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State of Indiana
Drinking Water State Revolving Fund
Intended Use Plan
SFY 2008

L. Introduction
The acronyms and terms used herein are defined in Appendix A, Definitions.

Pursuant to the Safe Drinking Water Act (SDWA), the State, acting through its Indiana Finance Authority
(Authority), hereby submits to the United States Environmental Protection Agency (EPA) and the public
this Intended Use Plan (IUP) for State Fiscal Year (SFY) 2008 for its Drinking Water State Revolving Fund
(DWSRF). An IUP is prepared each fiscal year to identify the uses of all monies available to the DWSRF.
This TUP will also support the State's Federal Fiscal Year (FFY) 2008 Capitalization Grant application to
obtain additional Capitalization Grant awards.

The mission of the DWSRF Loan Program is to provide low-cost financial assistance in order to construct
necessary and environmentally sound drinking water infrastructure; to facilitate statewide compliance with
state and federal drinking water standards; to maintain a fiscally self-sufficient program as a continuing
source of funding for improvement and protection of public health; and, to conduct any other activity
permitted by the Safe Drinking Water Act.

The DWSRF Loan Program is administered by the Authority. The Authority is responsible for setting

priorities for loan assistance from the DWSRF, which is evidenced by a Project Priority List (PPL). The
PPL for SFY 2008 is attached as Appendix B. The PPL includes all Proposed Projects.

IL. 2008 DWSRF Loan Program Goals and Objectives

Short-term goals and objectives are those the State expects to achieve during SFY 2008, while long-term
goals and objectives are those the State expects to achieve over a longer period.

A. Short-Term Goals and Objectives

During SFY 2008, the DWSRF Loan Program expects to achieve the following short-term goals and
objectives:

(ST1) Seek the immediate award of the 2008 capitalization grant. Continue to disburse loan
proceeds such that the 2008 Capitalization Grant can promptly be deposited and, as expenditures
are incurred or paid, be converted to cash.

(ST2) Evaluate the success of the DWSRF Loan Program in terms of the number of DWSRF
projects that provide the following public health benefits:

o Achieve compliance with the Safe Drinking Water Act

o Maintain compliance with the Safe Drinking Water Act

o Meet future requirements of the Safe Drinking Water Act

(ST3) Review financial statements for one-half of Participants to ensure compliance with the
covenants contained in the loan documents and conduct on-site financial visits as necessary
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(ST4) Conduct as least 18 technical inspections during the construction phase and the post-
construction phase of DWSRF financed projects to document the construction progress of DWSRF
financed projects, as well as the appropriate use of DWSRF Funds.

(ST5) Conduct the 2007 Drinking Water Infrastructure Needs Survey and Assessment, with a goal
of 100% participation.

(ST5) Administer the State’s Small System Technical Assistance Fund Program with the goal of
providing needed financial assistance for the planning & design costs of SRF projects contemplated
by small and lower income communities.

(ST6) Administer the Arsenic Grant Remediation Program with the goal of providing financial
assistance for compliance with the new arsenic standard to all SRF eligible public water systems
that currently cannot meet the newly lowered standard.

(ST7) Monitor DWSRF set-aside balances and expiration dates of those Capitalization Grants
administered by the Indiana Department of Environmental Management (IDEM) and reconcile to
EPA set-aside balances quarterly. Continue to encourage the transfer of unused balances to the
DWSREF, thereby increasing our set-aside spending rate.

(ST8) Provide at least 15% of the DWSREF to systems serving fewer than 10,000 persons.

(ST9) Work diligently with Participants and effectively manage Proposed Projects to assist
Participants in closing loans and constructing their projects in a timely, efficient manner. This is
accomplished by the following metrics:

(ST9a) Schedule a Project Planning Meeting with each Participant within two weeks of
receipt of application.

(ST9b) Issue a follow-up letter to each Participant within 5 days after a Project Planning
Meeting.

(ST9c) Perform a completeness review within 10 days of receipt of a Preliminary
Engineering Report.

(ST9d) Complete a technical review of each Preliminary Engineering Report in less than 45
days. .

(ST9¢) Issue environmental review documents in less than 90 days.
(ST9f) Approve bidding documents in less than 5 days.
B. Long-Term Goals and Objectives
During SFY 2008, the State continues work to achieve the following long-term goals:

(LT1) Provide financial assistance to current and future Participants, by providing low-cost
financing commensurate with prudent fiscal and credit standards.
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(LT2) Maintain the long-term financial integrity of the DWSRF by judiciously managing its assets
in order to realize a rate of return that will sustain the DWSRF in perpetuity.

(LT3) Monitor all outstanding loans and the financial capability of Participants through the use of
an in-house monitoring system and in conjunction with the Bank of New York, to ensure the
DWSRF Loan Program continues to avoid loan defaults. Require Participants to utilize Paying
Agent Agreements as warranted.

(LT4) Leverage EPA Capitalization Grants to generate loans that exceed two-times the awarded
grant amounts.

(LT5) Monitor Participant’s draw of funds to assure loans are being drawn within two years.
Assure that un-drawn funds are returned to the loan pool and made available to other Participants.

(LT6) Submit required reports to EPA in a well-prepared and timely manner, and ensure that EPA
funds are accessed within one week of being made available to the State.

(LT7) Publish a quarterly SRF Loan Program newsletter.

(LT8) Work with the other State and Federal drinking water infrastructure financing agencies to
coordinate efficient and effective financing of drinking water projects.

(LT9) Develop a comprehensive database for staff to reference all information related to each SRF
project.

III. Financial Status of the DWSRF

A. Sources and Uses of Funds

Capitalization Grants, Guarantee Revenue Bond proceeds, and State Match Revenue Bond proceeds are
used to capitalize the DWSRF Loan Program. In turn, the majority of the bond proceeds are loaned to
Participants for eligible projects. The DWSRF Loan Program utilizes its Capitalization Grants to serve as
security for Guarantee Revenue Bonds issued by the State, the proceeds of which are loaned to Participants.
Earnings on the Capitalization Grants serve as a source of payment for Guarantee Revenue Bonds and State
Match Revenue Bonds issued by the State.

Appendix D, Intended Uses of the Funds, identifies the intended uses of the funds held in DWSRF
accounts, and how those uses support the goals of the DWSRF Loan Program. Appendix D also
demonstrates how the Authority meets the requirements of 40 CFR 35.3550(1) by using all of the funds in
the DWSRF in an expeditious and timely manner.

B. Available Funds

During SFY 2008, the State intends to provide funds to meet existing loan commitments and to make new
loans through the issuance of additional Guarantee Revenue Bonds and State Match Bonds. The issuance
of these bonds will occur as, when and in amounts that are necessary for the State to meet the cash flow
borrowing needs of existing and new loans. Binding commitments are only made from the DWSRF when a
financial assistance agreement is entered into with a Participant.
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In order to maximize the amount of funds that the DWSRF Loan Program can lend, the State employs a
leveraged financing structure, which limits precision in predicting capacity. Future funding capacity can
vary materially if there are changes in the calculating assumptions such as future loan interest rates, future
interest rates on Guarantee Revenue Bonds and State Match Revenue Bonds, the rate at which
Capitalization Grants are converted to cash, the amount of future Capitalization Grants, and future
investment rates.

The maximum amount of funding available for loans depends on:

o Demand for the DWSRF Loan Program as evidenced by Proposed Projects;

o Participants’ readiness-to-proceed as evidenced by completion of a PER and other steps necessary
to secure a DWSRF Loan Program loan within SFY 2008; and

o The capacity of the DWSRF to issue additional Guarantee Revenue Bonds and State Match
Revenue Bonds to generate additional loanable funds, which requires sufficient cash flows to repay
them.

In addition to the SFY 2007 capitalization grant, which was awarded May 30, 2007, the State expects to
seek and be awarded in SFY 2008 a Capitalization Grant in the amount of approximately $11 million.
When combined with the funds currently available to the State, the State estimates that it will have $25
million available for DWSRF loans.

During SFY 2007, the DWSRF Loan Program reached capacity, meaning the program had committed all of
its available funds for fully subsidized loans for SFY 2007. In response, the State offered eligible
Participants the “SRF Pooled Program,” which is financing at the same “AAA” interest rate available to the
SRF Program at the time of their loan closing. Most Participants realize substantial savings when compared
to their “open market” rate. Pooled Loan closings are tentatively schedule for Fall 2007 and Spring 2008.

C. Cross-collateralization of the CWSRF with the DWSRF

To the extent permitted by the CWA and the SDWA, and their incumbent regulations, the State has cross-
collateralized the Clean Water State Revolving Fund (CWSRF) and the DWSRF Loan Programs to
optimize their capitalization requirements and to better manage the specific funding needs of projects
assisted through them.

This cross-collateralization arrangement maximizes the security for bonds issued by the State to capitalize
the SRF Programs. Accordingly, this could relate to and affect all types of funds held in them. The State
expects that any such transfers would occur at any time necessary to prevent a default on any such bonds
and would be made between accounts established for like purposes and subject to like restrictions. To date,
no transfers of this nature have been made.

The State expects to retain the flexibility to reimburse, on a cumulative net basis, any transfers made under
a cross-collateralization arrangement. Because such a cross-collateralization arrangement is a contingent
security concept and transfers are not expected or planned to occur, the State does not expect this
arrangement to affect negatively the funding capacity of the SRF Loan Programs. However, if such
transfers occur and are not reimbursed, it may affect the burdened fund's ability to make some volume of
additional loans it otherwise might have been able to make.
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IV. Distribution of Funds

A. Allocation of Funds to the DWSRF and the Set-aside Accounts

The SDWA permits the State to use a Capitalization Grant for a variety of purposes to protect drinking
water. In addition to making loans for the construction of drinking water infrastructure, the State may use
the Capitalization Grant to support activities in the IDEM Drinking Water Program, such as: provide
technical assistance to drinking water systems; improve the technical, managerial, or financial capacity of
drinking water systems; and develop programs to protect sources of drinking water. Among the most
important decisions the State makes when preparing the IUP is allocating the Capitalization Grant funds
between infrastructure loans and other activities known as “set-asides.”

In SFY 2008, the State will take the Administrative and State Program Management set-asides only (see
Section VI. Set-Asides).

B. Interest Rates

Indiana’s DWSRF Loan Program uses a Base Interest Rate, which is re-set on the first business day of each
January, April, July, and October. The Base Rate is calculated by using 90 percent of the average 20-year
AAA-rated, general obligation bond Monthly Market Data (MMD) composite index for the most recent
calendar month. The Base Rate is discounted further based on the Participant’s median household income
(MHI) from 2000 Census data and projected post-project monthly user rates, as follows:

User rates over User rates User rates under $25
$45 between $25-$45
MHI under $33,669 {C} Rate — 0.75% {C} Rate — 0.50% {A} Rate — 0.50% = {C} Rate
MHI between {B} Rate — 0.75% {B} Rate — 0.50% {A} Rate — 0.25% = {B} Rate
$33,670-$41,566
MHI over $41,567 {A} Rate - 0.75% | {A} Rate—0.50% Base Rate = {A} Rate

The Participant’s financial information is reviewed by the DWSRF Loan Program to finalize a DWSRF
interest rate. The Participant’s rate consultant completes this rate study before a rate ordinance is adopted at
the local level.

Wrapped DWSRF loans may be charged 25 additional basis points to help offset the additional subsidy they
afford. The DWSRF Loan Program has the discretion to waive the extra charge for Participants. Any

Participant proposing to use a wrap structure will be required to justify it by showing a substantial effect on
User Rates.

Interest rates for not-for-profits and for-profit entities will be set at the discretion of the State and may be
higher, but no lower than the interest rates calculated by the means set forth immediately above.

The DWSRF Loan Program will monitor DWSRF Loan Program interest rates and make adjustments as
appropriate; however, these adjustments will not affect loans closed prior to the adjustment.

C. Terms

Consistent with applicable law, all DWSRF Loan Program loans will be structured so that at a minimum
annual principal repayments commence one year after expected completion of the project, and a final
principal payment will occur no later than 20 years after expected completion of the project. Additionally,
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the State expects level debt service payments except in limited circumstances, such as where DWSRF Loan
Program debt service is wrapped around a Participant’s existing debt based on user rate affordability.
Executing a DWSRF Loan Program loan on any basis other than level, aggregate annual debt service is
subject to additional State review and approval.

D. Other Types of Assistance Provided

The DWSRF Pooled Program supplements the DWSRF Loan Program. To this end, the State will have the
right to blend a large project with assistance from the DWSRF Pooled Program. For instance, the State may
require non-construction loans (“planning and design”) loans to be funded by the DWSRF Pooled Program.
Furthermore, the State may require loans that are requests for additional funding to be funded by the
DWSREF Pooled Program.

The State will consider refinancing, commensurate with federal and State law, where (i) a Participant is
proposing a new drinking water project that will result in a significant improvement in drinking water
quality and (ii) as a result of State law or other restrictions on the Participant (including existing bond
ordinance, trust indenture or credit agreement provisions), a refinancing of the existing debt is necessary or
convenient as a matter of law or prudent fiscal or credit policy.

E. Fees Assessed on Recipients

The costs of making and securing loans include the fees and expenses of bond counsel, DWSRF Program
Counsel, and the cost of making appropriate municipal disclosures. The State expects Participants to offset
some of these costs through a Loan Closing Fee, which is $1,000 per Participant. The DWSRF Program
may also assess a Non-Use Fee on funds not used for project costs two years following the loan closing.
The total dollar amount in the DWSRF Administrative Fee account as of June 30, 2007 was $26,894.

F. DWSREF Financial Planning and Long-term Financial Health

The State employs financial advisor, Lamont Financial Services Corporation, to evaluate the financial status
and health of the DWSRF and make recommendations that support sustainability.

G. Transfers to the DWSRF from the CWSRF

The State has retained the flexibility to permit transfers between the DWSRF and the CWSRF of
Capitalization Grants and other funds held in or allocable to such funds to the extent permitted by the Clean
Water Act (CWA) and the SDWA. Appendix D, Intended Uses of the Funds, identifies transfer balances.

Each transfer would only be made between accounts established for like purposes and subject to like
restrictions in the SRF Loan Programs and would be accounted for on a cumulative net basis. Consistent
with prior transfers, the State expects that transfers would be from funds held in its Grant Equity account or
other funds held in the SRF and that such funds would be used to generate additional lending capacity under
the leverage loan structure of the DWSRF. The State would expect only to make transfers in a manner
consistent with agreements related to outstanding Guarantee Revenue Bonds and State Match Revenue
Bonds.

DW SFY 2008 Intended Use Plan






2. All Participants that are eligible for subsidized financing must bid the entire DWSRF Loan Program
financed project in advance of a DWSREF loan closing.

3. Up to December 31, 2007, only projects in the Fundable Range will be permitted to close a
DWSREF loan.

4. After December 31, 2007, the DWSRF Loan Program will permit the bypass of projects within the
Fundable Range that have not closed, or scheduled to close a loan. The DWSRF Loan Program
will extend the Fundable Range by the amount of such bypassed projects. This is intended to afford
Participants otherwise outside the original Fundable Range to gain priority in working quickly to
close their loans.

5. After December 31, 2007, any project ready to close a DWSRF Loan Program loan under
applicable DWSRF Loan Program lending requirements will be permitted to do so. If the DWSRF
Loan Program determines it has insufficient lending capacity, then the highest-scored Proposed
Projects, at a readiness-to-proceed stage, will close first.

6. Proposed Projects that are necessary to alleviate unanticipated catastrophic or emergency situations
that pose a threat to public health may be elevated to the top of the PPL upon the recommendation
of the IDEM’s Drinking Water Program. Emergency projects may include, but not be limited to,
the loss of safe drinking water resulting from the following events: flood, fire, system collapse,
tornado, weather damage or hazardous spills. Therefore, such emergency projects may be added to
the top of the PPL for immediate assistance. One or more Proposed Projects in the original
Fundable Range may be moved out of the Fundable Range in order to provide loans to emergency
projects.

7. Notwithstanding the foregoing, after December 31, 2007, the DWSRF Loan Program may institute
additional or alternative conditions and limits other than as expressed in this IUP to tentatively
select Participants for closing eligibility and to bypass any such tentatively selected Participant.
Without limitation, these may include (i) bypassing Participants that fail to close within a 30-day
(or shorter) period of being notified of timing and eligibility to close, (ii) limiting loan closing
amounts to lesser amounts than requested, (iii) requiring evidence of full project funding if all
funding needs are not provided through the DWSRF Loan Program at a loan closing, (iv)
conditionally reserving funding for any Participant commitments, etc.

8. All unfunded Proposed Projects are eligible to remain on the next SFY’s PPL if they inform the
DWSRF Loan Program of their desire to do so.

E. Small Systems

Of the total amount available for assistance from the DWSRF each year, the State will make at least 15
percent available solely for providing loan assistance to small systems to the extent such funds can be
obligated for eligible projects. A small system is a public water system that regularly serves 10,000 or
fewer persons. Population is a criterion of the priority system — small systems receive more points than
large systems — (See Appendix C) and the State monitors the population of Participants in order to verify
this requirement.
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