PROGRAM EVALUATION REPORT
California Drinking Water and Clean Water State Revolving Fund Programs
Based on the State Fiscal Year 2017 California Annual Reports
On-site Reviews Conducted December 4-8, 2017

I. Executive Summary

EPA conducted its annual review of the California CW and DWSRF programs in accordance with
EPA’s SRF annual review guidance. Based upon the transaction tests, file and program reviews and
interviews, EPA concludes that the State of California has administered the program in compliance with
the capitalization grant agreement. All financing executed by the California State Water Resources
Control Board (State Water Board) assisted wastewater and water systems to maintain or bring them
into compliance with federal and state clean water and drinking water requirements.

The review identified one required follow-up action.

e American Iron and Steel - State Water Board needs to add an AIS certification to the file for
- the Lanare Community Services District project.

I1. Introduction

In accordance with the Safe Drinking Water Act and Clean Water Act, EPA provides funds to states to
capitalize their Drinking Water State Revolving Fund (DWSRF) and Clean Water State Revolving Fund
(CWSRF) programs, respectively. EPA is required to conduct an annual oversight review of each state's
DWSRF and CWSRF program. The purpose of the annual review process is to assess the cumulative
program effectiveness; fiscal health; compliance with the statutes and regulations; Operating
Agreement; and grant conditions governing the state’s DWSRF and CWSRF program.

To provide EPA with timely information on the progress and many accomplishments of the California
SRF programs for the review period ending June 30, 2017, the State Water Board submitted to EPA a
draft of the California DWSRF Annual Report November 2017. A final version of the California
DWSRF Annual Report was submitted to EPA January 2018, and a final version of the California

- CWSRF Annual Report was submitted to EPA October 2017.

EPA conducted its annual on-site reviews of the two California SRF programs December 4-8, 2017.
Staff from EPA visited the State offices to review selected project files and cash draws, and to talk with
state staff about various aspects of the California SRF programs. To ensure that the annual review
addressed all the major elements for the SRF programs, EPA staff completed the SRF Annual Program
Review Checklist for each SRF program, Attachment 1.




Based on the California annual reports for SFY 2016/2017, evaluation conducted at EPA’s office and
the on-site visit, EPA has prepared this program evaluation report (PER) documenting the results of this
year’s annual review. The PER covers all program activities from the programs’ inception to the
present, with major emphasis on the activities performed during SFY 2016/2017. The PER evaluates
the State’s ability to achieve the intent of the DWSRF and CWSRF programs and comply with grant
agreements. The PER contains findings and observations from the review and identifies follow-up
actions to be addressed in SFY 2017/2018.

II1. Background and Scope

The California DWSRF uses federal capitalization grants, state match funds, loan repayments, and
interest earnings to make loans for construction of drinking water treatment facilities and support several
Safe Drinking Water Act programs. Since the program began in 1998 through June 30, 2017, the
California DWSRF has executed 433 loans totaling approximately $2.76 billion!.

The California CWSRF uses federal capitalization grants, state match funds, loan repayments, bond
proceeds and interest earnings to make loans for construction of wastewater treatment facilities, the
implementation of nonpoint source water quality control projects, and the development and
implementation of estuary enhancement projects. Since the program began in 1988 through June 30,
2017, the State Water Board has executed 785 CWSRF loans totaling approximately $10.6 billion'.

The California DWSRF and CWSRF programs-are required to maintain the following program and
financial elements, which EPA assessed during its review. Elements noted with an * are discussed in
Sections IV. and V. of this report, and may require a response from the State. The other elements were
found to be acceptable and do not require further discussion.

Required Program Elements
. e Annual/Biennial Report
e Funding Eligibility
e Compliance with DBE Requirements
. Compliance with Federal Requirements and Grant Conditions: i.e., Cross-Cutting Authorities,
American Iron and Steel, Davis-Bacon, Additional Subsidy, and Green Projects Reporting*

[ ]

e Operating Agreement

o Staff Capacity*

e Set-aside Activity (DWSRF only)

Required Financial Elements

State Match

Binding Commitment Requirements

Rules of Cash Draw (including improper payments) *
Timely and Expeditious Use of Funds*

1 As of June 30, 2017, and as reported in the National Information Management System (NIMs)
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Compliance with Audit Requirements

Assistance Terms

Use of Fees

Assessment of Financial Capability and Loan Security
Financial Management

The scope of the annual review includes consideration of the legal, managerial, technical, financial and |
operational capabilities of the State Water Board to manage the California SRF programs.

EPA Region 9 used the SRF Annual Review Guidance, SRF Annual Program Review Checklist, Project
File Review Checklist, Transaction Testing Checklist, and data collected in the National Information
Management System (NIMS) for SRFs to ensure that all major elements of the program were reviewed
and discussed with the California DWSRF and CWSRF management and staff.

In response to the Improper Payments Elimination and Recovery Act of 2012 the Office of Management
and Budget through the EPA Office of the Chief Financial Officer directed that the State Revolving
Funds be subject to testing of a random selection of SRF transactions to develop a national estimate of
improper payments from these programs. For this review, EPA selected four DWSRF and four CWSRF
program cash transactions totaling over $31 million.

IV. California DWSRF Program: Observations and Follow-up Actions

EPA’s review assessed program, financial and project management practices as they relate to the State’s
ability to effectively administer DWSRF program activities. This section presents EPA’s specific
observations and suggested or required follow-up action to be incorporated into future operations,
annual reports, and/or management of the program. EPA will continue to meet regularly with the State
to discuss these and other issues related to the California DWSRF. '

A. Program Management

1. DWSRF Set-aside Activity

Operator Certification and Capacity Development Program:

EPA’s review of State’s operator certification and capacity development programs finds that the
State Water Board has approvable programs, which it continues to improve to meet the needs of
California communities. EPA’s determination is largely based on reports submitted by the State
Water Board for the two programs annually and on more comprehensive program reviews that
EPA conducts periodically. Ongoing managément discussions between State Water Board and
EPA confirm that California is meeting the intent set forth in the Safe Drinking Water Act.

PWSS Program:

The Public Water System Supervision (PWSS) Program receives 10% of the DWSRF for
program implementation. The State Board’s Division of Drinking Water implements the PWSS
program. EPA reviews usage of the DWSRF 10% set-aside via review of the PWSS grant. The
10% set-aside utilizes the same grant work plan as the PWSS grant. The 10% set-aside and the
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PWSS grant account for less than 50% of the total operating budget.of the PWSS program. This
year's review resulted in no follow up actions with respect to the 10% set-aside usage.

2. Compliance with Federal Requirements and Grant Conditions - American Iron and
Steel:

To comply with American Iron and Steel requirements, the State Water Board must review
certifications of compliance prepared by assistance recipients. This review generally takes place
during the on-site project inspection conducted by the State Water Board project manager.

During EPA’s on-site review of California’s SRF programs, EPA noted that the Lanare
Community Services District project file did not contain a copy of the AIS certification. The
DWSREF inspection report form did not address AIS compliance. Moreover, when questioned by \
EPA during the on-site review, DWSRF staff appeared to be confused as to who was responsible
for performing and completing a formal AIS inspection and report. The inspection report form
used by the CWSRF, however, includes a checkhst that directs the project manager to inspect for
certain AIS requirements.

Required Follow-up: State Water Board must add an AIS certification to the file for the Lanare
Community Services District project.

Recommended Follow-up: To ensure proper and accessible file documentation of a project’s
AIS compliance, the DWSRF program should adopt or design a project inspection checklist, like
the one used by the CWSRF pro gram that guides the DWSRF project manager to review for
AIS requirements.

3. Staff Capacity

Over the past several years, the State Water Board has initiated or enhanced program
management activities, such as outreach and financial planning, and a broader spectrum of large
and small systems and communities have turned to the DWSRF as a result. The demand for
DWSREF assistance has increased substantially and appears likely to continue to increase. Since
2009 the DWSREF has greatly increased the annual dollar amount and number of executed

strategic planning of the State Water Board’s management and staff, However this increase 1n
requests for DWSRF assistance comes with additional workload and demands on staff. Current
staffing levels at the State Water Board may be insufficient to support increasing demand,
adequately handle the increased administrative and legal complexities related to the size and
nature of the projects, provide essential customer service, and manage workload associated with
- processing disbursement claims and project management. Demand is also increasing in the
CWSRF program. A

Recommended Follow-up: Given the increasing demand for SRF financial assistance, EPA

suggests that the State Water Board monitor staffing levels and look for efficiencies in processes
to ensure it has sufficient capacity to manage the increasing workload.
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B. Financial Management

1. Rules of Cash Draw and Improbef Payments

Cash draws from the federal treasury for DWSRF expenses must be based on eligible incurred
project or set-aside costs. Any inconsistency between the eligible incurred costs, the allowable
draw proportion, and amount drawn is considered an improper payment. As part of EPA’s
oversight of the DWSRF program, EPA reviews state cash draws to protect against waste, fraud
and abuse, and to minimize and document improper payments.

To comply with the Improper Payments Elimination and Recovery Act 2012 and implementing
requirements established by the Office of Management and Budget to evaluate improper
payments, EPA is required to perform transaction testing of separate payments for state DWSRF
funded transactions annually. -

EPA tested 4 DWSREF cash transactions selected through random sampling with a total draw of
$18.8 million from the federal treasury between July 2016 and June 2017. The review of these
program financial transactions found no instances of cash draw rule violation and no improper
payments. The details for each cash draw tested can be found in Attachment 2.

EPA also tests transactions to review the suitability of incurred project costs. EPA found that the
State Water Board does an excellent and thorough job of scrutinizing the eligibility of DWSRF
project construction, engineering/design, and administrative costs submitted for reimbursement,
but that this review is not always well documented. Like EPA’s observation in last year’s PER,
several of the calculations and notations documenting cost adjustments and reimbursements were
confusing and difficult to authenticate. The reason(s) for and dollar amount of the claim
adjustments were unclear and not easily tracked. In addition, the level of thoroughness and
detail for each project claim adjustment varied from project to project. It was through the on-site
discussions with the DWSRF disbursement analysts that EPA confirmed that the project claim
adjustments were justified.

Recommended Follow-up: EPA recommends that the State Water Board develop or update
standard operating procedures for the disbursement analysts and project managers to follow. A
-standard protocol to document cost adjustment calculations, and reasons for a project claim
- modification would help ensure a clear representation and history of a project claim adjustment
and payment that would be available to anyone reviewing a project claim file.

EPA also recommends that the State Water Board revisit the functionality of its Loans and
Grants Tracking System (LGTS) as a tool to track project budgets, record pay request details,
and process claims. The size and complexity of the projects funded by the California DWSRF
underscore a need for careful documentation of claims and project cost eligibility determinations.
It is EPA’s understanding that LGTS has the capability to track budgets by cost categories,
allowing the system to compare the budgeted amount with the actual pay requests, and then
letting the analyst document cost allowances or adjustments, but that California does not
currently use this capability. The Illinois SRF programs use LGTS in this way. To learn more
about how Illinois uses LGTS to streamline and expedite the disbursement and claims process,
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we suggest you contact Ellen Perry at 217-782-2027 with the Infrastructure Financial As51stance
Section, Bureau of Water, Illinois Environmental Protection Agency.

2. Timely and Expeditious Use of Funds

A State must agree to commit and expend all funds as efficiently as possible and in an
expeditious and timely manner. Timely and expeditious use of the funds is critical to
maximizing the use and effectiveness of DWSRF assets and in meeting the public health needs
of the State per 40 CFR § 35.3550(1). :

As developed through the State/EPA SRF Workgroup, several DWSRF financial performance
indicators are incorporated in the DWSRF NIMS and used annually to measure the progress of
the DWSRF program. These financial indicators serve as tools to help understand and assess
state programs. In general, these indicators are used as a suite, and not individually. EPA
considers all the indicators together to gain a comprehensive picture of the State’s program.
Because every state program is unique in structure and circumstances, it is often helpful to look
at a state’s performance year-to-year to note possible trends in addition to comparing the state’s
performance to national averages.

The DWSREF financial indicators for states that have not leveraged, such as California, show that
California’s SFY 2016/2017 DWSRF performance varies, see Table I. California continues to
improve its performance and exceeds the national average for pace or fund utilization rate, set-
aside spending rate, and unliquidated obligations (ULOs) as a percentage of federal
capitalization grants. The two performance indicators where California DWSRF remains below
the national average are disbursements-as a percentage of assistance provided and return on
federal investment. ' '

Table I. California DWSRF Performance Indicatoxs from NIMS

As of June 30, 2017 DWSRF 2017 DWSRF 2016

Performance California National California National
****** Measures = Cumulative- - |-—-------- | -Average- -f- - - - - - - ~Average - |- -
Fund Utilization Rate (line 419) 109.6% 95% 113.1% 93.1%
Disbursements as a % of 0 0 69.9% 82.6%
Assistance Provided (line 420) 75.5% B4%
Set-aside Spending Rate (line 424) 91.3% 90.6% 92.0% 88.9%

' ; . ' 0 0

ljleg)lm on Federal Investment (line 121.6% 138.8% 113.8% 131.2%
ULO’s as a % of Federal 1.1% 2.1% 5.3% 3.9%

Cap Grants 2

2 data from EPA Compass Data Warehouse
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a. Fund Utilization Rate: Fund utilization rate or pace of the program represents the
cumulative assistance committed as a percentage of cumulative SRF funds available for
projects. It is one indicator of how quickly funds are made available to finance DWSRF
cligible projects and reflects a state’s ability to utilize funds in a timely and expeditious
manner.

The California DWSRF has taken steps to improve its commitment and utilization of funds.
It executed over $181 million in assistance agreements in SFY 2016/2017, a decrease from
the previous fiscal year of $323 million. In turn, it executed 31 assistance agreements, an
increase from the previous year when it executed 23. The NIMS report showed that the State
Water Board increased its California DWSRF fund utilization rate progressively and
substantially over the past several years. EPA commends the California DWSRF for
improving its financial performance.

Required or Recommended Follow-up: None.

b. Use of Federal and Non-Federal Funds: Funds that EPA has awarded to a state in a
capitalization grant, but that the state has not yet drawn from the U.S. Treasury, are
considered ULOs. EPA’s DWSRF ULO reduction strategy, dated April 14, 2014, focuses on
two key objectives: (1) liquidation of past years’ grant funds, and (2) maintenance of lower
levels of ULO in future years.

As of the date of this PER, the California DWSRF liquidated all funds from pfevious
DWSRF grants, i.e.; FY 2014 and prior years’ funds, by the end of September 2017 as
prescribed by the DWSRF ULO reduction strategy.

To maintain lower levels of ULO in future years, the strategy calls for states to completely
draw down funds from new grants within two years of grant award. There is an exception
within this objective with respect to set-aside funds. Some states may face challenges that
could constrain their efforts to completely draw down set-aside funds within two years. In
such instances, a state may request additional time to use set-aside funds (up to twelve
months) from EPA. ’

The California DWSRF expects to liquidate grants within two years from the date of grant
award except for some funds from the FY 2015 capitalization grant. During the on-site visit,
the State Water Board expressed its intention to EPA to transfer approximately $6.6 million
from this grant’s loan fund to the 15% local assistance set-aside as soon as possible to be in
compliance Wlth the ULO strategy.

The California DWSRF program made significant progress in its effort to quickly and
efficiently expend funds and close-out federal capitalization grants. Table 11 illustrates the
timely and expeditious use of federal funds and shows that the California DWSRF ULO as a
percentage of the federal capitalization grants is at 1.1%, which is below the national average
of 2.1%.
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Table II. California DWSRF ULO as of July 1, 2017

ds (Project & SA Proje ds O Set Aside Funds Only

ap et LA kel s | N oA awarded | SAULOs

U adera Awardeqg 9 Proiec

v 3 - v v v v v v v v
ap

1,782,586,058 | 19,357,388 1.0%| 1,555,337,039 6613920 |  04%) 227,249,019 | 12,743,468

While EPA is paying attention to ULOs, the requirement to expend funds in an efficient and
timely manner applies to state match, repayments, interest, and other non-federal funds as
well. EPA believes the State Water Board’s ongoing and strategic plans to implement
progressive program improvements and cash management strategies will help it maintain a
low rate of unspent federal and non-federal funds.

Recommended Follow-up: In accordance with EPA’s DWSRF ULO reduction strategy,
once the State Water Board transfers the remaining funds in the FY 2015 capitalization grant
(#FS-98934915) to the set-asides, it should send EPA a letter requesting additional time to
expend the funds, but not later than September 30, 2018.

To transfer funds from the FY 2015 capitalization grant loan fund to the set-aside fund, the
State Water Board should submit to EPA for review and approval a grant amendment along
with a letter requesting additional time to expend these set-aside funds.

Disbursements as a Percentage of DWSRF Assistance — Based on Cumulative Activity:
While the fund utilization indicator reflects how quickly the California DWSRF commits
funds to projects by signing assistance agreements, the disbursement rate reflects how
quickly the California DWSRF disburses funds (i.e., federal cap grants, state match, and
repayments) to systems. In SFY 2016/2017, the California DWSRF disbursement ratio was
75.5%, which is an increase from its previous year’s value of 69.9%. The State’s
performance lags the national average of 84.0%. In the coming year, the State Water Board
will focus on the successful use of the whole fund and the importance of not having large
undrawn cash balances. As explained in the State’s Annual Report, the State Water Board is
taking steps to approve and process disbursement claims within a time standard of 10 days.

Recommended Follow-up: As recommended in section IV. B.1 of this PER, EPA suggests
that the State Water Board consider using LGTS as a tool to track project budgets, record pay
request details, and ensure the timely processing of disbursement claims.

Set-aside Spending Rate — Based on Cumulative Activity: Expressed as a percentage, this
indicator reflects the rate at which set-aside funds are disbursed to assist state and local
activities. For the California DWSRF, the 2017 NIMs report shows a value of 91.3%, which
is above the national average of 90.6%. The spending rate improvement is in part a result of
the State Water Board’s efforts to hire skilled staff to reconcile and manage these accounts,
and budget coordination between the Public Water System Supervision (PWSS) grant work
plans and the DWSRF set-aside work plans.
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| Required or Recommended Follow-up: None.

e. Return on Federal Investment: This indicator represents the cumulative assistance
disbursed as a percentage of cumulative federal cash draws, and is designed to show how
many dollars in environmental investment have been generated for every federal dollar spent
through the program. States with a direct loan program may have a value of between 80%
and 120% during the early stages of the program, depending on the amount of set-aside
funding taken by the state. The percentage, however, increases over time as repayments are
generated and become available relative to the amount of federal and state match funding.

In SFY 2016/2017, the California DWSRF program had a cumulative return on federal
investment of 121.6%, which means that for every federal dollar given to the California
DWSRF, $1.22 of environmental investments were created. This is an improvement from
the previous year, when the return on federal investment was 113.8%, but below the national
average for non-leveraged states of 138.8%. The program’s performance suggests that a low
cumulative amount of non-federal California DWSRF dollars were disbursed to eligible
borrowers. However, EPA anticipates that the California DWSRF program will come more
in line with the national average in the next one to two years as newly funded projects start to
disburse funds rapidly.

Required or Recommended Follow-up: None.

C. Project File Review

EPA’s review of DWSRF project files found the projects to be eligible and in compliance with the
program requirements. The project file review checklists for each of the projects listed below can be
found in Attachment 3.

¢ Lanare Community Services District; Assxstance Amount $3,580,000; Distribution System
Replacement
The project would intertie with the Riverdale Water System. There would be approximately 3
miles of pipeline required to connect the two systems.

Required Follow-up: As réquired in section IV. A.2 of this PER, the State Water Board must
add an AIS certification to the file for the Lanare Community Services District project.

* Gordon Acres Water Company Inc.; Assistance Amount $468,000; Project 3600297-005P
Funding is for a public water system improvement planning project that involves the
development of a feasibility study with the following components: well investigation; producing
an engineering report; producing environmental documentation; conducting a land survey,
mapping, and geotechnical investigation; producing plans and specs; and drilling a test hole.
Current well shows repeated occurrences of contamination.

Required or Recommended Follow-up: None
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D. DWSREF Follow-Up from Prior PER

- 1. Non-critical field inconsistencies within the Project and Benefits Reporting (PBR) system.
As requested by EPA, the State Water Board corrected any errors or inconsistencies to its LGTS
database and uploaded such corrections to the PBR system by September 30; 2017.

" 2. Full liquidation of the FY 2014 DWSRF Capitalization Grant. In support of EPA’s DWSRF
ULO reduction strategy, the California DWSRF liquidated the remaining funds from the FY
2014 DWSREF capitalization grant, FS-98934914, by September 30, 2017.

V. »California CWSREF: Observations and Follow-up Actions

A. Financial Management

1. Rules of Cash Draw and Improper Payments

Cash draws from the federal treasury for CWSRF expenses must be based on eligible incurred

project costs. Any inconsistency between the eligible incurred costs, the allowable draw

proportion, and amount drawn is considered an improper payment. As part of EPA’s oversight

of the CWSRF program, EPA reviews state cash draws to protect against waste, fraud and abuse,
_ and to minimize and document improper payments.

To comply with the Improper Payments Elimination and Recovery Act 2012 and implementing

~ requirements established by the Office of Management and Budget to evaluate improper
payments, EPA is required to perform transaction testing of separate payments for state CWSRF
funded transactions annually.

EPA tested 4 CWSRF cash transactions selected through random sampling with a total draw of
$13 million from the federal treasury between July 2016 and June 2017. The review of these
program financial transactions found no instances of cash draw rule violation and two minor
improper payments that had already been identified and corrected by the state. The details for

CW Draw $10,788,950.00; erroneous amount $7

e The draw consisted of several reimbursement requests from different projects. A
reimbursement request from Valley Sanitation District on 3/14/2017 was processed and
contained a $1 overpayment that was identified and corrected in the next reimbursement
request. A reimbursement request from Malibu on 3/28/2017 was processed and highlighted a
$6 overpayment. This overpayment occurred over multiple draws as the result of releasing a
$3 hold, two extra times. California identified and corrected this overpayment in a subsequent
draw prior to EPA’s review. ’

e Resolution: California has corrected these overpayments.

¢ Recommended Follow-up: California should continue conducting thorough reviews of

- reimbursement requests. EPA will provide financial analyst training for all Region 9 states in
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2018. This will provide an opportunity for state staff to receive training and understand the
role of claims processing and eligibility in the broader context of the SRF program. EPA’
recommends claims processing staff from the State Water Board attend this training when it is
conducted.

2. Timely and Expeditious Use of Funds

California’s performance for the major CWSRF program financial indicators is above or within
an acceptable range of the national average, as described in Table III. California also appears to
be in full compliance with the CWSRF requirements for efficient, timely and expeditious
expenditure of funds. The State is maximizing the use and effectiveness of CWSRF assets.

Table III. California CWSRF Performance Indicators from NIMS

As of June 30, 2017 CWSRF 2017 CWSRF 2016
Performance California National California National
Measures - Cumulative Average Average
Fund Utilization (line 285) 117% 98% 113% 98%
Return on Federal Investment 253% 272% 237% 263%
(line 307)
Retained Earnings (line 320) 22.1% 19.5% 22.3% 19.5%

a. Fund Utilization Rate: Fund utilization rate or pace of the program represents the
cumulative assistance provided as a percentage of cumulative SRF funds available for
projects. It is one indicator of how quickly CWSRF funds are made available to finance
projects. Table III. shows that California has done an excellent job in quickly converting
CWSREF funds to loans for projects and exceeds the national average.

Required or Recommended Follow-up: None

b. Use of Federal and Non-federal Funds: Table IV. shows the status of unspent
capitalization grant funds as of June 30, 2017. The SWRCB has a history of successfully
obligating all federal funds during the fiscal year in which they are appropriated. As of
June 30, 2017, the SWRCB had one capitalization grant open with a total of $75.9 million in
unspent federal funds, which is 2.49% of total federal funds awarded to the state.

Table IV. California CWSRF ULOs as July 1, 2017

All Funds
Federal ULOs asa

Cap ULOs % of Federal State
Grants Awarded Cap Grants
3,052,583,918 $75,909,032 CA
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The level of ULO is exceptional, as $75.9 million is less than one capitalization grant. This
indicates that the California CWSRF is anticipating federal grant awards and awarding
assistance agreements such that when federal funds become available there is an immediate
demand for them. '

With respect to the utilization of non-federal dollars in the program, states are required to
make timely loans using all available CWSRF funds for eligible projects. As stated in EPA
Policy Memoranda, SRF 99-05 and SRF 99-09, one year is a reasonable time frame for
expecting states to commit repayments and other available funds to CWSRF projects. The
memoranda further clarify that in the event the state does not have sufficient projects ready to
receive commitments, it must identify in its Intended Use Plan how and when the funds will
be used. In the case of the California CWSRE program, the NIMs report shows that SWRCB
has satisfactotily committed all available program funds to CWSRF proj jects within a year.

The exceedingly high fund utilization figure indicates that the State Water Board has
committed all federal funds, repayments and bond proceeds.

Required or Recommended Follow-up: None

. Return on Federal Investment: Return on federal investment represents the cumulative
assistance disbursed as a percentage of cumulative federal cash draws. This indicator is
designed to show how many dollars of assistance were disbursed to eligible borrowers for
cach federal dollar spent. States with a direct loan program should have a value for this
indicator of greater than 120%, which reflects the 20% state match of federal capitalization

* grants and the recycling of repayment dollars to new loans. States that leverage should have
an even higher value because they have more funds available relative to the amount of
federal funding than non-leveraged states. In California’s case, the State CWSRF has
exceeded the standard level of pérformance. The 237% return on investment is in part
attributed to availability of more funds due to leveraglng as well as loan repayments, interest
and investment income being loaned out.

Required or Recommended Follow-up: None

. Sustainability (Retained Earnings) Excluding Subs1dy “This indicator seeks to gauge
how well the CWSRFs are maintaining their invested or contributed capital, without
adjusting for loss of purchasirig power due to inflation. For purposes of this indicator only,
contributed capital is defined as the federal capitalization grant less the 4 percent allowed for
administrative expenses, plus the required 20 percent state match regardless of the source
(i.e., borrowed, appropriated, etc.). For those States that do not borrow for state match, like
Cahfornla if the retained earnings of a CWSREF is greater than or equal to zero, then the
CWSREF is deemed to be maintaining its contributed capital and the sustainability of the fund.
The California CWSRF is exceeding the national average with a retained earnings calculation
of 22.3%, thus indicating that the financial health of the fund is sustainable.

Required' or Recommended Follow-up: None
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B. Project File Review

EPA’s review of CWSRF project files found the projects to be eligible and in compliance with the
program requirements. The project file review checklists for both projects listed below can be found
in Attachment 3.

e Palo Alto; Assistance Amount $30,000,000; Project #8190-110
- The project is a sludge dewatering and truck loadout facility that would replace existing solids
handling facilities and sludge incinerators. Facility components include belt filter presses,
conveyors, storage bins, facility building, standby diesel generator, odor control and other
ancillary equipment. Dewatered sludge would be transported to an offsite location for final
processing.

¢ Indian Wells Valley Water District; Assistance Amount $200,000; Project #8152-110
The project consists of a NO-DES pipeline flushing system that will allow the District to
completely flush distribution mains while keeping the water within the mainlines, resulting in
zero discharge from the mainline flushing program and saving millions of gallons of water per
year.

Required or Recommended Follow-up: None

C. Follow-Up from Prior PER

In the prior PER, EPA recommended the California CWSRF explain in the 2016/2017 Annual
Report the reason for the low rate of disbursements as a percentage of CWSRF assistance and the
steps it will take to optimize the rate of disbursements. EPA acknowledges that the California
CWSREF program did include a discussion in the 2016/2017 Annual Report.

The denominator in this rate is the amount of assistance provided by the CWSREF. California has a
very high fund utilization and has committed against funds it does not have on hand yet. This
inflates the denominator and thus drives the rate of disbursements down compared to assistance. -
Looking at disbursements against funds available, as California indicated in the annual report, gives
a better picture of how California is managing cash in and outflows. When compared to the actual
dollars on hand California’s disbursement performance (87%) exceeds the national average (86%).

EPA acknowledges and appreciates the aggressive approach to committing funds in California given
the attention to cash flows. This ensures that federal and non-federal dollars are used for
environmental and public health benefits.

Required or Recommended Follow-up: None

VI. Conclusions

EPA conducted an annual review of the California DWSRF and CWSRF programs in accordance with
EPA’s SRF Annual Review Guidance. Based upon the file reviews, on-site project file reviews and
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interviews, EPA concludes that the State of California met all program requirements for the review
period, with one exception. The following required follow-up action should be addressed in the SFY
2017/2018 California DWSRF Annual Report:

e American Iron and Steel - State Water Board needs to add an AIS certification to the file for
the Lanare Community Services District project.

VII. Attachments
Attachment1  EPA Annual Program Review Checklist

Attachment2  Transaction Testing Worksheets

Attachment3  EPA Project File Reviews
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Attachment 1

EPA Annual Program Review Checklist
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