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Jones & Smith, LLP

Certified Public Accountants

Independent Auditor’s Report

State of New Water
Drinking Water Revolving Loan Fund Program

We have audited the accompanying financial statements of the State of New Water Drinking
Water Revolving Loan Fund Program, as of and for the years ended June 30, 2000 and June 30,
1999, as listed in the table of contents. These financial statements are the responsibility of the
Program’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. 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 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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Drinking Water Revolving Loan Program at June 30, 2000, and the
results of its operations for the years then ended in conformity with generally accepted
accounting principles.

Jones & Smith, LLP

Certified Public Accountants

New Water, New Water
August 19, 2000



ASSETS

Cash and Cash Equivalents
Loans
Receivables
Investment Interest
Loan Interest
Federal Grant Revenue
Administrative Fees
Total Assets

LIABILITIES AND FUND EQUITY

Liabilities
Accounts Payable
Total Liabilities

Fund Equity

Contributed Capital:
State Contributions
Federal Capitalization

Retained Earnings

Fund Balance
Total Fund Equity
Total Liabilities and Fund Equity

BALANCE SHEET

For the Reporting Y ear Ended June 30, 2000

Loan and Related Enterprise Funds | |

Set-Aside Related Special Revenue Funds

Totals
DWRLFLoan  Administration ~ 1452(k) Land 2% Technical 4% Administration  10% State Program 15% Loca (Memorandum
Account Fee Account Acg. Account Total Assistance Account Management Assistance Total Only)
$ 8,295945 $ - $ 11631 $ 8307576 $ - $ - $ 285411 $ - $ 285411 § 8,592,987
$ 12255291 $ - $ 884,369 $ 13139660 $ - $ - $ - $ - $ - $ 13,139,660
$ -
$ 46412 $ - $ - $ 46412  $ - $ - $ 16,159 $ - $ 16,159 $ 62,571
$ 973 $ - $ 13828 $ 14801 $ - $ - $ - $ - $ - $ 14,801
$ - $ - $ - $ - $ - $ 40500 $ - $ - $ 40500 $ 40,500
$ - $ - $ - $ - $ - $ - $ - $ - $ -
$ 20598621 $ - $ 909,828 $ 21508449 $ - $ 40,500 $ 301,570 $ - $ 342070 $ 21,850,519
$ - $ - $ - $ - $ - $ 40500 $ - $ - $ 40500 $ 40,500
$ - $ - $ - $ - $ - $ 40500 $ - $ - $ 40500 $ 40,500
$ 10,380,000 $ - $ - $ 10,380,000 $ - $ - $ - $ - $ - $ 10,380,000
$ 10305138 $ - $ 896,000 $ 11,201,138 $ - $ - $ - $ - $ - $ 11,201,138
$ (86,517) $ - $ 13828 $ (72,689) $ - $ - $ - $ - $ - $ (72,689)
$ - $ - $ - $ - $ - $ - $ 301,570 $ - $ 301570 §$ 301,570
$ 20598621 $ - $ 909,828 $ 21508449 $ - $ - $ 301,570 $ - $ 301570 §$ 21,810,019
$ 20598621 $ - $ 909,828 $ 21508449 $ - $ 40,500 $ 301,570 $ - $ 342070 § 21,850,519




ASSETS

Cash and Cash Equivaents

Loans

Receivables
Investment Interest
Loan Interest

Federal Grant Revenue
Administrative Fees
Total Assets

LIABILITIES AND FUND EQUITY

Liabilities
Accounts Payable
Total Liabilities

Fund Equity

Contributed Capital:
State Contributions
Federal Capitalization

Retained Earnings

Fund Balance
Total Fund Equity
Total Liabilities and Fund Equity

BALANCE SHEET

For the Reporting Y ear Ended June 30, 1999

Loan and Related Enterprise Funds

Set-Aside Related Special Revenue Funds

Totals
DWRLFLoan  Administration  1452(k) Land 2% Technical 4% Administration 10% State Program 15% Loca (Memorandum
Account Fee Account Acg. Account Total Assistance Account Management Assistance Tota Only)
$ 7,716,042 $ - $ - $ 7716042 3 - $ - $ 118571 $ - $ 118571 § 7,834,613
$ 2,668,934 $ - $ 346,000 $ 3014934 $ - $ - $ - $ - $ - $ 3,014,934
$ - $ - $ -
$ 27,328 $ - $ - $ 27328 % - $ - $ 6125 $ - $ 6125 § 33,453
$ - $ - $ - $ - $ - $ - $ - $ - $ - $ -
$ - $ 43,750 $ - $ - $ 43750 § 43,750
$ - $ - $ - $ - $ - $ - $ - $ - $ - $ -
$ 10412304 $ - $ 346,000 $ 10758304 $ - $ 43,750 $ 124,696 $ - $ 168446 $ 10,926,750
$ - $ - $ - $ - $ - $ 43750 $ - $ - $ 43750 § 43,750
$ - $ - $ - $ - $ - $ 43750 $ - $ - $ 43750 § 43,750
$ 8,100,000 $ - $ - $ 8100000 $ - $ - $ - $ - $ - $ 8,100,000
$ 2,265,686 $ - $ 346,000 $ 2611686 $ - $ - $ - $ - $ - $ 2,611,686
$ 46,618 $ - $ - $ 46,618 % - $ - $ - $ - $ - $ 46,618
$ - $ - $ - $ - $ - $ - $ 124,696 $ - $ 124696 $ 124,696
$ 10412304 $ - $ 346,000 $ 10758304 $ - $ - $ 124,696 $ - $ 124696 $ 10,883,000
$ 10,412,304 $ - $ 346,000 $ 10,758,304 $ - $ 43,750 $ 124,696 $ - $ 168446 S 10,926,750




Revenues
Income on Investments
State Appropriations
Grant Revenue
Total Revenue

Expenditures
Travel
Contractors
Equipment
Salaries and related benefits
Total Expenditures

EXCESSS OF REVENUES OVER EXPENITURES

Fund Balance, beginning of year
Fund Balance, end of year

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

Special Revenue Funds

For the Reporting Y ear Ended June 30 of:

2000 1999
2% Technical 4% Administration 10% State Program 15% Local 2% Technical 4% Administration  10% State Program 15% Local
Assistance Account Management Assistance Total Assistance Account Management Assistance Total

$ - $ - $ 16,159 $ - $ 16,159 $ - $ - $ 6125 $ - $ 6,125
$ - $ - $ 664,500 $ - $ 664,500 $ - $ - $ 480,000 $ - $ 480,000
$ 240,000 $ 486,000 $ 800,214 $ 700,000 $ 2,226,214 $ 240,000 $ 525,000 $ 903571 $ 400,000 $ 2,068,571
$ 240,000 $ 486,000 $ 1,480,873 $ 700,000 $ 2,906,873 $ 240,000 $ 525,000 $ 1,389,696 $ 400,000 $ 2,554,696
$ - $ - $ 7,000 $ 50,000 $ 57,000 $ - $ - $ 7,000 $ 20,000 $ 27,000
$ 240,000 $ 27,000 $ 350,000 $ 300,000 $ 917,000 $ 240,000 $ 27,000 $ 335,000 $ 100,000 $ 702,000
$ - $ - $ 95,000 $ - $ 95,000 $ - $ 39,000 $ 95,000 $ - $ 134,000
$ - $ 459,000 $ 852,000 $ 350,000 $ 1,661,000 $ - $ 459,000 $ 828,000 $ 280,000 $ 1,567,000
$ 240,000 $ 486,000 $ 1,304,000 $ 700,000 $ 2,730,000 $ 240,000 $ 525,000 $ 1,265,000 $ 400,000 $ 2,430,000
$ - $ - $ 176,874 $ - $ 176,874 $ - $ - $ 124,696 $ - $ 124,696
$ - $ - $ 124,696 $ - $ 124,696 $ - $ - $ - $ - $ -

$ - $ - $ 301,570 $ - $ 301,570 $ - $ - $ 124,696 $ - $ 124,696




STATEMENTS OF REVENUE, EXPENSES AND CHANGES IN RETAINED EARNINGS

Enterprise Funds

For the Reporting Y ear Ended June 30 of :

2000 1999
DWRLF Loan Administration  1452(k) Land Acq. DWRLFLoan  Administration
Account Fee Account Account Total Account Fee Account Acqg. Account Tota
Revenue
Interest on Loans $ 973 $ - 8 13828 $ 14,801 $ -8 -8 $ -
Loan Administration Fees $ - $ - $ - $ - $ - $ - $ $ -
Interest on Investments $ 421,928 $ - $ - $ 421,928 $ 247552 $ - $ $ 247,552
Grant Revenue $ - $ - $ - $ - $ - $ $ -
Total Revenue $ 422901 $ - $ 13,828 $ 436,729 $ 247552 $ - $ $ 247,552
Expenses
Principal Forgiveness $ 556,036 $ - $ - $ 556,036 $ 200,934 $ - $ $ 200,934
Salaries and related benefits $ - $ - 8 - $ - 3% - 3% $ -
Total Expenses $ 556,036 $ - $ - $ 556,036 $ 200,934 $ - $ $ 200,934
EXCESSS OF REVENUES OVER EXPENSES $ (133,135) $ - $ 13,828 $ (119,307) $ 46,618 $ - $ $ 46,618
Retained Earnings, beginning of year $ 46,618 $ - $ - $ 46,618 $ - $ - $ $ -
Retained Earnings, end of year $ (86,517) $ - $ 13,828 $ (72,689) $ 46,618 $ - $ $ 46,618




Cash flows from operating activities
Excess of revenue over expenses
Loan Repayments
Loan Disbursements
(Increase) decrease in investment interest receivable
(Increase) decrease in loan interest receivable
Increase (decrease) in accounts payable and other liabilities
Net cash used in operating activities

Cash flows from non-capital financing activities
Contributions received from EPA
Contributions received from State
Net cash provided by non-capital financing activities

Cash flows from investing activities
Net cash used in investing activities

INCREASE (DECREASE) IN CASH AND CASH
EQUIVALANTS

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

STATEMENTS OF CASH FLOWS

Enterprise Funds

For the Reporting Y ear Ended June 30 of :

2000 1999
DWRLF Loan Administration 1452(k) Land Acq. DWRLF Loan Administration  1452(k) Land Acq.
Account Fee Account Account Total Account Fee Account Account Total

$ (133,135) $ - $ 13828 $ (119,307) $ 46,618 $ - $ - $ 46,618
$ 1463 $ - $ 11631 $ 13,094 $ - $ - $ - $ -
$ (9,587,820) $ - $ (550,000) $ (10,137,820) $ (2,668,934) $ - $ (346,000) $ (3,014,934)
$ (19,084) $ - $ - $ (19,084) $ (27,328) $ - $ - $ (27,328)
$ 973) $ - $ (13,828) $ (14,801) $ - $ - $ - $ -
$ - $ - $ - $ - $ - $ - $ - $ -
$ (9,739,549) $ - $ (538,369) $ (10,277,918) $ (2,649,644) $ - $ (346,000) $ (2,995,644)
$ 8,039,452 $ - $ 550,000 $ 8,589,452 $ 2,265,685 $ - $ 346,000 $ 2,611,685
$ 2,280,000 $ - $ 2,280,000 $ 8,100,000 $ - $ 8,100,000
$ 10,319,452 $ - $ 550,000 $ 10,869,452 $ 10,365,685 $ - $ 346,000 $ 10,711,685
$ - $ - $ - $ - $ - $ - $ - $ -

579,904 - $ 11,631 $ 591,535 7,716,042 - - 7,716,042
$ 7,716,042 $ - $ - $ 7,716,042 $ - $ - $ - $ -
$ 8,295,945 $ - $ 11631 $ 8,307,576 $ 7,716,042 $ - $ - $ 7,716,042




NOTE 1 NATURE OF ORGANIZATION

The State of New Water Drinking Water Revolving Loan Fund (DWRLF) established through
State Regulations 45-2.12, provides financial assistance to eligible Public Water Systems in New
Water for the planning, design and construction of drinking water facilities as well as loans for
land acquisition for source water protection purposes. The DWRLF is funded through federal
capitalization grants as established under Section 1452 of the Safe Drinking Water Act. The Act
requires the State of New Water to provide matching funds equal to 20 percent of federal funds
received. Standard loans made by the Fund must be repaid within 20 years. Disadvantaged loans
made by the Fund may have a repayment period of up to 30 years. All repayments, including
interest and principal, must remain in the Fund.

The Fund is administered by the New Water Department of Health and Environment (NWDHE).
NWDHE primary activities include making loans, providing direct assistance and managing the
coordination of the Fund to meet the objectives of the Safe Drinking Water Act. As of June 30,
2000, Congress authorized the EPA to award $31,400,000 in capitalization grants to the State of
New Water. New Water has already committed $11,424,000 to the program, exceeding their state
match requirements.

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a. Fund Accounting

The DWRLF is organized on the basis of funds, each of which is considered a separate
accounting entity. Fund types used for the DWRLF are described below:

Enterprise Funds

The accounting policies of the enterprise funds (DWRLF loan account, administration
account, and land acquisition account) conform to generally accepted accounting
principles as applicable to governmental units accounted for as an enterprise fund. Fund
accounting is used because NWDHE is operated in a manner similar to a financing
institution where net income and capital maintenance are appropriate determinations of
accountability.

Special Revenue Funds

The special revenue funds are used to account for the proceeds of specific grant revenues
that are legally restricted to expenditures for specified purposes. This excludes all set-
aside accounts that are restricted to capital construction or acquisition, or are used for fee
supported operating costs.



Basis of Accounting

The accrual basis of accounting is utilized in the enterprise fund types. Revenue is
recognized when earned and expenses are recognized when the liability is incurred. The
modified accrual basis of accounting is followed in the special revenue funds. Revenue is
recorded when susceptible to accrual, i.e., both measurable and available.

Revenue Recognition

Grant Revenue: New Water receives administrative revenue and set-aside program
revenues. These are recognized when earned.

Principal Forgiveness: New Water offers principal forgiveness of between 20 and 60
percent to Disadvantaged Communities. Forgiven principal is recognized as an expense as
loan disbursements are made.

Cash and Cash Equivalents

All monies of the Fund are deposited with the New Water Treasurer’s Office, and are
considered cash. According to New Water law, the Treasurer is responsible for
maintaining the cash balances and investing excess cash of the Fund. Therefore,
management of the Fund does not have any control over the investment of excess cash,
and the statement of cash flows considers all funds deposited with the Treasurer to be cash
or cash equivalents, regardless of actual maturities of the underlying investments.

As of June 30, 2000, New Water’s total pooled investments were approximately $8.6
billion, and the average life of the securities invested was 206 days.

All cash of the Fund is stated at cost. Investments are not categorized because they are not
evidenced by securities that exist in physical or book entry form.

Available Funding, Disbursements and Remaining Balance by Funding Year

As of June 30, 2000, New Water had total available funding in the amount of $43,172,052
and had total disbursements of $19,069,723 equating to a balance of $24,102,329. A
portion of the disbursements made to projects will be for disadvantaged communities that
are receiving a subsidy in the form of loan principal forgiveness. As a result, a portion of
the disbursed funds will be recorded as an expense and the loan account on the balance
sheet will be reduced accordingly. The breakdown for all accounts is as follows:



Enterprise Funds

Loan Account

Grant Year

1999
2000

Total

Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

$23,100,000 $11,460,331 $11,639,669
$12,217,052 $1,553,392 $10,663,660
$35,317,052 $13,013,723 $22,303,329

Administration Fee Account

Grant Year

1999
2000

Total

Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

$0 $0 $0
$0 $0 $0
$0 $0 $0

Land Acquisition Account

Grant Year

1999
2000

Total

Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

$600,000 $591,000 $9,000
$350,000 $305,000 $45,000
$950,000 $896,000 $54,000

Enterprise Fund Totals

Grant Year

1999
2000

Total

Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

$23,700,000 $12,051,331 $11,648,669
$12,567,052 $1,858,392 $1,070,860
$36,267,052 $13,909,723 $22,357,329



Special Revenue Funds

Administration

Grant Year  Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

1999 $800,000 $800,000 $0
2000 $456,000 $211,000 $245,000
Total $1,256,000 $1,011,000 $245,000

Technical Assistance

Grant Year  Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

1999 $400,000 $400,000 $0
2000 $240,000 $80,000 $160,000
Total $640,000 $480,000 $160,000

State Program Management

Grant Year  Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

1999 $1,680,000 $1,668,000 $12,000
2000 $1,329,000 $901,000 $428,000
Total $3,009,000 $2,569,000 $440,000

Local Assistance

Grant Year  Committed Portion of
Available Funding

Disbursed to Date

Remaining Balance

1999 $2,000,000 $1,100,000 $900,000
2000 $0 $0 $0
Total $2,000,000 $1,100,000 $900,000



Special Revenue Fund Totals

Grant

1999
2000
Total

Year  Committed Portion of Disbursed to Date Remaining Balance
Available Funding
$4,880,000 $3,968,000 $912,000
$2,025,000 $1,192,000 $833,000
$6,905,000 $5,160,000 $1,745,000

Total Program Balance

1999
2000

Grant Year ~ Committed Portion of Disbursed to Date Remaining Balance
Available Funding
$28,580,000 $16,019,331 $12,560,669
$14,592,052 $3,051,392 $11,541,660
$43,172,052 $19,069,723 $24,102,329

Total

f.

Unused Federal Funds (ACH)

The following is a summary of the federal funding, cash draws/disbursements and
remaining balance for 1999 and 2000.

Year 1999 2000
Beginning Balance $15,319,744
Federal Grant Payments $20,000,000 11,400,000
Loan Disbursements 2,265,685 8,039,452
Set Aside Disbursements 2,414,571 2,815,214
Unused federal funds $15,319,744 $15,865,078

Loans Receivable

The Fund makes loans to entities for projects that meet the eligibility requirements of the
Act. Effective interest rates on the loans vary from 1.1 to 4.0 percent and are generally
repaid over 20 years starting one year after the project completion. Up to 30 percent of
federal grants can be used for principal forgiveness for communities meeting
“Disadvantaged” criteria. Thus certain loans may appear to be non-performing, or under-
performing, yet they are within program guidelines. Currently Disadvantaged
Communities are eligible for principal forgiveness of 20 to 60 percent. In addition, a
minimum of 15 percent of all dollars credited to the Fund must provide loans to small



systems, those that serve fewer than 10,000 persons. As of June 30, 2000, the Fund had
made loans to 27 communities. The status of these loans is as follows:

Borrower Total Amount Amount | Commitment Type of Loan
Commitment Drawn Repaid | Outstanding

Artesian Water Department $2,638,944 | $ 659,735 | $ 0 |$ 1,979,209 Standard
Town of Beverton $ 43524 | $ 43524 |$ 992 | $ 0 Small,

Disadvantaged
Bevin Water Company $ 332,000 | $ 249,000 | $ 0% 83,000 Small, Private
Chandler Heights Water District $ 668,223 | $ 501,167 | $ 0|% 167,056 Standard
Clarandon Water Department $ 257,000 | $ 64,250 | $ 0]$ 192,750 Small
Davidson Water Department $ 705,500 | $ 176,375 | $ 0% 529125 Small
Fish Hook Mobile Home Park $ 341,500 | $ 256,125 | $ 0% 85,375 Small, Private
Haskins Water Department $ 3,587,260 | $2,690,445 | $ 0]$ 896,815 Standard
Langley Water Department $ 412,000 | $ 309,000 | $ 0]$ 103,000 Small
Moon Township $ 4,135,064 | $1,033,766 | $ 0]$ 3,101,298 Standard
Milltown Water Department $ 3,525,509 | $2,644,132 | $ 0|$ 881377 Standard
Patterstown Water Department $ 650,637 | $ 162,659 | $ 0|$ 487,978 Small,

Disadvantaged
Homestead Water Department $ 1,825,000 | $ 456,250 | $ 0% 1,368,750 Standard
Pinecrest Water District $ 1,538,844 | $1,154,133 | $ 0% 384711 Small,

Disadvantaged
Puryear Water Department $ 323,866 | $ 242,900 | $ 0% 80,966 Small,

Disadvantaged
Spring Valley Water Department $ 576,174 | $ 432,131 | $ 0% 144,043 Small,

Disadvantaged
Stanford Water Department $ 1,024,955 | $ 256,239 | $ 01]$ 768,716 Small,

Disadvantaged
Willow Wood Water Department $ 514,000 | $ 128,500 | $ 0% 385,500 Small
Dawson Water Department $ 373515 | $ 93379 | $ 0% 280,136 Small,

Disadvantaged
Dresden Water Department $ 630,000 | $ 157,500 | $ 0]$ 472,500 Standard
Fulsom Water District $ 300,000 | $ 75,000 | $ 01]$ 225,000 Small
Gordon Valley Water Co-operative $ 180,000 | $ 45,000 | $ 0]$ 135,000 Standard
Kingstown Water Department $ 1,023,000 [ $ 255,750 | $ 0|%$ 767,250 Standard
Middletown Water Improvement $ 198,660 | $ 49,665 | $ 0% 148995 Standard

District




Rockport Beach Water Department $ 2,656,000 | $ 664,000 | $ 0]$%$ 1,992,000 Standard
Shaw Creek Water Department $ 149818 | $ 37454 |'$ 0]$ 112,364 Small
Summerville Water Department $ 702,576 | $ 175644 | $ 0% 526,933 Small,

Disadvantaged
Total $ 29,313,569 | $13,013,723 | $ 0| $ 16,299,846

Allowance for Loan Losses and Credit Risk

The SRF makes loans to both public and private entities for the planning, design and
construction of drinking water infrastructure projects. The loans are secured by the full
faith and credit or revenue pledges of the municipalities and collateral and revenue pledges
from private borrowers. No allowance for loan losses is considered necessary based on
management’s evaluation of the collectibility of the loans. The evaluation takes into
consideration such factors as size of individual loans, overall quality, current economic
conditions and trends that may affect the borrowers’ ability to pay.

Contingencies

The Fund is exposed to various risks of loss related to torts, thefts or assets, errors or
omissions, injuries to state employees while performing Fund business, or acts of God.

The Fund maintains insurance for all risks of loss which is included in the indirect costs
charged to the Fund. There have not been any claims against the Fund since its inception
in 1998.



INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

State of New Water
Drinking Water Revolving Loan Fund

We have audited the financial statements of the New Water Drinking Water Revolving Loan
Fund as of and for the year ended June 30, 2000, and have issued our report thereon dated August
19, 2000. We conducted our audit in accordance with generally accepted auditing standards and
the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the State’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not
express such an opinion. The results of our tests disclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we consider the State’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not to provide assurance on the internal control over financial
reporting. Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition in which the design or operation of one of more
of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses.

This information is intended for the information of the State of New Water and the U.S.
Environmental Protection Agency. However, this report is a matter of public record and its
distribution is not limited.

August 19, 2000



