corresponding to the
muricipalities of the Commonwealth of Puertc Rico. When the accumulated municipal

appropriations from the municipalities’ Puerto Rico Health Reform are covered up to June 30,
1997, these resources will be assigned to PRHSA.

This Space Has Been Left Blank Intentionally
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7.

Interfund Balances

The composition of inter-fund balances at June 30, 2011 and for the fiscal year then ended is as

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
Jume 30, 2011

follows:
Duae/sdvances from:
Other Tatal
CGeneral nonmajor governmental
Due/sdvances to: fund fund funds
Major governmental funds
General tund % £ 734,769 $ 734768
Capital improvement bonds fund L0129 160,129
Other nenmajor Tund 794429 137.996 932 425
Total $ 954558 b3 872,765 $ 1827323
Transfers out:
Tatal
General governmental
Transfers in: fund funds
Major povernmental funds:
Capital improvement bands Fund § 122782 § 122782
Debt service fund 175,394 175394
Total $ 298176 3 198176

The principal purposes of inter-fund receivables and payables are to recognize in the outstanding
balance of the loans granted, the effect of the practice of pooling cash in the a current account, and to
temporarily cover the payroll and other operating costs of several federally, and local and state funded

programs.

The principal purposes of inter-fund transfers are to make a routinary transfer of resources from the
general fund to the capital improvement bonds fund, to cover costs of public improvement project,
and to debt service fund to cover the principal and interest payment on certain bond. These debt
service payments were made on January and July 2011.

Inter-fund receivables and pavables represent the pending settlements of the aforementioned transfers

at June 30, 2011.

This Space Has Been Left Blank Intentionally
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL
Notes to Basic Financial Statements
June 30, 2011

Annual debt service requirements of maturity for bonds payable are as tollows:

Year ended
June 30, Principat Interest Total
2012 3 397.000 0 94470 3 1.341.770
2013 600000 1.540.069 2.140.60%
20M 613.000 1. 4959918 2142918
2015 611,000 1.693.232 2334232
2016 685.000 1.413.728 2102728
2017-2021 3.962.500 6.273.004 10.235,504
2022-2026 4.998.000 4.979.613 9.977.645
2027-2031 6.268.000 3.033.178 9.301,178
2032-2037 3.471.000 768.238 6.239.238
Totals 5 23.869.500 22,145,720 5 16,015.220

Notes Payable to Puerto Rico Treasury Department

Loan for payment of legal setilement - On December 1, 2003 the Municipality obtained a loan
from the Puerto Rico Treasury Department to pay a legal settlement. The face amount of the loan
was $1,921,548 at no interest. This note has an imputed interest rate of 5.00% and was originally
recorded at its present value of $1,509,718, net of an unamortized discount of $411,830, at inception,
At June 30, 2011, the outstanding balance of this note amounted to $480.386. The principal and
discount amortization maturities are as follows:

Year ending Principal Discount
June 30, amortization amoitization Total
2012 g 171,578 20,577 5 192,155
2013 178,828 13,327 192,155
2014 96,076 - 96,076
Total § 446,482 33,904 5 480,386
Notes Payable to CRIM

Act No. 42 — Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a
financing agreement of up to 3200 million, for a term not exceeding 30 years. The financing
agreement allows for the financing of a debt that the muntcipalities of Puerto Rico have with CRIM,
arising from the final settlements of property tax advances versus actual collections through fiscal
year 2000. The amounts that the municipalities will collect from the additional property taxes
resulting from the increases in the subsidy from the Commonwealth to the municipalities are
assigned through this law to repay such loan. The increase in this subsidy was the result of the
Public Law No. 238 of August 15, 1999,
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o Deferred Retirement Annuity
A participating employee who ceases to be an employee of the Municipality after having

accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided his/her contributions are left in ERS until reacbing 58 years of age.

e  Coordinated Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins to receive
social security benefits, the pension benefits are reduced by the following:

(a) $165 per month, if retired with 55 vears of age and 30 years of credited service.

(b) $110 per month, if retired with less than 55 years of age and 30 years of credited
service. '

(c) All other between $82 and $100 per month.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in
some cases can be reduced over $165 per month.

e  Non-Coordinated Plar

On the non-coordinated plan the participating employee and does not have any change on the
pension benefits upon receiving social security benefits.

¢  Reversionary Annuity
An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his/her dependents. The life annuity payments would start

after the death of the retiree for an amount not less than $240 per year or greater than the
annuity payments being received by the retiree.

¢ Occupational Disability Annuity
A participating employee, who as a direct result of the performance of his/her occupation is

totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at the time of the disability.

o Nonoccupational Disability Annuity

A participating employee, totally and permanently disabled for causes not related to his/her
occupation and with no less than 10 years of credited service, is eligible for an annuity of
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1.30 percent of the average compensation of the first 20 years of credited services, increased
by 2 percent for every additional vear of credited service tn excess of 20 years.

o Death Benefits

Occupational:

(a) Surviving spouse — annuity equal to 50 percent of the participating employee’s
salary at the date of the death.

(b) Chiidren - $!0 per month for each child, minor or student, up to a maximum
benefit per family of $100.

Nonoccupational:

Beneficiary — the contributions and interest accumulated as of the date of the death plus an
amount equal to the annual compensation at the time of the death.

Post-retirement:;

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30 percent
(60 percent, if not covered under Title Il of the Social Security Act) (increased to 50 percent
effective January 1, 2005) of retiree’s pension or otherwise the excess, if any, of the
accumulated contributions at the time of retirement over the total annuity benefits received
before death, limited to a minimum of $750.

*  Refunds

A participating employee who eceases his’her employment with the Municipality without the
right to a retirement annuity has the right to a refund of the contributions to ERS plus any
interest earned thereon.

s Cost of Living Adjustment for Pension Benefits

Public Act No. 10 of May 21, 1992 (Act No. 10) provided for increases of 3 percent every
three or more years of retirement. Act No. 10 requires further legislation to grant this
increase every three vears subject to the presentation of actuarial studies regarding its costs
and the source of financing. To protect the financial health of ERS, the increase granted
during 2001 and the one granted on January 1, 2005 are being financed by the Municipality
and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for eontributing to
ERS the amounts to cover the benefit payments and the employer and employee contributions
with respect to the participants covered until the participants reach the normal retirement age.
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per vear, plus 8.28 percent gross salary in
excess of $6.600.

¢} Annuaal Coniribution

The actual combined emplover and employee contributions to ERS and System 2000 for the
current and past two years, which are equal to the statutory required contributions, are as follows:

Fiseal year

ended June 30, Act No. 447 System 2000 Total
2011 $ 252,897 $ 198,522 $ 451419
2010 223,420 156,056 379,476
2009 222237 158,537 380,774
Totals $ 698,554 $ 513,115 $ 1,211,669

During the fiscal years ended June 30, 2009, 2010, and 2011, the Municipality and the
participating employees contributed at least 100 percent of the required contributions to ERS and
System 2000. The authority under which obligations to contribute to ERS and System 2000 by
the plans” members, employers and other contributing entities (i.e., state or municipal
contributions} are established or may be amended by law by the House of Representatives, the
Senate and the Governor of the Commonwealth of Puerto Rico.

Readers can obtain copies of the audited basic financial statements (GAAP basis) of ERS and
System 2000 by writing to Mr. Hector M. Mayol Kauffmann, Executive Director of the
Retirement Systems Administration of the Commonwealth of Puerto Rico (the entity that
administers ERS and System 2000) at PO Box 42004, Minillas Station, Santurce, Puerto Rico
00940.

12. Landfill Closure and Postclosure Care Costs Obligations

State and federal laws and regulations require the Municipality to place a final cover on its landfill
site when closed and perform certain maintenance and monitoring functions at the tandfill site for 30
years after closure.Although closure and postclosure care costs will be paid only near or after the date
that the landfill stops accepting waste, the Municipality reports a portion of these closure and
postclosure care costs as an operating expense in each period based on landfill capacity used as of
each statement of net assets date. The $3.420,000 reported as landfill closure and postclosure care
liability at June 30, 2011, represents the total cost contrated with a private contractor on December
2011 in order to proceed with the closure of the landfill, according to the US Environmental
protection Agency Order by Consent RCRA-02-20211-7303. The closing date of the landfill is the
vear 2013. Actual cost may be higher due to inflation, changes in technology, or changes in
regulations.
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13. Commitments, Contingencies and Uncertainties

Encumbrances

The Municipality has reported, outstanding encumbrances amounting to $187,209 in the general fund
at June 30, 2011. The Municipality intends to honor these encumbrances, which will continue to be
liquidated under the current year’s budget during a lapse period that extends into the subsequent
fiscal year.

Claims and Judgments

The Municipality ts defendant in various legal proceedings pertaining to matters incidental to the
performance of routine governmental operations. Under Act No. 104 of June 25, 1955, as amended,
persons are allowed to sue the Municipality only for causes of actions set forth in said Act to a
maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one person
or where a single injured party is entitled to several causes of action. Under certain circumstances, as
provided in Act No. 9 of November 26, 1975, as amended, the Municipality may provide its officers
and employees with legal representation, as well as assume the payment of any judgment that may be
entered against them. There is no limitation on the payment of such judgment.

The Municipality also i1s a defendant in a number of lawsuits arising principally from claims against
the Municipality for alleged improper actions, and other legal matters that arise in the ordinary course
of the Municipality’s activities. With respects to pending or threatened litigation, the Municipality has
reported no liabilities as of June 30, 2011. Management believes, based on the advice of the legal
counsel, that the potential claims against the Municipality not covered by insurance will not
materially affect the financial resources for its payment.

Federal Financially Assisted Programs

The Municipality receives financial assistance from the federal government in the form of grants and
entitlements. Receipts of grants are generally conditioned upon compliance with terms and conditions
of the grant agreements and applicable federal law and regulations, including the expenditure of
resources for eligible purposes. Substantially all grants are subject to audit under Circular A-133 of
the Office of Management and Budget of the United States of America (OMB Circular A-133).
Disallowance as a result of these audits may become liabilities of the Municipality
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Federal
Federal Grantor/Pass-through CFDA Pass-through
Grantor/Program or Cluster Title Number Entity Identifying Expenditures
Number
U.S. DEPARTMENT OF AGRICULTURE:
Pass-through State - Department of
Education:

Child and Adult Care Food Program 10.558 N/AV $ 44,672
Total U.S. Department of Agriculture 44,672
U.S. DEPARTMENT OF HOUSING AND

URBAN DEVELOPMENT:
Direct Program:
Section 8 Housing Choice Voucher 14,871 357,779
Pass-Through State - Office of the
Commissianer of Municipal Affairs:
Community Development Biock Grants —
State’s Program 14.228 10-AB-FC
09-AB-FC
08-AB-FC
06-AB-FC
04-AB-FC
03-AB-FC
02-AB
01-FD 333,361

Community Development Block Grants —

State’s Program (Recovery Act Funded) 14.255 08-AB-AR 24,499

Total Community Development Block

Grants — Cluster 357.860

Pass-Through State — State Department of
Family:

Homelessness Prevention and Rapid Re-

Housing Program (Recovery Act Funded) 14.257 N/AV 146,664
Total U.S. Department of Housing and
Urban Development 862,303

r

76



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Federal
Federal Grantor/Pass-through CFDA Pass-through
Grantor/Program or Cluster Title Number Entity Identifying Expenditures
Number

U.S. DEPARTMENT OF ENERGY:

Pass-through State — Office of the Energy
Affairs Administration:

Energy Efficiency and Conservation Block
Grant Program (ARRA funded) 81.128 N/AY 5.500

Total U.S, Department of Energy 5,500

U.S. DEPARTMENT OF HOMELAND
SECURITY:

Pass-Through State — Office of the
Governor:

Disaster Grants- Public Assistance 97.036 N/AV 85,172

Total U.S. Department of Homeland
Security 85,172

U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICE

Pass-Through State — Administration of
Children and Fainilies:

Child Care and Development Block Grant 241-2011-000199
93.575 241-2011-000460 727,211

ARRA — Child Care and Development
Block Grant 93.713 241-2010-000293 121,863

Total Child Care and Development Block
Grant — Cluster 849,074

Total U.S. Department of Health and
Human Service: 849,074

TOTAL EXPENDITURES OF
FEDERAL AWARDS § 1,846,721

See notes to the Schedule of Expenditures of Federal Awards
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NOTE 1 - GENERAL

The accompanying Schedule of Expenditurcs of Federal Awards includes the federal grant activity of the
Municipality of Santa Isabel, Puerto Rico (Municipality) and is presented on the modified accrual basis.
The information in this schedule is 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 general-purpose
financial statements. The reporting entity is defined in Note (1) (A) to the peneral-purpose combined
financial statements.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality’s
accounting records and is not intended to present financial position or the results of operations.

2. The Municipality in accordance with the terms. records the financial transactions and conditions of the
grants, which are consistent with accounting principles penerally accepted in the United States of
America.

3. Expenditures are rccognized in the accounting period in which the liability is incurred. if measurable or
when actually paid, whichever occurs first.

NOTE 3 - FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined bascd on the program name, review of grant
contract information and the Office of Management and Budget's Catalogue of Federal Domestic
Assistance.

NOTE 4 - PASS-THROUGH GRANTOR’S NUMBER

State or local government redistrihution of federal awards to the Municipality, treated as if they were
received directly from the fcderal government. OMB Circular A-133 requires the schedule to include the
name of the pass-through entity and identifying number assigned by the pass-through entity for federal
awards received as a sub recipient. Numbers tdentified as N/AV are not available.

NOTE 5 - MAJOR PROGRAMS

Major programs are identified in the Summary of Auditor’s Results Section of the Schedule of Findings and
Questioned Costs.
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Certified Puble Aoccountant

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

To the Honorable Mayor and
Members of the Municipal Legislature
Municipality of Santa Isabel, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Municipality of Santa Isabel, Puerto Rico (Municipality), as of and for the
fiscal ycar ended Junc 30. 2011, which collectively comprise the Municipality’s basic financial statements
and have issued our report thereon dated November 4, 2012. The report on the governmental fund financial
statements was qualified for the interfund balances. In addition, we did not express an opinion on the
governmental wide financial statements because we were unable to obtain suffictent and competent
evidential matter rclated to the capital assets and we were unable to obtain an evaluation of the legal cases
from the external lawyers of the Municipality. Except as discussed in the preceding sentence, we conducted
our audit in accordance with auditing standards generally accepted in the United States of America and the
standards apphicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit. we considered the Municipality’s intermal eontrol over financial
reporting as a basis for designing our auditing proccdures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Municipality’s intemnal 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 internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in intemal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying Schedule of Findings and Questioned Costs, we identified
certain deficiencies in internal control over financial reporting that we consider to be material weaknesses
and other deficiencies that we consider to be significant deficiencies,

A deficiency in infernal control exists when the design or operation of a control does not allow management
or employces, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatemments on a timely basis. A marericd weakness is a deficiency, or combination of deficiencies, in
internal control such that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely basis. We consider the
deficiencies described in the accompanying Schedule of Findings and Questioned Costs to be material
weaknesses. Findings 11-11-01, 11-11-02, 11-11-03 and 11-11T-05.

A significant deficiency is a deficiency, or combination of deficiencies, in intcmal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance, We
consider the deficiencies described in the accompany Schedule of Findings and Questioned Costs to be
significant deficiencies. Finding 11-11-04.
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Certified Public Accountant

INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REQUIREMENTS THAT
COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-

- 133

To the Honorable Mayor and
Member of the Municipal Legislature
Municipality of Santa Isabel, Puerto Rico

Compliance

Wc have audited Municipality of Santa Isabel, Puerto Rico (Municipality) compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement that could have a
dircet and material effect on each of Municipality’s major federal programs for the fiscal year ended June
30, 2011. The Municipality’s major federal programs are identificd in the summary of auditor’s results
section of the accompanying Schedule of Findings and Questioned Costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major federal programs is
the rcsponsibility of the Municipality’s management. Our responsibility is to express an opinion on
Municipality’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America: the standards applicable to financial audits contained in Government Auditing
Standards, 1ssued by the Compiroller General of the United States; and OMB Circular A-133, dudits 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 referrcd to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Municipality’s compliance with thosc 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 on the Municipality’s compliance with those requiremnents.

As described in items 11-111-08, L1-111-09 and 11-1[1-11 ir the accompanying Schedule of Findings and
Questioned Costs, the Municipahty did not comply with requirements regarding Cash Management, Davis-
Bacon Act and Reporting that are applicable to its Community Development Block Grant Cluster.
Compliance with such 1cquirement is necessary, in our opinion, for the Municipality, to comply with the
requirements applicable to that program.

As described in item 11-I11-12, 11-111-13, [1-111-14, 11-111-15, 1 [-111-16, 11-10E-17, 11-T00-18, 11-111-19, 11-
11-20 and 11-111-21 in the accompanying Schedule of Findings and Questioned Costs, the Municipality did
not comply with requirement regarding Allowable Cost, Allowable Activities, Eligibility, Reporting and
Special Tests (findings 11-111-16 through 11-HI-21) that are applicable to its Section 8 Housing Choice
Voucher. Compliance with such requirement is necessary, in our opinion, for the Municipality to comply
with the requirernents applicable to that program.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION I - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor’s report tssued: Qualified for fund financial
statement and disclaimer of opinion
for governmental-wide financial

statements
Internal control over financial reporting:
Material weakness identified? Yes X No
Significant deficiencics identified? Yes X No reported
Noncompliance matertal to financial statements noted? Yes X No
Federal awards
Internal Contral over major programs:
Material weakness identified? Yes X No
Significant deficiencies identified? Yes X No reported
Type of auditor’s report tssued on compliance for
major programs: Qualified
Any audit findings disclosed that are required to be reported
in accordance with Circular A-133. Section .510(a)? Yes X No
Identification of major programs
CFDA Number Name of Federal Program or Cluster
14.228/ 14.255 Community Development Block Grants/ State’s Program Cluster

14.871 Section 8 Housing Choice Voucher
93.575/93.713 Child Care and Development Block Grant Cluster

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

Auditee qualified as low-risk auditee? Yes No X
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION LI — FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER
REQUIREMENT

CONDITION

CONTEXT

CRITERIA

11-11-01
ACCOUNTING RECORDS AND REPORTING SYSTEM

The Municipality did not maintain an accounting system that generates
accurate accounting information for the preparation of the financial
statements in conformity with generally accepted accounting principles
(GAAP).

During our cxamination of the accounting cycle, we noted that the
Municipality’s accounting records arc maintained in a cash and buadgetary
basis, and at the end of year, personnel of the Finance Department and
external consultants summarized in electronic worksheets the revenues,
expenditures, capital assets transactions, accounts receivables, accounts
payable and long term-debts. These worksheets are used to prepare the
Municipality’s financial statements.

Also, wc noted the following conditions during our evaluation of the
accounting cvcle for the fiscal year 2010-2011:

a. Accounting transactions are currently accounted simultaneously
through a manual and a computerized accounting system for which no
reconciltation procedures are made among them. These accounting
systems does not provide for a sell balancing set of accounts for each
fund operated by the Municipality. The computerized accounting
system is mostly used to issue the Municipality’s checks and purchases
orders;

b. Both accounting systems does not help management to distinguish
between expenditures incurred and encumbrances and does not provide
reliable financial information of transactions related with capital assets,
accounts recetvables, accounts payables and long-term debis;

c. For the fiscal ycar 2010-2011, the Municipality did not maintain an
accounting register for the revenue transactions,

Article 8.010 (b) of State Act Number 81- Lev de Municipios Autonomos
del Estado Libre Asociado de Puerto Rico of August 30, 1991, states that
the Municipality must maintain its fund accounting in accordance with
GAAP. In addition, Articie 8.010 (c) states that the system used must
produce reliable reports and financial statements, provide complete
information about the resuits of operations and include the necessary
internal controls to account for all funds, capital asscts and other assets.
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SECTION II - FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER

REQUIREMENT

CAUSE

EFFECT

RECOMMENDATION

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-I1-01 (CONTINUED)
ACCOUNTING RECORDS AND REPORTING SYSTEM

The Municipality has not established effcetive internal control procedures
over the preparation of the financial statements and the transactions
recorded on its accounting records.

The Municipality is not in compliance with Articies 8.010 (b) and (c) of
the State Law Number 81 of August 30, 1991.

We recommend management to cstablish the necessary internal controls
and procedures in order to maintain a complete accounting system that
provides for the preparatton of financial statements in accordance with

The Municipality maintains two set of accounting records; a manual
system and a uniform computerized accounting system provided in the past
by the Office of the Commissioner of Municipal Affairs (OCAM} to all of
the municipalities of Puerto Rico (as required by Law No. 81). The manual
system is the primary financial records for financial statements preparation
purposes at the end of cach fiscal year duc to the fact that the computerized
system real accounts balances carried forward from prior years were
afiected by accounting errors in the first years of the system operation.

Some of the manual accounting rccords maintained by the Municipality
consist of the following records, that provide information based on cash
and budgetary basis: a) Cash Receipt Books — To record all receipts issued
by the Official and Auxiliary Cash Collectors: each receipt is posted under
each account of fund column title, and at the end of the month each column
total is posted to the General Ledger; b) Cash Disbursement Books — To
record all cash disbursements made by the Official Payer; each cash
dishursement is charged to and account or to a fund, and at the end of the
month each account or fund total is posted to the General Ledger; and ¢)
Purchase Orders and Contracts Registers — To record purchase orders and
contracts issued against the budgeted amounts for each account or fund.
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SECTION II - FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER 11-11-01 (CONTINUED)

REQUIREMENT ACCOUNTING RECORDS AND REPORTING SYSTEM
We are considering alternatives te for the acquisition of new accounting
software, and therefore, we will hope to solve our accounting system
condition in a near future.

Implementation Date: June 30, 2013

Responsible Person:  Mrs. Irma M. Vargas
Finance Department Director
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SECTION 11 — FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER
REQUIREMENT

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-11-02
ACCOUNTING RECORDS- CAPITAL ASSETS

The Municipality does not have an effective system to account for capital
assets, including the infrastructure assets.

The Municipality does not have complete and adequate records over the
capital assets reported in the governmental activities, Also, the
Municipality has not recorded all the infrastructure assets, accordingly, has
not recorded depreciation cxpenses for those assets. These infrastructure
assets should be reported as part of the capital assets of the Municipality
according to Statement No. 34 of the Governmental Accounting Standards
Board (GASEB 34).

Article 8.010 (c) (3) of the State Law Number 81- Ley de Municipios
Autonamos del Estado Libre Asociado de Puerto Rico de 1991 of August
30, 1991, stated that Municipality should maintain wvpdated property
accounting records.

The Municipality did not maintain an adcquate control of the
accountability of its capital assets inciuding the infrastructure.

The Municipality is not in compliance with Article 8.010 (¢} (3) of the
State Law Number 81 of August 30, 1991.

We recommend management and the Property Division of the
Municipality to make an inventory of the capital assets, reconcile it with
the capital assets subsidiary ledger and document adequately the cost of
these assets. In addition, the Municipality should implement adequate
internal control procedures to improve the accountability of infrastructure
assets.

Currently the Municipality’s Finance Department stafts continue updating
the capital assets subsidiary ledger in order to comply with GASB No. 34
capital assets requirements for the fiscal yvear ended on June 30, 2012.

Implementation Date: June 30. 2013

Responsible Person:  Mrs. Irma M. Vargas
Finance Department Director
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FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION II - FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER 11-II-03 (CONTINUED)

REQUIREMENT ACCOUNTING RECORDS- INTERFUND TRANSACTIONS

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN  The Municipality’s Financc Department staffs were instructed to maintain
a subsidiary ledger of interfund transactions, and to maintain in file the
supporting documentation of all of intefund transactions accounted for.

Implementation Date: January 31, 2013

Responsible Person:  Mrs. Irma M. Vargas
Finance Department Director
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SECTION II - FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER
REQUIREMENT

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

11-11-04
ACCOUNTING RECORDS- BANK RECONCILIATIONS

The Municipality does not have effective internal control procedures to
ensure that the bank reconciliations were reconciled with the accounting
records.

During our cash tlest, we noted that the reconciliation process for the
Municipality’s cash accounts consists only of including the ending bank
balance. less the outstanding checks of the month. Therefore, there was not
a reconciliation process with thc accounting records. In addition, the
payroll bank account was not reconciled at June 30, 2011. Also, we noted
that the accounting personnel did not prepare a bank reconciliation for the
accounts that has no movement during a month.

Chapter 1V, Section 12 of the Municipal Administration Regulatory
Manual of the Puerto Rico Commissioner’s Office for Municipal Affair
(OC AM), establishes that thc accounting system of the municipalities shall
provide for the timely and accurate preparation of bank reconciliations. In
addition, the Municipality shall prepare a monthly report of revenues and
disbursements, which has to be reconcited with the bank reconciliations.

The Municipality’s internal control procedures failed to assure that the
bank reconciliations were prepared in a complete manner and reconciled
with the accounting records.

The Municipality is not in eompliance with Chapter 1V, Section 12 of the
Municipal Administration Regulatory Manual of the OCAM.

We recommend managemcnt to improve the internal control procedures
over the preparation of the bank reconciliations and assure that accounting
records are reconciled with these bank reconciliations within a reasonable
amount of time in order to maintain propcr control over cash.
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SECTION II - FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER 11-11-04 (CONTINUED)

REQUIREMENT ACCOUNTING RECORDS- BANK RECONCILIATIONS

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN  The Municipality’s Finance Dcpartment staffs were instructed to
reconcile the banks accounts with the Model 4-a in a monthly basis.
Also, to correct the condition reported by the external auditor about the
payrell bank account and the inactive bank accounts, we instructed the
assigned Fiscal staft with the responsibilities to prepare all (active or
inactive) of the account bank reconciliations to reconcile these bank
accounts in a reasonable lap of time after the end of each month, not to
exceed 30 days.

Implementation Date: February 28, 2013

Responsible Person: Mrs. Irma M. Vargas
Finance Department Director



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 3¢, 2011

SECTION I - FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER
REQUIREMENT

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-11-05
SINGLE AUDIT SUBMISSION

The Municipality did not comply with the required due date for the
submission of the Single Audit Report

The Municipality did not submit in a timely manner the Single Audit
Reporting package for the fiscal year ending June 30, 2011. The due date
for this report was no later than March 31, 2012.

OMB Circular A-133, Subpart C, Section 320 (a) states that all audits shall
be completed and submitted to the cognizant agency within the earlier of
30 days after receipt of the auditor’s report or nine (9) months after the end
of the audit report.

Due to the lack of adequatc accounting records, the Municipality did not
comply with the requirements established in OMB Circular A-133,

The Municipality is not in compliance with OMB Circular A-133, Subpart
C, Section 320 (a). Also. the Municipality could be sanctioned by the
Federal Government for the non compliance of this requirement.

We recommend management to establish adequate accounting records that

allow for the timely completion of its financial statements and performance
of the Single Audit.

I’s our priority to comply with the FY 2012 Single Audit Report
submissicn in the time prescribed.

Implementation Date; March 31, 2013

Responsible Person:  Mrs. Irma M. Vargas
Finance Department Director
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

11-I11-06

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM; (CFDA NO. 14.228) U.S. DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE - OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS - OCAM

COMPLIANCE AND INTERNAL CONTROL
ALLOWARBLE COST

During the fiscal year 2010-2011, the Program disbursed funds without the
appropriate supporting docitmentation.

During our grant disburscment test. we examined ten (10) non payroll
payments vouchers and noted the following conditions:

a. Inten (10) voucher payments. the invoices were not cancelled once the
payment was made:

b. In two (2} voucher payments, one ol the responsible employees of the
disbursement process did not approve the vouchers for payment;

¢. In three (3) vouchers payments, the purchase orders were not included
as part of the supporting documents. In addition, in two {2) voucher
payments the purchase orders were prepared after the services and the
invoices were received by the Program.

In addition, tn November 5, 2010, the Program received a request of funds
in the amount of $30,074 that was deposited in the current bank account of
the Municipality. At June 30, 2011 this request of funds was not
reimbursed to the Program by the Municipality,

24 CFR, Section 85.20 (b) (6} has cstablished that accounting records must
be supported by source documcntation such as canceled checks, paid bills,
payrolls, time and attendance records, contracts. sub-grant awards
documents, and others. Also, CFR 24 Subtitle A, Section 85.20 (b) (3)
states that effective control and accountability must be maintained for all
grant and subgrant cash, real and personal property and other assets.
Grantees and subgrantees must adequately safeguard all such property and
must assure that it is used solely for authorized purposes,
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SECTION IIT- FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-11i-06 (CONTINUED)

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM; (CFDA NO. 14.228) U.S. DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE - OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS - OCAM

COMPLIANCE AND INTERNAL CONTROL

ALLOWABLE COST

The Program has not properly maintained adequate internal controls over
the documents that justify the disbursement.

The Program is not in compliance with 24 CFR, Subtitle A, Section 85.20
(b} (3) and (6).

We recommend management to continue strengthening the internal
controls and procedures designed to appropriately review the payments
vouchers and all the supporting documentation prior to the issuance of a
payment.

None

We will improve our purchases and expenditures procedures in order to
correct the Conditions reported by the Extemmal Auditors, providing
technical training to the Finance Department and Program’s Staff and
increasing supervision on such procedures. About the misleading deposit in
the Municipality’s current account, we are going to transfer such funds to
the Program’s bank account in order to correct the condition.

Implementation Date: January 31, 2013

Responsible Person:  Mrs. Janice Brugman
Fedcral Programs Director
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SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER 11-IT1-07

FEDERAL PROGRAM COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM (CFDA NO. 14.228) U.S. DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT PASS THROUGH STATE -
OFFICE OF COMMISSIONER OF MUNICIPAL AFFAIRS - OCAM

REQUIREMENT COMPLIANCE AND INTERNAL CONTROL
NONCOMPLIANCE ALLOWABLE ACTIVITIES- HOUSEKEEPING SERVICES
CONDITION The Program fatled to maintained appropriate supporting documentation

regarding the housekeeping services participant’s files.

CONTEXT As part of our grant disbursement test, we examined four (4) housekeepers’
files and noted the following conditions:

a. No case numbers were assigned to the participant’s files;

b. In one (1) participant’s file, there was no evidence of the
certificate of health condition of the participant;

In one (1) participant’s file. the application form was not approved
by the Program coordinator;

e

d. in the four (4) participant’s files, the income eligibility
determination was not approved by the Program coordinator;

e. Inthe lour (4) participant’s ftles, we did not found evidence of the
menthly follow up visits made to the participants alone.

CRITERIA The Mumcipality has an operational guide “Marual Operacional-
Programa  Auxiliares del Hogar™ that includes all procedures and
program’s requirements for housekeeping services.

CAUSE The Program’s intermal controls procedures failed to assure that all
required information regarding participants were obtained and that the
required visits and inspections to monitor the services were realized in
accordance to the pass-through operational guides.
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MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-111-07 (CONTINUED)

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM (CFDA NO. 14.228) U.S. DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT PASS THROUGH STATE -
OFFICE OF COMMISSIONER OF MUNICIPAL AFFAIRS - OCAM

COMPLIANCE AND INTERNAL CONTROL
ALLOWABLE ACTIVITIES- HOUSEKEEPING SERVICES

The Program is not in compliance with the operational guide related to the
housekeeping services.

We recommend management to implement adequate internal controls and
procedures in order to assure that the Program’s staff completes all the
required forms and to inspect and monitor the services in accordance with
the regulations and the operational guides.

None

We are going to instruct the Program staff with the responsibilities to
maintain the participants’ files in compliance the Program regulations, to
follow all the procedures and 1o use all forms specified in the procedures
guide,

[mmplementation Date: January 31, 2013

Responsible Person: ~ Mrs. Janice Brugman
Federal Programs Director

o7



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

11-111-08

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM; (CFDA NO. 14.228) U.S. DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE - OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS - OCAM

COMPLIANCE AND INTERNAL CONTROL
CASH MANAGEMENT

The Program did not minimize the time between the receiving of the
request of funds from the pass-through entity and the disbursement of
funds.

During our cash management test. we noted that the Program maintained
an average cash balance of approximately $222,144 during the fiscal year
2010-2011. Also, we examined eighteen (18) requests of funds made by
the Program 1o the pass-through agency, and noted that at June 30, 2011
the Program did not disbursed $157.785 related to two (2) requisitions
made during the months of January and March 2011,

Code of Federal Regulations 24, Subpart 1, Section 570.489 (c) (1) states
that units of gencral local governments shall use procedures to minimize
the time elapsing between the transfer of funds by the State and
disbursement made by the grantee for CDBG activities.

The Federal Programs and Finance Department of the Municipality did not
maintain appropriate cash management procedures in order to request
funds to the pass-through agency only for immediate needs.

The Program is not in compliance with Code of Federal Regulations 24,
Subpart I, CFR 370.489 (¢) (1).

We recommend management to strengthen its disbursements procedures to
minimize the time between the transfer of funds by the pass-through and
disbursement made by the Municipality. In addition, the Program should
only request funds for immediate needs.

None
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SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER 11-HI-08 (CONTINUED)

FEDERAL PROGRAMS COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM; (CFDA NO. 14.228) U.S. DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE - OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS - OCAM

REQUIREMENT COMPLIANCE AND INTERNAL CONTROL

NONCOMPLIANCE CASH MANAGEMENT

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN  We will instruct our Program Accountant to follow the established
procedures to drawdown and disburse Program funds in order to
demonstrate compliance with the cash management regulations.

Responsible Person: ~ Mrs. Janice Brugman
Federal Programs Director
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SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMEER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

11-1T1-09

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM; (CFDA NO. 14.228) US. DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE - OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS - OCAM

INTERNAL CONTROL
DAVIS-BACON ACT

During the fiscal year 2010-2011, the Program disbursed funds without
obtaining the payrolls required by the Davis-Bacon Act.

During our grant disbursement test, we noted that during the fiscal year
2010-2011 the Program disbursed funds for two (2) construction projects
and found the following situations:

a. For one (1) project, the Program neither received nor maintained
evidence of the coniractors™ required certified payrolls that shall be
obtained weekly;

b. For the two (2) projects. we found that the Program is not
documenting adequately that the prevailing wages are paid to the
contractors’ emplovees.

Davis- Bacon Act, 42 USC 5310.

The Program failed to apply all the monitoring procedures developed to
test applicable contractors with respeet to the payment of prevailing wages.

The Program is not tn compliance with Davis- Bacon Act. 42 USC 5310,

We recommended management to obtain the contractor’s payrolis to be
reviewed on a weekly basis and to document adequately, that the wages
paid by the contractors are in accordance with the wages established by the

Department of Labor.

None
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-111-09 (CONTINUED)

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM; (CFDA NO. 14.228) US. DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
STATE - OFFICE OF COMMISSIONER OF MUNICIPAL
AFFAIRS - OCAM

INTERNAL CONTROL

DAVIS-BACON ACT

The Program staff with the duties of a labor standards officer has been
properly advised of the need to obtain and monitor the contractors
certificated payrells related to the projects, and verify it’s for compliance.

Implementation Date: January 31, 2013

Responsible Person: ~ Mrs, Janice Brugman
Federal Programs Director
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FINDING NUMBER

FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

QUESTIONED COSTS

11-111-10

STATE BLOCK GRANT PROGRAM (SBGP) (CFDA NO. 14.228)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
PASS THROUGH STATE - OFFICE OF COMMISSIONER OF
MUNICIPAL AFFAIRS

COMPLIANCE AND INTERNAL CONTROL
EQUIPMENT AND REAL PROPERTY MANAGEMENT

The Program did not maintain adequate controls over the property and
equipment acquired with CDBG Funds.

During our property and equipment test, we noted that the property registcr
did not include the condition of the property, the ultimate disposition data,
nor the date of disposition. Also, we selected a sample of twelve (12) items
from the property register of the Program and noted that two (2) items
were not found.

Subpart C, 24 CFR 8532 (d) (1), states that property records must be
maintained and it shatl includes: (1) a description of the property; (2) serial
number or other identification number; (3} the source of property,
percentage of Federal participation in the property; (4) the location; (5) use
and condition of the property: (6) any ultimate disposition data including
the date of disposal; and (7) sale price of property. Also, a physical
inventory of the property must be taken and the result reconciled with the
property records at least on every two years, respectively.

The Program is not in compliance with Subpart C, 24 CFR 85.32 (d) (1).

The Program does not have adequate internal control procedures that
guarantee adcquate records and the safeguarding of the Federal property.

The Program should continuc updating the property register by including
the condition of the equipments and the date of disposition of the
equipment that are being disposed. In addition, a physical inventory should
be made to reconcile the property register.

None
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FINDING NUMBER
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NONCOMPLIANCE

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-111-10 (CONTINUED)

STATE BLOCK GRANT PROGRAM (SBGP) (CFDA NO. 14.228)
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
PASS THROUGH STATE - OFFICE OF COMMISSIONER OF
MUNICIPAL AFFAIRS

COMPLIANCE AND INTERNAL CONTROL

EQUIPMENT AND REAL PROPERTY MANAGEMENT

Actually, the Municipality’s Finance Department staffs continue updating
the capital assets subsidiary ledger in order to comply with the GASB No.
34 capital assets requirements for the fiscal vcar ended on June 30, 2012.
Therefore, we will request to the Property Division staff to take into
account the Federal regulations requirements.

Implementation Date: June 30, 2013

Respensible Person:  Mrs. Janice Brugman
Federal Programs Director
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

11-IT1I-11

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM (CFDA NO. 14.228) U.S, DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT PASS THROUGH STATE -
OFFICE OF COMMISSIONER OF MUNICIPAL AFFAIRS - OCAM

COMPLIANCE AND INTERNAL CONTROL
REPORTING

The Program did not maintain accuratc accounting rceords of the financial
transactions and did not reconcile monthly, the cash account with the bank
reconciliations.

During our Reporting test. we noted that the Program did not maintain
adequate accounting records and did not summarize the information of all
the financtal transactions related to assets, liabilities, revenues and
expenditures of the Program, in a formal general ledger. Also, we found
that the accumulative expenditures reported in the quarterly reports for
CDBG, submitted to the pass-through entity (OCAM), did not reconeile
with the accounting records (check register). In addition, the cash balance
at June 30, 2011, reported in the quarterly reports, does not agree with the
bank reconciliation for the amount of $7,829.

Code of Federal Regulations 24, Subpart C, Section 85.20 (b) (1) states
that accurate, current and complete disciosure of the financial results of
financially assisted activities must be made in accordance with the
financial reporting requirements of the grant or subgrant. Code of Federal
Regulations 24, Subpart C, Section 85.20(b} (2) requires that grantees and
subgrantees must maintain records which adequately identify the source
and application of funds provided for financially- assisted activities. These
records must contain information pertaining to grant or subgrant awards
and authorizations, obligations, unobligated balances, assets, liabilities,
outlays or expenditures, and income.

The Program failed to establish adequate internal controls over the
accounting records and is not reconciling its accounting records with the
quarterly reports in order to assure that there are no differences. In
addition, the Program 1s not reconciling on a monthly basis the accounting
records and the hank reconciliations.

The Program did not submit accurate quarterly reports to the pass-through
entity in order to comply with the Federal regulation.
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FINDING NUMBER

FEDERAL PROGRAM
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QUESTIONED COSTS

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-I11-11 (CONTINUED)

COMMUNITY DEVELOPMENT BLOCK GRANTS / STATE’S
PROGRAM {CFDA NO, 14.228) U.S. DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT PASS THROUGH STATE -
OFFICE OF COMMISSIONER OF MUNICIPAL AFFAIRS - OCAM

COMPLIANCE AND INTERNAL CONTROL

REPORTING

None

All of the CDBG Program accounting transactions has been posted in the
Fund 70 of the Uniform Computerized Accounting System (SUCM, by its
acronyms in Spanish) provided by the Office of the Commissioner of
Municipal Affairs (OCAM) 1o all of the municipalities ot Puerto Rico (as
required by Law No. 81), but duc to the fact that the SUCM real accounts
balances carried forward from prior vears were affected by accounting
errors in the first years of the system operation, the real accounts balances
could be affected by such errors. We believe that for operational and
budgetary purposes, the financial information provided by the SUCM
provides current accurate and rchiable financial reports and information
necessary for management to take efficient and effective actions. But, in
order to maintain accounting records exclusively for the CDBG Program
transactions, we will improve our set of manual accounting records. Also,
the Program Accountant was instructed to reconcile on a montbly basis the
accounting records and the bank reconcihation, and to assure that quarterly
reports be supported and easily traceabte to the aceounting records..

Implementation Date: March 31, 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

11-111-12

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
ALLOWABLE COST

During the fiscal year 2010-2011, the Program disbursed funds for
activities not related to lHAP and administrative fees.

During our audit, we noted that the Internal Audit Department of the
Municipality issues a report dated September 20, 2011, were it mentioned
various findings related to the disbursement of the Section 8 funds. In this
report, allegedly, the Program Coordinator made disbursement transactions
in an irregular manner. To validate this information, we selected a sample
of ten (10) checks issued by the Program during the months of April, May
and June 2011, which were evaluated, by the Internal Audit Department
and noted the following conditions:

a. These checks were issued to three (3) persons, and we did not
found evidence to corroborate if these persons were owners or
participants of the Program during the fiscal year 2010-2011;

b. Eight (B} ehecks were endorsed (signed) by the persons to whom
were ijssued the checks, and apparently, by the Program
Coordinator. Also, in five (3) of these checks, we noted that a
bank account number was included as part of the endorsement,
that apparently, coincides with the bank account number were the
Municipality deposited the payroll of the Program Coordinator.
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11-11I-12 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871} U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
ALLOWABLE COST

Code of Federal Regulation 24, Section 982.157 (b) states that Program
reccipts must be used in accordance with the PHA's HUD approved
budget. Such Program receipts may only be used for: (i) housing
assistance payinents; and (2) PHA administrative fees.

The Program has not properly maintained adcquate internal controls over
the documents that justify the disbursement, Also the Program did not
maintain an adequate segregation of duttes.

The lack of intemal controls in the disbursement process and the
inadequate segregation of duties, lead the Program to make unsupported
payments during the fiscal vear 2010-2011.

We recommend management to continue strengthening the internal
controls and procedures designed in the Municipality, to appropriately
review the pavments vouchers and all the supporting documentation prior
to the issuance of a payment. Also, management should evaluate to
restructure the administration of the Program in order to establish adequate
segregation of duties.

$10,380

The mentioned Condition was responsibly reported to the Puerto Rico
Department ot Justice, Puerto Rico Office of the Comptroller, and the US
Department of Housing and Urban Development — Caribbean Office. Also
we take administrative measures in order to reorganize the Program
operations to avoid the occurrence of a similar situation in the future,
considering the attainment of an adequate segregation ot duties.

Implementation Date: June 30, 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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CAUSE

EFFECT

RECOMMENDATION

11-TII-13

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
ALLOWABLE ACTIVITIES
Program personnel with inadequate segregation of duties.

During our examination, we noted that the Program maintain two (2)
emplovees during fiscal vear 2010-2011. Those employees performs the
following tasks and procedures without adequate supervision: (1) maintain
and update the waiting list; (2) obtain documentation from applicants and
participants and perform the annual reexaminations: (3) completes and
sibmits the 50058 and determined the HAP and negative rents; (4) prepare
the participants and owner contracts and prepare the purchase orders and
disbursement vouchers for payment; (5) maintain custody of the
participants files and other documentation; {6) register transactions in the
accounting records; and (7) perform the HQS inspections.

24 CFR, Section 8520 (b) (3) states that effective control and
accountability must be maintained for all grant and subgrant cash, real and
personal property and other assets. Grantees and subgrantees must
adequately safeguard all such property and must assure that it is wsed
solely for authortzed purposes.

The Program failed to establish adequate segregation of duties over the
performance, review and recordkeeping of the program tasks in order to
comply with Federal regulations.

The Program is not in compliance with Code of Federal Regulation 24,
Section 85.20 (b) (3).

We recommend management restructuring the administration of the
Program in order to establish adequatc segregation of duties that includes
the assignment of additional personnel including a supervisor, t¢ monitor
the daily activities of the program.

108



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION IlI - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

QUESTIONED COSTS

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLLAN

11-T11-13 (CONTINUED)
SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

ALLOWABLE ACTIVITIES

None

We take administrative measures in order to reorganize the Program
operations to avoid the occurrence of a similar situation in the future,
considering the attainment of an adequate segregation of duties. Actually,
the Program Coordinator has been supervised by a Program Director and,
the accounting transactions have been proccssed by a Program Accountant
with the support of the Municipality’s Finance Department Staftf.

Implementation Date: December 31,2012

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE
CONDITION

CONTEXT

CRITERIA

11-T11-14

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
ELIGIBILITY
The Program failed to document properly the eligibility process.

During our evaluation. we selecied a sample of twenty-five (25)
participants’ files to test the eligibility process and noted the following
conditions:

a. For thirteen (13) participant’s files that were subject to annual
recxamination, the Enterprise Income Verification (EIV) System was
not available for examination.

b. In four (4) participant’s files we noted that the head of household and
other members of the family, did not sign the release forms that allow
the Program to obtain information from third parties and employment
verification (Privacy Act Notice).

c. In six {6) panicipants files, the income and deductions used by the
Program to determine the HAP, did not agree with third-party income
and composition verifications.

Code of Federal Regulation 24, Subpan K, Section 982.516 {(a) (1) states
that the PHA must conduct a reexamination of family income and
composition at least annuvallv: (2) the PHA must obtain and document in
the tenant file third party verification of the following factors or must
document in the file why third party verification was not available: (A)
reported family annual income; (B) the value of assets; (C) expenses
refated to deductions from annual income: and (D) other factors that affects
the determination of adjusted income.
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SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER 11-II1-14 {CONTINUED)

FEDERAL PROGRAM SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

REQUIREMENT COMPLIANCE AND INTERNAL CONTROL

NONCOMPLIANCE ELIGIBILITY

CRITERIA In addition, Code of Federal Regulations, 24 CFR, Section 982.316 (g),

states that as a condition of admission to or continued assistance under the
program, thie PHA shall require the family head, and such other family
members as the PHA designates, to execute a HUD-approved release and
consent form authorizing any depository or private source of income, or
any federal. state or local agency, to furnish or release to the PHA or HUD
such information as the PHA or HUD determines to be necessary. In
addition, Chapter G of the Municipality’s Administrative Plan establishes
the policies and procedures for third parties verifications.

CAUSE The Program failed to maintain adequate internal controls that assure that
annual reexaminations were calculated using the information obtain from
third parties. Also, the Program has not established adequate internal
controls over the use of the 121V System during the mandatory annual and
interim reexamination as a third party income verification of the family

income.

EFFECT The Program is not in compliance with Code of Federal Regulation 24,
Subpart K, Section 982.516 (a) (1), {(2) and (g) and the Administrative
Plan.

RECOMMENDATION We recommmend to management that the HAP calculations made during the

annual reexaminations are prepared using the third parties verifications.
We also recommend strengthening the intemal controls and procedures
designed to verify the family income and composition using the ElV
system in each mandatory reexamination of the participants.

QUESTIONED COSTS None
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

MANAGEMENT RESPONSE AND
CORRECTIVE ACTIiON PLAN

11-111-14 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

ELIGIBILITY

The new Program Coordinator engaged to administrate the programmatic
activities was instructed to ensure that annual reexaminations were
catculated using the information ohtain from third parties, and about the
requircment to the use of the EJV System during the mandatory annual and
interim reexamination as a third party income verification of the family
income.

Implementation Date: December 31, 2012

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

11-I11-15

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
REPORTING

The Program did not maintain accurate accounting records of the financial
transactions.

During our Reporting test, we noted that the Program did not maintain
adequate accounting records and did not summarize the information of all
the financial transactions related to assets, liabilities, revenues and
expenditures of the Program. in a formal general ledger. Also, we found
that the accumulative expenditurcs reported monthly, in the Voucher
Management Sysiem. are not traceable to the accounting records of the
Program.

In addition. the Municipality failed 1o submit in a timely manner, the
audited financial information for the fiscal year 2010-2011 to HUD,
through the FASS-PH system.

Code of Federal Regulations 24, Section 982.158 (a) states that the PHA
must maintain complete and accurate accounts and other records for the
program in accordance with HUD requirements, in a manner that permits a
speedy and effective audit. The records must be in the form required by
HUD, in¢luding requirements goveming computerized or electronic {forms
of record-keeping. The PHA must comply with the financial reporting
requirements in 24 CFR part 5 Subpart H. In addition, CFR 24, Section
3.801 (b) (1) states that submission of financial information must be
prepared in accordance with Generally Accepted Accounting Principles;
(2) submirtted electronically to HUD through the internet, or in such other
electronic format designated by HUD, or in such non-electronic format as
HUD may allow if the burden or cost of electronic reporting is determined
by HUD to be excessive.
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CAUSE

EFFECT

QUESTIONED COSTS

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-I11-15 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) US. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
REPORTING

The Program failed to establish adequate internal controls over the
accounting records and is not reconciling its accounting records with the
monthly reports in order to assure that there are no differences. In addition,
the Program is not complying with the due dates estahlished by HUD to
submit the audited reports.

The Program did not submit accurate monthly reports in a imely manner,
to HUD in order to comply with the Federal regulation.

None

All of the Section 8 Housing Choice Voucher Program accounting
transactions has been posted in the F'und 03 of the Uniform Computerized
Accounting System (SUCM, by its acronyms in Spanish) provided by the
Office of the Commissioner of Municipal Affairs (OCAM) to all of the
municipalities of Puerto Rico {as required by Law No. 81), but due to the
fact that the SUCM real accounts balances carried forward from prior vears
were affected by accounting errors in the first years of the system
operation, the real accounts balances could be affected by such errors. We
believe that for operational and budgetary purposes, the financial
information provided by the SUCM provides current accurate and reliable
financial reports and information necessary for management to take
efficient and effective actions. But. in order to maintain accounting records
exclusively for the Section 8 Housing Choice Voucher Program
transactions. we will improve our set of manual accounting records.

Implementation Date: January 31, 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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FINDING NUMBER
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NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

11-111-16

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.5. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
SPECIAL TEST- WAITING LIST

The Program did not maintain adequate internal controls over the
management of the waiting list.

During our waiting list test, we found that the Program maintain more than
one waiting list during the fiscal year 2010-2011. Also these waiting lists
did not include all the required information to assure that the selections of
new tenants admitied to the Program werc in accordance with the Federal
regulation and the Administrative Plan. In addition, we selected two (2)
new participants during the fiscal year 2010-2011 and noted that the
Program did not maintain sufficient information to determine the rationale
of the selection process.

Code of Federal Regulation 24, Section 982.204 (a) states that except for
spectal admissions, participants must be selected from the PHA waiting
list. THE PHA must sclect participants from the waiting list in accordance
with admission policies in the PHA Administrative Plan, Also, Section 982
(b) states that the PHA must maintain information that permits the PHA to
select participants from the waiting list. This section enumerates the
information that the waiting list must contain. In addition, Chapter D,
Section PD-1.01 of the Municipality’s Administrative Plan, establishes the
require information that the waiting list will provide,

The Program has not adopted adequate internal control procedures over the
management of the waiting list in accordance with the Program’s
administrative plan and the Federal regulation.

The Program is not in compliance with Code of Federal Regulation 24,
Sections 982.204 (a) and (b) and the Administrative Plan.

We recommend management to update the waiting list. Also, we
recommend the Program to adopt adequate internal controls and
procedures to ensure compliance with this requirement.
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FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

QUESTIONED COSTS

11-1T1-16 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- WAITING LIST

None

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN

The new Program Coordinator engaged to administrate the programmatic
activities was instructed to ensure that the waiting list be managed
according the applicable laws and regulations.

Implementation Date: June 30, 2013

Responsible Person:  Mrs, Janice Brugman
Federal Programs Director
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CAUSE

EFFECT

RECOMMENDATION

11-111-17

SECTION 8 HOUSING CHOICE YVOUCHERS PROGRAM (CFDA
14871y U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
SPECIAL TEST- REASONABLE RENT

The determination of the reasonable rent to owners was not well
documented by the Program.

During our reasonable rent test. we examined a sample of twenty-five (25)
participant’s file and found that in eight (8) files that was applicable a
reasonable rent, the Program was not documenting adequately that the rent
10 owners was reasonable in comparison to rent for other comparable
unassisted units. Also, we found that these reasonable rents were perform
by the inspector of the Program and were not approved by a supervisor.

Code of Federal Regulation 24, 582.507 (a) (1) states that the PHA may
not approve a lease until the PHA determines that the initial rent to owner
is a reasonable rent; {2} the PHA must redetermine the reasonable rent: {a)
before any increase in the rent to owner; (b) if there is a five percent
decrease in the published FMR in effect 60 days before the contract
anniversary as compared with the FMR in effect one year before the
contract anniversary; and (¢) if directed by HUD.

The Program did not maintain adcquate documentation in the participant
files to support the basis for the determination that the rent paid to the
owners are reasonable.

The Program is not in compliance with Code of Federal Regulation 24,
Section 582.507 (a) (1) and (2).

We recommend management to strengthen the internal control procedures
to assurc that the rent paid to the owners are reasonable and that adequate
documentation about the reasonable rent determination is maintain in the
participant’s files.
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MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-II1-17 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- REASONABLE RENT

None

The new Program Coordinator engaged to administrate the programmatic
activities was instructed to cnsure the properly documentation and
approval of reasonable rent determination when required.

Implementation Date: January 31, 2013

Responsible Person:  Mrs. Janice Brugman
Fedcral Programs Director
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FINDNG NUMBER
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CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

11-111-18

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
SPECIAL TEST- UTILITY ALLOWANCE SCHEDULE
The Program did not maintain an updated utility allowance schedule.

During our utility allowance schedule test. we noted that the Program has
not reviewed the utility rates data within the last twelve (12} months to
ascertain if there has been a changc of ten percent or more in utility rates.
In addition, we did not found evidence of the utility allowance schedule
used by the Program during the fiscal year 2010-2011.

Codc of Federal Regulations, 24 CFR, Section 982.517 (4) (c) states that
the PHA must review its schedule of utility allowance each year, and must
revise its allowance for a utility category if there has been a change of 10
percent {10%) or more in the utility rate since the last time the utility
allowancc schedule was revised. The PHA must maintain information
supporting its anntual review of utility allowance and any revisions made in
its utility allowancc schedule.

The Program does not cstablished procedures to ensure the accuracy of its
utility allowance schedule.

The Program is not in compliance with Code of Federal Regulation 24,
Section 24 CFR, Section 982.517 (4) (¢).

We reconinended management to revise and update annually, if necessary,
its utility aliowance schedule as required by this compliance requirement.

None
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CORRECTIVE ACTION PLAN

11-111-18 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- UTILITY ALLOWANCE SCHEDULE

The new Program Coordinator engaged to administrate the programmatic
activities was instructed to revise and update (annually) the utility
allowance schedule, as required by program regulations.

Implementation Date: June 30, 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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11-111-19

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM {CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
SPECIAL TEST- HOUSING ASSISTANCE PAYMENT (HAP)

The Program did not maintain an updated HAP register. Also, there were
differences between the amount of HAP reported in the HUD-30058 and
the payments made to the owners and participants.

As part of our housing assistance payiment test, we found that the Program
did not maintain an updated HAP register for the fiscal year 2010-2011. In
addition, we selected a sample of twenty-five (25) participant’s files and
noted that for six {6) HAP payments to owners and for five (5) negative
rent payments to participants, the checks paid for the month of June 2011
did not agree with the amounts reported in the HUD-50058,

Code of Federal Regulations 24, Section 982.158 (a) states that the PHA
must matntain complete and accurate accounts and other records for the
program in accordance with HUD requiremcnis, in a manner that permits a
speedy and effective audit. The records must be in the form required by
HUD, including requirements governing computerized or electronic forms
of record-keeping. The PHA must comply with the financial reporting
requircmetits i 24 CFR part 5 Subpart H.

The Program controls and procedures failed to assure that all HAP
transactions are being recorded in the HAP register. Also, the
Program failed to assure that the payments made to the owners and
participants were in accordance with the HAP determination in the
FIUD-50058.

The Program is not in compliance with Code of Federal Regulation 24,
Section 24 982,158 (a).
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11-111-19 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- HOUSING ASSISTANCE PAYMENT (HAP)

We recommended management to prepare annually, a HAP register in
order to include all the necessary information related to the HAP payments.
In addition, the Program should consider preparing a HAP register in
cotnputer software.

None

The new Program Coordinater engaged to administrate the programmatic
activities was instructed to prepare a HAP Register in compliance with the
minimum requirements of content.

Implementation Date: June 30, 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director
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CONTEXT
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11-111-20

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
SPECIAL TEST- ROLLING FORWARD EQUITY BALANCES

The Program did not maintain complete and accurate accounts over the
roll-forward equity balances.

During our examination of the accounting records, we noted that the
Program did not maintain adcquate records and a proper accounting of the
roli-forward balances of the administrative fee and HAP equities. In
addition, the amounts of equity reported in the VMS during the fiseal year
2010-2011 were not traceable to the accounting records and were not
properly supported with adequate documentation.

Code of Federal Regulations, 24 CFR. Section 982.158 (a) (b) states that
the PHA must maintain complete and accuratc accounts and other records
for the program in accordance with HUD requirements, in a manner that
permits a speedy and effective audit. The records must be in the form
required by HUD, including requirements governing computerized or
electronic forms of record-keeping. Also, the PHA must furnish to HUD
accounts and other rccords, reports, documents and information, as
required by HUD.

The Program has not established accounting procedures to ensure
that the HAP and administrative fee equity accounts are properly
accounted and supported with adequate documentation.

The Program is not in compliance with Code of Federal Regulation 24,
Section 24 Section 982.158 (a) (b).

We recommended management to prepare an analysis of the accounting of
the HAP and the administrative fee equity accounts since year 2004 and
adjust or correct any errors that affects these equity balances.
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FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

QUESTIONED COSTS

11-11-20 (CONTINUED)

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL

SPECIAL TEST- ROLLING FORWARD EQUITY BALANCES

None

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN

To correct the condition reported by the external auditors we will modify
cxisting records in order to assure that the accounting records presented the
financial position and the results of operation in sufficient detail to permit
an casily audit trial and preparation on time of required financial reports.
Also. we will submit the pending financial information to HUD in the next
month through the FASS-PH system, including this one.

Implementation Date: January 31, 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Direetor
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QUESTIONED COSTS

11-T1m1-21

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

COMPLIANCE AND INTERNAL CONTROL
SPECIAL TEST- DEPOSITORY AGREEMENTS

The Municipality failed to enter in a dcpository agreement with its
financial institution.

During our evaluation, we did not identify evidence of a depositary
agrcement in the form required by HUD with the depository institution of
the Municipality.

Code of Federal Regulation 24, Subpart D, Section 982.156 (a) states that
unless otherwise required or permitted by HUD, all program receipts must
be promptly deposited with a financial institution sefected as depository by
the PHA in accordance with HUD rcquirements. In addition, Code of
Fedcral Regulations 24, 982.156 (c) states that the PHA must enter into an
agreement with depositary in the form required by HUD.

The Municipality’s management failed to enter into agreements in the form
required by HUD with its financial institution.

The Program is not in compliance with Code of Federal Regulation 24,
Subpart D. Section 982.156 (a) and (c).

We recommend management to contact its financial institution and
formalize, as soon as possible. the depository agreement in the form

established by HUD.

None



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION HI - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER 11-111-21 {CONTINUED}

FEDERAL PROGRAM SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

REQUIREMENT COMPLIANCE AND INTERNAL CONTROL

NONCOMPLIANCE SPECIAL TEST- DEPOSITORY AGREEMENTS

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN  We are in the process to enter into a depository agreement, in the form
required by HUD, with the financial institution in where Program’s funds
are deposited.

Implementation Date: January 31. 2013

Responsible Person:  Mrs. Janice Brugman
Federal Programs Director



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION I11 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

EFFECT

CAUSE

RECOMMENDATION

QUESTIONED COSTS

11-111-22

CHILD CARE AND DEVELOPMENT BLOCK GRANT -
(CFDA 93.575) U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES PASS THROUGH STATE -
ADMINISTRATION OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL
EQUIPMENT AND REAL PROPERTY MANAGEMENT

The Program did not maintain adequate controls over the property and
equipment. acquired with Child Care and Development Block Grant funds.

During our equipment and real property management test, the Program
could not provide us with an adequate property ledger which includes all
the necessary information related to the Program’s assets.

Code of Federal Regulation 45 part 92.32 (d) (1), states that property
records must be maintained and it shall includes; (1) a description of the
property. (2} serial number or other identification number; (3) the source of
property, (4) who holds title, (5} the acquisition date (6) cost of the
property, (7} percentage of Federal participation in the property, (8) the
location, (9} use and condition of the property, and (10} any ultimate
disposition data including the daic of disposal. Also, a physical inventory
of the property must be taken and the result reconciled with the property
records at least on every two years, respectively.

The Program is not in compliance with CFR 45 part 93.32 (d) (1).

The Program does not have adequate internal control procedures that
guarantee adequate records and the safeguarding of the Federal property.

The Program should continue updating the property register by including
thc condition of the equipments and the date of disposition of the
equipment that are being disposed. In addition, a physical inventory should
be made to reconcile the property register.

None



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINDING NUMBER

FEDERAL PROGRAMS

REQUIREMENT

NONCOMPLIANCE

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-111-22 (CONTINUED)

CHILD CARE AND DEVELOPMENT BLOCK GRANT -
(CFDA 93.575) U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES PASS THROUGH STATE -
ADMINISTRATION OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL

EQUIPMENT AND REAL PROPERTY MANAGEMENT

The delegation of funds contracts provisions have established that the
Grantee holds the title of cach property and equipment items acquired with
funds awarded. Also, the Grantee provided us a property and equipment
subsidiary form and required us io include in it all of the property and
equipment acquired with the funds delegated. and to conduct an annual
physical inventory and submit the property and equipment subsidiary form
properly completed. The Program staffs have been properly advised of the
need to follow the property and equipment standards established in the
delegation of funds contracts provisions.

Implementation Datc: June 30, 2013

Responsible Person: Mrs. Ruby J. Giraldo Meléndez

Program Accountant
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAMS

REQUIREMENT
NONCOMPLIANCE
CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

11-IT1-23

CHILD CARE AND DEVELOPMENT BLOCK GRANT -
(CFDA 93.575) U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES PASS THROUGH STATE -
ADMINISTRATION OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL
PROGRAM INCOME
The Program did not comply with the Program Income requirement.

During our Program Income test, we noted that the transactions of the
Child Care and Dcvelopment Block Grant’s program income were not
properly recorded in the accounting records. Also, the Program did not
maintain adequate controls over the billing, receipts and deposits of the
parents’ contributions for the child care services.

Code of Federal Rcgulations 45, Part 92.25 (a), states that grantees are
encouraged to earn income 1o dcfray program costs. In addition, CFR 45,
Part 92.25 (b) states that program income means gross income received by
the grantee or subgrantee directly gencrated by a grant supported activity,
or earned only as a result of the grant agreement during the grant period.
Also, the part 12 of the Contract with the pass-through agency (ACUDEN)
states that the Municipality is compromised to comply with the procedures
established to determine the use of the parents’ contributions according to
the Federal regulations.

The Program does not maintained appropriate accounting records over the
program income transactions.

The Program is not in compliance with Code of Federal Regulations 45,
Part 92.25 (a), (b) and part 12 of the Contract with the pass-through
agency.

We recommend management to implement adequate procedures to ensure
that the financial transactions related to the program income are properly

recorded in the accounting records of the Program.

None
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MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAMS

REQUIREMENT

NONCOMPLIANCE

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-IT1-23 (CONTINUED})

CHILD CARE AND DEVELOPMENT BLOCK GRANT -
(CFDA 93.575) U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES PASS THROUGH STATE -
ADMINISTRATION OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL

PROGRAM INCOME

To correct the condition reported by the external auditors we will modify
existing accounting records in order to assure that the accounting records
presented the finaneial position and the results of operation in suffieient
detail to permit an easily audit trial and preparation on time of required
financial reports. Also. Program’s Staff will be properly advised about the
requirement to properly document the parents’ contributions transactions
related to the child care services.

Implementation Date: June 30, 2013

Responsible Person: ~ Mrs. Ruby J. Giraldo Meléndez
Program Accountant



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDAING NUMBER 11-111-24

FEDERAL PROGRAM CHILD CARE AND DEVELOPMENT BLOCK GRANT -
(CFDA 93.575) U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES PASS THROUGH STATE -
ADMINISTRATION OF CHILDREN AND FAMILIES

ARRA CHILD DEVELOPMENT BLOCK GRANT - (CFDA
93.713) U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES PASS THROUGH STATE - ADMINISTRATION
OF CHILDREN AND FAMILIES

REQUIREMENT COMPLIANCE AND INTERNAL CONTROL
NONCOMPLIANCE REPORTING
CONDITION The Program did not maintain accurate accounting records of the financial

transactions.

CONTEXT During our Reporting test, we noted that the Program did not maintain
adequate accounting records and did not summarize the inforination of all
the financial wransactions related to assets, liabilities, revenues and
expenditures of the programs, in a formal general ledger. Also, we noted
that the amounts reported in the quarterly reports during the fiscal year
2010-201 1 were not supported by accurate accounting information.

CRITERIA Code of Federal Regulations 45, 92.20 (b) (2). states that grantees and
subgrantees must maintain records which adequately identify the source
and application of funds provided for financially-assisted activities. These
records must contain information pertaining to grant or subgrant awards
and authorizations, obligations, unobligated balances, assets, liabilities,
outlays or expenditures and income.

CAUSE The Program failed to establish adequate internal controls over the
accourting records and is not reconciling its accounting records with the
quarterfy reports in order to assure that there are no differences.

EFFECT The Program did not submit accurate quarterly reporis to the pass-through
entity in order to comply with the Federal regulation.

QUESTIONED COSTS None
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SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

MANAGEMENT RESPONSE AND
CORRECTIVE ACTION PLAN

11-I11-24 (CONTINUED)

CHILD CARE AND DEVELOPMENT BLOCK GRANT -
(CFDA 93.575) U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES PASS THROUGH STATE -
ADMINISTRATION OF CHILDREN AND FAMILIES

ARRA CHILD DEVELOPMENT BLOCK GRANT - (CFDA
93.713) U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES PASS THROUGH STATE — ADMINISTRATION
OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL

REPORTING

To correct the condition reported by the external auditors we will modify
existing records in order to assure that the accounting records prescnted the
Mnancial position and the results of operation in sufficient detail to permit
an easily audit trial and preparation on time of required financial reports.

Implementation Date: June 30, 2013

Responsible Person:  Mrs. Ruby J. Giraldo Meléndez
Program Accountant



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

SECTION 1iI - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

11-I11-25

ARRA CHILD DEVELOPMENT BLOCK GRANT - (CFDA
93.713) U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES PASS THROUGH STATE - ADMINISTRATION
OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL
PROCUREMENT, SUSPENSION AND DEBARMENT

The Program disbursed funds during fiscal year 2010-2011 not in
accordance with the adequate procurement process established by the
Federal and State regulations.

During our graut disbursement test, we examined eight (8) disbursement
vouchers for the purchases of equipments and educational materials for the
centers, and we found that the Program did not document adequately the
acquisition process (procurement). We noted that the Program received
three quotations for each purchase made, but we did not found evidence of
a price analysis made by the Municipality, for each purchase. In addition,
we found that for one (1) construction project (physical improvements in
Querubines Center) in the amount of $24,445 there was not evidence of the
quotation of the supplier which was adjudicated the contract.

Code of Federal Regulation 45, Part 92, Section 92.36 (b) (9) states that
grantees and subgrantees will maintain records sufficient to detail the
significant history of a procurement. These records will include, but are not
necessarily limited o the following: rationale for the method of
procurement, selection of contract type, contractor selection or rejection
and the basis for the contract price.

The Program does not performed ap appropriate procurement process
because failed to document adequately the acquisition process.

The Program is not in compliance with Code of Federal Regulations 45,
Part 92. Section 92.36 (b) (9).

We recommend management to implement procedures in order to obtain

and maintain all the required documentation regards the procurement
process to comply with this requirement.
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SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

REQUIREMENT
NONCOMPLIANCE

QUESTIONED COSTS

11-II1-25 (CONTINUED)

ARRA CHILD DEVELOPMENT BLOCK GRANT - (CFDA
93.713) U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES PASS THROUGH STATE - ADMINISTRATION
OF CHILDREN AND FAMILIES

COMPLIANCE AND INTERNAL CONTROL
PROCUREMENT, SUSPENSION AND DEBARMENT

None

MANAGEMENT RESPONSE AND

CORRECTIVE ACTION PLAN

We will improve our purchases and expenditures procedures in order to
correct the Conditions reported by the Extemal Auditors, providing
technical training to the Finance Department and Program’s Staff and
increasing supervision on such procedures.

Implementation Date: January 31, 2013

Responsible Person: ~ Mrs. Ruby J. Giraldo Meléndez
Program Accountant
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SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDIGS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINDING CFDA QUESTIONED
NUMBER COMPLIANCE NUMBER COSTS AUDITEE COMMENTS
10-16 Special Test- 14.871 None No corrective action has been taken.
Housing
Assistance Finding Reference 11-11i-19.
Payment
10-17 Special Test- 14.871 None No corrective action has been taken.

Waiting List
Finding Reference 11-111-16.

10-18 Special Test- 14.871 None No corrective action has been taken.
Depository
Agreement Finding Reference | [-111-21,

10-19 Reporting- Fiscal 93.575 None No corrective action has been taken.

Requirements
Finding Reference 11-111-24.

10-20 Program Income 93.575 None No corrective action has been taken.

Finding Reference {1-111-23.

10-21 Equipment and 93.575 None No corrective action has been taken.
Real Property
Management Finding Reference 11-111-22.
09-04 Reporting 14.228 None No corrective action has been taken.
Finding Reference 11-111-11.
09-05 Equipment and 14.228 None No corrective action has been taken.
Real Property
Management Finding Reference 11-111-10.
09-06 Reporting- Fiscal 14.228 None No corrective action has been taken.
Requirements
Finding Referenee 11-111-11.
09-07 Cash 14.871 None Full corrective action taken.
Management

We improved our system and procedures
over the cash management.

136






COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF SANTA ISABEL

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDIGS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

FINIHNG CFDA QUESTIONED
NUMBER COMPLIANCE NUMBER COSTS AUDITEE COMMENTS
06-06 Equipment and 14.228 None No corrective action has been taken.
Real Property
Management Finding Refcrence 11-111-10.
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