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L NTRODUCTION

" A.-  Background a‘nq‘ Object'ive of the DWSRF
‘The Safe Drinking Water Act (SDWA), as amended in 1996 (Public Law
104-182), authorized the creation of a Drinking Water State Re\wmng
Fund (DWSRF) Frogram to assist public water systems to finance the
1. costs of infrastrugture needed to achievé or to maintain compliance with
. SDWA requiremagnts and to protect public heaith. Section 1452 of the
i SDWA authorizes the Adminlstrator of the U.S. Environmental Protection
! Agency (EPA) to.award capitalization grants to states, which in turn cén
be used to provlcge low cost loahs gnd other types of financial assistance
to eligible public water systems. (Throughout this Opereting Agreement

the Section numiers referred to are those Sections of the SDWA, as |
% amended in 1998 ) : :

The 1906 amendment’s to the SDWA have established a strong new
emphasls on preyenting contamination problems through source water

. protection and enhanced publiq water systern management. Central to
this emphasts is Phe devalopmant of state prevention programs, including
source water pro;ection capacity development and operator certification.
States have the gption to use a-partion of their capitalization grants to.
fund these ellgsble aclivities. The success of these activities will act to
safeguard the DWSRF” funds that are lpaned for impraving public water
gystem comphanm and public heaalth

i
i

! The intent of the. DWSRF F’rogﬁam is to:

» Provide additjonal aesurance that the nation’s drinking water rema:nf;
safe and affojdable; !

s Assure that public drinking water systems which raceive funding w {I be

! properly opar@ted and main{ained and

L ¢ Ensure that effactwely mandged and permanant institutions will axlst in

sach state to'provide financtal support for aligible public water 'systems

and drinking water related rleada for years to come.

Congress has placed particular emphams o assisting smaller public ©
dnqkmg water systems and those public. drinking water systems serving
!a&ﬁ afffuent poplilations, This.s done by providing greater funding
ﬂ&ngq Hity for these public water systems under the DWSRF to ensure that
pul Q‘wa ar sys;ems heve ade;quate technical, managenal and finantlal
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resayrees to maantam oomp!lance and provide ‘saféa watar l*

The DWSKF is fundamentally a state program, &‘r&ich state withave =
considerabla flexibility to determine the design of it Program and to direct

© funding toward its most pressing compliance and public health! protection f

neads, Only miniral Federai requirements will be imposed. 1:

Congress authorized $59% tillion for Federal Fiscal Year (FFY) 1994 and
about §1 hillion per fi f’scai year from 1995 thraugh 2003 to implament the
provisions of the SDWA.: The amount of futids available fo the:national
DWSRF program from tHe FFY 1897 agpropriation was $1.278 billion,
Funds available to states from the FFY,1897 appropriation have been
allotted according to the fmmula used [’or distributing Public Water System
Supervision (PWSS) grants under Section 1443 in FFY 1995. Funds
available to each state from the FFY 1998 appropriation and b&yond will
be allotted accoerding to a formula that reflects the proportionalishare of
sach state's needs identified in the most recent “Needs Surve’:}y" '
conducted pursuant to Section 1482(h), In each case, the minimum
proportional ghare for a state will be oné percent of the total funds
avaiiable for alfotment to'all of the states. Funds are available m states
during the fiscal year in which they are hutharized and durmg the following
federal fiscal year (Section 1452(a WIUEN.

Purpose, Farmat and St‘ructure of thé Opérating_ Agﬁmem_@ﬁt

Thig Operating Agreement establishes a contractual relationship between ‘
the EPA and the State of California (heteinafter referred to as "thea
STATE"),

The purpose of this Operating Agrezemént Is to describe the framewcark
and procedures of the 8TATE's DWSRF program, and the rela,tronshlpa
and activities betwsen the EPA and thd STATE that are not expec.ted to
change aninually, In summary, this dodument specifically: )
Lists the parties to the Operating Adreement; . ! |
« Qutlines and defiries the roles and raspanmbih’nes of all of th&a parties
involved; :
Documents the necessary assurandes; J
Explains the finariclal administration framewaork; I
« Discusses the reporting and review requirements ofthe DV\(SRF
programs; ahd

« Explaing how the DWSRF program will be carried out, [*

I



This Operating Agreemant will continue from year to year and will be - ‘

incorporated by rgference into the annual Capitalization Grant Agreement,

Information that changes from year to year shall be contained in the |
annual Capitalizafion Grant Application, The STATE agrees that any

modifications to this Operating Agreement that may be required by EF’A

regulations, pol:ciaa or program guidance will be made and }mplemeﬂtad

as necessary and as quickly as possible as permitted by the STATE ss

leglslative and re‘agulatary Processes,

In February 1997, the EPA published a document, EPA 816-R.07- 005

entitied "Drinking Watar‘Stdta Revolving Fund Program Guidslines"

(DWSRF Prograrm Guidelines).: This Operating Agreement addresses
many of the requirements for the Capitalization Grant Application for the
STATE's DWSRE as outlined In Table 1 of the DWSRF Program 1
Guidelines. Addifional program requirements and conditions that are not

covered in this Oparating Agreement may he addressed in the D\NS RF
Program Guu:iealmes

Timing and Appltcatmn Review °

Upon implemeantagtnon of this Oparaﬂng Agreezmeant the EiPA agmﬂes t@
within 60 calendgr days of recelpt of & comp[ated Gapltatizaﬂc:m Grant

Application in the Regxonal Office of ERA, Regmn IX. The apphcatlen
consists of :

o Standard Forn 424A {(Applisation for Federal Assistance) and
supporting documentation and cartifications;

» The Operating Agresment and any modifications therato;

« The annual Intended Use Plan (Section 1452(b)); and

+ A proposed capitalization grant payment schedtle.

The EPA shall either approve the Capitalization Grart Application and
offer to award the capitalization grant, or shalt notify the STATE in wrifing
of issues reguirng resolution, The STATE and the EPA agreeto !
negotiate promptly, cooperafivaly, and in good faith to clarify or resolve
questions, which may arise durmg review of the: Capitalization Grant
Appllqatmn .



. IMPLEMENTATION
i A. Responsible Parties

1, The STATE, through the California De‘apartment of Heaith Services,
e is the instrumentdlity responsible for the overall management and
| conduct of the STATE's DWSRF program. Specifically, the
; Division of Drinking Water and Environmental Management, a
: division within the California Departmient of Health Services, is the -
STATE Agengcy with the regponsibility to perform, or cause to be
petformed, all SDWA prirmacy agtivities and functions iry
cohforrnance with applicable federal laws, rogulatlons orders and
i policies. ‘

2, The EPA, Rtagion X, i rfasponsib[a for the award of cap:t:aluz:ation
grants and oversight-of the STATE's DWSRF Program and notifies
: ' the STATE of any violations of féderal laws, r@guiatuons‘ orders and
’ - policies. ;

‘\.
¢

B. Parties to the Agreemant

The parties to this Operating Agreemeht are the EPA and the STA”I E.

1.¢ Forthe STATE:  California Department of Health Services
o Raye Harrington
604 North 7" Street, M8 92
P.O. Box 942732 :
Sacramento, CA 942347320

2, Forthe EPA; U.8. Environmental Protdctlon Agency
Region [X :
Falicia Marcus, RagionaiAdmlmstrator
75 Hawthorme Street ¢
San Francisco, CA 94408-3109
i
_ Memoranda of Understanding (MOU) and/or Interagency Agregments -
a between varlous STATE agencies may be established or chang@d from
| time to time. Copies of those MOU andl Interagency Agreemants
(Attachment 3) will be submitted to EPA and Included In the STATE“
~annual Capitalization Grant Applicatiod.

C.  Summary of STATE and EPA Roles and Responsibilities

e



The STATE bas enacted legislation that authorizes the |
developmqnt of the STATE’s DWSRF Program. A copy of that
lagistation js included as Attachmeant 1. A more spegific description
of this authonty is included in Paragraph D1 of this section and
Paragraph C of Section l\/ of this Op@ratmg Agreement,

The STATE. will adopt an l”:nvnrmnmental Review Process (ﬁRP)
subject to approval by the EPA. This ERP will be inaorporated Inte
the STATE's regulations: that govern the administration of the
STATE's %WSRF Program. The STATE will apply the ERP
procedure%f for all Section 1452 projects. A copy of the STATE
regulationg, which incorporates the ERP, is part of Attachment 4.
See also F?aragraph E.5 of this saction for binding commitmernts.

The STATE will develop of revise an Intended Use Plan in
accordance with Section 1452 of the SDWA and the DWSRF
Program Guidelines. Ta develop the Intended Use Plan and the
associateq project priority list, the STATE will soficit public
comment @nd review. The STATE will submit the Intended Use
Plan and the project priarity list with a new or an amended |
Capltalmagaon Grant Application.to the EPA. More specifie ,
descriptions of thase requlrements are Includad in Paragraphs E 3
and E.4 of this section. ;_

The STATE wil malntam a competent organizaion and a staff ﬁkiil
mix to assure that projedts mest acceptable technical, environs
mental and financial reqlirements as established or referenced in
this Op@ra\ttng Agreement and that the STATE's DWSRF will ba
cortinuouply and effactively operated. See also Paragraph D, 3 of
this %ct;oh for STATE assurances.

?
The EPA agrees to provide funding through the award of ‘
capitalizaion grants to the STATE upon joint acceptance of this
Operating Agreement and approval of an annual Capitalization
Grant Application In accgrdance with Section 1452, and as f@deral
func:is are avallable for thls purpese. . :

The EPA will provide .gfr.am funds to the STATE in accordance with

a negotiated payment schedule as a condition of the Capitalization
g‘farzant Agreement, See Paragraph D.4 of this section,

o5
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7. The EPA may provide technical assnstanaa ia fha STATEE as
needed and will bé available to assist the STATE in developing and
conducting in-service training programs and Wi!l provida adv:ce» and
consUltation to th@ STATE. .

8. The STATE, upori recelving approval of thé Capltahzatmn Gremt
Application, agreds to manage the STATE's DWSRF F-"rbgram in
accordance with this Operating Agreement, the terms of the
Capitallzation Grant Agreement, the SDWA, as amendarj and
appllcable EPA pé)hcy/guidance @nd regulations, .

8. The EPA wil aflow the STATE aé much discretion and ﬂﬁxnbllkty in

: implamenting and: managing 1t DWSRF Program as is petrmissible
under the SDWA, and the app}:c&bla ERA polwy/qwdancea and
regulations. . %‘ o

10,  The EPA wil mvemee the S:TAT[%‘ 's DWSRF Program to'assure
compliance with the SDWA and hppllcable EPA palicy/dpidarice
and regulations, Generally. gpacific projects for which thea STATE
has provided financlal assistance will not be reviewad, Hmwaver if
evidence of non-compliance with the applicable requnr@rhents
exists, the EPA may conduct spe‘eaﬁ" ¢ project reviews. Q;‘

If the Annual F{eview or Auclit rex?ea!s b 1at the &a"! ATE has not -
complied with its Capitalization (%ram Agreement or other ,
requirements under Section “1452 the EPA will notify the STATE of
such non-compliance and prescribe the necessary correttive
action. Failure to satisfy the tenis of the Capitalization Glaht

~ Agreement, including unmiet asstrances or invalid certif'cation% will
be grounds for & finding of nmn»—mmphance w

BTATE ASSURANCES FOR THE DW&‘SRF PROGRAM

| .
The STATE is responsible for providing assurano@s in the Capﬁalmaﬁon :
Grant Application on how. it will comply With & minimum of fiﬁa&n 18y
assurahces or elements of the DWSRE Program, as well as other :
requirements for all DWSRF funding to.comply with applicable F*e:deral
requirements (refer to Table 1 of the DWSRF Program Guldalinas) n
gome cases, the STATE must simply agree or provide cerification in the
Capitalization Grant Application that it wm cormply with the speqtﬁcﬂtuons
In other cases, additional documentation on the procedures by whlch the -




BTATE plans to gnsure compliance with the specifications must be
furnished. This Qperating Agreament is one method for the STATE to
document its agréement (by reference, if appropriate) to many of these
requirements. The following addresses the manner in which the 8TATE
will meet many ofthese assurances and requirements (with some of the.
assurancesfrequiremants. dascrlbad in more detail elsewhere in this
Operating Agrmament)

-
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STATE !nstrumentahty and Authorlty to E@’tablnsh the STAT& $
DWSRF Progras

C-allfom:a State
Legiskature has established the STATE's DWBRF progtam, A gopy~” *
of the enabling leglslatioh and the pertinent Nﬁs sections are

included as part of thls Operating Agreement: {Attachment 1), This
legislation authorizes:the STATE to adopt procedures, rules and
reguiations to manéde and operate the DWSRF pr’ogram It

specifically authonﬁes the estakii{shment of the account forthe

The STATE through legislation enacted by ¢

revolving fund and the account for set-aside programs. The
State Atforney GeReral has certified that this legislation grants
pewers and autharities necessaly to implement and sadrmmsstar the
DWSRF programiin accotdance with the SDWA, as amended and
applicable federal regulations. A copy of this letter of cartification is
also attached (Attachment 2). Sbe also Paragraph C of rSectmn v
of this Operating hgreement

If rmiore than one STATE agenoy is involved in the DWSRF
Program, the STATE will describe the roles and respongibilities of
each Agency In the Capltalization Grant Application. TH@ STATE
will submilt to the EPA a copy of any MOU and/or lnt@ragﬂncy
Agreement(s) that describe the foles and responsibllities hetween
agencies as part of its annual Chpitalization Grant Application (see
Aftachiient 3). The STATE agrées that it retains ultimate
responsibility for properly executing the Capitalization Grant
Agreement under Federal grant regulations (40 CFR 31 3)‘

STATE Cnmphaﬂce with Applicable STATE Laws and
Procedures

The STATE agr@@s to comply wlth STATE statutes and reguiatlom
that are applicable to DWSRF plogram funds; Inctudmg Federal -
capitalization grant funds, STATE match, interest @armngs bond
proceads and repayments, and funds used for semmda accaunt:
activities. i

i
I

STATE Technical Capability -

The STATE agreds to provide documentatmn demanstrﬁltmg that it
has adeguate personnel and rebources to establish andimanage
the STATE's DWSRF program {e.g. current and future staffing

Kl
b
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plan, background/qualification statements, scheduls for planned
training, etc.). The docurrientation will be submitted as part of the
annual Oapitahzatmn Grar\t Application submittal,

Atcaptame of Capltalizatmn Grang Funds in Accorciance with
a Paymen} Schedule

The STATE agrees to accept federal grant payments in
accorciancp with the negotiated payment schedule and use those
 payments for the activities of its DWSRF program as permittediby
Section 1482. As part of its Capitallzation Grant Application, the
- STATE mq&t submit a proposed schedule of grant payments that is
consistent'with its proposed binding commitments outlined (n ity
Intended Use Plan for providing project loans and for expending
set-agide flinds. The payment schedule will become part of the
Capltalization Grant Agreement. The STATE will recaive Federal
funds in agcordance with the provisions of the EPA-Automated
Clearing H.;ous-e (EPA-AGH), formerly known as Letfer of Cradit,

Depositing of All Capitalization Grant Funds into the Account
for the Ra&rolvl’ng Fund: or the Account for Set-Aslde F’rograms&

The STATE agrees to deposit capitalization grants into either th@
account for the revolving!fund, or the account for set-aside -
programs @s authorized ynder the SDWA (Section 1452(a HANE))
_and the STA“I‘E s legislative authority, Once funds are deposited
into the agcount for the. revolving fund, such monies may only be -
used as aythorized under Section 1452(f). The STATE will provide

certification for these acqounts as part of the Capitalization Grant
Agreement. ‘

STATE Mytching Fun—c‘is} (20%) for DWSRF Account

The .‘.aTA“T‘E agrees to depostt into the account for the revalving,
fund (Fund) an amount sgualing at least 20 percent of the. amount
of each capitalization granpt. Except for federal payments made
from FFY 1997 appropriations, the STATE match must be x
- deposited into the Fund. on o before the date that each Fedéral
capitalization grant paymg:ant is made to the STATE (Section
1452(e)). The STATE shall have untit September 30, 1699 to
 provide thg STATE matc,h for capitalization gtant payments
received from FFY 1997 capitalization awards. The STATE will’

Qe
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identify the source arud ‘provide certification of the matt,ﬁ as part of
fts Capltalization Grant Agreement

Depositing of Ali Proceeds Back into the ﬁund

The STATE agreaé to credit all n@t procaads from the sale of
securities, interest earnings, and ivan repayments into the Fund.
Fund assets may'be used as a gource of revenue or security for
bonds, as long ad the net pmceéads of the sale of secutfiies will be
depositad into tha Fund (Section 1452(f)(4)). ',‘

Loans for land acquls:t:on and aﬁaurce water protection, mada '
pursuant to section 1482¢K)(1)(A), must be repaid. TthTATEE
may deposit thess repayments, lncluding principal and :‘nterast
sither Into the Fund, or into a separate account dedicatéd to
Section 1452(k)(1) activities, subject to the same rnanag@ment .

oversight requlrements as the F’und 1

g
S

STATE Doilara-fo!' Dollar Match for Section 1452( )(2) Set.
Asides : i :

The STATE may use up to 10% of its capltalization gremt for
14582(g)(2) actlvltlés The STATE must matoh the use of these
funds with an equwalent amounf of STATE expenditures, or
provide documantation of in-kind services. The STATE cannot use
any of the STATE! 20% match tequired pursuant to Section
1452(s) to also match the ﬁliocatlon requested by the STATE
under the 10% set-aside. The STATE certifies that it will provide
the required doliar-for-dollar maﬁch with an eduivalent amount of
current year expenditures, or prrbvxde purrent year funds and

documentation that at least one-half of the & TATE's match funds is

in addition to the amount expemdied for the PWSS program in F’“W
93

Utiiiz,ation of Generaliy Acvaptﬁad Accounting Princtﬁalf—m

The 8TATE agrees to establish T"&:c:a! controls and acc*ount;ng
principles, as promulgated by the Government Accountmg
Standards Board that are sufficient to account for and raport
STATE's DWSRF activities. Thé accounting system usdd for the
STATE's program DWSRF must allow for proper measutement of

o
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10,

11,

12,

13,

conditions outlined in the DWSRF Program (";:‘rl.;iﬁdali‘ncas.

Annual DWSRF Audit In Accordance with Generally Acaepatad

' Gavernmqnt Auditing Standards

The 8TATE agrees to have the STATE's DWSRF program auditad
on an annigal basis. These audits will be condugcted in accordance
with generally accepted government aud iting standards (GAGAS)
issued by the Comptroller General of the United States. The ERA
is relying an the Annual Audit of the DWSRF program to minimlze
the risk of waste, fraud and abuse and increase the chance thet
such ocourrences will be detected and reported,

Policies and Procedures to Assure Borrowers Have Dedicated
Source of Repayment or Demonstration of Adequate Security

The STATE agrees to adom regulations to assure that borrowers
have & deaeimatad sourcd of repayment and must apply these
policies and procedures to the portion of the loan that must be
repaid except for any disadvantaged subsidy portion. The STATE
will submit and receive EPA approval of the STATE'S regulations
prior to the award of the first project loan. The STATE wil develop
criteria to gvaluate an applicant's financial ability 1o repay a loan, in
addition to paying for opgration and maintenance costs, and other
necessary expenses. The STATE's regulations and polisies and
pmcedureas arg mc!uded in Attachments 4 and 7. .

Efficient, ‘Ex_peditious and Timely Expenditure of Funds e

The STATE agrees fo commit and expend all DWSRF funds "as
efficiently gs possible" (Sertien 1462(g)(3)) and In a fimely and
expeditious manner, The STATE will enter into binding
commitraents with reoupmn’cs of DWSRF fund assistarice equalto
the total amount of each:grant payment plus the required STATE
match dagasﬁed in the Fund within one year of the grant payment,

Funds to be used in Aécord-ance with the Intended Use Plan

The STATE agrees to @)gpeand DWSRF funds In accordance with an

Intended Usea Plan-that has undergone public review and comment
(&ac;tlon 1452(?0)) '

W
T



14.

18.

STATE Requirements for the Capitalization Grant Agreement
) )

Annual Report ;‘-' ' ' S j?'

The STATE agress to complete and submlt aﬁ Annual Report on
the uses of the Its; tapitalization grants, The scope of the Annual
Report sovers the 8TATE's Fund and all other 3@t~aside activities
funded by the STATE's DWSRF Program. The contents of the
Annual Report will conformt to the requiremients/format outlmed n
the DWSRF F’regram Guidelines.. ‘

STATE Com pliaﬁrse with all Faﬁeral Cross-Cutting Authorities

_ The STATE agreds to comply w:ih all applicable Feaderal cross-

cutting authorlties (Attachment 55 See also Paragraph E, 7 of this
section for additiohal requirements. P

Ii
N

The following are ar:lditiohat requweamerﬁs listed on Table 1 of tr’iea DWSRF
Program Guitelines that may not have been addressed by the above 15
STATE Assurances or latar in this Operatmg Agreement,

1.

40 CFR Part 31 Assuranms

The STATE agresk to comply with 40 CFR Part 31 - Uniform
Administrative Requlrements for Grants and Coopermiva
Agreements to State and Local ('i;overnments

Review quechnmal Managerial, and Financial (TMF’)
Gapability of Assistance Remrjmnm »

Upon the effective date of the admnmstratwe regulatlons‘
(Attachment 4), the STATE will réview and evaluate the technical,
managerial and financial capabl!ity of loan assistance re¢ipients to
maintain compliance with the ESDWA (Section 1452(a)(3 )(A)( .
The STATE's authority for doing this review is containadiin the
enabling legislation (see Attachmient 1). Procedutes for konducting -
TMF Reviews are In the Policy ahd Procadures Manual- @ee
Attachment 7). '

¢
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Significant Non-Compliance (SNC) Return to Compliance
Reviews .

The State will review and evaluate whether the proposed project,
after compleatlon will resalve the SNC problem, as referenced in
Attar:hment 7. : :

Preparation of an Intended Use Plan

The STATE will prepare an Intended Use Plan and provide it to the
public for review and comment prior to submitting it to the EPA Bs
part of its Gapltalizatmn Grant Application. The Intended Use Plan
miugt lnc;lque specific detaits on how the STATE will use all
available capitalization grant funds, including funds allocated for
sot-asides. The STATE will prepare an Intended Use Plan as long
as the STATE's DWSRF 'Fund accounts remain in-operation, not

just for thoge years in which the STATE submits its Capitalization
Grant Appllcatlon y

As pan of the Intended uiese- Plan, the STATE will, at & minimum;

a) Proposa a list of pmjac:is including description and size of
the public water system;

b) Desgeribe criteria apd method for distributing funds;

¢) Describe financial statug of the DWSRF,

d)  Degerbe short and long-term DWSRF goals;

&) Degoribe, if applicable, the amolnts transferred betweaen the
DWSF?F and CW@RF

1) D@acnba all sat~au|de activities to ba supported, mc;ludmg

pergxentage of funds,

) Desctibe, if apphcabie how disadvantaged communities: are
defined;

h) Provide specific asauraﬂces and proposals (may have h@en
already addreased elsewhers in the document), which
include: e
(i) Document/certify environmental review per*fcarmed in

i accordance with EPA-approved ERP,
(i) . Agree to comply with Federal eross-cutters,
(i)  Agree to ehter into hinding commitments with loan

J
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5.

remmentss i1 an amourt eaqu‘al to Gach grant payment
that js deposited into the Furid dnd State match within
one‘year after the receipt of éndh grant payment,

(w) Agrea ia timely expendltures of funds |

Development and Submittal of a Project Prioruty Ranking
System '

The STATE will develop a project priority ranking system ta
determine the annilal priority pro ject list required for the' Intended
Use Plan, After public review afd comment, it will be submmed as
part of the Capitallzation Grant Applicatnon This system will
describe in detalliby-pass procelures which clearly |dant|fy the
sonditions which w:l! aliow a pro]ac:t to he by-passed and the way
the STATE will identify which other projects would raeeiw the
bypassed funds. ;

Enwronman’tai ﬁevnew | ‘ |

The STATE agraees that binding, oommitments on DW8RF projects
will be made onlyiafter the STATE has conducted an enwmnmentai
review, and a determination is rﬂad@ and distributed usmg the EPA-
approved ERP (p%art of Attachmiént 4).

Entering into Elnding Commitments with Assis‘tanct,. '
Recipients

The STATE agraas to enterinto binding commitment with
assistance recipients. To the exdtent Known, projected schadulas
for commitment of the STATE's DWSRE funds to specific projects
shall be provided In the annual Iht@ndad Use Plan, ‘ ‘

EsTATEIRemplent Compliance with Applicable Fedexral Crosg-
Cutting Authorities |

The STATE agrees that it and a'il recipients of DWSRF ?imds made

~ available by the capitalization gr‘ant are subject to, and must ‘

comply with, applitable federal &ross-cutting authontnesa(%ee ‘
Attachment 5 for the most recerit list). Federal cross- cuﬁtmg ‘
authorities are ‘SpéGIfIC federal laws, executive orders enj}{d
government-wids policzes in exigtence at the time that ajloarn

Al




recipient rg«;oeives a binding eommitment from the Fund, T hey
apply by thelr own terms to projects and activities recelving federal
financial agsistance. The STATE agrees to inform the EPA when
conssultdthn or coordination is necessary {0 resolve issues
regarding gompliance with those requirements,

Certain of the cross- ~cufters will apply to an amount of funds
equaling the amount of the federal capitalization grant, The STATE
will determjine which "equivalency” projects will be subject to these
Federal cross-cutters. However, all projects funded with DWSRF

~ funds are gubject to Federal antl-discrimination laws, The STATE

agrees that it will ensure- that assistance recipients comply withy all
applicable cross-cutters, The STATE acknowledges that
applicable laws and regulations may change with time.

Financial Administration of the Fund

N

loan Assistance Provided by the Fund

The STATE certifies that only the types of assistance authorized
under Section 1452 of the SDWA will be awarded, The types of
assistance for sach DWSRF project shalt be identified in the
Intended Yse Plan. The Fund may:

Make direct loans to gonstruct projects;

» Provnd@ loans for engsneermg and environmenta rewew
purposges
Purchagse or refinance local debt abligations;
Guarantee or purchass insurance for local debt issues;

o Provide revenue for of to secure STATE bonds if the proceéads
of the b;oncis are deposited in the Fund; and

o - Earn interest on amounts deposited in Fund accounts (Section
1452(:‘)) :

The types of assistange mu&t adhere to the reguirements and
conditions as outlinad in the DWSRF Program Guidelines or
applicable federal reguiatsmns and policies,

Admmlstratlon of the DQNSRF

Up to four percent (4%) 51“ the capitalization grant may be reserved
forthe costs of administering the STATE's DWSRF program. A
§eparate a;c,count will bejestablished for the use of the 4%

M
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administrative cosf set-aside. Allowable adﬁ:lﬁistratwa costs
include all costs ingurred for management of the DWSRF program
and for mamagemant of projects recelving ﬂheihmal agslstance from
the DWSRF, Redsonable costs unique to the STATE's DWSRF,
such as costs of gérvicing loans and issuing de:bt DWSRF program
start-up cests, finghclal management, legal fetis, and i
reimbursement cdsts far support services from other oTATEE
agencies are also allowable. Expenses incurred for issting
sacurities guaram@ad by the Fund, including costs of Insurmg the
issue, may be absorbed by the praceeds of the bonds and neéd
not be charged againsf the 4 percent administrative costs oellmg
The net proceeds of those bonds Issued must be depositedtin the
account for the rebolving fund. ) '

Leveraging

The account for the revolving fund may be used for leveraging. At
suchtime as the Iiaveragmg of funds Iz determined to be
appropriate, the STATE will submit a proposed Ie&veragrng to the
ERA for raview arid approval,

Administration o! Set-Aside F’rogram Activities and
Expenditures °

Set-aside progmms and expend‘tures, are cutimﬁad in the Intended
Use Plan. In order to accomplish the goals of the DWSRF through |

the-implementatioh of these programs, it may be necessary to
supplement existing resources and personnel with assistance from
other STATE agencles, or from hon-profit groups and private
consuitants. MOU or Interagenciy Agreements will define and -
establish the relationships, servites to be provided and: proposed
payment schedules between STATE agencies. Services to be

provided by entities other than STATE agencies will be solicited by

a request for qualifications or préposals and will be admlmsterad in
accordance with STATE contract requirements.

Federal Funding Process

With respect to the overall DWSRF funtiing process, a number of STATE
requirements andlor conditions (e.g. agpropriate STATE matches, ,
entering Into binding commitments with assistance recipients, payment
schedules, etc.) have alréady been addressed in eatlier Sections (D

«16-
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through F) of th:@ docurnent, The fo!lowmg are additional regulrements as
discussed in the DWSRF Program Guidelines,

'I
.

THE EPA;AOH Payment System

The STATE wlil receive each capltalization grant payment in the
form of an increase tothe celling of funds available through the
EPA-AGH. Funds will be transferredto the 8TATE from the .8,
Treasury pn a reimbursgment basis after the assistance reciplent
has billed:the STATE's DWSRF for work completed and the
STATE's DWSRF’ reguests reimbursernent from the EPA, The
STATE then reimburses assistance reciplents. for costs Inourred, &
process known as disbirsements from the DWSRF, The 8TATE
will adher;a to the ERPA-ACH Payment System and will follow E‘PA~
ACH Payiment System procedures indicated in the EPA-ACH
Payment Systam R@mp]anfs Manual. See¢ Attaghment 6 for ,
detalls, -

Cash l’.).rﬁws

The STATE agrees to adhere to the conditions and rules with
respect tq Cash Draw that apply to the different types of assistance

in accordgance with the DWSRF—“ Program Guidelines and appiicable
f@derat ragulatlﬁns

Fund Admlmstwtnon :

fMany of the |tenﬂ1s under this cgt@gory (e.g. Staffing and Management
Aceounting anid Aumtmg Procadures, the development of the Intended
Use Plan, etc.) have been addressed in the STATE Assurances section of
this Operating Agreement and}or in the Attachments to this Opera’cmg
Agreement. "T"h@ following are’ addst onal conditions:

1

Fund F’erpetuity

The &TATE will consldm the long~term health and viability of the
fund when selecting its mix of projects and detarmining the uses of

- DWSRF funding. £ach'year the STATE wilt assess the financial
- . health of the DWSRF by examining fund balancas, sources of

_ funds, repayment stream, ete., and revise procedures as necassary
e} promota fund pezrpeatulty

.'1

i
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I, Withholding of Funds

!

Fund Maintenance o

' P .
. o ., . L .

The STATE will maintain he Investment of ¢akh in the same

manner as it mainiaing other cash reserves. ;1

I

; The EPA will withhold funds if the STATE dogs not have the Capacity

@ Development Authority; does not develop and Implement & Capacity

: " Development Strategy, iland/or does not develop and implement an
Operator Certification Program In accordance with Section '

Guidelines,

1462(a)(1)(() and underthe provisions desaribed in the DWSF{_-F Prograr

i’ REPORTING AND REVIEW RESPONSIBILITIES

A, STATE Responsibilities

SN

Annual Report

The STATE agrees to submit an:Annual Report containing detailed
information on how the STATE has met the goals and objectives of
the previous fiscal'year as stated in the Intended Use Plan. The
contents and required elemants &f the Annual Report will conform
to the DWSRF Program Guidelings, 40 CFR Parts 31 and 35, and
applicable federal regulations. “I“_ha STATE recognizaes that Annual
Reports are required for the fife of the DWSRF program.” A report
submittal date will be Included in the final grant agreemeht. Ata
minimum, the Annual Report shall identify loan recipients, loan
amounts, loan terms, project catégories, and other details as
negotiated betwesn the STATE and the EPA with emphasis on
how the STATE has met the goals set forth in the Intendéd Use

- Plan and how the STATE will assure the financial health!of the

fundl.

Annual Audit

The STATE agrees to conduct ah Annual Audit In order tb assure
adequate financial management of the program in accordance with
the DWSRF Program Guidelines (and appropriate federd)
regulations, when promulgated), The audit requires a separate

18-



independent auditor's opinion on DWSRF financial statements and | |
internal captrols.

| |
informatign Management System

Once an information management syster for regularly updating
data on projects recelving DWSRF assistance and other
information on the status of the DWSRF is developed by the EPA
in cooperation with the Siates, the STATE will agree to enter
relevant DWSRF information into the system. The EPA will have
access to information in the system as needed, but will not be able
to modify STATE- entered data, The EPA will utilize this information
to assess ghe DWSREF program on a national bagis and to monitor
the STATE's progress on the DWSRF. The EPA will use the
Information to assist in conducting its Annual Review of the
STATE's E;)W\;RF progrgm

Compliance Amurancemﬁx System to Minimize Risk of Waste,
Fraud, Abuse and Cormctlve Action

Bcasod on EPA guidance, the STATE agrees to devise and mst;tute
measures which wil alert its staff to project deficiencies as they
emerge arjd which will set forth STATE actions to correct such
de«sfzcxenc:iqs as quickly ag possible o as to pretiude the need for
corrective action by the EPA. Ifthe recipient of financial assistance
from the STATE's DWSRF fund exhibits evidence of waste, fraud
or abuse, the STATE. WIH' impose sanctlons on the recipient,

Can:«ztruupon F‘mgresb

The STA“TEZ will conduct permdlc ingpections to review construdtion
progress in order to coortlinate and scheduls outlay reguests.
Construction inspections: _and outlay procedureas will be

gocumented by the STATE.

Third Quarter Estimate

At the end of the third quiarter of each Federal Fiscal Year after the

"



first capltatization grant award, the STATE Will provide the EPA with
a schedule of estimated disbursdments frdft the State DWSRF for
the upcoming Fedaral Fiscal Yedr, This séhediule will be the bagis
for negotiating the STATE's outidy commitments. Estimates of
third guarter outlays may appear as a condition on the grant award.

£t
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EPA Responsibiities

1,

Annual Rav:ew of the DWSRF

The EPA wﬁl conduct an: Annual Review of the STATE's DWSRF

- program tq assess the success of the program in meeting the

objectives pf Section 1452. The purposes of the Annual Review

are fo.

a) Assess the success of the STATE's performance of activities
identified in the Intended Use Plan, the STATE's Annual
Report, the Qperating Agreement, and DWSRF mformat“on
maqagement system,

b} Detqermma how the DWSRF Is achieving the Intent of
‘ Section 1452 and the overall goals and objectives of the
S»DWA as amended,

) Dato,armma compliance with the Caputahzatmn Grant
Agreemamt and

i) Assgss the ﬂnanclai status of the ’{:)WSF%[“

The Annuql Rewew will adhere: tv the tarms and conditions outlined
in the DWSRF Program Guudelmea (and appropriate federal '
regutationg as they are promu!gatacﬂ) The EPA will complete an
Annual Review of the Intended Use Plan and Annual Report
covering the same fiscal year according to the schedue
e:-,tablxshe@i in the Oapitahmtzon Grant Agreement, generally within
60 days of receipt of the Annual Report. Ata minimum, the
compliance/gensral program management, the pace of the
program, the project leve| management, and financial management

of the DW§RF Program are review toples that may be included| as
part of the Annual Rewew

Upon compi&tlon of its Ae:;mual Review, the EPA will prepare a -
Program Evaluation Report (PER). The EPA shall submit the draft

24,



PER to the STATE for teview and commerit prior to preparing the

final PER, _ ‘r

Compliance Assurancg=-A System to M;mmize Risk of Waste, |

Fraud, Abuse and Corrétdtive Action

The EPA will develop gult‘i&ncw necessary {6 assure effer:twe
program rmanagement to pravent waste, fraud and abuse (Section
1452(g}3)). The EPA will agsist the BTATE in achieving and

maintaining compliance with prog’gram objectlvea. and requlramcnts ,

. |f the Annual Review or Audit rea\ieca%s that the STATE has not

complied with its Capltallzation Grant Agreement or other
requirernents under Section 1452 or if the STATE does not
manage the STATE's DWSRF in a financlaily sound manner, the
EPA will netify theSTATE of such non-compliance and prescnbe
the necessary cor}‘ectw@ action. .

If within 80 days of receipt of the non-compliance notuce the -
STATE fails to taki the necessaty actions to obtain the tesults
required by the EPA, or provide an acceptable plan to dthieve the
results requited, the EPA may sdspend payments to the/STATE
until the STATE has taken acceptable actions (40 CFR |

31.43(a)(3)). Onck the STATE Has taken corrective actipn deemad

necessary ang adéguate by the EiF’A the withheld payments shall

_ be released and sbh&duied payments shall resume,

if the STATE fails to take the nedﬁeﬁsary corrective acttcm deemed
adequate by the EPA within twelve months of recelpt of the original
notice, any suspended paymant% rmay be de-obligated apd re-
aliptted o other States. All future payments may be WJtHheld from
the STATE and re-allotted until guch tirme that adequate corractive
action is taken and the Administiator certifies that the STAT Eis
back in oomphance

Dispute Remlutldm ; ’

o

Any applicant for, br recipient ofi DWSRF assistance thzfit has been

adverfaeiy affected by an EPA agtion or omission may rcaquest &
raview of such action or DmIBSIOh The procedures are dodmad in

9.



the EPA's general grant regulations at 40 CFR Part 31, Subpart F.

C Records
1, Files

The STATE will receive and review project documents from loan
fund assrstanc‘e applicants. These documents, together with the
STATE's review memos.and the sumrhary checklists, will be filed in
official pmjeact files maintained by the STATE. The STATE wilf
maintain the official financial review files and the loan agreement;
The STATE shall make the projact files avallable to the EPA for
review up@n reasonable nct:ce

2. Records Retenft-‘i’cﬁn

The STATE will retain prmeot files in accordance with 40 CFR Part

31 and STATE record retention requirements. The STATE will

arrange far the retention_ and storage of requirad records for a

period In gocordance Wlth the STATE'S laws for records retention

following qomplation of repayment, but not less than the rapayment ’
period on ;any DWSRF aﬁsusiance

3, Access t,(g; 'Rec.ofds

Access to all records In the possession of the STATE will be in-
accoidange with STATE laws governing access 1o information.
Access 1o all records in tbea possession of the EPA will be in .
accxordange with the U.8; Freedom of information Act, Public Law
93-502. Information ralated to the Capitalization Grant Agreamant
and supporting dowmerﬁs located in the EPA Ragional Office is

available from the EPA in accordance with the U.8, Freedom of
Information Act, "
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V. EXECUTION
| A, Designated Signateries
1. Authorization

The following officials are duthorized to affect program changees
(items significantly altering the Operating Agreerment):

|
a) Forthe STATE: Raye Harrington, Chief, Budgets
; Calffornia Departriisht of Health Services
; 601 North 7% Street, WS 62
PO, Box 942732 :
Sacramento, CA  94234-7320

by Forthe EPA: Felicia Marcus, Regional Administrator U.8. Environmental
f Protection Agency
Region 1X ‘ .
i - 75 Hawthorne Street - 3
' San Francigeo, CA 941053109 :

2. Other Ghangea

ltems not altering the Operating Agr@@ment but involvmg changing
‘ implementation or teview procediires, may be implementad through
i the agreement of '

(8) .For the STATE: David P. Spath, Ph,D,, P. E Chief
f Diviston of Drinking \Nater and Environmental Mandgam@nt
; ~ California Departrnent of Health Services
1 : 601 North 7" Street, MSH2
i P.O. Box 942732 ,
Sacramento, CA  84234-7320

(h) IFor the EPA; Michelle Moustakas, F’rojéc:t Officer
L (Or her sucdessor)

U.S, Environmental Proteétion Agancy
Reglon 1X

75 Hawthorrie Street _
Sari Francisco, CA 94105.3109

2



‘B, Revising the Gp'em-ti'ng Agreement.

1. This Operating Agreement may ba amended at any time hy mutual -
agreement between the authorized signatories in writing.
Revisions wilt be particularly considered following reviews of the
Annual Raport and/or Annual Audit,

2. All revisions regarding modifications to any attachment or

procedures shall be made through the designated officials
indicated %abc:)ve

‘G, Authority

The authority of this Opal ating Agreement is found in Senate Bill No. 302
1997 California Legislature, Sixty-Ninth Session, Pages 1821 to1827
(Attachment 1), The sections of Senate Bill No. 302 pertinent to the -
DWSRF are codified in Chapter 445A of the California Revised Statules
and are found at NRS 445A,200 to 445A.2085, Inclusive (Attachment 1),

In lieu of federal fegulations that have ye! to be promulgated for the
DWSRF Program, the Section 1452 of the SDWA and the DWSRF |
Program Guidslines currently serve as the ragulatory authority for the
development of thﬁa DWSRF program. Inthe future, should any conf! ot

rasult between the federal regulations and this Operating Agreement, the
federal reg ulatiomg whl take precedenca

D.  Effectlve Date
This Operating Agnee,ment will be effective upon execution of the :mf‘ia!
Capltalizationt Grant Agreemeng by DHS.

aye

" cﬁa rrmggtc)ri‘I

Felicla. Marcus ;
Regional Admmistraior i Chief, Budgets

{18, anlmnmental F"mtectaon Agency California Departrﬁent of Haalth
F\’egicm D .

j o Yy,
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Water Boards

CALIFORNIA STATE WATER RESOURCES CONTROL BOARD
AND
UNITED STATES ENVIRONMENTAL PROTECTION AGENCY

DRINKING WATER STATE REVOLVING FUND
PERATING AGREEMENT

AMENDMENT NO. 1
DATED AS OF MARCH 6, 2019

The parties mutually agree to this amendment as follows. All actions noted below are by this reference
made a part of the Agreement, originally executed on July 30, 1998, and incorporated herein,
acknowledging that as of July 1, 2014, the Drinking Water State Revolving Fund (DWSRF) program is
administered by the California State Water Resources Control Board (State Water Board):

Changes made in this amendment are shown as follows in the attached Section:
Section H — Fund Administration (1 page attached)*
* Text additions are displayed in bold and underline.

All other terms and conditions shall remain the same.

UNITED STATES ENVIRONMENTAL PROTECTION AGENCY:

/ /

_

By_ ————— N?,\;/‘ e, “'\‘J
Name: Tomas Torres
Title:  Director, Region IX Water Division

Date: MMpred b, 2 ar9

STATE WATER RESOURCES CONTROL BOARD:

o S
o

Name: Eileen Sobéck

Title:  Executive Director

Date: Marct. )9 2009




H.

Fund Administration

Many of the items under this category (e.g. Staffing and Management, Accounting and Auditing.
Procedures, the development of the Intended Use Plan, etc.) have been addressed in the
STATE Assurances section of this Operating Agreement and/or in the Attachments to this
Operating Agreement. The following are additional conditions:

1.

joo

Fund Perpetuity

The STATE will consider the long-term health and viability of the fund when selecting
its mix of projects and determining the uses of DWSRF funding. Each year the STATE
will assess the financial health of the DWSRF by examining fund balances, sources of
funds, repayment stream, etc., and revise procedures as necessary to promote fund
perpetuity.

Fund Maintenance

The STATE will maintain the investment of cash in the same manner as it
maintains other cash reserves.

Fund Transiers and Cross-Collateralization

a. Transfer of Monies.

The State Water Board may transfer up to 33% of the DWSRF capitalization grant to the
CWSRE. The State Water Board may also transfer an equivalent amount from the
CWSRF to DWSRF. Such transfers are subject fo the allowances of the SDWA as
amended. Authority for such transfers may also be limited by federal statute and/or
requlation. The State will notify EPA and receive approval prior o transfer.

b. Cross-Collateralization.

The State Water Board may implement cross-collateralization between the DWSRF and
the CWSRF program. Proceeds generated by the issuance of cross-collateralized bonds
will be allocated proportionately to the DWSRF and CWSRF in accordance with EPA
regulations, as well as applicable state laws. This will be demonstrated to EPA at the
time of bond issuance. The State Water Board will operate the DWSRF separately from
the CWSRF and maintain records to enable separate financial statements and financial
audits.

i. Remedies for Default,

See Articles VI, VIil and X, of the Amended and Restated Master Trust
Indenture by and between California Infrastructure and Economic
Development Bank and Treasurer of the State of California, as Trustee
respecting California Infrastructure and Economic Development Bank
Clean Water and Drinking Water State Revolving Funds.




