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INDEPENDENT AUDITORS' REPORT ON FINANCIAL STATEMENTS

Commonwealth of Puerto Rico
Vocational Rehabilitation Administration
San Juan, Puerto Ric_o

We have audited the accompanying basic financlal statements of the governmental activities and each major
fund, and the aggregate remaining fund information of the Commonwealth of Puerto Rico Vocatlonal
Rehabllitation Administration (the Administration), as of June 30, 2011 and for the year then ended, which
collectively comprise the Administration's basic financial statements, as listed in the table of contents. These
financial statements are the responsibility of the Adminlstration's management. Our responsibility is to
express an opinion on these financlal statements based on our audit,

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

In our opinion, the financial statements referred to above present fairly, in alt material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund
information of the Adminlstration as of June 30, 2011, and the respective changes in financial position for the
year then ended in conformity with accounting principles generally accepted in the United States of America.
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Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis and the budgetary comparison schedule on pages 3 through © and 16 be presented to supplement the
basic financial statements. Such information, although nota part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with the auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because of the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance,

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Administration’s basic financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-1.33
Audits of States, Local Governments, and Non-Profit Organization, and is also not a required part of the basic
financial statements of the Administration. The Schedule of Expenditures of Federal Awards is the responsibility of
management and was derived from and relate directly to the underlying accounting and other records used to
prepare the financial statements. The information has been subject to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America, In our opinion, this information is fairly stated in all material respects in relation to the basic

financial statements taken as a whole.

et e P

San Juan, Puerio Rico

December 29, 20141

Stamp No. 2575512 of the
Puerto Rico Society of Certified
Public Accountants was affixed to
the record copy of this report.

Lopez-Vega, CPA, PSC

Certified Public Accountants / Management Advisors
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Our discussion and analysis of the Vacatlonal Rehabilitation Administration (the Administration) financial
performance provides an overview of its financlal activities for the year ended June 30, 2011. Please read in
conjunction with the financial statements.

Financial Highlights

¢ Total assets of the Administration amounted to approximately $9.24 millions, which represents an
increase of approximately $.92 million compared with the balance for 2010. This increase was due
mainly to the acquisition of various computer equipment.

» Total liabilities of the Adminlstration amounted to $24.43 millions. As of June 30, 2014, the balance of
compensated absences payable represents 42% and termination benefits 36% of total liabilities.

» Totalliabilities of the Administration, on a government-wide basis, exceed its assets by approximately
$15.19 millions as of June 30, 2011.

+ The Administration has been assigned $12.597 millions from the American Recovery and
Reinvestment Act (ARRA). These funds were available for obligation untll September 30, 2011, They
must be expended by December 31, 201.4. As of June 30, 2011, $10.563 millions of these funds
have been expended.

Using this Annual Report

This annual report consists of a series of financial statements. The Statement of Net Assets and the Statement
of Activities provide information about the activities of the Administration as a whole, and present a longer
ferm view of the Administration’s finances.

The fund financial statements tell how these services were financed in the short term as well as what remains
for future spending. Fund financial statements also report the Administration’s operations in more detail than
government-wide statements by providing information about the Adminlstration’s most significant funds.
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Reporting the Administration as a Whole

The Statement of Net Assets and the Statement of Activities

Qur financial analysis commences with the Statement of Net Assets and Statement of Activities. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the
accounting used by most private sector companies, All of the current year's revenues and expenses are taken
into account regardless of when cash is received or paid.

These two statements report the Administration’s net assets and changes in them. You can think of the
Administration’s net assets {the difference between assets and liabilities) as cne way to measure the
Administration’s financial health, or financial condition. Over the time, increases or decreases in the
Administration’s net assets are one indicator of whether its financial health is improving or deteriorating,

The Statement of Net Assets and the Statement of Activities are commaonly divided into the following activity:

* Governmental activities - the Administration’s basic services are reported here, including among
others, the rehabilitation services, management and support and capital improvements. Federal
grants and legislative appropriations flnance most of these actlvities.

Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds, not the
Administration as a whole. Its major funds are the Federal Programs Fund and the General Fund, Non major
funds, if any, are reported as Other Governmental Funds.

e Governmental funds - Most of the Administration’s basic services are reported in governmental
funds, which focus on how money flow into and out of those funds and the balances left at year-end
that are available for spending. These funds are reported using an accounting method called
modified accrual accounting, which measures cash and all other financlal assets that can readily be
converted to cash. The governmental fund statements provide detailed short-term view of the
Administration’s general government’s operations and the basic services it provides. Governmental
fund information helps you determine whether there are more or fewer financial resources that can
be spent in the near future to finance the Administratlon’s operations. We describe the refationship
{or differences) between governmental activities (reported in the Statement of Net Assets and the
Statement of Activities) and governmental fund in a reconciliation shown in the fund financial

statements.
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The Administration as a Whole

The Administratlon’s governmental net assets (deficit) amounted to ($15.19) millions at June 30, 2011. This
deficit is mainly due to vacation and sick leave and termination benefits accruals that were recorded to convert
the Administration’s basis of accounting to accrual. The following table summarizes the statements of net
assets as of June 30, 2011 and 2040.

Governmental Governmental
Activities Activities
2011 2040
Current and other assets 6.28 6.73
Capital assets 2.96 1.59
Total assets 9.24 8.32
Accounts payable and other current liabilities 5.32 492
Central Government Advances - A5
Accrued compensated absences 10.22 11.04
Accrued termination benefits 8.89 -
Total liabilities 24.43 16.38
Invested in capital assets 2.96 1.59
Restricted {0.02) .60
Unrestricted (18.13) {10.25)
Total net assets {(deficit) 154 8.06

Following are the major changes on the Admlnlstration’s financial position:
* Total assets of the Administration increased by $0.92 million.

+ Total liabilities increased by $8.05 milfions. This increase was mainly caused by the recoding of
termination benefits amounting to $8.89 millions and reduction in accrued compensated absences of
$0.79 million.

¢ Total deficiency increased by $7.13 miliions. Due to the previously mentioned situation of
termination benefits accrual of $8.89 millions based on requirements stated on Acct. No. 70 of the
Puerto Rico Government, -
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The Administration as a Whole (Continued)

The following table summarizes the statement of activities for the years ended Jjune 30, 2011 and 2010,

Governmental Governmental
Activities Activities
2011 2010
Revenues:
Legislative appropriations $  17.09 $ 11,29
Special appropriations 5.37 9.03
Intergovernmental-federal governmental 68.80 75.75
Miscellaneous .03 .02
Total revenues 91.29 96.09
Program Expenses:
Management and support 61.62 52.08
Vocational Rehabilitation Services 3b.12 3817
Older Blind Program 54 59
independent Life Program A0 34
Sustained Employment Program 21 .65
Employee Job Training Program .20 22
Improvements and Maintenance to facilities 32 2.42
98.41 94.47
Increase (Decrease) In net assets 7.42 $ 162

During the year ended June 30, 2011, the Administration received $68.8 millions from Federal Assistant
Programs, representing 75.4% of total funds received.

Also, the Adminlistration expended $96,74 millions for management and support and vocational rehabllitation
services, representing 98.3% of total expenditures during the year ended June 30, 2011.
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The Administration as a Whole (Contlnued)

-The following chart presents revenues comparison by program of the Administratlon activities for the years
ended June 30, 2014 and 2010; '

Commonwealth of Puerto Rico
Vocational Rehabilitation Administration
Revenues by Program
Forthe Years Ended June 30,2011 and 2010

$60,000,000

$40,000,000

$20,000,000

2011
82010
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The Administration as a Whole (Continued)

The following chart presents expenses by program of the Administration for the year ended June 30, 2011:

Commonwealth of Puerto Rico
Vocational Rehabhilitation Administration
Expenses by Program
For the Year Ended June 30, 2011

$322,642,0.33%
$201,066,0.20%
$213,7568,0.22%

$402,820,0.41%
$537,815,0.55%

BManagement and Support
BVocational Rehabilitation Seivices

O0ldsr Blind Program

Oindepandent Life Program

& Sustainad Employment Program
BEmployes Job Training Program
AImprovements and Maintenance fo Facilities
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Capital Assets

At the end of June 30, 2011, the Administration had $2.96 million invested in equipment, furniture, and motor
vehicles (net of depreciation). The following table summarizes the’amounts invested in capital assets as of
June 30, 2011 and 2010:

Capital Assets at Year-End
(Net of Accumulated Depreciation, in Milllons)

Governmental Governmental
Activitles Activities
2011 2010
Equipment $2.47 $1.56
Furniture 0.47 0.01
Motor Vehicies ' 0.02 0.02
2.96 1.59

General Fund Budgetary Highlights

The 2010-201.1. General Fund Budget amounted to $17,093,000 or $44,789 more than actual expending
($17,048,211). The Central Government also approved a fiscal stabilization fund of $1,578,000.

For the year ending June 30, 2011, the General Fund Budget assigned to the Administration amounted to
$1.7,093,000, which represents an increase of $5,801,000 or 51% compared with the fiscal year ended June
30, 2010. Also, the Administration budget for the fiscal stabilization fund decreased by $4,785,000 resulting
in a net increase of funds assigned by the Central Government amounting to $1,016,000 as follows:

Increase
2009-2010 2010-2011 (decrease)
General Fund $ 11,292,000 $ 17,093,000 $ 5,801,000
Fiscal stabifization fund 6,363,000 1,578,000 (4,785,000}

$ 17,655,000 $ 18,671,000 $ 1,016,000
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Governmental
Activities
Assets
Current Assets
Cash and resources with fiscal agent $ 2,884,156
Receivables 3,394,843
Total current assets 6,278,299
Capital assets, net 2,958,210
Total assets $ 9237209
Liabilities
Current liabilities
Accounts payable $ 5,321,448
Accrued compensated absences, current portion 5,815,624
Accrued termination benefits, eurrent portion 1,144,004
Total current liabilities 12,250,973
Non-current liabilities
Accrued compensated absences, non-current 4,397,004
Accrued termination benefits, non-current 7,778,406
Total non-current labllitles 12,176,400
Total liabilitles 24 427 373
Net assets (deflcit)
Invested in Capital Assets, net $ 2,958,210
Restricted for improvements and maintenance to facilities {(deficit) {17,668)
Unrestricted (deficit) (18,430,706)
Total net assets (deficit) $ (15,490,164)

See accompanying notes to basic financial statements
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Programs

Governmental Activities:
Management and Support
Vocational Rehabilitation Services
Older Blind Program
independent Life Program
Sustained Employment Program
Employee Job Training Program
Improvements and Maintehance to
Facilities

Total governmental activities
Net assets {deficit), beginning

Net assets (deficit), ending

Program Revenues

Net (Expenses)
Revenue and
Changes in Net

Operating Assets - All
Cost and Grants and Governmental
expenses Contributlons Activities

$ 61,622,062 $ 58,919,456 $ (2,702,606)
35,115,330 30,795,472 (4,319,858)
537,815 524,511 {13,304)
402,820 376,949 (25,871)
213,758 199,768 {13,990}
201,066 201,154 88
322,612 273,316 {49.2986)
$.98,415,463 $ 91,290,626 (7,124,837)
(8.065,327)
$ (15,190.1.64)

See accompanylng notes to basic financial statements
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Other
Federal Governmental
General - _Programs Funds ' Total
ASSETS
Cash and resources with fiscal agent $ 122,126 $ 2,155,991 $ 606,032 $ 2,884,156
~ Receivables - 2,785,241 609,602 3.394,843
Total assets $ 122,126 $ 4,941,232 $ 1215641 $ 6,278,959
LIABILITIES AND FUND BALANCE
lLiabilities:
Accotnts payable $ 55,138 $ 4,926,000 $ 296,731 $ 5,277,869
Contract retainage payable 836 15,232 27,511 43,679
Total liabilities 55,974 4,941,232 324,242 5,321,448
Fund Balance:
Restricted to:
Stabilization fund - - 264,970 264,970
Committed to:
Injured Worker's Rehabilitation - - 612,325 612,325
Assligned to:
Other purposes 66,152 - 14,104 80,256
Total fund balance (deficit) 66,152 - 891,399 957.651
Total Habllitles and fund balance $ 122,126 $ 4,941,232 $§ 49215641 $ 6,278,099
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JUNE 30, 2011 13
Total Fund Balances per Fund Financial Statements $ 957,561
Amounts reported to governmental activities in the statement of net assets are
different because:

Capital assets used in governmental activities are not financial resources and

therefore are not reported in the fund financial statements 2,958,210
Liability of accrued compensated absences are not to be paid with current -
financial resources and therefore not reported in the fund financial statements (10,213,518)
Liability of accrued termination henefits are not to be paid with current financial

resources and therefore not reported in the fund financial statements (8,892,407)
Net assets of governmental activities $  (15,190,164)

See accompanying notes to basic financial statements
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Other Total
Federal Governmental Governmental
General Programs Funds Funds
REVENUES
Legislative appropriations $ 17,093,000 $ - % - $ 17,093,000
Special appropriations - - 5,367,658 5,367,658
Federal grants . 68,804,818 - 68,804,818
Miscellaneous - - 25,150 25,150
Total Revenues 17.093.000 68,804,818 5,392,808 91,290.626
EXPENDITURES
Management and Support 2,015,545 47,066,691 5,816,254 54,898,490
Vocational Rehabilitation Services 15,048,827 20,065,003 1,500 35,115,330
Older Blind Program - 531,916 - 531,916
Independent Life Program - 403,451 - 403,451
Sustained Emptoyment Program - 214,079 - 214,079
Employee job Training Program - 204,068 - 201,066
Improvements and Maintenance to
facilities - 322,612 - 322,612
Total Expenditures 17.064.372 68,804,818 5,817,754 921,686,944
Excess (deficiency} of revenues over
expenditures 28,628 - {424,946) (396,318}
Fund balance, beginning 37.524 - 1,316,345 1,353,868
Fund balance, ending $ 66,152 §$ - % 891,399 9 51

See accompanying notes to basic financial statements
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Net change in fund balance-totai governmental fund $ (396,318)

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

Governmental funds report capital outlays as expenditures. In the statement

of activities the cost of these assets is allocated over their estimated useful

lives as depreciation expense. This is the amount by which capital outlays

exceeded depreciation expense for the period 1,368,843

Accrued compensation reported in the statement of activities do not require the
use of current financial resources and therefore are not reported as
expenditures in governmental funds 795,045

Accrued termination benefiis reported in the statement of activities do not
require the use of current financial resources and therefore are not reported

as expenditures in governmental funds (8,892.407)
Change in net assets of governmental activities $ (7,124,837 !

See accompanying notes to basic financial statements
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Variance
Budget Amounts with Final
Budget
Posltive
Original Final Actual {Negative)
REVENUES
Management and Support $ 1,772,634 $ 1,802,634 $ 1,802,634 $ -
Vocational Rehabilitation
Services 15,320,366 15,290,366 15,290,366 -
Total 17,093,000 17,093,000 17,093,000 -
CHARGES TO APPROPRIATIONS
Management and Support 1,772,634 1,802,634 2,015,545 (212,911)
Vocational Rehabilitation
Setvices 15,320,366 15,290,366 15,032,666 257,700
Total 17,093,000 17,093,000 17,048,211 44,789
Excess (deficiency) of resources
over charges to appropriations $ - $ - $ 44,789 $ 44,789

See accompanying notes to basic financial statements
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Note 1 - Goyvernmental Environment

Organization

The Veocational Rehabilitation Administration (the Administration) is an agency of the
Commonwealth of Puerto Rico organized to manage the funds for vocational rehabilitation as
established in Public Law 93-112 of September 26, 1973, as amended, known as The Rehabilitation
Law. The Administration was previously an operational component of the Department of the Family
of the Commonwealth of Puerto Rico until June 10, 2000 when Law 97, transferred the same to the
Department of Labor and Human Resources of the Commonwealth of Puerto Rico. Its mission is to
enable persons with disabilities to enter in the workforce so they can lead an independent life.

Its public policy is to establish comprehensive vocational rehabilitation services for citizens with
disabilities so that they can achieve employment and contribute to the well being of their families
and society. In addition, the Administration promotes that community organizations participate
actively in the rehabilitation of citizens with significant and severe disabilities.

Funding

The Administration is funded by combined Federal and Commaonwealth of Puerto Rico funds,
Legislative Appropriations are made annually to match expected Federal Awards. During the year
ended June 30, 2011 the ratio of Federal to State Funds was approximately 80% / 20% respectively.

Also during the year the Administration received funds from the American Recovery and
Relnvestment Act (ARRA} which is an economic stimulus package endorsed by the President of the
United States of America, and approved by Congress. lis immediate goals includes the creation of
new jobs as well as save existing ones, preserve the economic activity, invest in long-term economic
growth, and promote a high level of “accountability and transparency in government spending”. The
ARRA funds were received by the following programs:

a. Rehabllitation Services Vocatlonal Rehabilitation Grants to States, Recovery Act - The
objective of the program is to assist States in operating comprehensive, coordinated,
effective, efficient and accountable program of vocational rehabilitation; to assess, plan,
develop, and provide vocational rehabllitation services for individual with disabilities,
consistent with their strengths, resources, priorities, concern abilities and capabilities so they
may prepare for an engage in competitive employment.
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Note 1 - Governmental Environment (Continued)
Funding (Continued)

b.

Independent Living State Grant, Recovery Act - The objective of the program is to supplement
the Independent Living States Grants Funds and to assist those entities in improving and
expanding the provision of independent living services for individuals with significant disability.

Independent Living Services for Older Individuals who are blind, Recovery Act - The objective of
the program is to supplement independent living services to older individuals who are blind
that improve or expand services for these individuals; and conduct activities to help improve
public understanding of the problems of these individuals and conduct activities to help
improve public understanding of the problems of these individuals.

Program description

a.

b.

Management and Support

The management and support program consists of the administrative and operational
structure of the Adminlstration. Its divisions are the Administrator’s Office, the Internal Audit
Office, the Office of Legal Affairs, the Office of Labor Affaits and Human Resources, the
Administration Office, the Office of Management Information Systems, the Office of
Operational Policies and six {6) Regional Offices located in Caguas, San Juan, Arecibo,
Bayamén, Mayagliez and Ponce.

Vocational Rehabilitation Services

This program offers comprehensive, coordinated, effective, efficient and accountable
programs of vocational rehabilitation in order to assess, plan, develop, and provide vocational
rehabilitation services for individuals with disabilities, consistent with their strengths,
resources, priorities, concerns, abilities and capabilities so they may prepare for and engage
in competitive employment.
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Note 1. - Governmental Environment (Continued)

C. Qlder Blind Program

This program provides services that improve or expand independent living services. Among
the services provided are those to help correct or modify visual disabilities, provide
eyeglasses and other visuai alds, provide services and equipment to enhance mobility and
self-care, provide training in Braille and other services to help older individuals who are blind
adjust to blindness, provide teaching services in dally living activities and other supportive
services that enable individuals to live more independently. Funds can also be used to
improve public understanding of the problems faced by clder individuals who are blind.

d. independent Life Program

This program offers services to maximize the leadership, empowerment, independence and
produetivity of individuals with disabilities, and the integration and full inclusion of individuals
with disabilities into the mainstream society, by providing financial assistance for providing,
expanding and improving the provision of independent living services.

e. Sustalned Employment Program

This program offers skilled job trainers who accompany the worker for intensive on-the-job
fraining, systematic training, job development, follow-up services, regular observation or
supervision at tralning sifes and provide other services needed to support an individual in
employment.

f. Employment Job Training Program

This program is designed to support special projects for training State vocational rehabilitation
unit personnel in program areas essential to the effective management of the unit’s program
of vocational rehabilitation services or in skill areas that enable staff personne! to improve
their abilities to provide vocational rehabilitation services to individuals with disabllities.
Projects are designed to: (1) address recruitment and retention of qualified rehabilitation
professionals; (2) provide for successful planning; (3) provide for leadership development and
capacity building; and (4} provide training on the Rehabilitation Act of 1973, as amended.
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Note 2 - Summary of slgnificant accounting. policies
GASB 34

The accompanying basic financial statements of the Administration have been prepared in
canformity with accounting principles generally accepted (GAAP} inthe United States of America as
prescribed by the Governmental Accounting Standard Board (GASB). in June 1999, the GASB
issued Statement No. 34, Basic Financlal Statements—and Management's Discussion and
Analysis—for State and Local Governments (GASB No. 34). This statement establishes financial
reporting requirements for state and local governments. The Administration adopted the
provisions of GASB No. 34 as well as others statements referred 1o below as of July 1, 2007.

They require information and restructure much of the information that governmental entities have
presented in the past.

Comparability with reports issued in prior years Is affected. With the implementation of GASBE No.
34 the Administration has prepared required supplemental information titled Management
Discussion and Analysis, which precedes the basic financial statements.

Basic of presentation - fund accounting

The accounts of the Administration are organized on the basis of governmental funds. Each fundis
accounted for by a separate set of self-balancing accounts that comprises its assets, liabilities, fund
balance, revenues and expenditures. Fund financial statements report detailed information about
the Administration's current financial resources. The focus of governmental fund financial
statements is on major funds rather that reporting funds by type. Each major fund is presented ina
separate column,

Governmental funds

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

a. General Fund

This fund includes the financial resources which relate to the general operations of the
Adminlistration. These operations consist of the general administration and other activities
not accounted for in other funds. All Commonwealth of Puerto Rico matching of state funds

are recorded in this fund.
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Note 2 - Summary of significant accounting policies (Continued)
b. Federal Programs

This fund is used fo account for all federal grants (including ARRA funds) that are restricted to
expenditures for federal programs.

¢. Other Governmental Funds

Other governmental funds consist mainly of Special Appropriations for operational and
administrative costs and projects for improvements and maintenance of facilities.

Measurement focus and basis of accouniing

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

Under the modified acerual basis of accounting, revenues are recorded when susceptible to accrual,
i.e. when they become both measurable and available. Measurable means that the amount of the
transaction can be determined or reasonably estimated or in a soon enough period after the
balance sheet date to pay current budget period expenditures while availabie means collectible
within the current period. Expenditures are recorded when the related fund liability is incurred, i.e.,
that the liability will be Hiquidated with expendable available financial resources.

The Government-Wide financial statements include the statement of net assets and the statements
of activities and display information of all the activities of the Administration as a whole. The
Administration’s activities are considered governmental type.

The government-wide statements are prepared using the economic resources measurement focus
and the accrual basis of accounting. This approach differs from the manner in'which governmental
fund financial statements are prepared. Therefore, governmental fund financial statements include
reconciliation with brief explanations to better identify the relationship between the government-
wide statements and the statements for governmental funds.
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Note 2 - Summary of significant accounting policies (Continued)

Net assets

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

a. Invested in capital assets - these consist of capital assets, net of accumulated depreciation.

b.  Restricted net assets - results when constraints placed on net assets use are externally
imposed by grantors, contributors, or laws or regulations of other governments or imposed by
law through constitutional provisions or enabling legisiation.

¢.  Unrestricted Net Assets (Deficit} - these consist of net assets which do not meet the definition
of the two preceding categories. Unrestricted net assets (deficit) often have constraints on
resources that are imposed by management, but can be removed or modified.

Federal grant revenues are recorded in the accounting period in which they are expended.
Legislative appropriations, representing annual appropriations from the Commonweaith of Puerto
Rico are recorded when measurable and available.

Budget

As an Executive Agency of the Commonwealth of Puerto Rico, the Administration uses the following
procedures in establishing the budget adopted for the general fund:

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

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

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

d.  Once the budget project is approved, legally adopted and in operations, the Administration’s
management can request the transfer of budgeted amounts from PROMB, which after
approval, is accounted for by the Commonwealth of Puerto Rico Department of Treasury.
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Note 2 - Summary of significant accounting policies (Continued)

e.

Formal budget integration is employed as a management control devise during the fiscal year
for the general fund. ‘ '

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

information concerning the budget adopted has been compiled by the Administration in a
manner that could be used to present Budget and Actual ~ Budget Basis -~ General Fund
(Executive) as required by accounting principles generally accepted in the United States of
America, as applicable to governmental units. For financial statements purposes, the
Administration considers the executive funds (shown as Fund accounting 111. in PRIFAS
System) authorized, in order to present the compliance with budget adopted, which lapses at
the end of fiscal year.

Since the budgetary basis differs from accounting principles generally accepted in the United States
of America (GAAP}, actual amounts for the general fund in the accompanying Statement of
Revenues and Expenditures - Budget and Actual -~ General Fund is presented on the budgetary
basis to enhance comparability.

The principal differences between the budgetary and GAAP bases are the following:

1.

2.

3.

Encumbrances are considered as expenditures for budgetary purposes,
Prior year encumbrances settled during the year are recorded as expendi'tures for GAAP basis.

Effect of revenues recorded in PRIFAS System other than those of accounting Fund 1141.
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Note 2 - Summary of significant accounting pollcles (Continued)

The foltowing is the reconciliation of the difference between GAAP and the budgetary basis for the
general fund excess of revenues and other financing sources over expenditures;

Excess (deficiency)} of resources over charges to appropriations from
the budgetary comparison schedule $ 44,789

Differences - budget to GAAP

Current year encumbrances for supplies and services ordered but not

received is reported in the year the order or contract is signed for

budgetary purposes, but in the year they are recsived for financial

reporting purposes and are recorded as current year expenditures for 54,657
budgetary purposes

Prior year encumbrance settle during current year are expenditures of
the General Fund in statement of Revenues, Expenditures and Changes
in Fund Balance but not reported as such in the current year budget

comparison schedule {(70.818)

Total revenues over expenditures in the General Fund in the Statement

of Revenues, Expenditures and Changes in Fund Balance 28,628
Encumbrances

Encumbrances accounting is provided to record the appropriation from available resources in the
governmental funds of purchase orders and contracts for which goods and/or services have not been
received. Under GAAP, encumbrances outstanding at year end constitute expenditure or liabilities
since the commitments will be honored during subseduent year(s). Encumbrances constitute the
equivalent of expenditures for budgetary purposes.
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Note 2 - Summary of significant accounting policies (Continued)
Capital assets

All buildings and infrastructure occupied by the Administration are recorded as capital assets in the
accounting records of another Agency of the Commonwealth of Puerto Rico. Accordingly, all major
modernizations and betterments done by the Administration are charged to expenditures in its
rund accounting and reported as expense in the government wide statements when incurred. All
other assets used in the governmental operations are accounted for in the Governmental-wide
financial statements of net assets, rather than in the Governmental Funds. When capital assets are
purchased, they are recorded as expenditures in the governmental funds. Fixed assets are stated at
cost.

When assets are sold, retired or otherwise disposed of, the cost is removed. Depreciation of capital
assets is computed and recorded by the straight-line method. Estimated useful lives of the various
classes of depreciable capital assets range from five (5) to fifteen (15) years.

Vacation and sick leave

The Administratlon’s employees are entitled to 2.5 days per month up to maximum of 60 days for
vacations, and 1.5 days per month up to maximum of 30 days for sick leave, Earned vacation and
sick leave are recorded as benefits are earned. The estimated values of leave earned by employees
that may be used in subsequent years or paid upon termination or retirement are accounted for in
the Governmental activities statement of net assets rather than in the governmental funds.

Fund balance reporting

For the year ending June 30, 2011, the Administration implemented GASB Statement No. 54, Fund
Balance Reporting and Governmental Fund Type Definitions.

GASB Statement No. 54 establishes standards for fund balance classifications that comprise a
hierarchy based primarily on the extent to which a government is bound to observe constraints
imposed upon the use of the resources reported in governmental funds, Additionally, the definitions
of the general fund, special revenue fund type, capital projects fund type, debt service fund type,




COMMONWEALTH OF PUERTO RICO
VOCATIONAL REHABILITATION ADMINISTRATION

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2011 26

Note 2 - Summary of significant accounting policies (Continued)

and permanent fund type are clarified by the provisions in this Statement. interpretations of certain
terms within the definition of the special revenue fund type have been provided and, for some
governments, those interpretations may affect the activities they choose 1o report in those funds.
The capital projects fund type definition also was clarified for better alignment with the needs of
preparers and users. Definitions of other governmental fund types also have been modified for
clarity and consistency.

In the fund financial statements of the Administration, governmental funds report amounts for four
of the five classifications of fund balances based on the constraints imposed on the use of these
resources. The nonspendable fund balance classification which includes amounts that cannot be
spent because they are either (a) not in spendable form; or (b) legally or contractually required to be
maintained intact, The Administration does not have any nonspendable fund balance classification.

The spendable portion of the fund balance comprises the remaining four classifications: restricted,
committed, assigned, and unassigned.

Restricted fund balance, This classification reflects the constraints imposed on resources either
{a) externally by creditors, grantors, contributors, or laws or regulations of other governments; or
(b) imposed by law through constitutional provisions or enabling legisiation.

Commitled fund halance. These amounts can only be used for specific purposes pursuant to
constraints imposed by the government's highest level of decision making authority. Those
committed amounts cannot be used for any other purpose uniess the same group removes the
specified use hy taking the same type of action imposing the commitment. This classification
also includes contractual obligations to the extent that existing resources in the fund have been
specifically committed for use in satisfying those contractual requirements.

Assigned fund bafance. This classification reflects the amounts constrained by the
Administration to be used for specific purposes, but are neither restricted nor committed.

Assigned fund balance include all remaining amounts (except negative balances) that are
reported in governmental funds, other than the General Fund, that are not classified as
nonspendable and are neither restricted nor committed.
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Note 2 - Summary of sighificant accounting policies {(Continued)

Unassigned fund balance. This fund balance is the residual classification for the General Fund.
This classification represents General Fund balance that has not been assigned to other funds,
and that has not been restricted, committed, or assigned 1o specific purposes within the
General Fund.

When both restricted and unrestricted resources are avaiiable for use, itis the Administration’s
policy to use externafly restricted resources first, then unrestricted resources committed,
assigned, and unassigned in order as needed.

Federal Audit Reguiremenis

The U.S. Office of management and Budget {OMB) issued Circular A-133, which establishes
uniform audit requirements for non-Federal entities that administer Federal awards and
implements the Single Audit Act Amendments of 1996, which were signed into law July 5, 1996
{Public Law 104-1586).

The purposes of the Single Audit Act Amendments of 1996 are as follows:

1. Promote sound financial management, including effective internal controls, with respect to
Federal awards;

2. Promote the efficient and effective use of audit resources;

3. Reduce burdens on state and local governments, indian tribes and nonprofit organizations;

4. Ensure that Federal depariments and agencies, to the maximum extent practicable, rely
upon and use audit work done pursuant to Chapter 75 of Title 30, United States Code {the
“Singie Audit Act™).

For 2011, the Administration’s audit was performed in accordance with Circular A-133.
The auditor's report on conslideration of the Administration’s internal control over financial
reporting and tests of other matters are issued with this report.
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Note 3 ~ Custodial credit risk

Custodial credit risk is the risk that In the event of bank failure, government's deposit may not be
returned to it. The government does not have a deposit policy for custodial credit risk. As of June
30, 2011 the government’s bank balances was exposed to custodial credit risk as follows:

Uninsured and uncollateralized $4,773,847¢

Note 4 - Resources with fiscal agent

The Funds of the Administration are under the custody of the Secretary of the Department of the
Treasury of the Commonwealth of Puerto Rico, pursuant to Act No. 230 of July 23, 1974, as
amended known as the “Accounting Law of the Commonwealth of Puerto Rico”. The Department of
the Treasury follows the practice of pooling resources under the custody of the Secretary of the
Treasury. The resourees of the Administration are pocled in cash accounts of the Commonwealth of
Puerto Rico to meet the Administration’s current operating requirements.

Note 5 - Risk financing

The Commonwealth of Puerto Rico purchases commercial insurance covering casualty, theft, tort,
claims and other losses for the Administration. The Administration reimburses to the
Commonwealth for premium payments made on its behalf. The Administration’s current insurance
policies have not been cancelled or terminated. For workers compensation, the State Insurance
Fund Corporation, a component unit of the Commonwealth of Puerto Rico, provides the workers
compensation to the Administration's employees in case of injuries in the workplace.

Note 6 ~ Accounts Re'ceivable

The balance in accounts receivable mainly represents federal funds expended on or before June 30,
2011 that were reimbursed by the Federal Government during fiscal year ending June 30, 2012.
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Note 7 - Capital Assets

Capital assets’ activity of the Administration for fiscal year ended June 30, 2011 was as follows:

Balance as of Balance as of
June 30, 2010 Additions Retirements June 30, 2011
Capital assets being, depreciated:

Equipment $7,785,243 $1,433,391. % - $ 9,218,634
Furniture 140,085 503,903 - 643,968
Vehicles 109,460 - - 109,460
Total capital assets being,
depreciated 8,034,768 1,937,284 - 9,972,082
Less accumulated depreciation:
Equipment 6,226,630 521,860 - 6,748,490
Furniture 133,730 39,931 - 173,661
Vehicles 85,041 6.660 - 91,701
Total accumulated depreciation 6,445,404 568,451 - 7,013,852
Capital assets, net of accumulated
depreciation $ 1589,367 $1,368,843 $ - § 2958210
Depreciation expense was charged to the Management and Support function.
Note 8 - Accrued compensated absences
Balance as of Balance as of Due within
June 30, 2010 Net Change June 30, 2041 one year

Accrued vacations and
sick leave $ 14,008,563 $ {795,045) $ 10,243,618 $ 5,815,524
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Note 9 - Voluntary Termination Benefits

OnJuly 2, 2010, the Commonwealth enacted Act No. 70 to establish a program that provides benefits
for early retirement or economic incentives for voluntary employment termination to eligible
employees, as defined, including employees of the Administration. Act No. 70 established that eatly
retirement benefits will be provided to eligible employees that have completed between 15 to 29
years of credited service in the Retirement System and will consist of biweekly benefits ranging from
37.5% to 60 % of each employee’ salary, as defined. In this early retirement benefit program, the
Administration will make the employer contributions to the Retirement System and pay the
corresponding pension until the employee complies with the requirements of age and 30 years of
credited service in the Retirement System. Economic incentives are available to eligible employees
who have less than 15 years of credited service in the Retirement System or who have at least 30
years of credited service in the Retirement System and the age for retirement or who have the age for
retirement. Economic incentives will consist of a lump-sum payment ranging from one-month to six-
month salary based on employment years. Additionally, eligible employees that choose to participate
in the eartly retirernent benefit program or that choose the economic incentive and have less than 15
years of credited service in the Retirement System are eligible to receive health plan coverage for up
fo 12 months in a health plan selected by management of the Administration,

The financial impact resulting for the benefits granted to participants on this program was the
recognition within the Administration’s financial statements of a liability of $8,892,407 in the
statement of net assets as of June 30, 2011 and a charge of $9,916,815 in the statement of
activities for the year ended June 30, 2011, At June 30, 201.1, unpaid long-term benefits granted on
this program were discounted at 3.04%.

Balance as of Balances of Due within
June 30, 2010 Additions Reductions  June 30,2011  Oneyear

Accrued termination
benefits $ - $9,946,815  $(1,024,408 $ 8,892,407 $1,114,001
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Note 10 - Contingencies

Litigation and claims

The Commonwealth of Puerto Rico’s Law 104 of June 30, 1955, as amended, known as Claims and
Lawsuits against the State provides that lawsuits initiated against an agency or instrumentality of the
Commonwealth of Puerto Rico, present and former employees, directors and other may be
represented by the Department of Justice of the Commonwealth of Puerto Rico. Any adverse claims
to the defendants are to be paid by the Commonwealth of Puerto Rico General Fund.

However, the Secretary of the Treasury of the Commonwealth of Puerto Rico has the discretion of
requesting reimbursement of the funds expended for these purposes from the public corporations,
governmental institutions and municipalities of the defendants.

According to management of the Administration, there are several ciaims and lawsuits against the
Administration arising out of, and incident to its operations. In the opinion of management, the
effect of such claims and lawsuits on the ability of the Administration to carry on its operations and
programs is not material,

Defined benefit plan

The Employees’ Retirement System of the Commonwealth and its instrumentalities (the “Retirement
Systemt”), created pursuant to Act No 447 of May 15, 1951, as amended, is a cost-sharing multiple-
employer defined benefit pension plan sponsored by, and reported as a component unit of the
Commonwealth of Puerto Rico. All regular employees of VRA hired before January 1, 2001 and under
55 years of age at the date of employment became participants of the Retirement System as a
condition to their employment. '

Commonwealth legislation requires employees to contribute 5.775% of the first $550 of thelr monthly
gross salary and 8.275% of the excess over $550 of monthly gross salary. The Administration is
required by the same statute to contribute 9.275% of the participant’s gross salary.

The Retirement System provides retirement, death and disability benefits pursuant to legislation
enacted by the Commonwealth's legislature. Retirement benefits depend upon age af retirement and
the number of years of creditable service. Benefits vest after ten years of plan participation.
Disability benefits are available to members for occupational and non-occupational disabilities.
However, a member must have at least ten years of service to receive non-occupational disability

benefits.
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Note 10 - Contingencles (Continued)

Participants who have attained at least 55 years of age and have completed at least 25 years of
creditable service or members who have attained 58 years of age and have completed ten years of
creditable service are entitled to an annual benefit, payable monthiy for life. The amount of the
annuity shall be one and one-half percent of the average compensation, as defined, multiplied by the
number of years of creditable service up to twenty years, plus two percent of the average
compensation, as defined, muitiplied by the number of years of creditable service in excess of 20
years. In no case will the annuity be less de $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive a Merit
Annuity. Participants who have not attained 55 years of age will receive 65 percent of the average
compensation, as defined. Otherwise, they will receive 75 percent of the average compensation, as
defined.

No benefits are payable if the participants receives a refund of his/her accumulated contributions
upon termination.

The Legislature of the Commonwealth of Puerto Rico enacted Act No. 305 on September 24, 1999,
which amends Act No 447, to establish among other provisions, a defined contribution savings plan
program (the “Program”) to be administered by the Retirement System. All regular employees hired
for the first time on or after January 1, 2001 and former employees who participated in the defined
henefit pension plan, received a refund of their contributions and employee who are rehired on or
after January 1, 2001 become members of the Program as a condition to their employment. In
addition, employees who at December 31, 1999 were participants of the defined benefit pension
plan, had the option, up o March 31, 2001, {o irrevocably transfer their prior contributions to the
defined benefit pension plan plus interest thereon to the Program. The last actuarial valuation was
performed as of june 30, 2004,

The following actuarial assumptions were used:

Interest rate 8.5% a year
Salary increases 5% a year
Actuarial frequency Annual

Inflation 3% every third year
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Note 10 - Contingencies {Continued)

Employees must contribute an 8.275% of their monthly gross salary to the Program and may elect to
increase their contribution up to 10%. Employee contributions are credited to his/her individual
account established under the program. Patticipants may direct their contributions to three different
investments options. Investment income is credited to the participant’s account semiannually,

The Administration is required to contribuie 9.275% of the participant’s gross salary. The Retirement
System will use these contributions to Increase its assets level to reduce the unfunded status of the
defined pension plan.

Upon retirement, the balance of the participant’s account will be used to purchase an annuity
contract, which will provide for a monthly benefit payable to the participant during his/her life, and
upon death of the participant, 50% of such benefit to the participant’s beneficiary. Participants with a
balance of $10,000 or less at retirement will receive a lump-sum payment. in case of death, this
lump-sum payment wili be made to his/her beneficiaries. Participants have the option of a lump-sum
or purchasing an annuity contract in case of permanent disability. The annual employer contribution
for the year ended June 30, 2011 amounted to approximately $2,386,260. Total payroll covered was
approximately $29,764,733.

Additional information on the Administration for the Retirement System of the Commonwealth of
Puerto Rico is provided in its financial statements for the year ended June 30, 2011, a copy of which
can be obtained directly from the Administration of Retlrement Systems of the Commonwealth of
Puerto Rico.

Federal awards

The Administration participates in a number of federal assistance programs funded by the Federal
Government. Expenditures financed by these programs are subject to financial and compliance
audits by the appropriate grantor. The “Reports on Internal Control and Compliance in Accordance
with Government Auditing Standards and the Requirements of OMB Circular A-133” for the year
ended June 30, 2011 disclosed instances of noncompliance with applicable laws and regulations and
with internal accounting and administrative controls. If expenditures are disallowed due to
noncompliance with grant programs regulations, the Administration may be required to reimburse the
grantor.
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Note 11 - Commitments

Operating leases

The Administration leases various properties and equipment under operating lease agreements, which
generally have terms of one year or less and are automatically renewed if sufficlent funds are available.
Lease agreements covering periods in excess of one-year are cancelable at the Administration’s
opinion upon 30 days written notice to the lessor, Rental expenditures for the year ended June 30,
2011 amounted to approximately $4,133,238. Future operating lease commitments are scheduled as

follows:
Year ending
June 30, Amount
2012 $ 295,000
2013 187,000
2014 172,000
2015 172,000
2016 137,000
2017-2021. 650,000
2022-2026 130,000
1,743,000
Encumbrances

At June 30, 2011 the Administration had the following encumbrances by fund:

Fund Amount
General $ 54,657
Federal Programs 5,847,641

Other Governmental Funds 2,260

$ 5874558
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Federal Grantor/Pass-Through Grantor
and Program or Cluster

U.S. Department of Education:
Direct programs:
Rehabilitation Services -
Vocational Rehabilitation Grants
To States
Vocational Rehabilitation Granis
To States ~ ARRA (Cluster)

Independent Living State Grants
States Granis ‘
States Grants - ARRA

Rehabilitation Services -
Independent Living Services for
Older Individuals who are Blind
Stales Grants
States Grants - ARRA

Supported Employment Services for

Individuals with Severe Disabilities -
Supported Employment State Grants

Rehabilitation Training-State Vocational
Rehabilitation Unit In-Service Training

Total expenditures of federal awards

The accompanying notes are an integral part of this schedule,

Federal CFDA
Number

84,126
84.390
84.169

84.398

84.477
84.399

84.187

84.265

Federal
Expenditures

$ 59,442,760
8,011,546
270,370

133,081

364,659
167,257

214,079

201,066

$ 68,804,818
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GENERAL,

The accompanying Schedule of Expenditures of Federal Awards presents the funds expended by the
Administration from all federal programs for the year ended June 30, 2011. The Administration's reporting
entity is defined in Note A to the financlal statements.

BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards is presented in accordance with the requirements
of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organization and was prepared
following the modified accrual basis of accounting.

MAJOR PROGRAM

The purpose of Title | of the Rehabilitation Act of 1973, as amended, {Act) which authorized the Vocational
Rehabilitation (VR) program, is to assist states in operating a comprehensive, coordinated, effective, efficient, and
accountable program that is designed to assess, plan, develop, and provide VR services for individuals with
disabilities, consistent with their strengths, resources, pricrities, concerns, abilities, and capabilities, so such
individuals may prepare for and engage in gainful employment {Section 100(a) of the Act). Total Vocational
Rehabilitation Program disbursements for the fiscal year ended June 30, 2011 amounted to $68,804,818.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENT PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Commonwealth of Puerto Rico
Vocational Rehabillitation Administration
San Juan, Puerto Rico

We have audited the financial statements of the governmentai activities, each major fund, and the aggregate
remaining fund information of the Vocational Rehabilitation Administration of the Commonwealth of Puerto
Rico (the Administration) as of and for the vear ended June 30, 2011, which collectively comprised the
Administration’s basic financial statements and have issued our report thereon dated December 29, 2011. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable fo financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Interinai Control over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a iimely basis, A material weakness is a deficiency, or combination of control deficiencies in
internal control such that there is reascnable possibility that a material misstatement of the entity's financial
statements will not be prevented or detected and corrected on a timely basis.

Calle Parand #1686, Bl Cerezal, San Juan, P.R. 00926-3144 — Tel. (787) 777-8044 / Fax (787) 764.9377
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Our consideration of the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in the internal control over financial
reporting that might be deficlencles, significant deficiencies, of material weaknesses. We did not identify any
deficiencies in internal control over financial reporting that we consider to be material weaknesses, as defined

above.

Compllance and other matters

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

Standards.

We noted certain other matters that we reported to management of the Administration in a separate letter dated
December 29, 2011.

This report is Intended for the information and use of the Administratlon's management and federal awarding
agencles, pass-through entities and other regulatory agencles, is not intended to be and should not be used by
anyone other than the specified parties.

San Juan, Puerto Rico

December 29, 2011

Stamp No. 2575513 of the
Puerto Rico Society of Certified
Public Accountants was affixed to

the record copy of this report.

Loper-Vega, CPA, PSC

Certified Public Acconniants / Management Advisors
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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 CICURLAR A-133

Commonwealth of Puerto Rico
Vocational Rehabilitation Administration
San Juan, Puerto Rico

Compllance

We have audited the compliance of the Vocational Rehabilitation Administration of the Commonwealth of
Puerto Rico (the Administration) with the types of compliance requirements described in the U. S. Office of
Management and Budget (OMB) Circular A-1.33 Compliance Supplement that could have direct and mateiial
effect on each of the Administration's major federal programs for the year ended June 30, 2011, The
Administration major federal programs are identified in the summary of auditors' results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility of the Administration's
management. Our responsibility {s fo express an opinion on the Adminlistration’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major federal program occourred.
An audit includes examining, on a test basis, evidence about the Adminlstration's compliance with those
requirements and performing such other procedures, as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination of the
Administration's compliance with those requirements.

As described in Finding No. 11-01 in the accompanying schedule of findings and questioned costs, the
Administration did not comply with the compliance requirement regarding cash management that is applicable
1o its major program. Compliance with such requirement is necessatry, in our opinion, for the Administration to
comply with the requirements applicable to that program.
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In our opinion, except for the noncompliance described in the preceding paragraph, the Administration complied,
in all material respects, with the compliance requirements referred to above that could have a direct and material
effect on its major federal programs for the year ended June 30, 2011,

Internal Control Over Compliance

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

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be
significant deficiencies or material weaknesses and therefore, there can be no assurance, that all deficiencies,
significant deficiency, or material weaknesses have been identified, However, as discussed below, we identified
certain deficlency in internal controf over compliance that we consider to be significant deficiency.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance
does not allow management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct, nhoncompliance with a fype of compliance requirement of a federal program on a
timely basis. A matetial weakness in internal control over compliance is a deficiency, or combination of deficiencies
in Internal control over compliance, such that there Is a reasonable possibility that matetial non compliance with a
type of compliance requirement of a federal program wilf not be prevented, or detected and corrected, on a timely
basls. We consider the deficiency in internal control over compliance described in the accompanying Schedule of
Findings and Questioned Costs as item 11-01 to be material weaknesses.

Lopez-Vega, CPA, PSU

l

Certified Public Acconntants / Management Advisors
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A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is less severe
than a material weakness in internal control over compliance, yet important enough to merit attention by those
charged with governance. We consider the deficiency in internal control over compliance described in the
accompanying schedule of finding and questioned costs as item 11-01 to be significant deficiency.

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

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

Sas dag A

CPA/PSC

San Juan, Puerto Rico

December 29, 2011

Stamp No. 2575514 of the
Puerto Rico Society of Certified
Public Accountants was affixed to
the record copy of this report.

Lopez-Vega, CPA, PST

Cerlified Public Accountants / Management Advisors
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Section I - Summary of Auditors' Report

1.

The auditors' report expresses an ungqualified opinion on the financial statements of the
Administration.

No control deficiencies were disclosed during the audit of the financial statements.

No instance of noncompliance material to the financial statements of the Administration was
disclosed during the audit.

One (1) significant deficiency in internal control over major federal award programs disclosed
during the audit were reported in the independent Auditors' Report on Compliance with
Requirements Applicable to Each Major Program and on Internal Control over Compliance in
Accordance with OMB Circular A-133. Condition is reported as material weakness.

The auditors' report on compliance for the major federal award programs for the Adminlstration
expresses a dqualified opinion on a major federal program.

Audit findings that are required to be reported in accordance with Section 510(a) of OMB
Circular A-133 are reported in this schedule.

The programs tested as major programs included:

CFDA Numbers(s) Name of Federal Program or Cluster
84.126 Rehabilitation Services-
Vocational Rehabilitation
Grant to States
84.390A Rehabilitation Services-

Vocational Rehabilitation
Grant 1o States ARRA (Ciuster)

8. The threshold for distinguishing Types A and B programs was $2,064,144

9. The Administration was not determined to be a low risk auditee.
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Section Il - Financial Statements Findings

NONE
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Sectlon lif - Major Federal Award Program Findings and Questioned Costs

Finding Reference 14-01

Requirement Cash Management

Statement of Condition We noted that one petition of funds made by the Administration was not

disbursed on a short period of time.

took a period of 47 days.

Criteria As per 34 CR 80.21 {b) a grantee or sub-grantee must implement methods
and procedures that minimize the time elapsing between the transfer of
funds and disbursements of them in accordance with Treasury regulations at

31CFR part 205.

Also the 31 CFR 205.11(a)(6) requires that State and Federal Program
Agency must minimize the time elapsing between the transfer of funds from
United State Treasury and the State's payout of Funds for Federal assistance
program purposes, whether the transfer occurs before or after the payout of
funds. In addition, a State and Federal Program Agency must limit the
amount of funds transferred to the minimum required to meet a State's

actual and immediate cash needs.

Cause of Condition The Puerto Rico Department of Treasury did not update the information in the
computer system on a timely basis to process the petiticn of funds with

accurate information.

Effect of Condition The Administration may incur in an interest liability to the Federal
Government from the day the Federal Funds are credited to a state account
to the day the State pays out the funds for programs purposes, Excess funds

must be returned immediately.

On February 11, 2041 the
Administration requested a petition of funds amounting to $12,020,630 to
cover some payrolis paid during the year based on information reflected on
PRIFAS System. At that date the information included on PRIFAS was not
updated and do not refiect the amounts of payrolls already reimbursed. This
situation creates excess cash amounting to $10,115,5286.
Administration did not return the excess cash and instead used it to cover
other expenditures up to March 30, 2011. The disbursement of such funds

The
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Recommendation

Questioned costs

Management Response

Reevaluate on a monthly basis the petition of funds made by the
Administration and compare with the actual expenditures taking in
consideration other sources of information.

None

This situation was caused by adjusting expenditures that had been drawn
down and adjusted to a carryover fund resuliing in cash on hand on the Basic
Support Grant. Management has established that no adjustments will be
made that affect cash on hand balances. This is the first finding of this
nature for Puerto Rico Vocational Rehabilitation Administration. Management
has the control to avoid recurrence.
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Sectlon Il - Major Federal Award Program Findings and Questioned Costs

Finding Reference

Requirement

Statement of Condition

10-01
Cash Management

We noted seven different petitions of funds made by the Special Payer Officer
were not disbursed in a short period of time.

Petition Petition Receipt Dishursement Days

Number Date Date Date Elapsed
10005017 08/03/092 | 08/24/09 10/21/09 58
10005046 10/05/09 | 10/20/089 04/20/10 182
10005076 12/01/08 | 12/15/09 01/14/10 30
10005105 02/01/10 | 02/17/10 03/16/10 31
10005138 04/08/10 | 05/05/10 05/17/10 12
100051562 05/05/10 | 05/13/10 06/29/10 47
10005159 06/01/10 | 06/14/10 08/10/10 68

As of June 30, 2010 accounts managed by the Special Payer Officer had
balances amounting to $31.3,158.

The Administration Management has implemented certain controls in order
to comply with Federal Regulations.

As part of our audit, we examined three additional petitions subseguent to
the year ended June 30, 2010 and the amounts requested were expended
the same day or after one day of the petition. The additional procedures
were performed to verify that the new controls were implemented. Following
are the results obtained.

Petition Petition Receipt Disbursement Days
number Day date Date Elapsed
11005001 | 07/01/2010 | 07/15/2010 { 07/15/2010 | Same day
11005006 | 08/02/2010 | 08/18/2010 | 08/18/2010 | Same day
11005033 | 09/13/2010 | 09/23/2010 | 09/24/2010 One day
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Section |l - Major Federal Award Program Findings and Questioned Costs (Continued)
Finding Reference 10-01 {Continued)

Criteria " Asper 34 CR 80.21 (b) a grantee or sub-grantes must implement methaods
and procedures that minimize the time elapsing between the transfer of
funds and disbursements of them in accordance with Treasury regulations at
31CFR part 205.

Also the 31 CFR 205.14(a)(6) requires that State and Federal Program
Agency must minimize the time elapsing between the transfer of funds from
United State Treasury and the State's payout of Funds for Federal assistance
program purposes, whether the transfer occurs before or after the payout of
funds. In addition, a State and Federal Program Agency must limit the
amount of funds transferred to the minimum required to meet a State's
actual and immediate cash needs.

Cause of Condition The Puerto Rico Bepartment of Treasury requires that the disbursements
made by the Special Payer Officer be requested first to P.R. Treasury
Department and then to United States Treasury Department. Also, the
Special Payer Officer made the requisitions based on estimated future
payments and not by actual payments.

Effect of Condition The Administration may incur in an interest liability to the Federal
Government from the day the Federal Funds are credited to a state account
to the day the State pays out the funds for programs purposes, Excess funds
must be returned immediately. ‘

Recommendation Procedures should be established as to ascertain that the time elapsed
between the receipt and use of funds is minimal. Such procedures should
include that the bank reconciliation be prepared on a timely basis. In
addition the Special Payer Officer procedures, to determine the needs for
funds, should be revised to ascertain that the amount of cash on hand be
considered before the request be issued.

Questioned costs None
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Section {ll - Major Federal Award Program Findings and Questioned Costs (Continued)

Finding Reference

Management Response

Status

10-01 (Continued)

The Administration’s management concurs with the finding. The
management has estahblished an operational control in order to comply with
Federal Regulations. The new control requires that the Special Dishursement
Officer only process and disburse payments for consumer reimbursements of
maintenance and transportation based on actual expenditures. A more detail
explanation of the controls established by management will be presented in
the corrective action plan.

Corrected
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Section Il - Major Federal Award Program Findings and Questloned Costs (Continued)

Finding Reference
Requirement

Statement of Condition

Criterla

Cause of the Condition
Effect of Condition

Recommendation

Questioned costs

10-02
Eligibility

In our eligibility determination test we found 19 individual files did not have
the required walver letter. Also, we examined 60 files and 25 of those files
must have the waiver letter for a 30 days extension for the eligibility
determination. However, subsequent to our examination, the management
has made efforts to comply with the requirements and during the month of
October 2010 the determination rate increased from 75.2% to 99.16% of the
total cases were determined eligible on 60 days or less.

The Federal Register Part VI 34CFR Part 361 State Voeational Rehabilitation
Services Program; Final Rule, Section 41 specified that the State unit must
establish and implement standards for the prompt and equitable handling of
referrals of individuals for vocational rehabilitation services. The standards
must include timelines for making good faith efforts to inform these
individual of application requirements and to gather information necessary to
initiate an assessment for determining eligibility and priority for services.
Once an individua!l has submitted an application for vocational rehabilitation
services, an eligibility determination must be made within 60 days unless the
designated state unit and the individual agree to a specific exiension of time.
As per the “Administration” procedures the waiver letter constituted an
agreement between parties to a 30 days extension of time to determine the
eligibility.

The Administration did not agree with each individual an extension of time to
determine the eligibility as required.

The Adminlistration did not comply with federal and local requirements of a
60 days eligibility determination.

The Administration should enforce to employees with this responsibitities to
comply with the requirement or 1o agree with individuals for an extension of
time signing the waiver letter.

None
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Section Ill - Major Federal Award Program Findings and Questioned Costs (Continued)

Finding Reference

Management Response

Status

10-02 (Continued)

The Administration’s management concurs with the finding, Auditor's
recommendation would be considered as part of corrective action plan
development and implementation. '

Corrected







