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FINANCIAL AUDITS

Financial audits are conducted by the Legislative Audit Division
to determine if the financial statements included in this report
are presented fairly and the agency has complied with laws and
regulations having a direct and material effect on the financial
statements. In performing the audit work, the audit staff uses
standards set forth by the American Institute of Certified Public
Accountants and the United States Government Accountability
Office. Financial audit staff members hold degrees with an
emphasis in accounting. Most staff members hold Certified
Public Accountant (CPA) certificates.

The Single Audit Act Amendments of 1996 and OMB Circular
A-133 require the auditor to issue certain financial, internal
control, and compliance reports in addition to those required by
Government Auditing Standards. This individual agency audit
report is not intended to comply with these requirements. The
Legislative Audit Division issues a statewide biennial Single Audit
Report which complies with the above reporting requirements.
The Single Audit Report for the two fiscal years ended June 30,
2009, was issued March 1, 2010. The Single Audit Report for the
two fiscal years ended June 30, 2011, will be issued by March 31,
2012. Copies of the Single Audit Report can be obtained by
contacting:

Single Audit Coordinator

Office of Budget and Program Planning
Room 277, State Capitol

P.O. Box 200802

Helena, MT 59620-0802

Legislative Audit Division
Room 160, State Capitol
P.O. Box 201705

Helena, MT 59620-1705

Direct comments or inquiries to:
Legislative Audit Division
Room 160, State Capitol
P.O. Box 201705
Helena, MT 59620-1705
(406) 444-3122
Reports can be found in electronic format at:

http://leg. mt.gov/audit
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Tori Hunthausen, Legislative Auditor
Monica Huyg, Legal Counsel
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The Legislative Audit Committee
of the Montana State Legislature:

This is our report on the fiscal year 2009-10 financial audit of the Montana Water
Pollution Control and Drinking Water State Revolving Fund Programs. This report

contains no recommendations.

We thank the Directors of the Departments of Environmental Quality and Natural
Resources and Conservation and their staff for their cooperation and assistance during
the audit.

Respectfully submitted,
s/ Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov
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MONTANA LEGISLATIVE AUDIT DIVISION

FINANCIAL AUDIT

Montana Water Pollution Control and
Drinking Water State Revolving Fund

Programs

For the Fiscal Year Ended June 30, 2010

FEBRUARY 2011

10-29B REPORT SUMMARY

In early 2009, the U.S. Congress passed the American Recovery and Reinvestment Act

(ARRA). The State of Montana Water Pollution Control and Drinking Water State Revolving
Fund (SRF) programs received approximately $38,000,000 of ARRA funds for the fiscal years
2008-09 and 2009-10. There were 64 projects funded from the Federal ARRA funds received.

Context

The SRF programs provide reduced interest rate loans
for the construction of waste water pollution treatment
facilities and drinking water treatment facilities. The
programs are jointly administered by the Department
of Natural Resources and Conservation and the
Department of Environmental Quality. The
Department of Natural Resources and Conservation
has requested an annual financial audit as required by
the federal Environmental Protection Agency.

The SRF programs have loaned funds to many public
entities across the state. The largest loans are to Big
Sky, Kalispell, Great Falls, Bozeman, Helena, and
Billings. At June 30, 2010, the total outstanding loan
principal for the two programs exceeded $287 million.

Results

This report contains no recommnedations and contains
an unqualified opinion. Financial statement users can
rely on the information in the financial statements and
notes.

Recommendation Concurrence

Concur 0
Partially Concur 0
Do Not Concur 0

Source: Agency audit response included in final report.

For a complete copy of the report or for further information, contact the
Legislative Audit Division at 406-444-3122; e-mail to lad@mt.gov; or check the website at http://leg.mt.gov/audit.
Report Fraud, Waste, and Abuse to the Legislative Auditor’s FRAUD HOTLINE
Call toll-free 1-800-222-4446, or e-mail lad@mt.gov.







Chapter | - Introduction

Introduction

We performed a financial audit of the Montana Water Pollution Control State
Revolving Fund (WPCSRF) and Drinking Water State Revolving Fund (DWSREF)
programs. The objectives of the audit were to:

1.  Determine if the program’s financial statements present fairly the financial
position and results of operations for the fiscal year ended June 30, 2010.

2. Obtain an understanding of the programs’ control systems to the extent
necessary to support our audit of the programs’ financial statements and, if
appropriate make recommendations for improvements in management and
internal controls of the programs.

3. Determine whether the programs complied with laws having a direct and
material effect on the financial statements.

Background

The WPCSRF program provides loans at a reduced interest rate to finance construction
of publicly owned water pollution control facilities, nonpoint source pollution control
projects, and estuary management plans. Water pollution control loans are comprised
of federal grants and state match funds and may be financed up to 30 years. As of
June 30, 2010, the WPCSRF had $198,647,693 of outstanding loans, including

advances to other funds.

The DWSREF program provides low interest loans to communities for the construction
of drinking water treatment facilities. Drinking water loans are comprised of federal
grants and state match funds and may be financed up to 30 years. At June 30, 2010,
the DWSRF had $120,532,775 of outstanding loans.

'The programs are jointly administered by the Technical and Financial Assistance Bureau
of the Department of Environmental Quality and the Conservation and Resource
Development Division of the Department of Natural Resources and Conservation.
The State Revolving Fund (SRF) programs do not have any full time employees. Both
programs are charged for time spent on SRF activities by department employees.

State  Revolving Fund Program compliance is tested during our biennial
financial-compliance audit of the Departments of Environmental Quality and Natural
Resources and Conservation. The Department of Environmental Quality report
(10-16) contains recommendations for the SRF program related to the application
process, process monitoring, and deferred revenue.



Montana Legislative Audit Division

Prior Audit Recommendations

We performed the prior audit of the Montana Water Pollution Control and Drinking
Water State Revolving Fund Programs for the fiscal year ended June 30, 2009. The
report contained no recommendations.
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Tori Hunthausen, Legislative Auditor
Monica Huyg, Legal Counsel

Deputy Legislative Auditors
Cindy Jorgenson
Angie Grove

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF BAsiCc FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the financial statements of the Montana Water Pollution Control and Drinking Water
State Revolving Fund Programs as of and for the fiscal year ended June 30, 2010, and have issued our
report thereon dated January 20, 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 Montana Water Pollution Control and
Drinking Water State Revolving Fund Programs’ 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 programs’
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the programs’ 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 and correct 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 was not designed to 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.

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Montana Water Pollution Control and
Drinking Water State Revolving Fund Programs’ financial statements are free of material misstatement,
we performed tests of their 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.

This report is intended solely for the information and use of the Legislative Audit Committee, the
management of the Departments of Natural Resources and Conservation and Environmental Quality,
the Montana State Legislature, and the federal Environmental Protection Agency and is not intended
to be and should not be used by anyone other than these specified parties. However, this report is a
matter of public record and its distribution is not limited.

Respectfully submitted,

/s/ Cindy Jorgenson

Cindy Jorgenson, CPA
Deputy Legislative Auditor

January 20, 2011
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Tori Hunthausen, Legislative Auditor
Monica Huyg, Legal Counsel

Deputy Legislative Auditors
Cindy Jorgenson
Angie Grove

INDEPENDENT AUDITOR’S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying Combined Balance Sheet—Special Revenue and Debt Service
Funds of the Montana Water Pollution Control and Drinking Water State Revolving Fund Programs
as of June 30, 2010, and the related Combined Statement of Revenues, Expenditures and Changes
in Fund Balances—Special Revenue and Debt Service Funds, for the fiscal year then ended. The
information contained in these financial statements is the responsibility of the management of the
Department of Environmental Quality and the Department of Natural Resources and Conservation.
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 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 provides a reasonable basis for our opinion.

As discussed in note 2, the Montana Water Pollution Control and Drinking Water State Revolving
Fund Programs’ financial statements are intended to present the financial position and changes in
financial position of only that portion of the financial reporting entity of the state of Montana that
is attributable to the transactions of the programs. They do not purport to, and do not, present fairly
the financial position of the state of Montana as of June 30, 2010, or the changes in its financial
position for the fiscal year then ended in conformity with 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 Montana Water Pollution Control and Drinking Water State Revolving Fund
Programs as of June 30, 2010, and changes in financial position for the fiscal year then ended, in
conformity with accounting principles generally accepted in the United States of America.

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov



B-2

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Montana Water Pollution Control and Drinking Water State Revolving Fund
Programs’ financial statements. The Montana Water Pollution Control and Drinking Water Schedule
of Revolving and Non-Revolving SRF Programs Balance Sheet—Special Revenue and Debt Service
Funds—Regulatory Basis as of June 30, 2010, and the related Schedule of Revolving and Non-Revolving
SRF Program Revenues, Expenditures, and Changes in Fund Balances—Special Revenue and Debt
Service Funds—Regulatory Basis, for the year then ended are presented for the purposes of additional
analysis and are not a required part of the financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the programs’ financial statements and, in our opinion,
is fairly stated in all material respects in relation to the programs’ financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued our report dated January 20,
2011, on our consideration of the programs’ internal control over financial reporting and on our tests
of their 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 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.

Respectfully submitted,

/s/ Cindy Jorgenson

Cindy Jorgenson, CPA
Deputy Legislative Auditor

January 20, 2011



MONTANA WATER POLLUTION CONTROL AND DRINKING WATER
STATE REVOLVING FUND PROGRAMS
COMBINED BALANCE SHEET
SPECIAL REVENUE AND DEBT SERVICE FUNDS
JUNE 30, 2010

WATER POLLUTION CONTROL DRINKING WATER
STATE SPECIAL FEDERAL SPECIAL DEBT STATE SPECIAL FEDERAL SPECIAL DEBT (MEMORANDUM ONLY)
REVENUE REVENUE SERVICE REVENUE REVENUE SERVICE TOTAL
ASSETS
Cash and Cash Equivalents $16,114,130 $1,087 $1,165,766 $15,170,178 $3,598 $541,006 $32,995,764
Interest Receivable 342,302 1,417,159 222,205 878,795 2,860,461
Due from Federal Government 37,570 88,916 126,486
Due from Other Fund/Business Unit 48 19 37 106 210
Investments 1,372,031 1,202,379 2,574,411
Loans Receivable 165,230,412 8,122,301 105,155,559 8,708,047
Less Allowance for Loan Forgiveness 0 165,230,412 8,122,301 0 0 105,155,559 8,708,047 0 270,385,971
Advances to Other Funds 17,002,023 17,002,023
Total Assets $198,688,915 $38,675 $3,954,957 $120,547,979 $92,620 $2,622,180 $325,945,326
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable $6,218 $190 $109 $2,576 $9,092
Payroll Payable 18,645 4,426 9,729 29,146 61,946
Accrued Liability 17,500 17,500
Due to Other BU or Fund 16,358 2,712 $26 5,366 17,517 $1,578 43,557
Deferred Revenue 31,347 25,881 57,229
Total Liabilities $41,221 $38,675 $26 $15,205 $92,620 $1,578 $189,324
Fund Balances:
Fund Balance-Restricted 198,647,693 0 3,954,930 120,532,775 0 2,620,602 325,756,000
Total Liabilities and Fund Balances $198,688,915 $38,675 $3,954,957 $120,547,979 $92,620 $2,622,180 $325,945,326
The accompanying notes to the financial statements are an integral part of this statement.
=}
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MONTANA WATER POLLUTION CONTROL AND DRINKING WATER
STATE REVOLVING FUND PROGRAMS
COMBINED STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
SPECIAL REVENUE AND DEBT SERVICE FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

WATER POLLUTION CONTROL DRINKING WATER
STATE SPECIAL FEDERAL SPECIAL DEBT STATE SPECIAL FEDERAL SPECIAL DEBT (MEMORANDUM ONLY)
REVENUE REVENUE SERVICE REVENUE REVENUE SERVICE TOTAL
REVENUES:
Federal Capitalization Grant Revenue $25,186,644 $21,997,138 $47,183,781
Interest Income on Investments $1 $2 2
Interest Income from Loans 1,248,135 $5,076,525 743,509 $2,915,138 9,983,306
Other Income 15 54 280 348
TOTAL REVENUES $1,248,151 $25,186,644 $5,076,525 $743,564 $21,997,417 $2,915,138 $57,167,438
EXPENDITURES:
Program Administration/Set-Asides $577,213 $382,173 $136 $161,329 $1,763,681 $119 $2,884,651
TOTAL EXPENDITURES $577,213 $382,173 $136 $161,329 $1,763,681 $119 $2,884,651
Excess Revenues Over (Under) Expenditures $670,938 $24,804,470 $5,076,389 $582,235 $20,233,736 $2,915,019 $54,282,787
OTHER FINANCING SOURCES:
General Obligation Bonds Proceeds $2,500,000 $1,300,000 $3,800,000
General Obligation Bonds Proceeds of Refunding 3,950,000 4,100,000 8,050,000
General Obligation Bond Premium 172,665 146,488 319,153
Operating Transfers In:
Debt Service Sweep 135,066 6,210 141,276
Loan Loss Reserve Sweep 1,379,121 790,072 2,169,194
Special Administration Account Transfer $2,185,000 2,185,000
Federal Capitalization Grants 16,291,099 11,500,189 27,791,288
Investment Earnings Transfers 7,975 $1 3,208 2,834 14,018
Total Other Financing Sources $24,435,927 $0 $1 $17,846,166 $0 $2,187,834 $44,469,928
OTHER FINANCING USES:
Bond/RAN/BAN Principal $2,880,000 $3,745,000 $6,625,000
Bond/RAN/BAN Interest 375,689 457,096 832,785
Loan Interest 22,113 66,072 88,185
Loan Forgiveness $8,513,001 $8,733,547 17,246,548
Cost of Issuance $97,490 $88,493 185,984
Refunding Bond Escrow Agent 4,016,195 4,147,183 8,163,379
Operating Transfers Out:
Debt Service Sweep 135,066 6,210 141,276
Loan Loss Reserve Sweep 1,379,121 790,072 2,169,194
Special Administration Account Transfer 2,185,000 2,185,000
Federal Capitalization Grants 16,291,099 11,500,189 27,791,288
Investment Earnings Transfers 1 7,976 2,834 3,208 14,019
Total Other Financing Uses $4,113,687 $24,804,100 $4,799,966 $6,423,511 $20,233,736 $5,067,658 $65,442,657
Excess (deficiency) of Revenues and Other Financing Sources
over (under) Expenditures and Other Financing Uses $20,993,178 $370 $276,424 $12,004,890 $0 $35,195 $33,310,059
FUND BALANCES JULY 1, 2009 177,654,145 0 3,678,505 108,527,883 0 2,585,407 292,445,940
PRIOR YEAR ADJUSTMENTS 370 (370) (0) 0 0 0 (0)
FUND BALANCES JUNE 30, 2010 $198,647,692 $0 $3,954,929 $120,532,774 $0 $2,620,603 $325,755,998

The accompanying notes to the financial statements are an integral part of this statement.



MONTANA STATE WATER POLLUTION CONTROL AND
DRINKING WATER STATE REVOLVING FUND PROGRAMS
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

1. Organization of the Programs

The State of Montana Water Pollution Control State Revolving Fund (WPCSRF) program was
established pursuant to Title VI of the Federal Water Quality Act of 1987. This federal act
established the WPCSRF program to replace the construction grants program. It provides a
flexible financing source to loan money at reduced interest rates to finance the construction of
publicly owned water pollution control facilities, non-point source pollution control projects, and
estuary management plans. Instead of making grants to communities that pay for a portion of
building wastewater treatment facilities, the WPCSRF provides for low interest rate loans to
finance the entire cost of qualified projects or to refinance debt obligations on projects. The State
of Montana first incurred expenditures in the WPCSRF program in state fiscal year (SFY) 1992.

The State of Montana Drinking Water State Revolving Fund (DWSRF) program was established
pursuant to the 1996 Amendments to the Federal Safe Drinking Water Act. This federal act
established the DWSRF program for states to make loans to community water systems and non-
profit non-community water systems. Instead of making grants to communities that pay for a
portion of building drinking water treatment facilities, the DWSRF provides for low interest rate
loans to finance the entire cost of qualified projects or to refinance debt obligations on projects
that began after July 1, 1993. The State of Montana first incurred expenditures in the DWSRF
program in SFY 1997.

During SFY 2010, the State Revolving Fund (SRF) programs were impacted by the Federal
American Recovery and Reinvestment Act (ARRA). The federal act had the goal to create and
preserve jobs thru the investment in Water and Wastewater infrastructure. The programs were
awarded approximately $38 million. The $38 million had to be used on projects with
construction contracts in place and had to close on the loans for the projects by February 2010.
Montana accomplished these goals. If these goals had not been met, funds would have been
returned to the Federal Government for other states to use. These funds have requirements for
additional reporting to the U.S. Environmental Protection Agency (EPA). Each project has to be
in compliance with special requirements. For example, all materials used on the project must be
made in America unless a waiver was approved by EPA. There were 64 projects funded from
the Federal ARRA funds received. The ARRA Capitalization Grant funds do not require state
match on projects and administration, but do require the state to match some set-aside funds in
the DWSRF program. The state will use Public Water Supply program charges and fees to
provide the required state matching funds.

WPCSRF and DWSRF loan agreements allow up to 30 years for repayment. All repayments of
interest and principal must remain in the revolving funds. Both programs are capitalized through
EPA grants. States are required to provide 20 percent of the federal capitalization grant as
matching funds for DWSRF, and 16.67 percent for WPCSREF, in order to receive a grant. The



State of Montana issues General Obligation (GO) Bonds, Revenue Anticipation Notes (RANS),
and Bond Anticipation Notes (BANSs) to provide the required state matching funds. RANs and
BANSs are funded through INTERCAP Loans from the Montana Department of Commerce.

The programs are jointly administered by the Technical and Financial Assistance Bureau of the
Department of Environmental Quality (DEQ) and the Conservation and Resource Development
Division of the Department of Natural Resources and Conservation (DNRC). The SRF programs
do not have any full time employees. Both funds are charged for time spent on SRF activities by
department employees. The charges include salaries and benefits of the employees and operating
expenses as well as indirect costs.

2. Summary of Significant Accounting Policies

A. SRF Program Fund Structure

Both programs use Special Revenue and Debt Service funds, as appropriate, to report the
financial position and the results of operations. A Special Revenue Fund accounts for the
proceeds of specific revenue sources that are restricted to expenditures for specified purposes. A
Debt Service Fund accounts for resources accumulated for payment of principal and interest on
general long-term obligation debt, BANs and RANs. Montana maintains State Special Revenue
and Federal Special Revenue Funds. The SRF program revenues and expenses include
transactions from each Special Revenue Fund.  Special Revenue and Debt Service Funds are
considered governmental funds.

A fund is a separate accounting entity with a self-balancing set of accounts. Fund accounting is
designed to demonstrate legal compliance and to aid financial management by segregating
transactions related to certain government functions and activities.

The Financial statements are intended to present the financial position and changes in financial
position of only the portions of the financial reporting entities of the state of Montana that are

attributed to the transactions of the WPCSRF and DWSRF programs.

B. Basis of Accounting

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. All governmental funds are accounted for using a current financial
resources measurement focus. Current financial resources means that, generally, only assets and
current liabilities are included on the balance sheet. Operating statements of governmental funds
present increases (revenues and other financing sources) and decreases (expenditures and other
financing uses) in net current assets.

Governmental funds use the modified accrual basis of accounting. The modified accrual basis is
the accrual basis adapted to the governmental fund-type measurement focus. Under the modified
accrual basis of accounting, revenues are recorded when received in cash unless susceptible to
accrual. Revenues are susceptible to accrual if they are measurable and available and earned
within sixty days after the end of the fiscal year to finance expenditures of the fiscal year.



Revenues are deferred if material and received before the normal time of receipt or if received
for a particular activity and the expense for that activity has not been incurred prior to fiscal
year-end. Expenditures are recognized when the related fund liability is incurred, with the
following exceptions:

1) principal and interest on long-term debt are recognized when due;
2) prepayments are accounted for as expenditures in the period of acquisition;

The Loans Receivable and Allowance for Loan Forgiveness balances reside in the Special
Revenue funds for each program. The net of these balances represents the total amount

considered collectible.

C. Prior Period Adjustments

Prior period adjustments reported in the accompanying financial statements relate to corrections
of errors or other correcting adjustments from prior periods not otherwise reported as sources or
uses of funds.

3. Cash/Cash Equivalents

Cash and cash equivalents consist of funds deposited with US Bank, N.A. as trustee, and the
State of Montana Treasury and include investments categorized as cash equivalents. Cash
equivalents are defined as short-term, highly liquid investments with original maturities of three
months or less.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. In accordance with the investment policy defined in
the bonds trust indenture, the cash equivalent funds invested by US Bank, N.A., as trustee, are
held in a Treasury Obligations Money Market Fund that invests exclusively in short-term U.S.
Treasury obligations and repurchase agreements secured by U.S. Treasury obligations. The U.S.
Treasury obligations in which the fund invests include U.S. Treasury bonds, notes, and bills, and
are backed by the full faith and credit of the United States government.

Disclosures Relating to Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover deposits or will not be able to
recover collateral securities that are in the possession of an outside party.

The investment policy as defined in the Indenture of Trust, and contract with the trustee, does not
require collateralization for cash and securities held by the trustee. Securities are registered with
the Federal Reserve Bank under “U.S. Bank as trustee for the State of Montana Department of
Natural Resources and Conservation.” However, U.S. Bank policy is to collateralize money
market funds at 101% of cost.



Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The investment policy for the programs, as specified in the Indenture of Trust, does
not explicitly address interest rate risk. However, the investment policy implicitly limits interest
rate risk for cash equivalents by emphasizing liquidity, holding investments to maturity, and
narrowly defining the eligible investments. In general, a shorter average maturity for fixed-
income securities held in the money market fund means less sensitivity to interest rate changes.
The average maturity in the fund as of June 30, 2010, is thirty-eight days. The effective duration
method result is NA because the program does not have any debt investments at this time.

Moody’s Effective
Investment Type Book Value Rating Duration
Held by trustee:
Money market funds $32,984,967 Aaa NA

4. Investments

Power to Invest and Investment Policy

The Board of Examiners of the State of Montana authorizes the sale and issuance of general
obligation bonds, RANs, and BANSs to provide the state match for the SRF programs through the
issuance of an Indenture of Trust. The Board of Examiners is comprised of the Governor,
Attorney General and the Secretary of State for the State of Montana. The Indenture of Trust
specifies the eligible investments meeting defined rating and risk criteria in which the state may
invest. The programs invest funds through its trustee bank, US Bank, N.A.

Eligible investments are limited, generally, to obligations of, or guaranteed as to principal and
interest by the United States of America, or by any agency or instrumentality thereof. A primary
investment objective is to make investments that mature, or are subject to redemption, on or prior
to the date or dates that the department anticipates that money will be required to make
payments.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. The short- and long-term investments made by US
Bank, N.A., as trustee, are held in U.S. Treasury bills and notes. U.S. Treasury bills have
maturities of one year or less and U.S. Treasury notes have maturities greater than one year from
the date of issuance.

Disclosures Relating to Custodial Credit Risk

Custodial credit risk for investments is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover deposits or will not be able to
recover collateral securities that are in the possession of an outside party. The investment policy
as defined in the Indenture of Trust, and contract with the trustee, does not require
collateralization for cash and securities held by the trustee. Securities are registered with the
Federal Reserve Bank under “U.S. Bank as trustee for the State of Montana Department of
Natural Resources and Conservation.”




Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The investment policy, as specified in the Indenture of Trust, does not explicitly
address interest rate risk. However, the investment policy implicitly limits interest rate risk by
emphasizing liquidity, holding investments to maturity, and narrowly defining the eligible
investments.

5. Loans Receivable

Montana operates both SRF programs as direct loan programs. Loans made to communities
through the WPCSRF program are funded 83.33 percent by federal EPA capitalization grants,
and 16.67 percent by state match. Some WPCSRF program loans are made as recycled, or
“second round”, loans and are disbursed from loan repayment funds. Loans made by the
DWSREF program are funded approximately 80 percent by federal EPA capitalization grants, and
20 percent by the state match. The DWSRF program makes recycled loans that are disbursed
from loan repayment funds. Loan funds are disbursed to the local borrower agencies by the
trustee bank as the local borrower agencies expend funds for the purposes of the loan and request
reimbursement from the program. Interest is calculated from the date that funds are disbursed.
Typically after the final disbursement has been made, the payment schedule is certified in the
loan agreement and adjusted for the actual amounts disbursed. No provision for uncollectible
accounts has been made as all loans are current in terms of compliance with the repayment
schedules, and management believes that all loans will be repaid according to the terms of the
loan agreements.

The ARRA loans issued during SFY 2010 have a loan forgiveness component also. If the
community meets certain requirements, a portion of the loan will be forgiven. The State of
Montana recorded the forgivable loans in a federal special revenue fund as Loans Receivable
with an offset to Allowance for Loan Forgiveness. When a community has met the
requirements, the loans receivable and allowance balances are zeroed out. During SFY 2010, the
program forgave $430,600 in loans in the WPCSRF and $25,500 in loans in the DWSRF.

The drawn and outstanding principal balance of all loans guaranteed by the WPCSRF program as
of June 30, 2010, is $190,354,736 with an allowance for loan forgiveness of ($8,122,301)
resulting in a net loans receivable balance of $182,232,435. The total loans receivable in the
WPCSREF program includes $173,352,713 presented as loans receivable (gross) and $17,002,023
presented as advances to other funds. The advances are inter-fund loans within the DNRC used
for the non-point source private loans program.

The drawn and outstanding principal balance of all loans guaranteed by the DWSRF program as
of June 30, 2010, is $113,863,606 with an allowance for loan forgiveness of ($8,708,047)
resulting in a net loans receivable balance of $105,155,559.
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Loans mature at various intervals through July 1, 2038. The scheduled principal payments on
loans and advances to other funds maturing in the years following SFY 2010 are as follows:

SFY ending June 30:
2011
2012
2013
2014
2015 and thereafter
Total

WPCSRF Amount DWSRF Amount
$ 11,527,794 $ 4,7480916
12,423,100 6,672,500
12,925,200 6,893,500
12,178,400 7,323,000
133,177,941 79,517,643

$ 182,232,435

$ 105,155,559

As of June 30, 2010, the WPCSRF and DWSRF programs had authorized loans to public entities
of the State of Montana that in the aggregate exceeded $257.5 and $133 million, respectively.
The outstanding balances of the largest loans in each portfolio are as follows:

Water Pollution Control State Revolving Fund:

Local Agency
City of Kalispell

City of Great Falls

City of Bozeman

City of Helena

City of Billings

Big Sky/County Water & Sewer
Big Sky/County Water & Sewer
Big Sky/County Water & Sewer
City of Lewistown

Missoula WWTP

Total

Authorized Loan Amount

Outstanding Balance

$ 14,470,000
11,295,267
9,500,000
9,320,000
7,400,000
7,000,000
6,500,000
5,513,000
5,400,000
5,000,000

$ 81,398,267

Drinking Water State Revolving Fund:

Local Agency

City of Billings
City of Havre II
City of Billings*
City of Whitefish 11
City of Laurel

Big Sky WSD*
Great Falls*

City of Lewistown
City of East Helena
City of Great Falls
City of Helena
Total

* Still drawing funds.

Authorized Loan Amount

$ 13,806,000
7,482,000
7,904,521
7,788,000
6,157,000
5,299,000
4,614,862
1,297,000
4,287,000
3.458.000

$ 62,093,383

Outstanding Balance

$ 17,300,000
8,401,000
7,412,000
5,839,000
5,250,000
5,000,000
4,010,000
3,549,000
3,234,000
3,000,000
2,850,000

$ 65,845,000

$ 14,445,000
6,325,000
2,731,406
3,196,000
2,606,000
4,255,529
2,956,943
2,457,000
2,391,000
1,863,000
2,367,000

$ 45,593,878




6. Interest Receivable

The interest receivable represents interest owed by borrowers as of June 30, 2010, for the July 1,
2010 payment. It represents the six months of interest accrued from the previous loan payment
date of January 1, 2010. Interest receivable balances include $342,302 in the WPCSRF Special
Administration fund and $1,417,159 in the WPCSRF Debt Service and Loan Loss Reserve
funds; and $222,205 in the DWSRF Special Administration fund and $878,795 in the DWSRF
Debt Service and Loan Loss Reserve funds. Interest receivable does not include interest
payments received in June 2010 that were due July 1, 2010. Interest payments received during
May and June 2010 amounted to $1,455,533 for the WPCSRF and $773,764 for the DWSREF.

7. Bonds Payable
WPCSREF general obligation bonds payable at June 30, 2010, were as follows:

Series 1998A
Payable during the year Interest

ending June 30, Range (%) Principal Interest Total
2011 3.5-5.15 $ 565,000 § 13,568 $__ 578.568
Total Cash Requirements $ 565000 § 13,568 § 578,568
Series 2000B

Payable during the year Interest

ending June 30, Range (%) Principal Interest Total
2011 4.25 -5.60 $ 155,000 § 3875 § 158,875
Total Cash Requirements $ 155,000 $ 3875 § 158,875
Series 2001H

Payable during the year Interest

ending June 30, Range (%) Principal Interest Total
2011 4.00 —5.00 $ 120,000 § 2475 § 122475
Total Cash Requirements $ 120,000 $ 2475 §$ 122,475
Series 2003D

Payable during the year Interest

ending June 30, Range (%) Principal Interest Total
2011 2.00-3.75 $ 175,000 $ 19,023 $ 194,023
2012 180,000 14,050 194,050
2013 185,000 8,665 193,665
2014 190,000 2.945 192,945

Total Cash Requirements $ 730,000 $ 44,683 § 774,683
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Series 2004A

Payable during the year Interest
ending June 30, Range (%)
2011 2.00 —4.50
2012

2013

2014

2015

Total Cash Requirements

Series 2005G

Payable during the year Interest
ending June 30, Range (%)
2011 4.00 —4.75
2012

2013

2014

2015

2016-2020

2021

Total Cash Requirements

Series 2010C

Payable during the year Interest
ending June 30, Range (%)
2011 2% - 4%
2012

2013

2014

2015

2016-2020

2021-2025

2026

Total Cash Requirements

Principal Interest Total
$ 165000 $ 27,473 $ 192,473
165,000 22,316 187,316
175,000 16,573 191,573
180,000 10,270 190,270
185,000 3,515 188,515
$ 870,000 $ 80,147 § 950,147

Principal Interest Total
$ 120,000 $ 70,490 $ 190,490
125,000 65,590 190,590
135,000 60,390 195,390
140,000 54,890 194,890
145,000 48,828 193,828
820,000 136,195 956,195
190,000 3.990 193,990
$ 1,675,000 $ 440,373 $ 2,115,373

Principal Interest Total
$ 65,000 $ 128,112 $ 193,112
465,000 189,638 654,638
480,000 180,188 660,188
490,000 170,488 660,488
500,000 160,588 660,588
2,705,000 571,150 3,276,150
1,535,000 154,831 1,689,831
210,000 4,200 214,200
$ 6,450,000 S 1,559,195 $ 8,009,195



TOTAL GENERAL OBLIGATION DEBT - WPCSRF

Payable during the year
ending June 30,

2011

2012

2013

2014

2015

2016-2020

2021-2025

2026

Total Cash Requirements

Principal Interest Total
$ 1,365,000 § 265,016 $ 1,630,016
935,000 291,594 1,226,594
975,000 265,816 1,240,816
1,000,000 238,593 1,238,593
830,000 212,931 1,042,931
3,525,000 707,345 4,232,345
1,725,000 158,821 1,883,821
210,000 4,200 214.200
$10,565,000 $ 2,144,316 $ 12,709,316

DWSREF general obligation bonds payable at June 30, 2010, were as follows:

Series 1998F

Payable during the year Interest
ending June 30, Range (%)
2011 3.60 — 4.85
2012

2013

2014

2015

2016-2019

Total Cash Requirements

Series 2000A

Payable during the year Interest
ending June 30, Range (%)
2011 4.25-5.60
Total Cash Requirements

Series 2001G

Payable during the year Interest
ending June 30, Range (%)
2011 4.00 - 5.00

Total Cash Requirements

Principal Interest Total
$ 160,000 $ 77,675 $ 237,675
170,000 70,413 240,413
175,000 62,649 237,649
185,000 54,413 239,413
195,000 45,624 240,624
860,000 85,106 945,106
$ 1,745,000 $ 395,880 $ 2,140,880
Principal Interest Total
$ 135,000 § 3375 §  138.375
$ 135000 S 3375 $ 138375
Principal Interest Total
$ 145,000 § 2991 § 147,991
$ 145000 S 2991 § 147,991
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Series 2003E

Payable during the year Interest
ending June 30, Range (%)
2011 2.00-3.75
2012

2013

2014

Total Cash Requirements

Series 200SF

Payable during the year Interest
ending June 30, Range (%)
2011 4.00 -4.75
2012

2013

2014

2015

2016-2020

2021-2022

Total Cash Requirements

Series 2010B

Payable during the year Interest
ending June 30, Range (%)
2011 2.00-4.00
2012

2013

2014

2015

2016-2020

2021-2025

2026

Total Cash Requirements

Principal Interest Total
$ 105,000 $ 11,472 $ 116,472
110,000 8,460 118,460
110,000 5,215 115,215
115,000 1,783 116,783
$ 440,000 S 26930 S 466,930
Principal Interest Total
$ 225000 $ 131,800 $ 356,800
235,000 122,600 357,600
245,000 113,000 358,000
255,000 103,000 358,000
265,000 91,937 356,937
1,515,000 259,476 1,774,476
350,000 7.350 357,350
$ 3,090,000 §$ 829,163 § 3,919,163
Principal Interest Total
$ 70,000 $ 105,193 $ 175,193
410,000 155,350 565,350
420,000 147,050 567,050
430,000 138,550 568,550
440,000 129,850 569,850
2,390,000 444,694 2,834,694
1,130,000 91,431 1,221,431
110,000 2.200 112,200

$ 5,400,000

TOTAL GENERAL OBLIGATION DEBT - DWSRF

Payable during the year
ending June 30,

2011

2012

2013

2014

2015

2016-2020

2021-2025

2026

Total Cash Requirements

Principal

$ 840,000
925,000
950,000
985,000
900,000
4,765,000
1,480,000
110,000

$ 1,214,318

Interest
$ 332,506
356,823
327914
297,746
267411
789,276
98,781
2,200

$ 6,614,318

Total

§ 1,172,506
1,281,823
1,277,914
1,282,746
1,167,411
5,554,276
1,578,781
112,200

$ 10,955,000

$ 2,472,657

$ 13,427,657



8. Fund Balance

All of the fund balances in the WPCSRF and DWSRF programs are restricted. The State of
Montana early implemented Governmental Accounting Standards Board (GASB) Statement No.
54 which re-classified the fund balance accounts. This early implementation was effective for
fiscal year ending June 30, 2010. The old classifications were Net Assets, Fund Balance
Designated, Reserved for Long-Term Notes/Loans and Reserved for Long-Term Advances. The
new classification of Fund Balance Restricted is used in the SRF program because the use of
resources is restricted by parties outside the state, such as EPA and the bond holders.

9. Program Capitalization

The WPCSRF and DWSRF programs are capitalized by grants from the EPA and matching
funds from the State of Montana. All grant funds drawn are recorded as revenue. As of June 30,
2010, the EPA has awarded to the State of Montana capitalization grants of $140,160,665 for the
WPCSRF program and $19,239,100 for the WPCSRF-ARRA program. In the WPCSRF
program, $300,422,325 has been drawn from federal and state funds for loans and administrative
expenses. As of June 30, 2010, the EPA has awarded to the State of Montana capitalization
grants of $123,925,788 for the DWSRF program and $19,500,000 for the DWSRF-ARRA
program. In the DWSRF program, $156,017,376 has been drawn from federal and state funds for
loans and administrative expenses. Montana has issued GO bonds, RANs, and BANSs totaling
$30,690,000 for use as state matching funds for the WPCSRF program and $20,595,000 for use
as state matching funds in the DWSRF program.

10. Federal Capitalization Grant Revenues

Actual draws of federal funds differ from the amount of federal capitalization grant revenue
reported on the Statement of Revenues, Expenditures and Changes in Fund Balance. This occurs
because state accounting policy requires federal special revenue funds reflect a zero fund balance
at fiscal year-end (with the exception of encumbrances). Consequently, at fiscal year-end, if a
positive fund balance exists, deferred revenue is recorded and if a negative fund balance exists,
an accounts receivable is established and revenue is recorded to zero the fund balance.

The following is a reconciliation of federal revenues reported on the financial statements to
federal cash actually drawn during the state fiscal year:

WPCSRF
Federal Revenue - Combined Statement $25,186,644
Adjustment Due From Federal Govt SFY 2009 26,798
Adjustment Deferred Revenue SFY 2009 (370)
Adjustment Due From Federal Govt SFY 2010 (6,235)
Adjustment Deferred Revenue SFY 2010 0

Total Federal Draws $25,206,837
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DWSRF
Federal Revenue - Combined Statement $21,997,138
Adjustment Due From Federal Govt SFY 2009 98,349
Adjustment Deferred Revenue SFY 2009 (528)
Adjustment Due From Federal Govt SFY 2010 (88,916)
Adjustment Deferred Revenue SFY 2010 25,926
Total Federal Draws $22,031,969

11. Interest Income on Investments

This revenue represents interest earnings on investments within the funds. All assets of the funds
are fully invested by the trustee, to the degree possible, in investment vehicles. The investments
range from U.S. Treasury obligation money market funds to long-term government securities. In
some funds, interest income is earned in one fund but transferred to another fund in accordance
with terms of the bond indenture.

12. Interest Income from Loans

This revenue represents interest earnings from loan repayments made by borrowers. A typical
loan carries an interest rate of 4%; however, during fiscal year 2004 the rate was decreased to
3.75% for new loans and the lower rate was continued through fiscal year 2010. The 3.75%
interest rate is comprised of a loan interest rate of 2.00%, as well as a 1.00% Loan Loss Reserve
fee and a 0.75% Special Administration fee. The interest income for each of these components
totaled $3,510,629, $1,565,896 and $1,248,135, respectively, for the WPCSRF program; and
$2,090,672, $824,466, and $743,509, respectively, for the DWSRF program. Disadvantaged
communities can receive loans with an interest rate of 2.75% because no Loan Loss Reserve fee
is levied.

13. Program Administration and Set-Aside Funds

This expenditure represents costs incurred by DEQ and DNRC to administer the SRF programs.
They are reflected in special revenue funds (both federal grant funds and state funds are used).
Program Administration appears under the Resource/Recreation/Environment function in the
State of Montana Comprehensive Annual Financial Report (CAFR).

The DWSRF program includes program administration as well as several “sub-programs”, called
set-asides, which states can elect. The following details what percentage of capitalization grants
a State may use for administration and set-asides:

e up to 4 percent of its capitalization grants to administer the DWSRF and provide
technical assistance to public water systems;

e up to 2 percent of its grants to provide assistance to small public water systems;

e up to 10 percent of its grants for state program management activities, including
administration of the state public water system supervision program, administration of the
source water protection program, development and implementation of the capacity
development and operator certification programs;



e up to 15 percent of its grants to assist in the development and implementation of local
drinking water protection initiatives and other State programs.

DWSRF Program Administration/Set-Asides Detail:

Administration - EPA Grants $724,501
Administration - State Funds 161,329
Technical Assistance 113,590
State Program Management 848,608
Local Assistance 76,982
Total Administration and Set-Asides $1,925,010

In the WPCSREF program, there are no set-aside funds available.

WPCSRF Program Administration Detail:

Administration - EPA Grants $382,173
Administration - State Funds 577,213
Total Administration $959,386

14. Other Financing Sources and Uses

The Debt Service Sweep transfer represents loan interest amounts received that exceeds the debt
service requirements. The balances remaining in Debt Service accounts are transferred to
Investment accounts in State Special Revenue funds. Both funds are required by the SRF
program. This occurs after payments are made to the bondholders on July 15 of each year. In
the Arbitrage Certificate, this activity is termed a Debt Service Sweep.

The Loan Loss Reserve Sweep transfer represents cash in excess of the reserve requirement that
is transferred from the Loan Loss Reserve accounts to the Principal accounts per the trust
indentures. The Loan Loss Reserve funds are not required by the SRF program, but the state
elected to have these funds to account for these transactions separately.

The Special Administration Account transfer represents the transfer of funds from the Special
Administration accounts to the Principal accounts per the trust indenture.

The Federal Capitalization Grant transfer represents the transfer of EPA grant funds from federal
special revenue funds to the Loan Accounts in state special revenue funds to fund loans that will
be repaid.

The Investment Earnings Transfers represent the transfers of the balances of earnings to various
accounts within each SRF program per the trust indenture.

15. Long-Term Debt
During SFY 10, the program issued GO DWSRF Program 2010 Series B bonds for $5,400,000.

These bonds were used for Drinking Water project loans match and to refund the GO DWSRF
2000 Series A and 2001 Series G bonds. The program also issued GO WPCSRF Program 2010

B-17



B-18

Series C bonds for $6,450,000. These bonds were used for Water Pollution project loans match
and to refund the GO WPCSRF 2000 Series B and 2001 Series H bonds. As of June 30, 2010,
the program had a total of $21,520,000 in General Obligation bonds outstanding.

16. Subsequent Events

In November 2010, the WPCSRF program loaned the DNRC $2.3 million for non-point source
projects.



MONTANA WATER POLLUTION CONTROL AND DRINKING WATER

SCHEDULE OF REVOLVING AND NON-REVOLVING SRF PROGRAMS

BALANCE SHEET

SPECIAL REVENUE AND DEBT SERVICE FUNDS

REGULATORY BASIS

JUNE 30, 2010

ASSETS
Cash and Cash Equivalents

Interest Receivable

Due from Federal Government
Due from Other Fund/Business Unit

Investments
Loans Receivable

Less Allowance for Loan Forgiveness
Advances to Other Funds

Total Assets

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts Payable
Payroll Payable
Accrued Liability

Due to Other BU or Fund

Deferred Revenue

Total Liabilities

Fund Balances

Fund Balance-Restricted
Total Liabilities and Fund Balances

This schedule is prepared on ar

WATER POLLUTION CONTROL WATER POLLUTION CONTROL DRINKING WATER DRINKING WATER
SPECIAL REVENUE DEBT SERVICE FUND SPECIAL REVENUE DEBT SERVICE FUND
NON NON NON NON
REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING (MEMORANDUM ONLY)
FUND FUND FUND FUND FUND FUND FUND FUND TOTAL
$14,144,807 $1,970,409 $825,141 $340,625 $14,267,533 $906,243 $382,321 $158,685 $32,995,764
342,302 959,136 458,023 222,205 611,156 267,639 2,860,461
37,570 88,916 126,486
19 48 106 37 210
1,372,031 1,202,379 2,574,411
173,352,713 113,863,606
8,122,301 165,230,412 8,708,047 105,155,559 270,385,971
17,002,023 17,002,023
$796,414,830 $2,312,760 $1,784,278 $2,170,679 $119,512,114 $1,128,485 $993,477 $1,628,703 $325,945,326
$190 $6,218 $2,576 $109 $9,093
4,426 18,645 29,146 9,729 61,946
17,500 17,500
2,712 16,358 $26 17,517 5,366 $1,578 43,557
31,347 25,881 57,229
$38,675 $41,221 $0 $26 $92,620 $15,205 $1578 $0 $189,325
196,376,155 2,271,539 1,784,278 2,170,653 119,419,494 1,113,281 991,899 1,628,703 325,756,000
$196,414,830 $2,312,760 $1,784,278 $2,170,679 $119,512,114 $1,128,485 $993,477 $1,628,703 $325,945,326

ion, rather than a GAAP (1) basis, as requested by the Environmental Protection Agency (EPA) for the Water Pollution Control and Drinking Water State Revolving Fund (SRF) Programs. This presentation

separates certain regulated Revolving Fund (within the Fund) and Non-Revolving Fund (outside the Fund) activity by fund type. All proceeds from the EPA Capitalization Grant, corresponding state matching funds, and loan principal and interest repayments must
be deposited into the Revolving Fund under Title VI of the Clean Water Act and Title XIV of the Safe Drinking Water Act. Other proceeds, including Administration and Origination Fees and Loan Loss Reserves are deposited into the Non-Revolving Fund and may be
used for other water quality purposes under the federal acts mentioned above.

(1) Generally Accepted Accounting Principles (GAAP).
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REVENUES:
Federal Capitalization Grant Revenue
Interest Income from Investments
Interest Income from Loans
Other Income
Total Revenues

EXPENDITURES:
Program Administration/Set-Asides
Total Expenditures

Excess Revenues Over/(Under) Expenditures

OTHER FINANCING SOURCES:
General Obligation Bonds Proceeds
General Obligation Bonds Proceeds of Refunding
General Obligation Bond Premium

Operating Transfers In:
Debt Service Sweep
Loan Loss Reserve Sweep
Special Administration Account Sweep
Investment Earnings Transfers
Total Other Financing Sources

OTHER FINANCING USES:
Bond/RAN/BAN Principal
Bond/RAN/BAN Interest
Loan Interest
Loan Forgiveness
Cost of Issuance
Refunding Bond Escrow Agent
Operating Transfers Out:
Debt Service Sweep
Loan Loss Reserve Sweep
Special Administration Account Sweep
Investment Earnings Transfers

Total Other Financing Uses

MONTANA WATER POLLUTION CONTROL AND DRINKING WATER
SCHEDULE OF REVOLVING AND NON-REVOLVING SRF PROGRAM
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
SPECIAL REVENUE AND DEBT SERVICE FUNDS
REGULATORY BASIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2010

ocd

Excess (deficiency) of Revenues and Other Financing Sources

over (under) Expenditures and Other Financing Uses

FUND BALANCES JULY 1, 2009
PRIOR YEAR ADJUSTMENTS
FUND BALANCES JUNE 30, 2010

This schedule is prepared on a regul y basis of pr

WATER POLLUTION CONTROL WATER POLLUTION CONTROL DRINKING WATER DRINKING WATER
SPECIAL REVENUE DEBT SERVICE FUND SPECIAL REVENUE DEBT SERVICE FUND
NON NON NON NON

REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING REVOLVING (MEMORANDUM ONLY)

FUND FUND FUND FUND FUND FUND FUND FUND TOTAL
$25,186,644 $21,997,138 $47,183,781
1 2 2
$1,248,135 $3,510,629 $1,565,896 $743,509 $2,090,672 $824,466 9,983,306
15 280 54 348
$25,186,645 $1,248,150 $3,510,629 $1,565,896 $21,997,419 $743,562 $2,090,672 $824,466 $57,167,438
$405,824 $563,562 $136 $1,763,681 $161,329 $119 $2,884,651
$405,824 $553,562 $0 $136 $1,763,681 $161,329 $0 $119 $2,884,651
$24,780,821 $694,588 $3,510,629 $1,565,760 $20,233,738 $582,234 $2,090,672 $824,347 $54,282,787
$2,500,000 $1,300,000 $3,800,000
3,950,000 4,100,000 8,050,000
172,665 146,488 319,153
135,066 135,066
1,379,121 790,072 2,169,194
$2,185,000 2,185,000
7,975 $1 9,417 2,834 20,227
$8,144,828 $1 $0 $0 $6,345,977 $0 $2,187,834 $0 $16,678,640
$2,880,000 $3,745,000 $6,625,000
375,689 457,096 832,785
22,113 66,072 88,185
$8,513,001 $8,733,547 17,246,548
97,490 88,493 185,984
4,016,195 4,147,183 8,163,379
135,066 135,066
$1,379,121 $790,072 2,169,194
$2,185,000 2,185,000
1 7,975 2,834 9,417 20,227
$12,626,688 $0 $3,420,843 $1,379,121 $12,972,058 $2,185,000 $4,277,585 $790,072 $37,651,368
$20,298,961 $694,589 $89,785 $186,639 $13,607,657 ($1,602,766) $921 $34,274 $33,310,059
176,077,195 1,576,950 1,694,487 1,984,018 105,811,836 2,716,047 990,978 1,594,429 292,445,940
0 (0) 5 (5) 1 0 (0) (0) 1
$196,376,156 $2,271,539 $1,784,278 $2,170,652 $119,419,494 $1,113,281 $991,899 $1,628,703 $325,756,000

1, rather than a GAAP (1) basis, as requested by the Environmental Protection Agency (EPA) for the Water Pollution Control and Drinking Water State Revolving Fund (SRF) Programs. This

presentatinn separates certain regulated Revolving Fund (within the Fund) and Non-Revolving Fund (outside the Fund) activity by fund type. All proceeds from the EPA Capitalization Grant, corresponding state matching funds, and loan principal and interest

y must be d

Revnlvmg Fund and may be used for other water quality purposes under the federal acts mentioned above.

(1) Generally Accepted Accounting Principles (GAAP).

d into the Revolving Fund under Title VI of the Clean Water Act and Title XIV of the Safe Drinking Water Act. Other proceeds, including Administration and Origination Fees and Loan Loss Reserves are deposited into the Non-
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.\ BRIAN SCHWEITZER, GOVERNOR 1625 ELEVENTH AVENUE
| m— TATE OF MONTANA
/ DIRECTOR'S OFFICE (406} 444-2074 PO BOX 201601
TELEFAX NUMBER (406) 444-2684 HELENA, MONTANA 59620-1601
January 25, 2011
Torri Hunthausen RECE'VED
Legislative Auditor
Room 160, State Capitol FEB 01 201
PO Box 201705 LEGISLATIVE AUDIT DIV.
Helena, MT 59620-1705
Dear Mrs. Hunthausen:
We have received and reviewed the financial audit of the Montana Water Pollution Control and
Drinking Water State Revolving Fund Programs for the fiscal year ended June 30, 2010. We are
pleased with the unqualified opinion and wish to thank your staff for the professionalism and
courtesy with which the audit was conducted.
Sincerely,
Mary Sextoh
Director, DNRC
i)
Patricia Schiltz™"
Centralized Services DivisiolrAdministrator, DNRC
Richard Opper
Director, DEQ
Dean Rude
Chief Financial Officer, DEQ
G:\CentrahTS\Audit\10 SRF Audit\FY'10 SRF Audit Response-letter.doc
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