GOVERNMENT OF PUERTO RICO NOTES TO STATEMENT OF CASH RECEIPTS, DISBURSEMENTS,
OFFICE OF THE GOVERNOR AND NET CHANGES — GOVERNMENTAL FUNDS
ENVIRONMENTAL QUALITY BOARD FOR THE FISCAL YEAR ENDED JUNE 30, 2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation
G. Future Adoption of Accounting Pronouncements

The GASB issued the following pronouncements that have effective dates after June 30, 2010:

GASB Statement No. 54, Fund Balance Reporting and Govemmental Fund Type Definitions. Statement 54 is to
enhance the usefulness of fund balance information by providing clearer fund balance classifications that can be
more consistently applied and by clarifying the existing governmental fund type definitions. This Statement
establishes fund balance classifications that comprise a hierarchy based primarily on the extent to which a
?overnment is bound to observe constraints imposed upon the use of the resources reported in governmental
unds.

The initial distinction that is made in reporting fund balance information is identifying amounts that are considered
nonspendable, such as fund balance associated with inventories. This Statement also provides for additional
classification as restricted, committed, assigned, and unassigned based on the relative strength of the constraints
that control how specific amounts can be spent. The requirements of this Statement are effective for financial
statements for periods beginning after June 15, 2010, with earlier application encouraged.

GASB Statement No. 57, OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans. The
objective of this Statement is to address issues related to the use of the alternative measurement method and the
frequency and timing of measurements by employers that participate in agent multiple-employer other
postemployment benefit (OPEB) plans (that is, agent employers). The requirements of this Statement are
effective for financial statements for periods beginning after June 15, 2011,

GASB Statement No. 59, Financial Instruments Omnibus. The objective of this Statement is to update and
improve existing standards regarding financial reporting and disclosure requirements of certain financial
instruments and external investment pools for which significant issues have been identified in practice. The
provisions of this Statement are effective for financial statements for periods beginning after June 15, 2010.
Earlier application is encouraged.

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements. The
objective of this Statement is to improve financial reporting by addressing issues related to service concession
arrangements (SCAs), which are a type of public-private or public-public partnership. As used in this Statement,
an SCA is an arrangement between a transferor (a government) and an operator (governmental or
nongovernmental entity) in which (1) the transferor conveys to an operator the right and related obligation to
provide services through the use of infrastructure or another public asset (a "facility”) in exchange for significant
consideration and (2) the operator collects and is compensated by fees from third parties.

This Statement requires disclosures about an SCA including a general description of the arrangement and
information about the associated assets, liabilities, and deferred inflows, the rights granted and retained, and
guarantees and commitments. The requirements of this Statement are effective for financial statements for
‘periods beginning after December 15, 2011, The provisions of this Statement generally are required to be applied
retroactively for all periods presented. ‘ ‘

GASB Statement No. 61, The Financial Reporting Entity: Omnibus—an amendment of GASB Statements No. 14
and No. 34. The objective of this Statement is to improve financial reporting for a governmental financial reporting
entity. The requirements of Statement No. 14, The Financial Reporting Entity, and the related financial reporting
requirements of Statement No. 34, Basic Financial Statements—and Management's Discussion and Analysis—
for State and Local Governments, were amended to better meet user needs and to address reporting entity
issues that have arisen since the issuance of those Statements.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

This Statement modifies certain requirements for inclusion of component units in the financial reporting entity. For
organizations that previously were required to be included as component units by meeting the fiscal dependency
criterion, a financial benefit or burden relationship also would need to be present between the primary
government and that organization for it to be included in the reporting entity as a component unit. Further, for
organizations that do not meet the financial accountability criteria for inclusion as component units but that,
nevertheless, should be included because the primary government's management determines that it would be
misleading to exclude them, this Statement clarifies the manner in which that determination should be made and
the types of relationships that generally should be considered in making the determination.

This Statement also amends the criteria for reporting component units as if they were part of the primary
government (that is, blending) in certain circumstances. Lastly, additional reporting guidance is provided for
blending a component unit if the primary government is a business-type activity that uses a single column
presentation for financial reporting. This Statement also clarifies the reporting of equity interests in legally
separate organizations. It requires a primary government to report its equity interest in a component unit as an
asset, The provisions of this Statement are effective for financial statements for periods beginning after June 15,
2012. Earlier application is encouraged. '

GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-
November 30, 1989 FASB and AICPA Pronouncements. The objective of this Statement is to incorporate into the
GASB's authoritative literature certain accounting and financial reporting guidance that is included in the following
pronouncements issued on or before November 30, 1989, which does not conflict with or contradict GASB
pronouncements: ‘

1. Financial Accounting Standards Board (FASB) Statements and Interpretations

2. Accounting Principles Board Opinions

3. Accounting Research Bulletins of the American Institute_of Certified Public Accountants’ (AICPA)
Committee on Accounting Procedure.

Hereinafter, these pronouncements collectively are referred to as the “FASB and AICPA pronouncements.” This
Statement also supersedes Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and
Other Governmental Entities That Use Proprietary Fund Accounting, thereby eliminating the election provided in
paragraph 7 of that Statement for enterprise funds and business-type activities to apply post-November 30, 1989
FASB Statements and Interpretations that do not conflict with or contradict: GASB pronouncements. The
requirements of this Statement are effective for financial statements for periods beginning after December 15,
2011. Earlier application is encouraged. The provisions of this Statement generally are required to be applied
retroactively for all periods presented.

The EQB's financial statement was not affected by the implementation of these statements.

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources,
and Net Position. This Statement provides financial reporting guidance for deferred outflows of resources and
deferred inflows of resources. Concepts Statement No. 4, Elements of Financial Statements, introduced and
defined those elements as a consumption of net assets by the government that is applicable to a future reporting
period, and an acquisition of net assets by the goverment that is applicable to a future reporting period,
respectively. Previous financial reporting standards do not include guidance for reporting those financial
statement elements, which are distinct from assets and liabilities.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continuation

Concepts Statement 4 also identifies net position as the residual of all other elements presented in a statement of
financial position. This Statement amends the net asset reporting requirements in Statement No. 34, Basic
Financial Statements—and Management's Discussion and Analysis—for State and Local Governments, and
other pronouncements by incorporating deferred outflows of resources and deferred inflows of resources into the
definitions of the required components of the residual measure and by renaming that measure as net position,
rather than net assets. The provisions of this Statement are effective for financial statements for periods -
‘beginning after December 15, 2011, Earlier application is encouraged.

The EQB has not yet determined the effect this statement will have on the EQB's financial statement.

GASB Statement No. 64, Derivative Instruments: Application of Hedge Accounting Termination Provisions—an
amendment of GASB Statement No. 53. Some governments have entered into interest rate swap agreements
and commodity swap agreements in which a swap counterparty, or the swap counterparty's credit support
provider, commits or experience either an act of default or a termination event as both are described in the swap
agreement. Many of those governments have replaced their swap counterparty, or swap counterparty's credit
support providers, either by amending existing swap agreements or by entering into new swap agreements.
When these swap agreements have been reported as hedging instruments, questions have arisen regarding the
application of the termination of hedge accounting provisions in Statement No. 53, Accounting and Financial
Reporting for Derivative Instruments. Those provisions require a govemment to cease hedge accounting upon
the termination of the hedging derivative instrument, resulting in the immediate recognition of the deferred
outflows of resources or deferred inflows of resources as a component of investment income.

The objective of this Statement is to clarify whether an effective hedging relationship continues after the
replacement of a swap counterparty or a swap counterparty’s credit support provider. This Statement sets forth
criteria that establish when the effective hedging relationship continues and hedge accounting should continue to
be applied. The provisions of this Statement are effective for financial statements for periods beginning after June
15, 2011. Earlier application is encouraged.

The EQB's financial statement was not affected by the implementation of this statement.
3. CASH
Cash in Banks

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

The EQB's cash at June 30, 2010 are demand deposits in the Government:Development Bank of Puerto Rico (GDB),
and are recorded at cost, which approximates fair value.

Credit Risk
This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. At June 30, 2009, the

EQB has only deposit in bank accounts with GDB. Therefore, the EQB’s management has concluded that the credit
risk related to any possible loss related to defaults on the EQB's deposits is considered low at June 30, 2010.
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3, CASH - continuation

Interest Rate Risk

This is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
The EQB manages its exposure to declines in fair values by deposit in bank accounts with GDB. Therefore, at June
30, 2010, the interest rate risk associated with the EQB's cash is considered low.

Custodial Credit Risk

Custodial credit risk for cash is the risk that, in the event of the failure of a depository financial institution, the EQB will
not be able to recover its cash or will not be able to recover collateral securities that are in the possession of an
outside party. As of June 30, 2010, the EQB does not have any custodial credit risk balance. If there was any
halance, it would be the bank balance of cash deposited at the Government Development Bank of Puerto Rico (GDB).
These deposits are exempt from the collateral requirement established by the Commonwealth.

Foreign Exchange Risk

This is the risk that changes in exchange rates will adversely affect the value of an investment or a deposit. EQB is
prevented from investing in foreign securities or any other types of investments for which foreign exchange risk
exposure may be significant. Accordingly, management has concluded that the foreign exchange risk related to the
EQB's deposits is considered low at June 30, 2010.

4. LEASE COMMITMENTS

The EQB rent its facilities through operating lease agreements with private entities. Rent disbursed under such lease
agreements for the year ended June 30, 2010 amounted to approximately $1,370,825. 0
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5. PENSION PLAN
Description of the Plan

Employees of the EQB participate in the Employee's Retirement System of the Government of Puerto Rico and its
Instrumentalities (ERS). The ERS is cost-sharing multiple-employer defined benefit pension plan sponsored by the
Government under the Act No. 447, approved on May 15, 1951, as amended. ERS covers all regular employees of
the Government and its instrumentalities and of certain municipalities and components units not covered by their own
retirement systems. |

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies and
Public Instrumentalities, Assistants to the Govemor, the Comptroller of the Puerto Rico, Gubernatorial Board and
Committee appointees and Experimental Service Station employees. ERS provides retirement, death and disability
benefits. Disability retirement benefits are available to members for occupational and non-occupational disabilities. |
Retirement benefits depend upon age at retirement and number of years of credited service. Benefits vest after ten \

years of plan participation. !

Members who have attained at least 55 years of age and have completed at least 25 years of creditable service or |
members who have attained at least 58 years of age and have completed at least 10 years of creditable service are L
entitled to an annual benefit, payable monthly for life. The amount of the annuity shall be 1.5% of the average salary,
as defined, multiplied by the number of years of creditable service up to 20 years, plus 2% of the average salary, as
defined, multiplied by the number of years of creditable service in excess of 20 years. In no case will the annuity be

less than $200 per month.
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Participants who have completed at least 30 years of creditable service are entitled to receive the Merit Annuity.
Participants who have not attained 55 years of age will receive up to a maximum of 65% of the average salary, as
defined, or if they have attained 55 years of age will receive up to a maximum of 75% of the average salary, as
defined. Disability retirement benefits are available to members for occupational disability up to a maximum benefit of
50% of the average salary, as defined. However, for non-occupational disability, a member must have at least 10
years of creditable services.

The contribution requirements for both employees and employers are established by law and are not actuarially
determined. Employees are required to contribute 5.775% for the first $550 of monthly salary plus 8.275% for the
excess of this amount, or on the alternative, 8.275% of their monthly gross salary. The EQB is required by Act No.
447 to contribute 9.275% of its employees’ gross salaries.

Act No. 1 of 1990 made certain amendments applicable to new participants joining the ERS effective April 1, 1990.
These changes consist principally of the establishment of contributions at 8.275% of their monthly gross salary, an
increase in the retirement age to 65, a decrease in the annuity benefit to 1.5% of the average salary, as defined, for all
years of creditable services, a decrease in the maximum disability, and death benefits annuities from 50% to 40% of
average salary, as defined, and the elimination of the Merit Annuity for participants who have completed 30 years of
creditable services.

Law Number 305 was enacted on September 24, 1999, amended the Act Number 447 for the purpose of establishing
a new program (System 2000). System 2000 became effective on January 1, 2000. Employees participating in the
current system (ERS) as of December 31, 1999, may elect either to stay in the defined-benefit plan or transfer to the
new program. Persons joining the government on or after January 1, 2000, will only be allowed to become members
of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this new plan there will
be a pool of pension assets, which will be invested by the System, together with those of the current defined-benefit
plan. Benefits at retirement age will not be guaranteed by the Government. The annuity will be based on a formula
which assumes that each year the employees’ contribution (with a minimum of 8.275%.up to a maximum of 10%) of
their monthly salary, and will be invested in an account which wil either: (a) eam a fixed rate based on the two-year
Constant Maturity Treasury Note or, (b) eam a rate equal to 75% of the retum of the System’s investment portfolio
(net of management fees), or (c) earn a combination of both alternatives. Participants receive periodic account
statements similar to those of defined contribution plans showing their accrued balances. Disability pensions are not
being granted under System 2000. The employers’ contributions (9.275% of the employees' salary) will be used to
fund the current plan.

If at time of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum distribution
up to the accumulated benefits. Under the new program the retirement age is reduced from 65 to 60 for those
employees who joined the current plan on or after April 1, 1990.

Funding Policy
The authority under which the funding policy and the obligations to contribute to the ERS and System 2000 by the

plans' members, employers and other contributing entities (state of municipal contributions), are established or may
be amended by law. '

12




GOVERNMENT OF PUERTO RICO NOTES TO STATEMENT OF CASH RECEIPTS, DISBURSEMENTS, :
OFFICE OF THE GOVERNOR AND NET CHANGES ~ GOVERNMENTAL FUNDS P
ENVIRONMENTAL QUALITY BOARD FOR THE FISCAL YEAR ENDED JUNE 30, 2010 i
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Contribution requirements are established by law and are as follows:

EQB 9.275% of gross salary
Employees:
Hired on or before March 31, 1990 5.775% of gross salary up to $6,600
: 8.275% of gross salary over $6,600
Hired on or after April 1, 1990 8.275% of gross salary
Annual Contribution

The EQB's contributions during those years are reébgnized as total pension expenditures/expenses in the category of
administration.

The amount contributed represented the 100% of the required contribution for the corresponding year. Additionally,
changes made in the types and amounts of benefits offered by special laws and costs of living adjustments, led to a
one-time recommended contribution to fund the retroactive adjustment related to the changes.

The Employee’s Retirement System of the Government of Puerto Rico provides additional information of the ERS and
System 2000. They issue a publicly available financial report that includes financial statements and required
supplementary information for ERS, as a component unit of the Government. That report may be obtained by writing
to the Administration at PO Box 42003, Minillas Station, San Juan, PR 00940-2003.

6. CONTINGENCIES

Federal Awards — The EQB receives revenues from assistance under federal grant agreements. The expenditures

. financed by grants are subject to program compliance audits by the grantor and passed-through agencies in order to
assure compliance with grant requirements. If expenditures are disallowed due to noncompliance with grant program
requirements, the EQB may be required to reimburse the funds to the grantor or pass-through entity. Of the federal
expenditures incurred during the Fiscal Year 2007-2008, the auditors determined that costs amounting $6,080 were
disallowed. As per EPA determination (EPA-OIG Audit Report Number 10-3-0076 of July 27, 2010), the amount of
$4,652 ($6,080 X 76.51%) is disallowed. The EQB reimbursed this amount on August 31, 2010 with Check Number
4749 of August 12, 2010.

The EQB is also subject to audits performed by the Office of the Comptroller of Puerto Rico. |

END OF NOTES
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GOVERNMENT OF PUERTO Rico
OFFICE OF THE GOVERNOR
ENVIRONMENTAL QUALITY BOARD

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

FEDERAL GRANTOR / PASS THROUGH
GRANTOR / PROGRAM TITLE

U.S. Department of Defense:

Department of Defense and State Memorandum of
AGreBMENt ...

U.S. Environmental Protection Agency (EPA):

ARRA - State Revolving Fund Capitalization
Grant (Cluster).......... e e b r e

Total State Revolving Fund Capitalization Grant (Cluster)

Air Pollution Control Program Support........cc e
ARRA — Water Quality Management.............c..coccvvrennnnee.
Beach Monitoring and Notification..........c..covereeerercvrorerinnen.
Hazardous Waste Management Program ...........cc.co.cconne.
ARRA - Leaking Underground Storage Tank

CONtrol Program..........vuvoercnminiminenisoressresess

Total U.S. Environmental Protection Agency...................

TOTAL EXPENDITURES OF FEDERAL AWARDS............

State Revolving Fund Capitalization Grant...........c..ccevenne »

See the accompanying Notes to Schedule of Expenditures of Federal Awards.

FEDERAL PASS-THROUGH
CFDA ENTITY IDENTIFYING TOTAL
NUMBER NUMBER EXPENDITURES
12.113 $ 286,531
66.458 29,860,518
66.458 3,900,768
33,770,286
66.001 1,005,625
66.454 233,913
66.472 111,321
66.801 18,829
66.805 124,669
35,464,643
35,751,174




