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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
COFECC
San Juan, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of “Corporacién para el Financiamiento
Empresarial del Comercio y de las Comunidades” (COFECC, a nonprofit organization), which comprise
the statements of financial position as of June 30, 2019 and 2018 and the related statements of activities
and changes in net assets, functional expenses and cash flows for the years then ended, and the related
notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements 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 entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.



INDEPENDENT AUDITORS’ REPORT (CONTINUED)

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of COFECC as of June 30, 2019 and 2018 and the changes in its net assets and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

Other Matters

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The accompanying schedule of expenditures of federal awards, as required by Title 2 U.S. Code of
Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards, is presented for purposes of additional analysis and is not a required
part of the financial statements. Such information is the responsibility of management and was derived
from and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the schedule of
expenditures of federal awards is fairly stated, in all material respects, in relation to the financial
statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 30,
2019 on our consideration of COFECC'’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters.
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INDEPENDENT AUDITORS’ REPORT (CONTINUED)

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 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 COFECC’s internal control over
financial reporting and compliance.

San Juan, Puerto Rico

October 30. 2019 %ZJ/WV A o
The stamp number 2767047 CONTADORES GONZALEZ TORRES & CO., CPA, PSC
was affixed to the original of PUBLICOS 1" 1 Lijcense 96

this report. AUTORIZADOS Expires December 31, 2020
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COFECC
Statement of Financial Position

June 30, 2019 and 2018
2019 2018
ASSETS
Current assets:
Cash $ 2,343,170  $ 2,094,778
Loans receivable, net of allowance for losses of $93,135
and $131,382 in 2019 and 2018, respectively 1,966,144 2,036,051
Grants receivable 56,730 47,027
Commissions receivable 63,807 79,096
Accrued interest receivable 12,714 17,483
Other current assets 18.447 18.356
Total current assets 4.461.012 4.292.791
Property and equipment, net of accumulated depreciation 2,714 11.868
Total assets $_4.463.726 $_4.304.659
LIABILITIES AND NET ASSETS
Current liabilities:
Accounts payable and accrued expenses $ 141,784 § 205,807
Unearned revenue 236,346 63,840
Current portion of long - term debt 202,177 248,152
Total current liabilities 580,307 517,799
Non - current portion of long - term debt 1,593,346 1.487.036
Total liabilities 2,173,653 2,004,835
Net assets:
Without donor restrictions 959,201 941,137
With donor restrictions 1.330.872 1,358,687
Total net assets 2.290.073 2.299.824
Total liabilities and net assets $_4.463.726 $_4.304.659

The accompanying notes are an integral part of this statement.
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COFECC
Statement of Activities and Changes in Net Assets
For the Years Ended June 30, 2019 and 2018

SUPPORT AND REVENUES: Without donor Witzhoclignor ‘Without donor Wizt(l)llgonor
restrictions restrictions Total restrictions restrictions Total
Support:
Federal grants $ - $ 177.356 $ 177.356 $ - $ 264,183 $ 264,183
Total support - 177.356 177.356 - 264.183 264.183
Program income:
Interest 68 155,810 155,878 59 157,353 157,412
Servicing fees 336,586 16,122 352,708 312,657 10,486 323,143
Contributions 70,827 81,839 152,666 38,750 41,908 80,658
Other income 27.871 27,080 54.951 39.905 6.528 46.433

Total program income

435,352

280,851

716,203

— 391,371

216,275

607,646

Net assets released from restrictions 486,022 (486.022) - 439,739 (439.739) -
TOTAL SUPPORT AND REVENUES 921.374 (27,815) 893.559 831.110 40,719 871.829
EXPENSES:

Program services 486,022 - 486,022 439,739 - 439,739

Support services 417.288 - 417.288 387.011 - 387.011
TOTAL EXPENSES 903.310 - 903,310 826,750 - 826,750
CHANGE IN NET ASSETS 18.064 (27,815) (9.751) 4.360 40,719 45.079
Net assets at beginning of year 941.137 1.358.687 2.299.824 936,777 1,317,968 2.254.745
Net assets at end of year $ 959,201 $_ 1.330.872 $_ 2,290,073 $ 941,137 $_ 1.358.687 $_2,299.824

The accompanying notes are an integral part of this statement.
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COFECC
Statement of Cash Flows
For the Years Ended June 30, 2019 and 2018

2019 2018

Cash flow from operating activities:
Changes in net assets $ (9,751) § 45,079
Adjustments to reconcile changes in net assets

to net cash used in operating activities:

Depreciation expense 9,154 16,400
Provision for bad debts 47,009 105,959
Loan write-offs (85,256) (81,669)
Direct loan origination costs (10,509) (7,957)
Decrease (increase) in assets:
Grants receivable (9,703) 454,975
Comissions receivable 15,288 (22,458)
Other receivable 4,770 512
Other assets (91) (6)
Increase (decrease) in liabilities:
Accounts payable and accrued expenses (64,023) (31,938)
Unearned revenue 172.506 (354.213)
Net cash provided by operating activities 69.394 124.684
Cash flow from investing activities:
Net proceeds of loans receivable 118,663 296,261
Acquisition of property and equipment - (4.285)
Net cash provided by investing activities 118.663 291.976
Cash flow from financing activities:
Net proceeds (repayment) from long-term debt 60.335 (138.092)
Net cash provided (used) by financing activities 60.335 (138.092)
Net increase in cash 248.392 278.568
Cash at beginning of year 2.094.778 1.816.210
Cash at end of year $_2,343.170 $_2.094.778

ADDITIONAL DISCLOSURES:
Interest paid $ 12.819 $ 13.107

The accompanying notes are an integral part of this statement.
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COFECC
Statement of Functional Expenses

For The Years Ended June 30,2019 And 2018

2019 2018
Program Support Program Support

Functional Expense Description Services Services Total Services Services Total
Salaries $ 186,403 $ 127,688 $ 314,091 $ 169,168 $ 151,134 $ 320,302
Payroll taxes and fringe benefits 56,349 39,910 96,259 50,537 45,666 96,203
Uncollectible loans 122,711 - 122,711 121,188 - 121,188
Occupancy, utilities and maintenance 38,340 26,170 64,510 31,856 31,742 63,598
Professional fees and contractual services 26,461 23,977 50,438 25,429 35,833 61,262
Interest 12,819 - 12,819 13,107 - 13,107
Equipment leases, repairs and maintenance 12,231 8,781 21,012 5,753 10,932 16,685
Travel 8,632 11,222 19,854 7,739 16,574 24,313
Insurance 8,301 5,639 13,940 5,772 7,510 13,282
Telephone, internet access and postage 4,033 2,779 6,812 3,524 3,375 6,899
Meeting expenses 2,908 10,850 13,758 987 11,513 12,500
Supplies 1,852 10,582 12,434 1,480 9,554 11,034
Bank charges 1,672 3,400 5,072 1,347 4219 5,566
Stipends to microborrowers - 50,000 50,000 - - -
Depreciation and amortization - 9,154 9,154 - 16,400 16,400
Grant and loan matching - 81,839 81,839 1,670 40,238 41,908
Others 3.310 5,297 8,607 182 2,321 2,503
Total expenses $ 486,022 $ 417,288 $ 903,310 $ 439,739 $ 387,011 $ 826,750

The accompanying notes are an integral part of this statement.
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

NOTE 1 - ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
The Organization

“Corporacion para el Financiamiento Empresarial del Comercio y las Comunidades” (COFECC, by its
Spanish acronym) (“the Organization”) was incorporated under the laws of the Commonwealth of Puerto
Rico in 1982. The Organization is a Certified Community Development Financial Institution (CDFI)
under the U.S. Department of the Treasury; a Microlender under the U.S. Small Business Administration
(SBA), a successful grantee under the program Rural Business Enterprise Grants from the U.S.
Department of Agriculture; and a Certified Development Company (CDC) under Small Business
Administration 504 Program. The Organization also is a recipient of funds granted by the U.S.
Department of Health and Human Services (DHHS) to create a Women Entrepreneur Financial
Empowerment Center.

The Organization provides loans from $500 to $5,500,000 to small businesses in Puerto Rico and the
U.S. Virgin Islands, and is authorized to offer the SBA Microloan in Puerto Rico, the U.S. Virgin
Islands, and certain areas in the state of Florida. In addition, the Organization, as a DHHS grantee,
launched a program directed to low-income women known as “Foreversuccessful”. The Organization
has been engaged in offering business loans and business technical assistance services to Puerto Rico
and U.S. Virgin Islands low income population and investment areas, using its existing programs and
resources, under the certifications and authorities mentioned above.

The Organization's mission is to promote, facilitate and execute economic development, community
revitalization, long-term job creation and retention, self-employment, business and credit education, and
entrepreneurship through the establishment or expansion of micro, small, and medium-sized enterprises.
Through a partnership with the National Association of Development Companies (NADCO) and SBA,
in 2013, the Organization launched the Vet Loan Advantage initiative, being the only institution in
Puerto Rico and the U.S. Virgin Islands that has joined NADCO and SBA in providing veterans with
reduced fees in its SBA 504 and Microloan Programs.

The Organization manages funds and programs under contracts with the U.S. Small Business
Administration, Rural Development Agency, U.S. Department of the Treasury, and the Department of
Health and Human Services, as well as funds granted by the Puerto Rico Community Foundation.
Program general description and objectives are as follows:

Microloan Program — The Microloan Program is a program under the SBA, in which the
Organization acts as an intermediary. The objective of the Microloan Program is to assist
women, low-income, and minority entrepreneurs, business owners, and other individuals
possessing the capability to operate successful business concerns and to assist small business
concerns in those areas suffering from a lack of credit due to economic downturns.
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

Community Development Financial Institutions (CDFI) - The purpose of the CDFI Program
is to use Federal resources to invest in, and build the capacity of, CDFIs to help them serve low-
income people and communities that lack access to affordable financial products and services.

Rural Business Enterprise Grants (RBEG) — The objective of the RBEG Program is to
facilitate the development of small and emerging private businesses, industry, and related
employment for improving the economy in rural communities. Funds may be used to create,
expand or operate rural distance learning networks or programs that provide educational or job
training instruction related to potential employment or job advancement to adult students.

Intermediary Relending Program (IRP) — The objective of the IRP Program is to alleviate
poverty and increase economic activity and employment in rural communities. Under the
program, loans are provided to local organizations (intermediaries) for the establishment of
revolving loan funds. These revolving loan funds are used to assist with financing business and
economic development activity to create or retain jobs in disadvantaged and remote
communities. Intermediaries are encouraged to work in association with State and Regional
strategies, and in partnership with other public and private organizations that can provide
complementary resources.

Community Service Block Grant Discretionary Award — The main objective is to support
program activities to alleviate the causes of poverty in distressed communities, which assist
businesses in creating jobs for low-income individuals i.e., develop employment and business
development opportunities for low-income individuals.

Puerto Rico Community Foundation/Doral Fund — The Puerto Rico Community Foundation
Doral Fund was started to support community economic development, convinced of the
leadership potential and entrepreneurship capacity on individuals to increase community capital.
The fund was established in fiscal year 2015, and includes resources donated by Doral Bank
through the Foundation. These resources are used for the provision of small business loans to
women entrepreneurs to establish or enhance their business ventures.

Community Advantage - A new pilot loan program introduced by the U.S. Small Business
Administration (SBA) to meet the credit, management, and technical assistance needs of small
businesses in underserved markets. Community Advantage provides mission-based lenders
access to 7(a) loan guaranties as high as 85% for loans up to $250,000.
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

Summary of Significant Accounting Policies

Basis of Accounting — Basis of accounting refers to the point at which revenues and expenditures are
recognized in the accounts and reported in the statement of activities. It is related to the timing of the
measurements made, regardless of the measurement focus applied.

The accrual basis of accounting is followed by net assets without donor restrictions. Under this basis
revenues are recorded when earned, independently of when they are collected and expenses are recorded
when incurred, independently of when they are paid.

Basis of Presentation — Financial statement presentation follows the requirements of the Financial
Accounting Standards Board in its Accounting Standards Codification (ASC 958-210), Financial
Statements of Not-for-Profit Organizations. For the fiscal year ended June 30, 2019 the entity
implemented the Accounting Standard Update 2016-14 (ASU No. 2016-14) amendments to the
Presentation of Financial Statements of Not-for-Profit Entities which required to report information
regarding its financial position and activities for two classes of net assets, as follows:

Net Assets With Donor Restrictions — The part of net assets of the entity that is subject to
donor-imposed restrictions. A donor stipulation that specifies a use for a contributed assets that is
more specific than broad limits resulting from the nature of the entity, the environment in which
operates and the purposes specified in its articles of incorporation or bylaws. Some donors
impose restrictions that are temporary in nature, for example, stipulating resources be used after
specified date, for particular programs or services, or to acquire buildings or equipment. Other
donors impose restrictions that are perpetual in nature, for example, stipulating that resources be
maintained in perpetuity.

Net Assets Without Donor Restrictions — Net assets that are not subject to donor-imposed
restrictions. Revenues from sources other than contributions and grants are reported as increases
in net assets without donor restrictions. Expenses are reported as decreases in net assets without
donor restrictions. Expirations of temporary restrictions recognized on net assets (i.e., the donor-
stipulated purpose has been fulfilled and/or the stipulated time period has elapsed) are reported as
reclassifications from net assets with donor restrictions to net assets without donor restrictions.

Use of Estimates — The preparation of financial statements in conformity with Generally Accepted
Accounting Principles in the United States of America, requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Fair Value Measurement - Fair value is defined as the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement date.

GTC
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

Hierarchy for inputs is used in measuring fair value that maximizes the use of observable inputs and
minimizes the use of unobservable inputs by requiring that the observable inputs be used when available.

The fair value hierarchy is broken down into three levels based on the reliability of inputs as follows:

Level 1 — These valuations are based on a “market approach” using quoted prices in active
markets for identical assets. Valuations of these products do not require a significant degree of
judgment. Assets utilizing Level 1 inputs include bank deposits.

Level 2 — These valuations are based primarily on a “market approach” using quoted prices in
markets that are not very active, broker or dealer quotations, or alternative pricing sources with
reasonable levels of price transparency. Currently, the Organization has no assets or liabilities
that are valued with Level 2 inputs.

Level 3 — These valuations are based on various approaches using inputs that are unobservable
and significant to the overall fair value measurement. Certain assets are classified within Level 3
of the fair value hierarchy because they trade infrequently and, therefore, have little or no
transparency. Currently, the Organization has no assets or liabilities that are valued with Level 3
inputs.

Cash and Cash Equivalents — For purposes of the financial statements, the Organization considers all
cash and highly liquid debt instruments purchased with an original maturity of three months or less to be
cash equivalents.

Loans Receivable — The loans granted to small businesses are documented following the practices used
in the administration of financial institutions and federal agencies requirements, which are recognized as
good practices and in protection of the public interest. The loans receivable are recognized upon
disbursement of the loan and the transaction is supported with a loan contract and upon compliance with
the requirements established for the granting of loans, subject to the policies and/or regulations approved
by the Board of Directors, federal agencies or the corresponding directing bodies.

Independently of the guarantees and collaterals offered, the Organization would not grant a loan to any
person, without confirming and documenting the existence of reliable sources for the repayment of the
loan in the terms agreed.

Allowance for Uncollectible Accounts — The Organization recognizes loan losses resulting from its
lending activities when, in the judgment of the Board of Directors and Management, there is a negative
financial condition of the borrower that makes the recovery of the loan unlikely and/or the execution of
collateral, if any, is imminent and it is not sufficient to recover the principal amount of the loan. The
allowance for loan losses is subject to significant change in the near term as results of unforeseen
circumstances.

GTC
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

As of June 30, 2019 and 2018, commercial loans were evaluated individually for impairment. The
methodology used contemplated the full loan amount outstanding as of the period being evaluated.

The allowance for uncollectible loans is increased through charges to the operations and reduced by
loans written-off (net of recoveries). The evaluation of the sufficiency of the allowance is based on an
evaluation of loans in arrears, known and inherent risks; adverse conditions that could affect the
borrowers’ ability to repay the loans, the estimated value of the collaterals and the actual conditions of
the economy.

Loan Origination Direct Costs — The Organization has adopted the Accounting Standards Codification
(ASC) 310-20, Non-Refundable Fees and Other Costs. This standard establishes that direct loan
origination costs will be deferred and amortized and the revenues produced from the lending activity
fees, will be recognized over the life of the loan.

Property, Equipment and Depreciation — Property and equipment are stated at cost less accumulated
depreciation. Major renewals and betterments are charged to property accounts. Replacements,
maintenance and repairs, which do not improve or extend the life of the respective assets are expensed
currently. Upon retirement or disposal of properties, the related cost and accumulated depreciation and
amortization are removed from their respective accounts in the ledger. All gains and losses on sales as
well as retirement of properties are reflected in the Organization activities.

Depreciation is computed using the straight-line method over the estimated useful lives of office
equipment, computers and leasehold improvements.

Property and equipment are reviewed for impairments at least annually or whenever events or
circumstances indicate their carrying value may not be recoverable. If the total of the expected future
undiscounted cash flows is less than the carrying value of the asset, a loss is recognized for the
difference between the imputed fair value and the carrying value of the asset. There were no impairments

charged during the years ended June 30, 2019 and 2018.

Unearned Revenues — The Organization reports unearned revenue on its balance sheet, when potential
revenue does not meet both the “measurable” and “available” criteria for revenue recognition in the
current period (unavailable revenue). Unearned revenue also arises when the Organization receives
resources before it has a legal claim to them. In subsequent periods, when the revenue recognition
criterion is met, or when the Organization has a legal claim to the resources, the liability for unearned
revenue is removed and revenue is recognized.

Revenue Recognition — The Organization recognizes revenue to the extent that it is probable that the
economic benefits will flow to the Organization and the revenue can be reliably measured, regardless of
when the payment is being made. Revenue is measured at the fair value of the consideration received or
receivable, taking into account contractually defined terms. If there are restrictions imposed to the

GTC
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

contribution received, the revenue is classified as either a change in net assets with donor restriction or
net assets without donor restriction.

Interest revenue from loans is billed on a monthly basis and is recognized following the accrual basis of
accounting using the declining balance method. No interest is accrued on loans receivable for which
there is a doubt as to ultimate collection, specifically for loans on default over 90 days.

Federal Grants and Contracts — The Organization receives its grants and contracts support and
revenues primarily from the U.S. Small Business Administration, U.S. Department of Agriculture, U.S.
Department of Health and Human Services, and other federal agencies.

Grants and contracts are recognized where there is reasonable assurance that the grant will be received
and all attached conditions will be complied with. When the grant relates to an expense item, it is
recognized as income on a systematic basis over the periods that the related costs, for which it is
intended to compensate, are expensed.

All grants and contracts are considered to be available for unrestricted use unless specifically restricted
by the grantor. Amounts received that are designated for future periods or restricted by the grantor for
specific purposes are reported as net assets with donor restrictions support that increases this net asset
class. When a temporary restriction expires, net assets with donor restrictions are reclassified to net
assets without donor restrictions and reported in the Statement of Activities as net assets released from
restrictions.

Functional Allocation of Expenses — The costs of providing program and supporting services have
been summarized on a functional basis in the statement of functional expenses. Expenses are charged
directly to the respective categories based on specific identification, and certain indirect expenses have
been allocated based on level of effort, as determined by management’s judgment.

Income Taxes — The Organization is a nonprofit organization exempt from federal and state income tax
under Section 501 (c)(3) of the Internal Revenue Code and Section 1101(8) of the Puerto Rico Tax
Code.

Reclassifications — Certain amounts in the 2018 financial statements have been reclassified for
comparative purposes to conform to the presentation in financial statements as of June 30, 2019.

GTC

13



COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

NOTE 2 - LIQUIDITY AND AVAILABILITY

The following reflects COFECC's financial assets as of the balance sheet date, reduced by amounts not
available for general use because of donor-imposed restrictions within one year of the balance sheet date.
Amounts not available include amounts set aside for loans disbursements to small businesses. As part of
COFECC's liquidity management, it has a policy to structure its financial assets to be available as its
general expenditures, liabilities, and other obligations come due.

2019 2018
Cash $ 2,343,170 § 2,094,778
Receivables 2.099.395 2.179.657
Financial assets, at year end 4,442,565 4,274,435
Net assets with donor restrictions (1.330.872) (1.358.687)
Financial assets available to meet cash needs for general
expenditures within one year $__3.111.693 $_ 2,915,748

NOTE 3 - CASH

The Small Business Administration (SBA) has a lien upon the balance of ten (10) bank accounts and the
loans receivable portfolio presented on the Microloan Fund to secure the repayment of the notes payable
owed to the SBA, which lien shall be paramount to any lien or claim of the bank with respect to such
amounts. The Microloan revolving loan fund accounts are restricted for withdrawals other than transfers
to the loan loss reserve accounts, loan disbursements, and amortization of notes payable. The loan loss
reserve accounts shall maintain a minimum balance of 15% of the total outstanding principal balance on
all notes receivable current within 120 days, made under the Microloan Program. As of June 30, 2019
and 2018, the Microloan revolving loan funds totaled $401,067 and $292,353; respectively, and the loan
loss reserve accounts totaled $130,586 and $159,470; respectively.

GTC
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

Also, Rural Development has a lien upon the balance of the revolving fund and loans receivable
portfolio presented on the IRP Fund to secure the repayment of the notes payable owed to Rural
Development. As of June 30, 2019 and 2018, the balance on the revolving loan fund amounted to
$334,441 and $311,658; respectively.

Concentration of Credit Risk

The Organization maintains its cash in bank deposit accounts at high credit quality financial institutions
that are insured by the Federal Deposit Insurance Corporation (FDIC). The balances exceed the federal
insurance limit, which is $250,000 per financial institution. As of June 30, 2019 and 2018 the
Organization exceed the insured limit by $1,877,776 and $1,829,136; respectively.

NOTE 4 - LOANS RECEIVABLE

Loans receivable by program as of June 30, 2019 and 2018 are as follows:

2019 2018

Microloan Program $ 672,573 $ 744,110
Rural Business Enterprise Grants 81,792 86,407
Community Development Financial Institution Fund 326,554 374,088
Intermediary Relending Program 767,743 722,702
Community Service Block Grant 96,772 129,819
Puerto Rico Community Foundation 15.156 22,126
Total loans 1.960.590 2.079.252
Allowance for loan losses (93,135) (131,382)
Direct loan origination costs 98.689 88.181

Total loans receivable, net of allowance $_1.966.144 $_2.036.051

GTC
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COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

Allowance for loan losses

The allowance for loan losses for the years ended June 30,
2019 and 2018 was as follows:

2019 2018
Allowance for loan losses:
Beginning balance $ 131,382 $ 107,092
Provision for bad debts 47,009 105,959
Loan write - offs (85.256) (81.669)
Total allowance for loan losses ending balance $ 93.135 $_ 131.382

Installment notes receivable

Microloan Program Fund

As of June 30, 2019 and 2018 there were 40 and 41 loans outstanding totaling $672,573 and
$744,110, respectively; due mostly from small businesses suffering from a lack of credit due to
economic downturn. These loans are personally guaranteed by the borrowers and mortgages on
real estate and/or chattel mortgages over machinery and equipment. The Small Business
Administration (SBA) has a lien upon the balance of the Microloan Program portfolio as a
guarantee of the repayment of the notes payable owed to SBA.

Rural Business Enterprise Grant Fund

As of June 30, 2019 and 2018 there was 1 loan outstanding, for $81,792 and $86,407,
respectively. Collateral for this loan consists of a first mortgage on real estate.

Intermediary Relending Program Fund

As of June 30, 2019 and 2018 there were 12 and 11 loans outstanding totaling $767,743 and
$722,702, respectively. Collateral for these loans consists principally of either first or second
mortgages on real estate and personal property. Rural Development has a lien upon the balance
of the portfolio derived from the proceeds of the notes payable owed to Rural Development.

GTC
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Notes to the Financial Statements
June 30, 2019 and 2018

Community Development Financial Institution Fund

As of June 30, 2019 and 2018 there were 7 and 8 loans outstanding totaling $326,554 and
$374,088, respectively. Collateral for these loans consists principally of either first or second
mortgages on real estate and personal property.

Community Service Block Grant Discretionary Award

As of June 30, 2019 and 2018 there were 17 and 20 loans outstanding totaling $96,771 and
$129,819; respectively. Collateral for these loans consists principally of liens on personal

property.

Puerto Rico Community Foundation (Doral Fund)

As of June 30, 2019 and 2018 there were 5 and 7 loans outstanding totaling $15,156 and
$22,126; respectively.

Commercial Credit Quality Indicators

The Organization manages a consistent process for assessing commercial loan credit quality.
Commercial loans are subject to individual risk assessment using borrower payment history,
communication, and delivery time quality ratings. The Organization uses the following risk rating
definitions to assess risk within the portfolio:

Superior — Payments are current; zero late payments since inception; excellent client
communication; and client delivers all requested documents within zero to seven (7) days.

Special mention — Payments are current; one (1) to two (2) late payments since inception;
satisfactory client communication; and client delivers all requested documents within eight (8) to
fifteen (15) days.

Troubled debt — Borrower pays as agreed pursuant to an Organization catch up plan; poor client
communication; and client delivers all requested documents within fifteen (15) to thirty (30)

days.

Doubtful - Payments are in default; loan has been charged off, no communication with the
client; and client delivers all requested documents within thirty (30) days or more.

The following table presents outstanding commercial loans by risk category and for each type fund:

GTC
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Notes to the Financial Statements

June 30, 2019 and 2018
As of June 30, 2019
Special Troubled
Superior mention debt Doubtful Total
Fund:
Microloan Program $ 272,736 $ 381,278 $ 18,560 $ - $ 672,574
Rural Business Enterprise - 81,792 - - 81,792
Grants
Community Development 156,877 49,909 48,816 70,952 326,554
Financial Institution
Intermediary Relending 147,309 620,434 - - 767,743
Program
Community Service Block 29917 50,344 18.483 13.183 111,927
Grant and PRCF
Total commercial $_ 606,839 $1.183.757 $__ 85.859 $__ 84.135 $1.960.590
portfolio
As of June 30, 2018
Special Troubled
Superior mention debt Doubtful Total
Fund:
Microloan Program $ 660,573 $ 71,566 $ 11,971 $ - $ 744,110
Rural Business Enterprise
Grants 86,407 - - - 86,407
Community Development
Financial Institution 303,136 B B 70,952 374,088
Intermediary Relending
Program 722,702 - - - 722,702
Community Service Block
Grant and PRCF —139.661 12,284 = = 151.945
Total commercial $1.912.479 $__ 83.850 $_ 11971 $__ 70,952 $2,079,252
portfolio
\ GTC
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Notes to the Financial Statements
June 30, 2019 and 2018

The Organization monitors past-due status for the purpose of managing credit risk for the portfolio
outstanding. The following table provides past-due information for each type of fund:

As of June 30, 2019
Past-due Status

Current or 120+&
0-30 31-60 61-90 91-120 Accumulated Total
Fund:
Microloan Program $ 672,343 % 63 $ 63 $ 104 S - $ 672,573
Rural Business Enterprise Grants 81,792 - - - - 81,792
Community Development Financial
o 308,524 1,288 1,288 1,288 14,166 326,554
Institution
Intermediary Relending Program 767,743 - - - - 767,743
Community Service Block Grant 107,226 602 147 147 3.806 111,928
Total portfolio $1,937,628 $ 1953 § 1498 $ 1,539 $_ 17,972 $1.960.590
As of June 30,2018
Past-due Status
Current or 120+&
0-30 31-60 61-90 91-120 Accumulated Total
Fund:
Microloan Program $ 741,179 $ 1,492 % 1,377 § 62 $ - $ 744,110
Rural Business Enterprise Grants 86,407 - - - - 86,407
Community Development Financial
I 371,512 1,288 1,288 - - 374,088
Institution
Intermediary Relending Program 722,702 - - - - 722,702
Community Service Block Grant 137,621 734 431 431 12,728 151,945
Total portfolio $2,059.421 $ 3514 $ 3.096 $ 493 $_ 12,728 $2,079,252

GTC
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Notes to the Financial Statements
June 30, 2019 and 2018

NOTE 5 - GRANTS AND CONTRACTS RECEIVABLE

Grants receivable as of June 30, 2019 and 2018 consist of:

2019 2018
U.S. Small Business Administration Microloan
Program $__ 56,730 $__47.027

NOTE 6 - PROPERTY AND EQUIPMENT

Property and equipment as of June 30, 2019 and 2018 consists of the following:

2019 2018
Depreciable assets:
Office equipment $ 2,776 $ 2,776
Computers and software 42,878 42,878
Leasehold improvements 49.632 49.632
Total depreciable assets 95.286 95.286
Accumulated depreciation (92.572) (83.418)
Total depreciable assets, net $_ 2714 $_ 11.868
Total depreciation expense $_ 9.154 $_ 16.400

NOTE 7 - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued expenses as of June 30, 2019 and 2018 consist of the following:

2019 2018
Accounts payable to suppliers $ 66,763 138,210
Accrued expenses 75.021 67.597
Total accounts payable and accrued liabilities $§_ 141,784 $__ 205,807



COFECC
Notes to the Financial Statements
June 30, 2019 and 2018

NOTE 8 - LONG TERM DEBT

Long-term debt as of June 30, 2019 consists of loans payable to U.S. Small Business Administration
(SBA) and to U.S. Department of Agriculture Rural Development. Loans payable to SBA are secured
by funds held in the Microloan Revolving Funds and Loan Loss Reserve Funds, and by all microloan
notes made as a result of funding received under the Microloan Program. Loans payable to Rural
Development are secured by its IRP Revolving Fund and by notes receivable derived from the proceeds
of these loans. The amount of interest cost incurred and charged to expense for years ended June 30,

2019 and 2018 amounted to $12,819 and $13,107; respectively.

Long-term debt with Small Business Administration

Loan payable to U.S. Small Business Administration, in monthly installments of
$3,124.81 including interest at 0.00% due on March 2023, collateralized by
funds held in the Microloan Revolving Fund and Loan Loss Reserve Fund, and
all microloan notes receivable.

Loan payable to U.S. Small Business Administration, in monthly installments of
$8,322.82 including interest at 1.125% due on December 2019, collateralized by
funds held in the Microloan Revolving Fund and Loan Loss Reserve Fund, and
all microloan notes receivable.

Loan payable to U.S. Small Business Administration, in monthly installments of
$5,660.49 including interest at 0.375% beginning July 2015 and due on
September 2024, collateralized by funds held in the Microloan Revolving Fund
and Loan Loss Reserve Fund, and all microloan notes receivable.

Loan payable to U.S. Small Business Administration, in monthly installments of
$2,604.17 including interest at 0.000% due on October 2026, collateralized by
funds held in the Microloan Revolving Fund and Loan Loss Reserve Fund, and
all microloan notes receivable.

Total long-term debt

Current portion

Long-term portion

21

$ 140,617

49,695

335,777

229.167

755.256
183.805
5_571.451
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June 30, 2019 and 2018

Long-term debt with Department of Agriculture Rural Development

Loan payable to USDA Rural Development, in annual installments of $7,005
including interest at 1.0% due on May 2042, collateralized by its IRP Revolving
Fund, and all notes receivable derived from the proceeds of this loan. Principal
and interest is payable in 27 equal annual installments beginning on May 2016,
including interest accrued during the first three years of the loan disbursement.

Loan payable to USDA Rural Development due on December 2043, with a
principal sum of $750,000 of which $750,000 and $732,925 had been received,
respectively as of June 30, 2019 and 2018. The loan bears interest at 1.0%, is
collateralized by its IRP Revolving Fund and all notes receivable derived from the
proceeds of this loan. Principal and interest is payable in 27 annual installments of
$31,838 beginning on December 2017, including interest accrued during the first
three years after loan disbursement.

Loan payable to USDA Rural Development due on February 15, 2048, with a
principal sum of $486,861 of which $196,886 had been received as of June 30,
2019 including interest at 1.0%, collateralized by its IRP Revolving Fund, and all
notes receivable derived from the proceeds of this loan. Principal and interest will
be paid in 27 equal annual installments, including interest accrued during the first
three years after loan disbursement.

Total long-term debt

Current portion
Long-term portion
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$ 143,254

700,127

196.886

1,040,267

18,372

$_1.021.895
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June 30, 2019 and 2018

The total long-term debt owed to U.S. Small Business Administration and USDA Rural Development as

of June 30, 2019 is summarized as follows:

SBA Rural Total
Principal payments:

2020 $ 183,805 $ 18,372 $ 202,177
2021 134,355 18,557 152,912
2022 134,602 36,776 171,378
2023 125,475 36,964 162,439
2024 and thereafter 177.019 929.598 1.106.617

Total long-term debt $__ 755,256 $_1.040.267 $_1.795.523

NOTE 9 - NET ASSETS WITH DONOR RESTRICTIONS

As of June 30, 2019 and 2018, net assets with donor restrictions are restricted for the following

purposes:

Subject to expenditure for lending activity:

Microloan
RBEG
CDFI

IRP
DHHS
PRCF

Total net assets with donor restrictions

2019 2018
$ 296,907 $ 241,303
(111,119) (106,124)
974,975 995,697
35,217 18,260
119,736 193,626
15.156 15.925
$_ 1,330.872 $_ 1.358.687

As of June 30, 2019 and 2018, net assets were released from donor restrictions by incurring expenses
satisfying the restricted purposes or by the passage of time or occurrence of other events specified by

donors.

23
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June 30, 2019 and 2018
2019 2018
Purpose restrictions accomplished:
Microloan expenses $ 305,147 $ 262,882
RBEG expenses 12,214 11,598
CDFI expenses 63,905 66,227
IRP expenses 47,848 32,195
DHHS expenses 56,139 64,106
PRCF expenses 769 2,731

Total restrictions released $_ 486,022 $_ 439.739

NOTE 10 CONTINGENCIES AND COMMITMENTS
Contingencies

Programs supported by federal and state grants are subject to additional audits by the grantor agencies in
order to determine if expenditures comply with the terms and conditions of such grants. The
Organization is subject to operational audits by the U.S. Small Business Administration, the U.S.
Department of Agriculture-Rural Development, the U.S. Department of the Treasury and the U.S.
Department of Health and Human Services. It is Management’s opinion that no material unrecorded
liabilities will arise from audits previously performed or to be performed. The Organization maintains
several claims against third parties, principally related to debt collections. Collection efforts have not
been referred by the Organization’s counsel to the attention of Management, which would require
accrual in the current year. Any losses related to these claims will affect net assets in the years that they
occur.

GTC
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NOTE 11- OFF-BALANCE SHEET TRANSACTIONS

The Organization is a Certified Development Company (CDC) by the U.S. Small Business
Administration (SBA) to act as an intermediary for the SBA 504 Loan Program. The SBA 504 Program
is intended to provide financing to eligible small businesses to acquire real estate or capital equipment
primarily used by those businesses, and designed to mitigate private sector risk by providing junior
financing behind a conventional commercial loan.

After approval of a loan application by the SBA, the Organization closes the loan and issues a debenture
equal to the approved loan amount. Upon issuance of the debenture, the Organization simultaneously
assigns the note to the SBA who in turn packages debentures to sell in the public marketplace. The
Organization is released from liability on the loan, except in the case of fraud, gross negligence or the
withholding of payments by the Organization, upon assignment of the note and guarantee of the
debenture by SBA.

As of June 30, 2019 and 2018, COFECC managed an off-balance sheet loan portfolio under the SBA
504 Program of 205 and 201 loans with an original principal amount of $58,973,000 and $58,821,000
and total principal balances of $42,695,508 and $44,446,429 respectively.

The SBA 504 program-related revenues for the years ended June 30, 2019 and 2018 were as follows:

504 - Related Revenues: 2019 2018
Processing fees (total debentures funded $2,605,000
and $2,429,000 in 2019 and 2018, respectively) $ 79,341 $ 57,231
Servicing fees 251,749 251,616
Late fees 1,400 4,100
Escrow float interest 5,497 3,811
Other 504-related income (credit investigation fees) 6,720 6,005

Total SBA 504 - related revenues $_ 344,707 $_ 322.763

GTC
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NOTE 12- SUBSEQUENT EVENTS

Management has evaluated subsequent events through October 30, 2019, the date on which the financial
statements were available to be issued. Management has determined that there are no events occurring in
the current period that required disclosure in, or adjustment to the accompanying financial statements.

\ GTC
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Schedule of Expenditures of Federal Awards
For the Years Ended June 30,2019 and 2018

Federal
Expenditures
Program CFDA Grant/Award
Federal Grantor Title Number Number 2019 2018
U.S. Small Business Administration Microloan Demostration
Program 59.046 SBAHQ-18-Y-0147 $§ 550,191 $ 381,944
Rural Business Enterprise
U.S. Department of Agriculture Grants 10.769 N/A 12,214 11,598
Intermediary Relending
U.S. Department of Agriculture Program 10.767 N/A 224,158 111,715
U.S. Department of Health and Human Community Service Block
Services Grant Discretionary Award 93.570 90EE1014 53,898 137,023
U.S. Department of the Treasury Community Development
Financial Institution Fund 21.020 092FA008380 38.905 66,227
Total expenditures of federal awards $__ 879.366 $__ 708.507

The accompanying notes are an integral part of the schedule of expenditures of federal awards.
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COFECC
Notes to the Schedule of Expenditures of Federal Awards
For the Years Ended June 30, 2019 and 2018

NOTE 1 - GENERAL

The accompanying schedule of expenditures of federal awards presents the expenditures for the years
ended June 30, 2019 and 2018, of all the federally-assisted programs of the Organization.

NOTE 2 - ACCOUNTING BASIS

The schedule was prepared following the accrual basis of accounting, which is further explained in Note
1 to the financial statements of the Organization.

NOTE 3 - MAJOR PROGRAMS

The OMB Compliance Supplement requires the auditor to use a risk-based approach to determine major
programs. The OMB also provides an exemption to this approach on the first year of implementation of
the circular and when there is a change in auditors. The auditors went through the required procedures of
the risk-based approach to select the Organization’s major programs for the year ended June 30, 2019.
NOTE 4 - FEDERAL LOANS PAYABLE

At June 30, 2019, federal loans payable are those included in Note 8.

NOTE 5 - FUNDS TO SUBRECIPIENTS

The Organization did not disburse funds to subrecipients for the years ended June 30, 2019 and 2018.
NOTE 6 - DE MINIMIS INDIRECT COST RATE

The Organization did not elect to use the 10% de minimis indirect cost rate.

NOTE 7 - DETERMINATION OF FEDERAL AWARDS EXPENDED

The basis used to determine the amount to be reported as program expenditures includes the following:

o Expenditure/expense transactions associated with the grants and awards.
o The value of new loans issued during the fiscal year ended June 30, 2019.

New loans issued are included as program expenditures because the Federal Government is at risk for
loans until the debt is repaid. A reconciliation between expenditures as per statement of activities and
expenditures as per the schedule is as follows:

GTC

28



COFECC
Notes to the Schedule of Expenditures of Federal Awards
For The Years Ended June 30,2019 And 2018

NOTE 7 - DETERMINATION OF FEDERAL AWARDS EXPENDED (CONTINUED)
Determination of federal award expenditures:

Total
Microloan RBEG IRP CDFI1 DHHS 2019 2019
Expenditures $ 305,149 § 12,214  § 47848 § 63,905 § 56,138 $§ 485,254 § 437,008
Less: Uncollectible loans expense (84,701) - - (25,000) (12,240) (121,941) (45,095)
Non-fed. match (in-kind
contributions) - - - - - - (1,670)
Loan disbursements 329.743 - 176,310 - 10,000 516,053 318.264
Total federal awards
expenditures $__ 550,191 $ 12,214 $_ 224,158 $ 38905 $ 53.898 $__ 879.366 $__ 708.507
Reconciliation to the Statement of Activites for 2019 and 2018
Totals
Microloan RBEG IRP CDFI DHHS PREC 2019 2018
Net assets without donor
restrictions
Interest expenses $ 3,075 §$ - $ 9,744 $ - $ - $ - $ 12,819 § 13,108
Other expenses 302,072 12,214 38,104 63,905 56,139 - 472,434 423,900
Total non-federal awards
expenses - - - - - 769 769 2,731
Total expenditures per SA $__305,147 $ 12,214 $__ 47,848 $__ 63,905 $__ 56,139 $ 769 $__ 486,022 $__ 439,739

The accompanying notes are an integral part of this statement.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

To the Board of Directors
COFECC
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 statements of “Corporacion para el
Financiamiento Empresarial del Comercio y de las Comunidades” (COFECC, a non-profit organization),
which comprise the statement of financial position as of June 30, 2019, and the related statements of
activities and changes in net assets; functional expenses; and cash flows for the year then ended, the
related notes to the financial statements, and have issued our report thereon dated October 30, 2019.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered COFECC’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of COFECC'’s internal control. Accordingly, we do
not express an opinion on the effectiveness of the Organization’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 a combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. 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
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS (CONTINUED)

deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether COFECC’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our 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 the
organization’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the organization’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

San Juan, Puerto Rico
October 30, 2019
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM
GUIDANCE

To the Board of Directors
COFECC

San Juan, Puerto Rico
Report on Compliance for Each Major Federal Program

We have audited “Corporacion para el Financiamiento Empresarial del Comercio y de las Comunidades”
(COFECC, a nonprofit organization) compliance with the types of compliance requirements described in
the OMB Compliance Supplement that could have a direct and material effect on each of COFECC’s
major federal programs for the year ended June 30, 2019. COFECC's major federal programs are
identified in the summary of auditor’s results section of the accompanying schedule of findings and
questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of COFECC’s major federal
programs based on our audit of the types of compliance requirements referred to above. 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). Those standards and the Uniform Guidance
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about
COFECC’s compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of COFECC’s compliance.
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM
GUIDANCE (CONTINUED)

Opinion on Each Major Federal Program

In our opinion, COFECC 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 year ended June 30, 2019.

Report on Internal Control over Compliance

Management of COFECC is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered COFECC’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program 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 internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of COFECC’s 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.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.
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33



INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM
GUIDANCE (CONTINUED)

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.

San Juan, Puerto Rico
October 30, 2019
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COFFEC
Schedule of Findings and Questioned Costs
June 30, 2019

Section I. Summary of Auditor’s Results:
Part1 Financial Statements
1. Type of audit report:

Unmodified opinion [1Qualified opinion

[] Adverse opinion [] Disclaimer of opinion
2. Reportable conditions reported
[IYes No
3. Reportable condition reported as a major weakness and/or significant deficiency:
[IYes No
4. Material noncompliance disclosed:
[IYes No

PartII Federal Awards
1. Type of report on compliance for major programs:

Unmodified opinion [ Qualified opinion

[J Adverse opinion [1 Disclaimer of opinion

2. Reportable condition reported as a major weakness and/or significant deficiency:
[JYes No

3. Material noncompliance disclosed:
[JYes No

\ GTC
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COFFEC

Schedule of Findings and Questioned Costs
June 30, 2019

Section I. Summary of Auditor’s Results (continued):

PartII Federal Awards (continued):

4.

Audit findings required to be reported under the Uniform Guidance:
[IYes No

Major Programs:

CFDA
Number (s) Federal Program Grantor and Program Name
59.046 U.S. Small Business Administration — Microloan

Demonstration Program

Dollar threshold used to distinguish Type A
and Type B programs: $750,000

Low-risk auditee

Yes [INo

Section II — Financial Statements Findings

NONE.

Section IIT — Federal Award Findings and Questioned Costs

NONE.
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COFECC
Schedule of Prior Year Audit Findings and Questioned Costs
June 30, 2019

NONE
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