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State of California—Health and Human Services Agency

California Department of Public Health

Director & Stafe Health Officer Govemor

June 24,2013

Mr. Jared Blumenfeld
Regional Administrator
US EPA Region 9

75 Hawthorne Street
Mail Code: ORA-1

San Francisco, CA 94105

Dear Mr. Blumenfeld,

In response to the notice of non-compliance with the Safe Drinking Water Act sent by the U.S.
Environmental Protection Agency (US EPA) to the California Department of Public Health
(CDPH) on April 19, 2013, CDPH respectfully submits the attached corrective action plan
(CAP) which addresses each of the required elements in the notice.

CDPH acknowledges and concurs with findings of the US EPA and appreciates the opportunity
to improve the Safe Drinking Water State Revolving Fund (Revolving Fund) program by
increasing the pace of commitments and expediting disbursement of funds. This administration is
committed to ensuring safe drinking water for all Californians as evidenced by Governor
Brown’s signature on AB 685, which establishes a state policy that every Californian has a
human right to safe, clean, affordable and accessible drinking water. It is with this strong
commitment and direction from the Governor in mind that we address the findings in the notice
of non-compliance and continue to develop both short-term and long-term strategies to improve
the management of the Revolving Fund and the Drinking Water Program, even beyond the issues
identified in the notice.

In its April 19 letter to CDPH, the US EPA noted $455 million in unliquidated obligations, or
unspent federal funds, allocated to the Revolving Fund as of September 2012. The CAP
submitted today reflects the distribution of $84 million by the end of June 2013 to water projects
statewide reducing the unspent federal funds to $371 million. In 2013-14, CDPH will disburse
nearly $200 million in total funds. In the following two fiscal years, CDPH will disburse an
additional $600 million, helping water systems to deliver safe drinking water and putting CDPH
on track to meet the targets set by the US EPA.
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CDPH is committed to strong leadership to provide the direction and accountability necessary to
implement the important changes outlined in the CAP. CDPH will continue to improve the
services provided by the Drinking Water Program as a whole, which include the funding
programs as well as the regulatory programs that currently ensure 98% of Californians served by
community water systems receive safe drinking water every day. Through continued strategic
plaoning, CDPH will expand outreach activities to systems and communities that need assistance
to provide safe drinking water and increase accountability and transparency to our stakeholders
and partners. .

CDPH is committed to the small water system implementation plan initiated in 2012 to assist
183 small community water systems, often in disadvantaged communities to obtain safe drinking
- water. The purpose of this plan is to focus our efforts on the specific steps needed to bring these
targeted small systems into sustainable compliance with primary drinking water standards. The
budget just passed by the California legislature will provide resources for additional critical staff
to support this plan as well as additional local technical assistance to small water systems. While
these activities are not part of the CAP, they do form a crucial part of CDPH’s vision and
strategy for the Drinking Water Program. The increased focus on building small water system
~ capacity will help those projects to become shovel-ready sooner. In short, CDPH will maximize
the use of all available funds for drinking water projects, while still supporting the needs and
addressing the unique funding challenges faced by small water systems in disadvantaged
communities. '

CDPH appreciates the opportunity 1o work collaboratively with US EPA staff to achieve mutual
goals for the Revolving Fund program. CDPH thanks US EPA for the many consultations
during the preparation of the corrective action plan and, more importantly, for the regular
interactions and training to improve the program and services. As described above, notable
progress is already underway in California’s Revolving Fund program, and CDPH remains
committed to the work that needs to be done to reach those mutual goals and to maximize the use
of the Revolving Fund. Given the tremendous need demonstrated by the EPA’s most recent
national assessment of public water system infrastructure, CDPH recognizes the crucial
importance of the Revolving Fund program and looks forward to continued close partnership
with US EPA and the improvements to this program.

Please do not hesitate to contact me if you have any questions.

“ Sincerely,

Ron Chapan,
Director and



Executive Summary

The attached corrective action plan (CAP) includes a table that provides CDPH responses and plans for
each of the 29 required elements in the notice of non-compliance with the Safe Drinking Water Act sent
by the US EPA to CDPH on April 19, 2013, and includes attachments to meet or elaborate on those
requirements. The Department is committed to implementing every item by the schedule specified in
the CAP,

The CAP reflects the Department’s commitment to improvement in five key areas:

L

Full implementation of the cash flow model developed in collaboration with EPA, allowing maximal
and timely use of all available funds for projects. The model utilizes EPA grant amounts, project
disbursement schedules, loan amortizations, and other inputs to determine and project fund

- commitment levels, disbursements and unliquidated obligations (ULOs} — a valuable fiscal planning

and monitoring tool. CDPH will also set a goal to transition to the dynamic Loans and Grants
Tracking System (LGTS) cash flow module—which will improve accuracy and reporting capabifity
though automated data tracking.

Funding agreements with water systems now include disbursement schedules, based on project
milestones, in order to better predict and monitor the use of SRF funds over time using the cash
flow model. CDPH now requires projects to submit invoices for work completed on a monthly basis
in order to spend funds quickly after costs have been incurred.

CDPH’s planned assessment of the project priority list processes will assure the list is current and
readily identifies shovel-ready projects while still addressing the needs and unique funding
challenges of small water systems in disadvantaged communities.

CDPH has assigned five regional funding coordinators and an additional attorney to enhance
funding program operations. The budget just passed by the California legislature will provide seven
(7) critical staff and $2.7 million for expanded use of technical assistance contractars to assist small
water systems. Closer integration of drinking water fiscal staff with the CDPH Financial
Management Branch, including staff dedicated to executing funding agreements and providing
financial oversight, will increase dedicated accounting and financial staff focused on the SRF
program.

CDPH is committed to strong leadership to provide the direction and accountability necessary to
implement the important changes outiined in the CAP. The Department has recently made
programmatic changes and continues to evaluate the need for additional adjustments to ensure
program oversight.

The actions outlined in the CAP will result in the following outcomes:

1. Commitments — CDPH will have executed binding commitments for 95% of all available SRF

funds by the end of June, 2013. CDPH anticipates that it will generate an additional $616 million
in binding total commitments during the next two years (between FY 2013-14 and FY 2014-15).
In comparison, CDPH committed fess than $120 million in total funds during the three years

from FY 2006-07 through FY 2008-09.

2. Disbursements — CDPH will meet or exceed US EPA’s disbursement goals. During the three years

from FY 2013-14 to FY 2015-16, CDPH projects to disburse over $800 million in total funds. In
comparison, CDPH disbursed under $200 million for the FY 2008-09 to FY 2010-11 three-year
period.



3. ULOs — By increasing both its rate of commitments and disbursements, CDPH expects to reduce
the federal ULO amount to $160 million, ahead of US EPA’s target to reach this goal by the end
of FY 2015-16. The federal ULO amount of $455 million as of October 2012 will have decreased

-0 $371 million by June 30, 2013, meaning that 75% of the approximately $1.5 billion awarded
1o the California SDWSRF will have been spent.
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ATTACHMENT 1A FOR CAP ITEM #1

Cash Flow Model Summary:

Development, Implementation, Assumptions and Operation

Description:

The cash-flow model is an Excel tool that accounts for the sources and uses of the
fund and allows the SDWRF program'’s future un-liquidated obligations (ULOs}) to be
estimated and projected based upon certain assumptions relating to (1) both actual
and projected loan and grant commitments and their estimated project
disbursements; (2) both actual and projected loan amortizations and the associated
loan principal and interest returns; and (3) both actual and estimated federal
capitalization grants and state match.

The cash-flow model is also a planning and tracking too! where estimated future
fund outflows are projected against estimated future fund inflows with the intent to
understand and direct ULO trends, relative to realized inflows, outflows and ULOs,
over time. The cash flow model is also a tool to assist in budgeting and project
tracking within the SDWSRF loan fund for disbursements, repayments, as well as
other financial modeling for use in policy decision making.

Development:

As CDPH's binding commitment pace has accelerated in recent years, it was
recognized by both USEPA and CDPH at the end of SFY11-12 that a cash flow model
would be needed to track and manage the sources and uses of the SDWRF fund to its
maximum capacity. It was also recognized that a cash flow model would be helpful
in budgeting and tracking future cash inflows and outflows to further assist in the
long term financial management of the SDWSRF fund. As a result, CDPH began a
joint effort with USEPA Region 9 in the summer of 2012 to develop the cash flow
model, adapted from a similar tool USEPA developed with the State Water Board, as
a tool to assist in the financial management of the SDWSRF loan fund. '
Representatives of USEPA Region 9 worked with USEPA IT contractor Northbridge
to develop the base cash-flow model, after which, in cooperation with
representatives of CDPH, the cash flow model was further modified to operate in
conjunction with CDPH’s financial operations.

Implementation:

In September 2012, the cash flow model was populated with certain project and
financial data developed by CDPH, as well as certain financial data provided by
USEPA. Operation of the model with these data was validated in October. Since
that time, CDPH and EPA have been reconciling and updating all data in the model,
adding new funding agreements, and modifying it based on the assumptions that
follow. CDPH also met with the State Water Board to review their use of a cash flow



model and other information systems. As of April 2013, the model is operational
and in use by CDPH. Applicable CDPH financial and accounting staff have also been
trained on the operation and maintenance of the cash flow model.

Assumptions: _

The cash flow model is built upon assumptions of estimated and projected project
disbursements; estimated and actualized loan amortizations (principal and interest
returns); existing and projected federal capitalization grants and associated State
match; and ancillary actual and projected fees and other interest earned within the
SDWRE fund. }t also has the capacity to track and project repayments on the
security for future state match.

Operation (effective July 1, 2013):

1. On a quarterly basis CDPH will reconcile realized disbursements for projects
that have completed and ensure that repayment billing amounts and
repayment start dates match between what was projected in the cash-flow
model and what is realized.

2. On a quarterly basis CDPH will input into the cash-flow model any newly
executed funding agreements as well as their projected disbursements and
- loan amortizations.

‘3. Ona quarterly basis CDPH will maintain a running trend-line between actual
disbursements and repayments and projected disbursements and
repayments to ensure there is no substantial long term deviation between
projections and actuals. If the comparable projections and actuals begin to
substantially deviate then certain data elements relating to either projected

* disbursements or amortizations will have to be altered to realign the trend-
line between projections and actuals.

4. CDPH will employ the cash-flow model as tool to develop and adjust future
commitment scenarios for policy and decision making relating to both short-
term and long term financial planning. Such financial planning will include
the projection and establishment of optimal federal and global ULOs as well
as projected disbursements and modeling for both existing and future state
match needs. Financial planning will also include budget forecasting and
project tracking for projecting quarterly federal draws as well as policy
discussions and decisions relating to other financial management objectives.
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ATTACHMENT FOR CAP ITEM #2

CDPH-SRF NIMS Reconciliation Milestones and Projected Deadlines

SUMMARY: The existing project data within USEPA’s National Information Management System (NIMS) is
based upon CDPH-SRF’s annual issuance of Notice of Application Acceptances (NOAA). Historically, NOAAs
were jointly recognized by both USEPA and CDPH as a “binding commitment” and such project commitments
were reported on an annual basis within NIMS. Howaever, in 2010, the term “binding commitment” was
redefined to mean an executed funding agreement. As a result, project data within NIMS needs to be updated
to reflect projects under funding agreement rather than NOAA.

CDPH initiate contact with Northbridge to begin CDPH Fall 2012
the reprogramming of LGTS necessary for the {Accomplished)
reconciliation of reporting to NIMS.
CDPH provide preliminary direction on the CDPH Fall 2012
reprogramming of LGTS necessary for the (Accomplished)
reconciliation of reporting to NIMS
Reviews and reconciliation of historic NiMS data in | CDPH _ Winter 2012
LGTS (Accomplished)
Northbridge conducting reprogramming Northbridge (Through its support | June 14, 2013

: contract with CDPH}
CDPH further identify programming errors within CDPH July 15, 2013

LGTS relating to NIMS reconciliation and convey
such errors to Northbridge.
Northbridge to address and fix LGTS programming | Northbridge (Through its support | August 30, 2013

errors. contract with CDPH)

CDPH to back-check Northbridge LGTS CDPH, Northbridge {Through its - | September 30, 2013
programming patches and finalize beta-test of support contract with CDPH)

programming changes with Northbridge

CDPH to reconcile historical NIMS data within LGTS | CDPH 1997-2004 | October 31, 2013
for funding agreements executed prior to July 1, 2005-2009 | December 15, 2013
2013 ‘ 2010-2013 | January 31, 2014
CDPH to submit draft LGTS/NIMS reports to USEPA | CDPH February 7, 2014
for review and approval '

USEPA to review and approve the CDPH USEPA February 24, 2014

LGTS/NIMS reports and submit written notification
of such approval to CDPH ,
Upon written approval from USEPA of the CDPH CDPH, USEPA , March 14, 2014
LGTS/NiMS reports, CDPH will forward the

| approved LGTS/NIMS reports to Northbridge
Northbridge upload CDPH LGTS/NIMS data to the | EPA (Utilizing its mission support Aprit 25, 2014
NIMS database. contract through Northbridge)
CDPH 1o reconcile and ensure Northbridge CDPH May 31, 2014
accurately uploaded the data from the USEPA
approved CDPH LGTS/NIMS reports

NOTE: This draft timeline is pending review by USEPA and Northbridge.




ATTACHMENT FOR CAP ITEM #3

California Department of Public Health
and

U.S. Environmental Protection Agency Region IX

PROPOSED STANDING AGENDA

Monthly DWSRF “Corrective Action Plan” Progress Report Meeting
[Date] |
[Time]

[Location, Phone Number]
[Attendees]
I. Discuss written updates on the CAP provided by CDPH to USEPA prior to meeting.

Il. Review/track status of pending items in the CAP

Ill. Status updates of CDPH-SRF un-liquidated obligations (ULOs), binding commitments, and
quarterly disbursements.

{V. Status update of other financial metrics, as necessary, including the cash flow model.
V. Status of the project priority system assessment (CAP item #8)

V1. Q8A.



AFTACHMENT FOR CAP ITEM #4
California Department of Public Health
Califomnia State fiscal Year 2012-2013

Current Ust of Funding Agreements
No, of Setvice \ 4 4 o
Frofeck Name Project Number County Connecth ; D Brief [ Category Total Asslstance FAStatus
Fitm Valley School S200508-001P Tehama 1 30 E3 Planning Study - Well B $13,000) £xpruted
o ; |
Weltieman City 1610005-005P2 Kings: 343 1,505 Ed Planding Shudy - Wedl G
Anza WG 32011800017 Riversida 240 80 X Pianning Study - E
CA0eiy -
Lnker Coumiy-Spring Valley 1710018-D04C ke 385 1.200 E3 Constructica- Surface E
. Water Treatment Piant
Jackon Vallay migation Destrict 30003700 Auracor 405 550 X Planning Shudy -
iRy
Lewiston Vatiey W £301002001P Trindty 44 0 X Plansing Stucdy - n
Replapement Trestment
Svgter)
[Moram WD 41100 0-022G San Maded 1,581 5,500 Cormtrrtion - Capacty E
Rasindair MWD A710018-004C San Thego R 19,495 Construetion - Ressovolr [+]
Convpy
Rarhow MWD IN00I8-008C San Diego e 18,495 Corstruction - Resacvoir 3]
Baseline Gardens 3610007-007G San Barnording 424 =) X Conrstuetion - £
Gormnbeation,
Metare
Coy of Fresno A1 1010007-D28C Fresng 85,000 512,000 Construction - Melers. H
Midway Height A-1 3110041-002C Placer 451 1,151 Constnucon - E
Slorpoe Tank
North of the River 15500410076 Ker 2065 5,500 X Consiruction - H
Cily of Moategue A710007-002C Siekiyou 53z 1,484 X Consiruction - Ozonation G
Encitlies
Roaamond CSD 1510015007 Kem 5,000 14000 X Flanning Shucy - G
Gonsolidation Wed
Mudara F1 20005440015 Maderz 49 176 X Flanning Shdy - Surface, =]
Water Treatment
City of Firsbaugh {Las Defies. 0000540027 Fresno [ a7 X Planning Shudy - £
MIAC) Gapachy Distribeution
Sialern,
Allgnsoih 5400544-001P Tulare s 600 X Planning Shudy - Wik G 56f 390,000 $300,000] Exeruted
Garberdlie SD 1ZiD006-005C Humbokdt ] 1.500 X ‘Consiruction - Surface o $1,060,476] 53,000,000 54,060,478 £yacuted
Mpdera #33 2000554-027 Hadern [ 600 3 Study - E so]  $3z2,000,
Capacty New Wos,
Rancho Estatas MWC FTO0ES-DALP San Diego a8 200 E3 Planning Sy - Waler D 0 500,000
Treatment, Distribution
Camp Netson 5410022001 P Tulare 300 3 X - Surfaca D 539,000 ES)
Water Trestment.
e Carson 180001 4-001CZ g ] 50 X ‘Conruchion - Well [ EIEES $1,983.000) Execution
Treatment .Pf S

1 fu b

craod by 8 382017 heiuw

1000345-062F

Wrler Treatment

Saquoka Union LISD S4007T09-001C Tutsre t 400 X Conztnction - New Wal F
{Sexingite PUD 5410011-004C Tutare 395 1.500 X - Water D 34320
Treatrnent Plant Upgrade
i'ﬁenugonmmhcsn 4010012-003C San Luis Oblspo 1737 30 Corvalrivetion - Water [ $714,000
Trestment, Plant Upgrade
Tpton 5410014-003P Tolarn a7 1,992 F3 Fianning Study - €
Interconnection
Toolavilke 5400567-001P Tutare T8 s X Phanning Study - Weil F
Conetmirustion &
Capacity
City of Delano A-2 151050 & Kemn 8,500 3,181 X Gonstruction - New Wed, [
Vel Improvements &
Treatrment Upgrades
LADWP 1910087-031C Lu= Angeles TSN 3855879 x comlruedon -w D $1022316T4 0
LADWP 1910087-022C Log Angoles 897,501 3,855,870 X Conslrticion - C.lp:dy a8 $100,572,990 30|
LADWR (Planning) 191 0087 0P Loz Angeles. T16531 22200 ES Flanging Shudy - D 5500000 $0|
Reservelr Cover
LADWP (Planning) 1810067-013F Los Angeles 2574 208,200 3 Pianning Study - ] 3500.000 0
Recuvor Cover
LADWP (Pianning) 191 0067-006P Los Angeies 3574 208,200 ¥ ‘Plaming - D $500,000| 30
Treatment Plant Upgrade.

AsofJune 11,2013

Sub Totat




ATTATCHMENT FOR CAP ITEM #8
Description of Statement of Work

CDPH will submit by August 30, 2013, a work plan with timelines for the analysis of CDPH’s funding
processes to identify areas which can be streamlined with the goal to reduce the current average time
needed to fund projects. Assessment will be completed in 18 months, by February 28, 2015, which is
deliverable item #17 in the CAP.

Tasks to be completed to Streamline Project Selection and Funding Process:

CDPH will conduct a comprehensive assessment involving internal and external review with the goal to
improve the loan process, funds disburéement, and overall program efficiency. CDPH will review
palicies, procedures and regulatory requirements, and State statutes and regulations and initiate any
passible changes to increase program'’s flexibility in reducing the SRF Project Priority List (PPL) and to
better manage the PPL. The streamlining will focus on pre-application ranking and selection, invitation
and bypass procedures, application review process, and funding agreement issuance.

CDPH will enlist assistance from contractor (Northbridge) to perform external assessment to identify any
management enhancements or initiatives necessary and chaﬁges to funding mechanism. CDPH will
implement changes as results of external and internal review findings to develop and/or make
modifications to existing funding policies and procedures to further streamline its process. CDPH will
also solicit input from stakeholders on streamlining and expediting the project selection process.

Plan for developing assessment due February 28, 2015

The statement of work that will be submitted in August 30, 2013 will include the steps that program will
implement to complete the assessment, including work plan steps and timelines needed, which is due
Feb. 28, 2015.



