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WATER POLLUTION CONTROL LOAN PROGRAM
ANNUAL REPORT: July 1, 2013 — June 30, 2014

[. INTRODUCTION

In accordance with Section 606(d) of Title VI of the Water Quality Act of 1987 and the
Water Pollution Control Loan Program (WPCLP) Operating Agreement between the Illinois
Environmental Protection Agency (Illinois EPA) and the United States Environmental
Protection Agency (U.S. EPA), Region V, this Annual Report addresses the activities. goals
and reporting requirements of the WPCLP for the 12-month period from July 1, 2013, to June
30, 2014.

II. EXECUTIVE SUMMARY

A.

Current Reporting Period Activities

The U.S. EPA awarded Illinois EPA their $60,382,000 FY 2013 capitalization grant
on September 17, 2013. Illinois EPA’s FY 2014 capitalization grant was not awarded
during the reporting period covered by this report. The [llinois EPA subsequently
provided $12,076.,400 as the 20% state match required to access the FY 2013
capitalization grant. During the reporting period (7/1/2013 — 6/30/2014), the Illinois
EPA entered into thirty-nine (39) new loans (binding commitments) totaling
$400,790,083.46 and eighteen (18) loan amendments totaling $788,095.40 for a net
new funding commitment of $401,578,178.86. These loans and amendments are
detailed within Attachment A. A total of $148,195,525 in loan repayments were
received during the reporting period, with those receipts consisting of $135,451,782
in repayment principal and $12,743,743 in repayment period interest. All loan
repayments to date have been received in a timely manner; therefore, the default
provisions of Section 19.4 of the Environmental Protection Act have not been
activated.

IHI.  GOALS AND ACCOMPLISHMENTS

A.

Conditions of the Capitalization Grant Agreement

The Illinois EPA has agreed to administer the WPCLP in accordance with the special
conditions of each capitalization grant agreement awarded by the U.S. EPA and with
the components of the annual grant application, which includes the Intended Use Plan
(IUP) and the Operating Agreement. The Illinois EPA has maintained compliance
with all cash draw rules, including separation of cash draws by the WPCLP from other
U.S. EPA funded programs. Cash draw projections have been reviewed and revised
by the Illinois EPA, based on the availability of funds and changes to the IUP.
Proportionality will be maintained not only on deposits into the WPCLP but also on
expenditures out of the WPCLP.



As the recipient of funds under the Clean Water State Revolving Fund (CWSREF), the
[llinois EPA also has agreed to provide pertinent information regarding a number of
key project characteristics, milestones and environmental/public health protection
results in a number of specific areas including:

1. Outputs and Outcomes of the Intended Use Plan (IUP)

Both short and long term goals for the WPCLP were outlined by the Illinois EPA in
the FY 2014 Intended Use Plan (IUP). Specific discussion regarding those goals is
provided in Section A (2) immediately below; with this section providing additional
information on WPCLP outputs and outcomes in terms of specific indicators as
currently defined by state and federal agreements for the WPCLP. These indicators
are as follows:

o Number of Wastewater Loans — During the reporting period, the Illinois
EPA executed a total of thirty-nine (39) new wastewater loans via the
WPCLP. This amount is an increase of eleven (11) loans from the prior
reporting period. The IEPA is continuing its efforts to maximize the use of
financial and program resources in the SRF programs.

e Dollar Value of Wastewater Loans - During the reporting period, the
Hlinois EPA executed wastewater loans with a total dollar value of
$400,790,083.46 via the WPCLP. This amount is an increase of
$218,049.601 from the prior reporting period. This increase reflects the
programs move towards leveraging as necessary to provide monies to meet
loan demand which has also resulted in the elimination of caps on funding to
individual loan recipients and more large individual loans being issued.

2. Goals and Accomplishments of the Intended Use Plan (IUP)

o Short Term Goals - During this reporting period, the Illinois EPA was able
to meet a number of important short term goals that were specifically outlined
in the Intended Use Plan (IUP) for fiscal year 2014. Specifically, the Illinois
EPA continued to award WPCLP funds to all eligible loan applicants that had
full and complete applications, continued its focus on projects necessary to
achieve or maintain compliance and continued to implement a more
streamlined application process. In addition, the [llinois EPA continued
efforts to identify and fund projects or project components focusing on green
infrastructure, water or energy efficient improvements and other
environmentally innovative activities, and lastly, the Illinois EPA completed
implementation activities associated with the conversion of the current D-Base
computer system to a Windows based system. The Loan and Grants Tracking
System (LGTS) was implemented as the official software/database system of
the program starting July 1, 2014 and the Financial Assistance System (FAS)
is no longer in use as of June 30, 2013. -



¢ Long Term Goals - Regarding the long term goals outlined in the Intended
Use Plan (IUP) for fiscal year 2014, the Illinois EPA continued to meet its
specific goals, including goals related to the provision of stable and perpetual
funding assistance for eligible municipal wastewater projects, the targeting of
financial assistance to projects necessary to attain/maintain compliance and the
development of the Water Revolving Fund as a major financial vehicle in
contributing to the long-term recovery of the economy by creating and
preserving sustainable jobs in communities across the State of Illinois. The
llinois EPA has continued to maintain the integrity of the WPCLP, while
awarding loans at approximately half the interest rate offered on the open
market. Interest rates offered during this reporting period were: 1.93 percent
for loans executed between July 1, 2013 and September 30, 2013, 1.995
percent for loans executed between October 1, 2013 and June 30, 2014.

e Sustainability Goals — The Illinois EPA is currently engaged in the
development of long term goals and policies to encourage the incorporation of
sustainability measures in the WPCLP. These goals and policies will build on
the State’s efforts to encourage the use of “green infrastructure, water or
energy efficiency improvements or other environmentally mnovative activities”
in WPCLP projects (see “Green Project Reserve™ below), and will seek to
underline the importance of asset management, capacity development
strategies and sustainability goals in local infrastructure planning.

3. Green Project Reserve (GPR) Requirement

As required by the capitalization grant agreement for FY 2013; the IEPA has utilized
not less than 10% of capitalization funds provided to furnish continued support for
projects or project components focused on “green infrastructure, water or energy
efficiency improvements or other environmentally innovative activities”. GPR
commitments assigned to FY 2013 capitalization grant agreement were for projects
~ that met the definitions developed under guidance provided by the USEPA.

The final (total) GPR commitment assigned to the FY 2013 capitalization grant was
$38.856,206 which is above the $6,038.200 required by the FY 2013 capitalization
grant agreement. For more information on the application of the Green Project
Reserve in Illinois, please visit the Agency website. The detail is included under the
“CWSRF Green Project Reserve List FY2013” link on the State Revolving Fund
Postings page on the Agency website at: hitp://www.epa.illinois.gov/topics/grants-
loans/water-financial-assistance/state-revolving-fund/postings/index

4. Additional Subsidy Requirement

As required by the capitalization grant agreement for FY 2013, the effectively active
federal grant during this reporting period, the IEPA has complied with the statutory
requirements of the Clean Water Act and the enabling legislation, and with other



requirements that were promulgated through guidance or regulations issued by the
USEPA, including the “additional subsidy” requirement. To meet the additional
subsidy requirement in the FY 2013 capitalization grant agreement, the IEPA utilized
a principal forgiveness program that targeted “disadvantaged™ communities (based on
the Median Household Income (MHI) in the affected community relative to the
statewide average MHI). The principal forgiveness was provided retroactively via
loan amendments executed on November 26, 2013.

All loan recipients from October 1, 2012 through September 30, 2013 who had not
previously been the beneficiary of additional subsidies (principal forgiveness) in the
WPCLP and whose MHI was below the statewide average were eligible for principal
forgiveness of 25% of the loan amount up to a maximum of $800,000.

The Agency decided to provide a total amount of principal forgiveness as close as
possible to the minimum amount required by the federal capitalization grant. The
criteria detailed above were applied and four loan recipients qualified for principal
forgiveness. The amount of principal forgiveness to be provided to each loan
recipient was pro-rated downward so that the total final amount of principal
forgiveness provided was near the total minimum amount required. The IEPA hereby
certifies and assures that the WPCLP, through the use of a principal forgiveness
program, has provided additional subsidization to loan recipients in a total amount of
$2.844,252 which is more than the required minimum of $2,844,250, but not more
than the $4.266.375 maximum allowed by the FY 2013 capitalization grant.
Attachment A provides detail on the specific amounts of principal forgiveness
provided for those loans under the IEPA’s additional subsidization initiative

5. Certifications

The Illinois EPA has also provided the necessary certification from the Illinois
Attorney General, for each capitalization grant received, that the Illinois EPA can
legally bind itself to the terms of the capitalization grant, and in accordance with the
Drug-Free Workplace Act of 1988, the Illinois EPA has instituted a Drug-Free
Workplace Policy. This policy encourages any Illinois EPA employee with a potential
drug or alcohol problem to use the State Employee Assistance Program. Also, by
accepting the most recent capitalization grant, the Illinois EPA has certified again that
it will comply with the requirements of the Anti-Lobbying Act. The IEPA has taken
affirmative steps to meet the requirements of the Federal Funding Transparency and
Accountability Act of 2006 (FFATA), and is operating the WPCLP in compliance
with all FFATA reporting requirements. And finally, the Illinois EPA certifies that all
assistance made available under the WPCLP was provided under terms and conditions
requiring compliance with the Davis-Bacon Wage Act as specified in the
appropriations for the Clean Water SRF. In short, the Illinois EPA has established a
program which will lead to adherence to all objectives and conditions of each
capitalization grant received.



B. Compliance With Title IT and Other Federal Authorities

All projects receiving loan assistance during this reporting period, as identified within
Attachment A, met the Title II equivalency requirements. The Illinois EPA has
reviewed all loan funded Section 212 projects in accordance with approved
environmental review procedures. The Illinois EPA and all recipients of loan funds
have complied with applicable federal authorities.

C. Environmental Benefits

The system historically used to score projects for priority under the WPCLP stressed
achievement and/or maintenance of compliance as the highest priorities. The priority
system required the distribution of funding to four different project classes, each of
which may have projects that are necessary to eliminate existing water quality/effluent
limit violations or prevent future anticipated water quality/effluent limit violations.
Service continuation (Class A) projects are intended to maintain the existing level of
treatment/service for an existing service area. In this class of projects, existing
treatment facilities may require an upgrade or replacement to maintain the existing
level of treatment/service, thus preventing potential water quality violations in the
future. Service expansion (Class B) projects are intended to provide orderly
expansion of existing treatment facilities, as a result of anticipated growth, taking into
consideration the resulting impacts to the service area and water quality of the
receiving stream. New service (Class C) projects provide treatment facilities for
unsewered local government units. These projects may be necessary due to public
health problems related to failing septic tanks or unpermitted outfalls from wildcat
collection systems that discharge untreated wastewater to the receiving stream
creating degradation of the water quality. Combined sewer service (Class D) projects
address local combined sewer overflow needs. These projects may be necessary to
eliminate potential public health problems associated with basement backups. or to
reduce the frequency and duration of combined sewage overflows.

A new software system, the Loan and Grant Tracking System (LGTS), which will
govern all project tracking and financial aspects of the PWSLP and WPCLP, has not
yet been programmed to rank and score projects. Efforts to develop a new scoring
system are underway and will continue through 2015. Once a new project
prioritization system is developed, the Agency will revise the Loan Rules as necessary
and modify LGTS to automate the acceptance of Pre-Applications, gathering of
scoring information and production of a project priority list. A new scoring system
will be heavily weighted to primarily rank projects in order of their relative ability to
achieve optimum water quality management, consistent with public health and water
quality goals and requirements of the Act. Furthermore, the new scoring system will
recognize progress in meeting the requirements of the Loan Rules and demonstrating
a readiness to proceed towards bidding the project and starting construction.



The overall water quality in Illinois has steadily improved over the last 39 years. The
improvement coincides with the passage of state and federal grant assistance
programs which were implemented to bring municipal wastewater treatment works
into compliance with the federal Clean Water Act and Illinois Environmental
Protection Act. The trend of water quality improvement has continued with the
transition from a grants program to a loan program to fund municipal wastewater
needs. The number of assessed stream miles reported in good condition in [llinois has
improved from 34.7 percent in 1972 to 60.8 percent through this year, while during
that same period, the miles reported in poor condition declined from 11.3 percent to
5.2 percent. Recent Illinois Water Quality Reports have shown continued
improvement in water quality, including lower metal concentrations and other
conventional pollutants (such as suspended solids and total ammonia). The total miles
of water pollution impact by point sources (municipal wastewater discharges) has
declined from 24.4 percent to 21.6 percent since 1987, which coincides with the
emergence of the loan program and subsequent loan funding to many local
government units that are municipal dischargers to these same streams and rivers that
have shown improved water quality. Further evidence of water quality enhancement
is the increased species diversity in the Illinois, Rock and Mississippi rivers. In order
to more thoroughly address environmental benefits of loan funded projects, the Illinois
EPA participates in the on-line web site “CWSRF Benefits Reporting™ as provided by
the U.S. EPA.

IV, PROGRAM FUNDING
A. Source of Funds
1. Capitalization Grants

The U.S. EPA awarded a $60,382,000 capitalization grant on September 17,
2013. The Illinois EPA will subsequently provide $12,076,400 in state
matching funds for the grant and all grant proceeds will be used to secure
binding loan commitments, with administrative costs in the amount of
$3.331,296 supported by fund equity during this reporting period.

The Illinois EPA realizes that federal drawdowns for construction and
administrative costs must be proportional to state match drawdowns. In past
years, the Illinois EPA drew 100 percent of administrative costs from the
federal letters of credit, with these amounts offset by drawing down less for
project construction costs. This activity was monitored on a monthly basis to
ensure proportionality. Currently, all administrative expenses are supported
by fund equity, reducing state match proportionality concerns and providing a
stable and predictable source for administrative costs.



2. State Matching Funds

During the reporting period, the Illinois EPA sold Clean Water State Match
Bonds for a total of $38,217,000. This provided State Match for the 2011,
2012, and 2013 capitalization grants. Please note that the State of [llinois will
continue to have this Master Trust Indenture as a source of future State
Match in the future. A total of $303,499,572 has been deposited into the
WPCLP as state match as of June 30, 2014. During this specific reporting
period, a total of $38,217,000 was deposited as state match for prior year
federal grants.

3. Repayment Funds

The Ilinois EPA committed $183,478,000 in loan repayment funds and fund
equity resources (from prior repayments) to the WPCLP during this reporting
period. These funds were made available for binding commitments under the
program.

4. Leveraging

The Illinois EPA finalized its leveraging program in the current year and sold
bonds on December 5, 2013. These bonds refinanced the two previous bonds
sales and provided the state match as discussed above. The Master Trust
indenture will be used for future leveraged bond sales as proceeds are needed
on a cash flow basis to fund the needs of the program or to provide state
match for future grants.

Binding Commitments

The Illinois EPA entered into binding commitments totaling $401.578.,178.86 (net for
new loans and amendments) during the reporting period as identified within
Attachment A. The total binding commitments made from the inception of the
program amount to $3,971,282,004.

Disbursements

Disbursements made to loan recipients during this reporting period amounted to
$181,950,530 for a total of $3.487.861.597 in disbursements made since the
program's inception.

The IEPA will utilize a cash draw ratio of 83.33% federal and 16.67% State for the
federal FY2014 capitalization grant and for other capitalization grants pending
disbursement in the WPCLP. After the 2013 grant has been exhausted, Illinois EPA
wishes to change the cash draw ratio. Starting with the 2014 grant, Illinois will spend
all State Match in its entirety and then draw the grant at a 100% ratio. Illinois EPA




will continue to expend administrative costs from fund equity and use 100% of the
grant to disburse to loan recipients.

A total of $45,504,971 in administrative costs, exclusive of loan support, has been
funded since the inception of the WPCLP. Included in these disbursements for
administrative costs is $3.331.296 for this reporting period, and $22.054,440 in total
disbursements from the federal letter of credit.

Fiscal Status of the WPCLP

An analysis in this area requires a direct comparison of financial data including
revenues, expenditures, WPCLP sources and uses, and WPCLP balance (see
Attachment B, Financial Statements). The Illinois EPA has established operating
procedures and management tools which it believes will assure program operation in
perpetuity. All projects receiving loans from the WPCLP currently require a semi-
annual repayment of principal and/or interest over a maximum term of 20 years.

V. PROGRAM REQUIREMENTS

A.

Financial Reports

The Illinois EPA has submitted the Federal Cash Transaction Report (FCTR) on a
quarterly basis and the Financial Status Report (FSR) on an annual basis as required
by 40 CFR 31.41(b)(3) and (c)(1).

MBE/WBE Reports

The Illinois EPA has submitted a completed Standard Form 334 within 30 days after
each quarter as required by 40 CFR 35.3145(e).

Single Audit Act

The Illinois EPA has complied with the requirements of the Single Audit Act and the
resulting audit report contained no material findings related to the WPCLP.

Generally Accepted Auditing Standards and Accounting Principles
The Illinois EPA has complied with Generally Accepted Government Auditing

Standards (GAGAS) and all loan recipients are required to comply with Generally
Accepted Accounting Principles (GAAP).



Attachment A
WPCLP Loans and Amendments for the Reporting Period
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Attachment B

Financial Statements

Pages 12, 13 and 14 from Independent Accountants’ Report






llinois Environmental Protection Agency
Schedule of Assets and Liabilities - Waste Water - Modified Cash Basis
June 30, 2014

Assets

Cash & Cash Equivalents
Cash - State Treasurer - WW - Fund 270 $ 228,116,023.56
Cash & Equivalents - Trustee - WW 10,857,405.37
Cash & Equivalents - Trustee - WW - Restricted 63,509,694.11

Receivables

Loans Receivable - WW 1,882,233,125.66
Interest Receivable - WW 55,040,185.73
Loan Support Receivable - WW 3,687,431.49
Investments - 2013 Bonds - Restricted - WW 33,558,773.83
2,278,002,649.75
Deferred Outflow of Resources - Deferred Amount on Bond Refunding 944 ,486.84
Total Assets 2,278,947 136.59

Liabilities and Net Position

Bonds Payable

Bonds Payable - Current - WW 14,538,788.00
Bonds Payable - Non Current - WW 76,553,532.50
Unamortized Bond Premiums (Discounts) - Current - WW 2,419,681.31
Unamortized Bond Premiums (Discounts) - Non Current - WW 7,107,350.68
Interest Payable on Bonds - WW 2,326,319.07

Accounts Payable & Accrued Liabilities
Estimated Arbitrage Payable 1,959,274.98
Total Liabilities 104,905,946.54
Deferred Inflow of Resources - Deferred Amount on Bond Refunding 373,861.53
Total Liabilities and Deferred Inflow of Resources 105,278,808.07

Net Position

USEPA Capitalization Grants - WW 1,345,219,117.04
USEPA Capitalization Grants - ARRA - WW 83,642.271.00
tate Match - WW 303,498,572.42
Debt Service - WW 69,428,303.19
Unrestricted - WW 366,878,064.87
Total Net Position 2,173,667,328.52
Total Liabilities and Net Position $ 2278847 136.59

See independent accountants’ repart.
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{llincis Environmental Protection Agency

Income and Expense Schedule - Waste Water - Modified Cash Basis

Month and Year Ended June 30, 2014

Operating Revenues
Miscellaneous Revenue - WW
Total Interest Earned (L.S02) - WW
Loan Support Billed (LS02) - WW

Total Operating Revenues

Operating Expenses
Administrative Expense - Payroli - WW
Administrative Expense - Miscellaneous - WW
L.oan Support Expense - Payroll - WW
Loan Support Expense - Miscellansous - WW
Compliance Grants - WW
Principal Forgiveness - WW

Total Operating Expenses
Total Operating Income (Loss)

Non-Operating Revenues
Interest on Cash - State Treasury - WW
Interest on Unpledged Repayments - Trustee - WW
interest on Trustee Funds 2002 - WW
interest on Trustee Funds 2004 - WW
interest on Trustee Funds 2013 - WW
Interest on Arbitrage Investments - WW
Gain{Loss) on Investment Sales - WW
AlIG Termination Fee - WW
Drawdowns - Loans - WW
Drawdowns - Administrative - WW

Total Non-Operating Revenues
Non Operating Expenses
Bond Interest Expense - WW
Trustee Expense - WW
Amgortization of Deferred Refunding Amount - WW
Arbitrage Expsnse - WW
Arbitrage Calculation Costs - WW
Bond Issuance Costs - WW
Total Non-Operating Expenses
Total Non-Operating Income (Loss)
Net income (Loss)

Net Position, Beginning of Pericd

Net Position, End of Period

Current Month

Year-to-Date

(4,418,604.00)

$ - $ 90.00
1,036,758.74 18,811,679.36
914,564.56 15,311,727.38
1,851,323.30 34,123,496.74
206,707.46 2,778,350.18
505,203.35 952,438.17
814,890.55 9,509,279.27
154,097.78 1,203,004.50
(11,472.05) 3,330,037.88

27,355,608.00

(2,750,076.91)

45,128,718.00

4,701,400.21 (11,005,221.28)
86,431.27 763,304.25

- 9,803.99
119,450.66 2,237,330.30
90.97 937,491.30
(12,841.67) (12,841.87)
153.98 153.98
(13,438.12) (22,072.19)

- 1,748,966.80
5,335,653.98 90,590,577.16
399,492.40 399,492.40
5,914,993.47 96,652,206.32

(975,984 .20} 2,317,832.12
- 10,500.00
68,378.09 68,378.08
210,451.54 1,478,531.80
- 10,200.00

- 1,074,029.67
(697,154.57) 4.957,471.48

8,612,148.04

01,694,734.84

11,313,548.25

2,162,353,780.27

80,689,513.58

2,092,977,814.94

$ 2,173,667,328.52

$ 2,173,667,32852

See independent accountants' report.






lllinois Environmental Protection Agency

Cash Flow Schedule - Waste Water - Modified Cash Basis

Year Ended June 30, 2014

CASH FLOWS FROM OPERATING ACTIVITIES

Cash receipts from interest on program loans

Cash receipts from loan support cn program loans

Cash payments for miscellaneous services

Cash payments to employees for services

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES

Grants Received (LOC Drawdowns)

Bond Principal Payments

interest Paid on Bonds

Proceeds from borrowing, net of underwriter's discount

Payments to Trustee for Future Bond Debt Service Maturities

Other Bond Issuance Costs

AlG Termination Fee

NET CASH PROVIDED (USED) BY NON-CAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES

Program Loans - Disbursements

Program Loans - Principal Repaid

Purchase of Investments

Proceeds from sale and maturities of invesiments

Cash receipts from interest on funds with the State Treasurer
Interest on Investments (Trustee)

Trustee Expense

Arbitrage Calculation Cost

Arbitrage Payments for 2002/2004 bonds

NET CASH PROVIDED (USED) BY INVESTING ACTIVITIES

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS AT END OF PERIOD

RECONCILIATION OF NET INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Income from operations
Adjustments to reconcile income from operations to net cash provided
by operating activities:
Principal forgiveness
Contractual services paid through grant
{Increase) decrease in asseis:
{Increase) Decrease in accounts receivable:

Increase (decrease) in liabilities:

NET CASH PROVIDED BY OPERATING ACTIVITIES

See independent accountants’ report.
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12,773,754 .96
12,713,686.59
(5,085,988.15)
(12,287,629.45)

8,113,853.95

90,590,577.16
(5,548,930.00)
(1,815,095.34)

101,508,494.54
(66,017,857.86)
(482,992.42)

1,748,966.80

118,983,162.88

(181,966,102.09)
135,451,781.97
(428,788,448.90)
431,491,668.38
763,304.25
1,235,014.09
(10,500.00)
(10,200.00)
(440,356.62)

(42,273,838.92)

85,823,277.91

217,659,845.13

303,483,123.04

{11,005,221.26)

27,355,608.00
398,492.40

(8,635,925.19)

§

8,113,953.95







