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Independent Auditor’s Report

Clean Water State Revolving Fund
Louisiana Department of Environmental Quality
Baton Rouge, Louisiana

We have audited the accompanying financial statements of Clean Water State Revolving Fund, an
enterprise fund of the State of Louisiana, as of and for the year ended June 30, 2018, and the related notes
to the financial statements, which collectively comprise the entity's financial statements as listed in the
table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

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 from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity's preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.




Clean Water State Revolving Fund
Louisiana Department of Environmental Quality
Baton Rouge, Louisiana

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of Clean Water State Revolving Fund as of June 30, 2018, and the respective
changes in financial position and cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 4 through 8 be presented to supplement the financial statements. Such
information, although not a part of the financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management's responses
to our inquiries, the financial statements, and other knowledge we obtained during our audit of the
financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The accompanying schedule of expenditures of federal awards, as required by Title 2 U.S. Code of
Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Reguirements for Federal Awards, is presented for purposes of additional analysis and is not a required
part of the financial statements.

The schedule of expenditures of federal awards is the responsibility of management and was derived from
and relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the accompanying
schedule of expenditures of federal awards is fairly stated, in all material respects, in relation to the basic
financial statements as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 31,
2019, on our consideration of the Clean Water 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 result of that testing, and not to provide
an opinion on internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering Clean Water State
Revolving Fund's internal control over financial reporting and compliance.

J!’ ﬁ'?/' /e

Covington, Louisiana
January 31, 2019
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Clean Water State Revolving Fund

Management’s Discussion and Analysis

Introduction

The following Management's Discussion and Analysis (the “MD&A”) is a required supplement to the
Clean Water State Revolving Fund’s (“CWSRF”) financial statements. This section is designed to assist
the reader in focusing on significant financial issues, provide an overview of CWSREF’s financial activity,
identify changes in CWSREF’s financial position (its ability to address the next and subsequent year
challenges), and identify individual program issues or concerns.

As with other sections of this financial report, the information contained within this MD&A should be
considered only a part of a greater whole. The readers of this statement should take time to read and
evaluate all sections of this report, including the footnotes and the other supplementary information that is
provided in addition to the MD&A.

Financial Highlights

e The primary sources of funding for CWSRF’s activities is capital contributions from the U.S.
Environmental Protection Agency (“EPA”) and interest and administrative fees charged against loans
receivable.

e For the year ended June 30, 2018, capital contributions increased by $110,739 to $13.12 million as
compared to capital contributions totaling $13.01 million for the year ended June 30, 2017.

e Cash and cash equivalents decreased by $18.67 million in 2018. The variance is primarily due to the
disbursements of new loans exceeding the amount of principal payments and fees received from
outstanding loans.

e Loans receivable balance at June 30, 2018 and 2017 was $356.18 million and $323.24 million,
respectively — an increase of $32.93 million. The variance is due to an increase in new loans being
disbursed to local governments and agencies.

e No debt was acquired during the current fiscal year.

Overview of Financial Statements

This MD&A is an introduction to CWSREF’s financial statements and accompanying notes to financial
statements. This report also contains required supplementary information and other supplementary
information.

The financial statements of CWSREF are presented as a special purpose government engaged only in
business type activities - providing loans to other governmental entities. The statements provide both
short-term and long-term information about CWSRF’s financial position, which assists the reader in
assessing CWSRE’s economic condition at the end of the fiscal year. These statements are prepared using
the accrual basis of accounting. The financial statements include the following:
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Management’s Discussion and Analysis

Statement of Net Position

The statement of net position presents information on all of CWSRE’s assets and liabilities with the
difference between the two reported as net position. Over time, increases or decreases in net position are
expected to serve as a useful indicator of whether the financial position of CWSRF is improving or
deteriorating.

Statement of Revenues, Expenses, and Changes in Net Position

The statement of revenues, expenses, and changes in net position present information which reflects how
CWSRF’s net position changed during the past year. Regardless of when cash is affected, all changes in
net position are reported when the underlying transactions occur. As a result, there are transactions
included that will not affect cash until future fiscal periods.

Statement of Cash Flows

The statement of cash flows presents information showing how CWSRF’s cash changed as a result of
current year’s operating activities, noncapital financing activities, and investing activities. The statement
of cash flows is prepared using the direct method and includes the reconciliation of operating income to
net cash provided by or used in operating activities (indirect method) as required by GASB 34.

Notes to Financial Statements

The notes to financial statements provide additional information that is essential to a full understanding of
the data provided in the financial statements. These notes can be found immediately following the
financial statements.

Financial Analysis

Net Position
CWSRF’s condensed combined statements of net position consist of the following at June 30:

2018 2017 Variance % Variance
ASSETS
Cash and cash equivalents $ 238,940,671 $ 257,611,785 § (18,671,114) -7.25%
Loans receivable 356,176,077 323,244,610 32,931,467 10.19%
All other assets 1,190,643 1,055,565 135,078 12.80%
$ 596,307,391 $ 581,911,960 $ 14,395,431 2.47%
LIABILITIES AND NET POSITION
Liabilities
Current liabilities ) 47.442 $ 30,404 $ 17,038 56.04%
Net Position
Unrestricted 596,259,949 581,881,556 14,378,393 2.47%
$ 596,307,391 $ 581,911,960 $ 14,395,431 2.47%
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Management’s Discussion and Analysis

The $14.38 million increase in net position reflects the continued strong growth of CWSRF. Cash and
cash equivalents decreased by $18.67 million due to the disbursement of new loans to local governments
and agencies exceeding principal payments and fees received on outstanding loans.

For the year ended June 30, 2018, CWSRF collected $22.51 million on loans receivable, issued new loans
totaling $56.15 million, and subsidized $0.71 million of loans. For the year ended June 30, 2017, CWSRF
collected $17.91 million on loans receivable, issued new loans totaling $72.25 million, and subsidized
$0.12 million of loans.

Revenues, Expenses, and Changes in Net Position
CWSRF’s condensed combined statements of revenues, expenses, and changes in net position consist of
the following at June 30:

2018 2017 Variance % Variance
Operating revenues $ 4,124,925 $ 3,687,767 $ 437,158 11.85%
Operating expenses 4,141,045 1,684,059 2,456,986 145.90%
Operating income (16,120) 2,003,708 (2,019,828) -100.80%
Other revenues 16,655,086 14,590,981 2,064,105 14.15%
Other expenses 2,260,573 3,954,701 (1,694,128) -42.84%

14,394,513 10,636,280 3,758,233 35.33%
Change in net position 14,378,393 12,639,988 1,738,405 13.75%
Net position, beginning of year 581,881,556 569,241,568 12,639,988 2.22%
Net position, end of year $ 596,259,949 $ 581,881,556 $ 14,378,393 2.47%

Management reclassified loan principal forgiveness from other expenses to operating expenses, resulting in operating expenses
to increase and other expenses to decrease by 8674,075 for the year ended June 30, 2017.

CWSREF’s operating revenues are earned from interest and fees calculated on the balance of loans
receivable outstanding and program administrative fees paid by the EPA.

Other revenues consist of EPA capitalization grants and interest earned on cash held by the State of
Louisiana’s treasury. The $2.06 million increase is caused primarily from an increase in interest earned on
cash held by the Louisiana treasury.

CWSRF received principal forgiveness funds from EPA capitalization grants of $3.08 million and $0.67
million for the years ended June 30, 2018 and 2017, respectively. The loans made with these funds were
forgiven as disbursed and must be repaid if certain loan conditions are not met

Other expenses consist of bond issuance costs and financial support transferred to the Louisiana
Department of Environmental Quality.
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Management’s Discussion and Analysis

Budgetary Information

Under the Louisiana constitution, money may only be drawn from the treasury through the Ancillary
Appropriations Act. The Louisiana Legislature authorized expenditures of $115 million for the year ended
June 30, 2018 and $95 million for the year ended June 30, 2017. There were no budget amendments for
the year ended June 30, 2018. Funds can only be used for limited purposes; therefore, CWSRF can retain
resources to fund future loans and eligible program activities.

Debt Administration

CWSRF is allowed by statute to incur indebtedness but not allowed to issue bonds directly. To provide
state matching funds when direct cash appropriations were not available, Louisiana Department of
Environmental Quality (“DEQ”) received approval from the EPA to borrow matching funds by using the
interest portion of the revenues received. The secretary of DEQ, through a Resolution by Executive Order
pursuant to R.S. 30:2301 et seq. was authorized, for state matching purposes, to borrow through the
issuance of the department’s note to the Louisiana Public Facilities Authority (LPFA), a conduit issuer of
serial bonds for the department and the state.

CWSRF had no outstanding debt at June 30, 2018 and 2017. Additional information on CWSRF’s long-
term obligations can be found in Note 4 to the financial statements.

Economic Conditions and Outlook

In 2018, CWSRF program revenues continued to support new loan financing activity and administrative
expenses. The total amount of new loan commitments increased in 2018 due primarily from the amount
of new loans issued exceeding the amount of loan repayments. CWSRF programs continued to improve
its procedures in 2018 to provide attractive and efficient financing for publicly owned treatment works
projects, and continues to evaluate its financing terms so it can be an attractive choice compared to other
market options.

As aresult of slowly improving economic conditions, the frequency of local entities experiencing strained
revenue flows has diminished. To ensure that loans are repaid on time and in full, CWSRF uses a variety
of analysis and surveillance measures to reduce the possibility of nonpayment. CWSRF has worked
closely with loan recipients with strained revenues to ensure dedicated sources of revenue are sufficient,
and when necessary has restructured loans in consideration of available short term cash flows. By
diligently working with loan recipients, CWSRF anticipates full repayment of all loans.

Although reduced capitalization funds from EPA affect cash flows, CWSRF has significant equity from
loan receivables that can be used to provide funds for new loans if needed. CWSRF personnel continues
to monitor the demand for new loans, and will work with its financial advisors on a revenue bond sale to
meet required cash flows when needed.
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Management’s Discussion and Analysis

CWSRF's elected and appointed officials considered the following factors and indicators when setting
next year's budget, rates, and fees:

e Projects on the priority list that will close in the budget year
e 10 year Cash Flow Model prepared by our financial advisors
e Current and expected market rates

CWSRF expects that next year's results will improve based on the following:

e Closing several larger loans in the 2019 fiscal year
e Continue to provide a 0.95% interest rate which is lower than market rates

Contacting Clean Water State Revolving Fund Management

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors
with a general overview of CWSRF's finances and to show CWSRF's accountability for the money it
receives. If you have questions about this report or need additional financial information, contact Sierra
Trabeau at P.O. Box 4303 - Baton Rouge, Louisiana 70821.
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Clean Water State Revolving Fund

Statement of Net Position

June 30, 2018
Loan Program Administration
Fund Fund Total
ASSETS
Current Assets
Cash and cash equivalents $ 230,597,078 $ 8,343,593 $ 238,940,671
Loan interest receivable 410,434 - 410,434
Loan fees receivable - 428,265 428.265
Interest due from state treasury 339,668 12,276 351,944
Loans receivable - current portion 20,795,000 - 20,795,000
252,142,180 8,784,134 260,926,314
Noncurrent Assets
Loans receivable 335,381,077 - 335,381,077
$ 587,523,257 3 8,784,134 $ 596,307,391
LIABILITIES AND NET POSITION
Current Liabilities
Accounts payable $ - 3 30,025 $ 30,025
Due to other funds - 17,417 17,417
- 47,442 47,442
Net Position
Unrestricted 587,523,257 8,736,692 596,259,949
$ 587,523,257 3 8,784,134 $ 596,307,391

See accompanying notes to financial statements.



Clean Water State Revolving Fund

Statement of Revenues, Expenses, and Changes in Net Position

For the Year Ended June 30, 2018

Operating Revenues

Interest earned on loans receivable

Administrative fees from loans receivable

Program administration fees from
Environmental Protection Agency

Operating Expenses

Program oversight and administration
Principal forgiveness

Operating expenses and supplies
Other administrative expenses

Operating income (loss)
Non-Operating Revenues (Expenses)

Interest earned on cash in state treasury
Bond issuance costs, interest, and fees

Income before other revenues and expenses

Capital Contributions
Environmental Protection Agency
capitalization grant

Environmental Protection Agency capitalization

grant - principal forgiveness

Other Revenues (Expenses)

Support transferred to Louisiana Department

of Environmental Quality

Increase(decrease) in net position
Net position, beginning of year

Net position, end of year

Loan Program Administration
Fund Fund Total
$ 1,637,196 $ . $ 1,637,196
- 1,678,009 1,678,009
809,720 - 809,720
2,446,916 1,678,009 4,124,925
426,367 - 426,367
3,080,507 - 3,080,507
177,157 123,424 300,581
333,590 - 333,590
4,017,621 123,424 4,141,045
(1,570,705) 1,554,585 (16,120)
3,423,228 114,747 3,537,975
(197,574) - (197,574)
3,225,654 114,747 3,340,401
1,654,949 1,669,332 3,324,281
10,036,604 - 10,036,604
3,080,507 - 3,080,507
13,117,111 - 13,117,111
- (2,062,999) (2,062,999)
- (2,062,999) (2,062,999)
14,772,060 (393,667) 14,378,393
572,751,197 9,130,359 581,881,556
$ 587,523,257 $ 8,736,692 $ 596,259,949

See accompanying notes to financial statements.
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Clean Water State Revolving Fund
Statement of Cash Flows
For the Year Ended June 30, 2018

Loan Program Administration
Fund Fund Total

Cash Flows From Operating Activities
Loan principal received from borrowers $ 22,510,087 $ - $ 22,510,087
Loans disbursed (55,441,554) - (55,441,554)
Loan principal forgiven (3,080,507) - (3,080,507)
Loan interest received from borrowers 1,631,930 - 1,631,930
Loan administration fees received

from borrowers - 1,656,314 1,656,314
Program administration fees from

Environmental Protection Agency 810,139 - 810,139
Payments for program oversight and administration (426,367) - (426,367)
Payments to vendors (437,377) (123,715) (561,092)
Net cash provided by (used in) operating activities (34,433,649) 1,532,599 (32,901,050)
Cash Flows From Noncapital Financing Activities
Support transferred to Louisiana Department

of Environmental Quality - (2,045,582) (2,045,582)
Transfers from(to) other funds (88) 88 -
Net cash used in noncapital financing activities (8%) (2,045,494) (2,045,582)
Cash Flows From Capital and Related Financing Activities
Environmental Protection Agency

capitalization grant 13,117,111 - 13,117,111
Proceeds from sale of bonds 27.202.426 - 27,202,426
Principal paid on bonds (27,400,000) - (27,400,000)
Net cash provided by capital financing activities 12,919,537 - 12,919,537
Cash Flows From Investing Activities
Interest earned on cash in state treasury 3,247,286 108,695 3,355,981
Net cash provided by investing activities 3,247,286 108,695 3,355,981
Change in cash and cash equivalents (18,266,914) (404,200) (18,671,114)
Cash and cash equivalents - beginning of year 248,863,992 8,747,793 257,611,785
Cash and cash equivalents - end of year $ 230,597,078 $ 8,343,593 $ 238,940,671

See accompanying notes to financial statements.
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Clean Water State Revolving Fund
Statement of Cash Flows (Continued)
For the Year Ended June 30, 2018

Reconciliation of Operating Income to
Net Cash Provided by Operating Activities
Operating income (loss)
Adjustments to reconcile operating income
to net cash provided by operating activities:
(Increase) decrease in:
Loans receivable
Loan interest receivable
Due from Environmental Protection Agency
Due from Louisiana Department of
Environmental Quality
Increase (decrease) in:
Accounts payable

Loan Program Administration
Fund Fund Total

$  (1,570,705) $ 1,554,585 $ (16,120)
(32,931,467) (21,695) (32,953,162)
(5,266) - (5,266)

419 - 419

73,370 - 73,370
- (291) (291)
$  (34,433,649) $ 1,532,599 $  (32,901,050)

See accompanying notes to financial statements.
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Clean Water State Revolving Fund

Notes to Financial Statements

1. History and Summary of Significant Accounting Policies

Nature of Operations

Clean Water State Revolving Fund (“CWSRF”) was established pursuant to Title VI of the Clean Water
Act, as amended in 1987 (the Act). CWSRF presently operates under R.S. 30:2301-2306 (Act 296 of the
2010 Regular Session of the Louisiana Legislature). These statutes establish a state revolving loan fund
capitalized by federal grants (Capitalization Grants for Clean Water State Revolving Funds, CFDA
66.458), by state funds when required or available, and by any other funds generated by the operation of
the clean water revolving loan fund.

The Louisiana Department of Environmental Quality (“DEQ”) is authorized to engage in activities
regarding the sums on deposit in, credited to, or to be received by the state revolving loan fund. DEQ is a
department of the State of Louisiana and was created in accordance with Louisiana Revised Statute (R.S.)
30:2011 as a part of the executive branch of government to oversee environmental protection within the
State of Louisiana.

The Financial Services Division and Business and Community Outreach Division within DEQ are
responsible for the operations of CWSRF in the State of Louisiana. These divisions within DEQ provide
assistance to municipalities in developing, financing, and implementing wastewater treatment
management plans and plants. Engineering oversight, design review, and inspection services as well as
environmental assessment services are provided by the Business and Community Outreach Division and
grant management, program administration, and financial services are provided by the Financial Services
Division on eligible wastewater treatment projects. All efforts are directed toward improving water
quality by assisting communities in providing wastewater treatment processes that meet established
effluent limits and achieve the goals of the Clean Water Act.

Personnel

Personnel of DEQ administers CWSRF since CWSRF does not have any full-time employees. Time spent
administering CWSRF by DEQ personnel is captured, and CWSRF subsequently reimburses DEQ. The
charges include the salaries and benefits of the personnel, as well as indirect costs allocated to CWSRF
based on direct salary costs. Personnel charging time to CWSRF are covered by the benefits available to
employees of the State of Louisiana. Since CWSRF has no employees, the financial statements and notes
to financial statements do not include balances or disclosures related to employee benefits. CWSRF is
also charged indirect costs through the cost allocation plan for general state expenses.

Reporting Enftity

In November 2010, the Governmental Accounting Standards Board (GASB) issued Statement No. 61
(GASB 61), “The Financial Reporting Entity: Omnibus an amendment of GASB Statements No. 14 and
34.” This pronouncement revises the requirements for determining if a component unit is included in the
financial reporting entity of its primary government.

Organizations are required to have a financial benefit/burden relationship with the primary government
for it to be included in the reporting entity as a component unit. Based on this criteria, CWSRF is reported
as a component unit of the State of Louisiana. The activities of CWSRF are included in the State of
Louisiana's Comprehensive Annual Financial Report as an enterprise fund using the accrual basis of
accounting. The State of Louisiana's Comprehensive Annual Financial Report is audited by the Louisiana
Legislative Auditor and is available at the website of the Office of Statewide Reporting and Accounting
Policy.
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Clean Water State Revolving Fund

Notes to Financial Statements

Financial Statement Presentation

The GASB has been established to promulgate generally accepted accounting principles and reporting
standards with respect to activities and transactions of state and local governmental entities. The GASB
has issued a Codification of Governmental Accounting and Financial Reporting Standards (GASB
Codification). This codification and subsequent GASB pronouncements are recognized as generally
accepted accounting principles for state and local governments. The accompanying financial statements
have been prepared in accordance with such principles.

Private Sector Standards of Accounting issued on or prior to November 30, 1989 generally are followed
in the financial statements to the extent those statements do not conflict or contradict the standards of the
GASB. CWSREF has applied GASB No. 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, which eliminates the
option for business-type activities to follow new FASB pronouncements, although they may continue to
be applied as “other accounting literature.”

Fund Accounting

For financial reporting purposes, CWSRF is treated as a special-purpose government engaged only in
business-type activities. All activities of CWSRF are accounted for within a proprietary (enterprise) fund
to report on its financial position, results of operations, and cash flows. Proprietary funds are used to
account for operations that are financed and operated in a manner similar to private business enterprises
where the intent of the governing body is that the cost of providing goods or services to the general public
on a continuing basis be financed or recovered primarily through user charges.

Net Position

CWSRF has implemented GASB No. 63, Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position, effective fiscal year 2013. This standard provides
guidance for reporting the financial statement elements of deferred outflows of resources and deferred
inflows of resources. Deferred outflows represent the consumption of the government's resources that are
applicable to a future reporting period. A deferred inflow represents the acquisition of resources that are
applicable to a future reporting period. Because deferred outflows and deferred inflows are, by definition,
neither assets nor liabilities, the statement of net assets title is now referred to as the statement of net
position. The statement of net position reports net position as the difference between all other elements in
a statement of net position and is displayed in the three following components:

e Net Investment in Capital Assets - Consists of capital assets including restricted capital assets net of
accumulated depreciation and reduced by the outstanding balances of any bonds, mortgages, notes, or
other borrowings that are attributable to the acquisition, construction, or improvement of those assets.

e Restricted - Consists of amounts with constraints placed on the use by (1) external groups such as
creditors, grantors, contributors, or laws or regulations of other governments; or (2) law through
constitutional provisions or enabling legislation.

e Unrestricted - All other amounts that do not meet the definition of "restricted" or "net investment in
capital assets.” All of CWSRF’s resources are unrestricted.

All of CWSRF’s resources are unrestricted. When both restricted and unrestricted resources are available
for use, it is CWSRE’s policy to use the restricted resources first, then unrestricted resources as needed.

14



Clean Water State Revolving Fund

Notes to Financial Statements

Basis of Accounting

Basis of accounting refers to the timing of recognition of revenues and expenses in the accounts and
reporting in the financial statements, regardless of the measurement focus applied. The transactions of
CWSREF are accounted for using the accrual basis of accounting and on a flow of economic resources
measurement focus where the aim is to report all inflows, outflows, and balances affecting or reflecting an
entity’s net position. Accordingly, revenues are recognized in the accounting period when they are earned
and expenses are recognized when the related liability is incurred.

Use of Estimates

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.

Budgets and Budgetary Accounting

CWSRF is budgeted annually by the Louisiana Legislature through the Ancillary Appropriations Act. The
Ancillary Appropriations Act (Act 43 of the 2012 Regular Session as amended) authorized expenditures
of $115,000,000 for the loan program for the 2018 fiscal year and allows CWSRF to retain resources to
fund future loans and eligible program activities. Because CWSRF is an enterprise fund, a budgetary
comparison is neither required nor presented in the financial statements.

Cash and Cash Equivalents
The statement of cash flows considers all funds deposited with the Louisiana Department of Treasury to
be cash and cash equivalents, regardless of actual maturities.

Loans Receivable

CWSRF is operated as a direct loan program. The program provides loans and other financial assistance
to municipalities for the purpose of planning, constructing publicly owned treatment works, implementing
nonpoint source pollution management programs, and developing and implementing estuary conservation
and management plans.

The program lends federal and state monies directly to municipalities. For every $5 provided by the
federal government, the state is required to provide a matching share of $1. The effective match share
reflects a federal rate of 83.33% and a state rate of 16.67%. The federal share is received through grants
made by the Environmental Protection Agency (the “EPA”). Recycling of principal and interest
repayments from borrowing municipalities allows the program to operate in perpetuity thereby benefiting
other municipalities wishing to borrow in the future.

Borrowers pay principal and interest directly to the loan program and all monies are deposited directly to
the program. Principal repayments can only be used to make additional loans to municipalities. Interest
earnings on cash deposits and program loans can be used to make additional loans. In addition, with EPA
approval, interest earnings on cash deposits and program loans are used to pay off revenue bonds sold to
capitalize the program by providing state matching funds.
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Loans made by CWSRF must be made at or below market interest rate with a repayment period not
exceeding 20 years plus an interim construction-financing period. A variable rate based on the Baa 20-
year bond rate listed in the “Bond Buyer Index” one week prior to loan closing was introduced during
fiscal year 2005. The 0.5% administrative fee was added to this rate to determine the total rate charged.
The rate was adjusted annually in accordance with the rates forecast by the “Index” at the closing date.
This rate allowed a lower rate during the early construction years and has been used on all loans closed
beginning with fiscal year 2005 until October 11, 2006, when the rate of 2.95% was implemented.

In an effort to increase borrowing from CWSRF, DEQ reduced its current interest rate from 2.95% to
0.95%, which is 0.45% interest plus 0.5% administrative fee charged only on loan monies drawn. The
interest rate was set by the secretary of the department on January 27, 2009, and the interest rate on loans
made by CWSRF for water quality improvement projects may be adjusted in accordance with current
market rate and availability of funds.

As evidence of its obligations to pay principal and interest on the loans, each borrower must establish a
dedicated source of revenue for repayment of the loan [33 USC 1383(d)(1)(C)]. For substantially all of
these loans, the loan recipient issues bonds that are purchased by DEQ, as administrator of CWSRF, to
secure the repayment of the principal loaned. Principal and interest on the bonds are paid to CWSRF and
upon repayment of the loan, the bonds are returned to the loan recipient. Minimum required coverage
ratios are established depending on the nature of the bonded indebtedness issued by the loan recipient as
follows:

e Limited tax bonds: the principal and interest due in any year on the amount borrowed shall not exceed
75% of the revenues estimated to be received from the levy of the pledged millage in the year in
which the indebtedness is issued (R.S. 39:742.2).

e Sales tax bonds: the total amount of principal and interest falling due in any year, together with
principal and interest falling due in such year on any previously issued sales tax bonds, shall never
exceed 75% of the amount of sales tax revenues estimated by the governing authority of the issue to
be received by it in the calendar year in which the bonds are issued (R.S. 39:698.4).

¢ Revenue bonds: the requirements for coverage are established contractually in the loan documents
(R.S. 39:1019). Expected coverage ratios might range from 110% to 130% or more. CWSRF goal for
collections of the dedicated revenues for repayment of the loan secured by revenue bonds is 125%;
however, many factors can create deviation from this goal. It is customary to use the same minimum
required coverage ratio as was previously established for outstanding debt of the loan recipient.

e General obligation bonds: the requirements for coverage are statutorily set. The governing authority
of the issuer is required to impose and collect annually, in excess of all other taxes, a tax on all
property subject to taxation by the issuer sufficient in amount to pay the interest and the principal
falling due each year, or such amount as may be required for any sinking fund necessary to retire said
bonds at maturity (R.S. 39:569). Typically, the bond millage is adjusted each year so as to generate
enough revenues to pay debt service in the ensuing calendar year. No coverage requirements or debt
service reserves exist because the tax can be adjusted each year without any limitation whatsoever to
collect the appropriate amount each year.
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In the case of sales tax bonds and revenue bonds, each loan recipient is also required to set up a debt
service reserve fund equal to 10% of the loan amount or one year’s principal and interest for the purpose
of paying principal and interest should the dedicated revenues be insufficient for that purpose. The
requirement to maintain a debt service reserve fund is not statutorily required but is usual and customary
for these kinds of indebtedness.

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

Allowance for Bad Debts
Because of the reserve requirements and the absence of any delinquent loans, there is no provision for
uncollectible amounts.

Revenue Bond Issue Costs and Original Issue Premium
In accordance with GASB 65, revenue bond issue costs are expensed when incurred. Revenue bond
original issue premium is to be amortized over the term of the bonds using the effective interest method.

Operating Revenues and Expenses

CWSRF distinguishes between operating revenues and expenses and non-operating items in the statement
of revenues, expenses and changes in net position. Operating revenues and expenses generally result from
carrying out the purpose of CWSRF of providing low interest loans to communities and providing
assistance for prevention programs and administration.

Operating revenues consist of interest and administrative fees earned from loans receivable and program
administrative fees earned from the EPA. Operating expenses include direct salary costs and benefits
expenses and allocated indirect costs. All revenues and expenses not meeting this definition are reported
as non-operating revenues and expenses or capital contributions.

In accordance with generally accepted accounting principles, monies received from the EPA and the State
of Louisiana as matching funds are recorded as capital contributions, except for principal forgiveness
which is reported as non-operating.

Compensated Absences and Employee Benefits

CWSRF has no full-time employees. CWSRF pays a portion of the salary of various employees of DEQ
for administrative services. Therefore, no compensated absences, pension benefits, or postretirement
benefits are provided by CWSRF.

Reclassification

For the year ended June 30, 2017, management reported loan principal forgiveness as other expenses and
Environmental Protection Agency capitalization grant — principal forgiveness as other revenues on the
statement of revenues, expenses, and changes in net position. As of and for the year ended June 30, 2018,
loan principal forgiveness is classified as operating expenses and Environmental Protection Agency
capitalization grant — principal forgiveness is classified as capital contributions. These changes had no
effect on net position.
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2. Deposits

All monies of CWSRF are deposited with the Louisiana Department of Treasury, which is responsible for
maintaining these deposits in accordance with Louisiana State Law. Consequently, management of
CWSREF does not have any control over the cash balances. Deposits consist of the following at June 30,
2018:

Deposits per statement of net position

(reconciled bank balance) $ 238,940,671
Deposits held by Louisiana Treasury $ 237,692,778
Category 3 bank balances:

a. Uninsured and uncollateralized $ -

b. Uninsured and collateralized with
securities held by the pledging institution -

¢. Uninsured and collateralized with securities
held by the pledging institution's trust
department or agent, but not in
CWSREF's name -

Total category 3 bank balances $ -

The Louisiana Department of Treasury is responsible for maintaining the cash balances and securing such
balances from risk through custodial agreements. The risk disclosures required by accounting principles
generally accepted in the United States are included with the State of Louisiana’s Comprehensive Annual
Financial Report.

Interest earnings on cash deposits held by the Louisiana Department of Treasury are received monthly
and classified as non-operating revenue when earned.

3. Loans Receivable

CWSRF makes loans to qualified political subdivisions of the State of Louisiana for projects that meet the
eligibility requirements of the program. Loans are financed by capitalization grants, state match, and
revolving funds. Effective interest rates on loans vary between 0.95% and 4.95%, including .50%
administration fee, and are generally repaid over 20 years starting within one year after the project is
completed.
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The following schedule provides details of loans receivable at June 30, 2018:

Completed projects $ 112,047,168

Projects in progress 244,128,909
356,176,077

Current portion of loans receivable (20,795,000)

$ 335,381,077

The scheduled principal payments on loans maturing in subsequent years are as follows:

For the Year Projects in Completed
Ending June 30: Progress Projects Total
2019 $ 13,508,000 $ 7,287,000 $ 20,795,000
2020 20,126,244 7,567,000 27,693,244
2021 18,838,913 7,630,000 26,468,913
2022 18,161,113 7,665,000 25,826,113
2023 16,964,470 7,750,000 24,714,470
Thereafter 156,530,169 74,148,168 230,678,337

$ 244,128,909 $ 112,047,168 $ 356,176,077

Encumbered Balances
Approximately 87.15% of cash and undrawn capitalization grants are encumbered as follows:

Cash and cash equivalents $ 238,940,671
Undrawn capitalization grants 4,322,462
Total cash and undrawn grants $ 243,263,133
Loans in progress - encumbered $ 212,014,591
Loans as a percentage of total 87.15%

The ‘loans in progress — encumbered” represent projects that are under construction and have only drawn
a portion of the total approved loan amount. This figure consists of the total approved principal less the
principal loaned to date.
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Concentrations

CWSREF has 96 loans due from 68 different local governments and agencies at June 30, 2018. The
outstanding loan balances for each of the local governments listed in the following schedule exceeds 4
percent of total loans receivable.

Authorized Outstanding Percentage of

Loan Loan Total Loans

Borrower Amount Balance Receivable
Bossier City $ 55,000,000 $ 32,445,640 9.11%
Bossier Parish Sewer District No. 1 27,750,000 24,576,504 6.90%
East Baton Rouge Sewerage Commission 88,300,000 56,622,087 15.90%
Jefferson Parish 55,250,000 27,065,000 7.60%
Kenner 58,000,000 37,388,823 10.50%
Lake Charles 21,000,000 16,553,182 4.65%
Shreveport 56,560,000 14,545,984 4.08%

$ 361,860,000 $ 209,197,220

4. Long-Term Obligations

CWSREF is allowed by statute to incur indebtedness but not allowed to issue bonds directly. To provide
state matching funds when direct cash appropriations were not available, DEQ received approval from the
EPA to borrow matching funds by using the interest portion of the revenues received. The secretary of
DEQ, through a Resolution by Executive Order pursuant to R.S. 30:2301 ef seq. was authorized, for state
matching purposes, to borrow through the issuance of the DEQ’s note to the Louisiana Public Facilities
Authority (LPFA), a conduit issuer of serial bonds for the department and the state.

Series 1995 Revenue Bonds

The first serial bond issue was called Louisiana Public Facilities Authority Taxable Revenue Bonds
(MFRLF Match Project) Series 1995. This indebtedness was secured solely from the pledge of the
interest portion of the revenues received by CWSRF from loans made by the program. The Louisiana
Public Facilities Authority (the “LPFA”) is a public trust and public corporation organized and existing
for the benefit of the State of Louisiana. In accordance with the $15,000,000 Loan Agreement between
the LPFA and the DEQ and in accordance with the $15,000,000 Indenture of Trust between the LPFA
and First National Bank of Commerce, the trustee, the LPFA issued serial bonds for $15,000,000 and was
repaid the $15,000,000 by June 30, 1999. A total of $14,654,221 had been generated for matching fund
purposes by the issuance of these serial bonds.

Series 2001 Revenue Bonds

The second serial bond titled Louisiana Public Facilities Authority Revenue Bonds (MFRLF Match
Project) Series 2001 was issued during the fiscal year ending June 30, 2002. This indebtedness was
secured solely from the pledge of the interest portion of the revenues received by CWSRF from loans
made by the program. The Loan Agreement between the LPFA and DEQ was for a total of $12,000,000
of which all funds were issued and repaid by June 30, 2006. A total of $11,757,295 was generated for
matching fund purposes by the issuance of these serial bonds.
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