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GALINDEZ:«

INDEPENDENT AUDITORS” REPORT

To the Secretary of the

Commonwealth of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program

Report on the Financial Statement

We have audited the accompanying statement of cash receipts and disbursements of the Correctional Health
Program (the Program), a division of the Commonwealth of Puerto Rico Department of Corrections and
Rehabilitation (DCR), for the year ended June 30, 2019, and the related notes to the statement of cash receipts

and disbursements.

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in accordance
with the cash basis of accounting described in Note 1; this includes determining that the cash basis of
accounting is an acceptable basis for the preparation of the financial statement in the circumstances.
Management is also responsible for the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of the financial statement that is free from material misstatement,

whether due to fraud or error.

Auditors’ Responsibility

Qur responsibility is to express an opinion on this financial statement 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 statement is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures. in the
financial statement. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statement, 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 statement 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 statement.

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

A member of
@ NeX|a PO BOX 364152 San Juan, PR 00936-4152 TRUSTM&V@
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To the Secretary of the

Commonwealth of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program
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Opinion

In our opinion, the financial statement referred to above presents fairly in all material respects, the cash
receipts and disbursements of the Correctional Health Program for the year ended June 30, 2019 in accordance
with the cash basis of accounting described in Note 1.

Emphasis of Matters

Financial Deterioration of the Commonwealth of Puerto Rico (the Commonwealth)

As discussed in Note 2 to the financial statement, the Corrrectional Health Program is a division of the
Department of Corrections and Rehabilitation, part of the Commonwealth. Since June 30, 2015 (fiscal year of
the latest issued financial statements of the Commonwealth), the financial condition and liquidity of the
Commonwealth has deteriorated. Considering that the Correctional Health Program depends completely on
appropriations from the Commonwealth, the financial condition and liquidity of the Department of
Correction as well as the Correctional Health Program could be similarly affected.

Hurricane Maria

On September 20, 2017, Hurricane Maria impacted Puerto Rico causing widespread infrastructure and other
property damage, and the complete collapse of the electrical grid across the island. Damages caused by
Hurricane Maria were covered by insurance and a federal assisted program. Reimbursement assistance
payments were still being received during the year ended June 30, 2019.

Earthquakes

As discussed in Note 5, since December 2019, Puerto Rico has been experiencing a series of earthquakes and
tremors which caused serious infrastructure damages to public and private property mainly on the
southwestern part of the island. The damages caused by them are still being assessed, and are also expected to
be covered by insurance and a federal assisted program.

COVID-19

As discussed in Note 5, in March 2020, the World Health Organization declared the coronavirus disease
COVID-19 a global pandemic which is currently affecting the world’s economy and financial markets. Should
these conditions continue for an extended period of time or additional restrictions imposed by governments,
the impact on the operations of the Program could have a significant adverse effect in its statement of cash
receipts and cash disbursements.

TRusmafﬁlﬁ
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Other Matters

Basis of Accounting

We draw attention to Note 1 to the financial statement, which describes the basis of accounting. The financial
statement is prepared on the cash receipts and disbursements basis of accounting, which is a basis of
accounting other than accounting principles generally accepted in the United States of America. Our opinion
is not modified with respect to this matter.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on page 5 be presented to supplement the financial statement. Such information,
although not a part of the financial statement, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the financial statement in an
appropriate operational, economic, or historical context.

We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency
with management's responses to our inquiries, the financial statement, and other knowledge we obtained
during our audit of the financial statement. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion

or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinion on the statement of cash receipts and
disbursements of the Program. The schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Uniform Guidance, Audit of States, Local
Governments, and Non-Profit Organizations, and is also not a required part of the cash receipts and
disbursements activities. '

TRUSTMWZ‘Z%
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Other Information — (continued)

The schedule of expenditures of federal awards is the responsibility of Program’s management and was
derived from and relate directly to the underlying accounting and other records used to prepare the schedule
of cash receipts and disbursements activities. Such information has been subjected to the auditing procedures
applied in the audit of the schedule of cash receipts and disbursements activities and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the schedule of cash receipts and disbursements activities or to the schedule of
cash receipts and disbursements itself, 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 statement of cash receipts and disbursements

activities as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated August 18, 2020,
on our consideration of the Correctional Health Program’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. 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 Correctional Health Program'’s internal control over

financial reporting and compliance.

Z/V/ Faliiy -

San Juan, Puerto Rico
August 18, 2020

License No. LLC-322
Expires December 1, 2020
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Commonwealth of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Management’s Discussion and Analysis

Year Ended June 30, 2019

Our discussion and analysis of the financial performance of the Correctional Health Program (the Program), a
division of the Commonwealth of Puerto Rico Department of Corrections and Rehabilitation (DCR), provides
an overview of the Program’s financial activities for the fiscal year ended on June 30, 2019. This report
includes the cash received and cash paid as result of the operating activities of the Program including both
funds appropriated by the Commonwealth of Puerto Rico and federal financial assistance program granted by
the U.S. Governmental agencies (USGA). Please read it in along with the financial statement, which begins on

page 6.

Overview of the Audited Financial Statement

The Program’s Financial Statement include a statement of cash receipts and disbursements and the notes to
the audited financial statement. Below, you will find a brief explanation of the statement and notes.

e The Statement of Cash Receipts and Disbursements reports information about the Program’s General
Operational Fund, Federal Fund and Special Fund; and includes all receipts and disbursements
resulting from cash transactions.

e The Notes to the Financial Statement are an integral part of the statement of cash receipts and
disbursements and provided explanation and detail regarding the information reported in the

statement.

Financial Highlights

The statement of cash receipts and disbursements for the fiscal year ended on June 30, 2019 is presented on a
cash basis of accounting, which is a comprehensive basis of accounting other than U.S. generally accepted
accounting principles (GAAP).

Statement of Cash Receipts and Disbursements

The statement of cash receipts and disbursements reflects an excess of receipts over disbursements of
approximately $2.3 million. In essence, the excess is related with funds received through assignments that
have not been disbursed yet at the end of the year. The main expenses are payroll and fringe benefits by
approximately $17.4 million.

Request for Information

This financial report is designed to provide the readers with a general overview of the Program’s finances and
to show the Program’s accountability for the monies it received. If you have any questions or need additional
financial information, contact the Department of Correction Administration Area by mail to the P.O. Box
71308, San Juan, Puerto Rico 00936, by phone to the (787) 273-6464, or by e-mail to mlleon@dcr.pr.gov.
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Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Statement of Cash Receipts and Disbursements
(Cash Basis)
Governement Fund

Year Ended June 30, 2019
General Fund Federal Funds Total
Receipts:
Legislative appropriations $ 55,928,000 $ - % 55,928,000
Federal financial assistance - 998,743 998,743
Total receipts 55,928,000 998,743 56,926,743
Disbursements:
Payroll and fringe benefits 17,419,388 - 17,419,388
Facilities and public services 79,522 - 79,522
Purchase services 22,780,574 170,444 22,951,018
Transportation expenses 10,500 - 10,500
Professional services 3,443,490 - 3,443,490
Material and supplies 10,086,031 21,900 10,107,931
Equipment - 554,285 554,285
Other 37,610 27,918 65,528
Total disbursements 53,857,115 774,547 54,631,662
Excess of receipts over disbursements $ 2,070,885 $ 224,196 $ 2,295,081

See accompanying independent auditors’ report
and notes to financial statement



Note 1 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement

June 30, 2019

Organization and Summary of Significant Accounting Policies

Organization

The Correctional Health Program (the Program) was created by Administrative Order #59 dated
October 30, 1992 as part of the Department of Health of the Commonwealth of Puerto Rico to offer
health services to the correctional population under custody of the Department of Correction.
Later, on June 30, 2005, the Program was transferred to the Department of Corrections and
Rehabilitation (DCR). The mission of the Program was later redefined as to provide healthcare
services at the required level of treatment based on modern medical practices through an
integrated, cost-effective system, to juvenile and adult inmates under the custody of the DCR.

In the year 1979, a group of inmates brought a class action lawsuit, Morales Feliciano vs Romero
Barcelo (D.P.R. 1979)(“Morales 1”), seeking injunctive relief, declaratory relief, and damages
alleging that the conditions of their confinement violated their constitutional rights. As a
consequence of that suit, the Puerto Rico prison system has been under court supervision since
then. The courts consequently issued a preliminary injunction requiring defendants to address
several of the most egregious problems, including overcrowding, medical care and security. In the
following years, as a result of Morales Feliciano vs Romero Barcelé (D.P.R. 1986)(‘Morales II'), the
courts appointed two monitors to report on prison conditions and assess compliance with several
court orders over the course of the next two decades.

In 1996, in Morales Feliciano vs Rossello Gonzilez (D.P.R. 1998)(“Morales I11”), the district court
entered into what it described as a “partial final judgment” pursuant to Federal Rule of Civil
Procedure 54(b), as to plaintiffs” claims for injunctive relief, which reduced to judgment any of the
district court order’s approving the monitor’s recommendations. The last court order under this
partial final judgment was for the parties to inform the court in writing of the progress made in
organizing the not-for-profit corporation which primary mission was to be correctional healthcare.
Thereafter, the courts continued to issue orders addressing ongoing problems.

Finally, on August 22, 2005, the Administration of Correction, currently known as the DCR,
entered into an agreement with a third party provider to exercise managerial control over the
Program’s operational budget. The managerial control included the authorization to directly
procure, execute and supervise maintenance agreements, procurement of all medicines, medical
equipment and other medical supplies needed for the adequate operation of the Program. Also,
the third party provider was entitled to hire personnel and/or contractors to provide direct,
ancillary and/or support on-site services to inmates, being all of these activities to be under their
supervision and care. These expenses were to be paid from the budget approved to the Program
by the Commonwealth of Puerto Rico. The total approved budget amounted to approximately
$59.8 million for the year ended June 30, 2019.

-7-



Note 1 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Organization and Summary of Significant Accounting Policies — (continued)

Summary of Significant Accounting Policies

Basis of Accounting

The Program’s policy is to prepare its statement of cash receipts and disbursements on the cash
basis of accounting, which is a comprehensive basis of accounting other than U.S. generally
accepted accounting principles. Consequently, receipts are recognized when received rather than
when earned, and disbursements are recognized when paid rather than when the obligation is
incurred. Accordingly, the accompanying statements of cash receipts and disbursements are not
intended to present the Program’s financial position and results of operations, in conformity with
U.S. generally accepted accounting principles.

Basis of Presentation

The accounts of the Program are organized on the basis of funds, each of which is considered a
separte accounting entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprises its revenues and expenditures. Government resources are
allocated to and accounted for in individual funds based upon the purposes for which they are to
be spent and the means by which spending activities are controlled. The Program’s funds are, as
required by law, under the custody and control of the Secretary of the Treasury of the
Commonwealth of Puerto Rico and are also accounted for in the Central Government Accounting
System. The Program prepares its statement of receipts and disbursements on the cash basis of
accounting.

The Program reports the General Fund which is the primary operating fund of the Program. It is
used to account for all financial transactions, except those required to be accounted for in another
fund.

Encumbrances

Encumbrances represent fund balance legally segregated for future disbursements under purchase
orders, contracts and other commitments. These committed amounts generally will become
disbursements in future periods as the goods or services are paid. At June 30, 2019, encumbrances
amounted to approximately $107,000.



Note 1 -

Note 2 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Organization and Summary of Significant Accounting Policies — (continued)

Use of estimates

The preparation of financial statements in conformity with other comprehensive basis of
accounting requires management to make estimates and assumptions that affect the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Going Concern Consideration

As part of its normal operating activities, the Program is completely dependent on appropriations
from the Commonwealth. Since June 30, 2015, the Commonwealth faces significant budgetary
risks and uncertainties, including liquidity risk, which is the risk of not having sufficient liquid
financial resources to meet their obligations when they become due after amassing more than $70
billion in debt and over $50 billion in unfunded benefit pension benefits.

As a result of this critical situation, on June 30, 2016, the Congress of the United States of America
enacted the Puerto Rico Oversight, Management and Economic Stability Act (PROMESA), under
which the Financial Oversight and Management Board for Puerto Rico (the Board) was created.
The purpose of the Board is to provide a method for a covered territory to achieve fiscal
responsibility and access to capital markets. Under PROMESA, the Board is authorized to
restructure Puerto Rico’s debt.

On March 2017, the Fiscal Oversight and Management Board (the Oversight Board) certified the
Commonwealth’s Fiscal Plan, which has suffered various updates since, mainly as a result of the
passage of Hurricane Maria. The last update was issued on May 2019 as the Fiscal Plan for Puerto
Rico — Restoring Growth and Prosperity in accordance to section 201(e)(2) of PROMESA. The
Fiscal Plan provides for estimates of revenues and expenditures based on applicable laws and
specific bills to be enacted in the future in order to comply with projections, ensure funding of
essential public services, provide adequate funding for public pension systems, provide a
sustainable debt burden, improve fiscal governance, accountability and internal controls, among
others. At the same time, the Oversight Board engaged in negotiations with creditor groups which
would further lead to the initial Plan of Adjustment which main objective is the restructuring of
debt under Title III of PROMESA.



Note 2 -

Note 3 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Going Concern Consideration — (continued)

On February 2020, the Oversight Board certified the submission of the amended joint Plan of
Adjustment and the Disclosure Statement for the Debtors pursuant to PROMESA section 104(j).
However, even though the Court approved the Disclosure Statement, such approval does not
constitute a determination by the Court as to the fairness and merits of the Plan. The Court will
consider confirmation of the Plan at the confirmation hearing scheduled for October 2020.

Finally, even though the abovementioned events seemed the appropriate economic course of
action, the financial support that the Commonwealth has provided to the Program may be affected

in the near future.

Commitments and Contingencies

Litigations and Claims

The Program is a defendant in lawsuits arising in the normal course of operations. According to
the laws of the Commonwealth of Puerto Rico, the Program is fully represented by the Puerto Rico
Department of Justice in defense of all legal cases against the Program. Any adverse claims to the
defendants are to be paid by the Commonwealth of Puerto Rico General Fund. However, the
Secretary of the Treasury of the Commonwealth of Puerto Rico has the discretion of requesting
reimbursement of the funds expended for these purposes from the public corporations,
governmental institutions and municipalities of the defendants.

Federal Financial Assistance Programs

The Program participates in and administers federal grant programs, which are governed by
various rules and regulations of the grantor agencies. Receipt of grants is generally conditioned
upon compliance with terms and conditions of the grant agreements and applicable federal laws
and regulations, including the expenditure of resources for eligible purposes. As such, the
Program is required to comply with the audit requirements established by the Uniform Guidance.
If expenditures are disallowed due to non-compliance with grant program regulations, the
Program may be required to reimburse the grantors for such expenditures.

-10 -



Note 4 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan

Retirement System

The Employees’ Retirement System of the Commonwealth of Puerto Rico (the Retirement System),
created pursuant to Act No. 447 of May 15, 1951, as amended, is a cost-sharing, multiple-
employer, defined benefit pension plan sponsored by and reported as a component unit of the
Commonwealth. The Retirement System consists of different benefit structures, including a cost-
sharing, multi-employer, defined benefit program, a defined contribution program (System 2000
Program) and a defined contribution hybrid program.

Defined Benefit Program

Pursuant to Act No. 447 of May 15, 1951, as amended, all regular employees of the DCR hired
before January 1, 2000 and less than 55 years of age at the date of employment became members of
the Retirement System, under the Defined Benefit Program, as a condition of their employment.
No benefits are payable if the participant receives a refund of their accumulated contributions.

The Defined Benefit Program provides retirement, death, and disability benefits pursuant to
legislation enacted by the Legislature. Retirement benefits depend upon age at retirement and the
number of years of creditable service. Benefits vest after 10 years of plan participation. Disability
benefits are available to members for occupational and non-occupational disabilities. However, a
member must have at least 10 years of service to receive non-occupational disability benefits.

Members who have attained 55 years of age and have completed at least 25 years of creditable
service, or members who have attained 58 years of age and have completed 10 years of creditable
service, are entitled to an annual benefit payable monthly for life. The amount of the annuity shall
be 1.5% of the average compensation, as defined, multiplied by the number of years of creditable
service up to 20 years, plus 2% of the average compensation, as defined, multiplied by the number
of years of creditable service in excess of 20 years. The annuity for which the participant is eligible,
is limited to a minimum of $500 per month and a maximum of 75% of the average compensation,
as defined.

Participants who have completed 30 years of creditable service are entitled to receive the Merit
Annuity. Under the Merit Annuity, participants who have not attained 55 years of age will receive
65% of the average compensation, as defined; otherwise, they will receive 75% of the average
compensation, as defined.

Commonwealth’s legislation requires employees to contribute 10% of their monthly gross salary to
the Defined Benefit Program.

-11 -



Note 4 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan — (continued)

Defined Benefit Program — (continued)

Act No. 1 of February 16, 1990, made certain amendments applicable to new participating
employees joining the Retirement System effective April 1, 1990. These changes consist principally
of an increase in the retirement date from 55 to 65, a decrease in the benefit percentage of the
average compensation in the occupational disability and occupational death benefits annuities
from 50% to 40%, and the elimination of the Merit Annuity for participating employees who have
completed 30 years of creditable service.

On September 24, 1999, the Legislature enacted Act No. 305 which amended Act No. 447 to
establish a new retirement program (System 2000 Program). In addition, on April 4, 2013, the
Legislature enacted Act No. 3 which amended the provisions of the different benefit structures
under the Retirement System, including the Defined Benefit Program.

System 2000 Program

The Legislature enacted Act No. 305 on September 24, 1999, which amended Act No. 447 to create,
among other things, the System 2000 Program, a new benefit structure, similar to a cash balance
plan (defined contribution plan). All regular employees hired for the first time on or after January
1, 2000, and former employees who participated in the Defined Benefit Program, received a refund
of their contributions, and were rehired on or after January 1, 2000, became members of the
System 2000 Program as a condition to their employment. In addition, employees who at
December 31, 1999 were participants of the Defined Benefit Program had the option, up to March
31, 2000, to irrevocably transfer their prior contributions to the Defined Benefit Program plus
interest thereon to the System 2000 Program.

Commonwealth’s legislation requires employees to contribute 10% of their monthly gross salary to
the System 2000 Program. Employee contributions are credited to individual accounts established
under the System 2000 Program. Participants have three options to invest their contributions to the
System 2000 Program. Investment income is credited to the participant’s account semiannually.

Under the System 2000 Program, contributions received from participants are pooled and invested
by the Retirement System, together with the assets corresponding to the Defined Benefit Program.
Future benefit payments under the Defined Benefit Program and the System 2000 Program will be
paid from the same pool of assets. As a different benefit structure, the System 2000 Program is not
a separate plan and the Commonwealth does not guarantee benefits at retirement age.

-12 -



Note 4 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan — (continued)

System 2000 Program — (continued)

Corresponding employers’ contributions will be used by the Retirement System to reduce the
unfunded status of the Defined Benefit Program.

The System 2000 Program reduced the retirement age from 65 years to 60 years for those
employees who joined this plan on or after January 1, 2000.

Upon retirement, the balance in each participant’s account will be used to purchase an annuity
contract, which will provide for a monthly benefit during the participant’s life and 50% of such
benefit to the participant’s spouse in case of the participant’s death. Participants with a balance of
$10,000 or less at retirement will receive a lump-sum payment. In case of death, the balance in each
participant’s account will be paid in a lump sum to the participant’s beneficiaries. Participants
have the option of receiving a lump sum or purchasing an annuity contract in case of permanent
disability.

Defined Contribution Hybrid Program

On April 4, 2013, the Legislature enacted Act No. 3 which amended Act No. 447, Act No. 1 and Act
No. 305 to establish, among other things, a defined contribution program similar to the System
2000 Program (the Defined Contribution Hybrid Program) to be administered by the Retirement
System. All 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 Defined Contribution Hybrid
Program as a condition to their employment. In addition, employees who at June 30, 2013, were
participants of previous plans will become part of the Defined Contribution Hybrid Program. Act
No. 3 froze all retirement benefits accrued through June 30, 2013 under the Defined Benefit
Program, and thereafter, all future benefits will accrue under the defined contribution formula
used for the 2000 System Program participants.

Participants in the Defined Benefit Program who as of June 30, 2013, were entitled to retire and
receive some type of pension, may retire on any later date and will receive the annuity
corresponding to their retirement program, as well as the annuity accrued under the Defined
Contribution Hybrid Program. Participants who as of June 30, 2013, have not reached the age of 58
and completed 10 years of service or have not reached the age of 55 and completed 25 years of
service can retire depending on the new age limits defined by the Defined Contribution Hybrid
Program and will receive the annuity corresponding to their retirement program, as well as the
annuity accrued under the Defined Contribution Hybrid Program.

-13 -



Note 4 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan — (continued)

Defined Contribution Hybrid Program — (continued)

Participants in the System 2000 Program who as of June 30, 2013, were entitled to retire because
they were 60 years of age may retire on any later date and will receive the annuity corresponding
to their retirement program, as well as the annuity accrued under the Defined Contribution
Hybrid Program. Participants in the System 2000 Program who as of June 30, 2013, have not reach
the age of 60 can retire depending on the new age limits defined by the Defined Contribution
Hybrid Program and will receive the annuity corresponding to their retirement program, as well
as the annuity accrued under the Defined Contribution Hybrid Program.

In addition, Act No.3 amended the provisions of the different benefit structures under the
Retirement System, including, but not limited to, the following;:

1.

Increased the minimum pension for current retirees from $400 to $500 per month.

The retirement age for the Act No. 447 participants will be gradually increased from age 58
to age 61.

The retirement age for the active System 2000 Program participants will be gradually
increased from age 60 to age 65.

Eliminated the “Merit Annuity” available to participants who joined the Retirement System
prior to April 1, 1990.

The retirement age for new employees was increased to age 67.

The employee contribution rate was increased from 8.275% to 10%.

For the System 2000 Program participants, the retirement benefits will no longer be paid as
a lump sum distribution, instead, they will be paid through a lifetime annuity.

Eliminated or reduced various retirement benefits previously granted by special laws,
including Christmas and summer bonuses. The Christmas bonus payable to current retirees
was reduced from $600 to $200 and was eliminated for future retirees. The summer bonus
was eliminated. Resulting employer contribution savings will be contributed to the
Retirement System.

Disability benefits were eliminated and substituted for a mandatory disability insurance

policy.

10. Survivor benefits were modified.

Employee contributions are credited to individual accounts established under the Defined
Contribution Hybrid Program. In addition, a mandatory contribution equal to or less than point
twenty five percent (0.25%) is required for the purchase of disability insurance.

-14 -



Note 4 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan — (continued)

Defined Contribution Hybrid Program — (continued)

Upon retirement, the balance in each participant’s account will be used to purchase an annuity
contract, which will provide for a monthly benefit during the participant’s life. In case of the
pensioner’s death the designated beneficiaries will continue receiving the monthly benefit until
the contributions of the participant are completely consumed. In case of the participants in active
service a death benefit will be paid in one lump sum in cash to the participant’s beneficiaries.
Participants with a balance of less than $10,000 or less than five years of computed services at
retirement will receive a lump-sum payment. In case of permanent disability the participants have
the option of receiving a lump sum or purchasing an annuity contract.

For the year ended June 30, 2014, the DCR was required to contribute 12.275% of each participant’s
gross salary under the different benefit structures. The Retirement System will use these
contributions to increase its level of assets and to reduce the actuarial deficit. Beginning on July 1,
2014, and up until June 30, 2016, the employer’s contribution rate shall be annually increased by
one percent (1%). Beginning July 1, 2016, and up until June 30, 2021, the employer’s contribution
rate that is in effect on June 30 of every year shall be annually increased on every successive July
1st by one point twenty-five percent (1.25%).

On June 23, 2017, the Legislative Assembly approved certain other assignment for fiscal year 2018
under Joint Resolution 188, which among other things, orders the Retirement System to liquidate
its assets and pass the net proceeds to the Treasury Department.

On June 27, 2017, the Treasury Department issued Circular Letter No. 1300 4617 in order to convey
to the Primary Government's agencies, public corporations and municipalities the new
implementation procedures to adopt, effective, July 1, 2017, the new "pay as you go (PayGo}"
mechanism for all of the Commonwealth's Retirement Systems. With the start of the fiscal year
2018, employers' contributions, contributions ordered by special laws and the Additional Uniform
Contribution were all eliminated and replaced by a monthly PayGo charge that will be collected
from the aforementioned government entities to pay retirees. The Commonwealth Retirement
Systems will determine and administer the payment amount per retiree that will be charged to
each agency, public corporation and municipality. The PayGo charge must be submitted to the
Treasury Department before the 15th day of each month along with the individual contributions
withheld from active employees. As liquid retirement funds become depleted, the PayGo charge is
expected to increase.
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Note 4 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan — (continued)

New Plan for Defined Contributions

On August 2017, the Commonwealth signed into law the Act to Guarantee the Payment to our
Pensioners and Establish a New Plan for Defined Contributions for Public Servants (Act 06), which
reformed the Commonwealth Retirement System so that their active participants would deposit
their individual contributions in a new Defined Contribution Plan that will be administered by a
private entity. Act No. 106 created the legal framework so that the Commonwealth can make
payments to pensioners through the PayGo system.

Act No. 106, among other things, amended Act No. 12 with respect to the ERS's governance,
funding and benefits for active members of the actual program and new hired members. Under
Act No. 106, the ERS's Board of Trustees was substituted with a new retirement board (the
Retirement Board), which is currently responsible for governing all Commonwealth Retirement
Systems.

Act No. 106 terminated the previously existing pension programs for ERS participants as of June
30, 2018. The members of the prior programs and new system members hired on and after July 1,
2017 will be enrolled in a new defined contribution program that will be selected by the
Retirement Board. The accumulated balance on the accounts of the prior program will be
transferred to the members account in the new defined contributions program. ERS's active
members in the defined contribution program will retain their benefits as stated under Act 91 of
March 29, 2003.

Act No. 106 also ordered a suspension of ERS's loan programs and ordered a merger of the
administrative structures of the Commonwealth Retirement Systems. At the Retirement Board's
discretion, the administration of ERS benefits may be externalized. The employees of ERS that are
not retained under the new administrative structure will be transferred to other public agencies in
conformity with Act 8 of February 8, 2017.

As mentioned in Note 2, on May 2019, the Board engaged in negotiations with creditors (which
include retirees and bondholders) related to the debt restructuring plan under Title III of
PROMESA. Such Plan aims to reduce fiscal debt to sustainable levels without significantly
impacting retiree’s benefits
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Note 4 -

Note 5 -

Government of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Notes to Financial Statement — (continued)

June 30, 2019

Employees’ Retirement Plan — (continued)

New Plan for Defined Contributions — (continued)

For the year ended June 30, 2019, total covered payroll for employees was approximately $261
million. Covered payroll refers to all compensation paid by the DCR to employees covered by the
Retirement System on which contributions to the pension are based.

Additional information on the Retirement System is provided on its standalone financial
statements for the year ended June 30, 2016, a copy of which can be obtained from the Employees’

Retirement System of the Commonwealth of Puerto Rico, P.O. Box 42004, San Juan PR 00940-2004.

Subsequent Events

Subsequent events were evaluated through August 18, 2020, the date the financial statements were
available to be issued. Except as discussed in Note 2 and in the following paragraphs, no
significant events that should have been recorded or disclosed in the financial statements were
noted.

Since December 2019, Puerto Rico has been experiencing a series of earthquakes and tremors
which have been causing severe infrastructure damages to public and private property mostly on
the southwestern part of the island. On January 16, 2020, the island was declared a major disaster
area which activated the federal emergency response by making federal funds available for
recovery from the effects of the disaster. The damages caused by them are still being assessed, and
are also expected to be covered by insurance and a federal assisted program.

In March 2020, the World Health Organization declared the coronavirus disease COVID-19 a
global pandemic. This highly contagious disease has spread across the world and is currently
affecting the world’s economy and financial markets, which may result in a significant economic
downturn. In addition, local and international governments have imposed restrictions on non-
essential services and manufacturing, including enforced business lockdowns and curfews, which
may result in disruptions in the production and distribution of certain supplies. Furthermore,
governments continue to impose additional restrictions on international travel and border control,
as well as other social and business activities involving large numbers of individuals and/or
participants.

These conditions have negatively affected the Program’s normal operations as a result of a
decrease in healthcare medicines and supplies” demand and availability. Should these conditions
continue for an extended period of time or additional restrictions be imposed by governments, the
impact on the Program’s operations could have a significant adverse effect in its financial
statements.
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Commonwealth of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Schedule of Expenditures of Federal Awards

Year Ended June 30, 2019
Expenditures
From Pass- Pass-through
Federal CFDA Through From Direct to Sub-
Agency Federal Program Number Funds Awards Total recipients
U.S. Department of Homeland Security
Passed through programs from
The Central Office of Recovery,
Reconstruction and Resiliency
Disaster Grants - Public
Assistance 97.036 $ 774,547 $ - $ 774547 $ -

See accompanying notes to schedule of expenditures of federal assistance awards
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Note 1 -

Note 2 -

Note 3 -

Note 4 -

Commonwealth of Puerto Rico
Departement of Correcctions and Rehabilitation
Correctional Health Program

Notes to Schedule of Expenditures of Federal Financial Assistance Awards

Year Ended June 30, 2019

Basis of presentation

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal
grant activity of the Correctional Health Program, a division of the Puerto Rico Department of
Correction and Rehabilitation (the DCR), under programs of the federal government for the year
ended June 30, 2019. The information in this Schedule is presented in accordance with the
requirements of the Uniform Guidance, Audits of States, Local Governments, and Non-Profit
Organizations. Because the Schedule presents only a selected portion of the operation of the
Program, it is not intended to and does not present the statement of cash receipts and
disbursements of the Program.

Summary of significant accounting policies

The Schedule is prepared from the Program’s accounting records and is not intended to present its
financial position or the results of its operations. The Schedule is presented in accordance with the
cash receipts and disbursement basis of accounting, under which revenues are recorded when
received and expenditures are recorded when paid. The Program has elected not to use the 10-
percent of minimis indirect cost rate as allowed under the Uniform Guidance.

Catalog of Federal Domestic Assistant (CFDA) Number

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

Relationship to the Financial Statement

Expenditures included in the Schedule amounting to $774,547 agree with the amounts included in
the accompanying statement of cash receipts and disbursements for purpose of the federal
financial assistance.
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GALINDEZ:

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 Secretary of the

Commonwealth of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program

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 Correctional Health Program, a
division of the Commonwealth of Puerto Rico Department of Corrections and Rehabilitation and the related
notes to the financial statement, which comprise the statement of cash receipts and disbursements for the year
ended June 30, 2019 and the related notes to the financial statement, and have issued our report thereon dated

August 18, 2020.

Our report on the Correctional Health Program’s basic financial statements included an emphasis of matter
paragraph indicating that the Correctional Health Program has evaluated the possible effects of the budgetary
constraints and liquidity risk being faced by the Commonwealth of Puerto Rico, on its basic financial
statement, and has concluded that, as of June 30, 2019, the Correctional Health Program will continue to
operate as a going concern for a period not less that twelve months after such date.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statement, we considered the Correctional Health
Program’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 the Correctional Health Program’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Correctional Health

Program’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.

A member of 20
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To the Secretary of the

Commonwealth of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program

Page 2

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 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 the Correctional Health Program’s financial
statement is 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 entity’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 entity’s internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

San Juan, Puerto Rico
August 18, 2020

License No. LLC-322
Expires December 1, 2020
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GALINDEZ:

INDEPENDENT AUDITORS” REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

To the Secretary of the

Commonwealth of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program

Report on Compliance for the Major Federal Program

We have audited the Correctional Health Program’s compliance with the types of compliance requirements
described in the OMB Compliance Supplement that could have a direct and material effect on the Correctional
Health Program, a division of the Commonwealth of Puerto Rico Department of Corrections and
Rehabilitation major federal program for the year ended June 30, 2019. The Puerto Rico Correctional Health
Program’s major federal program is 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 the requirements of laws, regulations, contracts, and grants
applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for the Correctional Health Program’s major federal
program 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 auditing requierements of Title 2 U.S. Code of Federal
Regulation (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements For
federal Awards (Uniform Guidance), Local Governments, and Non-Profit Organizations. Those standards and
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 the Puerto Rico Correctional Health Program’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
programs. However, our audit does not provide a legal determination of the Puerto Rico Correctional

Health’s compliance.

A member of
.
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To the Secretary of the

Commonwealth of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program

Page 2

Opinion for the Major Federal Program

In our opinion, the Correctional Health Program complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on its major federal

program for the year ended June 30, 2019.

Report on Internal Control over Compliance

Management of the Correctional Health Program 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 the Puerto Rico Correctional Health Program’s
internal control over compliance with the types of requirements that could have a direct and material effect on
its major federal program to determine the auditing procedures that are appropriate in the circumstances for
the purpose of expressing an opinion on compliance for the major federal program and to test and report on
internal control over compliance in accordance with 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 the Puerto Rico Correctional Health Program’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 preceding
paragraph 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 deficiency in internal control over
compliance that we consider to be a material weakness. However, material weaknesses may exist that have

not been identified.
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To the Secretary of the

Commonweatlh of Puerto Rico

Department of Corrections and Rehabilitation
Correctional Health Program

Page 3

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 Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.
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San Juan, Puerto Rico
August 18, 2020

License No. LLC-322
Expires December 1, 2020
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Commonwealth of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Schedule of Findings and Questioned Costs

Year Ended June 30, 2019

Part I — Summary of auditor’s results

Financial Statements

Type of auditors’ report issued:

Internal control over financial reporting;:

Unmodified

Material weakness identified? yes
Significant deficiency identified that are not considered
to be material weaknesses? yes
Noncompliance material to financial statements noted? yes
Federal Awards
Internal control over major programs:
Material weakness identified? yes
Significant deficiency identified that are not considered yes
to be material weaknesses?
Type of auditors’ report issued on compliance for major
programs: Qualified
Any audit findings disclosed that are required to be reported in
accordance with Section 2 CFR § 200.516? yes
Identification of major programs:
CFDA Number Name of Federal Award
97.036 Disaster Grants-Public Assistance
Dollar threshold used to distinguish between
Type A and Type B programs: $750,000
Auditee qualified as low-risk auditee? X yes
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Commonwealth of Puerto Rico
Department of Corrections and Rehabilitation
Correctional Health Program

Schedule of Findings and Questioned Costs — (continued)

Year ended June 30, 2019

Part II — Financial statement findings

None

Part III — Federal award findings and questioned costs

None
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