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INDEPENDENT AUDITORS' REPORT

We have audited the accompanying basic financial statements of the Puerto Rico Public Housing
Administration (the Administration), a fund of the Commonwealth of Puerto Rico, and a component unit
of the Puerto Rico Department of Housing, as of and for the years ended June 30, 2011 and 2010, as listed
in the table of contents. These basic financial statements are the responsibility of the Administration’s
management, Our responsibility is to express an opinion on these basic financial statements based on our
audits.

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 Comptrolier General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statements
presentation. We believe that our audits provide a reasonable basis for our opinions.

In our opinion, the basic financial statetnents referred to above present fairly, in all material respects, the
financial position of the Administration as of June 30, 2011 and 2010, and the changes in its net assets
and cash flows for the years then ended, in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September, 30
2011, on our consideration of the Puerto Rico Public Housing Administration internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contract, and grant agreements and other matters, The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an andit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.
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INDEPENDENT AUDITORS' REPORT (CONTINUED)

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 23 be presented to supplement the basic financial statements.
Such information, although not a 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 auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management regarding 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 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 an opinion on the basic financial statements of Puerto
Rico Public Housing Administration as a whole. The accompanying schedule of expenditures of federal
awards, including the notes to the schedule is presented for purposes of additional analysis as required by
U.S. Office of Management and Budget Circular A-133, “Audits of States, Local Governments, and Non-
Profit Organizations”, and is also not a required part of the basic financial statements. The schedule of
expenditure of federal awards is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial statements
and certain additional procedures, including comparing and reconciling such information directly to the
underlying -accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated in ali material
respects in relation to the financial statements as a whole,

As discussed in Note 1, the basic financial statements of the Administration are intended to present the
financial position and the changes in net assets and cash flows of only that portion of the Commonwealth
of Puerto Rico that is attributable to the transactions of the Administration. They do not purport to, and do
not, present fairly the financial position and changes in financial position of the Commonwealth of Puerto
Rico, in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 14 to the financial statements, the Administration has expended certain federal grant
funds in a manner that may have violated certain of the restrictive provisions of the related grants. The
possible outcome of this matter is uncertain at this time. If expenditures are disallowed as a result of this
situation, the Administration may be subject to possible federal claims for refunds of grants monies and
the imposition of several remedies or enforcement actions, as more fully explained in Note 14 to the
financial statements.
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COMMONWEALTH OF PUERTO RICO

PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEARS ENDED JUNE 36,2011 AND 2010

Our discussion and analysis of the Puerto Rico Public Housing Administration (“the PRPHA™)
financial performance provides an overview of the PRPHA’s financial activities for the fiscal
years ended on June 30, 2011 and 2010. Please read it in conjunction with the financial
statements, which begin on page 24. Prior fiscal year information is shown as needed for
comparative purposes.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The PRPHA Financial Statements includes a Statement of Net Assets, a Statement of Revenues,
Expenses and Changes in Net Assets, a Statement of Cash Flows, and the Notes to the Basic
Financial Statements. These statements and information represent the actual financial condition
of the PRPHA. Below, you will find a brief explanation of the staiements and notes.

The Statement of Net Assets presents the PRPHA’s total assets and liabilities at the end of the
fiscal year. The difference between the two is reported as Net Assets, which represents the
PRPHA's net worth, in its total assets, as opposed to the creditors’ interest or total liabilities.
Any changes in net assets are used as a useful indicator as fo whether the PRPHA financial
health is improving or deteriorating.

The Statement of Revenues, Expenses, and Changes in Net Assets shows how the PRPHA’s
net assets changed during the fiscal year. The PRPHA report all changes in net assets as soon as
the underlying event giving rise to the change occurs, regardless of the timing of the related cash
flow.

The Statement of Cash Flows shows the PRPHA's cash inflows and outflows for the year. It
also shows how cash and cash equivalents were provided by and used in the PRPHA’s operating,
non-capital financing, capital and related financing, and investing activities. The net increase or
decrease in the PRPHA’s cash and cash equivalents is added to the beginning balance at the
beginning of the vear to arrive at the cash and cash equivalents balance at the end of the fiscal
year. This statement is presented on a cash basis and only presents cash receipt and cash
disbursement information. The PRPHA uses the direct method of presenting cash flows, which
includes a reconciliation of net cash used by operating activities to the net operating loss before
non-operating revenues (expenses) and grants.

The Notes to the Financial Statement are an integral part of the financial statements, in which
information is disclosed that is essential for a full understanding of the PRPHA’s financial
health.




COMMONWEALTH OF PUERTO RICO

PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 36, 2011 AND 2010

FINANCIAL HIGHLIGHTS

The financial statements for fiscal years ending on June 30, 2011 and 2010 are presented in
accordance with Governmental Accounting Standards Board (GASB) Statement No. 34 Basic
Financial Statements and Management’s Discussion Analysis for State and Local Government.

Statement of Net Assets

e As of June 30, 2011 the PRPHA’s total assets are approximately $2,601 million
representing a net increase of 0.7% or approximately $19 million when compared with
prior fiscal year. This increase includes the following vartances between the current and
prior fiscal year balances:

Increases
o Cash and cash equivalents increased by approximately $68 million or 41%.
o Fiscal agent funds increased by approximately $1.2 million or 4.8%.

o Capital assets, nef increased by approximately $12 million or 0.6%
Decreases

o Net rent and other receivables decreased by approximately $17 million or 31%.
o Escrow account restricted decreased by approximately $15 million or 4.1%.

o Restricted assets decreased by approximately $29 million or 33%.

e Total liabilities amounted to approximately $571 million representing a decrease of
approximately $57 million or 9% when compared to prior year balance. The main drivers
of this decrease are the balances of the accounts payable and accrued liabilities and the
bonds payable which had decreases by approximately $28 million and $29 million,
respectively.

Statement of Revenues, Expenses and Changes in Net Assels

e The current fiscal year’s financial statements reflect a net operating loss before non-
operating revenues (expenses) and grants amounting to approximately $293 million,
representing a loss increase of 2% from prior fiscal year. The operating loss is due to
the nature of the PRPHA’s financial presentation as a series of non-operating
revenues and contributions from HUD are received during the year which helps
subsidize those operating expenses. The net operating loss balance includes
approximately $33 million in revenues and approximately $326 million in expenses.
Operating revenues and expenses increased by approximately §5 million and $10
million, respectively.
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COMMONWEALTH OF PUERTO RICO

PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 36,2011 AND 2010

FINANCIAL HIGHLIGHTS (CONTINUED)

Statement of Revenues, Expenses and Changes in Net Assets (continued)

e Non-operating revenues and expenses amounted to approximately $292 million and
$73 million, respectively, resulting in a net effect of approximately $219 million in
net non-operating revenues, (expenses) and grants or a decrease of approximately $7
million in comparison with prior year.

¢ Considering all operating and non-operating revenues and expenses, the PRPTIA end
up with a loss before HUD contributions of approximately $74 million, an increase of
approximately $12 million in comparison with prior fiscal vear. Said loss gets
eliminated with the capital contributions from HUD which amounted to
approximately $150 million during the current fiscal year. Such contributions helped
the PRPHA finish with a positive change in net assets of approximately $75 million,
an increase of approximately $7 million when compared to prior fiscal year.

o  The balance of net assets at the end of the year amounted to approximately $2 billion,
representing an increase of approximately $75 million or 4% when compared to prior
year.

REPORTING THE ADMINISTRATION AS A WHOLE

The Statement of Net Assets and the Statement of Revenues, Expenditures and Changes in Net
Assets report information about the PRPHA's activities in a way that helps gather an
understanding of the financial situation of the Organization as a whole. These statements include
all assets and labilities using the accrual basis of accounting, which is similar to the accounting
basis used by most private-sector companies,

As shown in Table I, the PRPHA net assets amounted to approximately $2,030 million or a net
increase of 4% from 2010 to 2011 as demonstrated in the financial statements.

Of this amount, approximately $21 million is restricted for specific purposes, including the
Homeownership initiative and the modernization of the PRPHA projects. Unrestricted net assets
are the funds of net assets that can be used to finance day-to-day operations (for example, to
cover management fees, management cost, utilities, negative rent, professional services and
others). These assets come from debt covenants, enabling legislation or other legal requirements
and amounted to approximately $117 million at the end of this fiscal year. The PRPHA net
assets include approximately $1,892 million of investments in capital assets, net of related debt.
See Note 16 for restricted net assets reconciliation.
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2011 AND 2010

REPORTING THE ADMINISTRATION AS A WHOLE (CONTINUED)

Table 1

Surnmary of Net Assets ($ in thousands)

| Assets and liabilities | 30-Jun-11 | 30-Jun-10 | Inc(Dec) | % Change |
Current Assets $ 311,163,357 § 259,603,571 $% 51,559,786 20%
Capital Assets (net) 1,878,295,591 1,866,540,688 11,754,903 1%
Other Non-current Assets 411,832,004 456,512,036 (44,680,032) -10%
Total Assets 2601290052  2,582,656295 18,634,657 1%
Current Liabilities 66,042,745 92,539,146 (26,496,401) -29%
Non-current Liabilities 504,064 831 535228736 (30,263,90%) -6%
Total Liabilities 571,007,576 627,767 882 (56,760,306) -9%
Net Assets $2.030.283376 $10954,888.413 § 75,394,963 4%

The change in net assets during fiscal year 2011 amounted to approximately $75 million and is
due to the net effect of the operations which are explained as follows:

Result of Operations

As shown in Table 2 the total operating revenues amounted to approximately $34 million and
$29 million for fiscal years ended June 30, 2011 and 2010, respectively. This represenis an
increase of approximately $5 million or 17%.

Table 2

Rent and 1 200,386 $25.342.605 $ 4.857.781
Fees earned asset managemertt 3,273,536 3,316,921 {43.385)
$ 33,473,922 §28,659.526 § 4,814,396

cellaneous income $ 30,

The results of net non-operating revenues (expenses) and grants amounted to approximately
$219 million during fiscal year 2011. This represents a decrease of approximately $7 million in
comparison with prior year.

Tables 3 and 4 detail the amounts received by each fund, the Non-Operating Revenues and the
Capital Contribution received from HUD in order to operate the PHA. As of 2011, the Public
Housing Fund received 81% of the Total Non-Operating Revenues, which is consistent with
2010. The amount received for the Capital Fund Program and ARRA Funds for the Non-
Operating Revenues 1s approximately 19% of Total Non-Operating Revenues, also consistent
with prior year. These costs are for soft costs expenditures which include relocation costs,
administrative expenses among other related costs.
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 36, 2011 AND 2010

REPORTING THE ADMINISTRATION AS A WHOLE (CONTINUED)

TABLE3
FY2011
CFDA  Non-Operating Capital Non-Operating
Program Title Number Federal Graots Contributions Revenunes
Capital Fund Program 14872 & 39,567,330 15% § 89,200,594 60% § 128,767,924
Public Housing 14.850 219,106,545 81% - 219,106,545
Capital Fund Recovery Fund (ARRA) 14.885 11,261,985 4% 54,523,848 36% 65,785,833
HOPE VI 14.866 - 5887928 4% 5,887,928
3 209,935.860 5 149612370 F 419,548,230
TABLE 4
FY2010
Non-
Operating Non-
CFDA Federal Capital Operating
Program Title Number Grants Contributions Rewenues
Capital Fund Program 14872 § 46,486,439 17% § 74,785725 58% $121,272.164
Public Housing 14.850 218,675,182  B0% - 218,675,182
Capital Fund Recovery Grant {ARRA) 14,885 8,118,681 3% 55,161,639 42% 63,280,320
$ 273,280,302 $ 120,947,364 $ 403,227 666

Graphs 1 and 2 present the distribution of non operating revenue and contributions of Capital
Fund Program received from HUD in 2011 and 2010, respectively. In total for FY 2011, Capital
Fund and ARRA received $195 million, detailed as follows: $51 million for non operating
federal grants and $144 million for capital contribution. The Non-Operating Revenues of CFP
for 2011 include soft costs of $12 million, $14 million of Management Fee (COCC) and $14
million from the account 1406 (transfer for operations) and $11 million for ARRA of which $4.2
million was the program fee paid to the COCC. The soft costs include relocation costs,
administrative expenses among other related costs. In 2010, the Capital Fund and ARRA
Program received $184 million, detailed as follows: $55 million for non operating revenues and
$130 million for capital contribution. The Non-Operating Revenues of Capital Fund for 2610
includes soft cost of § 9.6 million, $13.6 million of Management Fee (COCC) and $23.2 million
from the account 1406 (transfer for operations). The soft costs include relocation costs and
administrative expenses among other related costs.
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MANAGEMENT’S DYSCUSSION AND ANATLYSIS (CONTINUED)
YEARS ENDED JUNE 36, 2011 AND 2010

Result of Operations (Continued)

GRAPH 12011

Capital Fund and ARRA Program

B Capital Contribution

B Federal Grants

GRAPH 2 2010

Capital Fund and ARRA Program

Capital Contributions

# Federal Grants
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2011 AND 2010

Result of Operations (Continued)

In Graphs 3 and 4 we show the capital investment. For fiscal year 2011, the total capital
investment amounted 1o approximately $150 million. From this amount, a total of $89 million
was received from Capital Fund Program representing 59% of total capital investment, $56
million (37%) was from the Capital Fund Recovery Grant (ARRA) and $6 million (4%) were
received for HOPE V1. From the amount recetved from HUD under Capital Fund Program, $49
million were used to pay Bond Debt Service related to the 2003 and 2008 Bond Issues.

GRAPH 3 FY 2011

Capital Contributions

3%

® CFP
& ARRA
#% HOPE VI

GRAPH 4 FY 2010

Capital Contributions

# CFP
2 ARRA
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2011 AND 20610

Result of Operations (Continued)

For fiscal year 2010, the total capital investment amounted to $130 million. From this amount, a
total of $75 million was received from HUD representing 58% of total capital investment and
$55 million from the ARRA Program or 42%. From the amount received from HUD under
Capital Fund Program, $49 million were used to pay Bond Debt Service related to the 2003 and
2008 Bond Issues,

Table 5 presents, in millions of dollars, the detail of operating expenses during fiscal years 2011
and 2010, Total operating expenses are approximately $326 million for the fiscal year ended
June 30, 2011 and $316 million for the fiscal year ended June 30, 2010, representing an increase
of 3%.

k)

Tenant services, utiliies and mamtenance $111 $103 8 8%

Depreciation 92 84 8 10%
General and admnistrative 110 113 (3} -3%
Insurance expense 13 16 3 -19%
Total $ 326 §316 10 3%

Graph 5 and 6 present the distribution in terms of percentages of total operating expenses for
fiscal years 2011 and 2010, respectively. It should be noted that for 2011 and 2010, sixty eight
percent (68%) of the PRPHA's resources were devoted to tenant services and maintenance
including salaries, utilities and general and administrative expenses. :

Operating expenses increased by a net effect of $10 million, during 2011, mostly driven by the
increase in tenant services, utilities, maintenance and depreciation for the year of approximately
$8 million each.
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
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GRAPH 52011

Operating Expenses 2011

B Administrative salaries

B Tenant service salaries

& Other tenant services

B Repairs and maintenance
B Utilities

& Depreciation

% Insurance

GRAPH 6 2010

Operating Expenses 2010

& Administrative salaries

B Tenant service sataries

& Other tenant services

B Repairs and
maintenance

B Utilities

# Depreciation

% Insurance

# Other generatl and
administrative
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSES (CONTINUED)
YEARS ENDED JUNE 30, 2011 AND 20160

Result of Operations (Continued)

Table 6 presents a Summary of Revenues, Expenses and Changes in Net Assets during fiscal
years 2011 and 2010.

Table 6

2011 2010 Inc/Dec % Change
Operating revenues $ 33473922 § 28659526 § 4.814.3%6 16.80%
Operating expense 326,341,877 316,061,813 10,280,064 3.25%
Net operating (loss) before
nonoperating revenues
(expenses) and grants (292,867,955) (287,402,287} (5,465,668) 1.90%
Nonoperating revenues
(expenses) and grants 218,650,548 225,565,573 (6,915.025) -3.07%
Loss before contribution (74,217,407) (61,836,714)  (12.380,693)  20.02%
Capital contribution from the
US Department of Housing
and Urban Development 149,612,370 129,947 364 19,665,006 15.13%
Change in net assets 75,394,963 68,110,650 7,284,313 10.69%
Beginning net assets 1,954 888,413 1,912.942,388 41,946,025 2.19%
Prior Period - (26,164,625) 26,164,625 -100.00%

Ending net assets $2,030283,376 $1,054888413 §$ 75.394,963 3.86%
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2011 AND 2010

2011 vs 2010

e The Operating loss before non-operating revenues (expenses) and grants of the PRPHA
for the fiscal year 2011 amounts to approximately $293 million, representing a net
increase in the loss position of 2% when compared to prior fiscal year. The main drivers
of this increase are the increases in depreciation expense, repairs and maintenance of
approximately $8 million and $6 million, respectively. Other general and administrative
decreased by approximately $7 million.

¢ Net non-operating revenues and expenses decreased by approximately $7 million in
comparison with prior fiscal year, due mainly to an increase in depreciation,

e Capital Contributions increased by approximately $20 million due to an increase in
capital expenditures during the modemization process of PRPHA buildings.

Tables 8 and Graphs 7 and 8 present the expenditures for each of the PRPHA’s federal programs
for the fiscal years ended 2011 and 2010. From the Public and Indian Housing Program (PIHP),
the PRPHA expended $219 million, which represent fifty one percent (51%) of total federal
expenditures for fiscal year 2011, Current fiscal year expenditures for PIHP stayed consistent
with prior year. Approximately $129 million were expended from the Public Housing Capital
Fund during the current year, representing an increase of approximately $8 million from prior
fiscal year. From the American Recovery and Reinvestment Act (ARRA) Funds, the PRPHA
spent approximately $66 million, which is consistent with the expenditures on this fund during
prior year of $63 million. There is a new federal grant active during the current year which is the
CFDA 14.866, Revitalization of Severe/Distressed Public Housing. From this fund, the PRPHA
spent approximately $6 million.

Table 8

Public and Indian Housing $219 § 219 § - 0%
Public Housing Capital Fund 129 121 8 %
Capital Fund Recovery Grant 66 63 3 5%
Revitalization of Severe/Distressed Public Housing 6 - 6 100%

Total $420 § 403 § 17 4%
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
FOR THE YEARS ENDED JUNE 30, 2011 AND 2010

GRAPH 7 2011
Federal Expenditures
$6
# PIH
B PHCF
B ARRA
& HOPE VI
GRAPH 8 20108

Federal Expenditures

#PH
B PHCF
8 ARRA

Budgetary Highlights
Summary

Table 9 details a comparison of the final budget for the Public and Indian Housing Program
(PTHP) and the Central Office Cost Center Fund for fiscal years ending 2011 and 2010. PIHP
operated in FY2011 with a revised final budget of $295 million while the fiscal year 2010 final
budget was $275 million. The net increase of $20 million was mainly due to a use of operating
reserve of $14,228.810 and a repayment of an account receivable from the Department of

Housing of $4,610,000.
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)
YEARS ENDED JUNE 30, 2011 AND 2010

Budgetary Highlights (continued)

Summary (continued)

Table 9
Fipal Budget Final Budget
Approved Approved Yo
Description 2010-2011  2009-2010 Inc/Dec  Change
Public and Indian Housing including
Fees $ 277,089,956  § 258,065,965 $19,023,991 7%
Capital Fund Program Fee 13,734,516 13,753,475 {18,959 0%
ARRA Fee for COCC 4.214,157 2,809,186 1,404,971 30%
Total $ 295,038,629 § 274628626 $20,410,003 %

Table 10 details a comparison of the final Public and Indian Housing Program (PIHP) and
Central Office Cost Center (COCC) expenditures budgets for fiscal years ending 2011 and 2010.
PIHP operated in FY 2011 with a revised final budget of $283 million and $255 million for 2010
respectively. These funds are used by the PRPHA mostly in the ordinary and extraordinary
maintenance of the PRPHA’s federal public housing projects throughout the island.

Table 10: PUBLIC AND INDIAN HOUSING AND CENTRAL OFFICE COST CENTER

Approved 2010- Approved 2009- %
Description 2011 2010 Inc/Dec | Change

Adrministrative Expense $ 84921029 29% § 75185449 27%% § 9,735,580 13%
Tenant Services Expense 55,351,544 19% 41,487,594  15% 13,863,950 33%

Utilities 17,891,573 6% 17.203,940 6% 687,633 4%
Maintenance/Oper. Exp 58,883,637 20% 58,520,299 21% 354,338 1%
Protective Services

Expense 24,891,263 8% 17,124,018 6% 7,767,245 45%
General Expense 41,000,747 14% 42283014 15% (1,282267) -3%
Reserve - 0% 2978218 1% (2.978218) -100%
Total Operating

Expense $282.939.793 96% $254,791,532  93% 328148261 11%
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Budgetary Highlights (Continued)

The final operating budget for fiscal year ended 2011 included a subsidy from HUD
of $219,070,014 million compared to $218,919,768 million for 2010 as showed on Table 11.
The increase of $150,246 is due to the proration factor established by HUD. The budget also
combines an estimated dwelling rental income of $25 million on 2011 and $28 million in 2010.
The decrease of $2.4 million in the rental revenue is due to the estimated vacancy
calculation. For 2011, the transfer to be used for administrative expenses from the CFP program
increase to $14 million when compared to fiscal year 2010, amount transferred of $11 million.
This increase was used in the ordinary maintenance of the projects. The total Financial
Resources for 2011 show a net increase of $11 million mainly due to the use of the operating
reserve,

Table 11
0/0

Description 2010-2011 20609-2010 Inc/Dec Change
Estimated Subsidy (includes
Add On and Uses) $219,070,014 § 218919768 § 150,246 0%
Estimated Rental Income 25,079,585 27,515,318 (2,435,733) -9%
Capital Fund Program % 14,107,547 10,510,878 3,596,669 34%
Transfer from COCC to Projects 2435179 1,120,000 1,315,179 117%
Use of excess reserve 8.556.037 - 8.556.037 100%
Total Financial Resources 269,248 362 258,065,964 11,182,398 4%
Reasonable Fees to be Charged
to Low Income Housing
Program 40,711,906 41,116910 (405,004) -1%
Projects Operating Expenditures o :
(Does not nclude Non Routine) 132,598,259  148323,664  (15,725,405) -11%
Project Insurance and Telephone 16,585,281 16,647,171 (61,890) 0%
Resident Service Programs,
Security and Non Routine Exp 61,168,989 32,000,000 29,168,989 91%
Utilities Expenses 17.891.573 17.000.000 891.573 5%
Project Expenditures 268.956.008 255.087.745 13.868.263 5%

Net Operating Income/Reserve  § 292354 § 2978219 § (2.685.865) -90%

(1) 990.280(b)4) Project-specific operating costs also shall incinde a property management fee
charged to each project that is used to fund operations of the central office. Amounts that
can be charged fo each project for the property management fee must be reasonable
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Budgetary Highlights (Continued)

Table 12 shows the breakdown of the total budget for FYE 2011, including the Central Office Cost

Center (COCC).

Table 12
Total Budget
FYE 2010-
Description cocCc Projects 2011

Administrative Expense $52,001,381 § 32,829,648 § 84,921,029
Tenant Services Expense 362,540 54,989,004 55,351,544
Utilities 2,000,000 15,891,573 17,891,573
Ord. Maintenance/Operational Expense 1.087,620 57,796,017 58,883,637
Protective Services Expense 026,074 23,965,189 24,891,263
General Expense 11,309,737 29,691,010 41,000,747
Total Operating Expense 67,777,352 215,162,441 282,939,793
NON-ROUTINE EXPENDITURES

Extraordinary Maintenance - 9,014,314 - 9,014,314
Replacement of Nonexpendable Equipment - 594312 594312
Property Betterment and Additions 1,160,000 1,330,210 2490210
Total Nop-Routine Expenditures 1,160,000 10,938,836 12,098,836

Total Budget

$68,937,352  § 226,101,277

$295,038,629
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Budgetary Highlights (continued)

CENTRAL OFFICE COST CENTER (COCC)- PHA charges fees in lieu of cost allocations; and
record all financial transaction as a different fund (see Table 13). The COCC report these fees
charged as revenue. In turn, projects will report the fees levied as expenses. Table 13 details the
Central Office Cost Center Budget Summary which includes Fees charges to Low Rent Program
for $40.7 million, $13.7 million from Capital Fund Program as Program Fee and $4.2 from

ARRA funds as Adininistrative fees.

Table 13
CENTRAL OFFICE COST CENTER BUDGET SUMMARY
Amount

Fees charged to AMP's Low Rent Program $40,711,906
Capital Fund Program Management Fee 13,734,516
ARRA Management Fee 4,214,157
Use of reserve 5,666,773
Account receivable repayment from Department of Housing 4,610,000
Total Fnancial Resources for COCC $ 68,937,352
ASSETS AND LIABILITIES

At the end of fiscal year 2011, the PRPHA had approximately §2,601 million in assets. For fiscal

year 2010, this amount was approximately $2,583 million as detailed below (Table 14).

TABLE 14

Cash $ 234 § 167 § 67  40%

Accounts receivable, net 39 56 a7n  -30%
Materials and supplies 10 10 - 0%
Restricted assets 2 2 - 0%
Fiscal agent Funds 27 25 2 7%
Capital Assets 1,878 1,866 12 1%
Other noncurrent assets 411 457 (46) -10%
TOTAL $ 2,601 $2,583 18 1%
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Cash and cash equivalents

As shown in the table above, cash and cash equivalents increased by approximately $67 million
when compared with prior fiscal year. The main drivers of this increase are the new investments
in certificates of deposits of approximatety $37 million during the year and other operating cash
inflows of approximately $20 million.

Acconnts recetvable

Accounts receivables had a net decreased by approximately $17 million when compared with prior fiscal
year mainly due to repayments of advances to the management agents, the repayment of the receivable
from the Department of Housing and a reduction in the HUD grant receivable as of the end of the fiscal
year.

Capital Assets

At the end of the fiscal year 2011, consistent with prior fiscal year, the PRPHA had approximately $1.9
billion in Capital assets, net of corresponding accumulated depreciation. (See Table 15 and Graphs 9 and
10 below).

Of the total §1.9 billion, §1.3 billion (69%) was invested in buildings and improvements, vehicles and
equipment during the current fiscal year, representing an increase of approximately $113 million (9%} in
comparison with prior fiscal year. Construction in progress (CIP) for the current fiscal year amounted to
approximately $373 million representing a decrease of $100 million (21%) with prior year. Land
increased by $772 thousand dollars (0.4%) during the current fiscal year with an ending balance of
approximately $203 million.

The net increase of Building and Improvements and land is due to the purchase of 84 new residential units
of Vistas de Isabela in the Municipality of Isabela. PRPHA also acquired 16 units of public housing
Cesar “Coca” Gonzalez in the Municipality of Vieques. The remaining increase is due to the
capitalization of finished construction of modernized facilities and the sale of a series of residential units
(5-H).

Table 15

Land $ 203 $ 202 3 1 0%
Buildings and improvements 2,557 2,355 202 9%
Furniture, fixtures and equipment 40 41 ) -2%
Vehicles 17 17 - 0%
Construction in progress 373 473 (100% -21%
Less accumulated depreciation (1.311) (1,222) (89) 7%
Total $ 1,879 $1,866 $ 13 1%
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GRAPH 9- 2011

Capital Assets, net
FY2011

10.80%

0.10% ® Land

0.40% & Building
& Equipment
& Vehicles

& CiP

GRAPH 10- 2010

Capital Assets, net
FY2010

10.80%

B Land

0.20% & Building

0.60% & Equipment
B Vehicles

& CIP
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Other non-current assets

Other non-current assets decreased by approximately $45 million mainly due to the decrease in
the escrow account restricted and restricted assets balances of approximately $15 million and
$30 million, respectively. Most of these balances were used to pay the current portion of the
outstanding debt.

LIABILITIES
LONG-TERM LIABILITIES:

As of June 30, 2011, the total liability related o the financial agreement entered during
December 2003, between the Puerto Rico Housing Finance Authority (the bond issuer) and US
Bank Trust National Association (the trustee), that was executed through a bond issue of
$663,060,000 is $528,564,700. These bonds were refinanced during fiscal year 2009,
Sirnultaneously with the issuance of the Series 2008 Capital Fund Bonds, $391,185,000 of the
2003 Bonds was defeased. The defeasance reduced the outstanding principal amount of 2003
Bonds to approximately $219 million and decreased the resultant annual gross debt service
requirements from approximately $51.3 million to approximately $18.6 million. As of June
2011, the defeasance escrow amounted to $347,482,255. The debt service for the defeased
portion of the 2003 Bonds will be paid from the defeasance escrow and the debt service for the
undefeased 2003 Bonds will continue to be paid from capital funds of the PRPHA together with
debt service on the 2008 Bonds pursuant to the schedule submitted as part of the CFFP
submission and the final debt service schedule as submitted to HUD.

Balance of the CFP Bonds Payable:

Debt 2011 2010
Current portion $ 26,615,000 § 25,390,000
Long-term portion 501,949,700 531,307,767
Liabilities $ 528,564,700 § 556,697,767

OTHER LIABILITIES:

As of June 30, 2011, the PRPHA had a total of approximately $66 million in current liabilities.
Of this amount, $27 million represents the current portion of bonds payable, $34 million are
account payables and accrued liabilities, and other current liabilities amounted to $5 million. As
of June 2010, the amount of current lLiabilities was approximately $93 million, of which $25
million represented the current portion of bonds payable, $62 million were accounts payable and
accrued liabilities and other current liabilities amounted to approximately $5 mullion.
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ECONOMIC FACTORS AND NEXT YEAR’S BUBGET AND PROJECTIONS

On September 19, 2005, the United States Department of Housing and Urban Development
(HUD) pubiished at 24 CEFR, Part 990 Revision to the Public Housing Operating Fund Program;
Final Rule (The Final Rule). Tlus rule states that, in accordance with the directives received from
the U.S Congress, Public Housing Agencies (PHAs) and HUD are to convert from an agency-
centric model to an asset-management model. Due to the Final Rule, HUD’s Financial Reporting
has moved toward a Project Based Accounting (PBA) and a Fee for Service Approach. In the
Fee-for-Service approach, projects will pay the central office fees for services provided.
Applicability of asset management requirements will vary by size. The Operating IF'und Rule (24
CEFR 990), requires that all PHAs with 250 or more units convert to asset management and, thus,
adopt a fee-for-service approach for overhead and certain centrally-provided property
management services. As scheduled, this FYE is the third year of compliance for Budgeting and
Accounting and the changes performed to comply with the regulation are being completed.

This coming fiscal year we have been very conservative establishing an amount of § 426 million
as the budget for fiscal year 2012, where $299 million will be assigned for operations and the
ordinary maintenance of the PRPHA projects including Central Office Cost Center, $1.5 million
assigned by the Commonwealth of Puerto Rico to cover the payroll and miscellaneous expenses
for the 33 state public housing projects, §32.5 million will be used from the operating reserve
from the federal projects and the COCC budget and an estimated amount included to be invested
in the modernization of the projects as a projected amount of $93 million.

The following table shows the budget petition to the Governing Board of PRPHA for the next
fiscal year 2012 for the federal projects administered by PRPHA and its Central Office Cost
Center:

l Description ] 2011-2012 l Yo J
Estimated Subsidy (includes Add On and Uses) $222,356,064 74%
Estimated Rental Income 25,455,779 9%
Capital Fund Program % 1406 1,388,882 0%
Capttal Fund Program % 1410 13,000,000 4%
Use of Operating Reserve ( Projects) 22,526,476 8%
Use of Reserve (COCC) 13,000,000 4%
Transfer rom COCC to Projects/Other 1,460,532 0%

Total Financial Resources £290 187.733 100%
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND PROJECTIONS
(CONTINUED)

Description 2011-2012 Yo

Reasonable Fees to be Charged to Low Income Housing Program /

COCC expenditures $ 41,322,585 14%
Projects Operating Expenditures (Does not Include Non Routing)

/COCC Exp 155,924,619  52%
Project Insurance and Telephone 17,834,060 6%
Resident service Programs, Security and Non Routme Exp 63,946,523 21%
Utilities Expenses 20,159,946 7%

Projects Expenditures 299.187.733  100%

Net Operating Income /Reserve
£ 0 0%

The following table shows the budget projections for fiscal years 2012 to 2015 for the federal
projects administered by PRPHA:

[ Description | 2011-2012 | 2012-2013 | 2013-2014 | 2014-2015 |

Estimated Subsidy (includes Add On

and Uses) $ 222,356,064 $226,803,185 $231,339249 $235,966,034

Estimated Rental Income 25,455,779 25,964,895 26,484,192 27,013,877

Capital Fund Program % 1406 1,388,882 14,966,921 15,257,673 15,554,239

Others/Transfer from COCC to

Projects/Other 1,460,532 1,460,532 1,460,532 1,460,532

Use of Operating Reserve 22,526,476 9.433.980 9.638.482 9,847,074
Total Financial Resources $ 273,187,733  $278.629,513 $284,180,128 $289,841,756

REQUEST FOR INFORMATION

This financial report is designed to provide our tenants, contractors, investors, creditors, and
oversight entities with a general overview of the PRPHA’s finances and to show the PRPHA’s
accountability for the monies it received. If you have any questions about this report or need
additional financial information, contact the Administrator at the PRPHA Area, PO Box 363188,
San Juan, PR 00936-3188, call (787) 282-6472, or e-mail at earivera@avp.gobierno.pr,
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ASSETS
2011 2010
CURRENT ASSETS:
Cash and cash equivalents (Note 2) $ 234,111,991 & 166,253,945
Cash and cash equivalents, restricted (Note 5) 346,252 872,165
Rent and other accounts receivable, net of allowance for
doubtful accounts of $21,502,629 in 2011 and $13,221,668
in 2010, respectively (Note 3) 38,667,579 55,776,630
Materials and supplies 9,857,092 9,750,085
Regtricted assets (Note 5) 1,565,443 1,560,746
Fiscal agent funds (Note 4) 26,615.000 25.390.000
Total current assets 311.163.357 259,603,571
NONCURRENT ASSETS:
Escrow account restricted (Note 5) 347482255 362,441,230
Restricted assets (Note 5) 60,174,271 §9,561,290
Capital assets, net (Note 6) 1,878,295,591 1,866,540,688
Unamortized debt issuance costs (Note 7) 4.175.478 4.509.516
2.290.127.595 2.323.052.724
TOTAL ASSETS $2.601,200.952 §2.582,656.295

Continue




COMMONWEALTH OF PUERTO RICO

PUERTO RICO PUBLIC HOUSING ADMINISTRATION

(A FUND OF THE COMMONWEALTH OF PUERTO RICO)

STATEMENTS OF NET ASSETS (CONTINUED)
JUNE 30, 2011 AND 2010

LYABILITIES AND NET ASSETS

CURRENT LIABILITIES:

Current portion of bonds payable (Notes 7 and 8)
Current portion of accrued compensated absences and
termination benefits (Notes 9 and 20)

Accounts payable and accrued habilities (Note 9)
Acerued bonds interest payable (Note 8)

Deferred revenues

Total current hiabilities

NON-CURRENT LIABILITIES:
Long term accrued compensated absences and
termination benefits (Notes 9 and 20)

Bonds payable, net of unamortized premium and current

portion (Notes 7 and 8)

Total habilities

Commitments and contingencies (Notes 11,12,13,14 and 17)

NET ASSETS (Notes 5 and 16):
Invested in capital assets, net of related debt
Restricted
Unrestricted

Total net assets

TOTAL LIABILITIES AND NET ASSETS

See notes to financial statements.

2011 2010
26615000 $ 25390000
2,709,953 2,710,166
33,932,371 61,541,989
2,103,165 2,201,845
682256 695,146
66.042,745 92,539,146
3,015,131 3,920,969
501,949,700 531307767
571,007,576 627,767 882

1,892,392.270

1,858,274,621

20,616,517 21,176,962
117.274.589 75.436.830
2,030,283,376 1,554,888,413

$2,601,290,952 §2,582,656,295
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OPERATING REVENUES
Rent, fees and other

Fees carned asset management

OPERATING EXPENSES
Administrative salaries
Tenant service salaries
Other tenant services
Repairs and maintenance
Utilities
Depreciation
Insurance
Other general and administrative

NET OPERATING LOSS BEFORE NON-OPERATING
REVENUES (EXPENSES) AND GRANTS

Continue

2011

2010

30,200,386 & 25,342,605

3.273.536 3316921
33.473.922 28.659.526
48,979,543 45620227
16,486,711 15,590,834
17,821,655 15,116,548
61,450,664 54,848 267
15,970,735 17,419,461
92,033,056 84,013,342
12,654,013 15,795,746
60.945.500 67.657.388

326341.877 _ 316.061.813
(292.867.955) _ (287.402.287)
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NON-OPERATING REVENUES (EXPENSES) AND
GRANTS

(Loss) gain on sale of dwelling properties

Legislative appropriation

Interest earned

Interest expense

Payment to sub-grantee

Federal grants

LOSS BEFORE CONTRIBUTIONS

CAPITAL CONTRIBUTIONS FROM THE U.S.
DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT (HUD)

CHANGE IN NET ASSETS

Net assets at beginning of year

Prior period adjustments (Note 18)

Net assets at beginning of year-Restated in 2010
NET ASSETS, AT END OF YEAR

See notes to financial statements.

T
e
ok
.

|

(440,787)
1,656,503
20,441,643
(23,360,803)
(49,581,868)

269.935.860

_218.650.548
(74,217,407)

__149.612.370

75,394,963

L
-
I

118,408

1,500,000

20,563,482
(24,038,810)
(45,857,809)

273.280.302

225.565.573
(61,836,714

129.947.364

68.110.650

1,954,888,413

1,912,942,388
(__26.164.625)

1.954,888.413

1.886.777.763

$2.030.283,376

$1,954,888,413




COMMONWEALTH OF PUERTO RICO

PUERTO RICO PUBLIC HOUSING ADMINISTRATION

(A FUND OF THE COMMONWEALTH OF PUERTO RICO)
STATEMENTS OF CASH FLOWS

YEARS ENDED JUNE 30, 2011 AND 2010

28

611 2010
CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from tenants and federal grants £ 50,582,973 § 65,981,251

Cash payments to employees (66,372,305) (59,526,595)

Cash payments fo suppliers and management agents (196.572,082) (202,194.649)
Net cash used in operating activities (212.361.414) (195,739.993)
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Interest paid in capital funds (25,868,512) (26,880,398)

Proceeds from capital contributions 149,612,370 129,947 364

Proceeds from sale of dwelling 369,716 7,001,786

Principal payments of bonds payable (25,390,000) (24,380,000)

Cash outlays to sub-grantee (49,581,868) (45,857,809)

Cash outlays in capital assets (104,604,812) {71,785,602)

Funding of escrow account, net 29,147.984 469,578
Net cash used in capital and related financing activities {26.315.122) (31.485.081)
CASH FLOWS PROVIDED BY NON-CAPITAL FINANCING
ACTIVITIES:

Subsidies and grants received 271.592.363 274.780.302
Net cash provided by non-capital financing activities 271,592,363 274,780,302
CASH FLOWS FROM INVESTING ACTIVITIES:

Redemption of certificates of deposits for resiricted purposes 1,901,547

Interest received from investments 6,258,984 5.863.516
Net cash provided by investing activities 6.258.984 7,765.063
NET INCREASE IN CASH AND CASH EQUIVALENTS 39,174,811 55,320,291
CASH AND CASH EQUIVALENTS,

AT BEGINNING OF YEAR 283.638,146 228,317.855
CASH AND CASH EQUIVALENTS, AT END OF YEAR $ 322,812,957 $ 283,638,146

See notes to financial statements.
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CASH AND CASH EQUIVALENTS
Unrestricted
Restricted:
Cash and cash equivalents, restricted
Fiscal agent funds
Restricted agsets

RECONCILIATION OF NET OPERATING LOSS
BEFORE NON-OPERATING REVENUE (EXPENSES)
AND GRANTS TO NET CASH USED IN OPERATING
ACTIVITIES:

NET OPERATING LOSS BEFORE NON-OPERATING
REVENUES (EXPENSES) AND GRANTS

ADJUSTMENTS TO RECONCILE NET OPERATING
LOSS BEFORE NON-OPERATING REVENUES
(EXPENSES) AND GRANTS TO NET CASH USED IN
OPERATING ACTIVITIES:

Depreciation

Allowance for doubtful accounts

Decrease (increase) in rent and other accounts receivables

Decrease (increase) in materials and supplies

(Decrease) increase in deferred revenues

(Decrease) increase in accounts payable, accrued liabilities

and compensated absences and benefits

Total adjustments

NET CASH USED IN OPERATING ACTIVITIES

See notes to financial statements.

2011

$ 234,111,991

346,252
26,615,000
61,735,714

$

166,253,945

872,165
235,390,000
91,122,036

$. 322812957 § 283,638,146

(292.867.955) (287.402.287)
92,033,056 84,013,342
8,280,961 2,910,052
8,828,090 (4,746,975)
107,007 (1,830,087)
(12,890 9,559
(28.729,683) 11.306.403
80.506.541 91,662.294

(§ _212.361,414) (§ 195.739,993)
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1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

The Puerto Rico Public Housing Administration of the Commonwealth of Puerto Rico (the

PRPHA or Administration) is a governmental entity created by Act No. 66 from August 17,

1989 ascribed to the Puerto Rico Department of Housing (the Department) by Act No. 58 of
August 9, 1991, On August 9, 1991 it assumed certain assets, liabilities and operations of
the Puerto Rico Urban Renewal and Housing Corporation (PRURHC), which 1s currently

under liquidation by the Office for the Administration of the Assets of CRUV (OAAC)

attached to the Puerto Rico Department of Housing. The PRPHA is engaged in the

implementation of the governmental policy related to the public housing projects and its

administration. During Auvgust 1992, the administrator subcontracted the administration of
the public housing projects to the private sector. The primary source of funds to carry out

the management, maintenance and improvement of public housing are Federal Government

subsidies and grants. The PRPHA operates approximately 55,000 public housing units,

located in 363 (330 federally subsidized and 33 state subsidized) residential complexes

throughout the island.

The PRPHA accounts for the public housing and urban development activities in which
tenant rentals or sales of real properties cover only a portion of costs and subsidies or

operating grants necessary to meet operating expenses.

Reporting entity

The PRPHA is for financial reporting purposes part of the Commonwealth of Puerto Rico,
and its financial data is reported as part of the general fund in the Commonwealth of Puerto
Rico’s financial statements. The PRPHA’s accompanying financial statements are issued
solely for the information and use of the PRPHA’s management, the Puerto Rico Treasury
Department, the US Housing and Urban Development Department and other oversight
bodies and are not intended to be and should not be used by anyone other than these
specifies parties.

Summary of significant accounting policies

Measurement focus. basts of accounting and financial statements presentation

The basic financial statements of the PRPHA have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as
applicable to governmental entities.
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1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Summarv of significant accounting policies {continued)

Measurement focus, basis of accounting and financial statements presentation (continued

The PRPHA’s reporting entity applies all relevant Financial Accounting Standards Board
(FASB) pronouncements issued after November 30, 1989, unless they conflict with
Governmental Accounting Standards Board (GASB) pronouncements.

The basic financial statements report uses the economic resources measurement focus and
the accrual basis of accounting, Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the tuming of related cash flows.

Net operating loss includes revenues and expenses related to the primary, continuing
operations of the PRPHA. Principal operating revenues are tenants’ rentals or sales of real
estate properties,  Principal operating expenses are the costs of carrying out the
management, maintenance and improvement of public housing units and include
administrative expenses and depreciation of capital assets. Non-operating revenues and
grants consist primarily of Federal Governmental subsidies and grants, and fees from public
housing projects management agents.

Fair value of financial instruments

The following methods and assumptions were used by the PRPHA in estimating the fair
value of its financial instruments:

Cash and cash equivalerts: The carrying amount reported in the staterments of net assets for
cash and cash equivalents approximates its fair value.

Restricted assets: The carrying amount reported in the statements of net assets for restricted
assets approximates its fair value.

Accounts receivable and accounts payable: The carrying amount reported in the statements of
net assets for accounts receivable and accounts payable approximates its fair value.

Bonds payable. The carrying amount of the PRPHA’s bonds payable approximates its fair
value, which is based on the borrowing rates currently available to the Administration for
loans with similar terms and average maturities.
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1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Summary of sienificant accounting policies (continued)

Statement of cash flows

For purposes of the statement of cash flows, the Administration considers all highly liquid
investments with a maturity of three months or less when purchased 1o be cash equivalents.
Receivables

Receivables are stated net of estimated allowances for uncollectible accounts, which
allowances are determined based upon past collection experience and current economic
conditions, among other factors.

Materials and supplies

Materials and supplies are primarily used for the maintenance of the public housing projects
and are recorded at cost on a first-in, first-out basis, not to exceed market.

Restricted assets

Restricted assets include funds received from the U.S. Department of Housing and Urban
Development (HUD) or other sources earmarked for certain specific purposes.

Capital assets

The PRPHA defines capital assets as assets, which has an initial individual cost of $500 or
more at the date of acquisition. Capital assets, consisting mostly of land and structures, the
majority of which are used as public housing rental dwellings, are stated at cost, as
determined from original Actual Development Cost Certificates (ADCC) submitted to
HUD. Major modernizations and betterments are capitalized while replacements,
maintenance and repairs which do not improve or extend the life of the respective assets are
expensed currently. When assets are sold, retired, or otherwise disposed of, the cost and
related accumulated depreciation are removed from the accounts and charged against
contributed capital.
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1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Summary of sienificant accounting policies (continued)

Major classifications and refated estimated useful lives are as follow:

Estimated
Description Useful Lives
Land
Buildings , 50 years
Retterments and improvements 25 years
Furniture, fixtures and equipment 3 to 7 years

Depreciation is provided on the straight-line basis over the estimated useful lives of the
capital assets.

Unamortized debt issuance costs, premiums. and discounts

Unamortized debt issuance costs are capitalized and amortized over the life of the related
debt using a method that approximates the effective interest method.

Bonds payable are reported net of applicable bond premium or discount. Unamortized debt
issuance costs are reported as an asset on the balance sheets.

Deferred revenue

Deferred revenue arises from rent received in advance from tenants.

Accounting for compensated absences

Employees earn vacation and sick leave based on a prescribed formula. The amount of
vacation and sick pay earned and not used by the PRPHA’s employees is accrued as a
liability as the benefits are earned by the employees and the employees’ rights fo receive
compensation are attributable to services already rendered and it is probable that the
PRPHA will compensate the employees for the benefits through paid time off or some other
means, such as cash payments at termination or retirement. Accrued compensated absences
include payroll related expenses.
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1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Summary of significant accounting policies (continued)

Pension benefits

The PRPHA’s employees participate in the Government of Puerto Rico Employees
Retirement System (the Plan), a cost sharing multiple employer plan. The PRPHA
recognizes annual pension expense equal to ifs required contribution to the Plan. The
Commonwealth funds any past or future unfunded liability related to the PRPHA’s
employees.

Annual coniributions

Under the Federally-Assisted Low Income Housing Program (Title I1I), HUD makes annual
contributions to the Administration. Contributions received for public housing construction
and/or modernization projects and for the payment or forgiveness of principal amounts of
notes and bonds payable are recorded as capital contributions. Contributions received for
the subsidy of operations, as reimbursement of expenses, and for payment of interest are
credited to operating revenues. Grants are recorded in the accounting period in which they
are earned and become measurable.

Net assets

Net assets are the difference between assets and Habilities and are presented in three
components as follows:

o Invested in capital assets, net of related debt - Consists of capital assets, net of
accumulated depreciation, and reduced by the outstanding balances of any bonds,
mortgages, notes, or other borrowings that are attributable to the acquisition,
construction, or improvement of those assets,

e Restricied net assets - Consists of net assets with constrain placed on the use either by
(1) external groups such as creditors, grantors, contributors, or law or regulations of
other government; or {(2) law through constitutional provisions or enabling
legislations.

e Unrestricted net assets - Consists of all other assets that do not meet the definitions of
“restricted” or “invested in capital assets, net of related debt™.
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1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

Summary of significant accounting policies (continned)

Use of estimates

Management of the Administration has made a number of estimates and assumptions relating
to the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the basic financial statements and the reported amounts of revenue
and expenses during the period. Actual results could differ from those estimates.

Risk management

The Administration is exposed to various risks of loss, torts, theft, damage to, and destruction
of assets, employee injuries and illnesses, natural disasters and other losses. Commercial
insurance coverage is obtained for claims arising from such matters, Such coverage is
negotiated by the Department of Treasury of the Commonwealth of Puerto Rico and paid by
the Administration.

Subsequent events

In May 2009, the Financial Accounting Standards Board (FASB) established standards
related to accounting for, and disclosure of, events that occur after the statement of position
date, but before financial statements are issued or are available to be issued. Management has
evaluated subsequent events through September 30, 2011, the date the financial statements
were available to be issued. No material subsequent events have occurred since June 30,
2011 that required recognition or disclosure in the current period financial statements.

2. DEPOSITS AND CUSTODIAL CREDIT RISK

Puerto Rico laws authorize governmental entities to invest in direct obligations or obligations
guaranieed by the Federal Government or the Commonwealth of Puerto Rico. The
Administration Is also allowed to invest in bank acceptances, other bank obligations and
certificates of deposit 1n financial institutions authorized to do business under the Federal and
Commonwealth laws. During the year, the Administration invests its funds in interest
bearing bank accounts and certificates of deposit. The Administration is subject to the
custodial credit risk which is the risk that in the event of bank failure, government’s deposits
may not be returned to if. The government does not have a deposit policy for custodial credit
risk.
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2.  DEPOSITS AND CUSTODIAL CREDIT RISK (CONTINUED)

The Commonwealth requires that public funds deposited in commercial banks must be fulily
collateralized for the amount deposited in excess of Federal depository insurance. Al
securities pledged as collateral are held by the Secretary of the Treasury of the
Commonwealth.

The Administration had the following amounts deposited in commercial banks:

Bank Balance
Depository Account 30-Jun-11 30-Jun-10
Insured $ 250,000 § 250,000 .
Collateralized:
Collateral held in the Admmnistration's name 30,308,092 43,266,013

$ 30,558,092 § 43.516.013

In addition, as of June 30, 2011 and 2010, the PRPHA’s custodial credit risk was
approximately $79.8 million and $151.5 million, respectively, which are the cash balances
deposited in the Government Developmemt Bank for Puerto Rico and the Economic
Development Bank for Puerfo Rico. These deposits are exempt from the collateral
requirement established in the laws of the Commonwealth of Puerto Rico.
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3. RENT AND OTHER ACCOUNTS RECEIVABLE

Accounts receivable and the allowance for doubtful accounts at June 30, consist of the
following:

Description 2011 2010

Rent and other receivables:

Legislative appropriations $§ 4481025 § 4,475,993

Accounts receivable from tenants 15,490,923 10,851,294

Others 14,959,846 13,328,441
34,931,794 28,655,728

Less: allowance fr doubtiul accounts (21.502.629)  (13.221.668)

Total rent and other accounts receivable, net 13,429,165 15,434,060

HUD grants receivable 8,623,648 14,596,635

Interest recefvable 40,405 31,174

Accounts receivable from Vivienda Modernization 1, LLC 53,556 466,176

Accounts receivable from Department of Housing of the

Commoenwealth of Puerto Rico 400,000 3,410,600
Advances to management agents 16,120,805 21.838.585
Total accounts receivable $ 38667579 § 55,776,630

The HUD grant receivable represents the amount pending to be received by the PRPHA as of
June 30, 2011 and 2010 under the Capital Fund’s expenditure driven agreement for allowable
costs already incurred at June 30, 2011 and 2010, but for which HUD had not made the
drawdown of funds on behalf of the PRPHA. These costs are mainly for capital assets
additions and other expenses related with the modernization of dwelling units.
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4.

FISCAL AGENT FUNDS

This amount represents the current portion of restricted funds on deposits with the fiscal
agent (US Bank Trust National Association) for the payment of interest on, and principal of,
the fixed liability of obligations, and the current liabilities incurred for the modernization of
housing projects, of the Capital Fund Program Bonds.

The current portion amount deposited by the Administration with this fiscal agent for the
vears ended June 30, 2011 and 2010 amounted to $26,615,000 and $25,390,000, respectively.
This reclassification is solely to comply with financial statement presentation required by
Rea] Estate Assessment Center (REAC). The Administration will use this amount for the
repayment of principal of the outstanding debt incurred for the modernization of housing
projects under the Capital Revenue Bond agreement.

The fiscal agent funds are provided from the following sources:

2011 2010
Escrow account $17.455.000 § 16,655,000
Restricted assets 9,160,000 8.735.000

$26,615,000 § 25,390,000
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5. RESTRICTED ASSETS

Restricted assets at June 30 constst of the following:

Description Clasgification 2011
Certificate of deposit at .34% due on July 28,2011 Short-term $ 1,565,443
Fiscal agent funds Short-term 26,615,000
Cash and cash equivalents in Government Development Bank Short-term 346,252
Total restricted assets, current 28,526,695
Deposit with HUD Long-term 1,521,156
Cash restricted for operatmg expenses of dwellng units Long-term 17,183,666
Escrow account Long-term 347,482,255
Cash restricted on capital fund program bonds Long-term 41,469,449
$436,183 221

2010
Certificate of deposit at .34% due on July 28, 2010 Short-term § 1,560,746
Fiscal agent funds Short-term 25,390.000
Cash and cash equivalents i Government Development Bank Short-term 872.165
Total restricted assets, current 27822911
Deposit with HUD Long-term 1,521,156
Cash restricted for operating expenses of dwelling units Long-term 17,222,895
Escrow account Long-term 362,441.230
Cash restricted on capital fund program bonds Long-term 70.817.239

$479,825.431
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5. RESTRICTED ASSETS (CONTINUED)

At June 30, the funds received from (deposited with) HUD earmarked for certain specific
purposes inciude:

Description 2011 2010
Homebuyers earned home payment $ 313,080 $ 312,148

Proceeds from units sold under Turnkey Il projects
remitted to HUD 1,521,156 1,521,156

Amount to be used for the repair and/or mprovement of the
electric and plumbing systems, kitchen cabinets and other
non-routine maintenance of the Turnkey Il projects 1,252,363 1,248,598

Amount to be used for the repayment of principal and
interest of the 2003 Capital Revenue Bonds 374,097,255 387,831,230

Amount to be used on operating expenses of dwelling umits

of Turnkey I projects 17,183,666 17,222,895
Amount reserve on capital fund program bonds 41,469,449 70,817,239
Investment with Government Development Bank 346,252 872,165

436,183,221 479,825,431
Less: Amount to be used for the repayment of principal,
nterest and other current liabilities to be ncurred for the
modernization of housing project of the Capital Revenue
Bonds and held with fiscal agent (26,615,000) (25.390,000)
$ 409,568,221 § 454,435,431
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6. CAPITAL ASSETS:

Capital assets not being depreciated:
Land

Intangible asset
Construction in progress

Total capital assets not being depreciated

Capital assets being depreciated:

Buildings and building improvements
Furnitures, fixtures and equipment
Vehicles

Less: accumulated depreciation

Total capital assets being depreciated, net

Total capital assets, net

Balance Balance

at June 30,2010 Additions Retirements Transfers at June 30, 2011

$ 202,114,999 923,000 (150,965) § - $ 202,887,034

266,757 - - - 266,757

473079973 91,782,670 - (191,936,830 372,925,813

3 675.461.729 92.705.670 {150.965) (191.936.830) $ 576.079.604

2,355,291,034 10,735,240 (1,111,373 191,936,830 2.556,851,731

40,858,130 1,163,903 (2,147,509) - 39,874,524

16,813,561 - - - 16,813,561

2412.962,725 11,899,143 (3,258,882) 191,936,830 2,613,539.81¢
(1,221.883,766) (92,003,676) 2,563,612 - (1,311,323.829

1,191,078 959 {80,104.533) {(695,270) 191,936,830 1,302.215,987

$ 1,866,540.688 § 12601137 § (846,235) § - $ 1,878,295,591
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6. CAPITAL ASSETS (CONTINUED):

Capital assets not being depreciated:
Land
Other assets
Construction in progress

Total capital assets not being depreciated

Capital assets being depreciated:
Buildings and building improvements
Furniture, fixtures and equipment
Vehicles

Less: accumulated depreciation

Total capital assets being depreciated, net

Total capital assets, net

Balance at June

Balance at June

36,2009 Additions Retirements Trapsfers 39, 201¢

$ 202,114,999 - - - $ 202,114,999

- 266,757 - - 266,757

455,280,843 65292339 (19,540,764) (27.952.445) 473,079,973

657,395,842 65,559,096 (19,540,764)  (27,952,445) 675,461,729

2.330,649,010 3,977,255 (7.287,676) 27,952,445 2,355291,034

40,202,708 2,178,443 (1,523,021) - 40,858,130

16,742,753 70,808 - - 16,813,561

2,387.594.471 6,226,506 (8,810,697 27,952,445 2412962725
(1,139,488.849 {(84,013,170) 1,618,253 - (1,221,883,760)

1,248,105,622 _ (77.786,664) (7,192 444) 27,952 445 1,191,078,959

$ 1905501464 § (12227568 $  (26,733,208) § - $  1,800,540,688
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7. UNAMORTIZED DEBT ISSUANCE COSTS

The unamortized debt issuance costs consist of the following at June 30:

2011 2010
Debt issuance costs $ 4509,516 § 5,177.593
Less: current year amortization (334.038) (668.077)

5 4175478 § 4509516

8 CAPITAL FUND PROGRAM BONDS

On December 18, 2003, the PRPHA issued $663,060 million face value of Capital Fund
Program Bonds at a pet premium of $29,625 million. Interest on the bonds at 2.0% o 5.0%
18 payable semiannually on each June 1 and December 1. To pay the debt service, the
Administration pledged future revenues derived from Capital Fund Grants received from
HUD., The purpose of the issuance of the Capital Program Fund Bonds is for the
modernization of approximately 40 properties containing approximately 8,000 units. The
financing arrangement was executed through a bond issue between the Puerto Rico Housing
Finance Authority (the bond issuer) and U.S. Bank Trust National Association (the Trustee).
The Government Development Bank for Puerto Rico (GDB) has agreed with the
Administration to make loans to the Administration in replacement of the loan from proceeds
of the bonds and the Administration will, in certain circumstances, be obligated to make
repayments of these GDB loans from Capital Fund Program (CFP) moneys. HUD has
agreed, subject to the availability of appropriations, to make payments needed for debt
service on the loan automatically and directly to the trustee and/or GDB, both for the benefit
of the Administration. Both payments will not be subjected to recaptures.

HUD has authorized the pledge and assignment of revenues and of CFP monies payable to
the Trustee under the loan agreement and to the GDB under the GDB project loan agreement
for the purpose of securing the payment of principal and interest on the loan and principal
and interest owing to the GDB.
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8. CAPITAL FUND PROGRAM BONDS (CONTINUED)

The following is a summary of the activity of the Capital Fund Program bonds payable as of June 30:

Capital Fund Program Bonds, maturing in
various dates through the year 2024, bearing
interest at rates between 2% (0 5% annually

Unamortized net premium

2010
Capital Fund Program Bonds, maturing i
various dates through the year 2024, bearing

mterest at rates between 2% to 5% annually

Unamortized net premium

Balance at

Increases and Decreases and Balance at

Amounts of
principal due

June 30,2010 pew issuances payments June 30,2011 within one year

$ 548,450,000 S - $  (25390,000) § 523,060,000 3% 26,615,000
8,247,767 - (2,743,067) 5,504,700 -

$ 556,697,767 % - $  (28,133067) $ 528.564,700 § 26,615,000

Balance at
June 30, 2009

Balance at
June 30, 20190

Increases and Decreases and
new issuances payments

Amounts of
principak due

within one year

$ 572,830,000 $ - % (24380000) $ 548450000 $ 25,390,000
11,353,424 - (3,105,657) 8,247,767 -
$ 584,183424 % -3 (27485657) $ 556697767 B 255390,000
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8. CAPITAL FUND PROGRAM BONDS (CONTINUED)

The net premium is amortized, over the life of the debt, using the interest method, as an

adjustment to interest expense. Amortization for the years ended June 30, 2011 and 2010
amounted to $2,743,067 and $3,105,657, respectively. The principal and interest payments
of bonds payable for the next five years and thereafier are as follows:

Year Ending June 30, Principal Interest Total
2012 26,615,000 § 24,644,460 51,259,460
2013 27,940,000 23,321,860 51,261,860
2014~ 29,335,000 21,926,560 51,261,560
2015 30,810,000 20,451,635 51,261,635
2016 32,390,000 18,871,635 51,261,635
2017-2021 188,625,000 67.673,550 256298550
2022-2025 187,345,000 17,696,692 205,041,692

$ 523,060,000 § 194,586,392 § 717,646,392

9, ACCOUNTS PAYABLE, ACCRUED LIABILITIES AND COMPENSATED
ABSENCES AND BENEFITS

The accounts payable and accrued liabilities consist of the following at June 30:

2011 2010
Contractors and others $ 18,687,665 $ 50,670,046
Reserve for contingencies 6,000,000 6,000,000
Fee retention to contractors 1,885,182 2,190,872
Others 7,359,524 2,681,073
$ 33,932,371 $ 61,541,991
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9. ACCOUNTS PAYABLE, ACCRUED LIABILITIES AND COMPENSATED
ABSENCES AND BENEFITS (CONTINUED)

Accrued compensated absences and termination benefifs activity for the years ended June
30, 2011 and 2010, were as follows:

Beginning Ending Due within
Balance Additions Deductions Balance oene year
2011
3 6,631,135 'i 3415085 § (43211 36) Y 5725084 § 2,709,953
2010
$ 4946,669 § 3,521,132 §  (1,836,666) § 6,631,135 § 2,710,166

10. CAPITAL CONTRIBUTIONS

Capital contributions received during the years ended June 30, 2011 and 2010 from HUD,
were as follow:

Description 2011 2010

Contribuied capital for the Development and
Modernization of Public Housing Capital Fund
Program (CFP) $ 149612370 § 129947364

11. OTHER ¥EDERAL GRANTS

As permitted in the Omnibus Consolidated Rescissions and Appropriations Act (OCRA),
which was enacted on April 24, 1996, during the fiscal years ended June 30, 2011 and
2010, the PRPHA transferred to operational activities 20.1% and 30%, respectively, of the
Public Housing Capital Fund Program (CFP) approved annual grants. These transfers
amounted to $27,680,998 and $36,843,392, respectively for these fiscal years. Also, the
PRPHA ftransferred to operational activities 7% of the Public Housing Capital Fund
Stimulus Recovery Act which amounted to $4,212,329 and $4,215,228 for the years ended
June 30, 2011 and 2010, respectively. These transfers were approved by the HUD
Caribbean Field Office and were included as past of federal grants revenue,
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12, EMPLOYEES’ RETIREMENT PLAN

The Employees’ Retirement System of the Government of Commonwealth of Puerto Rico
and its Instrumentalities (the System} is a cost-sharing multiple~employer defined benefit
pension plan sponsored by, and reported as a component unit of, the Commonwealth of
Puerto Rico. All regular employees of the Administration under age fifty-five (55) at the
date of employment become members of the System as a condition to their employment.

The System provides retirement, death and disability benefits pursuant to Act No. 447 from
May 15, 1951. Disability retirement benefits are available to members for occupational
and non-occupational disabilities. However, a member must have at least ten (10) years of
service to receive non-occupational disability. No benefits are payable if the participant
receives a refund of accumulated contributions. Retirement benefits depend upon age at
retirement and number of years of creditable service. Benefits vest after ten years of plan’s
participation.

Members who have attained an age of at least fifty-five (55) years and have completed at
least twenty-five (25) years of creditable service, or members who have attained age of at
least fifty-eight (58) years and have completed at least ten (10) years of creditable service,
are entitled to an annual benefit, payable monthly 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 (20) years, plus two percent of the
average compensation, as defined, multiplied by the number of years of creditable service
in excess of twenty (20) vears. In no case will the annuity be less than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are entitled
to receive the Merit Annuity. Participants who have not attained fifty-five (55) years of
age will receive 65% of the average compensation, as defined, or if they have attained age
fifty-five (55), will recetve 75% of the average compensation, as defined. Commonwealth
legislation requires employees to contribute 5.775% for the first $550 of their monthly
gross salary and 8.275% for the salary in excess of $550. The Administration’s
contribution 15 9.275% of gross salary.

On September 24, 1999, the Legislature of the Commonwealth enacted Act No. 305, which
established a new pension program (System 2000). System 2000 became effective on
January 1, 2000. Employees participating in the current system as of December 31, 1999,
elected either to stay in the defined benefit plan or transfer to the new program. Persons
joining the government on or after January 1, 2000, were only allowed to become members
of System 2000, System 2000 is a hybrid defined contribution plan, also known as a cash
balance plan. Under this new plan, there is a pool of pension assets, which are invested by
the Systemn, together with those of the current defined benefit plan. Benefits at retirement
age will not be guaranteed by the Commonwealth.
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12,

EMPLOYEES’ RETIREMENT PLAN (CONTINUED)

The annuity is based on a formula which assumes that each year the employee’s
contribution (with a minimum of 8.275% of the employee’s salary up to a maximum of
10%) will be invested in an account which will either: (1) earn a fixed rate based on the
two-year Constant Maturity Treasury Note or, (2) earn a rate equal to 75% of the return of
the System’s investment portfolio (net of management fees), or (3) earn a combination of
both alternative. Participants receive periodic account statements similar to those of defined
contributions plans showing their accrued balances.

Disability pensions will not be granted under System 2000. The employers® contribution
(9.275%- of the employee’s salary) is used to fund the deficiency of the defined benefit
plan. Total employer contributions during the year ended June 30, 2011 and 2010,
amounted to $1,261,168 and $1,329,285, respectively. Employer’s contributions paid
represented 100% of the required contributions. For the years ended June 30, 2011 and
2010, total covered payroll was $13,597,499 and $14,680,064, respectively. Covered
payroll refers to all compensation paid by the Administration to employees covered by the
System on which contributions for the pension are based.

13. COMMITMENTS AND CONTINGENCIES

The Administration is a defendant in a number of lawsuits pertaining to material matters,
including those claims asserted which are incidental to performing their routine operations.
These litigations include, but are not limited to, actions commenced and claims asserted
against the Administration arising out of alleged torts, alleged breaches of contracts,
alleged violation of law, discriminations against employees and/or former employees,
unlawful discharge, unlawful dispossession on tenants and condemnation proceedings,
among others. The Administration’s management, after consultation with its legal counsel,
has determined that at this stage it cannot determine the financial effects of these
outstanding litigations and claims. '

Law 104 from June 30, 1995, as amended, of the Commonwealth of Puerto Rico, known as
Claims and Lawsuits against the State, provides that lawsuits and claims initiated by an
agency or instrinmentality of the Commonwealth of Puerto Rico may be represented by the
Commonwealth of Puerto Rico’s Department of Justice. Any adverse claims to the
defendants are to be paid by the Commonwealth of Puerto Rico’s General Fund within the
limitations provided by the law. However, the Secretary of the Treasury has the right of
requesting the reimbursement of the funds expended for these purposes from the
defendants. For the years ended June 30, 2011 and 2010, the accounts payable and accrued
liabilities include litigation contingencies accrual for $6,000,000.

As of June 30, 2011 and 2010, the Administration had pending construction projects
contracts in progress for the development and moderization of public housing projects.
Total commitments related to these construction contracts amounted to approximately
$232,932,480 and $321,977,650, for the vears then ended, respectively.
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14.

16.

FEDERAL FINANCIAL ASSISTANCE

The Administration receives financial assistance from the Federal Government. Federal
assistance 1s subject to the financial and compliance audits by the grantor agencies, which
could result in requests for reimbursement by the grantor agencies for expenditures, if
disallowed under the terms of the program grants. The amounts of expenditures if any,
which may be disallowed by the granting agencies, cannot be determined at this time. The
Administration believes that such disallowances, if any, will not have an adverse effect on
the financial position of the Administration.

RECLASSIFICATIONS

Certain amounts in the 2010 financial statements have been reclassified to conform to the
2011 presentation. The reclassifications had no effects in the change in net assets.

RESTRICTED NET ASSETS

Restricted net assets at June 30 consist of the following:

2011 2019
Restricted assets $ 436,183221  § 479,825,431
Restricted for capital fund program bonds (41,465,449) (70,817239)
Defeasance escrow (347,482,255) (362.441,230)
Current portion of bonds payable (26.615.000) (25.390.000)
Net assets restricted 3 20616517 8§ 21176962

The PRPHA operates the Turnkey III projects in accordance with requirements for the
Homeownership Opportunity Program for Low Income Families. The amount deposited
with HUD for the years ended June 30, 2011 and 2010 amounted to $1,521,156 and
represents amounts remitted to HUD related to the proceeds of the units sold under
Turmnkey III projects. During 1986, Congressional Legislation was approved to return the
funds to the PRPHA in order to establish a loan fund oriented towards improving the
dwelling units. These loans, which are exclusively for the Turnkey IIT owners, will allow
them to repair and/or improve the electrical equipment and other systems.
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17. RELATED PARTY TRANSACTIONS

General

The Administrator of the PHA 1s appointed by the Governor of Puerto Rico and, by law, the
appointee is the Secretary of the Department of Housing of the Commonwealth of Puerto
Rico (“DOH™), The PHA has a joint agreement with the DOH to share a series of resources,
especially considering that both entities share the same central office building. Services that
are shared include general maintenance, office space, utilities, human resources and payroll,
accounting and other general and administrative services. During the fiscal years ended June
30, 2011 and 2010, the PHA has paid approximately $5 million to the DOH for these
services.

Mixed finance

On August 1, 2008, the Department of Housing of the Commonwealth of Puerto Rico
(“DOH™), entered into an agreement of partnership in its capacity of general partner (the
General Partner) with Hudson SLP XL LLC, a Delaware limited liability company, as the
Special Limited Partner (the Special Limited Partner) and Hudson Housing Tax Credit Fund
XL LP (a Delaware limited partnership), who will act as the Investment Partnership (the
“Investment Partnership”; collectively with the Special Limited Partner, the “Limited
Partners™) to form Vivienda Modernization Holding 1, S.E. (the Partnership) pursuant to the
Puerto Rico Civil Code.

The Partnership was formed to acquire the 100% member interest in Vivienda
Modemization Holding 1, LLC, a Puerto Rico limited lability company (the Project
Company). The Project Company has been formed to acquire, develop, rehabilitate, own,
maintain and operate thirty-three 33 residential rental housing developments intended for
rental to persons of low and moderate income located in the Commonwealth of Puerto Rico.

The Project Company has been organized exclusively to acquire 99 year term surface right
with respect to the land and to acquire, develop, finance, rehabilitate, maintain, operate,
lease and sell or otherwise dispose of each apartment complex in order to obtain for the
company and its member statutory compliance, long term appreciation, cash income, tax
benefits consisting of Tax Credits and Tax Losses over the term hereof. On August 7, 2008
the Administration and the Project Company entered into a Regulatory and Operating
Agreement (the Agreement),

The Administration and the Project Company have determined that it would be deliverable
for the public housing rental developments to undergo comprehensive modernization (e.g.
new floors, electrical wiring, plumbing, windows, doors, roofs and accessibility features) or
development, which modernization or development will be undertaken and operated by the
Project Company. The developments are collectively known as “Vivienda Modernization 1,
LLC™.
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17. RELATED PARTY TRANSACTIONS (CONTINUED)

Mixed finance (confinued)

The Project Company has entered into a Purchase and Sales Agreement dated August 7,
2008 with the Department of Housing of the Commonwealth of Puerto Rico (DOH). Under
this agreement, the Project Company has acquired the surface rights of a property (the
Property) and the improvements erected on such Property from the DOH under those certain
deeds of Constitution of Surface Rights and Transfer of Improvements dated August 7,
2008, which will require the Project Company to rehabilitate or construct on the Property
four thousand one hundred thirty-two (4,132) residential rental units (the Units or
collectively the Development) all of which will receive the benefit of operating subsidy and
the bepefit of low income housing tax credits under Section 42 of the Internal Revenue
Code of 1986, as amended. Eighty-four (84) of the units, all of which will be located at the
Brisas de Cayey Il Site, are to be newly constructed. The remaining units will be
modernized.

The title to the eligible public housing projects was transferred by the Administration to the
DOH, who in turn sold the buildings and improvements of the project to Vivienda
Modernization 1, LLC by way of a constitution of surface rights over, upon and underneath
the transferred land and conveyance of improvements. The development comprises 33
public housing sites as mentioned before and were transferred to the Project Company by
the deed. Each site has a separate Asset Management Project Number that, to the extent the
site 1s adjacent to or near a public housing site owned by the Admintstration.

Based on the Purchase and Sale Agreement, the Administration received $92,479,688 from
the Project Company which was used to pay eligible project expenses incurred by the
Administration on an interim basis to minimize the expenditure of 2003 tax exempt bonds
that were ineligible for inclusion in the tax credit transaction. The Administration recetved
$18,137,698 from the Project Company for CFP funds previously expensed by the
Administration from June and July 2009.

The Administration has entered into an Interagency Agreement dated August 7, 2008 with
DOH, in DOH’s capacity as general partner of the Partnership, to delegate management and
operational duties related to the Development to the Administration as set forth in the
Interagency Agreement. The Project Company and the Admintstration also intend that the
Units be developed, operated and managed so as to assure receipt by the Project Company
of the aforementioned economic and tax benefits to the full extend available to Owner.

The Administration has submitted, and HUD has approved in writing, a rental term sheet for
the mixed-finance development in accordance with Section 35 of the Act and the regulations
under 24 CFR 941 subpart F (the Mixed-Finance Proposal). HUD authorized the
Administration to use a combination of private financing, public housing and other funds to
develop public housing units. Projects developed under this method of financing are known
as “Mixed Finance”™ projects.
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18.

19.

PRIOR PERIOD ADJUSTMENTS

The beginning net asset at July 1, 2009 had been restated by the Administration from the
balances previously reported to reflect the following adjustments:

Understatement of accounts payable to sub-grantee, $ (21,984,859)

Understatement of increase m1 value of escrow account. 13,972,000

Overstatement of capital assets.transferred to the Department of Housing
of the Commonwealth of Puerto Rico (IDOH) in the Mixed Fnance
transaction made on August 2008 (see details in Note 17) (18,151,766)

S (26.164.625)

RECENT ACCOUNTING PRONOUNCEMENTS

GASB Statement No. 61, The Financial Reporting Entity: Omnibus, will be effective for the
PRPHA beginning with its fiscal year ending on June 30, 2013. This statement improves
financial reporting for a governmental financial reporting entity. This statement modifies
certain requirements for inclusion of components units in the financial reporting entity and
amends the criteria for reporting component units. The PRPHA management has not yet
determined the effect this statement will have on the PRPHA financial statements.
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20, TERMINATION BENEFITS

On July 2, 2010, the Commonwealth enacted Act No. 70 to establish a program that
provides benefits for early retirement or economic mcentives for voluntary employment
termmation to eligible employees, as defined, including employees of the Puerto Rico
Public Housing Administration (PRPHA). Act No. 70 established that early retirement
benefits will be provided to eligible employees that have completed between 15 to 29 years
of credited service in the Retirement System and will consist of biweekly benefits ranging
from 37.5% to 50 % of each employee’ salary, as defined. In this early retirement benefit
program, the PRPHA 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 early
retirement benefit program or that choose the economic incentive and have less than 15
years of credited service in the Retirement System are eligible to receive health plan
coverage for up to 12 months in a health plan selected by management of the PRPHA.

The financial impact resulting for the benefits granted to participants on this program was
the recognition within the PRPHA’s financial statements of a liability of $799,713 in the
staternent of net assets as of June 30, 2011 and a charge of $799,713 in the staternent of
activities for the year ended June 30, 2011. At June 30, 2011, unpaid long-term benefits
granted on this program were discounted at 3.29%.
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Federal
Federal Grantor/Pass-Threugh Grantor/ CFDA Federal
Program or Cluster Title Number Expenditures
U.S. Department of Housing and Urban Development/
Direct Programs:
Public and Indian Housing 14.850 $219,106,545
Public Housing Capital Fund 14872 128,767,924
Public Housing Capital Fund Stimulus (Formula)
Recovery Act Funded 14.885 65,785,833
Revitalization of severely distressed Public Housing 14.866 5.887.928
Total expenditures of federal awards $£419,548,230

The accompanying notes are an integral part of this schedule.
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YEAR ENDED JUNE 30, 2011

1. Basis of presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal
grant activity of ABC Organization under programs of the federal government for the year ended June
30, 2011. 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”. Because the
Schedule presents only a selected portion of the operations of Puerto Rico Public Housing
Administration, it is not intended to and does not present the financial position, changes in net assets,
of cash flows of Puerto Rico Public Housing Administration.

2. Summary of significant accounting policies
Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained in OMB Circular A-122, Cost
Principles for Non-profit Organizations, wherein certain types expenditures are not allowable or are as
to reimbursement.

3. Relationship to the statement
A reconciliation of the expenses reported in the statement of revenues, expense and changes in net
assets with the schedule of expenditures of federal awards is detailed as follows:
Description Amount

Total expenses per statement of revenues, expense and,
changes in net assets, includes interest expense $ 349,702,680

Iess amounts not included in the Schedule of expenditures
of federal awards:

Depreciation ( 92,033,056)
Local and legislative grants { 3,068,723)
Other non-federal grants { 122,128)
Interest expense on bonds { 23.360,803)

( 118,584,710)

Mixed finance subsidy and operating reserve 38,817,890
Capital contributions from federal funds 149,612,370
Total expenses per Schedule of expenditures of federal awards $ 419,548,230
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

We have audited the financial statements of the Puerto Rico Public Housing Administration of the
Commonwealth of Puerto Rico (the Administration) as of and for the years ended June 30, 2011 and
2010, and have issued our report thereon dated September 30, 2011,  We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Internal Control Over Financial Reporting

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

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

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did
not identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.
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President of the Governing Board

Puerto Rico Public Housing Administration
San Juan, Puerto Rico

Page 2

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Administration’s financial statements are
fiee 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 aundit, 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.

This report is intended solely for the information and use of management and the officials of the Puerto
Rico Public Housing Administration, the Commonwealth of Puerto Rico, federal awarding agencies, and
other regulatory agencies, and is not intended to be and should not be used by anyone other than these

specified parties.
— ) .
Z,.¢ 7/ Ao, A e 0Pk, #SC
Guaynabo, Puerto Rico BAKER TILLY PUERTO RICO, CPAs, PSC
September 30, 2011 License No. 218
The stamp number E18665 was Expires December 1, 2011.

affixed to the original of the report.
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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 CIRCULAR A-133

Compliance

We have audited the compliance of the Puerto Rico Public Housing 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-133 Compliance Supplement” that
could have a direct and material effect on each of the Administration’s major federal programs for the
year ended June 30, 2011. The Administration’s major federal programs are identified in the summary of
auditors’ results section of the accompanying schedule of findings and questioned costs. Compliance
with the requirements of laws, regulations, contracts, and grants applicable to each of its major federal
programs is the responsibility of the Administration’s management. Our responsibility is to express an
opinion on the Administration’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Administration’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 findings No. 11-01 and 11-03 in the accompanying schedule of findings and questioned
costs, the Administration did not comply with the requirements that are applicable to its major programs,
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAYE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133 (CONTINUED)

Compliance (continued)

Reference Compliance

Number Regquirement Major Program

11-01 Eligibility 14.850 Public and Indian Housing Program
11-03 Special tests and provisions  14.85¢ Public and Indian Housing Program

Compliance with such requirements is necessary, in our opinion, for the Administration to comply with
the requirements applicable to those programs.

In our opinion, except for the noncompliance described in the preceding paragraph, the Administration
complied, in all material respects, with the requirements referred to in the first paragraph of this section
that could have a direct and material effect on each of the Administration’s major federal programs for the

year ended June 30, 2011,
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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 CONTRO1,
OVER COMPILIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133 (CONTINUED)

Internal Conirol Over Compliance

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

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be 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 discussed below, we identified certain deficiencies in internal control over compliance that
we consider to be material weaknesses and other deficiencies that we consider to be significant
deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material 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 material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiency in
internal control over compliance described in the accompanying schedule of findings and questioned
costs as finding No. 11-02 to be a material weakness.
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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 CIRCULAR A-133 (CONTINUED)

Internal Control Over Compliance (Continued)

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 deficiencies in internal
control over compliance described in the accompanying schedule of findings and questioned costs as
finding No. 11-01 and 11-03 to be significant deficiencies.

The Administration’s responses to the findings identified in our audit are described in the accompanying
Corrective Action Plan. We did not audit the Administration’s responses and, accordingly, we express no
opinion on the responses.

This report is intended solely for the information and use of management and the officials of the Puerto
Rico Public Housing Administration, the Commonwealth of Puerto Rico, federal awarding agencies, and
other regulatory agencies, and is not intended to be and should not be used by anyone other than these
specified parties.

Al Villy L By 0y, Poc

Guaynabao, Puerto Rico BAKER TILLY PUERTO RICO, CPAs, PSC
September 30, 2011 License No. 218
The stamp number E18666 was Expires December 1, 2011,

affixed to the original of this report.
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(A FUND OF THE COMMONWEALTH OF PUERTO RICO)
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2011

SUMMARY OF AUDITORS’ RESULTS

A, FINANCIAL STATEMENTS

1. Type of auditors’ report issued Unqualified
2. Internal contro! over financial reporting: Yes No
o Material weakness(es) identified X
o Significant deficiencies identified that are not considered to be
material weaknesses X
3. Noncompliance material to financial statements noted X

B. FEDERAL AWARDS

Yes No
1. Internal contro! over major programs:
o Material weakness(es) identified X
o Significant deficiencies identified that are not considered to be
material weaknesses X
2. Type of auditors’ report issued Qualified
3. Any andit findings disclosed that are required to be reported in
accordance with section 510(a) of Circular A-133, X
4. Identification of major programs
CFDA number Name of Federal Program or Cluster
14.850 Public and Indian Housing Program
14.872 Capital Fund Program
14.885 Public Housing Development Capital Fund Stimulus (Formula)
Recovery Act funded
14.866 . Revitalization of Severely Distressed Public Housing
Dollar threshold used to distinguish between
Type A and Type B programs $3.000.000
Auditee qualified as low-risk auditee YES X NO
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Finding number: 11-01
Federal program:
14.850 Public and Indian Housing Program

Category: :
Compliance/ Internal Control- Eligibility

Criteria or specific requirement:

24 CFR section 960.603 (a) (1) (2) (3) establishes as part of the service requirement that each adult
resident of public housing must contribute 8 hours per month of community service (not including
political activities) or participate in an economic self-sufficiency program for 8 hours per month or
perform § hours per month of the combination of the activities before mentioned.

Condition:

In testing compliance with the eligibility requirement to determine whether required -eligibility
determinations were made in accordance with program requirements we noticed that fifty (50) of the sixty
(60} files of tenants selected (83%), contained no evidence that the tenants contributed with the 8 hours of
community service or participation in an economic self-sufficiency program.

Questioned costs:
No questioned costs were identified.

Perspective information:
We selected for testing sixty files (60) files of tenants from the list of beneficiaries from several projects.

Cause:
PRPHA is not monitoring adequately the compliance of this requirement in the projects.

Effect:
Violation of this requirement is grounds for nonrenewal of the lease at the end of the twelve months lease
term as establish in the regulation.

Recommendation:
PRPHA should establish a recurrent monitoring system to observe the compliance of this requirement.

Views of responsible officials and planned corrective action:

See Administration’s corrective action plan.
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Finding Number: 11-02
Programs:

14.850 Public and Indian Housing Program
14.872 Capital Fund Program
14.885 Public Housing Development Capital Fund Stimulus (Formula) Recovery Act Funded

Category:
Internal Control- Reporting

Criteria or specific requirement:

24 CFR Sections 135.3(a) and 135.90 establish that for each grant over $200,000 that involves housing
rehabilitation, housing construction, or other public construction, the prime recipient must submit Form
HUD 60002, Section 3 Summary Report, Economic Opportunities for Low and Very Low-Income
Persons (OMB No. 2529-0043).

Condition:

The Administration performed housing rehabilitation and housing construction during fiscal year ended
June 30, 2011, PHA prepared and submitted the Section 3 Summary Report, Economic Opportunities for
Low-and Very Low-Income Persons (Form HUD 60002, OMB No. 2529-0043) report. There was no
documentation of an internal control procedure for the verification process of the underlying accounting
data and supporting records of the activity information provided by the management agents as contained
in the Section 3 Summary Report, Economic Opportunities for Low-and Very Low-Income Persons
(Form HUD 60002, OMB No. 2529-0043) report.

Questioned costs:
No questioned costs were identified.

Perspective information:

We requested the Form HUD 60002, OMB No. 2529-0043 that was submitted for the fiscal year ended
June 30, 2011,
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Finding Number: 11-02 (Continued)

Cause:

The Administration has not enforced an internal control procedure for the verification of the accuracy and
completeness of the data contained in the HUD 60002, Section 3 Summary Report, Economic
Opportunities for Low and Very Low-Income Persons.

Effect:

Absence of internal control procedures for the corroboration of the accuracy and completeness of the
information contained in the HUD 60002, Section 3 Summary Repert prevents the identification of
possible transactions that are not submitted in accordance with the provision of laws, regulations, and
contract and grant agreements.

Recommendation:

We recommend the Administration to enforce the implementation of formal written policies and
procedures to undertake the corroboration process of the information provided by management agents
related to the underlying information contained in the HUD 60002, Section 3 Summary Report.

Views of responsible officials and planned corrective actions:

See Administration’s corrective action plan.
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Finding Number: 11-03

Programs:

14.850 Public and Indian Housing Program

Category:

Compliance/ Internal Control- Special tests and provisions

Criteria or specific requirement:

24 CFR sections 960.202 through 960.206 indicate that the PHA must establish and adopt written policies
for admission of tenants. The PHA’s tenant selection policies must include requirements for applications
and waiting lists, description of the policies for selection of applicants from the waiting lists, and policies
for verification and documentation of information relevant to acceptance or rejections of an applicant.
Condition:

In testing the requirements for the applicants from the waiting lists we noted that three of the sixty (60)
participants selected for examination were not included in a waiting list and therefore there was no a clear
audit trail of the method used by the Administration for selecting these applicants.

Questioned costs:

No questioned costs were identified.

Perspective information:

To determine if the paﬁicipants of the Public and Indian Housing Program were selected from the
required waiting list in accordance with the Administration applicant selection policies, we selected for

testing a sample of 60 participants admitted to the program during fiscal yvear ended June 30, 2011, from
several projects,

67




COMMONWEALTH OF PUERTO RICO
PUERTO RICO PUBLIC HOUSING ADMINISTRATION
SCHEDULE OF FINDING AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED JUNE 34, 2011

Finding Number: 11-03 (Continued)

Cause:

There was a lack of supervision to safeguard source documentation for the compliance with this
requirement.

Effect:

Noncompliance with the above mentioned requirements could lead to significant administrative actions
by the grantor, including cost disallowances.

Recommendation:

We recommend that the Administration establishes adequate supervision and related procedures to ensure
compliance with this requirement.

Views of responsible officials and planned corrective actions:

See Administration’s corrective action plan.
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(e HOUSING

PUERTO RICO PUBLIC HOUSING ADMINISTRATION
CORRECTIVE ACTION SINGLE AUDIT 2009-2010 !

FINDING NO.

Tatne Contact person
responsible for corrective
action Plarr

AUDITOR'S RECOMMENDATION CORRECTIVE ACTION

the. requiicmenta for the rpplicants from the aniling Tists we notad fhnt i dieee of e 1w

Iy live {253 Men meloatet) for
instion, that there was no evidence of an ity invedze from (he muytizant as pra of the dosemieniniion requer ad for the acoepinnes
or rejeation of i,

Te determine if the
with the Ade

tieipants of fre Public and fudisn Tlausing Progmer wae seiealed [rotn e 1equired waiting Fial in ascondnmes

We reeqntiend T G Aditinistiation 1o eshblish adegonts Diring Morh 2012, PRPIA oBi cenenres the onefer of the weiting list o & new compuierized

i : ; - i ; ; o Scleotion nnd Ootupnnzy fasocins
supcevisien mnd reloted procedures o eure complinnce swith nofiwee anplicntios, Thin will efiminnte the emary nod Tck of tacking documentation cowsing with the ™ 0" sy

iy " i 4 i 8 ! Adnvnistrtor
={ifon nppiicant acleciion policiea, we seiseled for fenlfing n anmple ol 25 paificipanta adiitied [o the program dwring hix reguiraiient, ng, [iat that is ewrently on a mnpun systenr,
liseal yenr ended Tone 30, 201U, Bot the projosta of L Llarens Tores and Manve) o, Forez.
R Tintee wirl) e nbove mentioned fecui could Tend to signifrenn edmininirtive actions by the grtor,
fnchuding conl dimaflowmnees
There waz n Inck of spervision to safeguncd soures T the eonmlinnce willy this requitenizet,
I 2010-8 Financial infermation ]

s finnucinl ¢ontrol =ystem establish by the Adminiab ation doet not aflew mnnagement i detecl or prevent mnlerint
miissialetnant in lhe finnneial information wines the Mancial statenents &aved in prior years Tave been restated for materind
noted and there wern rignificant ndjusting, suleias proponed by us nnd pested by the Administrlion during the current year
nudiL in order to present e Grnncinl statements in noenrdanee with genevaliy aceapted nocnmting principles. In nddilion
mnnngement npproved mnd nesmied fofl ibility Far Uhe fvnncind For e yenr ended June 30, 2010, bit ils
pecounting persouiel de not prepoged thens,

“The 1k renult of the prioy poriod ndjustients dueing the ainent yane udit was & decinse of 536,164,628 i the beaining
nel amreir

“The Fnancial contral syatens nzeds (n be iinpraved ly the Adivins

Administintion teke proper nnd pccurats fnaiciol nformstion for Iaking tinely finnnginl decisions and federal teporting,
requirenrEny,

The Adativisuntion hal feview its Ruencist contrel 2yaten i The priet perrod adivstoents were comples poeout
order o provide ndditiveel technicni reseimess 1o

ing Hminclions thot weeulied fom o lugs o sodit
t the tmpnetion 1hat ocurred in 2208, The 2100l bna reccived additionnl waining in Uiis type of traunactions to
Tutnurcinl petsonuel s the timely and nestunle compiolion af the deleot poacilble sirots on a tinaly bhais. The 2011 Ffnsncinl sistermentn ware prepored by on independent
Tinttngin] infamneticn weedsd for the preparativn ol (e finnneinl cenmybant logether with our seteunting perronnel and wete nol prepared by the suditors, Detefore, this
saterents and federsl reperting reyuisenmta, Ginding is considaied closed by PRIIA

Finanee nnd Adnsinistration
Agsocinte Administrator




(’\ DEPARTMEHT GF
&l HOUSING
PUERTQ RICO PUBLIC HOUSING ADMINISTRATION
CORRECTIVE ACTION SINGLE AUDIT 2008-2009
Name Contact person
FINDING NO. AUDITOR'S RECOMMENDATION CORRECTIVE ACTION responsible for corrective

action Plan

2009-01 Special tests and provisions

During our audit, we noted that management was unabie to prepare a full set of
f'nancral statements for PRPHA in accordance with the generally accepled accounling
slandards (GAAF}. We assisted management in the preparation of the financial slalemeants
and the notes therelo which management later reviewed and approved.

The financial control systems did not prevent or detect materjal misslatements,
For the past few years the previously issued financial stalemeants have to be restated for
material errors noted.

: The financia! control syslems did not prevent or delecl malerial mizstalements,
in cperalional resulls so that it was later necessary to make significant correclions to those
resulls. We proposed the necessary journal entries in order to present ihe financial
slatements in accordance with GAAP.

The PRPHA shall revise its accounting practices and
policies to provide for an accurate reporiing financial
syslem. Also, separate accounting records should be
maintained for Vivienda Modernization 1 LLC.

The PRPHA should improve the filling procedures, communication and
coordmatmn o permit the prompt retieval of documents requested

The PRPHA shall emphasize the imporfance of

maintaining an adequale filing system thai aliows the
prompt refrieval of documents and related supporting
documentation. The PRPHA shall plan and impiement a
mechanized sysiem that permils the efficient fiing,
tracking and retrieval of filed documents.

The prior pericd adjustmenls were complex accounting,
tansaclions that resulted from a large tax credit
transaction tiat octred in 2008, The stall bas received
addifional training m this type of transaclions lo delect
possible errors on a limely basis. The 2011 financial
stalements were prepared by an independent consultant
togelher with our accouuting personnel and were not
prepared by the awdilors, therelore, {his Guding is
considered closed by PRPHA.

During our audit, we noted that management included lhe accounting records
of Vivienda Modernizalion 1 LLC and was unable o delarmine the exclusion in the financial
stalement unger GASB 14,

The PRPHA has separale accounting records for|
Vivienda Modernization LiLC. {VMI). it has been
estabfished as & sceparate fund since the
ransaction occurred in August 2008, Those
records are annually audited by Novagradac &
Company LLP, However, following GASB 34 and
ag per the auditor's recommendation, PRPHA
already report ViVl as a separate entily.

Administration and Finance
Associale Adminislrator
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FINDING NO.

AUDITOR'S RECOMMENDATION

CORRECTIVE ACTION

MName Contact person
responsible for corrective
action Plan

2003-02 Activities allowed or unaliow

ed, Allowable costs [ cost princlples, Procurement and

yspensiop and debarmant

14,851 Public and Indian Housing Program

For the following twe (2) disbursements some informalion was missing, as indicated below:

We recommend the PRPHA fo establish adequale
procedures and controis, which shall consider, among
others, Ihe lollowing:;

Eslablish and implement writlen policies and
procadures for all aspects of the program, including
controls for proper review and authorization during {he
pracessing and payment of programs expendilures,

Payment documenils and related supperling

Rico authorized by law to perform these services. Accordingly, we could not determine the
potential questioned costs, if any, and compiiance with the Suspension and Oebarment
Cerlification requirements.

Ciosed
documentalion shall be thoroughly reviewed before they]
I8 Receiving R 1 T I ) s are recorded and processed for payment Afl payment
pproved Receiving Reports: 1. Avant Technolegy and 2. Techno-Lite of PR vouchers shall be propery authorized by the respective| .
PRPHA's represeniatives and shail be supported with all
the required documentation,
Provide adeguale training to employees regarding
Queslion costs §$1,926,6884 each program requirements and proper disbursement)
processing and coding procedures.
114.872 Public Housing Capital Fund
For the following two (2) disbursemenls some information was missing, as indicated below:
IR Builders- vendor Quote Eslablish poiicies and procedures lo document the
verification procedures for identifying suspended or
debarred vendors. 1 would reduce the risk of Closed
noncompliance with federal regulations and cost
Question Cost $718,683 diszllowances by the granlors.
Guillermetly, Ortiz y Assoc.- Aliocated o an incorrect cost ohjective, amount and period
114.872 Public Housing Capital Fund
For the following four {3) disbursements, the suspension and debarment certilication was not
avallable for our review,
Closed
1. Luis Manuel Carriilo
2. URS Caribe
3. JR Builders
14.850 Public and indjian Housing Program
For Voucher number 76023, dated August 27, 2008, we wsare unable to evaiuste the
documents maintained by the Pueric Rico Treasury Department (PROT) in regard lo its|
annual insurance bid procedures. The PRDT is the agency of the Commonweaith of Puerto Closed

Administration and Finance
Associate Administrator
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CORRECTIVE ACTION SINGLE AUDIT 2008-2009
Name Contact person
FINDING NO. AUDITOR'S RECOMMENDATION CORRECTIVE ACTION responsible for corrective

2009-03 CASH MANAGEMENT

action Plan

To delermine if the Public Housing Capital Fund Program is in compliance with the three
days average clearance as required by the Treasury Agreement, we selecled 20 receipt!
transactions for test. After perferming the audit procedures, the foliowing exceptions were
noted. 18 vouchers-please refer 1o Single Audit Report

'The PRPHA shall request from the federal grantor Dased
on {he dollar-weighted average day of clearance before
the reimbursement is requested o the grantors. To meel|
this objective, the PRPHA shouid establish the weighied
average day of clearance based on daily checks cleared
in bank.

Closed

Administration and Finance
Asscciate Administrator

2009-04 PERFORMANCE REPORTING

2009-4PRPHA perfonmed housing rehabiitation and housing construction during fiscal year
ended June 30, 2009. PHA prepared and submitled the Section 3 Summary Report,
Economic Opportunities for Low- and Very Low-Income Persons (Form HUD 60002, OMB
Ne. 2529-0043) report. This report does not include all the management agents’ reports nor
ail proposers. Therefore, we were unable lo test the accuracy and filing compliance of this
report. In addition, after PHA submitted the repert, they did not foliow up o the missing
reports 1o amend Seclion 3 Summary Report, Economic Qpporiunities for Low- and Very Low|
income Persons (Form HUD 80002, OMB No. 2529-0043) report, '

We recommend the PRPHA shall enforce the
implemenlation of formal wrillen policies and procedures
for the submitting of the required reports by HUD. These
policies shall provide for supporling documentation fo be
maintained for a pericd in accordance with federst
requirements.

The PRPHA enforces the compliance of Section
3 and refeased a Circular Leller to all projects
requiring full compliance with it

Resident Services Program
Associate Adminisiralor

2009-05 SPECIAL REPORTING

To delermine compliance with HUD-50058, Family Report (OMB No. 2577-0083) we sefecled
the reports for waiting lis! sample. The sample selected consisted of 40 participants admitleq
io the program during fiscal year ended June 30, 2009, lrom 2 population of 145 participants
from Villa Espaiia, Covadonga and Caguas.. After performing lhe lests, we noted the
following conditions:

—

In one (1} of the 40 cases lesled (2.5%), the file was not available for exarninalion.

We recommend the PRPHA o perform a review of the
participants' files lhat have been determined lo be
ineligible for the program to ensure that it contains lhe
complete decumentation supporting the delermination of
eligibilily. PRPHA have to ensure that the regions follows

We were unable in thirty-nine (39) of the 40 cases tested {97.5%), lo determine if PRPHA
complied with the electronic submission of PIC (Public and Indian Housing informalion
Center) syslem,

ils HCVFP administrative ptan for selecting applicants
from the wailing list

Closed

the wrilten policies keep a copy of the waifing fist of the In|

Selection and Cocupangy
Asscciate Administrator

2005-06 SUBRECIPIENT MONITORING

As parl of our audit procedures to determine compliance with sub recipient moniloring
requirement, we selected for testing ten (10) sub graniees’ files, which were granted
567,516,591 (100% of the populalion), o evaluate whether their aclivilies were monitored by
the PRPHA (to asceriain compliance with federal requirements}. After the review of such
files, we noled that in four (4) of the ten (10} sub recipients’ monitories evalualed (40%), no
correclive action plan was submitted.

We recommend the PRPHA to identify and implementa
sub recipient monitoring process, and establish
guidelines o monitor the sub recipients.

PRPHA has eslablished that the Internal Audit
Qffice wili review the agreed upon procedures of
our subrecipients. If the reports are not submitted
or the submitted reports idenlify material
deficiencies, the sudit office will give follow-up o
any corrective action plan or will notify the
Adminsitralor to evaluale the termination of the
contract.In addition we have added more asset
management monitors 1o strengthen our

subrecipient moniloring.

Internai Auditor's Office,
Adminisiration and Finance
Asgociale Administrator and
Assel Management Associate
Admiristrator
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CORRECTIVE ACTION

Name Contact person
responsible for corrective
action Plan

2

009-07 SPECIAL TEST AND PROVISION-SELECTION FROM PUBLIC HOUSING WAITING LIST

To determine if the participanis of lhe Public and Indian Housing Program were selected from)
the required waiting iist in accordance wilh the PRPHA applicant seleclion poficies, we
selected 2 sampie of 40 participants admitted to the program during fiscal year ended June

30, 2009, from population of 140 of Villa Espana, Covadonga and Caguas for lesting. The
exception noted as follows:

In twenty-five (25) of the forty 40 cases lesied (63%), there was no evidence whether the
participant was registered in the wailing list.

0 in eighteen (18) of the forty 40 cases teslad (45%); there was no evidence that the PRPHA
considered the required documents to determine their eligibility.

3 In thirty (30) of the forty (40) cases tested (75%,), lhe files were not avzilable for
examinalion. Therefore, for these cases we ware unable to ascertain that the PRPHA was in
compliance wilh this requirement.

1 In three (3} of the ien (10} files provided {30%), we ncied thal the selecled participant in
the new wailing list did not have a logical order.

O In one (1} of the ten (10} files provided (10%), there was no evidence of lhe Birth
Certificale.

O In two (2) of the len (10) files provided (20%}, there was ne evidence of the Marriage
Cerlificate.

{1in two {2) of the ten (10} files provided (20%), there was no evidence of tha Divorce
Sentence.

0 In twe (2) of the ten (10} files provided {20%), there were no ulilities invaices available for
examination,

O We noted thal there was no evidence of the PRPHA public statement belore reopening the
waiting list.

. . . N gligibility, PRPHA have to ensure that the regions foliows
U In ten (10 of ke files provided {100%), there‘was ng e\_nf:lem.:e or letter indicating that lhe the written policies keep a copy of lhe wailing list of the in
process began updating the wailing list.

We recommend the PRPHA o perform a review of the
participants’ files thal have been determined lo be
inefigible for the program to ensure that it contains the
comptete documentafion supperling the determination of

ils HCVP administralive plan for selecting applicants
from the wailing list

Druring March 2012, PRPEA will commence the
trausfer of the wailing list o a new computerized
solbware application. This will eliminate the errors and
lack of tracking documentation ocurring with the
wailing list that is cwrently on a manval system.

Admigsion and Qccupancy

Direclor
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PUERTO RICO PUBLIC HOUSING ADMINISTRATION
CORRECTIVE ACTION SINGLE AUDIT 2008-2009

(o) HOUSING

Qi mriget of Puantz Alen

[P TP A i —

FINDING NQ.

AUDITOR'S RECOMMENDATION

CORRECTIVE ACTION

Name Contact person
responsibie for correclive
action Plan

2009-08_SPECIAL TESTS AND PROVISION-ASSET MANAGEMENT

FEE

PRPHA Central Olfice Cost Center erronecusly calculaled the asset managemnl fee
excluding the housing unils 2ssigned to various municipzalities of the Commonwealth of P.R.

PRPHA must develop a comprehensive system of
internal conirols and monitoring, in order o ensure
compliance wilh Public Housing program guidelines and
regulations; and it should provide adequate fraining to ils
Finance siaff to ansure that they comply wilh Publhic
Housing program guidelines and regulations. PRPHA
should provide a target completion date and actual name
of perzon responsible for he resolution of this finding in
Correclive Action Plan.

Closed

Administralion and Finance
Associate Administrator

2008-09 SPECIAL TESTS AND PROVISION-BALANCE SHEET ALLOQCATIONS

To determine if lhe Public and Indian Housing Program has apporlioned its assels, liabilities,
and equily, we selected a sample of 10 projects’ balance sheets submitted during the fiscal
year ended June 30, 2009, from a populalion of 320 prejects. We reviewed 250 accounts
from the projecls selected. As a resull, we found that six () of the 250 accounts tested (2%,
were allocaled ¢ an ingorrect account.

The PRHA shall review its accounting practices and
policies to provide for an accurale reporting financiai
system. Also, the PRHA shall adequately train its
personnel as 1o the importance of the correct codification
and classification of ransactions registerad in the
accounting system for proper compliance with HUD
requirements.

The test performed by the auditor was from the
2008 unaudited worksheet that had not been
submitied and we were having problems with the
submission and the reporis. As of August 2011,
we have already submifled the FDS fransmissions
as required by HUD.

Administration and Finance
Associate Administrator
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