KANSAS PUBLIC WATER SUPPLY LOAN FUND

ANNUAL REPORT

for

FISCAL YEAR 2010

Kansas Department of Health and Environment
Division of Environment
Bureau of Water

as required by K.S.A. 65-163k

September 30, 2010




V.

VI.

VII.

TABLE OF CONTENTS

Introduction

Program Description

Goals and Objectives

Loan Fund Activity

Set-Aside Activities

Fund Financial Status

Compliance With Assurances and Grant Conditions

13

15



RBoo~NoOk~wNE

=

7a.
7b.
8a.
8b.

10.
11.
12.
13.
14.

TABLE OF CONTENTS (Continued)

FIGURES

EPA Grants vs. State Match
KPWSLF Loan Fund Amounts
KPWSLF # of Loan Agreements
Total Set Asides

Administration Set Aside

Technical Assistance Set Aside

State Program Management Set Aside
Other Authorized Activities Set Aside
FY 2010 New Sources

Cumulative Sources

TABLES

New Loan Descriptions

Projects Removed from Project Priority List
State Program Management Set-Aside Match Calculation

EXHIBITS

Statement of Net Assets

Statement of Revenues, Expenses, and Changes in Fund Net Assets

Statement of Cash Flows

Supplemental Schedules of Investments, Accounts Receivable and

Accounts Payable

New Projects Receiving Financial Assistance

Kansas Map-Location of New Projects

Schedule of Loan Disbursements, Recorded Expenses for Set Asides,

and ACH Draws for Set Asides
Schedule of Completed Projects
Schedule of Projects Started
Cumulative Project Status

Kansas Map- Location of All Projects
Project Activity by Quarters

Schedule of Cumulative Federal Awards
Leveraged Reserve Grant Draw Transactions

State Match and Associated Grants
Project Priority List
Independent Auditor’s Report

i



Amount (Millions)

l. Introduction

This is the Kansas Public Water Supply Loan Fund (KPWSLF, Loan Fund, or Fundz
Annual Report for state fiscal year 2010 (July 1, 2009 through June 30, 2010). This is the 13"
year of operation for the Fund. The KPWSLF helps protect the health of Kansans by financing
infrastructure improvements which provide safe drinking water.

The Fund is a revolving loan fund program that provides financial assistance in the form
of loans to Kansas municipalities, at below market interest rates, for the construction of public
water supply system infrastructure. The Annual Report is required by KSA 65-163k to describe
how the state met the goals and objectives for the previous year as identified in the Intended Use
Plan (IUP) required by KSA 65-163h. The federal Safe Drinking Water Act (SDWA) also
requires a report, although on a biennial basis. Additional Environmental Protection Agency
(EPA) requirements for the contents of this report are contained at 40 CFR Part 35, Subpart L.

1. Program Description

The Loan Fund is made possible by receipt of capitalization grants from the EPA. Kansas
must provide 20% matching funds to receive the capitalization grant (except for the
capitalization grant received through the American Recovery and Reinvestment Act of 2009 -
ARRA). The Fund provides matching funds by issuing state match revenue bonds and by a
$5,000,000 allocation in accordance with SB 487 from the 1998 Kansas Legislature. As of June
30, 2010, $32,667,388 has been deposited in the Fund as state match for $126,628,800 of
awarded capitalization grants. The state match bonds are repaid with the interest portion of the
municipalities’ loan repayments and other interest earnings of the Fund.

Figure 1
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In the early years of the program state match bonds were issued for a specific grant year.
As the program grew, bond issues were structured to obtain enough state match bond proceeds to
cover the state match requirement for multiple grants. In 2005, the program designated the
$5,000,000 allocation from the 1998 Kansas Legislature as state match. These funds were used
to meet the state match requirement that was not funded by bond proceeds for the 2005, 2006,
2007, and 2008 grant. ~ On October 29, 2008, $5,040,000 of State Match bond proceeds was
deposited into the Fund to meet state match requirements for the entire 2009 capitalization grant
and the anticipated 2010 capitalization grant. On September 29, 2009, $4,000,000 of State
Match bond proceeds was deposited into the Fund to meet state match requirements for future
capitalization grants. Exhibit 12 shows state match deposits associated with specific grants.

The Loan Fund is operated as a reserve account leverage program. In a reserve account
leverage program the capitalization grant is deposited into a reserve account, and pledged as
security for repayment of state issued revenue bonds. Proceeds from the revenue bonds are
loaned to the municipalities. The reserve account is invested, and the interest earnings are
combined with the loan repayments from municipalities to buy down the loan’s interest rate.
Municipalities are charged interest rates equal to 80% of the previous three months average of
the Bond Buyers 20 Bond Index. Interest rates during FY10 ranged from 3.40% to 3.77%. The
Loan Fund is designed to leverage at a ratio of four to one, meaning four dollars can be borrowed
for every dollar placed into reserve. All KPWSLF bonds issued since 2004 have been AAA
rated.

The pool of potential borrowers from the Loan Fund includes two distinct types of
municipalities, cities and rural water districts. Rural water districts lack the general taxing
powers of cities, and are perceived in credit markets as a greater financial risk. The Loan Fund
provides equal access to both types of borrowers, but requires different pledges of security to
receive a loan.

Cities are required to pledge their taxing authority as a backstop to water system revenues
in order to receive a loan; or as an alternative to pledging their taxing authority, may pledge
system revenues only and purchase a bond insurance policy. Rural water districts are required to
either purchase an insurance policy or choose one of two debt service coverage (dsc) ratio
options. The first option is to maintain a 125% dsc with a 10% reserve account. The other
alternative is to maintain a 140% dsc with no reserve account. The required reserve amount may
be included in the loan, and is held by the Loan Fund. Interest earnings from the reserve account
that do not exceed the loan rate are credited to the borrower resulting in a reduced interest cost
for the amount of the required reserve. All rural water districts, and some cities, are required to
enter into a Financial Integrity Assurance Contract (FIAC) with the Kansas Rural Water Finance
Authority (KRWFA) as a condition of receiving a loan. The FIAC requires the loan recipient to
submit annual budget and quarterly financial and operating data management reports to KRWFA
for review. The intent of the FIAC is to make professional financial and management assistance
available to the recipient, to assure debt obligations are satisfied and to identify problems in daily
operations so they can be corrected before they lead to financial problems.

The KRWFA also reviews financial information from all loan applicants to assess the
ability of the applicant to take on additional debt and meet loan repayment obligations. These
financial reviews, and the FIAC arrangement, provide strong assurances to the financial markets
that the Loan Fund will operate on a sound financial basis.
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Funding to implement and administer the Loan Fund is available through a set-aside from
the federal capitalization grant, and from a service fee built into the loan interest rate. No state
general funding is needed for this program.

In 2006 Kansas Statutes were changed to allow for cross-collateralization of the Kansas
Public Water Supply Loan Fund and the Kansas Water Pollution Control Loan Fund (KWPCRF)
in the event of a bond default. The mechanism for the transfer of funds from one program to the
other was established July 10, 2008 through supplemental bond resolutions. After the annual
bond principal payment is made from each program (November 1st for KWPCRF and April 1st
for KPWSLF), any funds that would normally be transferred to the recycled account of the
respective programs, will first be made available for transfer to the other program to prevent a
bond payment default. Any funds transferred will be considered to be borrowed and will be
repaid when the borrowing program has funds that would normally be transferred to the recycled
account. No such transfers were made during the 2010 program year.

I1l.  Goals and Objectives

The state must prepare an Intended Use Plan (IUP) on an annual basis. The IUP lists
projects anticipated to be funded, the criteria used to determine which projects receive funding,
and short term and long term goals for the program. This section of the annual report discusses
the progress that has been made in meeting those short and long term goals.

A. Short Term Goals and Objectives

1. Provide funding options for systems to correct problems that have caused
enforcement actions.

Loans for Buhler, Goodland, Hill City, Kirwin, and Lakin will fund projects to bring
these systems into compliance with drinking water regulations.

2. Provide funding for replacement of deteriorating infrastructure.

Loans made to Atchison, Coffeyville, Douglas Co. RWD #2, Emporia, Garnett,
Jefferson Co. RWD # 13, LaCrosse, Olathe, and Victoria will replace infrastructure
that has reached its useful life or is no longer functioning effectively.

3. Provide funding for technical assistance to small systems.

KDHE provides technical assistance for small systems through third party contracts.
These contracts have provided assistance to at least 287 small systems to help
achieve Safe Drinking Water Act compliance, develop and maintain proper
operation and maintenance procedures, develop appropriate financial and
management procedures and provide technical assistance to systems using surface
water as their source of supply.

4. Encourage projects that consolidate or interconnect in a regional manner which
would reduce public health risks or make more efficient use of source water capacity
and treatment processes.



KDHE manages a Regional PWS Planning Grant Program (funded from the Other
Authorized Activities set aside) which provides 50% matching funds for preliminary
engineering studies that evaluate regional solutions to address public water supply system
needs and challenges. One application was submitted and 5 studies were funded from
previous applications during the program year. If these studies show regional solutions are
feasible, KDHE will not award loans to any system that refuses to implement the regional
solution. The KPWSLF also encourages interconnection projects through the IUP ranking
procedure.

5. Provide loans to assist applicants in complying with drinking water standards,
improving drinking water quality in the state, and improving Kansas public water
supply infrastructure.

During the program year, 19 loans were made and each satisfies one or more of
these objectives. More detailed information concerning the projects is provided in
Section IV.

6. Assure small public water supply systems are included in the loan program by
providing at least 20% of available loan funds to systems serving a population of less
than 5000.

Systems that serve less than 10,000 have received 158 of the 214 loans made since
the program began, amounting to $199,585,769.84, or 43.2% of the total dollar
amount of loans. Systems in this category received $20,716,458.58, or 66.7% of the
total funds committed during the fiscal year.

Municipalities with less than 5,000 population have received 152 of the 214 loans
since the program began, amounting to $184,443,184.58, or 39.9% of the total
dollar amount of loans. Municipalities in this category received $20,716,458.58, or
66.7% of the total funds committed during the fiscal year. Populations of systems
are shown on exhibit 5a and 8a.

7. Assure Kansas municipalities are aware of the KPWSLF and the potential for
financial savings through participation.

Each municipality eligible to participate in the program and Kansas consulting firms
have received information through direct mailings. The Kansas Rural Water
Finance Authority is under contract to promote the Fund and had at least 9 face to
face meetings with systems to present the benefits of the loan fund and other KDHE
programs.

8. Commit ARRA funds to loan agreements and assure they are under contract for
construction to avoid losing ARRA funds to other states.

The KPWSLF approach to committing ARRA funds by February 17, 2010 was
designed to ensure all the funds were committed. Even though the Fund was awarded
$19.5M in ARRA funds, 23 ARRA projects for a total loan amount of $40.1M, were



given loan agreements. KDHE’s procedure was that loans were funded partially by
ARRA funds and partially by base program funds. If systems did not execute
construction contracts by February 17, 2010 or if contract amounts were below
estimated values, ARRA funds would then be shifted as needed to those projects
meeting the requirements. KDHE submitted proper certification to EPA that all
ARRA funds were under contract for construction.

Long Term Goals and Objectives

1.

Maintain a well managed perpetual program to allow a source of funds to be
available to systems in need.

The most recent financial audit and EPA program evaluation presented no
significant issues with the management of the program and recent financial models
show the program can continue to make funds available to systems for the
foreseeable future.

Encourage systems to choose projects with the most cost effective solutions.

During the application process, projects are reviewed and alternatives analyzed to
assure the proposed solution is cost effective.

Encourage systems to implement projects that have little, if any, significant impact to
the environment.

Of the 19 loans issued, 12 were issued under a categorical exclusion due to the
project consisting of existing infrastructure replacement with little environmental
Impact. The remaining loans were issued under a Finding of No Significant Impact.

Continue to implement and expand the Capacity Development Program.

The Capacity Development program provided assistance to 322 public water supply
systems during the year. For details and additional information, the Capacity
Development annual report can be downloaded on the internet at
http://www.kdheks.gov/pws/capdev.html

Explore ways to make the program more affordable/desirable to systems.

KDHE continues to gather information and ideas on how to accomplish this long
term goal. Due to current leveraging practices and unfavorable market conditions,
a further subsidy of the interest rate beyond the current rate would not be
sustainable at this time. KDHE believes it has made the application and approval
process less complicated than other funding alternatives in an effort to make the
program more desirable to use. Utilizing the web to maintain current information
and documents also makes the process easier to use and understand. The fund also
makes post equivalency loans when possible to reduce cumbersome requirements.



Comply with state and federal laws and the state/EPA capitalization grant agreement.

KHDE believes it has complied with all applicable laws agreements. EPA’s most
recent program evaluation did not indicate any compliance issues.

Assist water suppliers in meeting SDWA requirements.

Projects needed by municipalities to comply with SDWA primary drinking water
regulations receive more priority ranking points than projects needed to meet any
other ranking category.

Protect public health.

Projects funded for the purpose of achieving compliance with drinking water
standards serve to protect public health. In addition, many of the funded projects
will improve the ability of the water system to provide sufficient quantities of water
at suitable pressure, and otherwise increase the systems reliability to protect public
health. All projects funded in this year fall in this category.

IV.  Loan Fund Activity

Nineteen new loans, 10 increase amendments, and 18 decrease amendments, were
processed during SFY2010. Two previously executed but unused loans were declined for a net
SFY2010 total of 17 loans and $28,728,692.52. The declined loans were for Saline Co. RWD
#3, with a loan amount of $321,350.00 (executed in FY 2008) and the City of Ottawa, with a
loan amount of $1,837,594.00 (executed in FY 2009). The new loans are listed in Exhibit 5a and
are shown on a Kansas map in Exhibit 5b. As of June 30, 2010, 214 loan commitments have
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been made since the Program’s inception, for a total of $461,641,767.28. Exhibit 8a contains
summary information for these 214 loans and their location by county is shown on a Kansas map
in Exhibit 8b. Figure 2 shows program loan and amendment amounts by fiscal year and figure 3
shows the number of agreements executed by fiscal year. Table 1 describes projects funded
during the fiscal year.

Figure 3
KPWSLF # of Loan Agreements
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Table 1
New Loan Descriptions
Population/
Population | Loan
Municipality | Served Amount Project Description
11,416/ New waterline to serve hospital and improve
Arkansas City | 12,516 $1,650,000 | reliability - ARRA project
Replace pumpstation and waterlines that have
10,145/ reached their useful life - ARRA Green
Atchison 11,230 $3,634,075 | project
1,340/ Construct a new water treatment plant to
Buhler 1,340 $2,038,095 | remove arsenic and return system to compliance
10,038/ Rehabilitate water treatment plant and security
Coffeyville 14,028 $720,000 | components - ARRA project
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Population/

Population | Loan
Municipality | Served Amount Project Description
Douglas Co. Replace waterline and pumpstation to resolve
RWD #2 955 / 955 $749,183 | low pressure issues — ARRA project
26,662 / Rehabilitate water treatment plant to improve
Emporia 33,848 $2,393,700 | process efficiencies — ARRA project
New waterline to serve medical facility and
Galena 3,171/ 4,471 $165,000 | resolve low pressure issues — ARRA project
Construct water treatment plant and
transmission lines to remove nitrates and return
system to compliance — ARRA project with
Goodland 4,361/ 4,361 | $6,015,038 | Green component
Construct new wells and transmission lines to
1,437/ discontinue the use of wells with high uranium
Hill City 1,437 $421,125 | levels and return to compliance
9,317/ Replace elevated water storage that has reached
Independence | 11,811 $2,500,000 | its useful life — ARRA project
Construct a elevated storage to meet current
demands, install SCADA system, and replace
Jefferson Co. | 2,115/ waterlines and a pumpstation to resolve low
RWD # 13 3,446 $2,360,113 | pressure issues — ARRA project
Install individual reverse osmosis units at points
of use in the city to remove nitrate and
rehabilitate the elevated water storage facility —
Kirwin 211/211 $304,000 | ARRA project
Replace waterlines that have reached their
La Crosse 1,274/ 1,274 $420,000 | useful life - ARRA project
2,123/ Construct water treatment plant to reduce
Lakin 2,123 $3,400,000 | uranium levels and return to compliance
New wells, treatment facility, and transmission
Nemaha Co. 2,500/ lines to resolve low pressure issues — ARRA
RWD #3 3,563 $3,700,000 | project with Green component
114,662 / Rehabilitate filters at the water treatment plant -
Olathe 120,082 $230,875 | ARRA project
2,064 / Distribution system looping to improve water
Seneca 2,364 $511,091 | quality - ARRA project
1,167/ Replace waterlines and pumpstation that has
Victoria 1,167 $750,000 | reached its useful life — ARRA project




Table 2
Projects Removed from Project Priority List

Reason for

System Project Description Removal

City of Oberlin WTP Improvements Used other funding
City of Severy Interconnection Abandoned Project
City of Atlanta New WTP and Storage Abandoned project
City of Atwood New Well Field and Transmission Main Used other funding
City of Lorraine Radium MCL Resolution Used other funding
City of Rozel Replace Well and Add Fe Mn Treatment Used other funding

V. Set-Aside Activities

The SDWA includes several provisions allowing states to reserve a portion of the
capitalization grant for specific purposes. KDHE reserved a total of $11,160,080 for set-asides
from the FFY1997-FFY 2009 capitalization grants equaling $ 146,128,800 (including ARRA).
Figure 4 shows the amount of set-asides reserved and disbursed as of June 30, 2010. Exhibit 10
contains detailed information about the amount of set-asides reserved and drawn to cover
expenses. Exhibit 6 shows a quarterly summary of when these set-asides were first recorded as
an expense as well as when money was drawn from the capitalization grants.

Figure 4
Total Set Asides
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The following paragraphs discuss the set-asides taken by KDHE and work performed.
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A Program Administration. The SDWA allows the state to reserve 4% of each
capitalization grant to administer the loan program. KDHE has reserved $5,065,152 from all
capitalization grants awarded

through June 30, 2010. At the Figure 5

end of state fiscal year 2010, Administration Set Aside
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$6.0

expenses were made to this set-
aside, including  $361,287
during the fiscal year, leaving
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inspections, project review, 10l
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B. Technical Assistance to Small Systems. The SDWA allows the state to reserve 2% of
each capitalization grant to provide technical assistance to systems serving populations less than
10,000. KDHE has reserved $2,395,247 from all Capitalization Grants awarded through June

30, 2010. KDHE contracted

Technical A:Isgil:tr:n?:e Set Aside with the Kansas Rural Water

Association for assistance with

$3.0 resolving compliance issues,
management issues, operation

$25 | and maintenance problems,

improving  performance  of
surface water treatment plants,
and to help support technical
assistance to small systems in
water  conservation  efforts.
During the fiscal year, recorded
expenses totaled $265,278.
Total expenses through the end
of fiscal year 2010 were
$2,429,610 leaving -$34,363
for future contracts (negative
balance will be paid with funds
from the 2010 grant). Of the
recorded expenses, $2,361,627 had been reimbursed by draws from the ACH at the end of the
fiscal year.
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C. State Program Management. Another provision of the SDWA allows states to reserve up
to 10% of the capitalization grant to supplement the public water supply supervision grant
provided by EPA to the state to implement the national drinking water program. This set-aside
can also be used to fund several new programs required by the SDWA, including operator
certification and capacity development. States must match any funds from this set-aside on a
dollar for dollar basis, and are allowed to use State funds expended on its PWSS program in
fiscal year 1993 (including PWSS match) as a credit toward meeting its match requirement. The
value of this credit can be up to, but not greater than, 50 percent of the amount of match that is
required. Since the KPWSLF was established, Kansas has had enough matching funds each year
that the allowed credit has never needed to be used (see table 3 on next page). Kansas has
reserved $1,630,181 from all capitalization grants awarded through June 30, 2010. At the end
of state fiscal year 2010, $981,578 of recorded expenses was made to this set-aside including
$88,746 during the fiscal year, leaving a balance of $648,603. Of the recorded expenses,
$976,580 had been reimbursed by draws from the ACH at the end of the fiscal year. Money
from this Set-Aside has funded salary and costs for the Capacity Development Program
Coordinator, salary and costs of PWSS staff, state dues for the Association of State Drinking
Water Administrators, and SDWIS database maintenance and expansion.

Figure 7
State Program Management Set Aside
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Table 3
KDHE-PWS Loan Fund
State Program Management Match Calculation

Value of credit from
New Money | State Program 1993 PWWS Match
State Fiscal |PWSS Match] PWSFee | Management Set | (must be no greater than

Year * Fund Aside Spent 50%)
1993 $211,767 $0
1997 $0 $0 No SPM Set-Aside Used
1998 $0 $0 No SPM Set-Aside Used
1999 $0 $0 No SPM Set-Aside Used
2000 $202,820 $1,721 0% Matched 100% from new funds
2001 $172,435 $0 0% No SPM Set-Aside Used
2002 $179,803 $22,252 0% Matched 100% from new funds
2003 $228,688 $136,154 0% Matched 100% from new funds
2004 $232,321 $128,464 0% Matched 100% from new funds
2005 $235,527 $132,730 0% Matched 100% from new funds
2006 $194,049 $122,411 0% Matched 100% from new funds
2007 $222,769 $121,350 0% Matched 100% from new funds
2008 $259,313 $149,577 0% Matched 100% from new funds
2009 $220,631 $74,759 0% Matched 100% from new funds
2010 $244,330 $88,700 0% Matched 100% from new funds

*  Assume minimum

D. Other Authorized Activity. The SDWA allows states to reserve up to 15% of the

capitalization grant to fund other authorized activities including awarding loans for source water
protection purposes, providing assistance as part of a capacity development strategy, and

establishment of well head
protection programs. The 1997
capitalization grant also allowed
states to make expenditures
under this set aside to assess
source water protection areas for
public water systems. Kansas
has reserved $2,069,500 from all
capitalization grants through
June 30, 2010 for this set aside.
At the end of state fiscal year
2010, $1,787,502 of recorded
expenses was made including
$186,325 for the fiscal year,
leaving a balance of $281,998 for
future expenses. Draws from the
ACH for this set-aside totaled
$1,758,500 at the end of the
fiscal year. Activities funded
under this set aside are mainly
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Figure 8
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for capacity development assistance and to provide on-site financial planning assistance
including rate setting, budget review and capital improvement planning with priority given to
systems in significant non compliance. This set aside also funds a Regional PWS Planning Grant
Program which provides matching funds for regional water system feasibility studies.

VI. Fund Financial Status
A. Available Funds

Kansas was awarded the
remaining 2009 capitalization grant
during the program year. Figure 9
shows the new sources available for
the fiscal year from the grant award
and Bond Issue. The State Match
requirement for the remaining 2009
capitalization grant was $931,000.
This requirement was met with the
October 2008 State Match Bond
proceeds deposit of $5,040,000 (see
Exhibit 12 for State Match deposits
assigned to specific grants).

Figure 10
FY 2010 Cummulative Sources
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Figure 9
FY 2010 New Sources
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Figure 10 shows the sources of
funding available cumulatively through
FY10. Typically the EPA capitalization
grant is distributed between set-asides and
the leveraged reserve account; however,
the ARRA capitalization grant is listed
separately as this source of funds will be
loaned directly. State Match funds are
listed separately because State Match bond
proceeds are loaned directly to loan fund
projects, but the State Match from Senate
Bill 487 was used as part of the leveraged
reserve. The leveraged bond proceeds
represent bonds that are leveraged from
the leveraged reserve account and are

loaned to fund projects. The recycled funds represent revenues over debt service and reserve
account funds that are no longer needed as security for outstanding leveraged bonds. The
recycled fund can be used to fund projects through recycled loans or transferred to the leveraged

reserve account for additional leverage capability.

Exhibit 6 shows the amount of loan disbursements and recorded expenses of set asides by
quarter as well as ACH draws of set aside funds. The differences between the set aside expenses
and draws are due to the time between the expenses being recorded and draws being made.



B. Assets, Liabilities, and Net Assets

As illustrated by the Kansas Public Water Supply Loan Fund Statement of Net Assets
(Exhibit 1), the program accumulated assets of $443,144,388 in its 13 years of operation
including cash and investments of $138,202,821, project loans receivable of $296,742,596, and
other assets of $8,198,971. Liabilities of $286,039,253 were incurred including bonds payable of
$283,170,488, arbitrage rebate of $0, deferred amounts on refunding of -$8,779,563 and other
liabilities of $11,648,328; leaving net assets of $157,105,135.

Net assets represent the difference between assets and liabilities. Net assets invested in
capital assets, net of related debt, consist of capital assets, net of accumulated depreciation,
reduced by the outstanding balances of any borrowings used for the acquisition, construction or
improvement of those assets. Currently the Fund has no net assets invested in capital assets. Net
assets are reported as restricted when there are external limitations imposed on their use. All
assets of the program have been determined to be restricted assets in accordance with the
conditions of the Public Water Supply EPA Capitalization grants and bond covenants. Restricted
net assets includes EPA capitalization grants restricted for 1) the bond reserve account, 2) direct
loans to loan recipients, 3) program administration expenses, 4) technical assistance, 5) state
program management, and 6) other authorized activity. The amounts of capitalization grant
restricted for program administration, technical assistance, state program management, and other
authorized activity, are being recognized as revenue when earned. Also included in restricted net
assets is an account titled "Contributed Capital — State of Kansas". The account consists of
moneys contributed to the Fund per K.S.A. 74-8203, as amended and supplemented.

C. Revenues and Expenses

According to the Statement of Revenues, Expenses and Changes in Fund Net Assets
(Exhibit 2), the changes in net assets of $19,071,992 shows the KPWSLF experienced an excess
of revenues over expenses in FY 10. Revenues consist of $32,414,011 in operating and non-
operating revenues. Operating revenue includes interest earned on loans of $9,933,348, EPA
capitalization grant administration receipts of $924,892, service fee revenue of $992,153, and
other revenue totaling $388,826. Non-operating revenue includes interest of $2,203,564 earned
on the bond reserve account, $808,642 from other investments, $7,708,075 drawn down from
federal capitalization grants and deposited into the leveraged bond reserve account, and
$9,454,511 drawn down from the federal ARRA Capitalization grant to make ARRA loan
disbursements. Expenses consist of $13,342,019 in operating and non-operating expenses.
Operating expenses include program administration federal expenses of $901,636, other program
administration expenses of $620,610 paid from loan origination and service fees, arbitrage rebate
of -$567,756, and loan principal forgiveness of $195,900. Non-operating expenses include bond
interest of $11,975,543 and other bond expenses of $216,086.

D. Statement of Cash Flows

The Statement of Cash Flows (Exhibit 3) identifies the sources and the uses of cash
during the fiscal year and demonstrates that the Fund had sufficient cash to meet its obligations.

E. Supplemental Schedules

Exhibit 4 provides detailed information regarding Investments, Accounts Receivable, and
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Accounts Payable included on the Statement of Net Assets (Exhibit 1).
F. Binding Commitments

As shown in Exhibit 5a, the KPWSLF entered into binding commitments (loan
agreements) with 19 municipalities totaling $32,440,819. Thirteen of the municipalities have a
population less than 5,000 and serve less than 10,000 persons. Exhibit 5a also shows 28
amendments to previous commitments for a total of -$1,553,182.48 and 2 declined loans for -
$2,158,944.00.

G. Completed Projects

Projects in Nickerson, Parsons, Phillipsburg, Butler Co. RWD #5, Valley Falls, Liberal,
Brown Co. RWD #2, Scammon, Seneca, Moran, Topeka, Newton, White City, Hutchison, Public
Wholesale Water Supply District #4, Johnson Co. RWD #7, and St. Marys were completed in
FY10. Details are provided in Exhibit 7a.

H. Financial Integrity Assurance Contracts

The Financial Integrity Assurance Contract (FIAC) is a contract between the borrower
and the Kansas Rural Water Finance Authority (KRWFA). The FIAC was developed as a
program enhancement to assure borrowers without general obligation taxing authority could
access the Loan Fund. Under a FIAC, the municipality is required to provide quarterly
management reports, an annual budget and an audit to the KRWFA. Municipalities required to
enter into an FIAC are identified in Exhibit 8a. KRWFA has monitored the quarterly reports and
reviewed the annual budgets of the FIAC borrowers. For the reporting period covering calendar
year 2008, four systems were found to be below the 125% required debt service coverage.
KRWEFA is working with those systems to return them to compliance.

. Quarterly loan activity

Quarterly loan activity, including loan disbursements and principal and interest
repayments, is shown for all loans in Exhibit 9. At the end of FY10, $389,249,550.83 had been
disbursed to loan recipients (Project payments, Interest Accrued, and Fees Accrued), and
$92,311,054.71 in principal and $59,973,005.94 in interest had been repaid.

VIl. Compliance with Assurances and Grant Conditions

The EPA guidelines suggest several other areas for this annual report to address. This section
of the report will address those areas not already addressed in other sections of the report.

A The state must establish in the report that it has reviewed all funded projects in
accordance with the approved state environmental review procedure.

Each of the 19 projects receiving assistance during state fiscal year 2010 was reviewed in
accordance with the “Environmental Review Procedure for the Kansas Public Water Supply
Loan Fund”, dated July 1997. All reviews resulted in preparation of a finding of no significant
impact statement or a categorical exclusion. All increase amendments were due to increased
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construction costs without a scope change, so additional environmental assessments were not
performed.

B. The state must establish that it deposited its match on or before the date on which each
grant payment was made.

On October 29, 2008, $5,040,000 obtained from State Match Bond proceeds was deposited into
the KPWSLF as state match, $69,172 of which was designated for the remaining 2008
capitalization grant state match requirement not met in FY 2008, $1,629,200 for the entire 2009
capitalization grant requirement (the remaining $3,341,628 will be used for state match
requirements for future grants).

The 2008 Capitalization Award scheduled the last grant payment (action by EPA to increase the
amount of funds available for cash draw through the ACH) of $110,168 for the quarter
beginning January 1, 2010. The State Match deposit needed for that grant payment was made
14 months before the required date. The 2009 Capitalization Grant Award scheduled the first
grant payment during the quarter beginning January 1, 2009. The entire State Match deposit
was made 2 m