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“ENHANCING THE QUALITY OF ACCOUNTING, AUDITING AND ATTESTATION SERVICES”

INDEPENDENT AUDITOR’S REPORT

Mr. Antonio Lépez Figueroa

Commissioner

Bureau of Puerto Rico Police of the
Public Safety Department

San Juan, Puerto Rico

Report on the Audit of the Financial Statements
Opinions

We have audited the accompanying cash basis financial statement of the Bureau of Puerto Rico Police of the Public
Safety Department (BPRP), which comprise Statement of Cash Receipts, Disbursements, and Net Changes -
Governmental Funds for the fiscal year ended June 30, 2022, and the related notes to the financial statement, which
collectively comprise the BPRP’s basic financial statement as listed in the Table of Contents.

In our opinion, the accompanying financial statement referred to above present fairly, in all material respects, the cash
receipts and disbursements of BPRP governmental funds, and the respective cash basis net changes thereof for the
year ended June 30, 2022, in conformity with the basis of accounting described in Note 2.

Basis for Opinions

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. Our responsibilities under those standards are further described in the Auditor's
Responsibilities for the Audit of the Financial Statement Section of our report. We are required to be independent of
the BPRP, and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating
to our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Emphasis of Matters
Basis of Accounting

We draw attention to Note 2 of the financial statement that describes the basis of accounting. The financial statement
is prepared on the cash basis of accounting, which is a basis of accounting other than accounting principles generally
accepted in the United States of America. Our opinions are not modified with respect to this matter.
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The Bureau of Puerto Rico Police of the Public Safety Department — Only Basic Financial Statement

As discussed in Note 1, the financial statement of BPRP is intended to present the cash receipts, disbursements, and
net changes of the governmental funds of only that portion of the financial reporting entity of the Commonwealth of
Puerto Rico that is attributable to the transactions of BPRP. They do not purport to, and do not, present fairly the
financial position of the Commonwealth of Puerto Rico as of June 30, 2022, the changes in its financial position, or,
where applicable, its cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America. Our opinions are not modified with respect to this matter.

Responsibilities of Management for the Financial Statement

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
cash basis of accounting described in Note 2, and for the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statement that are free from material misstatement, whether
due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the BPRP’s ability to continue as a going concern for
twelve months beyond the financial statement date, including any currently known information that may raise
substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statement

Our objectives are to obtain reasonable assurance about whether the financial statement as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that
an audit conducted in accordance with generally accepted auditing standards and Government Auditing Standards will
always detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a substantial
likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable user based
on the financial statement.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing Standards,
we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material misstatement of the financial statement, whether do to fraud or error,
and design and perform audit procedures responsive to those risks. Such procedures include examining, on
a test basis, evidence regarding the amounts and disclosures in the financial statement.

o Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
BPRP's internal control. Accordingly, no such opinion is expressed.

o Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statement.
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o Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the BPRP’s ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit, significant audit findings, and certain internal control related matters that we identified
during the audit.

Other Matters
Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statement as a whole. The accompanying
Schedule of Expenditures of Federal Awards, as required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Costs Principles, and Audit Requirements for Federal Awards (Uniform Guidance), on
pages 32-33, is presented for purposes of additional analysis and is not a required part of the financial statement. The
Schedule of Expenditures 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 statement. The information has
been subjected to the auditing procedures applied in the audit of the financial statement and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statement or to the financial statement themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the Schedule of Expenditures of Federal Awards is fairly stated in all material respects, in relation to the financial
statement as a whole.

Report Required by Governmental Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 23, 2023 on our
consideration of the BPRP's internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards in considering the BPRP's
internal control over financial reporting and compliance.
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COMMONWEALTH OF PUERTO RICO
BUREAU OF PUERTO RICO POLICE OF THE
PuBLIC SAFETY DEPARTMENT

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,
AND NET CHANGES — GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2022

Total
Special Federal Grants Governmental
General Fund Revenue Fund Fund Fund
RECEIPTS:

Appropriations from the Commonwealth of
Puerto Rico $ 837,730,641 § 25849946 § - § 863,580,587
Federal Grants - - 50,663,661 50,663,661
Total Receipts 837,730,641 25,849,946 50,663,661 914,244,248

DISBURSEMENTS:
Management and General Administration 89,470,080 13,959,927 - 103,430,007
Security and Surveillance in Public Housing 1,694,250 - - 1,694,250
FURA 23,534,030 - 1,539,234 25,073,264
Criminal Investigations 127,247,149 - - 127,247,149
Human Resources 20,250,052 - - 20,250,052
Community Relations Auxiliary Services Corp 10,396,000 - - 10,396,000
Auxiliary Services of Operations 45,170,698 4,845,468 - 50,016,166
Police Surveillance 421,692,665 - 35,019,000 456,711,665
Governor's Security 8,637,026 - - 8,637,026
911 Emergency Services 16,608,000 - - 16,608,000
Police Professionalization Program 2,573,614 - - 2,573,614
Confrol and Supervision of Transit 35,006,885 - - 35,006,885
Total Disbursements 802,280,449 18,805,395 36,558,234 857,644,078
EXCESS (DEFICIENCY) OF RECEIPTS

OVER DISBURSEMENTS $ 35450192 § 7044551 $§ 14105427 $ 56,600,170

The accompanying Notes to Financial Statement are an integral part of this Statement.
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COMMONWEALTH OF PUERTO RICO
BUREAU OF PUERTO RICO POLICE OF THE NOTES TO THE FINANCIAL STATEMENT
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

1. FINANCIAL REPORTING ENTITY
A. Organization

On April 10, 2017, the Act Number 10 was approved to establish the Public Safety Department of Puerto Rico
(PSD), in order to create a new system composed of all the components that administer public security in Puerto
Rico. The Public Safety Department will be integrated by the following Bureaus: Puerto Rico Police (BPRP);
Firefighters Corps; Forensic Sciences Institute; Medical Emergencies Corps; State Agency for Emergency and
Disaster Management; Special Investigation; and 9-1-1 Service.

The Bureau of Puerto Rico Police shall be the successor of the Puerto Rico Police that was created under Act
53-1996, as amended, known as the "Puerto Rico Police Law". BPRP was created for the protection of citizens
and properties, to maintained and keep the public order, to observed and secure the protection to the civil rights
of the citizens, to avoid the discrimination and to pursue the crime and enforce to obedience of laws and municipal
ordinances. The BPRP Commissioner was designated by the Governor of the Commonwealth of Puerto Rico.

B. Financial Reporting Entity

BPRP is for financial reporting purposes, part of the Public Safety Department of Puerto Rico of the
Commonwealth of Puerto Rico. Because BPRP is for financial reporting purposes, part of the PSD, its financial
datais included as part of the Commonwealth of Puerto Rico financial statements. BPRP accompanying financial
statement is issued solely to comply with the Single Audit Act Amendments of 1996 (P.L. 104-156) and for the
information and used of BPRP’s management, and Federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

C. Going Concern Evaluation

On an annual basis, as required by Governmental Accounting Standards Board (‘GASB”) No. 56, Codification of
Accounting and Financial Reporting Guidance Contained in the AICPA Statements on Auditing Standards, the
BPRP performs an evaluation to determine whether there are conditions or events (known and reasonably
knowable), considered in the aggregate, that raise substantial doubt about the BPRP’s ability to continue as a
going concern within one year for the twelve (12) months beyond the financial statement date, including any
currently known information that raise substantial doubt shortly thereafter. Management has concluded that there
is no material uncertainty related to the BPRP’s ability to continue as a going concern through the date the
financial statement were available to be issued.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Financial Statement — Measurement Focus and Basis of Accounting

BPRP’s accompanying financial statement have been prepared in accordance with the cash basis of accounting,
which is a special purpose framework other than generally accepted accounting principles in the United States of
America (GAAP) as established by the Governmental Accounting Standards Board. The basis of accounting
involves the reporting of only cash and cash equivalents and the changes therein resulting from cash inflows
(cash receipts) and cash outflows (cash disbursements) reported in the period in which they occurred.

This cash basis of accounting differs from GAAP primarily because revenue (cash receipts) are recognized when
received in cash rather than when earned and susceptible to accrual, and expenditures (cash disbursement) are
recognized when paid rather than when incurred of subject to accrual. The amounts reported as cash receipts
are those received during the fiscal year 2021-2022. No accrual is recognized.

continue



COMMONWEALTH OF PUERTO RICO
BUREAU OF PUERTO RICO POLICE OF THE NOTES TO THE FINANCIAL STATEMENT
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

Capital assets resulting from cash transactions are reported as cash disbursements in the acquiring governmental
fund upon cash acquisition. No capital assets are recorded in BPRP's financial statement. No long-term debt is
reported in BPRP’s financial statement. No accrued compensated absences are reported in BPRP’s financial
statement. Compensated absences resulting from cash transactions are reported as cash disbursements in the
governmental funds column upon cash payment.

The accounts of BPRP are organized on the basis of fund types, which are responsible for the coordination,
receipt, and management of funds. These are composed of three funds which are described below. The accounts
of BPRP are accounted for with a set of accounts which is only include cash receipts and cash disbursements.
No balance sheet accounts are maintained or reported.

The BPRP reports the following major governmental funds:

= General Fund - The general fund is the main operating fund of BPRP. It is used to account for all financial
resources except those required to be accounted for separately.

= Special Revenue Fund — This fund is used to account for resources or funds that are deposited for specific
purposes in accordance with its applicable laws. They can come from fees for services, donations from
citizens and private entities, other collections of any governmental entities, and authorizations by the
Legislature of the Commonwealth of Puerto Rico, which are designated to achieve specific purposes.
Expenditures charged to these accounts are authorized by legislation previously approved.

= Federal Grants Fund — Accounts for the financial resources related to the Federal Grant Awards administered
by BPRP.

The major funds are presented in the following individual programs to account for the governmental resources
allocated to them for the purpose of carrying on specified activities in accordance with laws, regulations, and other
restrictions:

= Management and General Administration — This fund is used to account for resources and expenditures
related to the supervision and coordination of all services and operations from the central level to each police
headquarters around the Island.

= Security and Surveillance in Public Housing — This fund is used to account for resources and expenditures
associated with the service of security and surveillance in public housing to avoid and eliminate groups that
engage in the traffic of drugs and other criminal activities in those public facilities.

= FURA -This fund is used to account for resources and expenditures associated with the implementation of
plans and actions on the ground, in the air, and in coastal waters to identify, intercept and interdict individuals
and vessels in criminal activities. Actions are undertaken in coordination with other law enforcement
agencies.

= Criminal Investigations — This fund is used to account for resources and expenditures related to the
investigation of drug trafficking and the use of drugs, organized crime, carjacking, fires and the use of illegal
explosives, and Type 1 and other offences.

= Human Resources — This fund is used to account for resources and expenditures for administrative services
of selection, training and professional development of the personnel of the BPRP.

continue



COMMONWEALTH OF PUERTO RICO
BUREAU OF PUERTO RICO POLICE OF THE NOTES TO THE FINANCIAL STATEMENT
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

= Community Relations Auxiliary Services Corp — This fund is used to account for resources and expenditures
related to the coordination between the Police Force, and the community to develop activities by establishing
communication with citizens’ groups and organizations to expand the collaboration in security programs and
public surveillance.

= Auxiliary Services of Operations — This fund is used to post resources and costs related to auxiliary activities
and complementary police services to combat the criminal incidence. In addition, to administer laws and
regulations for the issuance of certificates of good behavior certificates, licenses and permits for the use of
weapons and private detective schools.

= Police Surveillance — This fund is used to account for resources and expenditures related to services for the
surveillance and protecting the security of the community.

= Governor’s Security — This fund is used to account for resources and expenditures related to the security
services and protection of past and present Governors, their families and the Luis Mufioz Marin Foundation.

= 911 Emergency Services — This fund is used to account for resources and expenditures related to the
regulation, direction and administration of the emergency service calls to attend the services requested for
emergencies.

= Police Professionalization Program (formerly Criminal Justice University College) — This fund is used to
account for resources and expenditures related to the program of training new police cadets as well as
retraining of current police officers on academic, tactical and disciplinary skills necessary to maintain a highly
professionalize police force.

= Control and Supervision of Transit — This fund is used to account for resources and expenditures to maintain
public order, prevent accidents, and maintain an appropriate level of safety in the public highways.

Notes to Financial Statement

The notes to financial statement provide information that is essential to a user’s full understanding of the data
provided in the financial statement.

B. Stewardship, Compliance, and Accountability
Budgetary Information

On January 2, 2017, the Governor of Puerto Rico signed the Executive Order No. 2017-005, which required that
all departments, agencies, and instrumentalities of the Government of Puerto Rico and those expressly required
by the Governor, are ordered to implement the Zero-Base Budget methodology for the preparation of the budget
for fiscal year 2017-2018 and subsequent fiscal years, per the applicable techniques and approaches of Zero-
Base Budget and should be in conformity with the Fiscal Plan approved by the Oversight Board for Puerto Rico,
pursuant to the Federal Law Pub. L. 114-187, Puerto Rico Oversight, Management and Economic Stability Act
(PROMESA).

The revenues recognized in the General Fund consist of appropriations from the Office of Management and
Budget of the Commonwealth of Puerto Rico for recurrent and ordinary functions of BPRP.

continue
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BUREAU OF PUERTO RICO POLICE OF THE NOTES TO THE FINANCIAL STATEMENT
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

For budgetary purposes, encumbrance accounting is utilized to the extent necessary to assure effective
budgetary control and accountability and to facilitate effective cash planning and control. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes,
encumbrances outstanding at year-end are reported as assigned fund balances and do not constitute
expenditures or liabilities because the commitments will be honored during the subsequent year. In addition,
under the budgetary basis of accounting, revenues are recorded when cash is received. The unencumbered
balance of any appropriation at the end of the year will lapse at the end of such fiscal year. The legal of budgetary
control at the Office are for general and special funds expenditures.

The financial statement is presented at the programmatic level. However, budgetary control and accounting are
maintained at a level more detailed to provide the management control in detail of the expenses to the appropriate
level of the budget.

Federal grant funds can be carried over a specified amount of time, upon request to, and approval by the federal
agencies. The financial statement is presented at the programmatic level. However, budgetary control and
accounting is exercised at a lower level providing management with detailed control over expenditures at an
appropriated budget level. Budgetary Comparison Schedule is not legally required to do so.

C. Compensated Absences

BPRP accrues accumulated unpaid vacation and sick leave and associated employee-related costs when earned
(or estimated to be earned) by the employee. After the approval of Act No. 8 of February 6, 2017, BPRP's
employees are granted 24 days of vacations and 12 days of sick leave annually. New employee accumulates
retroactively after the first 3 months of employment. Vacations may be accumulated up to a maximum of sixty
(60) days and sick leave up to a maximum of ninety (90) days. In the event of employee resignation, the employee
is paid for accumulated vacation days up to the maximum allowed at the current rate. Separation from
employment prior to use of all or part of the sick leave terminates all rights for compensation, except for employees
with ten years of service who are entitled to sick leave pay up to the maximum allowed. BPRP accrued a liability
for compensated absences, which meet the following criteria: (1) BPRP 's obligation relating to employee's rights
to receive compensation for future absences is attributable to employee's services already rendered; (2) the
obligation relates to rights that vest or accumulate; (3) payment of the compensation is probable; and (4) the
amount can be reasonably estimated.

D. Reduction of Working Day

Act No. 8 of February 6, 2017 establishes that any employee will have the option of requesting a voluntary
reduction of their working day by means of a prior agreement with their employer, for a reduction period equivalent
to one day of work.

E. Risk Financing

BPRP is exposed to various risks of loss related to torts, theft of, damage to, or destruction of assets, errors and
omissions, injuries to employees’ health, and natural disasters. Commercial insurance policies covering such risk
are negotiated by the Puerto Rico Treasury Department and costs are allocated among all the municipalities and
Commonwealth of Puerto Rico instrumentalities. Also, principal officials of BPRP are covered under various
surety bonds. Management believes such coverage is sufficient to preclude any significant uninsured losses to
BPRP.
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BUREAU OF PUERTO RICO POLICE OF THE NOTES TO THE FINANCIAL STATEMENT
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

BPRP carries insurance coverage for death and bodily injuries caused by the motor vehicles accidents. The
insurance is obtained through the Automobile Accidents Compensation Administration (AACA), a component unit
of the Commonwealth of Puerto Rico. This insurance is compulsory for all licensed vehicles used on public roads
and highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid directly to
AACA.

BPRP obtains workers compensation insurance though the State Insurance Fund Corporation (SIFC), a
component unit of the Commonwealth of Puerto Rico. This insurance covers workers against injuries, disability
or death because of work or employment-related accidents, or because of illness suffered as a consequence of
their employment. Cost of insurance allocated to BPRP and deducted from the state appropriation for the year
ended June 30, 2022 amounted to $26,524,287.

BPRP obtains unemployment compensation, non-occupational disability, and drivers’ insurance coverage for its
employees through various insurance programs administered by the Department of Labor and Human Resources
of the Commonwealth of Puerto Rico (DOLHR). These insurance programs cover workers against unemployment
and provide supplementary insurance coverage for temporary disability, or death because work or employment-
related accidents or non-occupational disability and drivers’ insurance premiums are paid to DOLHR on a cost
reimbursement basis. Total paid during fiscal year ended June 30, 2022 amounted to $791,796.

F. Accounting for Pension Costs

As further disclosed in Note 6, effective July 1, 2017, a new “Pay-As-You-Go” (“Pay-Go”) system was enacted
into law by Act No. 106 of 2017 (Act No. 106-2017), significantly reforming the defined benefit plan (the Plan) of
the Employees’ Retirement System of the Government of the Commonwealth of Puerto Rico (ERS). Under the
“Pay-Go” system, employers’ contributions and other contributions ordered by special laws were all eliminated
and substantially all the assets of the Plan were liquidated, and its proceeds transferred to the Commonwealth’s
General Fund for payment of pension benefits; therefore, since the enactment of Act No. 106-2017, the
Commonwealth’s General Fund makes direct payments to the pensioners and is then reimbursed for those
payments by the participating employers.

Act No. 106-2017 impacts the benefits provided to ERS members as follows:

o New employees hired July 1, 2017 or later will be participants in a separate defined contribution plan
and will not become ERS members.

o Effective July 1, 2017, current ERS members will no longer make any contributions to ERS.
Prospectively, active members will participate in a separate defined contribution plan.

In addition, Act No. 106-2017 provides that ERS will be funded on a “Pay-As-You-Go” basis. This funding change
resulted in the change in the applicable accounting standard from GASB Nos. 67/68 to GASB No. 73, Accounting
and Financial Reporting for Pensions and Related Assets that are not Within the Scope of GASB Statement 68,
and Amendments to Certain Provisions of GASB Statement 67 and 68, for employer financial accounting purpose.
The following contributions are eliminated by Act No. 106-2017:

e ActNo. 116-2011 employer contributions — was 15.525% of payroll in 2016-2017 and was scheduled to
increase by 1.25 of payroll per year to an ultimate rate of 20.525% of payroll in 2020-2021 and later.

e Act No. 32-2013 Additional Uniform Contribution.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

e Act No. 3-2013 Supplemental Contributions — was $2,000 for each pensioner who was previously
benefitting as an Act No, 447-1951 and Act No. 1-1990 member while an active employee. The
contribution paid for the Medical Insurance Plan Contribution (up to $1,200 per member), the Christmas
Bonus ($200 per member), and Medication Bonus ($100 per member) payable to members who retired
prior to July 1, 2013. The excess of these Supplemental Contributions remained in the System to pay
down the unfunded actuarial accrued liability.

As ERS is a multiple employer plan and the benefits are no longer funded by a pension trust, GASB No. 73
applies to the pension benefits provided to each participating employer's own employees. The Central
Government and its component units are considered to be one employer. Other employers, like municipalities,
also participate in ERS.

G. Other Postemployment Benefits

GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions,
that replaces GASB Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, governs the specifics of accounting for public OPEB plan obligations for
participating employers and is required to be implemented for employer fiscal years beginning after June 15,
2017.

In addition to the pension benefits described in Note 6, the Commonwealth provides other retirement benefits,
such as Christmas Bonus, and postemployment healthcare benefits (OPEB) for its retired employees in
accordance with local law. Substantially, all of the employees may become eligible for these benefits if they reach
normal retirement age while working for the Commonwealth. There are no member or employer contributions on
behalf of the Medical Insurance Plan Contribution (MIPC). This benefit is not funded by an OPEB trust, GASB
No. 74 does not apply. It is financed on a “Pay-As-You-Go” basis from the General Fund of the Commonwealth
of Puerto Rico and Municipalities funds (see Note 7).

In accordance with GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions, that replaces GASB Statement No. 45, Accounting and Financial Reporting by Employers
for Postemployment Benefits Other Than Pensions, changes similar to those implemented on GASB No. 67,
Financial Reporting for Pension Plans, and No. 68, Accounting and Financial Reporting for Pensions should be
made.

3. CASH WITH FISCAL AGENTS (DEPARTMENT OF THE TREASURY OF THE COMMONWEALTH OF PUERTO
RICO)

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

4. FUND ADVANCES

BPRP receives fund advances from the Treasury Department of Puerto Rico for the interim financing of federal
programs, as authorized by Act No. 21 of 1979. This Act establishes that all fund advances made will be reimbursed
to the General Fund of the Commonwealth’s Treasury as the corresponding federal funds are received. During the
fiscal year ended June 30, 2022, funds were advanced to BPRP for this purpose.

continue
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5. LEASE COMMITMENTS

BPRP is obligated under certain leases accounted for as short-term leases. Operational leases not granted property
rights or tenant obligations; therefore, neither the assets nor liabilities of leasing arrangements are reflected in the
accounting records. Most of the property is leased to the Public Buildings Authority of Puerto Rico, a component unit
of the Commonwealth of Puerto Rico. Rent paid during the year that ended on June 30, 2022 under these lease
agreements amounted approximately to $13.4 million. The rental agreements and payments are controlled by the
Puerto Rico Office of Management and Budget. Accordingly, information about payments for rent under short-term
leases future minimum was not available.

6. PENSION PLAN

(1)

(2

Description of the Plan

The Defined Benefit Pension Plan for Participants of the Employee’s Retirement System of the Government of
the Commonwealth of Puerto Rico (ERS) was created by Act No. 447, approved on May 15, 1951, as amended
(Act No. 447-1951) and began operation on January 1, 1952, at which date, contributions by employers and
participating employees commenced, to provide pension and other benefits to retired employees of the
Commonwealth, its public corporations and municipalities. Prior to the effect of Act No. 106 of August 23, 2017
(Act No. 106-2017) the ERS was administered by the Board of Trustees of the ERS. Effective July 1, 2017, all
employer contributions were eliminated pursuant to Act No. 106-2017 and the Commonwealth implemented a
“Pay-As-You-Go” (“Pay-Go”) system for the payment of pensions. Also pursuant to Act No. 106-2017, the ERS
was required to liquidate its assets and transfer the net proceeds to the Department of Treasury of the
Commonwealth to pay pension bengfits. After that, new employees hired July 1, 2017 and later will not become
ERS members, current ERS members will no longer make any contributions to ERS, and ERS will be funded on
a “Pay-As-You-Go” basis.

As a result of the implementation of the “Pay-Go” system, the Plan does not meet the criteria in paragraph 4 of
GASB No. 68, Accounting and Financial Reporting for Pension, to be considered a plan that is administered
through a trust or equivalent arrangement and, therefore, is required to apply the guidance in GASB No. 73,
Accounting and Financial Reporting for Pensions and Related Assets That Are Not within the Scope of GASB 68,
and Amendments to Certain Provisions of GASB Statements 67 and 68. Under the guidance of GASB No. 73,
the Commonwealth and its component units are considered to be one employer, and are classified for financial
reporting purposes as a single-employer defined benefit pension plan.

Pension Benefits

The benefits provided to the ERS participants are established by Commonwealth law and may be amended only
by the Legislature with the Governor’s approval, or by court decision. Certain provisions are different for the three
groups of members who entered the ERS prior to July 1, 2013 as described below:

« Members of Act No. 447-1951 are generally those members hired before April 1, 1990 (Contributory,
Defined Benefit Program)

* Members of Act No. 1 are generally those members hired on or after April 1, 1990 (Act No. 1-1990) and
on or before December 31, 1999 (Contributory, Defined Benefit Program)

*  Members of Act No. 305 are generally those members hired on or after January 1, 2000 and on or before
June 30, 2013 (Define Contributory Hybrid Program). Each member has a no forfeitable right to the value
of histher account. Members have three options to invest their contributions. Investment income is
credited to the member's account semiannually. The Commonwealth does not guarantee benefits at

retirement age.
continue
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6. PENSION PLAN - continuation

Al regular employees hired for the first time on or after July 1, 2013, and former employees who participated in
the defined benefit program and the System 2000 program, and were rehired on or after July 1, 2013, become
members of the Contributory Hybrid Program as a condition to their employment.

In addition, employees who on June 30, 2013, were participants of previous programs became part of the
Contributory Hybrid Program on July 1, 2013. Also, Act No. 3-2013 froze all retirement benefits accrued through
June 30, 2013 under the defined benefit program and, thereafter, all future benefits accrued under the defined
contribution formula used for the System 2000 program participants.

(a) Service Retirement Eligibility Requirements

1)

Eligibility for Act No. 447-1951 Members — members who were eligible to retire as of June 30, 2013
continue to be eligible to retire at any time. Prior to July 1, 2013, Act No. 447-1951 members could retire
upon (1) attainment of age 55 with 25 years of credited service, (2) attainment of age 58 with 10 years
of credited service, (3) any age with 30 years of credited service, (4) for Public Officers in High Risk
Positions (the Commonwealth Police and Firefighter Corps, the Municipal Police and Firefighter Corps
and the Custody Office Corps), attainment of age 50 with 25 years of credited service, and (5), for Mayors
of municipalities, attainment of age 50 with 8 years of credited service as a Mayor. In addition, Act No.
447-1951 members who attained 30 years of credited service by December 31, 2013 are eligible to retire
at any time.

Act No. 447-1951 members who were not eligible to retire as of June 30, 2013 and did not attain 30
years of credited service by December 31, 2013 are eligible to retire upon attainment of the retirement
eligibility age shown in the table below with 10 years of credited service.

. Attained Age Retirement
Date of Birth as of June 30, 2013 |  Eligibility Age
July 1, 1957 or later 55 or less 61
July 1, 1956 to June 30, 1957 56 60
Before July 1, 1956 57 and up 59

In addition to the requirements in the table above, Act No. 447-1951 Public Officers in High Risk
Positions who were not eligible to retire as of June 30, 2013, and did not attain 30 years of credited
service by December 31, 2013 are eligible to retire directly from active service upon the attainment of
age 55 with 30 years of credited service.

Eligibility for Act No. 1-1990 Members — members who were eligible to retire as of June 30, 2013,
continue to be eligible to retire at any time. Prior to July 1, 2013, Act No. 1-1990 members could retire
upon (1) attainment of age 55 with 25 years of credited service, (2) attainment of age 65 with 10 years
of credited service, (3) for Public Officers in High Risk Positions, any age with 30 years of credited
service, and (4) for Mayors, attainment of age 50 with 8 years of credited service as a Mayor.

Act No. 1-1990 members who were not eligible to retire as of June 30, 2013, are eligible to retire upon
attainment of age 65 with 10 years of credited service. In addition, Act No. 1-1990 Public Officers in High
Risk Positions who were not eligible to retire as of June 30, 2013, are eligible to retire directly from active
service upon the attainment of age 55 with 30 years of credited service.

Eligibility for System 2000 Members — members who were eligible to retire as of June 30, 2013, continue
to be eligible to retire at any time. Prior to July 1, 2013, System 2000 members could retire upon

attainment of age 55 for Public Officers in High Risk Positions and attainment of age 60 otherwise.
continue
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()

(c)

System 2000 members who were not eligible to retire as of June 30, 2013, are eligible to retire upon
attainment of age 55 for Public Officers in High Risk Positions and upon attainment of the retirement
eligibility age shown in the table below otherwise.

. Attained Age Retirement
Date of Birth 25 of June 30.2013 | Elgbilty Age
July 1, 1957 or later 55 or less 65
July 1, 1956 to June 30, 1957 56 64
July 1, 1955 to June 30, 1956 57 63
July 1, 1954 to June 30, 1955 58 62
Before July 1, 1954 59 and up 61

4)  Eligibility for Members Hired after June 30, 2013 — attainment of age 58 if a Public Officer in a High-Risk
Position and attainment of age 67 otherwise.

Compulsory Retirement

All Act No. 447-1951 and Act No. 1-1990 Public Officers in High Risk Positions must retire upon attainment
of age 58 and 30 years of Credited Service. A two-year extension may be requested by the member from
the Superintendent of the Puerto Rico Police, the Chief of the Firefighter Corps, or supervising authority as
applicable.

Service Retirement Annuity Benefits

An annuity payable for the lifetime of the member equal to the annuitized value of the balance in the hybrid
contribution account at the time of retirement, plus, for Act No. 447-1951 and Act No, 1-1990 members, the
accrued benefit determined as of June 30, 2013. If the balance in the hybrid contribution account is $10,000
or less, it shall be paid as a lump sum instead of as an annuity.

1) Accrued Benefit as of June 30, 2013 for Act No. 447-1951 Members — The accrued benefit as of June
30, 2013, shall be determined based on the average compensation, as defined, for Act No. 447-1951
members, the years of Credited Service, and the attained age of the member all as of June 30, 2013.
For Act No. 447-1951 Mayors, the highest compensation, as defined, as a Mayor is determined as of
June 30, 2013.

If the Act No. 447-1951 member had at least 30 years of Credited Service as of June 30, 2013, the
accrued benefit equals 65% of average compensation if the member was under age 55 as of June 30,
2013 or 75% of average compensation if the member was at least age 55 as of June 30, 2013. For
participants selecting to coordinate with social security (the Coordination Plan), the benefit is re-
calculated at the Social Security Retirement Age (SSRA), as defined, as 1.5% of average compensation
up to $6,600 multiplied by years of Credited Service, up to 30 years, plus 65% (75% if member was at
least age 55 as of June 30, 2013) of average compensation in excess of $6,600.

continue
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If the Act No. 447-1951 member had less than 30 years of Credited Service as of June 30, 2013, and
attains 30 years of Credited Service by December 31, 2013, the accrued benefit equals 55% of average
compensation if the member was under age 55 as of June 30, 2013 or 60% of average compensation if
the member was at least age 55 as of June 30, 2013. For participants selecting the Coordination Plan,
the benefit is re-calculated at SSRA as 1.5% of average compensation up to $6,600 multiplied by years
of Credited Service, up to 30 years, plus 55% (60% if member was at least age 55 as of June 30, 2013)
of average compensation in excess of $6,600. Member contributions received from Act No. 447-1951
members eligible for this transitory benefit during the period beginning July 1, 2013 and ending upon the
attainment of 30 years of Credited Service are considered pre-July 1, 2013 contributions; the
contributions to the hybrid contribution account begin after the member attains 30 years of Credited
Service.

If the Act No. 447-1951 member had less than 30 years of Credited Service as of December 31, 2013,
the accrued benefit equals 1.5% of average compensation multiplied by years of Credited Service up to
20 years, plus 2% of average compensation multiplied by years of Credited Service in excess of 20
years. Maximum benefit is 75% of average compensation. Except for Commonwealth Police and
Commonwealth participants selecting the Coordination Plan, the basic benefit is re-calculated at SSRA
as 1% of average compensation up to $6,600 multiplied by years of Credited Service up to 20 years,
plus 1.5% of average compensation in excess of $6,600 multiplied by years of Credited Service up to
20 years, plus 2.0% of average compensation in excess of $6,600 multiplied by years of Credited Service
in excess of 20 years. Except for Police and Firefighters, the benefit is actuarially reduced for each year
payment commences prior to age 58.

For Act No. 447-1951 Mayors with at least 8 years of Credited Service as a mayor, the accrued benefit
will not be less than 5% of highest compensation, as defined, as a Mayor for each year of Credited
Service as a Mayor up to 10 years, plus 1.5% of highest compensation as Mayor for each year of non-
Mayor Credited Service up to 20 years, plus 2.0% of highest compensation as Mayor for each year of
non-Mayor Credited Service in excess of 20 years. Non-Mayor Credited Service includes service earned
as a Mayor in excess of 10 years. Maximum benefit is 90% of highest compensation as a Mayor.

Accrued Benefit as of June 30, 2013 for Act No. 1-1990 Members: The accrued benefit as of June 30,
2013 shall be determine based on the average compensation for Act No. 1-1990 member, the years of
Credited Service, and the attained age of the member all as of June 30, 2013. For Act No. 1-1990
Mayors, the highest compensation as a Mayor is determined as of June 30, 2013.

If the Act No. 1-1990 member is a police officer or firefighter with at least 30 years of Credited Service
as of June 30, 2013, the accrued benefit equals 65% of average compensation if the member was under
age 55 as of June 30, 2013 or 75% of average compensation if the member was at least age 55 as of
June 30, 2013.

For all other Act No. 1-1990 members, the accrued benefits equal 1.5% of Average Compensation
multiplied by years of Creditable Service. The benefit is actuarially reduced for each year payment
commences prior to age 65.

For Act No. 1-1990 Mayors with at least 8 years of Credited Service as a mayor, the accrued benefit will
not be less than 5% of highest compensation as a Mayor for each year of Credited Service as a Mayor
up to 10 years, pus 1.5% of highest compensation as Mayor for each year of non-Mayoral Credited
Service up to 20 years, plus 2.0% of highest compensation as Mayor for each year of non-Mayoral
Credited Service in excess of 20 years. Non-Mayoral Credited Service includes service earned as a

Mayor in excess of 10 years. Maximum benefit is 90% of highest compensation as a Mayor.
continue
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(d) Special Benefits
1) Minimum Benefits

- Past Ad hoc Increases: The Legislature, from time, increases pensions for certain retirees as
described in Act No. 124-1973 and Act No. 23-1983.

- Minimum Benefit for Members who Retired before July 1, 2013: The minimum monthly lifetime
income for members who retired or become disabled before July 1, 2013 is $500 per month effective
July 1, 2013 ($400 per month effective July 1, 2007 and $300 per month up to June 30, 2007). (Act
No. 156-2003, Act No. 35- 2007, and Act No. 3-2013)

- Coordination Plan Minimum Benefit: A minimum monthly benefit is payable upon attainment of
SSRA such that the benefit, when added to the Social Security Benefit, is not less than the benefit
payable prior to SSRA.

2) Cost-of-Living Adjustments (COLA) to Pension Benefits

The Legislature, from time to time, increases pensions by 3% for retired and disabled members.
Beneficiaries are not entitled to COLAs granted after the retiree’s death. The first increase was granted
by Act No. 10-1992. Subsequent 3% increases have been granted every third year since 1992, with the
latest 3% increase established on April 24, 2007 and effective July 1, 2007 (retroactive to January 1,
2007) for retired and disabled members that were receiving a monthly benefit on or before January 1,
2004 less than $1,250 per month received an increase of up to 3% without exceeding the limit of $1,250
per month. The COLAs granted in 1992 to all retirees and in 1998 to retirees who are former government
or municipal employees shall be paid by the ERS. All other COLAs granted in 1995 and later shall be
paid by the Commonwealth’s General Fund for former government and certain public corporations
without own treasuries employees or by certain public corporations with own treasuries or municipalities
for their former employees.

3) Special “Bonus” Benefits

- Christmas Bonus: An annual bonus of $200 for each retiree, beneficiary, and disabled member paid
in December provided the member retired prior to July 1, 2013. (Act No. 144-2005, as Amended by
Act No. 3-2013)

- Medication Bonus: An annual bonus of $100 for each retiree, beneficiary, and disabled member to
cover health costs paid in July provided the member retired prior to July 1, 2013. (Act No. 155-2003,
as Amended by Act No. 3-2013)

(3) Allocation Methodology

GASB Statement No. 73 requires that the primary government and the component units that provide pensions
through the same defined benefits pension plan of its primary government, recognize their proportionate share of
the total pension liability, deferred outflows of resources, deferred inflows of resources, and pension expense
(benefit). The employer allocation percentage presented in the schedule of employer allocations and applied to
amounts presented in the schedule of pension amounts by employer are based on the ration of each participating
entity’s actual benefit payments for allocation to the aggregate total of benefit payments for allocation paid by all
participating entities during the year ending on the measurement date.

continue
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(4)

Employer allocation percentages have been rounded for presentation purposes; therefore, amounts presented in
the schedule of pension amounts by employer may result in immaterial differences. The difference between the
actual benefits payments’ column and the benefits payments for allocation in the schedule of employer allocations
represents lump-sum distributions of accumulated benefits that were not considered for allocation purposes.

Total Pension Liabilities and Actuarial Information

The Total Pension Liability of the System was approximately $27.2 billion as of June 30, 2022 and was determined
by an actuarial valuation as of July 1, 2020 which was rolled forward to June 30, 2021 (measurement date as of
June 30, 2021).

(a) Actuarial Methods and Assumptions

The actuarial valuation used the following actuarial assumptions applied to all periods in the measurement
period.

Discount Rate

The discount rate for June 30, 2022, was 2.16%. this represents the municipal bond return rate as chosen
by the Commonwealth. The source is the bond Buyer general Obligation (GO) 20-Bond Municipal Bond
Index, which includes tax-exempt general obligation municipal bonds with an average rating of AA/Aa or
higher.

Mortality

The mortality tables used in the June 30, 2021 actuarial valuation was as follows:

Pre-retirement Mortality

For general employees not covered under Act No. 127-1958, the PubG-2010 employee rates, adjusted
by 100% for males and 110% for females, projected using MP-2021 on a generational basis. For
members covered under Act No. 127-1958, the PubS-2010 employee rates for males and females,
projected using MP-2021 on a generational basis. As generational table, they reflect mortality
improvements both before and after the measurement date.

100% of deaths while in active service are assumed to be occupational for members covered under Act
No. 127-1958.

Post-retirement Retiree Mortality

Rates which vary by gender are assumed for healthy retirees and beneficiaries based on a study of the
Plan’s experience from 2013 to 2018 and updated expectations regarding future mortality improvement.
The PubG-2010 healthy retiree rates, adjusted by 100% for males and 110% for females, projected
using MP-2021 on a generational basis. As a generational table, it reflects mortality improvements both
before and after the measurement date. This assumption is also used for beneficiaries prior to the
member's death.
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- Post-retirement Disabled Mortality

Rates which vary by gender are assumed for disabled retirees based on a study of the Plan’ experience
from 2013 to 2018 and updated expectations regarding future mortality improvement. The PubG-2010
disabled retiree rates, adjusted by 80% for males and 100% for females, projected using Mortality
Improvement Scale MP-2021 on a generational basis. As generational table, it reflects mortality
improvements both before and after the measurement date.

- Post-retirement Beneficiary Mortality
Prior to the retiree’s death, beneficiary mortality is assumed to be the same as the post-retirement retiree
mortality. For periods after the retiree’s death, the PubG-2010(B) contingent survivor rates, adjusted by
110% for males and 120% for females, projected using MP-2021 on a generational basis. As
generational table, it reflects mortality improvements both before and after the measurement date.

Other Assumptions as of June 30, 2021

Actuarial Cost Method Entry age normal
Inflation Rate Not Applicable
Salaries Increases 3.00% per year. No compensation increases are assumed until July 1, 2021

as result of Act No. 3-2017, four-year extension of Act No. 66-2014, and the
current general economy.

(b) Total Pension Liability

Effective July 1, 2014, the Office implemented the provisions of GASB Statement No. 68, Accounting and
Financial Reporting for Pensions — an amendment of GASB Statement No. 27, and GASB Statement No.
71, Pension Transition for Contributions Made Subsequent to the Measurement Date-an amendment of
GASB Statement No. 68, which significantly changed the Office’s accounting for pension amounts. The
information disclosed below is presented in accordance with GASB No 73, after the implementation of Act
No. 106-2017. The Office’s Total Pension Liability was measured as of June 30, 2021. The measurement
Date is June 30, 2019, date as of which the Total Pension Liability is determined. The Reporting Date is for
periods ending July 1, 2020 through June 30, 2021. Total Pension Liability of the Central Government of the
Commonwealth of Puerto Rico was $27,184,320,391.

“Pay-As-You-Go” Funding

On June 27, 2017, the Treasury Department issued Circular Letter No. 1300-46-17 in order to convey to the central
government agencies, public corporations and municipalities the new implementation procedures to adopt, effective
July 1, 2017, a new “Pay-As-You-Go” (“Pay-Go”) mechanism for the ERS.

Subsequently, on August 23, 2017, the Governor signed into law the “Act to Guarantee the Payment to Our Pensioners
and Establish a New Plan for Defined Contributions for Public Servants” (Act No. 106-2017), which reformed the
Commonwealth Retirement Systems. Act No. 106-2017 terminated the previously existing pension programs for the
ERS'’s participants as of June 30, 2017. The members of the prior programs and new system members hired on and
after July 1, 2017 are now enrolled in a new defined contributions program. Act No. 106-2017 also established by law
the “Pay-Go” mechanism for the payment of accumulated pension benefits and eliminated employers’ contributions
and other analogous contributions. Approximately $2 billion was allocated for the payment of “Pay-Go” benefits in
each of the budgets for fiscal years 2018 through 2021.

continue
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Furthermore, Act No. 106-2017 modified the ERS’s governance. Under Act No. 106-2017, the ERS’ Board of Trustees
was substituted with a new Retirement Board, which is currently responsible for governing all of the Commonwealth’s
Retirement Systems.

Act No. 106-2017 also ordered a suspension of the ERS’s loan programs and ordered a merger of the administrative
structures of the retirement systems. At the Retirement Board’s discretion, the servicing of the ERS’s existing loan
portfolio may be externalized. Pursuant to Act No. 106-2017, the employees of the ERS that are not retained under
the new administrative structure will be transferred to other public agencies in conformity with Act No. 8-2017.

At a basic level, ERS will need to hold some level of operating cash to account for any ongoing timing issues between
receipt and disbursement of funds. The “Pay-Go” funding needed in a given year is the difference between actual
contributions and actual disbursements:

e Contributions to ERS are primarily based on statutory percentage of payroll.

o Disbursements are comprised of benefit payments, administrative expenses, and Pension Obligation Bond
debt service.

Contributions and disbursements will experience natural variation due to emerging demographic experience.
Contributions and disbursements can also be greatly impacted by specific management decisions, such as an early
retirement incentive program or other workforce reduction. A major issue that needs to be addressed by ERS and the
Commonwealth is determining what the process of ERS budgeting for “Pay-Go” funding will be. While the ERS can
set an expected “Pay-Go” amount at the time of budgeting for an upcoming fiscal year, both actual contributions and
disbursements can vary from expectations during the fiscal year.

o [fthe budget is set based on expected contributions and disbursements, in the event of adverse experience
during the fiscal year, should provide for additional funds from the sponsoring employers.

o Ifthe ERS be permitted to develop a budget request of a “Pay-Go” amount for the fiscal year that includes a
margin to provide a buffer against adverse outcomes.

¢ And how would the impacts of specific management decisions be handled.

There are certainly many more operational details to be considered. “Pay-Go” operation is a complex issue that
requires careful though and planning, constant monitoring, and the ability to respond to emerging events quickly.

The Employee’s Retirement System of the Government of the Commonwealth of Puerto Rico provides additional
information of the Defined Benefit Program and Hybrid Program. They issue a publicly available financial report that
includes financial statements and required supplementary information for ERS, as a component unit of the
Commonwealth. That report may be obtained by writing to the Administration at PO Box 42003, Minillas Station, San
Juan, PR 00940-2003.

7. OTHER POSTEMPLOYMENT BENEFITS (OPEB)

In addition to the pension benefits described in Note 6 the Commonwealth provides other retirement benefits, such as
Christmas Bonus, and healthcare benefits for its retired employees in accordance with local laws. Substantially, all of
the employees may become eligible for these benefits if they reach normal retirement age while working for the
Commonwealth.
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(1) Plan Description

The Other Postemployment Benefit Plan of the Commonwealth of Puerto Rico for Retired Participants of the Employees’
Retirement System (the Plan) is an unfunded, defined benefit other postemployment healthcare benefit plan (OPEB). The
Plan is administered on a “Pay-As-You-Go” basis. Accordingly, no assets are accumulated in a qualifying trust that meets
the criteria in paragraph 4 of GASB Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions (GASB Statement No. 75). Under the guidance of GASB Statement No. 75, the
Commonwealth and its component units are considered to be one employer and are classified for financial
reporting purposes as a single employer defined benefit OPEB plan.

Healthcare Benefits

The Plan covers a payment of up to $100 per month to the eligible medical insurance plan selected by each
member provided that the member retired prior to July 1, 2013 (Act No. 483, as Amended by Act No. 3-2013).

Christmas Bonus Benefits

The Christmas Bonus was $200 per retiree, beneficiary, and disabled member paid in December provided the
member retired prior to July 1, 2013 (Act No. 144, as Amended by Act No. 3-2013).

Medication Bonus

The Plan covers an annual bonus of $100 for each retiree, beneficiary, and disabled member to cover health
costs paid in July provided the member retired prior to July 1, 2013. Evidence of coverage is not required. The
amount is prorated if there are multiple beneficiaries. (Act No. 155, as Amended by Act No. 3-2013).

(2) Allocation Methodology

GASB Statement No. 75 requires that the primary government and the component units that provide OPEB
benefits through the same defined benefits OPEB plan, recognize their proportionate share of the total OPEB
liability, deferred outflows of resources, deferred inflows of resources, and OPEB expense (benefit). The employer
allocation percentage presented in the schedule of employer allocations and applied to amounts presented in the
schedule of OPEB amounts by employer are based on the ration of each participating entity’s actual benefit
payments for allocation to the aggregate total of benefit payments for allocation paid by all participating entities
during the year ending on the measurement date. Employer allocation percentages have been rounded for
presentation purposes; therefore, amounts presented in the schedule of OPEB amounts by employer may result
in immaterial differences.

8. CONTINGENCIES
A. Federal Awards

In the normal course of operations, BPRP participates in various federal grant agreements from year to year. The
expenditures financed by grants are subject to program compliance audits by the grantor and passed-through
agencies in order to assure compliance with grant requirements. If expenditures are disallowed due to
noncompliance with grant program regulations, the BPRP may be required to reimburse the grantors for such
expenditures.

BPRP is also subject to audits performed by the Office of the Comptroller of Puerto Rico.

continue
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B. Litigation

BPRP is defendant in lawsuits arising in the normal course of governmental operations, principally from claims
for alleged violation of civil rights and discrimination in employment practices. According to the laws of the
Commonwealth of Puerto Rico, the BPRP is fully represented by the Puerto Rico Department of Justice in defense
of all legal cases against the BPRP. Any claims with negative financial impact will be paid from the General Fund
of the Commonwealth of Puerto Rico, with no effect on the budget or resources of the BPRP.

9. PUERTO RICO OVERSIGHT, MANAGEMENT, AND ECONOMIC STABILITY ACT (PROMESA)

The Puerto Rico Oversight, Management, and Economic Stability Act, Pub. Law 114-187 ("PROMESA" or the "Act"),
was enacted into law on June 30, 2016. The Senate had passed PROMESA on June 29, 2016, and President Obama
signed the Act into law on June 30, 2016, one day before the Commonwealth of Puerto Rico was expected to, and
did, default on substantial payment obligations.

PROMESA Overview
Background

Prior to the enactment of PROMESA, Puerto Rico had been mired in an economic and demographic downward
spiral for a decade. As of 2018, the economy was $18 billion smaller in real terms and the population was more than
half a million smaller (largely due to outmigration) than it was in 2005 - trends that, even before recent natural
disasters, were projected to continue. Over 40% of the population (including ~58% of Puerto Rican children) lives
below the poverty line, and ~47% are dependent on Medicaid for healthcare.

Meanwhile, before PROMESA, the consolidated Commonwealth’s outstanding debt and pension liabilities had grown
to over $120 billion — with more than $70 billion in financial debt and more than $50 billion in pension liabilities — an
amount almost twice the size of Puerto Rico’s economy.

Also, before PROMESA was enacted, Puerto Rico had passed the Puerto Rico Corporation Debt Enforcement and
Recovery Act (the "PR Recovery Act") in 2014. The PR Recovery Act would have enabled certain of Puerto Rico's
instrumentalities to adopt a recovery or restructuring plan for their debt. However, in Puerto Rico v. Franklin Cal. Tax-
Free Trust, et al., 136 S. Ct. 1938 (2016), the United States Supreme Court held that the PR Recovery Act was invalid
because it was preempted by the United States Bankruptcy Code, 11 U.S.C. §§ 101 et seq., as amended (the
"Bankruptcy Code"). In sum, the Supreme Court found that the Bankruptcy Code applies to Puerto Rico by including
the territory within the definition of a "State" (except in the case of Puerto Rico for purposes of determining whether a
State's municipalities may be debtors thereunder). The Court then concluded that the PR Recovery Act was
preempted by a provision of the Bankruptcy Code prohibiting States from enacting their own bankruptcy legislation.

PROMESA

Unlike the PR Recovery Act, PROMESA is a federal legislative enactment. The Act is very extensive and the first of
its kind in many respects. PROMESA includes a variety of provisions applicable to Puerto Rico, its instrumentalities
and their liabilities and operations. The following is a summary of PROMESA, which is intended as a broad overview
of primary provisions of PROMESA.

Oversight Board: The Act establishes a seven-member Oversight Board, the members of which will be designated
by Congress and the President. The Oversight Board is provided with broad authority over Puerto Rico and
instrumentalities of Puerto Rico which the Oversight Board designates as "covered" instrumentalities.
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The Oversight Board is generally an autonomous body that has broad authority and discretion over Puerto Rico,
including the ability to place Puerto Rico itself and a "covered" instrumentality into a debt restructuring proceeding
established under the Act, require and approve a fiscal plan, require and approve a budget, oversee operations and
implement changes that are necessary to comply with an approved fiscal plan or budget, approve the issuance of
debt, hold hearings and issue subpoenas in furtherance of its functions, enter into its own contracts, analyze a
territory's pensions and pension liability, approve voluntary settlements with creditors, and become a direct party in
litigation against Puerto Rico or an instrumentality. The Oversight Board is, in effect, considered a division of the
territory and can hire officers, professionals and legal counsel.

The definition of "territorial instrumentality" in PROMESA provides that such definition includes an “instrumentality of
a territory". In addition, by analogy, the definition of "municipality" in the Bankruptcy Code is similarly defined as an
instrumentality "of a State". However, courts have held, and commentators have noted, that a municipality under the
Bankruptcy Code includes not only an instrumentality of a State, but also an instrumentality of an instrumentality of a
State.

Conditions for Termination of the Oversight Board

The Oversight Board was designed to have a finite life, defined objectives, and defined tools and authorities to achieve
those objectives. Every action taken by the Oversight Board over the past five years has been dedicated specifically
and exclusively to completing its mission as stated in the law as soon as possible. The Oversight Board seeks to
complete its work under PROMESA promptly, so that fiscal controls, fiscal sustainability, and economic prosperity and
growth can return to Puerto Rico.

PROMESA is specific in terms of how and when the Oversight Board can be terminated. The two provisions, found in
Section 209 of PROMESA, that define when the Oversight Board can be dissolved, were incorporated into the federal
law to ensure the board disappeared, for good, once Puerto Rico’s financial outlook stabilized and better financial
management processes have been put in place.

An Oversight Board shall terminate upon certification by the Oversight Board that:

the applicable territorial govemment has adequate access to short-term and long-term credit markets
at reasonable interest rates to meet the borrowing needs of the territorial government; and

for at least 4 consecutive fiscal years—

the territorial govemment has developed its Budgets in accordance with modified accrual
accounting standards; and

the expenditures made by the territorial government during each fiscal year did not exceed the
revenues of the territorial government during that year, as determined in accordance with modified
accrual accounting
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Progress on Requirement Number 1: Adequate Access to Credit Markets at Reasonable Interest Rates
Sustainable Debt Restructuring

The Oversight Board has and is following a “once and done” approach to the restructurings, to ensure Puerto Rico
will not be insolvent again. Together with the Government of Puerto Rico, the Oversight Board has made substantial
progress in adjusting Puerto Rico’s debt, the largest debt restructuring in the history of the municipal bond market.
The confirmed PoA reduces the outstanding Commonwealth’s debt and other claims by almost 80%, from $33 billion
of existing claims to $7.4 billion in new debt. In addition, the Commonwealth’s total debt service payments (including
COFINA senior bonds) have been reduced by more than 60% to date, from $90 billion to $34 billion, saving Puerto
Rico almost $60 billion in debt service payments.

In May 2017, the Puerto Rico Government and the Government Development Bank (GDB) signed a Restructuring
Support Agreement (RSA) with a significant portion of GDB creditors to restructure GDB’s debt under PROMESA’s
Title IV. The RSA, as amended in April 2018, reduced about $5 billion of debt to about $3 billion, reducing the face
value of claims by 45%. The debt payments are secured by GDB cash flow from certain legacy assets without recourse
to the Puerto Rico Government. This restructuring cushioned municipalities by offsetting the loans they owed to the
GDB by the full amount of their deposits at GDB.

In February 2019, the U.S. District Court approved the Plan of Adjustment for the Puerto Rico Sales Tax Financing
Corporation (COFINA), the first debt restructuring completed under PROMESA's Title lll. It reduced COFINA debt by
$6 billion, from $18 billion to $12 billion. Furthermore, it reduced debt service payments by 32%, saving the people of
Puerto Rico approximately $17.5 billion that will now be available to support the financial needs of the Commonwealth.

In August 2019, the Puerto Rico Aqueduct and Sewer Authority (PRASA) and the Government of Puerto Rico reached
an agreement with the U.S. Environmental Protection Agency (EPA) and U.S. Department of Agriculture (USDA) to a
consensual modification of about $1 billion of outstanding loans under PROMESA'’s Section 207. This agreement
lowers PRASA's debt service payments on the U.S. Government program loans by about $380 million over the next
10 years and eliminates approximately $1 billion in guaranty claims against the Puerto Rico Government. Additionally,
it provides PRASA with access to $400 million in new federal funding through various clean water programs over the
next five years to support PRASA’s ongoing effort to improve water quality and safety for the people of Puerto Rico.

On January 18, 2022, the U.S. District Court for the District of Puerto Rico issued an order to confirm the Plan of
Adjustment to restructure approximately $35 billion of debt and other claims against the Commonwealth of Puerto
Rico, the Public Buildings Authority (PBA), and the Employee Retirement System (ERS); and more than $50 billion of
pension liabilities. The Plan of Adjustment creates a foundation for Puerto Rico’s recovery and economic growth. It
represents several years of engagement by the Oversight Board, creditor groups, and the Government of Puerto Rico.
It provides one-time cash payments, the issuance of new debt and contingent value instruments (CVIs), among other
things. In addition, the PoA provides certain Commonwealth employees with various benefits. For instance, AFSCME,
who voted to support the PoA, will receive a new 5-year Collective Bargaining Agreement (CBA), which provides a
number of contractual protections including healthcare, vacation and sick accruals, and specific actions that must be
taken prior to any implementation of layoffs. AFSCME represented employees will also be eligible to participate in
Fiscal Plan outperformance, with a guaranteed minimum bonus of $2,000 annually for the term of the 5-year CBA.
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9. PUERTO RICO OVERSIGHT, MANAGEMENT, AND ECONOMIC STABILITY ACT (PROMESA) - continuation

The PoA also includes provisions to protect current and future retirees by creating a fiscally sustainable retirement
system that freezes TRS and JRS pensions and establishing a pension reserve trust to provide increased confidence
that future funding will be available to meet the promises made to retirees. The PoA provides for a more diverse
retirement income by ensuring all Government employees are participating in the Act No. 106 Defined Contribution
Program, enrolling teachers and judges in United States Social Security, restoring the System 2000 contributions
made by employees to the individually owned Act No. 106 accounts outside of Government control, and providing
$2,600 to the Act 106 accounts of active Act No. 1-1990 / Act No. 447-1952 employees. For additional details on
specific provisions included in the confirmed PoA, refer to the sixth modified eighth amended PoA for the
Commonwealth of Puerto Rico.

Key to the sustainability of any debt restructuring is the growth of the Puerto Rico economy. The Oversight Board has
stressed for the past five years that returning to economic growth requires structural reforms to enhance the reliability
of power; improve educational outcomes, labor market participation and labor productivity; enhance the ease of doing
business on the Island; and generate more effective returns on capital investments and infrastructure. All of these aim
to strengthen Puerto Rico’s competitiveness in the global marketplace, attract new private capital, the creation of jobs,
and ultimately a better life for the residents of the Island.

Timely Financial Reporting

The requirement related to timely financial reporting includes expectations that the Government publish past due
audited financials begin issuing audited financial statements on a best practice basis (e.g., issue audited financial
statements within six months after the fiscal year ends).

The Government of Puerto Rico has yet to produce long past due Annual Comprehensive Financial Report (ACFRs)
for FY2019-FY2020. The Oversight Board has continuously encouraged the Government to finalize and publish its
past due audited financial statements, including spending time at two recent public board meetings on the topic and
providing increased funding for required personnel at Hacienda.

To achieve timely financial reporting the Government must, among other things, provide a detailed timeline and
implementation plan, positioning Hacienda to successfully oversee the publication of the ACFRs, and signing a multi-
year master audit contract. Perhaps most importantly, the Government must transition to implementing monthly
closing procedures over its books and records and implement strict monitoring over the process with consequences
for agencies that fall behind. Without implementing these changes, ACFR issuance will continue to be delayed and
unpredictable.

As seen in Exhibit 8, the Government is behind on meeting many of these requirements, but with steadfast political
will and leadership, the Oversight Board is convinced that these objectives can be reached, past due ACFRs can be
issued within the next two years, and a system can be put in place that assures continued timely issuance as expected
by the credit markets.

Progress on Requirement Number 2: Four Years of Budgets Developed with Modified Accrual Accounting
Principles and Expenditures which have not Exceeded Revenues
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Four Years of Developing Budgets in Line with Modified Accrual Accounting Standards

The Government is expected to develop and implement a budget in accordance with modified accrual accounting
standards for four consecutive years, according to accounting practices recommended by the GASB for municipal
financial statements, including by publishing ACFRs. There are numerous benefits of transitioning from cash
accounting to modified accrual accounting. A modified accrual accounting method is more conservative since it
requires recognition of revenues when measurable and promised payments when liabilities are incurred.
Consequently, the books and records will present a more realistic picture of spending and help Puerto Rico avoid
overspending and present an accurate financial picture to Government managers, taxpayers and other stakeholders.
Furthermore, it would eliminate many one-time maneuvers and lead to genuinely balanced budgets once all the debt
restructurings are consummated. The transition to modified accrual budgeting was one element that led to New York
City’s financial recovery in the 1970’s, helping to establish stricter budgetary discipline on the City.

Four Years of Balanced Budgets According to Accrual Based Accounting Method

Before PROMESA, Puerto Rico had a history of overstating revenues and understating, misstating, or not stating all
of its expenditures in a given year. This lack of budgetary control enabled budgets which appeared to be balanced
consistent with the Puerto Rico Constitution’s requirements, to cause deficits and force borrowing, and resulted in the
situation the Government faces today.

The key principles that will need to be met for the Government to achieve this requirement are the formulation of an
accrual based budget, better monitoring of revenue and expenses, integration of the payroll systems, maintenance of
an accounts payable ledger, and registration of purchase orders and budgeting for all other funds, not just the General
Fund. In accordance with the definition of territorial government in law, these principles will need to be met for all
covered instrumentalities, unless the Oversight Board exempts a covered instrumentality from coverage under the
requirement.

To fully implement accrual budgeting, the Government would need to adopt policies and train employees to record
expenses, make sure adjusting entries are communicated and coordinated across agencies, and shift to having
accruals and interagency reconciliations automated. Furthermore, revenues and expenditures must be periodically
reviewed against the forecast to respond to changes and there must be detailed resolution certifications and expense
system registration. Additionally, payroll must be adequately tracked, controlled, and integrated. Accounts payable
must be automated and follow clear procedures. Purchase orders and other encumbrances must be booked for the
entire year, at the beginning of the year, and as many special revenue funds as possible must be eliminated.

The Government and other covered instrumentalities have unfortunately not yet demonstrated meaningful progress

in many of the key requirements for the termination of the Oversight Board. As shown in Exhibit 8, rapid progress will
be needed across a number of dimensions to meet the key requirements under PROMESA.

This space is intentionally left in blank.
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NOTES TO THE FINANCIAL STATEMENT
FOR THE FISCAL YEAR ENDED JUNE 30, 2022

EXHIBIT 8 PROGRESS TOWARDS ACHIEVING KEY REQUIREMENTS FOR THE
TERMINATION OF THE OVERSIGHT BOARD

Category

Detads

. Not stated Some Progress . Comgieted

Progress

wrient

Exchanged / New Debt

Exchanged / new bonds rading well in the pubiic markets

Interest from tradiional, Instiutional municpal bond buyers

Compiete Muni bond market / buyers
Sustainable Debt
Restructuring Investors Evidence investors ready 10 invest in Pueno Rico again .
Prepare a written debt management policy as required by the CW PoA
Debt Management Pol
ey Present the dedt management policy to the Oversight Board for approval
Timeiine and Action Plan Provide detailed timedine and implementation plan for issuance financial statements
Adequately postion Macienda's financial reporting division 10 oversee completion of all
2 ol reporting division financial reporting, Including component units
th tial contract : !
Mult PRORPeReY Secure r'num-y.e.v contracts with audiiors and other essential contraciors In conformance .
Timely Financial with best practices
Reporting Short-lerm: implement / monitor @ Ngorous process 1or clrcular letiers, administrative
Implement monthly closing determinations, procedures, and reguiations (manual closings)
procedures Medium.term: iImplement ERP system (quarterly closing procedure)
Longerderm: ERP system fully implemented (monthiy closing procedures)
Strict monitoring and publish Set up sirict monitoring and escalation procedures with consequences and published
delays scheduies noting agency and component unit dedays .

Budgets In

Modified Accrual Budgeting

Revenue / Expenses

Adopt policies and rain employees 10 book budget and book expenses
Adjusting entries are communicated and coordinated across agences
Accruals and interagency reconciliations automated

Incorporate a periodic review of revenues and expendifures aganst the forecast to
respond to changes
Detaded resolution certfications and expense system registration

Appropriations for lermination of payroll accruals

accordance with tems
modified accrual Payroll Sys Inlegrate systermwide payrol system nlo a financial reporting system
accounting Maintain government wide monthly acCounts payable procedures
standards Accounts Paysbie Automate process and joumal entries
Book encumbrances for entire year when contract is approved
Purchase Orders Multl-year confract encumbered at ihe beginning of subsequent years .
Consolidate as many special revenue funds into the General fund as possibie; betler
Other Funds maintained through annual General Fund appropriation procedures .
Track and record all expenses and standardize chart of accounts
Connect time and expense 10 payroll systems
Payroll spending ’ pen pay ye
Reconcile bank balances and monies hedd outside of the TSA
Closing of 5 Issue consistent systemwide guidance .
I P * j
mplementing a Real time ing erform quarterly budget 10 actual review and forecast adjustment Dy senior leadership

balanced budget

Visibility into all funds

F

Issue publc reporting and strategic guikdance 1o stay within means

Gain visibility into special revenue funds and lederal funds
Require reporting and sweep back unused general fund appropriations

Integrate financial systems
Ensure reporting s consistent across all agencies

Fiscal Plans, Budgets, and Other Oversight Board Tools:

Under PROMESA, covered territorial instrumentalities/entities can be required by the Oversight Board to prepare and
submit annual fiscal plans, who then reviews and either rejects or certifies them. The Oversight Board certifies fiscal
plans and budgets to achieve PROMESA'’s goals to provide a method to achieve fiscal responsibility and access to
the capital markets. The Oversight Board then tracks Government implementation of the fiscal plans to ensure
compliance.
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The certification and timely implementation of fiscal plans and balanced budgets are invaluable tools to achieve fiscal
responsibility and restore Puerto Rico's access to the capital markets. Among other things, the certified fiscal plans
and budget provide for estimates of revenues and expenditures in conformance with agreed accounting standards;
funds essential public services; provides adequate funding for public pension systems; provides for the elimination of
structural deficits; improves fiscal governance, accountability, and internal controls; and provides for capital
expenditures and investments necessary to promote economic growth. Fiscal plans provide a route to direct the
economy and finances of the Government of Puerto Rico towards economic growth and fiscal accountability. This is
crucial for Puerto Rico to avoid repeating the mistakes of the past.

To ensure that covered entities deliver against fiscal plan measures, the Oversight Board has a variety of potential
tools available, including: Setting Budgets; Budget and Fiscal Plan Compliance; Approval and Review of Contracts,
Legislation, Executive Orders, Administrative Orders, Rules, and Regulations; Recommendations; Public Hearings;
Implementation Tracking with Monthly and Quarterly Reporting; Working Group Meetings; Stakeholder Engagement;
Policy Research and Data Analysis; and Publication of Documents.

Fiscal Plan - 2022

On January 27, 2022, the Oversight Board certified the New Fiscal Plan of the Commonwealth. The 2022 Fiscal Plan
are limited in scope and do not revisit the broad range of forecasts and assumptions included in the 2021
Fiscal Plan. Specific updates include incorporating new information about the macroeconomic environment,
increased federal funding for NAP, incorporating the impact of legislation passed by the Government of Puerto Rico
expanding the EITC program, incremental Federal funding under the Infrastructure Investment and Jobs Act, and an
increased Medicaid FMAP through early December 2021. The 2022 Fiscal Plan also incorporates terms of the
confirmed PoA, detail on the use of funds from the Municipal Revenue Collection Center (CRIM, by its Spanish
acronym), and on the status of “Pay-Go” payments. Finally, the Plan includes details on the LUMA transaction and
costs related to the mobilization of certain previous PREPA employees to Commonwealth agencies as well as certain
budgetary decisions and adjustments that were part of the FY2022 Budget.

The 2022 Fiscal Plan projects that ~$84 billion of disaster relief funding in total, from federal and private sources, will
be disbursed in the reconstruction effort over a period of 18 years (FY2018 to FY2035). It will be used for a mix of
funding for individuals (e.g., reconstruction of houses, personal expenditures related to the hurricane such as clothing
and supplies), funding for the public (e.g., reconstruction of major infrastructure, roads, and schools), and to cover
part of the Commonwealth’s share of the cost of disaster relief funding (recipients often must match some portion of
federal public assistance spend).

Of the total, ~$47 billion is estimated to come from the Federal Emergency Management Agency (FEMA) Disaster
Relief Fund (DRF) for Public Assistance, Hazard Mitigation, Mission Assignments, and Individual Assistance. An
estimated $7 billion will come from private and business insurance payouts, and $8 billion is related to other sources
of federal funding.

The 2022 Fiscal Plan includes ~$20 billion from the federal Housing and Urban Development (HUD) Community
Development Block Grant - Disaster Recovery (CDBG-DR) program, of which ~$2.7 billion is estimated to be allocated
to offset the Commonwealth and its associated entities’ expected FEMA-related cost-share requirements. This portion
of CDBG-DR funding will go towards covering part of the ~10% cost-share burden on expenditures attributable to the
Commonwealth, PREPA, PRASA, and HTA from FY2019 to FY2032. The 2022 Fiscal Plan allocates $4.2 billion for
Puerto Rico’s cost-match responsibility. After the CDBG-DR funds, out-of-pocket cost-share is reduced to $1.5 billion
for Puerto Rico, of which $1 billion is attributable to the Commonwealth.
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On November 15, 2021, President Biden signed the Infrastructure Investment and Jobs Act (IIJA) into law. The IIJA
bill allocates around $2.3 billion federal funds to Puerto Rico with the purpose of improving the Island’s infrastructure
stock over FY2022-2026. These funds will support repairing and rebuilding roads and bridges; improving public
transportation options; building a network of electric vehicle chargers; increasing broadband coverage; preparing
infrastructure for climate change, cyber-attacks, and extreme weather events; improving water infrastructure;
developing airport infrastructure; among other purposes. Incremental funding from the IIJA (accounting for prior
Federal infrastructure support) is estimated to be around $1.6 billion. The 2022 Fiscal Plan accounts for the impact of
these incremental funds, which have a positive temporary impact on economy and growth due to the temporary nature
of the funds.

Although Puerto Rico has a 55% statutory federal medical assistance percentage (FMAP) for most populations, the
amount of annual federal funding for non-CHIP Medicaid expenditures received under Section 1108 is capped each
year — meaning the Commonwealth is fully responsible for covering costs above this cap. Prior to recent CMS
guidance, this cap was set at around $400 million annually. While the cap grows each year according to the Medical
Consumer Price Index for All Urban Consumers (CPI-U), this growth rate does not keep pace with the Island’s
projected healthcare expenditure growth.

Historically, the actual cap applied to Puerto Rico’s Medicaid program varied based on a series of one-time legislative
actions to increase funding to the Island’s Medicaid program. Under a September 2021 CMS interpretation of Section
1108 of the Social Security Act, Puerto Rico is now permanently expected to receive a higher federal funding allotment
cap (starting at $2.943 billion in FFY2022). The growth rate remains pegged to the medical component of CPI-U. Each
year, ~$100 million of federal Section 1108 funds are allocated to the Department of Health to cover the eligible federal
match on expenditures related to Federally Qualified Health Centers (“Centros 330" or “FQHC”) and Medicaid Program
operations. That portion of federal funding is, therefore, considered unavailable for use on other Medicaid
expenditures.

The 2022 Fiscal Plan ensures that the Commonwealth is appropriately funded to meet its matching obligations under
current law. To provide healthcare for a substantial part of the population, the Commonwealth must be able to pay
and manage these critical costs, which grow faster than inflation, regardless of the future federal legislative
environment. In the event that the amount of federal funds expected to become available during any future fiscal year
changes, and, depending on the conditions imposed on the federal funds granted, the Oversight Board reserves the
right to revise the projected General Fund appropriation for ASES appropriately.

In addition to Medicaid funding, Puerto Rico receives other federal funds on a regular basis. These are not to be
confused with disaster relief funds, which are directly tied to Hurricane Maria and earthquake reconstruction activity,
or with COVID-19 response and relief funds, which are meant to cover incremental government spending to respond
to the global pandemic. These funds cover both social benefits and operational expenditures. In the 2022 Fiscal Plan,
these funds have been modeled based on what types of costs they cover (e.g., benefits or operations) as well as
statutory formulas that define the size of Puerto Rico’s allotment. For example, while Temporary Assistance for Needy
Families (TANF) funds are typically pass-through (e.g., none of these funds go to operational costs), some Title |
education funds are projected to be used for operational purposes (e.g., teachers’ salaries, school supplies for
programs for students with special needs, etc.).

For the former, federal fund inflows and outflows mirror each other (as benefit needs decline, so do funds). For the
latter, though inflows may decline, it does not necessarily mean expenditures decline as well — as expenditures are
based on operations, not on benefits formulas, and the Commonwealth may have to cover operational expenditures
via the General Fund should they outpace reduced federal funding. Meanwhile, while Head Start funds are allocated
from the Federal Government based on the number of children living in poverty, NAP funds are provided through a
block grant that is capped. The former, therefore, should change by population, while the latter should only grow with

inflation, regardless of population changes.
continue
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10.

Long-Term Macroeconomic, Revenue, and Expenditure Projections including PoA

On January 18, 2022, the U.S. District Court for the District of Puerto Rico confirmed an amended PoA to restructure
approximately $35 billion of debt and other claims against the Commonwealth of Puerto Rico, the Public Buildings
Authority (PBA), and the Employee Retirement System (ERS); and more than $50 billion of pension liabilities. The
PoA creates a foundation for Puerto Rico’s recovery and economic growth. It represents several years of engagement
by the Oversight Board, creditor groups, and the Government of Puerto Rico. It provides one-time cash payments, the
issuance of new debt and contingent value instruments (CVIs), among other things. In addition, the PoA provides
certain Commonwealth employees with various benefits. For instance, AFSCME, who voted to support the PoA, will
receive a new 5-year CBA which provides a number of contractual protections including healthcare, vacation and sick
accruals, and specific actions that must be taken prior to any implementation of layoffs. AFSCME represented
employees will also be eligible to participate in Fiscal Plan outperformance, with a guaranteed minimum bonus of
$2,000 annually for the term of the 5-year CBA. The PoA also includes provisions to protect current and future retirees
by creating a fiscally sustainable retirement system that freezes TRS and JRS pensions and establishing a pension
reserve trust to provide increased confidence that future funding will be available to meet the promises made to
retirees. The PoA provides for a more diverse retirement income by ensuring all Government employees are
participating in the Act No. 106-2017 Defined Contribution program, enrolling teachers and judges in United States
Social Security, restoring the System 2000 contributions made by employees to the individually owned Act No. 106-
2017 accounts outside of Government control, and providing $2,600 to the Act No. 106-2017 accounts of active Act
No. 1/Act No. 447-1952 employees. For additional details on specific provisions included in the confirmed PoA, refer
to the sixth modified eighth amended PoA for the Commonwealth of Puerto Rico.

Risks to the long-term projections in the 2022 Fiscal Plan. While the 2022 Fiscal Plan projects that ~$14.4 billion
in surplus will be generated from FY2022-FY2048, there are several variables that have a material impact on the long-
term financial projections. The extent to which the economic activity will recover from the COVID-19 pandemic impact
and the time it will take to return to pre-pandemic levels remain highly uncertain and could prove to be narrower and
longer-lasting than anticipated. Moreover, revenues could be compromised through lower growth generated by delays
or failures to implement structural reforms, lower than expected federal funding, and/or less efficient spending on
capital than projected. Both revenues and expenditures could be impacted by demographic shifts not yet seen on the
Island or other external shocks or natural disasters. Finally, expenditures could be impacted if, once the Oversight
Board is terminated, the Government reverses its focus on fiscal discipline and allows Government expenditures to
increase.

RELATED PARTY TRANSACTIONS
BPRP has the following transactions with governmental units:

¢ BPRP paid to LUMA Energy the amount of $3,668,000 for services provided during the fiscal year ended June
30, 2022.

¢ BPRP paid to Puerto Rico Aqueduct and Sewer Authority the amount of $2,710,000

¢ BPRP paid to Puerto Rico General Services Administration the amount of $9,380,986 for gasoline, diesel, and
motor vehicles maintenance services provided during the fiscal year ended June 30, 2022.

¢ BPRP paid to Puerto Rico Public Buildings Authority the amount of $13,406,000 for operating leases of buildings
during the fiscal year ended June 30, 2022.
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11. SUBSEQUENT EVENTS

The BPRP has evaluated subsequent events through March 23, 2023, the date which the financial statement was
available to be issued. No additional subsequent events were identified that should be disclosed or adjusted in the
financial statement or its notes.

END OF NOTES
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COMMONWEALTH OF PUERTO RIiCO

BUREAU OF PUERTO RICO POLICE OF THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
PuBLIC SAFETY DEPARTMENT FoR THE FISCAL YEAR ENDED JUNE 30, 2022
Assistance

Listing Pass-Through Entity Passed-Through Total Federal

Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Identifying Number to Subrecipients Expenditures
U.S. DEPARTMENT OF JUSTICE PROGRAMS:

Equitable Sharing Program 16.922 $ -8 1,385,946

2018V2PPREI-SUB,

Puerto Rico Department of Justice — Crime Victm Assistance Grant 2019V2PPREI-SUB,

Program 16.575 2018V2PPREMO1 - 253,805

Puerto Rico Department of Justice — Edward Byrne Memorial Justice

Assistance Grant Program 16.738 2018DJPPREA-01 - 49,809

Procurement for Woman Ofice of Puerto Rico — Violence Against Woman 2019WFAX023,

Formula Grants 16.588 2020WFAX005 - 476,096
Total U.S. Department of Justice Programs - 2,165,656
U.S DEPARTMENT OF TREASURY PROGRAMS:

Equitable Sharing Program 21.016 - 709,750

PP-2022-53189. PP-2022-

Puerto Rico Office of Managementand Budget—- COVID-19 - 53384, PP-2021-24634, PP-

Coronavirus Relief Fund 21.019 2022-13657 - 9,825,304

Puerto Rico Office of Management and Budget— COVID-19 - PP-2022-32576,

Coronavirus State and Local Fiscal Recovery Funds 21.027 RESOLUTION 2021-110 - 23,098,000
Total U.S. Department of Treasury Programs - 33,633,054
U.S. DEPARTMENT OF HOMELAND SECURITY PROGRAM:

Puerto Rico Office of Disaster and Emergencies Administration — Disaster 045FEMA4493SUB,

Grants — Public Assistance (Presidentially Declared Disasters) 97.036 040FEMA43395UB - 759,524
Total U.S. Department of Homeland Security Program - 759,524
Total Expenditures of Federal Awards $ - $ 36,558,234

The accompanying Notes to Schedule of Expenditures of Federal Awards are an integral part of this Schedule.
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1. BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards (Schedule) includes the federal grant activities of the
Bureau of Puerto Rico Police of the Public Safety Department (BPRP) under programs of the Federal government for
the year ended June 30, 2022. The information in this Schedule is presented in accordance with the requirements of
Title 2 U.S. Code of Federal Regulations Part 200, (Uniform Guidance). Because the Schedule presents only a
selected portion of the operations of the BPRP, some amounts presented in this Schedule may differ from amounts
presented in, or used in the preparation of, the financial statement.

BPRP reporting entity is defined in Note (1) (A) to the financial statement. All federal financial awards received directly

from federal agency as well as federal financial awards passed-through other government agencies, if any, are

included on the Schedule.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Expenditures reported on the Schedule are reported on the cash basis of accounting. Such expenditures are
recognized following the cost principles contained in the Uniform Guidance, wherein certain types of expenditures
are not allowable or are limited as to reimbursement.

B. Negative amounts, if any, shown on the Schedule represent adjustments or credits made in the normal course of
business to amounts reported as expenditures in prior years.

C. Pass-through entity identifying numbers are presented where available and applicable.

D. The BPRP has not elected to use the 10 percent de minimis indirect cost rate allowed under the Uniform
Guidance.

SCHEDULE NOT IN AGREEMENT WITH OTHER FEDERAL AWARD REPORTING

The information included in the Schedule may not fully agree with other federal award reports submitted directly to
federal granting agencies.

ASSISTANCE LISTING NUMBER
The Assistance Listing Number, formerly known as the Catalog of Federal Domestic Assistance (CFDA) Number, is
a five-digit number assigned in the awarding document for all Federal assistance award mechanisms, including

Federal grants and cooperative agreements.

RELATIONSHIP TO STATEMENT OF CASH RECEIPTS, DISBURSEMENTS, AND NET CHANGES -
GOVERNMENTAL FUNDS

Expenditures of federal awards are reported in BPRP's Statement of Cash Receipts, Disbursements, and Net
Changes — Governmental Fund in the Federal Grants Fund column.

END OF NOTES
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS 202 Gautier Benitez Ave.

Consolidated Mall Condominium, Suite C-31
Caguas Puerto Rico

PO Box 8369

Caguas, PR 00726-8369

Phones: (787) 746-0510/ 1185 / 1370
Fax: (787) 746-0525

Email: cpadiazmartinez.com

“ENHANCING THE QUALITY OF ACCOUNTING, AUDITING AND ATTESTATION SERVICES”

INDEPENDENT AUDITOR’S 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

Mr. Antonio Lépez Figueroa

Commissioner

Bureau of Puerto Rico Police of the
Public Safety Department

San Juan, Puerto Rico

We have audited, in accordance with the 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, the financial statement of the Bureau of Puerto Rico Police of the Public Safety
Department (BPRP), for the fiscal year ended June 30, 2022, and the related notes to financial statement, which
collectively comprise BPRP's financial statement, and have issued our report thereon dated March 23, 2023. Our report
includes a paragraph indicating that the financial statement only purports to present the cash receipts and cash
disbursements attributable to the BPRP.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statement, we considered BPRP’s internal control over financial
reporting (internal control) as a basis for designing audit procedures that are appropriate in the circumstances for the
purpose of expressing our opinions on the financial statement, but not for the purpose of expressing an opinion on the
effectiveness of BPRP's internal control. Accordingly, we do not express an opinion on the effectiveness of the BPRP’s
internal control.

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 combination of deficiencies, in internal control,
such that there is a reasonable possibility that a material misstatement of BPRP’s financial statement will not be
prevented or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was
not designed to identify all deficiencies in internal control that might be material weakness or significant deficiencies.
Given these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be
material weakness. However, material weaknesses or significant deficiencies may exist that have not been identified.
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INDEPENDENT AUDITOR’S 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
Mr. Antonio Lopez Figueroa, Commissioner
Bureau of Puerto Rico Police of the

Public Safety Department
Page 2

Report on Compliance and Other Matters

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

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of BPRP’s internal control or on compliance.
This report is an integral part of an audit reformed in accordance with Government Auditing Standards in considering
the BPRP’s internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

i A

CPA DIAZ-MARTINEZ, CSP
Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2025

Caguas, Puerto Rico
March 23, 2023

Stamp No. E508716 of the Puerto Rico Society of Certified
Public Accountants was affixed to the original report.
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CPA DIAZ-MARTINEZ, CSP

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS 202 Gautier Benitez Ave.
Consolidated Mall Condominium, Suite C-31

Caguas Puerto Rico

PO Box 8369

Caguas, PR 00726-8369

Phones: (787) 746-0510/ 1185 / 1370

Fax: (787) 746-0525

Email: cpadiazmartinez.com

“ENHANCING THE QUALITY OF ACCOUNTING, AUDITING AND ATTESTATION SERVICES”

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

Mr. Antonio Lépez Figueroa

Commissioner

Bureau of Puerto Rico Police of the
Public Safety Department

San Juan, Puerto Rico

Report on Compliance for Each Major Federal Program
Opinion on Each Major Federal Program

We have audited Bureau of Puerto Rico Police of the Public Safety Department (BPRP)'s compliance with the
types of compliance requirements identified as subject to audit in the OMB Compliance Supplement that could have a
direct and material effect on each of BPRP’s major Federal programs for the fiscal year ended June 30, 2022. BPRP’s
major Federal programs are identified in the Summary of Auditors’ Result Section of the accompanying Schedule of
Findings and Questioned Costs.

In our opinion, the BPRP complied, in all material respects, with the types of compliance requirements referred to
above that could have a direct and material effect on each of its major Federal programs for the fiscal year ended June
30, 2022.

Basis for Opinion on Each Major Federal Program

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 the audit requirements of Title 2 U.S. Code of Federal Regulations Part
200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform
Guidance). Our responsibilities under those standards and the Uniform Guidance are further described in the Auditor’s
Responsibilities for the Audit of Compliance Section of our report.

We are required to be independent of the BPRP and to meet our other ethical responsibilities, in accordance with
relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained is sufficient
ana appropriate to provide a basis for our opinion on compliance for each major Federal program. Our audit does not
provide a legal determination of the BPRP’s compliance with the compliance requirements referred to above.

Responsibilities of Management for Compliance

Management is responsible for compliance with the requirements referred to above and for the design, implementation,
and maintenance of effective internal control over compliance with the requirements of laws, status, regulations, rules,

and provisions of contracts or grant agreements applicable to the BPRP’s Federal programs.
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE
Mr. Antonio Lépez Figueroa, Commissioner
Bureau of Puerto Rico Police of the
Public Safety Department
Page 2

Auditor’s Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with compliance
requirements referred to above occurred, whether due to fraud or error, and express an opinion on the BPRP’s
compliance based on our audit. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing standards,
Government Auditing Standards, and the Uniform Guidance will always detect material noncompliance when it exists.
The risk of not detecting material noncompliance resulting from fraud is higher than for that resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
Noncompliance with the compliance requirements referred to above is considered material if there is a substantial
likelihood that, individually or in the aggregate, it would influence the judgment made by a reasonable user of the report
on compliance about the BPRP’s compliance with the requirements of each major Federal program as a whole.

In performing an audit in accordance with generally accepted auditing standards, Government Auditing Standards, and
Uniform Guidance, we:

o Exercise professional judgment and maintain professional skepticism throughout the audit.

o |dentify and assess the risks of material noncompliance, whether do to fraud or error, and design and perform
audit procedures responsive to those risks. Such procedures include examining, on a test basis, evidence
regarding the BPRP’s compliance with the compliance requirements referred to above and performing such
other procedures as we considered necessary in the circumstances.

¢ Obtain an understanding of the BPRP’s internal control over compliance relevant to the audit in order to design
audit procedures that are appropriate in the circumstances and to test and report on internal control over
compliance in accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of the BPRP’s internal control over compliance. Accordingly, no such opinion is expressed.

We are required to communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and any significant deficiencies and material weaknesses internal control over compliance
that we identified during the audit.

Report on Internal Control Over Compliance

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does
not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect
and correct, noncompliance with 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. 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.
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE
Mr. Antonio Lépez Figueroa, Commissioner
Bureau of Puerto Rico Police of the
Public Safety Department
Page 3

Our consideration of internal control over compliance was for the limited purpose described in the Auditor's
Responsibilities for the Audit of Compliance Section above and was not designed to identify all deficiencies in internal
control over compliance that might be material weaknesses or significant deficiencies in internal control over
compliance. Given these limitations, during our audit we did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above. However, material weaknesses or
significant deficiencies. In internal control over compliance may exist that were not identified.

Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, no such opinion is expressed.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal
control over compliance and the results of that testing based on the requirements of the Uniform Guidance. Accordingly,
this report is not suitable for any other purpose.

CPA DIAZ-MARTINEZ, CSP
Certified Public Accountants & Consultants
License Number 12, expires on December 1, 2025

Caguas, Puerto Rico
March 23, 2023

Stamp No. E508717 of the Puerto Rico Society of Certified
Public Accountants was affixed to the original report.
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PART Il

FINDINGS AND QUESTIONED COSTS
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COMMONWEALTH OF PUERTO RICO
BUREAU OF PUERTO RICO POLICE OF THE SCHEDULE OF FINDINGS AND QUESTIONED COSTS
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements
Type of auditor's report on whether the Financial Statements
Audited were prepared in accordance with special reporting Unmodified Opinion
Modified: Qualify Opinion

Adverse Opinion

I

Disclaimer Opinion

Internal control over financial reporting:

+ Significant deficiency (ies) identified? [] Yes No
* Material weakness (es) identified? |:| Yes No
Noncompliance material to financial statements noted? |:| Yes No
Federal Awards
Any audit finding disclosed that are required to be reported in
accordance with 2 CRF 200516(a)? [] Yes No
Type of auditor's report issued on compliance for each Major
Federal Programs: Unmodified Opinion
Modified: |:| Qualify Opinion
|:| Adverse Opinion
|:| Disclaimer Opinion
Internal control over Major Federal Programs:: Questioned Costs
+ Significant deficiency (ies) identified? |:| Yes No
* Material weakness (es) identified? |:| Yes No
* Known Questioned Costs Greater than $25,000 for a
Compliance Requirement on a Major Program? |:| Yes $ - None Reported
* Known Questioned Costs Greater than $25,000 on an
Nonmajor Program? |:| Yes $ - None Reported
* Known or Likely Fraud Affecting a Federal Award? |:| Yes $ - None Reported
[dentification of Major Federal Programs:
Federal Assistance
Listing Number Name of Federal Program or Cluster

16.922 Equitable Sharing Program

21.019 Coronavirus Relief Fund

21.027 Coronavirus State and Local Fiscal Recovery Funds
Dollar threshold used to distinguish between Type Aand Type B
Programs: $1,096,747
Auditee qualified as low-risk auditee? I:I Yes No

continue
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SECTION Il - FINANCIAL STATEMENT FINDINGS

Our audit disclosed no findings that are required to be reported herein under the Government Auditing Standards.

continue
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SECTION Ill - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Our audit disclosed no findings that are required to be reported herein under the Uniform Guidance.

END OF SCHEDULE
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COMMONWEALTH OF PUERTO RICO
BUREAU OF PUERTO RICO POLICE OF THE SUMMARY SCHEDULE OF PRIOR AUDITS’ FINDINGS
PUBLIC SAFETY DEPARTMENT FOR THE FISCAL YEAR ENDED JUNE 30, 2022

(1) Audit Findings that have been Fully Corrected:
NONE

(2) Audit Findings not Corrected or Partially Corrected:
NONE

(3) Corrective action taken is significantly different from corrective action previously reported:
NONE

(4) Audit findings is no longer valid:

NONE

END OF SCHEDULE
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