RHODE ISLAND CLEAN WATER
FINANCE AGENCY

FINANCIAL STATEMENTS
FOR THE YEARS ENDED
JUNE 30, 2012 and 2011



RHODE ISLAND CLEAN WATER FINANCE AGENCY

Table of Contents

Page(s)
Independent Auditor's Report................... T T 1-2
Management’'s DiscusSsion and ANGIYSIS ........cccuiiioii i 3-12
Financial Statements:
Statements of Net Assets — June 30, 2012 and 20T oottt et 13
Statements of Revenues, Expenses, and Changes in Net Assets — years ended June 30, 2012 and 2011... 14
Statements of Cash Flows — years ended June 30, 2012 and 2011 i5-16

o R ol [1E= 1010t U3 f= 1 (= 1 =) 41 T U O PPN 17 - 37




D% :
%ﬁ Cayer Caccia

Gerard R. Cayer
CPA, MST, CVA

Mark V. Caccia
CPA, M5ST, CVA

Donna T. Caccia

INDEPENDENT AUDITOR'S REPORT CPA, MST, CFP™

To the Board Members
Rhode Island Clean Water Finance Agency
Providence, Rhode island

We have audited the accompanying financial statements of the RHODE ISLAND CLEAN WATER
FINANCE AGENCY, a component unit of the State of Rhode Island and Providence Plantations (State), as
of and for the years ended June 30, 2012 and 2011, as listed in the table of contents. These financial
statements are the responsibility of the Agency’s management. Our responsibility is to express opinions
on these financial statements based on our audits.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the RHODE ISLAND CLEAN WATER FINANCE AGENCY as of June 30,
2012 and 2011, and the respective changes in financial position and cash flows thereof for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
September 28, 2012, on our consideration of the RHODE ISLAND CLEAN WATER FINANCE AGENCY'S
internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit,
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Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3 through 12 be presented to supplement the basic
financial statements. Such information, aithough not a part of the basic financiai statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic 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
inquires of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquires, the basic financial statements, and other
knowledge we obtained during our audit of the basic 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the RHODE ISLAND CLEAN WATER FINANCE AGENCY'S financial statements as
a whole. The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audifs of States,
Local Governments, and Non-Profit Organizations, and is not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the 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 schedule of expenditures of federal awards
is fairly stated, in all material respects, in relation to the financial statements as a whole.

September 28, 2012 &*“Jﬂ Coccrn ) LLP



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

The Rhode Island Clean Water Finance Agency (the “Agency”) has the pleasure to offer readers
of these financial statements this narrative overview and analysis of the financial activities of the
Agency for the fiscal year ended June 30, 2012. This discussion and analysis is designed to
assist the reader in focusing on the significant financial issues and activities and to identify any
significant changes in financial position. The Agency encourages readers to consider the
information presented here in conjunction with the financial statements as a whole.

FINANCIAL HIGHLIGHTS:

The Agency's total assets at June 30, 2012 were $1,361,254,597, which is an
increase of $79,787,979 or 6% over June 30, 2011,

The Agency's operating revenues for the fiscal year ended June 30, 2012 were
$37,019,864, which is an increase of $6,285,301 or 20% over the fiscal year ended
June 30, 2011,

The Agency's operating expenses for the fiscal year ended June 30, 2012 were
$34,771,648 which is an increase of $1,083,522 or 3% over the fiscal year ended
June 30, 2011,

The Agency's total net assets for the fiscal year ended June 30, 2012 were
$460,021,569, which is an increase of $29,812,478 or 7% over the fiscal year ended
June 30, 2011,

INVESTMENT HIGHLIGHTS:

* The present turmail in the financial markets limits the qualifying investment
alternatives for existing cash, bond proceeds and grant funds. The interest rates
on secured investments are near historic lows and the long-term investments
required by the Agency financing model in the Clean Water State Revolving Fund
(CWSRF) and Drinking Water State Revolving Fund (DWSRF) may subject those
programs to additional investment interest rate risk. Lower investment interest
rates also reduce the Agency's loan capacity, the dollars available to fund new
loans, while maintaining the same rate of loan interest subsidy.

» The Rhode island Clean Water Finance Agency seeks investments that offer
strong security to bondholders. Permitted investments are reviewed in the
context of the current market to provide needed cash flows while meeting the
Agency's rating criteria. Downgrade and collateral provisions are a key criteria
for each investment. Agency management is proactive in regularly monitoring
investments and investment agreement providers and has taken swift action to
address investment agreement provider downgrades.



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

INVESTMENT HIGHLIGHTS (Continued):

e Over the past years, the rating downgrades of firms that have provided
Guaranteed Investment Contracts (GICs) have presented significant challenges
for issuers that historically utilized GICs in their investment portfolios. The
Agency requests a return of its GIC investment upon rating trigger whenever
documents permit or by provider agreement. The first priority of the Agency’s
reinvestment strategy is preservation of principal or safety, followed by liquidity,
and finally yield. In most cases, the current investment aliernatives do not match
the yields on the liquidated investments and in some cases, a cash contribution
may be required to match prior cash fiows at available investment yields.

¢ Due to the uncertainty in the financial markets, the Agency has decided to put
Federal Capitalization Grants into federal direct loans instead of funding a LIST
Fund (Local Interest Subsidy Trust). This helps the Agency because it reduces
the amount of bonds the Agency would have to issue, thus reducing Agency’s
debt and provides a better rate of return than the Agency could have received if it
invested the funds in a LIST investment, therefore increasing the Agency's
revenue,

2012 FISCAL SUMMARY:

In other activity, the Agency has assumed $69,280,000 in new bond indebtedness; however the
Agency has created additional assets by issuing new loans to Rhode Island borrowers totaling
$120,890,000.

e September 30, 2011, the Agency issued a $6,640,000 Conduit Bond Issue to the
City of Newport. This bond issue / loan financed construction of repairs to
Easton's Pond Dam & Moat (Dam Project).

* June 14, 2012, the Agency issued a $34,620,000 Series 2012A DW Bond Issue.
This bond issue was part of a total loan pool of $56,055,000 made to three
borrowers in the Drinking Water State Revolving Fund. The following is a list of
the borrowers and their loan amount:

Newport $53,100,000
Pascoag 1,000,000
Pawtucket 1,855,000

$56,065,000



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

2012 FISCAL SUMMARY (Continued):

June 26, 2012, the Agency issued a $2,400,000 Conduit Bond Issue Loan to the
City of Warwick via The Washington Trust. This bond issue / loan financed
repairs to the Cedar Swamp Pump Station and Interceptor and upgrades to the
HVAC and electrical system.

June 28, 2012, the Agency issued a $25,620,000 Series 2012A CW Bond Issue.
This bond issue was part of a total loan pool of $55,795,000 made to seven
borrowers in the Clean Water State Revolving Fund. The following is a list of the
borrowers and their Joan amount:

Bristol $ 2,395,000
Coventry 2,400,000
East Providence 17,500,000
Middletown 1,500,000
NBC 25,000,000
Providence WSB 3,000,000
Smithfield 4,000,000

$55,795,000

The Agency continues fo provide communities financial assistance to protect the water resources
in the State of Rhode Island as listed below:

July 25, 2011, the Agency issued a CSSLP loan to the Town of Tiverton in the
amount of $300,000,

August 22, 2011, the Agency issued a CSSLP loan to the Town of North
Kingstown in the amount of $300,000.

August 30, 2011, the Agency issued an Interim loan to the City of Woonsocket in
the amount of $4,000,000.

September 30, 2011, the Agency refinanced a Bond Anticipation Note (BAN) in
the amount of $4,037,000 plus additional funds of $1,068,000 to the City of
Newport for a BAN in the amount of $5,105,000.

October 7, 2011, the Agency issued a Drinking Water Direct Loan to Bristol
County Water Authority in the amount of $1,000,000.

Qctober 27, 2011, the Agency issued a STILF Loan to the Town of Coventry in
the amount of $150,000,



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

2012 FISCAL SUMMARY (Continued):

» November 4, 2011, the Agency issued a Drinking Water Direct Loan to the City of
East Providence in the amount of $2,000,000,

* November 4, 2011, the Agency issued a Drinking Water Direct Loan to the City of
Pawtucket in the amount of $7,485,000.

+ January 11, 2012, the Agency issued a CSSLP loan to the Town of Warren in the
amount of $300,000.

» March 23, 2012, the Agency issued an interim / bridge loan to the City of
Newport (DWSRF) in the amount of $5,500,000.

*» May 18, 2012, the Agency issued an interim / bridge loan to the City of East
Providence in the amount of $8,000,000.

e May 21, 2012, the Agency issued a ST!LF loan to the Town of Tiverton in the
amount of $150 000.

* June 14, 2012, the Agency issued a Drinking Water Direct loan to Portsmouth
Water and Fire District in the amount of $1,300,000,

OVERVIEW OF THE FINANCIAL STATEMENTS:

The Agency's financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America (GAAP) as applied on an accrual basis. Under the
accrual basis, revenues are recognized in the period in which they are earned and expenses are
recognized in the period in which they are incurred. The three basic financial statements
presented within the financial statements are:

Statement of Net Assets — This statement presents information regarding the Agency's assets,
liabilities and net assets. Net assets represent the total amount of assets less the total liabilities.
The statement of net assets classifies assets, liabilities and net assets as current, non-current
and restricted.

Statement of Revenues, Expenses and Changes in Net Assets — This statement presents the
Agency's operating revenues, operating expenses, nonoperating revenues, and changes in net
assets for the fiscal year.

Statement of Cash Flow — The Agency’s statement of cash flows is presented on the direct
method of reporting, which reflects cash flows from operating, non-capital financing, capital and
investing activities.




Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

FINANCIAL ANALYSIS:

NET ASSETS

The Agency's !otal net assets at June 30, 2012 was $460,021,569, which is an increase of
$29,812,478 or 7% over June 30, 2011. Components of the Agency's statement of net assets were
as follows at June 30:

2012 2011 2010
Other assets $1,361,224,502 $1,281,437.517 $1,261,731,017
Capital assets 30,095 29,101 37,497
Total assets 1,361,254,597 1,281,466,618 1,261,768,514
Current liabilities 198,300,115 185,406,058 229,528,429
Non-current liabilities 702,932,913 665,851,469 547,940,105
Total liabilities 901,233,028 851,257,527 877,468,634
Net assets
Invested in capital assets 30,095 29,101 37,497
Restricted for debt service 425,208,667 399,829,509 358,370,130
Unrestricted 34,782,807 30,350,481 25,892,353
Total net assets $ 460,021,569 $ 430,209,091 $ 384,299 980

The increases noted above in the Agency’s total assets and liabilities are the confirmation of the
Agency’s steady growth. The 2012 increase results from the Agency closing a $6.64 million
Conduit issue in September, a $25.62 million Clean Water bond issue, a $34.62 million Drinking
Water bond issue and a $2.4M Conduit issue which all closed in June, along with several smaller
loans issued during Fiscal Year 2012. Total assets increased from $1,281,466,618 at June 30,
2011 to $1,361,254,597 at June 30, 2012. Current liabilities increased from $185,406,058 at
June 30, 2011 to $198,300,115 or 7% at June 30, 2012. The growth over the past year also
relates to non-current liabilities totaling $702,932,913 which is an increase of $37,081,444 or 6%
over June 30, 2011. The increases noted in unrestricted assets, restricted assets and non-
current liabilities are related to the increase level of loan activity through issuance of bonds.



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

CHANGES IN NET ASSETS

The Agency's change in net assets for the fiscal year ended June 30, 2012 was $29,812,478 or
an increase of 7%. The increase results from the following: an increase in interest income (due to
new loans) and investment income at June 30, 2012.

2012 2011 2010
Interest income - loans $ 20,243,192 $ 18,032,632 $ 16,880,664
Investment income 8,970,388 5,818,927 10,391,422
Grant income - DEM & DOH 3,093,664 2,496,008 2,247 603
Grant income - federal and state 27,564,262 48,862,674 22 355,699
Other operating revenues 4,712,620 4,387,096 4,207,061
Total income 64,584,126 79,697,237 56,082,349
Interest expense 29,183,407 29,447,926 28,152,930
Other operating expenses:
Consulting fees: DEM & DOH 3,093,664 2,496,008 2,247,603
Loan principal forgiveness 803,813 163,156 -
General administration 1,268,656 1,224,676 1,148,242
Professional fees 422,108 356,360 484,934
Operating expenses 34,771,648 33,688,126 32,033,709
Increase in net assets 29,812,478 45,909,111 24,048,640
Net assets, beginning of year 430,209,091 384,299,980 360,251,340
Total net assets, end of year $ 460,021,569 $ 430,209,091 $ 384,299,980




Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

As graphically portrayed below, the increase in interest income-loans is related to the growth in
the Agency’'s portfolio. Interest income was $20,243,192 at June 30, 2012 an increase of 12%
from June 30, 2011.

INVESTMENT INCOME —~ LOANS AND INVESTMENTS
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As graphically shown above and discussed earlier, investment income increased to $8,970,388 at
June 30, 2012 from $5,818,927 at June 30, 2011 representing a 54% increase. The majority of
this increase was due to an unrealized gain on investments at June 30, 2012,

The increase in investment interest income combined with the decrease in ARRA grant income ~
resulted in a 19% decrease in total income. Total net assefs at June 30, 2012 were
$460,021,569 which was an increase of 7% over fiscai year June 30, 2011.
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Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

Interest expense decreased slightly due to the Agency not closing two bond issues until the last
month of the Agency's fiscal year (June). Operating expenses were $34,771,648 at June 30,
2012, a 3% increase over June 30, 2011.

INTEREST EXPENSE AND OPERATING EXPENSES
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BUDGETARY RESULTS:

The Agency prepares an annual operating budget (approved by the Agency's Board of Directors)
that is used as a management tool for tracking the various revenues and expenses. For the fiscal
year ended June 30, 2012, the Agency realized a positive budgetary variance related to its
administrative expenses.

DEBT ADMINISTRATION:

The Agency administers the Water Pollution Control and the Rhode Island Water Pollution
Control revolving loan funds created under Title VI of the Federal Clean Water Act and its State
counterpart which is known as the Clean Water State Revolving Fund (CWSRF). The Agency
also administers the Drinking Water State Revolving Fund (DWSRF) created under the Federal
Safe Drinking Water Act amendments of 1996, The Agency has established a Community Septic
System Loan Program (CSSLP) as part of the Federal Clean Water State Revolving Fund. The
Agency also provides conduit loans to municipalities for various water and wastewater system
improvements. The Agency has a Rhode Island Zero Interest Loan Fund (RIZILF) which has
made 59 loans totaling $255 million. The Agency has established a Sewer Tie In Loan Fund
(STILF) under the RIWPCRF.

10



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

At June 30, 2012, the Agency had $706,985,000 of bond indebtedness, an increase of 5% from
the $671,225,000 outstanding at June 30, 2011. Detalled information related fo its Agency’s debt
is presented in Note 2 to the financial statements.

The Agency (Board of Directors and Staff) is proud of the confidence placed in the Agency by the
three nationally recognized rating services who continue to rate Agency Bonds as follows:

Fitch AAA
Standard & Poor's  AAA
Moody's Aaa

The Agency has experienced growth in all aspects of its operations and the future of the Agency
continues in a positive direction.

The Agency’s Board of Directors voted to designate all net assets in excess of the Agency's
annual operating budget to be used for interim, short-term and long-term financing to qualified
borrowers.

All aspects of the Agency’s function are monitered on a monthly basis, including GIC providers,
their ratings and inception and maturity dates. The Agency continues to remain pro-active in that
it requires, as an agreed upon procedure, quarterly management reports to be prepared by an
outside audit firm.

Principal Forgiveness Loans — These are loans the Agency is required to make by EPA. Starting
with the 2009 ARRA Capitalization Grants for Clean Water and Drinking Water Programs, EPA
has had a requirement that a certain percentage of each Capitalization Grant must be given to
the Agency’'s borrowers as Principal Forgiveness Loans. The Agency awards the principal
forgiveness over the life of the borrower's loan. As of June 30, 2012 the Agency has made a total
of $30,669,362 of Principal Forgiveness Loans and has forgiven $966,969 of their loans in both
the clean water and drinking water programs as of June 30, 2012,

FACTORS AFFECTING FUTURE OPERATIONS:

1. During fiscal year 2012 the federal government continued the unlimited deposit insurance for
non-interest bearing accounts. This temporary unlimited coverage is scheduled to expire on
December 31, 2012,

2. Guaranteed investment contract provider ratings are shown on page 30 and are stated as of

June 30, 2012. Ratings during these uncertain times are subject to change. Readers are
encouraged to go to Moody's and S&P's websites to get the most recent ratings.

11



Rhode Island Clean Water Finance Agency
Management’s Discussion and Analysis

REQUEST FOR INFORMATION:

The financial report is designed fo provide a general overview of the Agency's financial activity for
fiscal year 2012. If you have questions about this report or need additional financial information,
contact the Rhode Island Clean Water Finance Agency, 235 Promenade Street, Suite 119,
Providence, Rhode Island 02908, telephone number (401) 453-4430 or email us at
info@ricwfa.com.

12



RHODE [SLAND CLEAN WATER FINANCE AGENCY

STATEMENTS OF NET ASSETS
JUNE 30, 2012 AND 2011

ASSETS

Current assets:

Cash equivalents and investments:

Unrestricted:
Cash BQUIVBIENES ............ooiv v e s et e e e see st ser e e anesressrenns

Total unrestricted cash equivalents ..........................covevvecivceiieincee e,

Restricted:
Cash BQUIVAIENES ............oo ot e e rbe s sr s sr e s sresnee s
INVBSBIMBNES ..ot sae e sa et r e b b e b e b e s

Restricted 10ans receivable, NBt ...t
Accrued interest receivable:

Prepaid expenses and other receivables .................... FS ORI
TOtA CUITENT ASSOIS ...ttt b e

Noncurrent assets:
Restricted [0ans reCeivaDIE, NMBl ... .ot eresrasrereeseesessassnsrenereresessessnens
Bond issuance costs, net of accumulated amortization ... e ce s eeesee e
TOtAl MONCUITENE ASSEIS .......c.oevieerieereee et e e es et e s reas e sttt e e e e e e ee st eressrereeias

Capital assets:
Property and equipment, net of accumulated depreciation.............ccoveevevcinreniiecse e

TOTAL ASSETS ..o e assens e et
LIABILITIES

Current liabilities:
Project CoStS PAYADIE .........c..ciciicee e et
BONGS PAYADIE. ..ot s sttt s ettt e et e st e eneeearneenesrens
Accrued iNterest PaYAbIE............cooivi et e enn
Accounts payable and acCrued BXPENSES ........c.ocovvevve e s e
Bond antiCipation NOLES ..o ettt eee e et e e b e st s et e e e e eeeenans
Total CUrTent IADIITHOS ...............cocoooviiviiiiieeeceeeee et

Noncurrent liabilities:
Bonds payable, net of cUrrent portion .........ccocoovviii e e
Accrued arbitrage rebate ... e et o
Total noncurrent Habilffies..................c.cc.coiviiiiiiis e et

TOTAL LIABILITIES ........cccooooooocote et ens s st s
NET ASSETS

Invested in capital assets, netofrelated debt..........c..ovoveeer e,
RESITICIEU ..o et v e e v v e s e e e as s ea e e s et eereeeeneeneserresieen

N
.
N

$ 30811671

N
=
-

$ 24414 394

30.611.671 24,414,394
155,541,076 169,022,748
134,750,248 143,407,742
290,291,324 303,330,490

58,518,483 52,727,597

6,801,555 6,015,652
1,467,660 1,603,354
1,319,904 1,208,296
176.025 158,020
389,186,622 389,458 803
964,567,061 884,987,730
7.470,819 6,990 984
972,037,880 891,978,714
30,095 29,101
1.381,254,567 1.281.466.618
146,352,880 139,618,989
38,091,000 33,520,000
7,807,190 7,944,937
944,045 285,132
5,105.000 4,037,000
198,300,115 185,406.058
701,648,823 663,098,814
1,284,080 2,752,655
702,932,913 665,851,469
901,233,028 851,257,527
30,085 28,101
425,208,667 399,829,508
34.782 807 30,350,481
$460,021,560 $ 430200,091

SEE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS,
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BHODE ISLAND CLEAN WATER FINANCE AGENCY

STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS
YEARS ENDED JUNE 30, 2012 AND 2011

2012 2011
Operating revenues:

INVESHMIENT INGOMIE ..o e et res e e e et s s st e e srs intessasraneesanras $ 8970388 $ 5,818,927

INterest INCOME - H0BNS .....occv v e s s sn e e e e b e e e rens s 20,243,192 18,032,532

Grant iNCoOME - OPEIAEING ..o e et et e e s et s ras s b et e s srssnta s 3,093,664 2,496,008

L oL T T RO RR R ORITRRTRIN 3,792,086 3,535,368

Direct [0an fees and Other ... et ea s 254,780 211,710

Loan ofigination fEES .......oovi i ara e 665,754 640.018

Total operating reVeIUES .................ccocovvvrvereercarerinnreriariesieeneesesressee e ssssssareessessens 37,019,864 30,734 563
Operating expenses:

INMTEIESE EXPBNSE ....eeceecie sttt ettt e e e ee e sts e ba e et e e eneenneeaessnnrnreers 29,183,407 29,447,926

Consulting fees - DEM and D.OH.......ccv it ven e 3,003,664 2,496,008

EMPIOYEE BXPENSE .....eeieirr ettt st et ee e e e et eeeete e sreserreserressntersrresensees 638,471 615,616

FiNGNCE @XPENSE ....oei et eer e s v e st b e st b esbessnesrseareesanes 0 10,250

INSUFAINCE BXPENSE .....oiiiiiitie et et esra e s e s e et e e b e steeteese et s snesses e saeenesbessnesbanes 14,002 15,596

(=T e o I = U OO U PPN 118,916 104,712

Loan PrinCiPal fOrgiVENESS. ...ttt e ere v st st s s s een b et reanet e beeen 803,813 163,156

OO0 BXPENSE L.t e et e et et es 93,226 81,023

Accounting and aUItING ............coo v s et nean 40,591 33,537

Depreciation and amortization @XPENSE ... ieeeieeecicce et e 491,863 471,856

Trustee/DANK FEES.......oc oo e v et s se s se e se e ereeresrenr et erens 178,237 163,386

PrOMOHONAL XPENSES 1 ivviv e viiiiti ettt cescerees s e st s s sts et et bt e ereesaeereareresreseassesrassenresens 8,571 4,220

FinanCial adViSOr fEBS.... .ottt e s s s et s et eerassnesesaeeresenrans 84,364 54,725

Dues and SUDSCIIDHONS .........ccviviiiiir sttt e s v vaseeeessreeseerreeereesasaeteesrassrans 8,396 8,154

SOIMUMAIS 1.t ieeeiete et e ee et n b et e et aeae s eeeeeeerssreeare st sant et anrerntententenenseneseesennsseans 1,955 925

BusSiness and travel @XPENSE .......coc i et 7,662 3,704

MiISCEIIANEOUS @XPBNSE ...ociii e re s et ettt bttt e eee s ereere et s et eres 4,510 3,332

Total Operating EXPENSES .........c.ccoivvvveeieier et s et er st eetese et aeanes 34,771,648 33.688.126
Operating iNCOME (JOSS) ..o er e e s es s s e s reareaseereasressesssesseeneenes 2,248,216 (2,953,563)
Nonoperating revenue:

Grant iNCOME - NON-CRETALING . .......ccoivriirirrireir et ete et sresteesnesreeresneseeeressestesseses 27,564,262 48 862,674
Changes INNEEASSBIS ...ttt et et 29,812,478 45,909,111
Net assets, beginning OF the Year ................c.o.oeveeeeeee v oot 430,209,091 384,299 980
Netassets, ent Of the YOar ... e $460.021,569  $430,209.091

SEE ACCOMPANYING NOTES TQ THE FINANCIAL STATEMENTS.
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2012 AND 2011

Cash flows from operating activities:

Cash receipts for loan repayments ..........c.ccoo v
Cash receipts for operating grants...........cccooeev s
Cash receipts for loan origination fees .........c.cooevveceren e,
Cash receipts for service fees ............ccccicvcicinne,
Cash receipts for direct loan fees and other......................
Cash payments for loan disbursement activities ................
Cash payments 1o SUPRIErS ..o
Cash payments to employees...........cociin i

Net cash used for operating activities .......................

Cash flows from capital and refated financing activities:

Purchases of property and equipment ...

Cash flows from non-capital financing activities:

Proceeds from bond iSsUance ..........ccccoocv e,
Repayment of bond pringipal ...
Non-operating grants received.............cccovconirennincnnnn,
Interest paid on revenue bonds ...
Bond issuance costs capitalized.............cooiiii
Proceeds from bond anticipation notes ..o,
Repayment of bond anticipation notes ........coevivvevinvevvennnn,

Net cash provided by non-capital financing activities

Cash flows from investing activities:

INvestMEent INCOMEB.....ccciiii e
Interest Income = 10aN Program ... vervevcenrecnneee
Interest rebate paid to US Government ..o
Proceeds from sale of investments..............cocvvecniicnnnn

Net cash provided by investing activities..................

Net increase in cash and cash equivalents.....................
Cash and cash equivalents, beginning of the year..........

Cash and cash equivalents, end of the year ....................

2012 2011
$ 67,216,937 $ 61,612,798
3,093,664 2,496,008
1,254,093 714,415
3,681,478 3,466,189
254,780 211,710
(147,245,415)  (110,579,879)
(3,013,188)  (3,147,875)
(638.471) (615.618)

75,396,120 45,842 250)

(9.777) 0
77,712,370 52,942,749
(33,520,000)  (32,030,000)
27,564,262 51,265,734
(30,392,516)  (28,992,009)
(962,914) (491,600)
5,105,000 4,037,000
(4,037.000) __ {19,037.000)
41,469,202 27,694,874
5,949,960 6,454,839
19,457,289 17,496,509
(1,206,042)  (1,705,772)
11,551,093 12,183,967
35,752,300 34,429,543
1,815,805 16,282,167
184,337,142 168,054,975
$ 186,152,747 $ 184,337,142

(CONTINUED)

SEE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS.
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RHODE (SLAND CLEAN WATER FINANCE AGENCY

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2012 AND 2011

2012 2011
Reconciliation of operating income (loss) to net cash used for operating activities:
Operating INCOME (JOSS) ... ccvieeiir et se e s e e s e e e s n et et e re b e ebe s $ 2248216 § (2,953,563)
Adjustments;
INVESTMENE INCOME ... e et st e e sre st e essnbsases (8,970,388) {5,818,927)
INtErest iNCOME = IOANS ..ot b e (20,243,192)y  (18,032,532)
INETESE BXPENSE ...ttt b e s st e e eeene 29,183,407 29,447,926
Depreciation/amortization............ccccoocomviiinii s rrrver e 491,863 471,856
Loan principal FOrgiVENESS .......c.coviiiiciie sttt rerer s s eae s 803,813 163,156
Increase N 10ans reCaiVabIe, NEL............ccc ot s s ere e e st seesntaeeas (80,028,478} (48,967,081)
{Increase) decrease in Prepaid EXPENSES .o.vcivv ittt et e s b (18,008) 15,600
Increase (decrease) In accounts payable and accrued expenses .........ccceevvveveeeiiees 658,913 (173,903)
Increase in accounts receivable — SerVICe fBES ... e vn s {110,608) (69,179)
Increase in deferred loan origination fEES ... 588.339 74,397
Net cash used for operating activities..................cccocceccviiiivii v $(75396,120) $(45,842 250)
Supplemental Cash Flow Information:
Noncash investing activities:
Increase (decrease) in foans receivable issued related to project costs payable ........... $6,733,881  $(30,049,463)
Increase (decrease) in fair value of INVeStMENS.........c.ccocviveieiiiciecc e $2,893599 § (251,937)
(CONCLUDED)

SEE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS.
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{a) Business Purpose and General Information

The Rhode Island Clean Water Finance Agency (Agency) was established by the State of Rhode
Island Legislature as a body politic and corporate and public instrumentality of the State having distinct legal
existence separate from the State and does not constitute a department of the State Government. The
Agency was established for the express purpose of providing financial assistance in the form of loans to
municipalities, sewer commissions and wastewater management districts in Rhode Island for the construction
or upgrading of water pollution abatement projects. The Agency will be funded through Federal and State
capitalization grants and is authorized to issue revenue bonds to finance the operation and administration of
two state revolving fund loan programs.

The Agency commenced operations on July 29, 1990 and began lending activities during the first
quarter of fiscal year 1992.

The Agency is a component unit of the State of Rhode Island for financial reporting purposes and as
such, the financial statements of the Agency will be included in the State of Rhode Island’s Comprehensive
Annual Financial Report. The Agency is not subject to Federal or State income taxes.

The Agency adopted the provisions of Governmental Accounting Standards Board Statement No. 34,
"Basic Financial Statements — and Management's Discussion and Analysis — for State and Local
Governments." Statement No. 34 established standards for external financial reporting for all state and local
governmental entities, which includes a statement of net assets, a statement of activities and changes in net
assets, and a statement of cash flows. It requires the classification of net assets into three components —
invested in capital assets, net of related debt; restricted; and unrestricted. These classifications are defined as
follows:

. Invested in capital assets, net of related debt ~ This component of net 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. If there are significant unspent related debt
proceeds at year-end, the portion of the debt attributable to the unspent proceeds are not included in
the calcuiation of invested in capital assets, net of related debt. Rather, that portion of the debt is
included in the same net assets component as the unspent proceeds.

. Restricted — This component of net assets consists of constraints placed on net asset use through
external constraints imposed by creditors (such as through debt covenants), grantors, contributors, or
laws or regulations of other governments or constraints imposed by law through constitutional
provisions or enabling legislation. The Agency's net assets are restricted by debt covenants and
grantor restrictions.

. Unrestricted net assets — This component of net assets consists of net assets that do not meet the
definition of “restricted” or “invested in capital assets, net of related debt.”

(b) Basis of Accounting

The financial statements of the Agency have been prepared on the accrual basis of accounting and,
accordingly, recognizes revenue when earned and expenses as incurred.

As permitted by GASB No. 20, the Agency has elected not to apply Financial Accounting Standards

Boards statements and interpretations, accounting principles, board opinions, and Accounting Research

Bulletins of the Committee of Accounting Procedures issued after November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements.

{CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
{c) Fund Accounting

In order to ensure observation of limitations and restrictions placed on the use of resources available
to the Agency, the accounts of the Agency will be maintained in accordance with the principles of "Fund
Accounting”. This is a procedure by which resources for various purposes are classified for accounting and
reporting purposes into funds that are in accordance with activities or objectives specified. Separate accounts
are maintained for each fund; however, funds will be combined for the presentation of the Agency's financial
position and results of operations.

There are currently four separate funds included in the accompanying financial statements:
Water Poliution Control Revolving Fund (WPCRF) - accounts for activity relating to the

administering of the Federal Title VI SRF Loan Program (also known as the Clean Water SRF
Program).

Rhode_island Water Pollution Control Revolving Fund (RIWPCRF) — accounts for activity
relating to the administering of the State SRF Loan Program.

Operating Fund — accounts for the operating activities of the Agency as well as for servicing
loans for the Clean Water SRF, the Drinking Water SRF, and the Drinking Water SRF Set-
Aside Programs.

Drinking Water State Revolving Fund (DWSRF) — accounts for activity relating to the

administering of the Drinking Water SRF Loan Program.

{d) Investment Income

Interest earned on investments is recognized as income in the fund in which the investments are held.

{e) Investments

The Agency's investments as of June 30, 2012 and 2011 consisted of Treasury obligations (FNMA,
FHLMC, and FHLB), municipal bonds, U.S. guaranteed securities in the form of Repurchase Agreements, and
Guaranteed Investment Contracts (both restricted and unrestricted yields by the Indenture of Trust dated
February 18, 1992 and subsequent amendments, between the trustee and the Agency). The Municipal Bond
Investors Assurance Corporation and AMBAC has imposed restrictions on indentured funds as to the types of
investments the Agency can purchase. These include obligations of the United States government or certain
Agencies thereof, guaranteed investment contracts, repurchase agreements, certificates of deposit, money
market funds, commercial paper, and notes or bonds of any State meeting specific rating requirements.

The Agency monitors its investment portfolio on a monthly basis, including guaranteed investment
contract providers, their credit ratings, and maturity dates.

Guaranteed Investment Contract providers (GIC providers) are limited to financia! institutions rated at
least AA, Aa2 and AA from Standard & Poor's, Moody’s and Fitch, respectively, or the equivalent for financial
strength rating or claims paying ability. The GIC provider must meet the following ratings from S&P, Moody's
and Fitch: domestic banks rated at least “AA/Aa2/AA"; U.S. branches of foreign banks rated at least
‘AAJAa2/AA" or "AAJAR2/AA"; insurance companies (or corporations whose obligations are guaranteed by an
insurance company (in the form of an insurance policy) or by an insurance holding company) rated
"AAA/AaalAAA". The provider must be acceptable to the Issuer, MBIA and AMBAC.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(e) Investments (Continued)

Should the GIC Provider's rating be suspended, withdrawn or downgraded below AA- Fitch, Aa3 by
Moody's or AA — by S&P during the term of the Agreement, the Provider must notify the Trustee and, within
fifteen (15) days of receipt of notice from the Trustee: (i} provide to the Trustee, or other mutually agreed
upon third party custodian, collateral which will be valued and held such that the Provider maintains the
applicable minimum rating for the duration and purpose of this Investment, or (i} at the request of the Trustee,
assign the Agreement to an eligible substitute provider, or (jii) at the request of the Trustee, repay the amount
on deposit, plus accrued interest to the Trustee.

In accordance with Section 35-10.1-7 of the General Laws of the State of Rhode Island, dealing with
the collateralization of public deposits, all time deposits with maturities of greater than 60 days and all deposits
in institutions that do not meet its minimum capital standards as required by its Federal regulator must be
collateralized. The Agency did not have any deposits in fiscal year 2012 and 2011 which required
coliateralization based on the aforementioned criteria.

Investments are stated at fair value. Fair values are established by quoted market values. Unrealized
gains and losses from the changes in fair value are recognized as investment income.
(H Cash and Cash Equivalents

Cash equivalents include cash deposits at financial institutions and institutional money market
accounts with maturities of three months or less when purchased.
{g) Property and Equipment

Property and equipment are stated at cost. Depreciation is calculated on the straight-line basis over
the estimated useful lives of the assets. Depreciation expense for fiscal years 2012 and 2011 totaled $8,783
and $8,396, respectively. The Agency's capitalization threshold is any individual item with a total cost greater

than $500.

Depreciation is provided by use of the straight-line method over the following estimated useful lives of
the assets:

Asset Category Estimated Useful Lifg
Computer equipment 3 years
Equipment, furniture, and fixtures 3 -5 years
Leasehold improvements 7 —20 years

(h) Accrued Arbitrage Rebate

The Agency has bonds outstanding which are subject to arbitrage limitations. The term "arbitrage
rebate” refers to the required payment to the U.S. Treasury Department of excess earnings received on
applicable tax-exempt bond proceeds that are invested at a higher yield than the yield of the tax-exempt bond
issue. The Agency's ultimate rebate of arbitrage earnings on these issues is contingent on various factors,
including future yields on invested proceeds.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(h) Accrued Arbitrage Rebate (Continued)

Based on the interim calculations that were performed as of June 30, 2012 and 2011, the Agency had
accrued arbitrage rebate liabilities totaling $1,284,090 and $2,752,655 at June 30, 2012 and 2011,
respectively. During 2012 and 2011 the Agency paid to the U.S. Treasury Department $1,206,042 and
$1,705,772 in arbitrage rebate liabilities, respectively. The rebate obligations are generally computed and
adjusted, as applicable, on a periodic basis in accordance with regulations promulgated by the U.S. Treasury
Department. Required rebates are generally due and payable in five-year intervals during the life of debt
issues, with rebates due upon the retirement of the debt issues.

(i) Loan Related Fees and Costs

Loan fees and certain direct loan origination costs are deferred, and the net fee is recognized in
income using the effective yield method over the contractual life of the loans. The Agency had unamortized
deferred loan origination fees totaling $ 7,199,571 and $6,611,232 at June 30, 2012 and 2011, respectively.

[f]] Bond Issuance Costs

Costs relating to bond issuance consist of professional fees and staff expenses and are capitalized
and amortized on a straight-line basis over the life of the bond or to the date at which the Agency has the right
to redeem the bond, whichever is less. Amortization expense for fiscal years 2012 and 2011 totaled $483,080
and $463,460, respectively.

(k) Bond Premium

Bond premiums are amortized using the effective interest method over the respective lives of the
serial bonds. Amortization of bond premiums, which are charged against interest expense, totaled $1,648 071
and $631,789 for fiscal years 2012 and 2011, respectively.

{ Allowance for Loan Losses

Management reviews loan receivable balances on a periodic basis for possible uncollectible amounts.
In the event management determines a specific need for an allowance, provision for loss will then be provided,
Should a borrower default on a loan, the remedy is found in the loan agreement which is backed by the full
taxing power of the borrowing municipality in the form of a general obligation piedge or in the full revenue
collecting ability of the Agency's revenue borrowers. Further, the Indenture of Trust as it relates to the Local
Interest Subsidy Trust (LIST) serves as a debt service reserve fund. Based upon prior years' experience and
management’s evaluation of outstanding loan receivable balances, no allowance for loan losses has been
provided at June 30, 2012 and 2011.

{m) Grant Revenue

The Agency recognizes grant revenues upon the acceptance of their request for drawdown by the
grantor agency and when qualifying commitments and all other grant requirements have been satisfied.

(n) Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in

the United States of America requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
(o) Operating Revenues and Expenses

Operating revenues and expenses consist of items related to the operating activities of the Agency,
such as service fees, loan origination fees, and Interest earned on loans receivable, and administrative
expenses incurred by operations. All other revenues and expenses not meeting this criteria are reported as
nonoperating revenue and expenses.

fs)] Restricted Assets

Restricted assets of the Agency consist of cash and cash equivalents, investments designated
primarily for borrower construction drawdowns, borrower interest rate subsidies, and arbitrage rebate liabilities
related to the Water Pollution Control Revolving Fund, Rhode Island Water Pollution Control Revolving Fund,
and Drinking Water State Revolving Fund. Certain loans receivable in the Water Pollution Control Revolving
Fund and Drinking Water State Revolving Fund provide security for the related bonds. Loan payments
received are restricted for payment of bond debt service.

{q) Resource Use

When both restricted and unrestricted resources are available for use, it is the Agency's policy to use
restricted resources first, then unrestricted resources as they are needed,

() Recently Issued Accounting Standards

The Agency did not implement any GASB Statements for the fiscal year ended June 30, 2012.

The Agency implemented GASE Statement No. 59 ~ Financial Instruments Omnibus, for the fiscal
year ended June 30, 2011, The adoption of this Statement did not have an impact on the Agency's financial
position or results of operations.

The Agency will adopt the following new accounting pronouncements in future years:

+ GASB Statement No. 61 — The Financial Reporting Entity: Omnibus — an
amendment of GASB Statements No. 14 and No. 34, effective for the
Agency's fiscal year ending June 30, 2013.

v GASB Statement No. 62 — Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA
Pronouncements, effective for the Agency'’s fiscal year ending June 30, 2013.

\’ GASB Statement No. 83 — Financial Reporting of Deferred Outflows of
Resources, Deferred Inflows of Resources, and Net Position, effective for the
Agency’s fiscal year ending June 30, 2013.

+ GASB Statement No. 65 — Items Previously Reported as Assets and
Liabilities, effective for the Agency's fiscal year ending June 30, 2014,

V GASB Statement No, 66 — Technical Corrections — 2012 — an amendment of
GASB Statements No. 10 and No. 62, effective for the Agency's fiscal year
ending June 30, 2014.

The impact of these pronouncements on the Agency's financial position has not been determined.

(CONTINUED)
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BHQDE [SLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
{s) Income Tax

The Agency is exempt from federal and state income taxes.
(v Reclassifications

Certain reclassifications have been made to the 2011 financial statements to conform to the
classifications used in the 2012 financial statements. The Agency included undisbursed loan proceeds of
$139,618,989 in its June 30, 2011 loan receivable balance and a corresponding liability, project costs payable.
This change had no effect on the Agency's net assets at June 30, 2011,

(u} Project Costs Payable

Project costs payable represents the liability of amounts loaned to borrowers that have not been
requisitioned by the borrowers for their projects as of year-end, and totaled $146,352,880 and $139,618,989 at
June 30, 2012 and 2011, respectively. Included in these amounts is $41,241,259 and $66,378,991 payable to
Narragansett Bay Commission, the Agency's largest borrower.

(v) Compensated Absences

The Agency has a policy which allows employees to accumulate unused vacation and sick leave
benefits up to a certain maximum number of days. Compensated absences are recognized as current salary
costs when incurred and are recorded in accounts payable and accrued expenses in the statement of net
assefs. The balance of accrued vacation and sick leave was $155,963 and $151,073 at June 30, 2012 and
2011, respectively.

BONDS PAYABLE

Since its inception, the Agency has issued revenue bonds to local governments to finance water
pollution abatement projects and as of March 4, 2004, safe drinking water projects. The bonds are special
obligations of the Agency payable solely from and secured by the particular funds, assets or revenues,
generated by the Borrower Bonds. The Bonds do not constitute an indebtedness of the State or any of its
subdivisions and none of its revenues are pledged. The Agency has no taxing power.

The Agency has the following revenue bonds outstanding at June 30:
= 2012 2011

Water Pollution Control Revolving Fund Revenue Bonds:

1992 Series A Bonds, dated February 15, 1992, with serial bonds of
$15,875,000 at rates varying from 3.5% to 6.6% due annually from
October 1, 1993 through October 1, 2008 and term bonds of
$2,390,000 at 6.7% due October 1, 2010 and $2,650,000 at 6.75%
due October 1, 2013. On February 4, 1999, the Agency advance
refunded $9,210,000 of the outstanding bonds .................ocoovvereinen $ 55,000 $ 130,000

1993 Series A Bonds, dated February 15, 1993, with serial bonds of
$23,450,000 at rates varying from 3.8% to 9.2% due annually from
October 1, 1986 through October 1, 2010 and a term bond of
$10,185,000 at 5.4% due October 1, 2015 ..., 8,210,000 10,185,000

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

2. BONDS PAYABLE (Continued)
2012

[l
o
—
N

Water Pollution Control Revolving Fund Revenue Bonds (Continued):

1994 Series A Bonds, dated June 1, 1994, with serial bonds of
$18,495,000 at rates varying from 5.0% to 7.7% due annually from
October 1, 1995 through October 1, 2012 and a term bond of
$3,935,000 at 5.875% due October 1, 2015, On February 4, 1899,
the Agency advance refunded $5,725,000 of the outstanding bonds..... 2,625,000 3,270,000

1995 Series A Bonds, dated December 15, 1995, at rates varying
from 4.15% to 7.00% due annually from October 1, 1997 through
October 1, 2016. On May 6, 2010, the Agency advance refunded
$415,000 of the outstanding bonds.............ccooovierir e 1,300,000 1,525,000

1999 Series A Bonds, dated January 1, 1999, with serial bonds of
$19,580,000 at rates varying from 3.7% to 6.25% due annually from
October 1, 2002 through October 1, 2016 and term bonds of
$3,765,000 at 4.75% due October 1, 2018 and $2,470,000 at 4.75%
due October 1, 2020. On May 6, 2010, the Agency advance
refunded $4,990,000 of the outstanding bonds .............c.cooooviienn, 9,270,000 10,555,000

1999 Series C Bonds, dated August 1, 1999, with serial bonds of
$24,010,000 at rates varying from 4.15% to 5.50% due annually from
October 1, 2001 through October 1, 2019. On May 6, 2010, the
Agency advance refunded $4,985,000 of the outstanding bonds........... 6,480,000 7,480,000

2000 Series A Bonds, dated December 1, 2000 with serial bonds of
$26,550,000 at rates varying from 4.50% to 5.125% due annually
from October 1, 2001 through October 2020, On May 6, 2010, the
Agency advance refunded $7,430,000 of the outstanding bonds........... 6,585,000 7,340,000

2002 Series A Bonds, dated April 1, 2002 with serial bonds of
$29,305,000 at rates varying from 3.00% to 5.560% due annually from
October 1, 2002 through October 1 2022. On May 6, 2010, the
Agency advance refunded $7,505,000 of the outstanding bonds.......... 10,515,000 11,875,000

2002 Series B Bonds, dated October 1, 2002, with serial bonds of
$76,035,000 at rates varying from 2.0% to 5.0% due annually from
October 1, 2004 through October 1, 2022. On May 6, 2010, the
Agency advance refunded $25,260,000 of the outstanding bonds ....... 21,350,000 24,965,000

2003 Series A Bonds, dated June 5, 2003, with serial bonds of
$14,870,000 at rates varying from 1.220% to 4.280% due annually
from October 1, 2005 through October 1, 2023.......c.cccooveviveeceireein, 9,805,000 10,660,000

2003 Series B Bonds, dated November 13, 2003, with serial bonds of
$67,965,000 at rates varying from 2.00% to 5.250% due annually
from October 1, 2005 through October 1, 2024. On May 8, 2010, the
Agency advance refunded $20,645,000 of the outstanding bonds........ 24,555,000 27,555,000

2004 Series A Bonds, dated December 30, 2004, with serial bonds of
$69,625,000 at rates varying from 2.50% to 5.00% due annuaily from
October 1, 2005 through October 1, 2025 ..o, 55,000,000 58,000,000

(CONTINUED)
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

BONDS PAYABLE (Continued)

N
=y
N

Water Pollution Control Revelving Fund Revenue Bonds (Continued):

2005 Series A Bonds, dated December 15, 2005, with serial bonds of
$49,080,000 at rates varying from 4.00% to 5.00% due annually from
Qctober 1, 2006 through October 1, 2026 ......oo.oovviieeviree e

2006 Series A Bonds, dated December 21, 2008, with serial bonds of
$57,795,000 at rates varying from 3.40% to 5.00% due annually from
Cctober 1, 2007 through October 1, 2027 ..o

2007 Series A Bonds, dated December 12, 2007 with serial bonds of
$39,740,000 at rates varying from 4.00% to 5.00% due annually from
Qctober 1, 2009 to October 1, 2028........coiivi v

2008 Wastewater Revenue Bonds dated April 30, 2008, with serial
bonds of $4,000,000 at 4.85% due annually from March 1, 2008 to
March 1, 2028, ..ot e

2009 Series A Bonds, dated October 8, 2009, with serial bonds of
$41,555,000 at rates varying from 2.00% to 5.00% due annually from
October 1, 2011 through October 1, 2030 ...

2010 Series A Refunding Bonds, dated May 6, 2010, with serial
bonds of $77,140,000 at rates varying from 2.00% to 5.00% due
annually from October 1, 2010 through October 1, 2023...............c.oe0.

2010 Seriés B Bonds, dated June 24, 2010, with serial bonds of
$30,145,000 at rates varying from 3.00% to 5.00% due annually from
October 1, 2012 through October 1, 2030 ..o

2011 Series A Bonds, dated March 29, 2011, with serial bonds of
$40,200,000 at rates varying from 2.00% to 5.00% due annually from
October 1, 2012 through October 1, 2032 ...

2012 Series A Bonds, (City of Warwick), dated June 26, 2012, with
serial bonds of $2,400,000 at 3.285% due annually from August 1,
2012 through August 1, 2022 ..

2012 Series A Bonds, dated June 28, 2012, with serial bonds of
$25,620,000 at rates varying from 2.00% to 5.00% due annually from
October 1, 2014 through October 1, 2033 ...,

Safe Drinking Water Revenue Bonds:

2003 Series A Bonds, dated December 17, 2003, with term bonds of
$5,840,000 at 5.00% due annually from October 1, 2025 through
October 1, 2028 and term bonds of $13,500,000 at 5.00% due
annually from October 1, 2029 through October 1, 2035................cce.

2003 Series B bonds (federally taxable), dated December 17, 2003,
with term bonds of $7,655,000 at 6.00% due annually from Qctober
1, 2025 through Qctober 1, 2035 ...,

36,876,000

46,930,000

36,520,000

3,465,000

41,055,000

71,125,000

30,145,000

40,200,000

2,400,000

25,620,000

19,340,000

7,655,000

o]
[
g
—a

39,270,000

49,380,000

37,950,000

3,610,000

41,555,000

74,675,000

30,145,000

40,200,000

19,340,000

7,655,000

(CONTINUED)
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2.

BONDS PAYABLE (Continued)

Safe Drinking Water Revenue Bonds (Continued):

2004 Series A Bonds, dated March 31, 2004, with serial bonds of
$40,170,000 at rates varying from 2.00% to 5.00% due annually from
October 1, 2005 through October 1, 2024 .............ocoeeiviiccevnee e

2005 Series A Bonds, dated March 23, 2005, with serial bonds of
$42,960,000 at rates varying from 3.00% tc 5.00% due annually from
October 1, 2006 through October 1, 2027 ......cooeriire e

2007 Series A Bonds, dated March 7, 2007, with serial bonds of
$5,135,000 at rates varying from 4.00% to 4.125% due annually from
October 1, 2008 through October 1, 2019 ... e

2008 Series A Bonds, dated June 5, 2008, with serial bonds of
$36,350,000 at rates varying from 3.00% to 5.00% due annually from
October 1, 2010 to October 1, 2029, e

2009 Series A Bonds, dated November 19, 2008, with serial bonds of
$9,935,000 at rates varying from 2.00% to 5.00% due annually from
October 1, 2011 through October 1, 2030 ...

2011 Series A Bonds, (City of Newport), dated March 31, 2011 with
serial bonds of $10,345,000 at 4.30% due annually from September
1, 2011 through September 1, 2026 ..o e

2011 Series A Bonds, (City of Newport), dated September 30, 2011
with serial bonds of $6,640,000 at 3.4% due annually from
September 1, 2012 through September 1, 2027.......ccoooiriiiicenen.

2012 Series A Bonds, dated June 14, 2012, with serial bonds of
$34,620,000 at rates varying from 0.55% to 5.00% due annually from
October 1, 2014 through October 1, 2033 ...

Wastewater Treatment System Revenue Bonds:

1997 Series Bonds, dated August 1, 1987. The Series 1997 Bonds
mature on September 1, 2022, with sinking fund payments due on
September 1, 1999, and September 1, 2018 through September 1,
2022, inclusive. Interest of 5.8% is due annually on March 1, and
September 1......... ettt r e ae e n——etteeae e ee e e e e eae e rtaaeeaaeie e eanes

SUBLOtAL ...
Less: amount deferred on refunding ...
Add: bond premium {discount) net of amortization ..........................

Total bonds payable .....................cc..o oo

2012 2011
29,450,000 31,090,000
32,005,000 34,345,000

3,860,000 4,165,000
34,615,000 35,535,000
9,885,000 9,935,000
10,340,000 10,345,000
6,640,000 0
34,620,000 0
28,490,000 28,490,000
706,985,000 671,225,000
(4,008,411)  (4,585,122)
36,763.234 29978936
$739,730,823 $696,618.814
(CONTINUED)
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BHODE [SLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

2.

BONDS PAYABLE (Continued)

Long-term liability activity for the year ended June 30, 2012 was as follows:

Amounts
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Long-term debt:
General obligation debt............... $671,225,000 $69,280,000 $33,520,000 $706,985,000 $38,091,000
Plus: bond premium (discount),
net of amortization .................... 29,978,936 8,432,370 1,648,072 36,763,234
Less: amount deferred on
refunding ..o coeeievieeeeieeieireinns {(4,585,122) 0 (576,711) (4,008.411)
Total long-term debt ......... $606,618.814 $77,712.370 _ $34,501,361  $730.730.823 $38,001,000

Annual principal and interest requirements are as follows for the years ending June 30:

Principal Interest Total

2013 $ 38,091,000 $ 31,072,094 $ 69,163,094
2014 i 36,807,000 30,146,197 67,053,197
2015 e 40,274,000 28,557,054 68,831,054
2016 ... 40,276,000 26,818,126 67,094,126
2017 e e 40,758,000 25,113,089 65,871,089
2018-2022.....ceeeen 232,354,000 95,112,298 327,466,298
202322027 ... 173,785,000 43,608,671 217,393,671
2028-2032.....cccovieeiieenen 84,875,000 13,800,361 98,675,361
2033 -2036.....ccvcirrririerninenns 19,665,000 1,599,488 21,264,488

Total ..., $706.985,000 $295,827.378 $1,002.812.378

Advanced Refunding of Debt

On May 6, 2010, the Agency issued the 2010 Series A Water Pollution Control Subordinated
Refunding Revenue Bonds. The proceeds from this bond issue were used to defease portions of the 1995
Series A, 1999 Series A, 1999 Series C, 2000 Series A, 2002 Series A, 2002 Series B, 2003 Series B, and
fully refund the 1999 Series B Bonds. Upon delivery of the 2010 Series A Subordinated Refunding Bonds, the
agency established an irrevocable escrow trust fund pursuant to a Refunding Trust Agreement between the
Agency and U.S. Bank Naticnal Association. Under the terms of the Refunding Trust Agreement, the
proceeds of the 2010 Series A Subordinated Refunding Bonds were deposited inte escrow funds established
for each series of Refunded Bonds which were invested in Investment Obligations maturing in amounts and
bearing interest at rates sufficient to pay, when due, interest, and upon maturity or prior redemption on the
earliest available redemption date, the cutstanding principal of the Refunded Bonds. Each escrow fund is
pledged solely for the benefit of holders of the applicable series of Refunded Bonds.

Since those bonds have, in effect, been redeemed under the defeasance, they are no longer
outstanding under the Agency’s basic bond resolution and, therefore, they are not entitied to the pledge of the
basic bond resolution. Accordingly, these bonds and the related escrow funds are not reflected in the
June 30, 2012 and 2011 financial statements.

(CONTINUED)
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RHODE ISLAND CLEAN WATER EINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

2. BONDS PAYABLE (Continued)
Advanced Refunding of Debt (Continued)
The following summarizes the refunded bonds and principal amounts refunded:

Defeased Bonds

Principal Amount Qutstanding

Series Refunded June 30,2012
1995 A $ 415,000 $ 0
1999 A 4,990,000 0
1999 C 4,985,000 0
2000 A 7,430,000 0
2002 A 7,505,000 7,505,000
2002 B 25,260,000 25,260,000
2003 B 20,645,000 20,645,000
1999 B 7.440.000 0
Total ..................... - $78,670.000 $53.410.000

The Agency completed the advance refunding to reduce its total debt service payments over the next
14 years by $6,354,832 and to obtain an economic gain (difference between the present values of the old and
new debt service payments) of approximately $5,251,498.
Bond Anticipation Notes

The Agency utilizes short-term borrowing to provide interim financing to borrowers.

On October 15, 2010, the Agency received a Bond Anticipation Note in the amount of $4,037,000.
The BAN required interest at 1,98% and matured on Qctober 13, 2011,

On September 30, 2011, the Agency received a Bond Anticipation Note in the amount of $5,105,000.
The BAN requires interest at 1.75% and matures on September 7, 2012.

Short-term debt activity for the year ended June 30, 2012 was as follows:

Balance at Balance at
June 30, 2011 lssued Redeemed June 30, 2012
Bond anticipation notes............c..c.cccoe... $4.037,000 $5,105000  $4.037,000 _ $5105.000

3 LOANS RECEIVABLE

At June 30, 2012 and 2011, the Agency had loans receivable of $1,030,285,115 and $944,326,559
representing 191 and 175 outstanding loans, respectively, which are restricted for payment of bond debt
service. At June 30, 2012 and 2011, the current portion of loans receivable (net of loan origination fees)
totaled $58,518,483 and $562,727,597, respectively. In addition, at June 30, 2012 and 2011, the Agency had
outstanding unused commitments (project costs payable) totaling approximately $146,352.880 and
$139,618,989 for the disbursement of future loans. For financial reporting purposes on the statement of net
assets, total 2012 outstanding loans receivable of $1,030,285,115 have been reduced by unamortized loan
origination fees totaling $7,199,571. For 2011, total outstanding loans receivable of $944,326,559 have been
reduced by unamortized loan origination fees totaling $6,611,232.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

LOANS RECEIVABLE (Continued)

The borrowers are obligated to repay the full balance of loan agreements; however, funds are
disbursed by the Agency in accordance with the loan agreements as costs are incurred for the projects for
which the loans are intended. The Agency disburses funds to the borrowers and/or vendors, no more than
once a month, after receipt of an official request for disbursement, which is accompanied by supporting
documentation. The Agency is obligated to disburse funds only up to the value of the loan agreement, and is
not responsible for any excess costs incurred by the borrower. The borrower, in turn, is obligated to make
principal and interest payments in accordance with the repayment schedules per the loan documentation even
if funds have not been fully disbursed by the Agency at the time of first payment. Loans are usually repaid
over 20 years with either level principal or level total payments. The balances of the loan agreements may
include financing for the interest expense to be incurred by the borrowers during the period of construction.

The Agency has established a Local Interest Subsidy Trust (LIST) Fund, which is restricted by the
Indenture of Trust between the trustee and the Agency and may be used to make the required bond payments
in the event of default by the borrowers.

The Agency had loans receivable to three borrowers representing 63% of the Agency's total loan
receivable balance at June 30, 2012. The Agency had loans receivable to two borrowers representing 56% of
the Agency's total loan receivable balance at June 30, 2011.

The Agency has received ARRA and non-ARRA capitalization grants which can be used to issue
principal forgiveness loans. The Agency was awarded American Recovery and Reinvestment Act (ARRA}
Capitalization Grants for use in its Clean Water and Drinking Water SRF's. ARRA Grants are for purposes
consistent with the intent of Clean Water and Drinking Water SRF, including construction of waste water
treatment facilities, drinking water facilities and associated infrastructure, green infrastructure, nonpoint source
projects, estuary projects and program administration. The ARRA capitalization grants do not require a state
match component. The ARRA Capitalization Grants stipulated that the Agency must have committed loans to
recipients with signed construction contracts by February 17, 2010; this requirement was met in 2010.

The Agency's total capitalization grants available for principal forgiveness loans at June 30, 2012 are

summarized below:
Clean Water SRF

Principal Principal Forgiveness
Capitalization Capitalization Forgiveness Loans Issued
Grant Grant Award Component June 30,2012
2009 (ARRA} ... $26,314,600 $13,157,300 $13,1567,300
2010, 13,681,000 2,048,980 2,048,980
2011 9,915,000 918,782 918,782
Total..............cc........ $49,910.600 $16,125,062 $16,125,062

Drinking Water SRF

Principal Principal Forgiveness
Capitalization Capitalization Forgiveness Loans Issued
Grant Grant Award Component June 30, 2012
2009 (ARRA) .......coocvene, $19,500,000 $ 9,750,000 $ 9,750,000
2010, 13,573,000 4,071,900 4,071,800
201 9.418.000 2,825400 612,400
Total....................... $42,491,000 $16,647,300 $14,434, 300

The above schedule includes $10,803,556 in principal forgiveness loans issued to Narragansett Bay
Commission, the Agency's largest borrower.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NCOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

LOANS RECEIVABLE (Continued)

Loans made to eligible borrowers under the Clean Water and Drinking Water SRF's may be forgiven if
certain continuing criteria are met, including that the borrower continues to make debt service payments,
continues to operate the project in compliance with laws and regulations, and does not dispose of or
discontinue the project. The Agency has loans outstanding of $30,559,362 and $22,929,776 at June 30, 2012
and 2011, respectively, that upon fulfiliment of these requirements by the borrower, could be forgiven at some
future point. For purposes of the basic financial statements, the Agency recognizes principal forgiveness
expense within these funds as the related loans are repaid. The total amount forgiven under these programs
in 2012 and 2011 was $803,813 and $163,166, respectively. The amounts are included in loan principal
forgiveness in the statement of revenues, expenses, and changes in net assets,

CASH EQUIVALENTS AND RESTRICTED INVESTMENTS
Custodial Credit Risk Deposits — The Agency does not have a deposit policy for custodial credit risk.

At June 30, 2012, the carrying amount of the Agency’s cash deposits was $21,282,577. The bank
balance was $23,485,995 as of the same period, of which the entire amount was covered by the Federal
Depository Insurance Corporation (the "FDIC").

At June 30, 2011, the carrying amount of the Agency's cash deposits was $3,468,358. The bank
balance was $3,472,569 as of the same period, of which the entire amount was covered by the Federal
Depository Insurance Corporation (the "FDIC"). The Agency also had nonnegotiable certificates of deposit
totaling $19,080,391 which were FDIC insured under the Certificate of Deposit Account Registry Service
(CDARS) at June 30, 2011.

Cash and cash equivalents consisted of the following at June 30:

Description 2012 011
Cash ON NaNG.........coi e $ 100 § 100
Deposits with financial institutions ..........c.coocii s 21,282 577 22,548,749
Institutional money market accounts — government portfolio..................... 164,870,070 161,788,293
Total cash and cash equivalenmts..................c.coccoccooeee v, $186.152,747 $184,337,142
Deposits with financial institutions consists of the following at June 30:
2012 2011
- Checking accounts and demand deposits..............occoooeeviviererniecs e, $21,282577 $ 3,468,358
Nonnegctiable certificates of deposits:
0.19% dated 4/28/11, due 7/28/11 ...c.covvivieee e 0 9,025,392
0.12% dated 6/9/11, due 9/8/11 .....occoiviiiiciie e, 0 10,054 999
TOa] ... e $21,282.577  $22,548.749

The institutional money market funds — government portfolic had credit ratings of AAAM/AAA-mf and
Aaal/AAAm by Standard and Poor's and Moody's at June 30, 2012 and 2011, respectively.
{CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

4. CASH EQUIVALENTS AND RESTRICTED INVESTMENTS (Continued)

The Agency's investments consisted of the following at June 30, 2012;

Rating
Maturity Interest Moody's/S&P
Description Amount Date Rate as of 6/30/2012
U.S. Agency Securities:
Federal National Mortgage Association...... $ 16,088,252 2012 - 2019 4.100% - 6.160% AAAIAA+
Federal Home Loan Mortgage Corp........... 10,741,422 2012 - 2026 5.750% - 6.750% AAAIAAL
Federal Home Loan Bank ..........c.ccccvieennn. 10,375,765 2013 - 2023 4.375% - 5.625% AAAIAAF
Subtotal .............ccooovvievinieeiriniinn _37.205.439
Municipal Bonds:
Texas - College Student Loan Refunding... 1,409,400 2017 5.00% AaalAA+
Washington State.........ccoccer e 894,980 2018 4.50% Aa2/N/IA
Oregon State ........cccvervvvvevvcecierenreniree e 14,358,188 2013 - 2023 3.044% - 5.435% Aa2/AA
New York State........oocovvecvveivniesineneenn, 10,364,803 2013 - 2016 3.666% - 4.700% Aa2/AA
Subtotal ..o 27,027,461
Collateralized Repurchase Agreements:
Societe Generale...........cccvevvrncnneinian, 646,400 2013 7.200% A2/A
Bayem LB. .......cccovvvvrnvnninie e 1,073,225 2018 3.75% - 5.60% AaalAAA
Westdeutsche LB........ooovevvevcciceecee, 6,426 533 2019 6.280% AaalAAA
Subtotal ...........ccccoooevveeiriininrernnn 8.146.158
Guaranteed Investment Contracts;
Bayern LB.......ccvoiveerieneennernisn e 8,263,086 2020 3.75% - 5.33% AaalAAA
FSA Capital Management ...............c.oovev.e. 8,488,675 2024 4.710% Aal/AA-
FSA Capital Management..........c............... 12,562,467 2025 4.670% Aa3/AA-
FSA Capital Management ......................... 6,719,014 2027 4.793% Aa3iAA-
FSA Capital Management .........c.ccccovuvnnnn, 864,318 2028 5.060% Aa3/AA-
Transamerica ........occoveeveevv e ciereeeceeeieas 8,428,879 2026 4.770% A1AA-
Citigroup Financial Products ...................... 11,609,743 2027 4.805% Baa2/A- **
GE Capital COorp .....coovieiieieniceceeee v, 5,635.008 2029 4.498% A1/AA+
Subtotal ..........cooveveviciiiicea. 62,371,190
Total Investments ...................... $134,750,248

**As of June 30, 2012, this GIC Provider's rating was downgraded below the minimum rating requirements as
disclosed in Note 1. The Agency determined the downgrade did not warrant subsequent action.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

4. CASH EQUIVALENTS AND RESTRICTED INVESTMENTS (Continued)

The Agency's investments consisted of the following at June 30, 2011:

Maturity
Description Amount Date
U.S. Agency Securities:
Federal National Mortgage Association...... $ 17,395,035 2012 - 2024
Federal Home Loan Mortgage Corp........... 9,921,123 2011 - 2028
Federal Home Loan Bank ...........ccovveveveenne, 9.697 131 2013 - 2023
Subtotal ..........coocoovinvencereeiene 37.013.289
Municipal Bonds:
Texas - College Student Loan Refunding... 1,370,340 2017
Washington State........ccoovvvers i 856,636 2019
Oregon State.......o.ooceeecec e 14,582,238 2012 - 2023
New York State........cccceev v, 13,293,695 2012 - 2016
Subtotal ..............ccccoeeeiveireiiiinn, 30,102,909
Collateralized Repurchase Agreements:
Societe Generale............ocveivniicresiinnn, 1,222,200 2013
Bayern LB........coviivccimcceee 1,298,325 2016
Westdeutsche LB.......cccevieereieive e, 7.164 629 2019
Subtofal ............c.ccoeeveeeiiirerirninn, 9,685 154
Guaranteed Investment Confracts:
Bayerm LB.....ocooi e 9,291,488 2020
FSA Capital Management ...............cccco..... 9,052,083 2024
FSA Capital Management .......................... 13,245,533 2025
FSA Capital Management ..........ccc.ccevvveenne 7,207,083 2027
FSA Capital Management ...........c.ccoveneeee.. 903,022 2028
TransameriCa .........coeeveivieeeiee e 8,959,190 2026
Citigroup Financial Products ...................... 12,177,850 2027
GE Capital Corp........ococvvvveeccrininine, 5,770,141 2029
Subtotal ........c.cccoeveeiiiiinenn, 66,606,390
Total Investments.............cc....... $143,407,742

Interest
Rate

1.875% - 6.160%
4.875% - 6.875%
3.750% - 5.625%

5.00%
4.50%
2.794% - 5.435%
3.407% - 4.700%

7.200%
3.75% - 5.600%
6.280%

3.76% - 5.330%
4.710%
4.670%
4.793%
5.060%
4.770%
4.805%
4.498%

Rating
Moody's/S&P

as of 6/30/2011

AAAAAA
AAATAAA
AAAIAAA

AaalAA+
Aa2iN/A
Aa2/AA
Aa2/AA

Aa2/A+
AaalAAA
AaalAAA

AaalAAA
Aad/AA+
Aa3/AA+
Aa3/AA+
Aa3/AA+
Al/AA-
A3A
Aa2lAA+

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CASH EQUIVALENTS AND RESTRICTED INVESTMENTS (Continued)
Interest Rate Risk — It is the policy of the Agency to limit the length of its investment maturities in order to
manage the exposure to fair value losses arising from increasing interest rates.

At June 30, 2012 maturities of the Agency's investment were as follows:

Investment Maturities (Fair Value by Years)

Total Fair Less More
Description Value than 1 1-5 6-10 than 10

U.8. Agency Securities.................... $ 37205439 $14,839415 § 5005905 $ 9364508 $ 7,995611
Municipal Bonds ..........ccocoveeeneneenen. 27,027 461 4,030,660 12,184,712 8,480,446 2,331,643
Coliateralized Repurchase

Agreements .........cccovcvvvieniereennenn 8,146,158 1,719,625 6,426,533
Guaranteed Investment

Contracts ....ccoovveviieeiceeeeeee, 62,371,190 8,263,086 54,108,104
Total.....oovei e M@M@M&M&Mﬁ@

Credit Risk — The Agency manages its exposure to credit risk by investing in obligations that are issued by
the U.S. Government or explicitly guaranteed by the U.S. government. in addition, the Agency utilizes
collateralized repurchase agreements, and guaranteed investment contracts which are either collateralized or
require coliateral to be provided or other safeguards in the event that the GIC providers credit rating is
downgraded.

Concentration of Credit Risk ~ To limit the risk of institutional failure, Agency deposits and investments are
placed with multiple institutions. As disclosed in Note 1 to the financial statements, GIC providers must meet
minimum ratings from Standard and Poor's, Moody's and Fitch.

Custodial Credit Risk — Custodial credit risk is the risk that in the event of a financial institution failure the
Agency's investments may not be returned. The Agency has a poiicy which requires the monthly monitoring of
custodial credit risk, including the review of institutional credit ratings.

CAPITALIZATION GRANTS
(a) Clean Water State Revolving Fund (CWSRF):

The Agency receives capitalization grants from the Environmental Protection Agency for the Clean
Water State Revolving Fund under Title VI of the Clean Water Act. These grants are used to fund the
Agency's lending activities and to reimburse the State Department of Environmental Management for up to 4%
of the capitalization grant for expenses incurred for services they provide the Agency related to these lending
activities. In order to obtain the federal monies under the Title VI grant program, the Agency must also obtain
a commitment for state matching funds of 20% of the federal award. ARRA grants are excluded from the 20%
state match requirement.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CAPITALIZATION GRANTS (Continued)
(a) Clean Water State Revolving Fund (CWSRF) (Continued):

The following is @ table of the federal and state matching funds awarded to the Agency and the

balances remaining for drawdown under Title VI of the Clean Water Act as of June 30, 2012:

Grant Year Award

2010:;

Federal award............ccovievir s se et $13,681,000

State MatCh ..o 2,736,200
2011:

Federal award..........cccciviiiiiii e 9,915,000

StAte MALCH . .. e et n 1,983,000
2012

Federal award (applied for August 2012)..........cccnieeiicienieee 9,486,000

State match (applied for August 2012) ..., 1,897,200

(b) Drinking Water State Revolving Fund (DWSRF)

Balance
Remaining for
Drawdown

$ 203,630
0

9,841,471
0

N/A
N/A

The Agency also receives capitalization grants from the Environmental Protection Agency for the
Drinking Water State Revolving Fund under Section 1452 of the Safe Drinking Water Act Amendments of
1996. The grants will be used to provide loans to water suppliers for system improvements and to provide
funding for various improvement programs administered by the RI Department of Health to bring water
suppliers in the State up to the minimum standards promulgated by the Safe Drinking Water Act. As in the
Clean Water SRF, up to 4% is to be used for program administration by both the Agency and Department of
Health. In order to receive the funding from EPA, the Agency must commit 20% of the Federal award in the
form of State matching funds. The Agency agrees to provide, through methods available to it, the appropriate
state matching funds to each grant. ARRA grants are excluded from the 20% state match requirement.

(CONTINUED)
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RHODE ISLAND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

CAPITALIZATION GRANTS (Continued)

(b) Drinking Water State Revolving Fund (DWSRF) (Continued)

The following table shows the DWSRF federal awards and remaining bailances as of June 30, 2012:

Grant Year Award

2006:

Federal award.......c.ccvi ettt cne e s e ne e $ 8,229,300

SHAtE MALCH ..o et e s e s e n e aeaeeeaan 1,645,860
2007:

Federal @Ward .........cccooo ettt v e s s e e s eane e s 8,229,000

State MALCN. ... oo e r e s 1,645,800
2008: ‘ A

Federal aWard .............occov it ee e st e e e e ses e e e eenresann 8,146,000

State MALCN ... s 1,629,200
2009 - 2010 ARRA:

{(American Recovery & Reimbursement Act of 2009) .............cocv.... 19,500,000
2009:

Federal QWA ... ...t e et e et eva et eevseees 8,146,000

SHate MAICN ... e s 1,629,200
2010:

Federal BWaNd .........coi ot eeeee e e 13,573,000

State MAlCN . .o e 2,714,800
2011:

Federal @WaN ..........ccooviirieee ettt et s s e st e e e reeesserneseen 9,418,000

State MatCh ... 1,883,600
2012

Federal award (applied for August 2012)...........c..ccoocoovveiere, 8,875,000

State match (applied for August 2012) ..ot 1,795,000

Balance

Remaining for
Drawdown

$ 729,094
0

1,634,313
0

2,219,479
0

303,410

6,024,788
0

11,401,320
0

9,418,000
1,883,600

N/A
N/A

(CONTINUED)
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BHODE ISL.AND CLEAN WATER FINANCE AGENCY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012 AND 2011

DEFERRED COMPENSATION

The Agency offers its employees “The Rhode Island Clean Water Protection Finance Agency
Deferred Compensation Plan” {the Plan) created in accordance with Internal Revenue Code Section 457. The
Plan, available to all Agency employees, permits them to defer a portion of their salary until fufure years. The
deferred compensation is not available to employees until termination, retirement, death, or unforesesable
emergency. The Agency's Board of Directors is responsible for establishing or amending the Plan’'s
provisions and establishing or amending contribution requirements. The Plan is currently administered by ING
Life Insurance and Annuity Company.

The Agency implemented the Governmental Accounting Standards Board, Statement No. 32,
Accounting and Financial Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans.
All assets and income of the plan are held in trust for the exclusive benefit of the participants and their
beneficiaries. As a result, deferred compensation investments and the respective liability have been removed
from the Agency’s financial statements for the years ended June 30, 2012 and 2011.

The Agency is obligated to remit to the administrator an amount equal to 10% of employee
compensation on a monthly basis. The Agency's contribution totaled $44,910 and $42,935 for the years
ended June 30, 2012 and 2011, respectively. Employees are allowed to make contributions to the Plan up to,
but not exceeding, the lesser of 33 1/3% of their individual compensation or $16,500 ($22,000 if age 50 or
older). There is no additional cbligation incurred by the Agency as a result of the employee contributions.
Employee contributions to the Plan for the years ended June 30, 2012 and 2011 were $18,859 and $15,379,
respectively. The Agency has an obligation to prudently manage these monies. -

OPERATING LEASE

On June 1, 1998, the Agency entered into a seven year lease, with renewal options, for the rental of
its corporate offices. The Agency incurred rent expense of $59,305 and $57,039, during fiscal year 2012 and
2011, respectively. During fiscal year 2008, the Agency renewed its existing lease agreement for a period of
60 months commencing May 15, 2008 and expiring May 14, 2013.

The following schedule summarizes the Agency's required future minimum lease payments:

Year Ending June 30: Amount
20 e st e e e e aaaae $52,405
Total ... $52,405
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8.

10.

PROPERTY AND EQUIPMENT

The summary of changes in property and equipment at June 30, 2012 are summarized below:

Balance at Balance at
June 30, 2011 Additions Retirements June 30, 2012
Cost:

COMPUEETS ...t een s $ 53,087 $4,241 $ 58,228
Furniture and fixtures.............ccocveeveercvveennn, 21,700 3,898 25,598
EQUIPMENT ... 30,601 1,638 32,239
Leasehold Improvements ..........ccocooevvvceennens 29,701 0 29,701
Total cost...........ooovvivvviiiiiciiiiiieis 135,989 8,777 3 0 145 766

Accumulated depreciation:
COMPUEETS .o 51,344 2,225 53,569
Furniture and fixtures...............ccccooveveeen, 21,312 649 21,961
Equipment.......ccv 23,094 4,424 27,518
Leasehold Improvements ..............ccooeeveee. 11,138 1,485 12623
Total accumulated depreciation............. 106.888 8.783 0 115,671
Net capltal assets................c..ccooveeenvnnn., $ 29101 § 994 $ 0 $ 30,095

COMMITMENTS AND CONTINGENCIES

Capitalization Grants

The Rhode Island Clean Water Finance Agency receives grants from the Environmental Protection
Agency (EPA) and the State of Rhode Island to fund its loan program activities. These amounts are subject to
audit and adjustment by the federal government. Any disallowed claims, including amounts already collected
may constitute a liability of the Agency. The Environmental Protection Agency conducts annual fiscal and
regulatory compliance reviews to determine that Agency activities are in compliance with EPA regulations. As
of June 30, 2012, no expenditures of the Agency have been disallowed. Agency officials believe that any

future disallowance of expenditures would not be material.

DESIGNATION OF UNRESTRICTED NET ASSETS

The Agency's Board has designated its unrestricted net assets as follows:

Operating Fund - Interim/Short-term Loan Program

On October 4, 2004, the Board voted to designate all net assets in excess of the Agency’s annual
operating budget to be used for loans to qualified borrowers. The amount of these Board designated funds

totaled approximately $26,604,000 at June 30, 2012,
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11.

12.

13.

RISK MANAGEMENT

The Agency is exposed to various risks of loss related to tort; theft of, damage to, or destruction of
assets; errors or omissions and injuries to employees. The Agency has purchased commercial insurance to
protect itself from potential liabilities from losses or claims. To date, the Agency has not incurred any claims
or losses. There were no significant reductions in insurance coverage from the prior year, and there have
been no settlements that exceed the Agency’s insurance coverage during the past three years.

SIGNIFICANT CONCENTRATIONS
Current Economic Conditions

Beginning in 2008, the U.S. economy experienced uncertainty and instability in the financial markets
and a number of other sectors of the economy. The Congress, U.S. Treasury and the Federal Reserve have
taken a number of actions in an attempt to provide liquidity to the credit markets, to save and create jobs and
to stabilize the overall economy. At this time the impacts of these actions cannot be determined.

Existing collateralized investments and counterparty financial institutions are being closely monitored
to ensure contractual obligations are being met and contingency plans are being developed, should action be
required. The present turmoil in the financial markets limits the qualifying investment alternatives for existing
cash, bond proceeds and grant funds. The interest rates on secure investments continue to be at or near
historic lows and long-term investments required by the Agency's financing model in the Clean Water SRF and
the Drinking Water SRF may subject those programs to additional investment interest rate risk. Lower
investment interast rates also reduce the Agency’s loan capacity, the dollars available to fund new loans, while
maintaining the same rate of loan interest subsidy. The Agency also continues to monitor market conditions
for the economic feasibility of issuing refunding bonds.

Like other areas of the country, Rhode Island communities are experiencing budget shortfalls. The
impact of these economic conditions on the Agency's borrowers and their ability to continue to make timely
loan repayments is difficult to determine; however, the loans are secured predominantly by revenues from
essential water and sewer services. Some communities, particularly smaller communities, may generally be
more vulnerable to the effects of downturns in the economy. The Agency continues to monitor the financial
status of its borrowers as part of an overall loan portfolio menitoring process.

SUBSEQUENT EVENTS

Management has evaluated potential subsequent events through September 28, 2012, the date the
financial statements were available to be issued.

On September 17, 2012, the Board issued a resolution authorizing the issuance of up to $81,830,000
of Water Pollution Control Subordinated Refunding Revenue Bonds, Series 20128B.

(CONCLUDED)

37



