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CWSREF Benefits Reporting

Loan: 25 of 42 K] Entry Complete Tracking #: 171 Other #:

Borrower Stockton Town Loan Execution Date: 09/15/2009 Incrementat Funding: N Phase #: 0

Assistance Type: Loan Loan Interest Rate: 0.00% Original Tracking #:

Loan Amount $: $7,400,000 Reypayment Period: 30 | same Enviranmental Resuits: O

[ Final Amount % Funded by CWSRF: 12% ARRA Funding: Kl

Total from all Projects $: 7,400,000 Multipie nonpoint source projects with similar Environmental Results: D Total NPS Projects: 0
Project: 1 of CW Needs Survey Number # of NPS Projects: o
Project Description: Community-wide sewer
Facility Name: Stockton Town

Population Served (Current) :
by the Project: 600
by the Facility: 600
Wastewater Volume {Design Flow)
by the Project: 0.1100mgd  Volume Eliminated/Conserved: 0.0000mgd
by the Facility: 0.1100mgd
Needs Categories:
IV-A New Collector Sewers $3,700,000 50%
| Secondary Treatment $3,700,000 50%

Discharge Information:

] Ocean Outfall ] Estuary/Coastal Bay [ wetiand O surface water [ Groundwater O tend
[J owmer/Reuse [] Eliminates Discharge EJ No Change / No Discharge [J NEP Study [] Seasonal Discharge
NPDES Permit Number: 1 No NPDES Pemmit
Other Permit Type: Other Permit Number:

Affected Waterbodies: Waterbody Name - Waterbody 1D State Wate! ID Receiving Waterbody
Primary Impacted : D
Other Impacted : D

Project Improvement/Maintenance of Water Quality:

a. Contributes to water quality {mprovement.

b. Allows the system to Not Applicable

c. Affected waterbody is Not Applicable

d. Allows the system to address......... [ existing TMDL [] Projected TMDL [[] Watershed Management Plan
Other Uses and Outcomes (Selected): Protection: Restoration:

Infrastructure Improvement Primary

Regionalization/Consolidation Secondary

Groundwater Protection Primary

Other Public Health/Pathogen Reduction Secondary

Comments:
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CWSRF Benefits Reporting

Total from all Projects $:

Loan: 38 of 42

Borrower: Riverdale City
Assistance Type: Loan

Loan Amount $: $1,502,000

[ Final Amount

1,502,000

K] Entry Complete Tracking # 178
Loan Execution Date: 10/26/2009 Incremental Funding: N
Loan Interest Rate: 3.00% Original Tracking #:
Reypayment Period: 20 Same Environmental Results:
% Funded by CWSRF: 100% ARRA Funding: (|
Multiple nonpoint source projects with similar Environmental Results: D

Other #:

Phase #:. O

O

Total NPS Projects: 0

Project: 1 of
Project Description:

Facility Name:

Population Served {Current) :
by the Project; 8,126
by the Facility: 8,126

Wastewater Volume
by the Project:
by the Facility:

{Design Flow)
0.0000mgd
0.0000mgd

Needs Categories:

11I-B Sewer System Rehabilitation
Discharge Information:

[ ocean Ouffall

[ otherRreuse

NPDES Pemmit Number:

Other Permit Type:
Affected Waterbodies:

[ Estuary/Coastal Bay
[] Eliminates Discharge

CW Needs Survey Number :

# of NPS Projects: 0

Sewer pipeline replacement project to provide additional sewer capacity

Volume Eliminated/Conserved: 0.0000mgd
$1,502,000 100%
[ wetiand [0 Surtace water O Groundwater

Waterbody Name

Primary Impacted :
Other Impacted :

Project improvement/Maintenance of Water Quality:

a. Contributes to water quality

b. Allows the system to

c. Affected waterbody is

d. Allows the system to address.........
Other Uses and Outcomes (Selected):

Infrastructure Improvement

Groundwater Protection

Comments:

Improvement.
Not Applicable
Not Applicable
[ Existing TMDL

K] No Change / No Discharge

[ No NPDES Permit
Other Permit Number:

Waterbody ID

[J NeP Study

State Waterbody ID

D Projected TMDL

Protection: Restoration:
Primary
Secondary

[1 Land

[[] Seasonal Discharge

Receiving Waterbody

O
O

D Watershed Management Plan
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CWSRF Benefits Reporting

Loan: 320f42 K1 Entry Compiete Tracking #: 173 Other #:
Borrower: Salt Lake City Loan Execution Date: 11/17/2009 Incremental Funding: N Phase # 0
Assistance Type: Loan Loan Interest Rate: 0.00% Original Tracking #:
Loan Amount $: $6,450,000 Reypayment Period: 20 Same Environmental Results: O
[ Final Amount % Funded by CWSRF: 100% ARRA Funding: Kl
Total from all Projects $: 6,450,000  Multiple nonpoint source projects with similar Environmental Results: D Total NPS Projects: 0
Project: 1 of CW Needs Survey Number : # of NPS Projects: 0
Project Description: Replacement of existing digester covers.
Facility Name: Salt Lake City
Population Served  (Current) :
by the Project: 0
by the Facility: 180,000
Wastewater Volume {Design Flow)
by the Project: 31.6000mgd  Volume Eliminated/Conserved: 0.0000mgd
by the Facility: 0.0000mgd
Needs Categories:
| Secondary Treatment $6,450,000 100%
Discharge Information:
[ ©cean Outtall [0 Estuary/Coastal Bay [ wetiand [x] Surface Water [C] Groundwater [ tend

[[] other/Reuse

NPDES Permit Number:

Other Permit Type:
Affected Waterbodies:

[ Eliminates Discharge

UT0021725

Waterbody Name

Primary Impacted :
Other Impacted :

Project Improvement/Maintenance of Water Quality:

a. Contributes to water quality
b. Allows the system to

c. Affected waterbody is

d. Allows the system to address....

Other Uses and Outcomes (Selected):

infrastructure Improvement

Comments:

Maintenance.
Maintain Compliance.

Meeting Standards.

..... [C] Existing TMDL

[0 No Change / No Discharge

[ NEP Study

[CJ No NPDES Permit

Other Permit Number:
Waterbody ID State Waterbody ID
16020204

D Projected TMDL

Protection:
Primary

Restoration:

[C] Seasonal Discharge

Receiving Waterbody

&
O

D Watershed Management Plan
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CWSRF Benefits Reporting

Loan: 33 of 42 E] Entry Complete Tracking # 174 Other #:
Borrower: Keams Improvement Distrig Loan Execution Date: ~ 12/16/2009 Incremental Funding: N Phase # 0
Assistance Type: Loan Loan Interest Rate: 0.00% Original Tracking #:
Loan Amount $: $5,025,000 Reypayment Period: 20 Same Environmental Results: a
[ Final Amount % Funded by CWSRF: 100% ARRA Funding: Xl
Total from all Projects $: 5,025,000  Multiple nonpoint source projects with similar Environmental Results: D Total NPS Projects: 0

Project: 1 of CW Needs Survey

Project Description:

Facility Name:

Population Served (Current) :
by the Project: 11,000
by the Facility: 11,000

Wastewater Volume
by the Project:
by the Facility:

({Design Flow)
1.1000mgd
1.1000mgd

Needs Categories:

11I-B Sewer System Rehabilitation

Discharge Information:

D Ocean Quffall D Estuary/
D Other/Reuse
NPDES Permit Number:
Other Permit Type:

Affected Waterbodies:

Waterb Name

Primary Impacted :
Other Impacted :

[0 Eliminates Discharge

Number :

Backyard sewer laterals

Volume Eliminated/Conserved: 0.0000mgd
$5,025,000 100%
Coastal Bay [ wetland [ Surface Water

K] No Change / No Discharge
[ No NPDES Permit

Other Permit Number:

Waterb 1D

Project Improvement/Maintenance of Water Quality:

a. Contributes to water quality
b. Allows the system to
c. Affected waterbody is

d. Allows the system to address.........
Other Uses and Outcomes (Selected):

Infrastructure Improvement

Comments:

Maintenance.
Maintain Compliance.
Not Applicable

D Existing TMDL D Projected TMDL

Protection:

# of NPS Projects: 0

O

[] Seasonal Discharge

O Groundwater Land

[] NEP Study

Receiving Waterbody

O
(]

State Waterbody ID

D Watershed Management Plan

Restoration:
Primary
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CWSREF Benefits Reporting

Loan: 34 of 42 K1 Entry Complete Tracking #: 177 Other #:
Borrower: Price City Loan Execution Date: 12/21/2009 Incremental Funding: N Phase # 0
Assistance Type: Loan Loan Interest Rate: 0.00% Original Tracking #:
Loan Amount $: $850,000 Reypayment Period: 20 Same Environmental Resuits: O
[ Final Amount % Funded by CWSRF: 77% ARRA Funding: xa
Total from all Projects $: 850,000  Multiple nonpoint source projects with similar Environmental Results: D Total NPS Projects: 0
Project: 1 of CW Needs Survey Number : # of NPS Projects: 0
Project Description: Sewer pipeline replacement
Facility Name:
Population Served (Current) :
by the Project: 8,039
by the Facility: 8,038
Wastewater Volume (Design Flow)
by the Project: 1.1000mgd  Volume Eliminated/Conserved: 0.0000mgd
by the Facility: 0.0000mgd
Needs Categories:
HI-B Sewer System Rehabilitation $850,000 100%
Discharge Information:
[ Ocean Outfall [ Estuary/Coastal Bay [ wetland [] Surface water [] Groundwater [ Land
D Other/Reuse D Eliminates Discharge m No Change / No Discharge D NEP Study D Seasonal Discharge
NPDES Permit Number:  (TGg40034 [ No NPDES Permit
Other Permit Type: Other Permit Number:
Affected Waterbodies: Waterbody Name Waterbody ID State Waterbody ID Receiving Waterbo
Primary Impacted : 14060007 O
Other Impacted : D
Project Imnprovement/Maintenance of Water Quality:
a. Contributes to water quality Not Applicable
b. Allows the system to Maintain Compliance.
c. Affected waterbody is Not Applicable
d. Allows the system to address......... D Existing TMDL D Projected TMDL D Watershed Management Pian
Designated Surface Water Uses (Selected): Protection: Restoration:
Class 1C -~ Domestic water supply Primary
Class 2B — Secondary contact recreation Primary
Class 3A — Cold water aquatic life Primary
Other Uses and Outcomes (Selected): Protection: Restoration:
Infrastructure improvement Primary
Groundwater Protection Primary

Comments:
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CWSRF Benefits Reporting

Loan: 35 of 42 EJ Entry Complete
Borrower: Roosevelt City Loan Execution Date:
Assistance Type: Loan Loan Interest Rate:
Loan Amount $: $2,882,000 Reypayment Period:
[ Final Amount % Funded by CWSRF:

Total from all Projects $:

2,882,000

Tracking # 175 Other #:
12/29/2009 Incremental Funding: N Phase #: 0
0.00% Original Tracking #:
20 Same Environmental Resuits: D
100% ARRA Funding: K
0  Total NPS Projects: 0

Muitiple nonpoint source projects with similar Environmental Results:

Project: 1 of
Project Description:
Facility Name:
Population Served (Current)
by the Project:

by the Facility:

Wastewater Volume
by the Project:
by the Facitity:

Needs Categories:

| Secondary Treatment

HlI-B Sewer System Rehabilitation

Discharge Information:

D Ocean Ouffall

D Other/Reuse

NPDES Permit Number:

Other Permit Type:
Affected Waterbodies:

Waterbody Name

Primary Impacted :
Other Impacted :

D Estuary/Coastal Bay
[] Eliminates Discharge

CW Needs Survey Number :

5,025
5,025

(Design Flow)
0.9000mgd
0.0000mgd

Volume Eliminated/Conserved:

$2,593,800
$288,200

O wetland

Sewage lagoon dredging; land application system capital improvements

0.0000mgd

90%
10%

[ surface water

E] No Change / No Discharge

[x] No NPDES Pemit
Other Permit Number:

Project Improvement/Maintenance of Water Quality:

a. Contributes to water quality
b. Allows the system to
c. Affected waterbody is

d. Allows the system to address.........

Not Applicable
Not Applicable
Not Applicable
[ Existing TMDL

Other Uses and Outcomes (Selected):

Infrastructure Improvement

Water Reuse/Recycling/Conservation

Comments:

Waterbody ID

[] Projected TMDL

Protection:

# of NPS Projects: 0

Land

O

[C] Seasonal Discharge

[ Groundwater
[0 NEP Study

Rec_eivim Waterbody
O
O

State Waterbody ID

D Watershed Management Plan

Restoration:
Primary
Primary




CWSRF Benefits Reporting

Total from all Projects $:

Loan: 36 of 42

Borrower: Orem City

Assistance Type: Loan

Loan Amount $: $11,889,000
[ Final Amount

11,889,000

K] Entry Complete

Loan Execution Date:
Loan Interest Rate:
Reypayment Period:

% Funded by CWSRF:

02/16/2010

0.00%

20

100%

Muitiple nonpoint source projects with similar Environmental Results:

Tracking #: 172 Other #:
Incremental Funding: N Phase # 0
Original Tracking #:
Same Environmental Results: a
ARRA Funding: [
O  Total NPS Projects: 0

Project: 10f 1 CW Needs Survey Number :

Project Description: treatment facility improvements

Facility Name:

Population Served  (Current) :
by the Project: 93,078
by the Facility: 93,078

Wastewater Volume {Design Flow)
0.0000mgd

0.0000mgd

by the Project:
by the Facility:

Needs Categories:

| Secondary Treatment
Discharge Information:

|:| Estuary/Coastal Bay
[] Eliminates Discharge

O Ocean Outfall
D Other/Reuse
NPDES Permit Number:

UT0020915
Other Permit Type:
Affected Waterbodies: Waterbody Name

Primary Impacted :
Other Impacted :

Project Improvement/Maintenance of Water Quality:

a. Contributes to water quality Maintenance.
b. Allows the system to
c. Affected waterbody is

d. Allows the system to address.........

Designated Surface Water Uses (Selected):

Class 2B — Secondary contact recreation
Class 3B — Warm water aquatic life
Class 3D — Wildlife habitat

Class 4 — Agricultural

Comments:

Volume Eliminated/Conserved:

$11,889,000

|:| Wetland

0.0000mgd

100%

[x] Surface Water

D No Change / No Discharge

[ No NPDES Permit
Other Permit Number:

Wate

ID

16020203

Maintain Compliance.
Meeting Standards.
[ Existing TMDL

D Projected TMDL

Protection:

Primary
Primary
Prmary
Primary

# of NPS Projects: 0

Land

O

[C] Seasonal Discharge

[ Groundwater
[0 NEP Study

Receiving Waterbody
- Od
O

State Waterbody ID

[[] Watershed Management Plan

Restoration:
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CWSREF Benefits Reporting

Loan: 37 of 42 E] Entry Complete Tracking # 176 Other #:

Borrower: Parowan City Loan Execution Date: ~ 02/16/2010 Incremental Funding: N Phase #. 0

Assistance Type: Loan Loan Interest Rate: 0.00% Original Tracking #:

Loan Amount $: $512,000 Reypayment Period: 20 Same Environmental Results: O

[ Final Amount % Funded by CWSRF: 100% ARRA Funding: ]

Total from all Projects $: 512,000  Muiltipie nonpoint source projects with similar Environmental Results: |:| Total NPS Projects: 0
Project: 1 of CW Needs Survey Number : # of NPS Projects: 0
Project Description: Construction of land disposal and a new sewer line that serves only existing homes
Facility Name:

Population Served  (Current) :
by the Project: 2,624
by the Facility: 2,624
Wastewater Volume (Design Flow)
by the Project: 0.4000mgd  Volume Eliminated/Conserved: 0.4000mgd
by the Facility: 0.4000mgd
Needs Categories:
| Secondary Treatment $512,000 100%

Discharge Information:

O Ocean Outfall [ Estuary/Coastal Bay [ wetland [ surface Water [ Groundwater E] tand
O other/Reuse [ Eliminates Discharge [ No Change / No Discharge [J NEP Study [ Seasonal Discharge
NPDES Permit Number: [ No NPDES Pemit
Other Permit Type: Other Permit Number:
?
Affected Waterbodies: Waterbody Name Waterbody ID State Waterbody ID Receiving Waterbody
Primary Impacted : |:|
Other impacted : D

Project Improvement/Maintenance of Water Quality:

a. Contributes to water quality Improvement.

b. Allows the system to Not Applicable

c. Affected waterbody is Not Applicable

d. Allows the system to address......... |:| Existing TMDL D Projected TMDL [Z' Watershed Management Plan
Other Uses and Outcomes (Selected): Protection: Restoration:

Water Reuse/Recycling/Conservation Secondary

Comments:
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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’s Report

Utah Department of Environmental Quality
Division of Water Quality - State Revolving Fund
Salt Lake City, Utah

We have audited the accompanying basic financial statements of the Utah Department of
Environmental Quality, Division of Water Quality - State Revolving Fund, which is part of the
State of Utah proprietary funds, as of and for the year ended June 30, 2010 as listed in the table
of contents. These financial statements are the responsibility of the Utah Department of
Environmental Quality, Division of Water Quality - State Revolving Fund’'s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provide a reasonable basis for our opinion.

As discussed in Note 1 - Definition of Reporting Entity, the basic financial statements of the
Utah Department of Environmental Quality, Division of Water Quality - State Revolving Fund are
intended to present the financial position, changes in financial position and cash flows of only
that portion of the financial reporting entity of the Utah Department of Environmental Quality that
is attributable to the Utah Department of Environmental Quality, Division of Water Quality -
State Revolving Fund. They do not purport to, and do not, present fairly, the financial position of
the Utah Department of Environmental Quality or the State of Utah as of June 30, 2010 and the
changes in their financial position and their cash flows, where applicable, for the year then
ended, in conformity with the accounting principles generally accepted in the United States of
America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Utah Department of Environmental Quality, Division of Water Quality
- State Revolving Fund as of June 30, 2010, and the changes in financial position and cash
flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

Member of
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Utah Department of Environmental Quality, Division of Water Quality - State Revolving Fund
has not presented management’s discussion and analysis that the Governmental Accounting
Standards Board has determined is necessary to supplement, although not required to be part
of, the basic financial statements.

In accordance with Government Auditing Standards, we have also issued our report dated
March 23, 2011 on our consideration of the Utah Department of Environmental Quality, Division
of Water Quality - State Revolving Fund's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

Our audit was performed for the purpose of forming an opinion on the financial statements that
collectively comprise the Utah Department of Environmental Quality, Division of Water Quality -
State Revolving Fund’s basic financial statements. The combining fund financial statements
listed in the table of contents are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The accompanying schedule of expenditures of
federal awards is presented for purposes of additional analysis as required by OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required
part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated, in all material respects, in relation to the basic financial statements taken as a whole.

Cpzs omrctisaan L) P

Greenwood Village, Colorado
March 23, 2011
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND

STATEMENT OF NET ASSETS
June 30, 2010

ASSETS

CURRENT ASSETS

Cash and cash equivalents
Receivables:

Amount due from EPA

Loan interest

Hardship assessments
Loans receivable

Total current assets

NONCURRENT ASSETS
Loans receivable

TOTAL ASSETS

LIABILITIES AND NET ASSETS
LIABILITIES
CURRENT LIABILITIES

Accounts payable and accrued liabilities

TOTAL LIABILITIES

NET ASSETS
Unrestricted

TOTAL NET ASSETS

$ 35,397,376

238,510
278,267
1,049,148

11,019,579

47,982,880

183,778,461

231,761,341

627,453

627,453

231,133,888

$231,133,888

The accompanying notes are an integral part of the financial statements.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
Year Ended June 30, 2010

OPERATING REVENUE

Loan interest $ 824,143
Hardship assessments 3,108,554
EPA program administration fees 629,337
Loan origination fees 171,265

Total operating revenue 4,733,299

OPERATING EXPENSES

Hardship grants 2,952,318
ARRA Principal forgiveness 2,067,768
EPA program administration 629,337
Total operating expenses 5,649,423
OPERATING LOSS (916,124)
NONOPERATING REVENUES (EXPENSES)
Investment Income 261,161
EPA capitalization grants 7,921,193
State match 1,356,834
EPA-ARRA capitalization grant - Principal forgiveness 2,067,768
Transfers in 26,690
Transfers out (4,680,171)
Total nonoperating revenues (expenses) 6,953,475
CHANGE IN NET ASSETS 6,037,351
NET ASSETS, BEGINNING OF YEAR 226,092,625
PRIOR PERIOD ADJUSTMENT (996,088)
NET ASSETS, BEGINNING OF YEAR AS RESTATED 225,096,537
NET ASSETS, END OF YEAR $ 231,133,888

The accompanying notes are an integral part of the financial statements.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY

DIVISION OF WATER QUALITY - STATE REVOLVING FUND

STATEMENT OF CASH FLOWS
Year Ended June 30, 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from interest on loans
Cash received from hardship assessments
Loan origination fees received
Loans disbursed
Hardship grants disbursed
Principal received on loans receivable
ARRA principal forgiveness
EPA program administrative fees received
Cash paid to general fund for employees and vendors
Net cash (required) by operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Funds received from EPA capitalization grants
Funds received from EPA - ARRA principal forgiveness
Funds received from State of Utah
Net cash provided by noncapital financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Net investment income received
Net cash provided by investing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS,

BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED BY OPERATING ACTIVITIES
Operating (loss)
Adjustments to reconcile operating income to
net cash used by operating activities:
Transfer of loan to State of Utah
Changes in assets and liabilities related to operations:
Interest receivable
Hardship assessments receivable
Amount due from EPA
Loans receivable
Accounts payable and accrued liabilities
Net cash (required) by operating activities

$ 806,625
3,008,754
171,265
(22,229,079)
(2,742,349)
17,578,032
(2,067,768)
777,552
(598,578)
(5,295,546)

7,921,193
2,067,768
1,380,353
11,369,314

261,161
261,161

6,334,929

29,062,447
$ 35,397,376

$  (916,124)

(4,677,000)

(17,518)
(99,800)
(55,285)
25,953

444,228

$_ (5,295,546)

The accompanying notes are an integral part of the financial statements.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 1 - DEFINITION OF REPORTING ENTITY

The Utah Department of Environmental Quality, Division of Water Quality - State Revolving
Fund (SRF or Fund) program was established pursuant to federal action in order to assist public
water systems by providing low interest rate loans for preservation and protection projects that
meet eligibility requirements. The United States Environmental Protection Agency (EPA) allows
up to four percent (4%) of the Capitalization Grant award for the administrative costs of the
program. Funding from the 4% administration portion of the capitalization grant and from the
collection of loan origination fees allows for both the supervision of the SRF program and for
management oversight of individual projects.

The Water Quality Board (the Board) is comprised of eleven members appointed by the
Governor. The Board develops policies and procedures for program implementation and
authorizes loans under the SRF program. The Utah Department of Environmental Quality
(DEQ) and the Board jointly manage the SRF program. The DEQ, Division of Water Quality
reviews loan applications for eligibility, prioritizes eligible projects, monitors loan disbursements
and repayments, and conducts project inspections. Through the Utah Code, the legislature has
given the Board rule making authority that meets federal law requirements. The Board reviews
each loan applicant to determine its ability to repay the loan, its readiness to proceed with the
project, and its ability to complete the project.

The SRF program receives assistance and support from the Department of Environment Quality
- Office of Support Services, the Department of Administrative Services - Division of Finance,
the Utah Attorney General's Office, and the State Treasurer’s Office. Salaries and benefits, as
well as indirect costs based on direct salary costs, are accumulated in the state’s general fund
and charged to the SRF based on actual time spent on SRF activities. Employees who charge
time to the SRF are covered by the State of Utah personnel benefits plan.

The SRF program is funded by a series of capitalization grant awards from EPA. Grant
conditions require States to provide twenty percent (20%) matching funds to the federal
Capitalization Grant.

The Fund follows the Governmental Accounting Standards Board (GASB) accounting
pronouncements which provide guidance for determining which governmental activities,
organizations and functions should be included within the financial reporting entity. GASB
pronouncements set forth the financial accountability of a governmental organization's elected
governing body as the basic criterion for including a possible component governmental
organization in a primary government's legal entity. Financial accountability includes, but is not
limited to, appointment of a voting majority of the organization's governing body, ability to
impose its will on the organization, a potential for the organization to provide specific financial
benefits or burdens and fiscal dependency.

The SRF program and activities are included in the Utah Comprehensive Annual Financial
Report (CAFR) as part of the Proprietary Funds (Water Loan Programs). The SRF assets,
liabilities, and net assets are combined with other state programs and are not separately
identifiable.



UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Fund conform to generally accepted accounting principles as
applicable to a governmental unit accounted for as a proprietary enterprise fund. The enterprise
fund is used since the Fund’s powers are related to those operated in a manner similar to a for
profit business where an increase in net assets is an appropriate determination of
accountability.

Basis of Accounting

The SRF financial statements are presented as an enterprise fund. Revenues are recorded
when earned and expenses are recorded when the related liability is incurred, regardiess of the
timing of the cash flows. All assets and liabilities associated with the operation of the SRF are
included in the statement of net assets. The SRF has elected to follow the accounting
pronouncements of the Governmental Accounting Standards Board (GASB), as well as
statements issued by the Financial Accounting Standards Board (FASB) on or before November
30, 1989, unless the pronouncements conflict with or contradict GASB pronouncements.

Cash and Cash Equivalents

In accordance with the Money Management Act, Section 51-7 of the Utah Code, the State
Treasurer administers cash and manages investments in the State. The Money Management
Act specifies the investments that may be made, which are only high-grade securities.
Investments include variable rate corporate notes and obligations of U.S. government agencies
that base their rates on standard quoted money market indexes that have a direct correlation to
the federal funds rate. Cash equivalents are generally considered short-term highly liquid
investments with maturity of three months or less from the purchase date.

All funds deposited with the treasurer are considered to be cash or cash equivalents regardless
of the actual maturities of the underlying investments in the statement of cash flows.
Investments in debt and equity securities are reported at fair value in the statement of net
assets, and all investment income, including changes in the fair value, are reported in the
statement of revenue, expenses, and changes in fund net assets.

Operating Revenues and Expenses

The SRF distinguishes between operating revenues and expenses and non-operating items in
the Statements of Revenues, Expenses and Changes in Net Assets. Operating revenues and
expenses generally result from carrying out the purpose of the SRF of providing low interest
loans to communities and providing assistance for prevention programs and administration.
Operating revenues consist of loan interest repayments from borrowers. Operating expenses
include allocated direct salary costs and benefits, allocated indirect costs and allowance for bad
debt. All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses or capital contributions.

The EPA capitalization grant and the associated State match are recorded as capital
contributions, except for ARRA principal forgiveness which is reported as non-operating
revenue, and the 4% administrative match which is reflected as operating revenue.



UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

When both restricted and unrestricted resources are available for use, it is the Fund's policy to
follow the State of Utah’s policy as defined in the State of Utah Comprehensive Annual
Financial Report.

Hardship Assessments

The Board has the option to charge a hardship assessment in lieu of interest on reuse loans.
Hardship assessments are calculated and paid in the same manner as interest. The restriction
for the use of hardship assessments differs from the restriction for the use of interest. Hardship
assessments can be used for purposes other than loans, including grants to disadvantaged
communities. As of June 30, 2010, accumulated unspent hardship assessments total
$16,242,939.

Loan Origination Fee

The Water Quality Board charges a Loan Origination Fee up to 1% of the principal loan amount.
This fee may be used for any allocable activities under the Act and administration of the loan
program. As of June 30, 2010, accumulated unspent loan origination fees total $396,044.

Budgets

The SRF, as an enterprise fund of the State, does not require appropriation, and therefore, the
SRF is not included in Utah's annual appropriation.

Use of Estimates in Preparing Financial Statements

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues, expenses, gains, losses and
other changes during the reporting period. Actual results could differ from those estimates.

Loans Receivable

Loans are funded by capitalization grants from the EPA, State matching funds, loan repayments
and fund earnings. Interest is calculated from the date that funds are advanced. After the final
disbursement has been made, the loan agreement is adjusted for the actual amounts disbursed.
Loans are amortized over periods up to 30 years. Loan repayments must begin within one year
of construction completion or one year from the initial loan disbursement, depending upon the
type of loan agreement, and are made on an annual basis.

Loans funded by ARRA principal forgiveness grants are advanced to local agencies and
forgiven as each disbursement occurs. Loan agreements require repayment of the forgiven
loan if all ARRA program requirements are not met.



UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Allowance for Bad Debts

The allowance for bad debts is established as losses are estimated to have occurred through a
provision for bad debts charged to earnings. Loans receivable are charged against the
allowance for bad debts when management believes that the uncollectibility of the principal is
probable. The allowance for bad debts was $-0- at June 30, 2010.

NOTE 3 - CASH AND INVESTMENTS

All monies of the SRF are deposited with the Utah State Treasurer and are considered cash and
cash equivalents. All cash deposited with the State Treasurer is maintained by the Treasurer in
various pooled investment funds. The State Treasurer invests the deposited cash, including the
cash float, in short term securities and other investments.

The Utah State Treasurer's Office operates the Public Treasurer's Investment Fund (PTIF)
investment pool. The PTIF is available for investment of funds administered by any Utah public
treasurer. Participation is not required and no minimum balance or minimum/maximum
transaction is required. State agencies and funds that are authorized to earn interest also invest
in the PTIF as an internal investment pool. No separate report as an external investment pool
has been issued for the PTIF. Details of the investments of the PTIF can be obtained from the
State Treasurer.

The PTIF is not registered with the SEC as an investment company and is not rated. The PTIF
is authorized and regulated by the Utah Money Management Act, (Utah Code Title 51, Chapter
7). The Act establishes the Money Management Council, which oversees the activities of the
State Treasurer and the PTIF. The Act lists the investments that are authorized which are high-
grade securities which minimizes credit risk except in the most unusual and unforeseen
circumstances.

Deposits in the PTIF are not insured or otherwise guaranteed by the State of Utah, and
participants share proportionally in any realized gains or losses on investments.

Income, gains, and losses, net of administration fees, of the PTIF are allocated to participants
on the ratio of the participants’ share of the total funds in the PTIF based on the participant’s
average daily balance. The PTIF allocates income and issues statements on a monthly basis.
Twice a year, at June 30 and December 31, the investments are valued at fair value. The SRF
has adjusted the PTIF funds to fair value as of June 30, 2010.

Investments in PTIF are not categorized because they are not evidenced by securities that exist
in physical or book entry form. Cash and cash equivalents are presented below:

Pooled cash held by State Treasurer $ 764,485
Public Treasurers Iinvestment Fund 34,632,891
Total cash and cash equivalents $35,397,376



UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 4 - LOANS RECEIVABLE

Loans are made to qualifying entities for projects that meet eligibility criteria. The SRF loan
awards are comprised of the following funding sources: (1) the federal EPA Capitalization
Grants; (2) State match funds; (3) loan repayments; (4) interest payments; and (5) SRF interest
earnings. Projects are funded through the purchase of incremental disbursement bonds and
proceeds are deposited into an escrow account based on a quarterly schedule of anticipated
costs. Loan interest begins accruing when funds are deposited in the escrow account.
Principal repayment must begin no later than one year after the completion of the project.
Effective interest rates and hardship assessments on loans vary between 0.0 and 5.0 percent
and are generally repaid over 20-30 years. The interest rates on the loans are generally lower
than market rates and, in some cases, are non-interest bearing. Loans mature at various
intervals and recipients make annual payments.

Loans mature at various intervals through June 30, 2041 and the scheduled principal
repayments on loans follows:

Year Ending June 30, Amount

2011 $ 11,019,579
2012 11,800,123
2013 10,947,250
2014 10,882,817
2015 10,761,649
2016 - 2020 53,528,260
2021 - 2025 44,949,394
2026 - 2030 29,047,029
2031 - 2035 8,227,709
2036 - 2040 3,405,816
2041 - 2045 228,414

$ 194,798,040
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 4 - LOANS RECEIVABLE (CONTINUED)
Loans to Major Local Agencies

The Fund has made loans to the following major local agencies. The aggregate outstanding
loan balances for each of these agencies exceeds 5 percent of total loans receivable. The
combined outstanding loan balances at June 30, 2010 of these major local agencies represent
approximately 48 percent of the total loans receivable and are as follows:

Authorized Outstanding
Borrower Loan Amount Loan Balance
Central Weber Sewer Improvement $ 11,055,000 $ 10,192,810
Hooper City 12,665,000 12,325,000
South Valley Water Reclamation 22,110,000 20,839,000
North Davis County Sewer 25,650,000 21,351,000
Central Valley Water Reclamation 35,000,000 28,190,000
Total $ 106,480,000 $ 92,897,810

NOTE 5 - DUE TO STATE OF UTAH

Due to State of Utah balances are an aggregation of amounts due to employees for salaries and
benefits and/or vendors and miscellaneous suppliers paid by the state.

NOTE 6 - CAPITAL CONTRIBUTIONS

The following table summarizes the activity of the State’'s Clean Water Revolving Loan Fund by
award year:

Funds Drawn

Funds During Funds Available
Grant Drawn as of Year Ended Drawn as of Funds as of
Year Award June 30, 2009 June 30, 2010 June 30, 2010 June 30, 2010
1988 - 2005 $ 135,393,094 $ 135,393,094 $ - $135,393,094 $ -
2006 4,560,700 4,560,700 - 4,560,700 -
2007 5,596,300 5,596,300 - 5,596,300 -
2008 3,521,700 3,408,330 10,829 3,419,159 102,541
2009 3,521,600 2,317,280 1,063,456 3,380,736 140,864
2009 ARRA 20,649,900 - 8,293,974 8,293,974 12,355,926
2010 10,736,000 - 1,250,039 1,250,039 9,485,961
$183,979,294 $151,275704 $ 10,618,298 $ 161,894,002 $ 22,085,292
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 6 - CAPITAL CONTRIBUTIONS (CONTINUED)

The following table summarizes the amount of state contributions made to meet match
requirements of the EPA grant:

State match paid as of June 30, 2009 $ 31,309,044
State match paid during the year ended June 30, 2010 1,356,834
State match paid as of June 30, 2010 $ 32,665,878

NOTE 7 - TRANSFERS

In fiscal year 2010, the SRF transferred a portion of the City of Perry loan for $4,667,000 to the
State of Utah, as the loan was spiit 50% between the SRF and the State. The state had
advanced the SRF the $4,667,000 in the previous fiscal year. The transfer in balance of
$26,690 represents reallocation of funding on various loans between the SRF and the State of
Utah.

NOTE 8 - RISK MANAGEMENT

The SRF is included in Utah's Risk Management Fund, which provides insurance in case of loss
or claims against the SRF. The State has elected, with a few exceptions, to be self-insured
against loss or liability. There have been no significant reductions in insurance coverage from
the prior year. In addition, settled claims have not exceeded insurance coverage in the last
three fiscal years. Refer to the State’s Risk Management disclosure in the June 30, 2010
Comprehensive Annual Financial Reports.

NOTE 9 - CONTINGENCIES AND SUBSEQUENT EVENTS

Authorized Projects

As of June 30, 2010, the total remaining draws for projects with closed loans was $32,207,698.
Draws will be completed during future fiscal years in order to complete wastewater projects in
these communities. As of June 30, 2010, the Board had authorized an additional $38,792,000
for wastewater projects in five communities. However, loan closing had not been completed for
these projects.

Subsequent to year end the SRF determined that a borrower had improperly used EPA grant

funds as match for other federal funds. In Fiscal Year 2011, the SRF anticipates repaying the
funds to EPA of $1,000,000, and anticipates funding the loan with second round funds.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO FINANCIAL STATEMENTS
June 30, 2010

NOTE 10 - NET ASSETS

Governmental Accounting Standards Board Statement No. 34 provides for three components of
net assets: invested in capital assets, net of related debt, restricted and unrestricted. As of June
30, 2010, the Fund had no restricted net assets or net assets invested in capital assets, net of
related debt. Unrestricted net assets consists of net assets that do not meet the definition of
invested in capital assets, net of related debt or restricted. Although the Fund reports
unrestricted net assets on the face of the statements of net assets, unrestricted net assets are
to be used by the Fund for the payment of obligations incurred by the Fund in carrying out its
statutory powers and duties and are to remain in the Fund.

NOTE 11 - PRIOR PERIOD ADJUSTMENT

In fiscal year 2010, the SRF made changes to beginning fund balances for the correction of an
error. The accrued interest and hardship interest receivable balances are calculated through an
interface between the state’'s accounting system and the state’s loan system. The error
occurred as some payments are not originally processed on the loan system and the accrual
balance was not properly adjusted for these payments. The following summarizes the
adjustment to beginning net assets:

Fund balance - June 30, 2009 as originally stated $ 226,092,625
Prior period adjustment (996,088)
Adjusted fund balance - June 30, 2009 as restated $ 225,096,537

This information is an integral part of the accompanying financial statements.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND

COMBINING STATEMENT OF NET ASSETS

ASSETS

CURRENT ASSETS

Cash and cash equivalents
Receivables:

Amount due from EPA

Loan interest

Hardship assessments
Loans receivable

Total current assets

NONCURRENT ASSETS
Loans receivable

TOTAL ASSETS

LIABILITIES AND NET ASSETS
LIABILITIES
CURRENT LIABILITIES
Accounts payable and accrued liabilities

TOTAL LIABILITIES

NET ASSETS
Unrestricted

TOTAL NET ASSETS

June 30, 2010

Loan
SRF Origination Hardship

Fund Fee Fund Fund Total
$ 20,605,078 $ 396,044 $ 14,396,254 $ 35,397,376
238,510 - - 238,510
278,267 - - 278,267
- - 1,049,148 1,049,148
10,841,579 - 178,000 11,019,579
31,963,434 396,044 15,623,402 47,982,880
183,778,461 - - 183,778,461
215,741,895 396,044 15,623,402 231,761,341
239,485 - 387,968 627,453
239,485 - 387,968 627,453
215,502,410 396,044 15,235,434 231,133,888
$ 215,502,410 § 396,044 $ 15,235434 $ 231,133,888
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY

DIVISION OF WATER QUALITY - STATE REVOLVING FUND
COMBINING STATEMENT OF REVENUES, EXPENSES AND FUND NET ASSETS
Year Ended June 30, 2010

OPERATING REVENUE
Loan interest
Hardship assessments
EPA program administration fees
Loan origination fees
Total operating revenue

OPERATING EXPENSES

Hardship grants
ARRA Principal forgiveness

EPA program administration
Total operating expenses

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)

Investment income

EPA capitalization grants

State match

EPA-ARRA capitalization grant -
Principal forgiveness

Transfers in

Transfers out

Total nonoperating revenues
(expenses)

CHANGE IN NET ASSETS

NET ASSETS, BEGINNING OF YEAR

PRIOR PERIOD ADJUSTMENT

NET ASSETS, BEGINNING OF YEAR
AS RESTATED

NET ASSETS, END OF YEAR

Loan
SRF Origination Hardship

Fund Fee Fund Fund Total
$ 824,143 $ - $ - 824,143
- - 3,108,554 3,108,554
629,337 - - 629,337
- 171,265 - 171,265
1,453,480 171,265 3,108,554 4,733,299
- - 2,952,318 2,952,318
2,067,768 - - 2,067,768
629,337 - - 629,337
2,697,105 - 2,952,318 5,649,423
(1,243,625) 171,265 156,236 (916,124)
137,723 - 123,438 261,161
7,921,193 - - 7,921,193
1,356,834 - - 1,356,834
2,067,768 - - 2,067,768
26,690 - - 26,690
(4,677,000) (3,171) - (4,680,171)
6,833,208 (3,171) 123,438 6,953,475
5,589,583 168,094 279,674 6,037,351
210,228,117 227,950 15,636,558 226,092,625
(315,290) - (680,798) (996,088)
209,912,827 227,950 14,955,760 225,096,537
$ 215,502,410 $ 396,044 $ 15,235,434 $ 231,133,888
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY

DIVISION OF WATER QUALITY - STATE REVOLVING FUND

COMBINING STATEMENT OF CASH FLOWS
Year Ended June 30, 2010

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from interest on loans

Cash received from hardship assessments

Loan origination fees received

Loans disbursed

Hardship grants disbursed

Principal received on loans receivable

ARRA principal forgiveness grants disbursed

EPA program administrative fees received

Cash paid to general fund for employees and vendors
Net cash provided (required) by

operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Funds received from EPA capitalization grants
Funds received from EPA - ARRA principal forgiveness
Funds received from State of Utah
Net cash provided (required) by noncapital
financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Net investment income received
Net cash provided by investing activities

NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED BY OPERATING ACTIVITIES
Operating income (loss)
Adjustments to reconcile operating income to
net cash used by operating activities:
Transfer of loan to State of Utah
Changes in assets and liabilities related to operations:
Interest receivable
Hardship assessments receivable
Amount due from EPA
Loans receivable
Accounts payable and accrued liabilities
Net cash (required) by operating activities

Loan
SRF Origination Hardship

Fund Fee Fund Fund Total
$ 806,625 $ - $ - $ 806,625
- - 3,008,754 3,008,754
- 171,265 - 171,265
(22,229,079) - - (22,229,079)
- - (2,742,349) (2,742,349)
17,578,032 - - 17,578,032
(2,067,768) - - (2,067,768)
777,552 - - 777,552
(598,578) - - (598,578)
(5,733,216) 171,265 266,405 (5,295,546)
7,921,193 - - 7,921,193
2,067,768 - - 2,067,768
1,383,524 (3,171) - 1,380,353
11,372,485 (3,171) - 11,369,314
137,723 - 123,438 261,161
137,723 - 123,438 261,161
5,776,992 168,094 389,843 6,334,929
14,828,086 227,950 14,006,411 29,062,447
$ 20,605,078 $ 396,044 $ 14,396,254 $ 35,397,376
$ (1,243,625) $ 171,265 $ 156,236 $ (916,124)
(4,677,000) - - (4,677,000)
(17.518) - - (17.518)
- (99,800) (99,800)
(55,285) - - (55,285)
203,953 - (178,000) 25,953
56,259 - 387,969 444,228
$ (5,733,216) $ 171,265 $ 266,405 $ (5,295,546)

17



REPORTS REQUIRED BY THE

SINGLE AUDIT ACT AMENDMENTS OF 1996

18



STATE OF UTAH
DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2010

Federal
CFDA Federal
Grantor and Program Title Number Expenditures
Environment Protection Agency:
Direct Programs:
Capitalization Grants for Clean Water State Revolving Funds 66.458 $ 2,120,824
ARRA - Capitalization Grants for Clean Water State Revolving Funds 66.458 8,497 474
Total Expenditures of Federal Awards: $ 10,618,298

* Tested as a major program
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STATE OF UTAH
DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
Year Ended June 30, 2010

NOTE 1 - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant
activity of the State of Utah Department of Environmental Quality, Division of Water Quality
State Revolving Fund. The information in this schedule is presented in accordance with the
requirements of the U.S. Office of Management and Budget (OMB) Circular A-133, Audits of
States, Local Governments and Non-Profit Organizations.

NOTE 2 - LOANS TO SUBRECIPIENTS

Capitalization Grants for Clean Water State Revolving Fund CFDA# 66.458 include $1,929,765
of expenditures that were disbursed as loan awards to qualifying subrecipients.

ARRA Capitalization Grant for Clean Water State Revolving Fund CFDA# 66.458 includes

$8,059,166 of expenditures that were disbursed as loan awards to qualifying subrecipients
which includes $2,067,768 principal forgiveness loans.
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Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Utah Department of Environmental Quality
Division of Water Quality — State Revolving Fund
Salt Lake City, Utah

We have audited the financial statements of the Utah Department of Environmental Quality,
Division of Water Quality - State Revolving Fund, which is part of the State of Utah proprietary
funds (State of Utah Clean Water Revolving Fund), as of and for the year ended June 30, 2010,
and have issued our report thereon dated March 23, 2011. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State of Utah Clean Water Revolving
Fund's internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the entity's internal
control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control over financial reporting that might be deficiencies, significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above. However, we
identified a deficiency in internal control over financial reporting, described in the accompanying
schedule of findings and questioned costs as 2010-01, that we consider to be a significant
deficiency in internal control over financial reporting. A significant deficiency is a deficiency, or a
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combination of deficiencies in control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State of Utah Clean Water
Revolving Fund's financial statements are free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the State of Utah Clean Water
Revolving Fund in a separate letter dated March 23, 2011.

The State of Utah Clean Water Revolving Fund's response to the finding identified in our audit is
described in the accompanying schedule of findings and questioned costs. We did not audit the
State of Utah Clean Water Revolving Fund’s response and accordingly, we express no opinion
on it.

This report is intended solely for the information and use of the State of Utah Clean Water
Revolving Fund's management and the U.S. Environmental Protection Agency and is not
intended to be and should not be used by anyone other than these specified parties.

%WMAL/A

Greenwood Village, Colorado
March 23, 2011
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Independent Auditor's Report on Compliance with Requirements
That Could Have a Direct and Material Effect on the Federal Program and on Internal
Control Over Compliance in Accordance with the Program-Specific Audit Option under
OMB Circular A-133

Utah Department of Environmental Quality
Division of Water Quality — State Revolving Fund
Salt Lake City, Utah

Compliance

We have audited The Utah Department of Environmental Quality, Division of Water Quality —
State Revolving Fund’s (State of Utah Clean Water Revolving Fund) compliance with the types
of compliance requirements described in the OMB Circufar A-133 Compliance Supplement that
could have a direct and material effect on its Capitalization Grants for Clean Water State
Revolving Funds and ARRA - Capitalization Grants for Clean Water State Revolving Funds
programs for the year ended June 30, 2010. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to its major federal program is the responsibility of
the State of Utah Clean Water Revolving Fund's management. Our responsibility is to express
an opinion on the State of Utah Clean Water Revolving Fund’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on the Capitalization Grants for
Clean Water State Revolving Funds and ARRA - Capitalization Grants for Clean Water State
Revolving Funds programs occurred. An audit includes examining, on a test basis, evidence
about the State of Utah Clean Water Revolving Fund's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a
legal determination of the State of Utah Clean Water Revolving Fund’s compliance with those
requirements.

In our opinion, the State of Utah Clean Water Revolving Fund complied, in all material respects,
with the compliance requirements referred to above that could have a direct and material effect
on its Capitalization Grants for Clean Water State Revolving Funds and ARRA - Capitalization
Grants for Clean Water State Revolving Funds programs for the year ended June 30, 2010.
However, the results of our auditing procedures disclosed instances of noncompliance with
those requirements, which are required to be reported in accordance with OMB Circular A-133
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and which are described in the accompanying schedule of findings and questioned costs as
items 2010-02 and 2010-03.

Internal Control Over Compliance

Management of the State of Utah Clean Water Revolving Fund is responsible for establishing
and maintaining effective internal control over compliance with the requirements of laws,
regulations, contracts, and grants applicable to federal programs. In planning and performing
our audit, we considered the State of Utah Clean Water Revolving Fund's internal controi over
compliance with the requirements that could have a direct and material effect on its
Capitalization Grants for Clean Water State Revolving Funds and ARRA - Capitalization Grants
for Clean Water State Revolving Funds programs to determine the auditing procedures for the
purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express
an opinion on the effectiveness of the State of Utah Clean Water Revolving Fund's internal
control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type
of compliance requirement of a federal program will not be prevented, or detected and
corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above. However, we identified certain
deficiencies in internal control over compliance that we consider to be significant deficiencies as
described in the accompanying schedule of findings and questioned costs as item 2010-02 and
2010-03. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

The State of Utah Clean Water Revolving Fund's responses to the findings identified in our audit
are described in the accompanying schedule of findings and questioned costs. We did not audit
the State of Utah Clean Water Revolving Fund's responses and, accordingly, we express no
opinion on the responses.

This report is intended solely for the information and use of the State of Utah Clean Water
Revolving Fund's management and the U.S. Environmental Protection Agency and is not
intended to be and should not be used by anyone other than these specified parties

C%»@”MALA

Greenwood Village, Colorado
March 23, 2011
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY — STATE REVOLVING FUND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2010

PART | - SUMMARY OF AUDITOR’S RESULTS
Financial Statements
Type of auditor’s report issued:
Internal control over financial reporting:

Material weakness(es) identified?

Significant deficiency(ies) identified

not considered to be material weaknesses?

Noncompliance material to financial statements

noted?

Federal Awards
Internal control over major program:
Material weakness(es) identified?
Significant deficiency(ies) identified
not considered to be material weaknesses?
Type of auditor’s report issued on compliance
for major program:
Any audit findings disclosed that are required

to be reported in accordance with section 510 (a)

of OMB Circular A-133?

Identification of major program:

Unqualified

yes v _no

yes ____ none reported
yes _ Y _no

yes v_no

yes none reported
Unqualified

yes no

CFDA Number(s) Name of Federal Program or Cluster

66.458 Capitalization Grants for Clean Water State Revolving
Funds

66.458 ARRA Capitalization Grants for Clean Water State

Revolving Funds

Dollar threshold used to distinguish between
Type A and Type B programs:

Auditee qualified as low-risk auditee?
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2010
(CONTINUED)

PART Il - FINDINGS RELATED TO FINANCIAL STATEMENTS
Finding 2010-01 Accrued Interest/Hardship Receivable

Criteria: A proper internal control system is designed to safeguard assets and provide reliable
financial records. A system of internal control should include procedures to ensure that all
balance sheet accounts are reconciled and reviewed on a regular basis.

Condition: During our testing of accrued interest receivable, we noted that the balance for
accrued interest on interest loans and hardship receivable on hardship loans per the State of
Utah (State) accounting system (FINET) did not agree to the State's loan system (CLCS). The
Division of Water Quality, in coordination with the State Division of Finance has established
procedures to ensure the loan balances in FINET reconcile to the loan balances in CLCS. This
reconciliation process has not been extended to the accrued interest/hardship receivable
balances. As a result, the interest/hardship receivable balance in FINET was approximately
$1.9 million more than the balance supported by CLCS as of June 30, 2010, of which,
approximately $1 million related to prior periods and required a prior period adjustment.

Cause: Policies and procedures have not been established to identify timing and responsibility
for reconciliation and review of interest/hardship receivable balances on a regular basis.
Generally, the accrued interest activity in CLCS is interfaced with FINET. Based on discussions
with State Division of Finance personnel, it appears the error may have occurred because
payments made by agencies through state treasurer PTIF accounts are posted to revenue
accounts rather than relieving the accrual balances resulting in the overstatement of the accrual.

Effect: Accrued interest/hardship receivable balances were overstated.

Recommendation: We recommend that procedures be established to ensure that PTIF
payments are posted properly and any corresponding accrual balances relieved in the FINET
accounting system. We also recommend that procedures be established to reconcile and
review the accrued interest balances on CLCS to FINET on a regular basis.

Views of responsible officials and planned corrective actions: We agree with this finding and
recommendation. The Utah State Auditor's Office identified a similar concern during their fiscal
year 2010 audit. The Division of Finance is in the process of establishing additional controls
and procedures to ensure that the PTIF payments are posted properly and accrued interest
balances on the loan management system (CLCS) are reconciled regularly to the State general
ledger system (FINET). This process will be implemented by June 30, 2011.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2010
(CONTINUED)

PART lll - FINDINGS RELATED TO FEDERAL AWARDS
Finding 2010-02 Subrecipient Monitoring Significant Deficiency, Noncompliance

Environmental Protection Agency
Capitalization Grants for Clean Water State Revolving Funds — CFDA 66.458

Criteria: Circular A-133 requires that the Department of Environmental Quality (DEQ) (1) ensure
that subrecipients expending $500,000 or more in Federal awards during the subrecipient’s
fiscal year for fiscal years ending after December 31, 2003 as provided in OMB Circular A-133
have met the audit requirements of OMB Circular A-133 and that the required audits are
completed within 9 months of the end of the subrecipient's audit period; (2) issue a
management decision on audit findings within 6 months after receipt of the subrecipient’s audit
report; and (3) ensure that the subrecipient takes timely and appropriate corrective action on all
audit findings.

Condition: For one subrecipient that received federal funding under the grant during Fiscal Year
2009, our testing noted that DEQ did not obtain the Single Audit Report or issue a management
decision on auditing findings identified as part of the audit. This subrecipient's Data Collection
Form indicated that there were two findings reported under this grant. In addition, we noted that for
another subrecipient tested, the subrecipient did not correctly identify the capitalization grant, or
awarding agency, on the entity’s Schedule of Expenditures of Federal Awards and Data Collection
Form. Adequate follow up was not compieted to ensure that the subrecipient revised their
reporting.

Cause: The DEQ did not adequately follow up with the subrecipients to obtain required Single
Audit reports and to ensure that the subreceipients were accurately reporting their Capitalization
Grant on the subrecipients Schedule of Expenditures of Federal Awards.

Questioned Costs: We did not identify questioned costs with this finding.

Effect: The DEQ could not verify the subrecipient's compliance with A-133 requirements for the
Capitalization Grant.

Recommendation: The Department of Environmental Quality should strengthen its subrecipient
monitoring procedures by following up with subrecipients to ensure that Single Audit Reports are
obtained and reviewed. In addition, follow up should be done to ensure that expenditures are
properly reported on the subrecipients Schedule of Expenditures of Federal Awards for the
Capitalization Grant and any reported findings are properly addressed.

Views of responsible officials and planned corrective actions: We agree with this finding and
recommendation. The tracking sheet used to monitor subrecipient compliance with Single audit
requirements has been updated to include: the date of receipt of single audit reports, the date
of DWQ's review, text regarding the findings to be addressed in management letters, the date of
the management letters are issued by DWQ, the date a written response was received by
subrecipients to document their corrective action, and the date of DWQ final review of the
corrective action.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2010
(CONTINUED)

PART Ill - FINDINGS RELATED TO FEDERAL AWARDS
Finding 2010-03 Significant Deficiency, Noncompliance

Environmental Protection Agency
Capitalization Grants for Clean Water State Revolving Funds — CFDA 66.458

Criteria: Federal regulations (2 CFR 180.220) prohibit non-federal entities from contracting with
or making subawards to entities that are suspended or debarred or whose principals are
suspended or debarred.

Condition: During the audit work performed by the Office of the Utah State Auditor, they noted
that the Department of Environmental Quality (DEQ) did not perform procedures to verify that
the subrecipients and one contractor of two loan projects were not suspended or debarred. The
verification may be accomplished by checking the Excluded Parties List System (EPLS)
maintained by the General Services Administration, collecting a certification from the entity, or
adding a clause or conditions to the agreement with the entity. They aiso noted that DEQ did
not document their verification that the subrecipient was not suspended or debarred for one
other loan project.

Cause: The lack of internal control and documentation was a result of not including an item on
monitoring checklists used in various processes of the loan application.

Questioned Costs: We did not identify questioned costs with this finding.
Effect. Non-compliance with suspension and debarment requirements.

Recommendation: During our review of the above finding as reported by the Office of the Utah
State Auditor, we noted that DEQ revised the checklist for Reviewing Bid Documents. The
checklist was updated to include the following steps:
e Verify that bid contains requirements for not using suspended or debarred Contractors,
and that bid proposal is consistent with proposal in approved specifications.
¢ Verify that no prime contracts are awarded to debarred or suspended firms and print-out
confirmation for the file.

We tested a sample of loan files subsequent to DEQ’s implementation of the updated checklist
and noted that the procedures had been implemented. Therefore, we recommend DEQ
continue to complete the updated checklist.

Views of responsible officials and planned corrective actions: The DEQ will continue to
implement the procedures documented in the recommendation.
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UTAH DEPARTMENT OF ENVIRONMENTAL QUALITY
DIVISION OF WATER QUALITY - STATE REVOLVING FUND
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

Year Ended June 30, 2010

There were no prior audit findings required to be reported under generally accepted government
auditing standards or OMB Circular A-133.

29



m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

March 23, 2011

Craig Silotti, Finance Director

Utah Department of Environmental Quality
Division of Water Quality - State Revolving Fund
Satt Lake City, Utah

This letter is to provide you with information about significant matters related to our audit of the
financial statements of the Utah Department of Environmental Quality, Division of Water Quality
- State Revolving Fund (the Fund) for the year ended June 30, 2010. It is intended solely for
those charged with governance and should not be used by anyone other than
this specified party.

The following are our observations arising from the audit that are relevant to your
responsibilities in overseeing the financial reporting process.

Auditor’'s Responsibilities under Generally Accepted Auditing Standards. Our audit was
performed for the purpose of forming and expressing an opinion about whether the financial
statements, that have been prepared by management with your oversight, are presented fairly,
in all material respects, in conformity with accounting principles generally accepted in the United
States of America. Our audit does not relieve you or management of your responsibilities.

Significant Issues Discussed with Management Prior to Retention. We discuss various
matters with management each year prior to retention as the Fund's auditors. These
discussions occur in the normal course of our professional relationship. There were no
significant issues, including the application of accounting principles and auditing standards,
which were discussed with management prior to our retention as auditors.

Consultations with Other Accountants. We were informed by management that they made
no consultations with other accountants on the application of generally accepted accounting
principles and generally accepted auditing standards.

&390 E. Crescent Parkway
Suite 600

Greenwond Vidlage, CO 80111
tel: {303} 779-5710

fax: (3033 460-0348
www.cliftoncpa.com

Mombar of

lnternational



Utah Water Quality Board
March 23, 2011
Page 2

Qualitative Aspects of Accounting Practices.

Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by the Fund are described in Note 2 to the financial
statements. There were no significant accounting policies or their application which were either
initially selected or changed during the year.

We noted no transactions in controversial or emerging areas for which there is a lack of
authoritative guidance or consensus.

There were no significant transactions that have been recognized in the financial statements in
a different period than when the transaction occurred.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management
and.are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive
because of their significance to the financial statements and because of the possibility that
future events affecting them may differ significantly from those expected. The following is a
description of management's process utilized in forming estimates for the allowance for doubtful
accounts.

Management reviews the collectability of loans receivable on a regular basis. The allowance for
bad debts is established as losses are estimated to have occurred through a provision for bad
debts charged to earnings. Loans receivable are charged against the allowance for bad debts
when management believes that the uncollectibility of principal is probable.

Financial Statement Disclosures
Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. There were no particularly sensitive financial statement disclosures.

Difficulties Encountered in Performing the Audit. We encountered no significant difficulties
in dealing with management related to the performance of our audit.

Corrected Misstatements. The attached Exhibit A summarizes corrected misstatements,
other than those that are trivial, that were brought to the attention of management as a result of
audit procedures. Management has corrected all such misstatements.

Uncorrected Misstatements. The attached Exhibit B summarizes uncorrected misstatements,
other than those that are trivial, aggregated by us during our current audit and pertaining to the
most recent period presented in the financial statements. Management has determined that
these uncorrected misstatements are immaterial, both individually and in the aggregate, to the
financial statements taken as a whole.

Representations from Management. @We have requested the representations from
management that are shown in the attached Exhibit C.
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Disagreements with Management. There were no disagreements with management on
financial accounting and reporting matters, auditing procedures, or other matters which would
be significant to the Fund’s financial statements or our report on those financial statements.

Please contact Kevin Collins if you have any questions regarding the matters included in this
letter.

Ctpizs. Kdowreotorsoa L) P
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PASSED ADJUSTMENT SUMMARY
Division of Water Quality - State Revolving Fund

Year Ended 06/30/10

Net Expense/Revenue

Fund Balance/Net and Change in Net
Description Assets Liabilities Assets Assets/Fund Balances
$ $ $ $
Amount due to EPA (1,000,000) 1,000,000 1,000,000
Net current year misstatements (1,000,000) 1,000,000 1,000,000
Net prior year misstatements -
Total misstatements $ $ (1,000,000) $ 1,000,000 $ 1,000,000

Note: The above amounts are listed as either debits or (credits).
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: artment of Environme n
o Quality - Sta

Description

Adjusting Journal Entries JE # 2

To adjust accrued interest to agree to CLCS.

5250-1601

5255-1601

5267-7270

5250-1301

5255-1301
Total

Interest on Loans o 326,706.00

Interest on Loans 608,181.00
Prior period adjustment 996,088.00

Interest Receivable
Interest Receivable

1,007,504.00
923,471.00

1,930,975.00

1,930,975.00
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March 23, 2011

Clifton Gunderson LLP
8390 E. Crescent Parkway, Suite 600
Greenwood Village, Colorado 80111

We are providing this letter in connection with your audit of the basic financial statements of the
Utah Department of Environmental Quality, Division of Water Quality - State Revolving Fund as
of June 30, 2010 and for the year then ended for the purpose of expressing an opinion as to
whether the basic financial statements present fairly the financial position and changes in
financial position and cash flows of the Utah Department of Environmental Quality, Division of
Water Quality - State Revolving Fund in conformity with accounting principles generally
accepted in the United States of America. We confirm that we are responsible for the fair
presentation in the financial statements of financial position and changes in financial position
and cash flows of the Utah Department of Environmental Quality, Division of Water Quality -
State Revolving Fund in conformity with accounting principles generally accepted in the United
States of America. Although Clifton Gunderson may have made suggestions as to the form and
content of the financial statements or even prepared them in whole or in part, we acknowledge
our responsibility for the review and approval of the financial statement amounts and
disclosures, and understand the financial statements remain the representations of our
management.

Certain representations in this letter are described as being limited to matters that are material.
Items are considered material, regardless of size, if they involve an omission or misstatement of
accounting information that, in the light of surrounding circumstances, makes it probable that the
judgment of a reasonable person relying on the information would be changed or influenced by
the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of March 23, 2011 the following
representations made to you during your audits.

1. The basic financial statements referred to above are fairly presented in conformity
with accounting principles generally accepted in the United States of America.

2. We have made available to you all:
a. Financial records and related data.
b. Minutes of meetings of the governing board and committees of board members

or summaries of actions of recent meetings for which minutes have not yet
been prepared.
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10.

11.

¢.  All communications from grantors, lenders, other funding sources or regulatory
agencies concerning noncompliance with:

(N Statutory, regulatory or contractual provisions or requirements.

2) Financial reporting practices that could have a material effect on the
financial statements.

There have been no communications from regulatory agencies concerning
noncompliance with, or deficiencies in, financial reporting practices that could have a
material effect on the financial statements.

With respect to the financial statements we acknowledge the following:

a.  The financial statements properly classify all funds and activities.

b. Net asset components (restricted and unrestricted) are properly classified and,
if applicable, approved.

There are no material transactions that have not been properly recorded in the
accounting records underlying the financial statements.

We have reviewed and approved all adjustments and corrections made to the
financial statements and acknowledge that the adjustments are complete and
accurate.

We acknowledge our responsibility for the design and implementation of programs
and controls to prevent and detect fraud.

We have no knowledge of any fraud or suspected fraud affecting the entity involving:
a. Management.
b. Employees who have significant roles in internal control.

o Others where the fraud could have a material effect on the financial
statements.

We have no knowledge of any allegations of fraud or suspected fraud affecting the
entity received in communications from employees, former employees, analysts,
regulators, or others.

We have no plans or intentions that may materially affect the carrying value or
classification of assets, liabilities, or fund balances.

The following have been properly recorded or disclosed in the financial statements:
a. Related party transactions and related amounts receivable or payable,

including revenues, expenditures, loans, transfers, leasing arrangements, and
guarantees.
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12.

13.

14.

15.

16.

Arrangements with financial institutions involving compensating balances or
other arrangements involving restrictions on cash balances, line of credit, or
similar arrangements.

Guarantees, whether written or oral, under which the entity is contingently
liable.

Agreements to repurchase assets previously sold.

Estimates that might be subject to material change within one year from the
date of the financial statements. We have identified all accounting estimates
that could be material to the financial statements, including the key factors and
significant assumptions underlying those estimates, and we believe the
estimates are reasonable in the circumstances.

There are no:

a.

Violations or possible violations of budget ordinances, or laws or regulations
(including those pertaining to adopting or amending budgets, tax or debt limits,
and federal, state or local environmental laws and regulations) whose effects
should be considered for disclosure in the financial statements or as a basis for
recording a loss.

Other material liabilities or gain or loss contingencies that are required to be
accrued or disclosed by Financial Accounting Standards Board (FASB)
Accounting Standards Cadification (ASC) 450, Contingencies.

There are no unasserted claims or assessments that our lawyer has advised us are
probable of assertion and must be disclosed in accordance with FASB ASC 450.

The entity has satisfactory title to all owned assets, and there are no liens or
encumbrances on such assets, nor has any asset been pledged except as has been
made known to you and disclosed in the financial statements.

Receivables recorded in the financial statements represent valid claims against
debtors for transactions arising on or before the balance-sheet date and have been
appropriately reduced to their estimated net realizable value.

With respect to federal award programs:

a.

We are responsible for complying, and have complied, with the requirements of

_ Circular A-133.

We have prepared the schedule of expenditures of federal awards in
accordance with Circular A-133 and have included all expenditures made
during the period being audited for all awards provided by federal agencies in
the form of grants, federal cost-reimbursement contracts, loans, loan
guarantees, property including donated surplus property, cooperative
agreements, interest subsidies, insurance, food commodities, direct
appropriations, and other assistance.
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We are responsible for complying with the requirements of laws, regulations,
and the provisions of contracts and grant agreements related to each of our
federal programs.

We are responsible for establishing and maintaining effective internal control
over compliance for federal programs that provides reasonable assurance that
we are managing federal awards in compliance with laws, regulations, and the
provisions of contracts or grant agreements that could have a material effect
on our federal programs.

We have identified and disclosed to you the requirements of laws, regulations
and the provisions of contracts and grant agreements that are considered to
have a direct and material effect on each federal program.

We have made available all contracts and grant agreements related to federal
programs (including amendments, if any) and any related correspondence that
has taken place with federal agencies or pass-through entities.

We have complied, in all material respects, with the compliance requirements
in connection with federal awards except as we have disclosed to you.

We have identified and disclosed to you all amounts questioned and any
known noncompliance with the requirements of federal awards, including the
results of other audits or program reviews.

Our interpretations of any compliance requirements that have varying
interpretations have been provided to you.

We have made available all documentation related to the compliance
requirements, including information related to federal program financial reports
and claims for advances and reimbursements.

Federal program financial reports and claims for advances and
reimbursements are supported by the books and records from which the basic
financial statements have been prepared, and are prepared on a basis
consistent with that presented in the schedule of expenditures of federal
awards.

The copies of federal program financial reports provided to you are true copies
of the reports submitted, or electronically transmitted, to the federal agency or
pass-through entity, as applicable.

We have monitored subrecipients to determine that they have expended pass-
through assistance in accordance with applicable laws and regulations and
have met the requirements of Circular A-133.

We have taken appropriate action, including issuing management decisions on
a timely basis after the receipt of subrecipients' auditor’s reports that identified
noncompliance with laws, regulations, or the provisions of contracts or grant
agreements, and have ensured that subrecipients have taken the appropriate
and timely corrective action on findings.
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We have considered the results of subrecipient audits and have made any
necessary adjustments to our own books and records.

We are responsible for and have accurately prepared the summary schedule
of prior audit findings to include all findings required to be included by Circular
A-133.

We have made available to you all audit or monitoring reports, if any, received
from funding sources.

We have provided you with all information on the status of the follow-up on
prior audit findings by federal awarding agencies and pass-through entities,
including all management decisions.

We are responsible for taking corrective action on audit findings of the
compliance audit.

We have disclosed any known noncompliance occurring subsequent to the
period for which compliance is audited.

We have disclosed whether any changes in internal control over compliance or
other factors that might significantly affect internal control, including any
corrective action taken by management with regard to significant deficiencies
and/or material weaknesses, have occurred subsequent to the date as of
which compliance is audited.

In our opinion, projects that qualify for ARRA funding are those projects that
are “under construction or under contract” as of February 17, 2010. We have
only included and approved ARRA funding for projects that fall within this
criteria, and we believe we are in compliance with this requirement,

We are in compliance with the ARRA requirement that we are to use not less
than 50 percent of the amount of our ARRA-funded capitalization grants to
provide additional subsidization to eligible recipients in the form of forgiveness
of principal, negative interest loans, or subgrants, or any combination of these.

We are in compliance with the ARRA requirement to spend, to the extent
possible, not less than 20 percent of the ARRA funds appropriated on projects
that address green infrastructure, water, or energy efficient improvements or
other environmentally innovative activities.

17.  The bond documents issued by borrowers as security on the RLF loans outstanding
are not publically distributed, and therefore, have not been issued CUSIP numbers.

18. We are responsible for establishing and maintaining effective internal control over
financial reporting.

19. We are responsible for Utah Department of Environmental Quality, Division of Water
Quality - State Revolving Fund’'s compliance with grant provisions, laws and
regulations applicable to it; and we have identified, and disclosed to you, all grant
provisions, laws and regulations that have a direct and material effect on the
determination of financial statement amounts, including legal and conftractual
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provisions for reporting specific activities in separate funds. We have complied with
all aspects of grant provisions, laws, regulations, and contractual agreements that
would have a material effect on the financial statements in the event of
noncompliance.

20. No events have occurred subsequent to the financial statement date and through the
date of this letter that would require adjustment to, or disclosure in, the financial
statements.

21. We believe that the effects of the uncorrected financial statement misstatements
summarized in the accompanying Exhibit are immaterial, both individually and in the
aggregate, to the financial statements taken as a whole.

Craig Stilloti
Director, Division of Finance

Ed Macauley
Section Manager

Emily Canton
Grant/Loan Analyst
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Certified Public Accountants & Consultants

March 23, 2011

Craig Silotti, Finance Director

Utah Department of Environmental Quality
Division of Water Quality - State Revolving Fund
Salt Lake City, Utah

We have completed our audit of the financial statements of the Utah Department of
Environmental Quality, Division of Water Quality — State Revolving Fund (SRF), as of and for
the year ended June 30, 2010, and have issued our report dated March 23, 2011. In
connection with our audit engagement, we noted the following matter which we would like to
bring to your attention.

ANNUAL AUDIT

Annually the Utah Department of Environmental Quality Division of Water Quality prepares
unaudited financial statements of the State of Utah’s Water Quality Revolving Fund (SRF). The
SRF financial activities are included in the Utah Comprehensive Annual Financial Report as
part of the Proprietary Funds — Water Loan programs. The SRF assets, liabilities and net
assets are combined with other state programs and are not separately identifiable. 'n order to
improve transparency of the Fund's financial reporting, we suggest that the SRF be accounted
for and reported as a separate enterprise fund of the State.

%WALA

Greenwood Village, Colorado
March 23, 2011
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