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I. RESPONDENT'S ADDITIONAL SUPPLEMENT TO ITS
 
INITIAL PREHEARING EXCHANGE
 

Respondent Aguakem Caribe, Inc., through its undersigned attorneys, hereby supplements 

its Initial Prehearing Exchange for the above-captioned matter. 

Respectfully submitted, in New York, New York this 1st day of November, 2010. 

,,/ 

C./]-----'--'c.....::::::...----':::::....------

Armando Llorens 
FURGANG & ADWAR 
Attorneys for Respondent 
1325 Avenue of the Americas, 28th FI. 
New York, New York 10019 
(212) 725-1818 
armando@furgang.com 



1. Addition To Respondent's List of Witnesses And Submission Of Documents 

1. Eduardo Guzman - Mr. Guzman, who is the outside auditor of Respondent, will testifY 
regarding audited financial statements he prepared on behalfofAguakem Caribe, Inc. Mr. Guzman 
will also testifY regarding Aguakem Caribe's financial viablility and ability to pay an EPA fine. 

2. Eduardo Gonzalez, EPA - Mr. Gonzalez will be called to testifY regarding communications 
between the EPA and Aguakem, including communications received by him from Aguaken and/or 
counsel for Aguakem. 

3. Angel Rodriguez, EPA - Mr. Rodriguez will be called to testifY regarding communications 
between the EPA and Aguakem, including communications received by him from Aguaken and/or 
counsel for Aguakem. 

Addition to List OfDocuments 

1. 2010 Audited Financial Statement of Aguakem Caribe. Inc. 

CERTIFICATE OF SERVICE 

I certifY that on this date a copy of this Preliminary Exchange was served upon: 

Original and copy to: 

Karen Maples 
Regional Hearing Clerk 
Region 2 
U.S. Environmental Protection Agency 
290 Broadway, 17th Floor 
New York, NY 10007-1866 

copy to: 

Lourdes del Carmen Rodriguez, Esq. 
Assistant Regional Counsel 
U.S. Environmental Protection Agency, Region 2 
Centro Europa Building, Suite 417 
1492 Ponce de Leon Avenue 



San Juan, PR 00907 

copy to: 

Administrative Law Judge 
The Honorable Barbara A Gunning 
Office ofAdministrative Law Judges 
U.S. Environmental Protection Agency 
Franklin Court Building 
1099 14th Street, N.W. Suite 350 
Washington, D.C. 20005 
Attn: Mary Angeles 

by first class mail. 
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GUZMAN VILLANUEVA & CO., CPA, CSP 
('erlUtcd Puhlic Accountant 

N). Box 7785. POI/Cl', PI? 00732-7785 Td 1787) 84X-6640 Flu (787j 84R-6779 

To the Board of Directors 
Aguakem Curibe. Inc. 

We have audited the accompanying balance sheet of Aguakcm Caribe~ Inc., as of 
June 30, 2010, and the related statements of income and accumulated deficit and of cash 
flows tt)r the year then ended. These financial statemcnts are the responsibility of the 
Company's managcment. Our responsibility is to express an opinion on these financial 
statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. 
'rhose standards require that we plan and pcrfbml the audit to obtain reasonablc 
assurance about whether thc financial statements are free of matcrial misstatements. An 
audit includes examining, on :l h:st basis. evidence that supports the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management as well as evaluating the 
overall financial statement presentation. We believe that our audit provides a reasonable 
basis for our opinion. 

The accompanying financial statements have been prepared assuming that the 
Company will continue as a going concern. As discussed in Notes I and 9 to the 
financial statements, the Company had sustained accumulated losses amounting to 
($682.834) as of June 30, 20 IO~ which J"(lisc substantial doubt about its ability to continue 
as a going concern. Management's plans regarding those matters are also described in 
Note I. The financial statements do not include any adjustments that might result from 
the outcome of this uncertainty. 

In our opinion, except for the matters discussed in Note I and 9, the financial 
statements referred to above presents f;lirly. ill all material respects, the linancial position 
of Aguakem Caribe. Inc., as of June 30. 2010 and the results of its operations and of its 
cash flows fl)r the year then cnded in confl)fll1ity with generally accepted accounting 
principles. 

Our audit was made for the purpose of f{1rming an opinion on the basic financial 
statements taken as a wholc. The Overhead Operating Costs & General, Selling and 
Administrative Expense Schedules on pagc 5 arc presentcd for the purposes of additional 
analysis and is not a required part or the linancial statements. Such information has been 
subjected to th.e auditing procedures applied in taudit of the b' ic Iina~C'ialtatcnlcnts 
taken as a whole. / /// 

~~:;t4~~-'~~~cf:-. / I(~ 
August 24. 2010 Liclse 0 1534 ­
Ponce. Puerto Rico Expirc D ccmber 1,2010 

Stamp #2528728 "Colcgio de Contadores 
Ptiblicos Autorizados de Puerto Rico" was 
atlixed to the original of this report. 
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ACIVAKEM CARIBE, INC. 
BALANCE SHEET 

Jl!NE 30,10/0 

ASSETS 

Current assets: 

Accounts receivable - trade (net) 
Invenlories (Note I ) 

$ 146,677 
98,646 

Total CUTrent assets 245,323 

Fixed assets: (Note 1) 153.220 

Other assets: 

Deferred tax asset (Note 9) 
Prl:paid expenses 
Accounts rcceivahlc- Amliates (Note 2) 
Accounts receivable Others 

(net of reserve of $46.759) (Note 3) 

$194.907 
]6.689 

149,395 

Total other assets 

Total assets $ 767,891 

The (l(~companying notes are an integral part of the financial statcmcnts. 
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/1 Gl!AKE,M CARIBE, INC. 
BALANCE SHEET 

JUNE 30. 2{}}(J 

L1ABILIT1L5 AND SIIAREII0LDERS' EQUITY 

Liabilities 

Current liabilities: 

Bank overdraft 
Demand credit line (Note 3) 
Current portion of long-term debt (Note 4) 
'rradt; payable 
Other accrued expenses (Note 5) 

$ 27.158 
92,751 

128,393 
135,806 

.---.2.t112 

TOHII current liabilities 482,287 

Long-IeI'm liabililil.~s: 

Loans payahle (Note 4) $191,614 

Total long-lcrm liabilities 191.614 

Total liabilities 673.90 I 

Shareholders' equity: 

Common Stock. $100.00 par value, subscribed 
Class A Common Voting Stocks, $100.00 par 

value, subscribed 
Class B Preferred Non Voting. Non Cumulative 

Stocks, $100.00 par value, subscribed 
Additional paid-in-capital 
Accumulated deficit 

$170.647 

5,000 

5,000 
273,364 

( 360,021) 

Total shareholders' equity 93,990 

Total liabilities and shareholders' equity $ 767,891 

The accompanying notes arc an integral part of the financial statements. 
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A GUAKEM CARIBE, INC.
 
STATEMEN1:\' OF INCOME AND ACClfMULA 11:.;V DEFICIT
 

FOR nlE }'EAR ENDED JUNE 30. 20U) 

Sales - net 

Direct operating cost: 
Materials: 
Beginning inventory 
Purchases· 
Materials available [or production 
Ending inventory 
Cost of materials 
Labor 
()verhead 

'rotal operating cost 

$ 170,138 
536,327 
706.465 

.L~.~>--~·646) 
607,819 
103.474 

.. 234,762 

Gross Profit 
GeneraL selling and administrative expense 

Income from operations 

Other income/(expense) 
Intercst-net 
Others 

Tot,,1 other incomc/(expcnse) 

( 18,885) 
--.1.1]] 

Net income before PR Income Tax 
PR Income tax (Note 7, 9) 

Net income 
Accumulated deficit. at beginning 

Accumulated deficit, at end 

The accompanying notes are an integral part of the financial statements. 

$1,246.291 

946,055 

300,236 
275,991 

24,245 

8,497 
1,027) 

7.470 
( 367,491) 

$( 360,02] ) 
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A GUAKEJ\1 CARIBE, INC.
 

OVERJlE.j;JD OPERATING COSTS & GENERAL,
 

SELLING AND ADMHolISTRATIVE Kl(PENSE SCHEDULES
 

FOR THE YEAR ENDED JVNE .10,2010 

Ol'f!rllefld Operatillg CO.S'tfi: 

Warehouse rent
 
Depreciation
 
Repair & maintenance
 
Supplies & matcrials
 
Insurances
 
I~q uipmcnt rcnt
 
Others
 

Total overhead operating costs 

Gt'lleral, Sellillg tllUl Aflmill;stratil'e E,*pellse...: 

Salaries & fringe benefits
 
}Jwfcssional services
 
Depreciation
 
Officc rent
 
Vehicle expense
 
Telephone
 
Property. municipal & other taxes
 
Travel expense
 
Office supplies
 
Bank charges
 
Bad debt cxpense
 
Insurancc
 
Promotion
 
Others
 

Tolal general, selling llnd administrative expense 

$IOO,SOO 
64,667 
27,000 
1X,595 
17.525 

5,485 
690 

$234,762 

$	 82,631 
69'()54 
37.357 
18.000 
15.910 
11.371 
8,393 
8.D2 
7,178 
4,107 
1.576 
1,474 
1,162 
9,446 

$275,991 
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A(;UAKEM CARIBI!.', INC. 

STATEMENT OF CASH FLOU':') 

FOR TilE YEAR ENDED Ji/NE 30t 2010 

Cash Ilow from operating activities: 
Net income 
Adjustments to reconci Ie net income to net 

cash provided by operating activities:
 
Depreciation
 
Decrease in merchandise inventories
 
Decrease in accounts receivable
 
Increase in credit line
 
Increase in (:urrenl portion of long-term debt
 
Decrease in trade 'Kcounts payable
 
Increase in other accrued expenses
 

Total adjustments to net income 

Net cash provided by open:lting activities 

Cash llow frolll investing activities: 
Increase i11 fixed assets 
)nerease in other assels 

Net cash used in investing activities 

Cash flow from linancing activities: 
Decrease in long-term debt 

Net cash used in finnncing activities 

Net increase in cash 
Cash at beginning of year 

Bank overdraft at end of year 

T'he accompanying notes are an integral part or the financial statements. 

$ 7,470 

102,024 
71.492 

214,633 
4,888 

97,607 
(203,17 J) 

2 127 
~-_..•.._.~---

297,1)70 

70.934 ) 
50,747) 

(121,681 ) 

L!75.2471 

142 
27,3(0) 

$( 27,158) 
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A GUAKE1U CARIBE, INC
 
NOTES TO THE FINANCIAl. STATEMENTS
 

JUNE ](), 20J()
 

Agllukem Caribe. Inc., is a corporation organized under the corporate laws or the 
Commonwealth of Puerto Rico on June )4, 1995. Its principal place of business is 
located at Villa Street in Ponce, Puerto Rico, It is engaged in distributing water treatment 
solution products and other related products to Puerto Rico and the Caribbean Basin 
Countries. 

A) Signifi.£~nt Accounting P~~lick!i 

Financial stalemcnts arc prepared under generally accepted accounting principles 
using accmal method of accounting under \vhic.h income is recorded as earned and cost 
arc recorded as incurred. 

Accounts receivable are considered due at 30 days. 

Inventories are recorded (It (;os1. not in excess of f~lir market value llsing first-in 
first-out method. Inventories as or-June 30, 2010 are comprised as {'(lllaw: 

Ferric Chloride Solution $ 20.92] 
Finished products 19.663 
Hydrochloric Acid 13Jl76 
ACS I] ,806 
Polymers 9,323 
Metahisul fite 9,063 
Super Sorb 7,083 
Others 7,71 J 

Total $ 98,646 

Concentration or credit risk: 

'rhe Company maintains its cash amounts in a commercial bank. Accounts are 
guaranteed by the Federal Deposit Insurance Corporation (FDIC) up to $250,000. The 
balances, at times, may exceed federal insured limits. 

Concentration of sales to governmental ~lgfn~j~§.;. 

Company sales to Puerto Rico Aqueduct Sewerage Authority. a governmental 
agency. for the year ended June 30, 20 JO amounted to $514,605; representing 4\ % of the 
total sales. 
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A (;UAKEM CARIBE, INC.
 
NOTES TO TilE FINANCIAL STA TE1'J1ENTS
 

.TUNE 30,10/0
 

I) ~2r-lli!.nization (ContinucL.J 

Fixed assets arc recorded at cost and are depreciated under the straight line 
method using estimaled useful live of assets and other contractual covenants. 
Depreciation for the year has been provided as fbllows: 

I:stimatcd Useful Dep. for Ace. Book 
Description Cost Lif~ the Yenr Dcp. yalue 

Process equipment $ 401,654 10 $ 39,398 $367.418 $ 34,236 
Research & dev. 135,104 10 13.225 132,125 2,979 
Vehicles 174.333 5 13.951 163.209 11,124 
Office & lab. equip. 60.794 10 4,944 54,916 5,858 
Leasehold Imp. 82,682 5 12,855 24,426 58,256 
Design & engineering 28,100 5 5,607 I 1.128 16,972 
Totes & Drums 161,699 2.5 12,044 137,2!)-1 .. :23>I2~ 

Totals $1.044,366 102,024 891,146 $153,220 
~_.._-_._.­
____ ·····_' __'_"H··"·_U 

B) ~9iI!.&.~·gncern 

The Compmly had sustained a net accumulated loss amounting to ($682JD4) as 
of June 30, 20 IO. The Company management believes that approximately $441,000 of 
such accumulated loss. representing 64.6% of total loss, is aUributublc to the damages 
claimed against Checkpoint for breach of contract In addition, during 2007 and 2008. 
the company had to moves their production facilities fi'om the Port of Ponce 10 ne\v 
facilities leased to La I luella Taina, an affiliated company, aflccting their production 
output. Although the Company is currently in neg()tiations with potential future 
cuslomers and additional line of business, this situation raises substantial doubt about its 
ability to continue as a going concern. Although management is \....orking with its 
indebtedness and is currently evaluating methods to reduce costs, improve protit margins 
and increase capital, the ability of the Company to continue as a going concern is 
dependellt on increasing gross sales and gross margins, obtaining additional capitalization 
and or restructuring of debt. The financial statements do not include any adjustments that 
might result lI'om the outcome of this uncertainty. 

2) Accounts receivable -Affiliates 

Accounts receivable AfTiliates as of .June 30, 2010 are comprised as follows: 

Accounts receivable from La (luella Taina $49,804 
Accounts receivable from Officer ...~.2,"~.21 

Total 
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A GUAKEM CARIBE, INC
 
NOTES TO TilE FINANCIAL STATEftlENTS
 

.JUNE 30, 2010
 

3) Demand Credit Line 

BPPR "Flexi-Linea" - payabJe a1 J/60 of principal 
plus a monthJy interest at 3.75% over prime-ratc. $92,75J 

4) Long Term Debts 

Long term debts as of June 30. 2010 are comprised as follows: 

•	 Loan payahle to Scotiabank de PR in monthly installments 
of interest at 1'~'O over prime ratc. No payments term nor 
due date. Collateralized by stockhoJder's personal assel'i. $150,000 

•	 Cinctica Quimica - Payable in monthly installments of 
$4.000.00 111,886 

•	 Accrued legal claim payable in bi-monthly installments 
or J .000.00. 23,000 

•	 PQI' debt 19,140 

•	 Loan payable to Imperial Credit Corp. in monthly installments 
of $938.99 each. including principal and interest at 7.55%. 
Due on April 201 1. 10.128 

•	 Loan payable to Reliahle Financial in monthly installments 
01'$340.00 each, including principal and interest at 7.95%, 
collateralized by vehicle Toyota Tacoma for $16,800.00, 
due on November 2011. 5,371 

•	 Loan payable to Banco Bilbao Vizcaya in monthly
 
installments of $449.37 each, including principal and
 
interest at 5.89%. collateralized by vehicle Mitsubishi
 
Endeavor for $27.200. due on July 2010.
 

Total 320,007 
Less: Current Portion ( 128,3(3) 

Total long term debt	 $191,614 

-9­
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AG'LJAKEM CARIBE, INC. ~ NOTES TO TilE FINANCIAL STA1'E'MEN1:5 
Jl!NE 3(J, 20J() &n£",;;& 

4) [.ong Tcrl)l Debts, , . (continued) 

Future minimum loans payments arc disclosed as follows: 

Year ended 
June 2011 $ 128393 
June 2012 11,474 
June 2013 6,O()O 
June 2014 5.000 
June 2015 and lhercaller L6J,140 

Total $320.007 

5) Olher accrued e~lliWses 

Other accrued expenses as ofJullc 30. 2010 arc comprised as follows: 

Accrued excise tax claim (Note 10) S 90,000 
Municipal tax payable 6,478 
Other accrued expenses 1,70 I 

Total $ 98,179 

6) Lease Agreement 

On December 2006, the Company relocated its operations to a new Jacilily owned 
by La HucHa Taina, Inc. (an artiliated company), located at Villa SIred in Ponce, Puerto 
Rico. Since January 2008. a monthly rent charge of $8,400 was recorded for the use of 
the 8,400 square fect building and facilities; rent amounted to $100,800 in 2010. No 
formal lease agreement has been made. 
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A GUAKEil1 CAR/BE, INC.
 
NOTES TO THE FllVANC/AL STA TEMEN1:~'
 

JVNE 30, ZOIO
 

7) elteIt~LKico Tax Exemptions 

Under the provisions of sections 2 (d) (i) and I I (b) (3) of law ti 135 of December 
2, 1997, as amended, Industrial Incentive Act of Puerto Rico, the Company obtained 
el1cet.ively on January 1, 2008 a twenty (20) years partial tax exemption. The tax 
exemption covers industrial development income directly delivates from coagulants \\lith 
blend for water treatment and sludge treatment for municipal, industrial and agricultural 
use and animal feed, real and personal property taxes on assets used for such operations 
up to 90% of taxable assets, and municipal licenses and other taxes lip Lo 60'Yc) of sales 
volume. 

In onJcr to achieve \virh the tax exemption requirements, the company should 
maintain a minimum of sixteen (16) direct employees and make an investment in 
machinery and equipment of $300,000 in the next twelve (12) months 14Jllowing the 
exemption decree granted. ]n case that the employees were less than sixteen (16), the 
corporate income tax rate will he increased one percent for each employee below the 
sixtecl1 (16). Tf the employees were below ten (JO), the exemption decree will he 
cancclkd and operation activities will be fully taxable. 

In case that the investment in machinery and equipment were below nr $300,000; 
the corporate income tax rate and the municipal license tax will he adjusted to 50% 
beginning on the expiration date of the origimll decree. 

Additionally. during the construction and/or installation of the new machinery and 
eyuipmellt. the property directly related to this construction and/or installation will be 
fully exempt 1(..)1' real and personal property tax. The Company should noti fy to the 
"Ofieina d...~ Exenci6n Contributiva Industrial" and the "Centro de Recaudaci6n de 
Ingrcsos Municipales" not later than the settle of the company income tax return or 
personal property tax for the applicable year. '1"he exemption expiration date will be the 
date in which the construction and/or installation concludes. 

Also, the company and its contractors and subcontractors will be fully exempted 
lor any municipal construction tax. license, contributioll, duty and right established by 
municipal regulation. except mUllicipallicense tax. 

The tax exemption does not cover f(.)r workmen compensation, vehicle licenses 
and excise taxes I'll' certain expendable and consumable items. 
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AGVAKEM CARIBE, INC 
NOTES TO THE FINANCIAL STATEMENTS ~~ 

JUNE 3(), ]()/O ILaaaat:<­

8) Contingcn~.ies 

The Company has a legal claim against Checkpoint, a company f()r which it 
removed and accepted byproduct for breach of contract ItJr the amount of $4.5 million. 
The case is in the early stage of litigation process. 

The Compnny is a defendant in various civil actions. The C\mlpany intends to 
vigorously defend from these actions which considers groundless. The ultimate 
resolutions of these malleI'S arc not asccrtainable at this time. 

9) Dererr~£LTax Asset and Operating Loss Carry Forward 

As of June 30. 201 () the Company has available ($682,834) of operating loss carry 
forward to oll"ct future taxable income. 

Deferred lax £ISSei in the accompanied balance sheet amounting to $194.907 arose 
from the tax benefit of net operating loss carryover as required by Financial Accounting 
Slandnrd Board Ii 109 - Accounting for Income Taxes and are due as follows: 

I)ue on Deferred 
Year Ended Tax Asset 

June 30. 20 It $ 7.888 
June 30, 2013 165.717 
June 30. 2014 5,450 
June 30.2015 11,777 
June 30.2016 4,075 

Deferred tax asset were estimaled based upon current applicable taxable rates. 

10) provision for excise taxes duim 

During thc year 2004 the Puerto Rico Treasury Department imposed the 
Company $260,440 for excise taxes including penalties and interest. The Company filed 
fl1r an Administrative hearing at the PUCl10 Rico Treasury Department. The Company 
believes the excise taxes ;.\TC exempt as part of the Company's Industrial Inccntive Act of 
Pucrto Rico. The Administrative I learing \vas held on July 2007. On the Hearing it was 
accepted by the 'rrcasury Department that sales to companies under the Industrial 
Incentive Act of Pucrto Rico are exempted It)C excise purposes. therefore. the financial 
exposure is substantially reduced J()r Aguakern Caribe, Inc. The provision has been 
reduced to $90.000. 
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