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Members of the Legidative Audit Committee:

Thisreport containsthe results of aperformance audit of the Water Quality Control Division
in the Colorado Department of Public Health and Environment. This audit was conducted pursuant
to Section 2-3-103, C.R.S., which authorizes the State Auditor to conduct audits of al departments,
ingtitutions, and agencies of state government. This report presents our findings, conclusions, and
recommendations, and responses of the Water Quality Control Division and the Colorado Water
Resources and Power Development Authority.
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STATE OF COLORADO
OFFICE OF STATE AUDITOR REPORT SUMMARY

J. DAVID BARBA, C.P.A.
State Auditor

Water Quality Control Division
Performance Audit
August 2000

This performance audit of the Water Quality Control Division was conducted under the authority of
Section 2-3-103, C.R.S., which authorizes the State Auditor to conduct audits of all departments,
ingtitutions, and agencies of state government. The audit was conducted according to generaly
accepted auditing standards. The audit work, which included gathering information through
interviews, reviewing documents, and analyzing data, was performed between January and July 2000.

This report contains findings and recommendations relating to the Division’s discharge permitting,
compliance reporting, and watershed monitoring functions, as well as the financial assistance
programs. We acknowledge the efforts and assistance extended by staff of the Division. The
following summary provides highlights of the comments, recommendations, and responses contai ned
in the report.

Overview

The Water Quality Control Division in the Colorado Department of Public Health and Environment
is charged with protecting the quality of the State’ s water by implementing federal and state water
quality control and regulatory programs. Statewide, the Division overseesthe water quality of more
than 107,000 miles of streams and rivers; about 164,000 acres of lakes, reservoirs, and ponds; about
2,200 public water systems; and just under 1,100 process wastewater dischargers. The Division
accomplishesthis by regulating drinking water systems and wastewater dischargers, monitoring and
assessing water samples from across the State, and working with local governments and citizens to
address water quality needs. The Division also acts as staff to the Water Quality Control
Commission, which adopts water quality classifications and standards to protect the beneficia uses
of state waters and establishes regulations to achieve compliance with the classifications and
standards.

The Division’ s budget for Fiscal Y ear 2001 is about $9.1 million. About half the Division’s budget
is provided by federal funds, with the other half being divided almost equally between cash and
generd funds.

Accordingto Division data, effortsto protect water quality haveresulted in ahighlevel of compliance
with regulatory standards. For example, in 1997 over 97 percent of the State’'s 2,200 public water
systems were in compliance with Maximum Contaminant Levels (please see Appendix C for a
glossary of terms) and in 1998 almost 90 percent of the State’ s stream miles fully met the standards
for their use classifications. The Division's programs appear to be comprehensive in addressing the

For further information on this report, contact the Office of the Sate Auditor at (303) 866-2051.
-1-
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needs of the State in terms of water quality monitoring, regulatory oversight, and professiona and
technical assistance for water facility operators, industries, and users. The recommendations
contained in this report concentrate primarily on improving effectiveness and efficiency in Division
operations to protect the State’ s waters at the most economical cost.

Dischar ge Permitting

Both state and federal laws prohibit the discharge of pollutants from apoint source to surface waters
without a permit. Permits are issued to protect the beneficial uses of water by limiting the amount
of pollutants entering streams, lakes, rivers, and groundwater. The primary types of permitsissued
by the Division are major and minor permits for domestic and industrial dischargers of wastewater,
genera permits that provide certification for individual dischargers within general domestic and
industrial categories, groundwater permitsthat areissuedto entitiesdischarging their water ontoland
rather than to awater body, and stormwater permitsthat regulate stormwater runoff. Asof July 2000
there were 105 major permits, 344 minor permits, 11 general permits with 622 certifications, 194
groundwater permits, and over 2,000 certifications in effect under seven general categories. In
accordance with state and federal laws, al permits are good for five years.

To monitor compliance with permit limits, facilities are required to conduct water sampling and
submit compliance reportsto the Division on aregular schedule. If the sampling resultsindicate that
the permit limits are exceeded, the facility may be required to make adjustments to its treatment
processes, follow acompliance scheduleto return thewater quality to acceptablelevels, or ultimately
cease discharging if public health is threatened.

The Permit Backlog

The Division has a substantial number of magor and minor individual permits that are considered
backlogged because their renewal applications have been received but the permit has not been
renewed. These permits are administratively extended and the requirements of the existing permit
must continue to be met until renewal. Several other states have similar backlogs and the U.S.
Environmental Protection Agency (EPA) has established a goal for states to reduce their backlogs
to 10 percent by December 31, 2004. The Water Quality Control Division has developed a backlog
reduction plan with a goal of reducing the backlog to 10 percent by December 31, 2005. In
December 1999 about 45 percent of the major permits and 36 percent of the minor permits were
backlogged. Inthelast six months, growth in the backlog has been controlled and the figures have
declined dightly.

The backlog creates administrative problems for the Division in terms of prioritizing its work effort
and may, in some cases, require facilities to continue to comply with outdated effluent limits or
monitoring requirements. However, thereislittle evidence of water quality deterioration or increased
noncompliance with discharge limits associated with the backlog. This may be due, in part, to the
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fact that regulated facilities are still required to monitor and report on their water quality, typicaly
on amonthly basis, even if their permits have been extended beyond five years.

Changing the Per mitting Approach

We believe the frequency with which permits are updated and renewed should be driven by risk
factors rather than smply by the passage of time. The Division is moving to a watershed approach
to water quality management that would support this sort of permitting strategy. Adjustments to
policies and procedures would be needed, such as ensuring ongoing communication between the
Assessment and Permits Units so that permit drafters would be kept up to date on any standards
changes and updating the Division’ s data systems to efficiently identify permits affected by changes
such as the establishment of new standards. Although these are large-scale changes, we believe the
Division could take steps to move toward amore risk-based process, including using a needs-based
assessment approach for permit renewal srather than astandard, uniform processto renew all permits
every five years.

Currently, the five-year expiration date triggers a process that includes a complete review and
redevelopment of the permit. The Division does not automatically renew any permit or rank
applications based on criteria such as type of facility, location of discharge, quality of water in the
recelving water body, or other factors. We found some states have developed systems to rank
permitsto determine the amount of work needed to update or renew them. Federal law prohibitsthe
Division from alowing permits to extend beyond five years without risking the loss of its permitting
delegation from the EPA. However, the Division could propose changes to the state law to remove
thislimitation and make policy and procedural changesthat would result in apermitting approach that
ismore risk-based. Therefore, we recommend the Water Quality Control Division implement
an approach for renewingindividual per mitsthat includesevaluating per mitstodeter minethe
amount of work required for renewal, establishing a streamlined processfor permit renewal,
and continuing to move toward a permitting process that bases renewals on changing
circumstancesand needs. 1 n addition, theDivision should proposechangestoremovethefive-
year duration requirement from the statutes and establish permit lengthsin regulations.

Contractors Can Assist With the Backlog Reduction Effort

The Division has made significant efforts to address the permit backlog, but it still will not meet the
EPA’s deadlines and will not, according to its own plan, have eliminated the backlog until at least
2005. The backlog reduction plan anticipates a major effort to address the backlog over the next
threetofiveyears, with only adight reduction of effort over that time. The Division has begun using
contract resources to perform some functions related to permitting. We believe this practice should
be expanded. Increased use of contract work would allow the Division to eliminate the backlog
sooner and direct resourcesto other functionswithout making apermanent commitment to additional
staffing. The Division hasthe ability to use the EPA’ s contractor to outsource permit-related work
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inthefuture. Therefore, werecommend the Water Quality Control Division expand on theuse
of contractorsto assist in reducing the per mit backlog.

Water Quality Monitoring and Self-Reporting

One of the primary ways the Division monitors water quality in the State is by requiring that
permitted water dischargersand drinking water systemsregularly sample and analyzetheir water and
submit the resultsto the Division. For permitted facilities, monitoring requirements are stipulated in
the permit. For drinking water, the Division provides each public water system with an annual
monitoring schedul e that specifies the frequency and location of water sampling. All routine reports
from public drinking water systems and permitted wastewater dischargers are submitted to the
Divison's Compliance Monitoring and Data Management Unit in hard copy. This results in
thousands of reports each month that must be entered into databases. We found some states have
implemented electronic reporting systems for submitting reports resulting in a more efficient use of
resources. AlthoughtheDivisionnoted several concernswith pursuing electronicreporting, including
concerns about security, we believe these obstacles can be dealt with to alow electronic reporting
inthefuturethat would provide long-term benefitsto both the Division and the regulated community.
Therefore, we recommend the Water Quality Control Division pursue the establishment of a
self-reporting system that would allow per mitteesand water systemstoreport their monitoring
information via electronic means.

State Revolving L oan Funds Should Be Expanded

The federal government provides money to the State for funding of wastewater and drinking water
projects through the Water Pollution Control and Drinking Water Revolving Funds, which are
administered and maintained by the Colorado Water Resources and Power Devel opment Authority
(Power Authority). The Power Authority anticipates that the total loan capacity of the Water
Pollution Control Revolving Fund will be ailmost $124 million by September 1, 2001, and about
$44 million for the Drinking Water Revolving Fund. As both funds continue to increase in loan
capacity over time, the agenciesinvolved intheadministration of the programs should seek additional
beneficia uses of these moneys. One possible alternative for the Water Pollution Fund is to make
loans to private entities to address nonpoint source pollution. A similar option for the Drinking
Water Fund is to make loans to privately-owned public drinking water systems. Currently state
statutes do not allow the Authority to make loans to nongovernmental entities. Providing low-
interest loansto private entities would have an overall positive effect on Colorado waters and would
help the Division ensure al drinking water systems in Colorado meet standards. Therefore, we
recommend theWater Quality Control Division wor k with the Colorado Water Resour cesand
Power Development Authority to seek statutory changestoallow fundsin theWater Pollution
Control Revolving Fund to be loaned to private entities and funds in the Drinking Water
Revolving Fund to beloaned to privately-owned public drinking water systems.
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Additional Funding Is Available to Address Nonpoint Sour ce Pollution

The EPA provides funding to address nonpoint source pollution through the State' s management
program. The Nonpoint Source Management Program has received nearly $16 million in federal
funding over the ten yearsit has been in operation. In Fiscal Y ear 2000 the Program made grantsto
17 remediation projects totaling $2 million. These projects include mining remediation activities,
agricultura runoff projects, and information and education projects. Federa law requires that 40
percent of nonpoint source grants be provided by the grant recipient. This match requirement may
prevent someinterested applicantsfrom seeking grants. Nonpoint source grant applicants could seek
funds from the Energy and Mineral Impact Assistance Program, administered by the Department of
Local Affairs, to provide the match portion of the federal grant. The Energy and Mineral Impact
Assistance Program has a large unreserved fund balance of about $26 million. If additional grant
fundsfrom the Mineral Impact Fund were available to participantsin the Nonpoint Source Program,
it islikely that more mining remediation projects would be undertaken, resulting in improved water
quality. Therefore, werecommend the Water Quality Control Division actively encouragethe
use of the Energy and Mineral Impact Assistance Program funds to accomplish more
abandoned mine nonpoint sour ce remediation proj ects.

Sharing Information Could Benefit the Division

The Division conducts water sampling and analysis activities on waters across the State for setting
standardsand use classifications. Additionally, thereare numerouslocal governmentsand entitiesthat
conduct similar monitoring activity on the same waters. One of these other entities is the Denver
Water Department, which provides much of the metro area’ s drinking water. Due to the size of the
watershed that supplies the Denver Water system, there is tremendous opportunity for the Division
and Denver Water to share monitoring data that would result in a more efficient use of resources.
Accordingto officialsat the Denver Water Department, they conduct about 50,000 individual analyses
of water samples each year, including monitoring al source waters and reservoirs. Division staff
believe the data produced by Denver Water are high quality. Sharing of hydrologic information
between Denver Water and the Division providesthe opportunity to increase efficiency and reallocate
resourcesto other activities. Therefore, werecommend theWater Quality Control Division work
with the Denver Water Department to create a system and process acceptable to both parties
for sharing data resulting from sampling and analysis activity undertaken by Denver Water.

Summary of Responses:

The Water Quality Control Division agrees or partially agrees with all the audit recommendationsin
the report. The Colorado Water Resources and Power Development Authority partially agrees with
Recommendation Nos. 7 and 8 regarding expanding the two state revolving loan programs, and
disagrees with Recommendation No. 9 to use a risk-based approach to conducting interim
construction inspections on projects funded from the Water Pollution Control Revolving Fund.
Complete responses to all recommendations may be found in the body of the report.



RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date

1 24 Implement a risk-based approach for renewing permits and  Water Quality Control Partially February 28, 2001
work toward a permitting system that bases permit changes and Division Agree
renewals on changing circumstances rather than on calendar
deadlines.

2 26 Propose a change to Section 25-8-501, C.R.S,, to remove the ~ Water Quality Control Agree July 1, 2001
requirement that discharge permitsbe renewed every fiveyears Division
and allow permit durations to be set through regulations.

3 28 Streamline the permit amendment process by including more ~ Water Quality Control Agree February 28, 2001
flexible language in the permits and implementing standard Division
criteriafor evaluating amendment requests.

4 30 Expand the use of contractors to assist in reducing the permit ~ Water Quality Control Agree July 1, 2001
backlog. Division

5 31 Expand the tracking of workload inthe PermitsUnittoinclude  Water Quality Control Agree October 31, 2000
greater detail on all significant functions, and use tracking Division
information to establish and monitor Unit priorities.

6 34 Pursuethe establishment of electronic self-reporting systemsby ~ Water Quality Control Agree July 1, 2001
working with facilities and using other states as models. Division

7 40 Work with the Colorado Water Resources and Power  Water Quality Control Agree July 1, 2001
Development Authority to seek changesto Section 37-95-106.5, Division
CR.S, to dlow loans to private entities from the Water
Pollution Control Revolving Fund for nonpoint source projects. Power Authority Partially --

Agree




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Agency  Implementation
No. No. Summary Addressed Response Date
8 43 Work with the Colorado Water Resources and Power  Water Quality Control Agree July 1, 2001
Development Authority to seek changesto Section 37-95-107.8, Division
C.R.S, to alow loans from the Drinking Water Revolving
Fund to privately-owned public water systems. Power Authority Partially --
Agree
9 46 Reduce the number and frequency of construction inspections ~ Water Quality Control Partially October 31, 2000
on Water Pollution Control Revolving Fund projects by Division Agree
implementing a risk-based approach to conducting interim
inspections. Power Authority Disagree --
10 50 Actively encourage the use of Energy and Mineral Impact  Water Quality Control Agree July 1, 2001
Assistance Program fundsto accomplish more abandoned mine Division
nonpoint source remediation projects.
11 54 Work with the Denver Water Department to establish an  Water Quality Control Agree February 28, 2001
agreement to share water sampling in a manner acceptable to Division
both agencies. Pursue future agreements with other entities.
12 56 Expand efforts to use volunteer resources to collect water ~ Water Quality Control Partially February 28, 2001
samples. Division Agree




Description of the Water Quality
Control Division

TheWater Quality Control Divisioninthe Colorado Department of Public Health and
Environment is responsible for maintaining, restoring, and improving the quality of
the State's waters in the environment and protecting the safety of the drinking water
supplied by public water systems. Statewide, the Division overseesthe water quality
of more than 107,000 miles of streams and rivers; about 164,000 acres of lakes,
reservoirs, and ponds; about 2,200 public water systems; and just under 1,100
wastewater dischargers. The Division accomplishesthisby regulating drinking water
systems and wastewater dischargers, monitoring and assessing water samples from
across the State, and working with local governments and citizens to address water
quality needs.

The Division acts as staff to the nine-member Water Quality Control Commission.
The Commission adopts water quality classifications and standards to protect the
beneficial uses of state waters and establishes regulations to achieve compliance with
the classifications and standards. The Commission also conducts administrative
hearings concerning appeal sof decisionsmadeby the Water Quality Control Division.
In addition, the Division implements drinking water regulations promulgated by the
State Board of Health.

Drinking Water and Wastewater Regulation

The Water Quality Control Division implements technical and regulatory measures
intended to verify that drinking water systems and wastewater discharge facilities
comply with approved water quality standards. Division staff provide technical
assistance to promote compliance with standards and regulations, as well as
regulatory oversight through reviews of plans and specifications for new or modified
drinking water and wastewater facilities, inspections of facilities, and review of self-
reported water quality data.

For drinking water, the federal Safe Drinking Water Act, as well as state statutes
(Section 25-1-107, C.R.S.), contains standardsfor drinking water systems. Drinking
water standards may be in the form of maximum contaminant levels (MCLSs), which
stipulate the maximum level of a specific contaminant that can occur in drinking
water, or treatment techniques, which specify methods facilities must follow to
remove certain contaminants.
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For wastewater, thefederal Clean Water Act and the Colorado Water Quality Control
Act (Section 25-8-501,C.R.S.) prohibit the discharge of pollutants from a point
source to surface waters without a permit. Because the Colorado Discharge Permit
Systemmeetsfedera requirements, theU.S. Environmental Protection Agency (EPA)
hasdel egated authority to the Division toissuedischarge permitsto municipalitiesand
industries. The permits specify the levels of contaminants, such as bacteria, metals,
and chemicals that can be discharged by the permitted entity.

Both public water systems and permitted wastewater dischargers are required to
routinely test their water and report the results to the Division. Violations of any
standards must be reported to the EPA. In addition, the Division inspects these
facilities and has the authority to administer enforcement actions if facilities fail to
comply withlawsand regulations. Enforcement actionscanincludefinancial penalties
aswell aslegal actions such as closing afacility.

Water Quality Standards and Classifications

TheDivision assiststhe Water Quality Control Commissionin devel oping water body
use classifications and standards and regulating dischargers for compliance with the
standards. All surfacewaters of the State, except for water in ditches and other man-
made conveyance structures, are classified according to the uses for which they are
currently suitable or are intended to become suitable. Riversand streamsare divided
intoindividual segmentsfor classification and standard-setting purposes. The current
classification categories for water use are as follows:

* Recreation

* Agriculture

* AgqudticLife

* Domestic Water Supply
*  Wetlands

A complete listing of water use classifications and their definitions is included in
Appendix A.

For each classified stream segment, numeric water quality standards for different
pollutants are adopted to maintain the water quality at alevel sufficient to protect the
classified uses. All water quality classifications and standards adopted by the Water
Quality Control Commission are submitted to the EPA for review and approval.

TheWater Quality Control Commissionisrequired by state and federal law to review
al existing water quality classifications and standards at |east once every three years.
The classifications and standards are used to set effluent limits in discharge permits
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as well as for other water quality management planning, such as nonpoint source
control activities, watershed planning initiatives, and the development of Total
Maximum Daily Loads (TMDLSs). The Clean Water Act requiresthe Stateto identify
watersfor which existing treatments and control s are not adequate to attain the water
quality standards. These waters are reported to the EPA on the State’ s 303(d) list.
The State isrequired to prioritize the listed water segments based on the severity of
pollution, determine the causes of the water quality problem, and ultimately
implement controlling measures for the pollution. The TMDL process resultsin a
determination of theamount of any specific pollutant that awater segment canreceive
without exceeding water quality standards. The Division's1998 303(d) list identified
79 water segments that need TMDLs. The Division developed a prioritization
schedule that calls for 100 percent of the segments to have TMDLs developed by
2010.

The Division has divided the State into four separate geographic regions called
watershed basins, which are designated by natura drainage areas and the waters
contained therein. The four watershed basins are the South Platte, the Arkansas/Rio
Grande, the Upper Colorado, and the Lower Colorado, as shown in the following
map. These watershed basins allow the Division to address a range of individual
water quality issues while keeping a broad view of the region's needs.

__Upper Cglorad J South Platte
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Source: Water Quality Control Division.
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Water Quality Control Divison Revenues and
Expenditures

The Division’s budget for Fiscal Year 2001 is about $9.1 million, which is divided
among three main functional areas. The Water Quality Protection Section, described
in Chapter 1, has abudget of about $4.2 million; the Watershed Section, described in
Chapter 2, has a budget of about $2.4 million; the Administrative Unit, which
provides support to the Division as awhole, has a budget of about $2.5 million.

The following chart shows that just over half the Divison’s budget is provided by
federa funds, with the other half being divided almost equally between cash and
generd funds.

Water Quality Control Division
Fiscal Year 2001 Funding

State General

Fund
$2.2 million

Federal 24%

Funds
$4.8 million
53%
Cash Funds
$2.1 million

23%

Source: Data provided by the Water Quality Control Division.

The mgority of cash funds are generated from fees paid by permitted wastewater
dischargers. The state general fund moneys are used primarily to provide required
match amountsfor thedifferent federal funding sources. The Division must matchthe
federal moneys at rates ranging from about 25 to 40 percent.

Federal funds are available from two primary sources. First, the Clean Water Act
provides funds for a variety of purposes, as follows:
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e About $1.5 millionisavailable to be used at the Division’ s discretion for any
aspect of wastewater regulation.

e About $620,000 is for administration of the Water Pollution Control
Revolving Fund program, including both administrative and engineering staff
who carry out duties related to the program.

* About $525,000 is for the State’ s Nonpoint Source Management Program.
* About $265,000 is for groundwater pollution control activities.

In addition, the Safe Drinking Water Act supports all aspects of the Drinking Water
program, with about $1.3 million in discretionary funds and almost $400,000 for the
Drinking Water Revolving Fund program.

Water Quality in Colorado

The Water Quality Control Division is the state agency charged with protecting the
quality of the State’ s water by implementing federal and state water quality control
and regulatory programs. According to Division data, effortsto protect water quality
have resulted in ahigh level of compliance with regulatory standards, asindicated by
the following statistics:

* In 1997 over 97 percent of the State’s 2,200 public water systems were in
compliance with Maximum Contaminant Levels.

* In 1998 amost 90 percent of the State’ s stream miles fully met the standards
for their use classifications.

The Division’s programs appear to be comprehensive in addressing the needs of the
Stateintermsof water quality monitoring, regulatory oversight, and professional and
technical assistance for water facility operators, industries, and users. The
recommendations contained in this report concentrate primarily on improving
effectivenessand efficiency in Division operationsto protect the State’ swatersat the
most economical cost.

Audit Scope

Thisaudit covered avariety of programs and functionsin the Water Quality Control
Division, focusing mainly on discharge permitting, nonpoint source activities, and
financia assistance programs. The audit is part of a National State Auditors
Association effort to review water quality programsinanumber of states. Theresults
of thisaudit will be compiled with those of other states and released in late Calendar
Y ear 2000.
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Water Quality Protection
Chapter 1

Overview

The Water Quality Protection Section carries out regulatory functions to control
water pollution and safeguard the drinking water supplied by public water systems.
The Section consists of three units with about $4.2 million in funding for Fisca Y ear
2001. The functions of the Section are described below.

Permits Unit: This unit, with 14 FTE, is responsible for issuing all wastewater
discharge permits in the State. In general, permits stipulate effluent limits for all
industrial and municipal water dischargers. The Division charges statutorily
authorized annua fees for permits, which range from about $300 for domestic
wastewater sewage discharge of less than 20,000 gallons per day to about $12,000
for domestic wastewater treatment plants discharging in excess of 100 million gallons
per day. For Fiscal Year 2001 the Division estimates about $1.5 million will be
collected in permitting fees.

Compliance Monitoring and Data M anagement Unit: Thisunit has 12 FTE who
obtain and review all self-reported datafrom permitted entitiesaswell asfrom public
drinking water systems. Staff of thisunit check reported water quality data and enter
it into wastewater and drinking water databases. This unit is aso responsible for
developing and managing the Division’s data systems.

Drinking Water and Wastewater Technical Services Unit: Thisunit hasamain
officein Denver aswell assatellite officesin Grand Junction and Pueblo. The primary
functions of the unit include inspecting drinking water and wastewater facilities to
ensure compliance with water quality regulations and reviewing and approving the
designs for new or expanding treatment facilities. The unit also monitors projects
funded through the Drinking Water and Water Pollution Control Revolving Loan
Fund and state grant programs. The unit has 22 FTE.

Enfor cement Team: Separatefrom thethree designated unitsisan enforcement team
of two FTE that reports directly to the Section manager. Thisteamisresponsiblefor
handling enforcement actions relating to drinking water systems and permitted
facilities. Enforcement effortsrangefrom correspondencerequesting compliancewith
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regulations to court actions such as the closure of afacility and the assessment of
penalties.

Dischar ge Per mitting

Both state and federal laws prohibit the discharge of pollutants from a point source
to surface waters without a permit. Permits are issued to protect the beneficial uses
of water by limiting theamount of pollutants entering streams, lakes, andrivers. Each
permit specifies limits on the amount of particular elements and contaminants the
permitted facility can discharge. The primary types of permitsissued by the Division
are asfollows:

* Magjor individual permits are issued to municipal dischargers of at least
1 million gallons per day of wastewater and to largeindustrial dischargersthat
meet certain criteria relating to the type and volume of waste being
discharged. There are 105 active maor permits as of July 2000.

e Minor individual permits areissued to municipalities discharging less than
1 million gallons per day and to industrial facilities that do not meet the
criteriafor amajor permit. There are currently 344 active minor permits.

* General permits contain dtipulations for the most common types of
pollutants that would be discharged within a general activity or industry
category. For example, there are 11 different general permits, which cover
industries such as fish hatcheries, coa mining, and construction. Individual
facilitiesare certified under the requirements of the genera permit. Asof July
2000 there are 622 active certifications.

* Groundwater permitsareissued to entitiesthat dischargetheir water toland
rather than to awater body. Currently thisisastate-mandated program with
194 active permits.

* Stormwater permits regulate the runoff from storms that can transport
contaminantsto water bodies. Municipalitieswith populations over 100,000
must have stormwater permits. The Division has four municipal stormwater
permits and over 2,000 stormwater certifications under seven industry
categories.

Generd, individual, and stormwater permits are issued by the Division under a
delegation agreement with the U.S. Environmental Protection Agency (EPA) andin
accordancewith federal lawsand regulations. The State’ s Water Quality Control Act
contai ns permitting requirementsthat cover al typesof permitsissued by the Division.
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In accordance with state and federal laws, all permits issued by the Division expire
five years after their issue date.

To monitor compliance with permit limits, facilities are required to conduct certain
types and frequencies of water sampling and compare the results with the limits
established in their permits. The facilities must submit compliance reports to the
Division on aregular schedule based on this sampling. As an example of required
testing and reporting, a permitted municipal wastewater treatment plant might be
required to take five water samples per day to betested for total residual chlorine and
report the maximum amount detected each month or to test and report quarterly on
levelsof mercury inthewater. Division staff review the datareported by al facilities.
If the sampling resultsindicate that the permit limits are exceeded, the facility may be
required to make adjustmentstoitstreatment processes, follow acompliance schedule
to return the water quality to acceptable levels, or ultimately cease discharging if
public health is threatened.

Thefollowing chart shows the number of permitsissued in each of thelast five years.

Total Permits Issued
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The Permit Backlog

ThePermitsUnit isfacing asubstantial backlog of major and minor individua permits
(genera permit certificationsare not backlogged). A permit isconsi dered backlogged
when a renewal application has been received but the permit review process is not
completed by the permit’s expiration date. These permits are extended by the
Division under the State Administrative Procedures Act, and the requirements of the
existing permit must continueto be met until renewal. Accordingto the Division, the
primary causes of the backlog are the loss of FTE from the permitting function and
growth in the State, which increases the number of permits needed.

The Division has information on the aggregate number of permits and certifications
in effect at various dates in the past. According to thisinformation, the backlog has
grown from 96 individua permits in June 1996 (about 9 percent of al individual
permits and certifications) to 160 in December 1999 (about 15 percent of all
individual permitsand certifications). However, until December 1999 theDivisiondid
not keep track of the number of individual major and minor permits in effect at
specific dates. The Division does know that in December 1999 about 45 percent of
the major permits and 36 percent of the minor permits were backlogged. Inthelast
sx months, growth in the backlog has been controlled and the figures have declined
dightly to about 44 and 33 percent of the major and minor permits, respectively.

Several other states have similar backlogs, and the EPA has made reduction of permit
backlogsapriority for the next severa years, establishing backlog reduction goalsfor
the states. The Water Quality Control Division hasdevel oped its own plan to address
Colorado’ s backlog, with alonger time frame than that set by the EPA, as shownin
the following table.

COMPARISON OF EPA & WATER QUALITY CONTROL DIVISION
PERMIT BACKLOG GOALS

Backlog EPA Goal Water Quality Control Division

Area Division Goal Backlog
Major 10% by 10% by | 44% as of
Permits December 31, 2001 December 31, 2002 | July 2000
Minor The EPA did not set a 10% by | 33% asof
Permits goal for minor permits. December 31, 2005 |  July 2000
All 10% by 10% by no later than | 33% as of
Permits December 31, 2004 December 31, 2005 | July 2000
Source: Data provided by the Water Quality Control Division.




Report of The Colorado State Auditor 19

The Division formally implemented its backlog reduction plan in March 2000. The
plan outlines a number of steps to expedite the permitting process, including
prioritizing permitsfor issuance and renewal, establishing a permit tracking systemto
monitor the status of permits being drafted, and converting some individua permits
to certificates under a general permit (certificates are typically much less time-
consuming toissuethanindividual permits). Furthermore, the Division hasadded and
shifted someresourcesto expeditethe processing of permit applications. Specifically:

* Severa staff of the Division's Assessment Unit were assigned to help permit
drafters complete some of the background work necessary to issue permits
between January and June 2000. These staff have since been reassigned to
regular Assessment Unit duties.

* The Division is planning to assign one FTE from the Assessment Unit to
permitting activities on apermanent basisbeginning in early Fiscal Y ear 2001.

» Some staff within the Permits Unit have redirected their efforts to reducing
the backlog and have put aside other projects, such as issuing groundwater
permits.

* The Division has contracted out some activities related to permitting.
Specifically, the EPA is providing a contractor to perform some assessment
work for permits between June and September 2000. Inaddition, the Division
isusing a contract consultant to calculate preliminary effluent limits for new
facilities, which are used to establish effluent limitations within a permit.

To reach its goals, the Division must issue 12 mgjor and 28 minor permits every six
months for the next three years. This schedule has been accomplished in the six-
month period of January through June 2000.

Effects of the Per mit Backlog

The backlog creates administrative problems for the Division in terms of prioritizing
itswork effort and may, in some cases, require facilities to continue to comply with
outdated effluent limits or monitoring requirements. However, thereislittleevidence
of water quality deterioration or increased noncompliance with discharge limits
associated with the backlog. We compared alist of enforcement actions prepared by
the Divisionfor 1998 and 1999 with listings of backlogged permitsand found no clear
correlation between the two. This may be due, in part, to the fact that regulated
facilitiesare till required to monitor and report on their water quality, typicaly on a
monthly basis, even if their permits have been extended beyond five years.
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The need to establish limits on the types and amounts of pollutants a wastewater
facility or industry may discharge to waters of the State is clear. Discharge permits
are carefully designed to protect the State’s waters while meeting the needs and
capabilities of individua dischargers. However, the need to renew all permits on a
calendar-driven schedule isless clear. Thisis becauseit is not the permit itself that
ensures water quality. Rather, the monitoring and reporting of hydrologic data and
the technical assistance provided to facilities to deal with any deficiencies are the
actions that protect the waters of the State. As one state we contacted pointed out,
the five-year permit limit is arbitrary and bears no relation to any environmenta
criteriafor reexamining effluent limitations on a permitted entity.

According to Division and EPA staff, there has been discussion at the federa level of
extending discharge permitsto allow them to be renewed less frequently, most likely
every tenyears. One state we contacted indicated it isbeginning to evaluate and issue
permits so that they can bein force longer, in anticipation of a possible changein the
federal requirements. The benefits of allowing permits to remain in effect longer
include time and effort savings for both the state permitting programs and the
regulated facilities that apply for permits.

Changing the Per mitting Approach

We believe the frequency with which permits are updated and renewed should be
driven by risk factorsand environmental significancerather than ssimply by the passage
of time. For example, once a permit has been issued, it should be modified or
“renewed” whenever a significant change occurs that affects the permit conditions.
Such changes include, but are not limited to:

* Modifications in the permitted facility’ s processes that change the quality of
the effluent water.

* Improvements or deterioration in the quality of the waters upstream or
downstream from the facility.

» Changes in regulatory requirements.

» Changesin water body standards.

The Division’'s move toward a watershed approach to water quality management
supports this sort of permitting strategy. However, the Division currently is not
organized in away that facilitates this approach, which would require a number of
adjustments to policies and procedures. For example, the Division would have to
ensure ongoing communication between the Assessment and Permits Units so that
permit drafters would be kept up to date on any standards changes. In addition, the
Division would probably need to assign permitsto individual drafters on a permanent
basis and make the drafters responsible for monitoring situations that would affect
their permits. Furthermore, changesin the Division’s data systems would be needed
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to efficiently identify permits affected by water body changes such as the
establishment of new standardsor TMDLSs. (See Appendix Cfor aglossary of terms.)

Another element that constrains the Division in changing its permitting system isthe
existence of state and federal laws limiting the duration of a permit to five years.
While the Division could seek changes to eliminate this requirement from state
statutes, as we discuss later in the report, the same requirement at the federal level
means the Division cannot formally extend permits beyond five years without risking
the loss of its permitting delegation from the EPA. However, there are steps the
Division could take to move towards the approach we' ve described, including:

» Using arisk- or needs-based assessment approach for permit renewals rather
than a standard, uniform process to renew all permits every five years.

» Seeking astatutory changeto removethefive-year permit limit from statelaw
and set permit durations through regulations. Thiswould allow non-federally
regulated groundwater permitsto extend beyond fiveyearsand alow changes
inthe permitting process to occur more easily if the federal requirement were
changed.

* Including moreflexibility in thewritten permitsto aleviate the need for minor
amendments and developing standard criteria for determining when an
amendment should and should not be issued.

Each of theseissuesis discussed in greater detail below.

The Divison Does Not Use a Risk-Based Approach
to Renewing Permits

Whilethe growth in Colorado hasresulted in anincreasing number of applicationsfor
new discharge permits, the vast mgjority of permit issuance work is for renewing
existing permits. Renewing permitsis about as time- and work-intensive as issuing
an origina permit. The process begins when a permitted facility submits a renewal
application, which isidentical to a new permit application. Division permit drafters
then follow a process that includes:

* Deermining pertinent issues affecting the permit, such as the need for
additional water quality data and new technology-based limits for a
manufacturing process.

*  Assembling datadocumenting the conditionsof thefacility and thewater body
receiving the discharge, including afacility’s past compliance record.
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* ldentifying pollutants of concern (those pollutants that could be in the
discharged water at a rate high enough to exceed water quality standards).

» Conducting, or obtaining from a Division District Engineer, an evaluation of
the facility that indicates necessary technology-based effluent limits and the
facility’ s capability to comply with relevant water quality standards.

*  Summarizing available effluent data to document the reasonabl e potential for
the facility to cause or contribute to awater quality standard being exceeded
for each pollutant of concern.

» Establishing awater monitoring schedul ethat specifieswhen and where water
samples should be taken, what they should be tested for, and how often the
sampling results should be reported to the Division.

Similar steps are followed for each permit renewa even if there have been no
significant changes in the permittee’ s processes, in the stream flow, or in regulations
that would require modifications to the permit. Thus, the five-year expiration date
triggers a process that includes a complete review and redevelopment of the permit.
The Division does not automatically renew any permit or rank applications based on
environmental impact or criteriasuch astype of facility, location of discharge, quality
of water in the receiving water body, or other factors.

Priorities Other Than Permitting Will Need to Be
Addressed in the Future

Because alarge part of the staff resources in the Permits Unit are currently directed
toward reducing the permit backlog, other work is being curtailed. For example,
groundwater permitsaregenerally not being renewed until the permit backlog isunder
control. As of July 2000 about three-quarters of the 194 individual groundwater
permits are backlogged, and only six individua permits for groundwater discharge
were issued between July 1999 and May 2000.

Additionally, the Divisionisfacing issuesthat will likely become high prioritiesin the
near future. For example, Phase Il of the federal stormwater program will be
implemented beginning in 2003 and will require stormwater permits for all
municipdities with populations greater than 10,000. Currently, stormwater
regulations require permits for municipalities with populations of more than 100,000
according to the 1990 census; only four municipalities are permitted under this
criterion. The Division will need to dedicate resources to this and other programs
within the Permits Unit while keeping up with the backlog reduction plan or risk a
recurrence of the backlog in the future.
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The PermitsUnit does not have adetailed time-tracking system and could not provide
records of the time required to issue or renew an individual permit. However, the
Division did provide estimates which indicate that, on average, it takes about 170
hours to issue a major permit, about 70 hours to issue a minor permit, and about 9
hours to issue a certification under a general permit.

Permits Unit staff have been actively seeking to convert minor permits into
certifications as appropriate to increase efficiency. We believe the Unit should
continue this approach and expand its efforts wherever possible to use a more
streamlined approach to permitting for both major and minor permits. For example,
if the Division could follow a process that requires minimal work to renew 10 to 20
percent of its minor permits each year, rather than conducting an extensive renewal
process, it could save between 500 and 1,000 hoursannually. Thisequalsone-quarter
to one-half of one FTE that could be reallocated to other efforts and upcoming
initiatives.

Some States Use Different Approachesto Updating
and Renewing Permits

Although all stateswith del egated discharge permitting authority arerequired to have
permitting programs that are as stringent as federa requirements, we learned that
some states have developed varying systems to improve the efficiency and
effectiveness of their permit renewals. Two states we contacted have implemented
ranking or scoring systems to evaluate permits for updating or renewal; one state
prioritizes its permitting efforts based on the type of facility. Specificaly:

* New York’s approach is essentially risk-based, involving an annual ranking
of all active permitsto identify those that need to be updated or renewed. The
ranking process takes into account factors such as the existence of pollutants
that are not addressed by the permit, the extent to which the permitted entity
contributesto local water quality, and thelength of time sincethe permit’ slast
complete review and renewal. Those permits that receive the highest scores
based on this ranking are carefully reevaluated and updated. All expiring
permits are automatically reauthorized. This system allows New York to
focus its resources on the discharge permits that pose the greatest risk of
damaging the state’ s water quality, rather than on those that are expiring but
do not require significant changes.

* The State of Washington has implemented a pilot system that evaluates the
environmenta significance of permit renewals and determines the amount of
work necessary to reissue the permit. Washington scores applications for
renewal permitswith themost significant environmental factorsincreasing the
scorethemost. Resources are devoted first to those permits with the highest
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scores, which undergo an extensive evaluation and renewal process. As
scores decline, so do the resources spent evaluating and issuing the permit.
The lowest-scoring permits are ssmply reauthorized, with minimal time and
effort. Examples of criteria used to determine environmental significance
include whether the facility isamajor polluter to awater quality limited water
body and whether a permit change is needed to accommodate economic
development.

* Pennsylvania has implemented a more rudimentary system to reduce the
amount of time spent renewing relatively smple permits. State officials
indicated that certain types of permits, such as those for nonmunicipal
facilitiesand small dischargers, are renewed using a streamlined process that
requires fewer resources than atypical permit renewal.

Both Washington and New Y ork indicated that their regional EPA offices have been
supportiveof states’ effortsto reduce permit backlogs, streamline permit drafting, and
generally reduce the amount of work required to issue permits within current federal
requirements. TheDivisionwould need to work with local EPA Region V111 officials
in implementing significant changes to its permitting process.

We believe Colorado should establish an approach to permit renewal that is similar
to those of New Y ork and Washington. We recognize that other states have varying
environmental factors affecting their water quality programs including significant
rainfall, the existence of coastal waterways, and different types of industry, all of
which impact their criteriaand processesfor permitting. Colorado isalso affected by
unique conditions such as diverse topography, an arid climate, rapid growth, and
active stakeholders. However, these factors could be accounted for in developing
criteria to evauate and prioritize renewals and implement streamlined processes to
expedite the renewal of permits. The Division could include criteria ranging from
environmental factors to facility size and type.

Ultimately, the Division should move toward a permit process that does not require
aroutine renewal based on uniform calendar deadlines. Instead, the Division should
pursue a permitting approach that allows permits to remain in effect as long as their
conditions are appropriate and to be modified or renewed as circumstances change.

Recommendation No. 1:

The Water Quality Control Division should implement a risk-based approach for
renewing individual permits by:
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a. Establishing criteriato evaluate expiring permits to determine the amount of
work required for renewal.

b. Developing procedures that alow for a limited or automatic renewal of
permits determined to be of low risk or with no changes in circumstance that
lead to modifications of the permit conditions.

c. Continuing to move toward a permitting process that bases renewals on
changing circumstances and needs rather than on an arbitrary time frame.

Water Quality Control Division Response:

Partially Agree. TheDivision agreesthat renewing permitsbased ontheir risk
rather than set time frames will allow the processto be more environmentally
protective while still ensuring the water quality of the state. Although we
have made efforts to streamline the process by issuing general permits with
certificationsinstead of other typesof permitswhen possible, we seethevalue
in continuing to move toward basing renewals on changing circumstances.
However, asweimplement arisk-based system, wewill need to work withthe
EPA to ensure that it will support such a process and that making the change
to arisk-based approach will not jeopardizethe Division'sdel egated authority.

Changesin State Statutes Would Allow
Some Changes in the Permitting Process

One areawhere state law applies in the absence of federa statutesisin the issuance
of groundwater permits. Federal laws do not address the permitting of entities that
discharge wastewater on to the ground rather than to a water body. However, as
noted previoudly, state statutes are consistent with federal law in limiting the duration
of discharge permitsto five years. These state laws apply to groundwater permits as
well as surface water permits. As of July 2000 there were 194 active individual
groundwater permits, which represents 31 percent of the total number of active
individua permits.

One step toward a permitting system that allows changing circumstances and needs,
rather than calendar deadlines, to dictate the renewal cycle is to eliminate the state
requirement to renew groundwater permits every five years. The Division could
propose a change in Section 25-8-501, C.R.S,, to remove the permit duration limit
from the statute and alow permit expiration requirement to be stipulated in
regulation. Thiswould alow the Division to issue groundwater permits that could
remain in effect longer, resulting in:
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» Areductioninthetota number of permitsrenewed inany year. For example,
if individual groundwater permits had a duration of ten years, the average
number of groundwater permit renewals each year would be decreased asthe
longer permit terms became effective. Sincethe permit feesare paid annualy,
achangein the permit duration would not affect the amount of fees collected.

* Anenhanced ahility to alocate resources among competing activities based
on priorities rather than on permit expiration dates.

Federal regulations mandate that a state with a delegated permit program have
requirementsthat are at least as stringent asthoseimposed by thefederal government.
Thus, to retain its delegation for discharge permitting, Colorado’'s permitting
requirements, including the duration of the permit, cannot be morelenient than federal
requirements. Any proposed changein the statutory language should be evaluated to
ensure that sufficient stringency is maintained. The Division should explore a
proposal that removes the specific duration from the statutes and allows the Water
Quality Control Commission, through the promulgation of regulations, to establish
permit durations. Thiswould allow the Commission and the Division moreflexibility
in setting permit lengths. For example, the Commission could then lengthen the term
of agroundwater permit without affecting the duration of other permits. Inaddition,
the Commission would be able to act more quickly to change expiration dates if
federa requirements change.

Recommendation No. 2:

The Water Quality Control Division should propose a change to Section 25-8-501,
C.R.S., toremovetherequirement that discharge permits berenewed every fiveyears
and allow permit durations to be established through regulations.

Water Quality Control Division Response:

Agree. The Division will explore seeking changes to Section 25-8-501,
C.R.S,, to eiminate the state-level requirement that discharge permits be
renewed every fiveyears. Seeking these changesnow will alow usto quickly
change the renewal period should the federal requirements change.
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Per mit Amendments

All the conditions of any discharge permit are in effect for the entire period of the
permit unless an amendment to the permit is obtained. According to regulations,
modifications may be made to change requirements of the original permit and can be
initiated by either the permittee or the Divison. Amendments range in scope and
significance from correcting typographical errorsto establishing new effluent limits.
According to Divison staff, amendments are most commonly requested by the
permittee to modify requirements or limitations the permittee believes are no longer
applicable. For example, a permit might require afacility to conduct toxicity testing
on its discharge for a certain period. However, if after consistent monitoring, the
effluent isfound to be nontoxic, the permittee can request an amendment to its permit
to stop toxicity testing. Thisis an example of arelatively minor change to a permit.
Less frequently, changes in law or regulations may require an amendment, which
would beinitiated by the Division. Permittees pay amendment fees ranging from 25
to 55 percent of their annual permit fees, not to exceed $1,300 for minor
modifications and $2,750 for major modifications.

Permits Allow Limited Flexibility to
Change Reguirements

Individual permits written by the Division typicaly do not alow flexibility for
changing conditionsor requirements. Most modifications, such aschangesto effluent
discharge limits or monitoring and reporting requirements, require the permit to be
amended by the Division. However, there are some circumstances in which permits
include conditional language. For example, for a new permit there may be limited
data available on the amount of a certain contaminant, such as mercury, in the water
flowing into the facility. The permit might originally require the facility to test for
mercury, then allow the testing to be discontinued in the future if the contaminant is
not found.

We believe the Division should expand this approach and make permits asflexible as
possible. Specifically, if the Division could anticipate the need for changes and write
permits to accommodate the changes without a formal permit amendment, it could
reduce both the workload on the Division and the burden on permitted facilities of
reguesting amendments for some modifications.

One approach the Division could take is to review amendments that have been
requested to identify the most common requests. The Division could then modify the
standard permit language to alow these common amendments to occur without the
need for aformal permit amendment. Another approach isto direct permit drafters
to try to anticipate amendments on a permit-specific basis. Thus, when a permit is
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written with conditionsthat can reasonably be expected to change within the duration
of the permit, the Division could include language that alows the change without a
permit amendment.

In addition, the Division should develop standard criteriafor evaluating the need for
and priority of amendment requests. Until the Division began to focus efforts on
renewing expired permits to reduce the backlog, amendments were treated with the
same priority as any other permit issuance or renewal and, according to Permits Unit
staff, required asignificant amount of staff time. The current backlog effort has made
amendments a lower priority in the short term, but the Division has not devel oped
mechanisms to prioritize anendmentsin the future.

From July 1999 through May 2000 the Division issued 40 permit amendments, or
about 3.5 amendments per month. According to Division staff, permit amendments
can require anywhere from 2 to 80 hours of work, but, on average, require about 20
hours of staff time. Therefore, the Division spent, roughly, 800 hours issuing permit
amendments in that 11-month period. It is possible that some resources spent on
amendments could be better used to issue high-priority permits or conduct other
Division business. Writing permits with more flexibility to accommodate changing
circumstances would aso benefit regulated entities by reducing or eliminating both
the need to obtain amendments and the associated fees.

Recommendation No. 3:

The Water Quality Control Division should take steps to streamline the permit
amendment process by:

a. ldentifying common amendment requests and expanding on the number of
permits that include tipulations alowing some modifications in the
requirements of the permit such as changes to monitoring and reporting
requirements.

b. Establishing policiesthat direct permitting staff to actively seek opportunities
to include conditiona language in new and renewal permits.

c. Developing and implementing standard criteria for evaluating permit
amendment requests to ensure that staff resources are directed toward high-
priority permitting activities.
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Water Quality Control Division Response;

Agree. There appear to be opportunities to reduce the number of permit
amendment requests through the use of more flexible, conditional language
that anticipates possible changesin permit-related circumstances. However,
due to the nature of some permits, we anticipate that even the most diligent
efforts in this area will not eliminate or streamline the process for al
amendments.

Contractors Can Assist With the Backlog
Reduction Effort

The Division hasmade significant effortsto addressthe permit backlog, but it still will
not meet the EPA’ sdeadlines and will not, according to itsown plan, have eliminated
the backlog until at least 2005. The backlog reduction plan anticipates amajor effort
to address the backlog over the next three to five years, with only a dlight reduction
of effort over that time. The plan requires24 major and 56 minor permitsto beissued
every year for the next three yearsto reach the goalsthe Division has set itself. This
schedule is based on eight FTE over that period working almost exclusively on
issuingindividual permits. Furthermore, according to Division managers, the Unit will
have to continue at a similar permit production level after 2005 to keep up with the
workload anticipated at that time.

As noted above, the Division has begun using contract resources to perform some
functions related to permitting. However, the Division's main effort to date has
concentrated on redirecting internal resources to the permitting function. Although
this approach has the advantage of using existing resources and qualified individuals,
a drawback is that the duties normally performed by these staff will be delayed,
possibly causing future problemsand resourceissues. Increased useof contract work
would allow the Division to eliminate the backlog sooner and direct resources to
other functions without making a permanent commitment to additional staffing.

According to Division staff, it isdifficult to contract out permitting work because it
isafairly specialized function, so it is difficult to find individuals or companies that
have the required expertise. Consequently, training contract staff can be expensive,
especialy over the short term. However, the arrangement the Division has with the
EPA to useaprivate contractor indicates there are some private-sector organizations
that have the necessary skills. In addition, the Division has the ability to use the
EPA’s contractor to outsource permit-related work in the future. According to
Divison managers, the Division intends to take advantage of this opportunity in
federal Fisca Year 2001 when additional Clean Water Act funds are expected to be
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avallable. We encourage the Division to pursue this option as well as other
contracting opportunities.

Recommendation No. 4:

The Water Quality Control Division should expand the use of contractorsto assist in
reducing the permit backlog either through the EPA contract or through separate
contractual arrangements.

Water Quality Control Division Response:

Agree. TheDivisionisalready using contractorsto the extent allowed by the
availability of qualified contractorsand theresourcesavailableto procuresuch
work. However, the Division plans to expand its use of contractors should
additional funding become available.

Tracking and Prioritizing Permits Unit
Workload

The PermitsUnit has established processesto monitor the status of permitting efforts.
First, the Unit has an automated system that can track major milestones in the
permitting process. This Permit Tracking System includes new and renewal permits
of al types, certifications, and amendments. It lists the staff assigned to handle each
activity and the planned and actual completion dates for reviewing permit
applications, preparing draft permits, providing public notice of the draft, and issuing
the permit.

In addition to the Permit Tracking System, the Permits Unit manager maintains a
spreadsheet to monitor individual major and minor permitsin detail. Similar to the
Permit Tracking System, the spreadsheet identifies the permit drafter responsible for
each permit aswell as planned and actual datesfor preparing adraft, publishing notice
of the draft, and issuing the permit. In addition, the spreadsheet has further detail on
specific steps in the drafting process, such as collecting an assessment package from
the Assessment Unit and having the draft permit reviewed by the EPA. The
spreadsheet is used by the Unit and Section managers to ensure that work is
progressing to achieve planned goals as described in the Backlog Reduction Plan.
Since the spreadsheet is limited to just individual major and minor permits, thereisa
greater level of detail on these activities than on other functions, such as preparing
amendments and certifications under a general permit.
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The Unit’ s backlog reduction plan states that one goal of the Unit isto set priorities
for al Unit activities. Thisgoal could be more easily achieved if the Unit tracked all
activitiesat agreater level of detail. A comprehensive tracking and scheduling system
provides a mechanism for the Unit to ensure that priorities are put into practice by
providing the Unit manager with an accurate picture of the workload distribution
among staff and the status of al projects at any given point in time. The type and
level of detail included in the current permit tracking spreadsheet would be useful in
monitoring and evaluating al Unit work efforts and planning for upcoming projects.
The Division could use this model to expand to a larger-scale workload tracking
system.

Recommendation No. 5:

TheWater Quality Control Division should expand itsworkload tracking effort inthe
Permits Unit to include greater detail on all significant Unit functions including
issuance of permit amendments, groundwater permits, and certifications. The
Division should then use information from its tracking process to establish and
monitor priorities of the Unit.

Water Quality Control Division Response;

Agree. TheDivision seesthe value of tracking the workload and progresson
the status of certificates, groundwater permits, and permit amendments in
greater detail than iscurrently available. Thislevel of detail will alow usthe
opportunity to better use the information to establish and monitor Unit
priorities.

Water Quality Monitoring and Self-
Reporting

One of the primary ways the Division monitors water quality in the State is by
requiring that permitted water dischargers and drinking water systems regularly
sample and analyze their water and submit the resultsto the Division. For permitted
facilities, monitoring requirements are stipul ated in the permit. Monitoring schedules
are developed for each facility that specify how often water samples must be taken,
what type of sample is needed (e.g., a grab sample is collected in a container at a
specified point; a visual sample requires ssimply looking at the water for visible
contaminants such as oil), a what points in the system the samples should be
obtained, what contaminants should be tested for, and in what format the results
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should be reported to the Division. For drinking water, the Division provides each
public water system with an annual monitoring schedule that specifies the frequency
and location of water sampling.

All routine reports from public drinking water systems and permitted wastewater
dischargers are submitted to the Division's Compliance Monitoring and Data
Management Unit in hard copy. There are about 2,200 public water systemsin the
State and aimost 1,100 permitted dischargers. Therefore, the Division receives
thousands of reports each month with data that must be entered into one of two
database systems: the Permits Compliance System for permitted facilities and the
Drinking Water | nformation Management System for drinking water systems. These
databases are used by the Division for oversight of water systemsand dischargersand
for monitoring of water quality. They also provide required data to the EPA.

The Compliance Monitoring and Data M anagement Unit has about two FTE who are
responsiblefor processing and entering datafrom routine reports submitted by public
drinking water systems and permitted facilities. We estimate the cost of these FTE
is about $70,000 per year. If the Division could reduce the need to have these staff
entering data, it could realize annual cost savings or redirect these resourcesto other
activities.

Some States Have Electronic Reporting Systems

Reporting of water sampling resultsin hard copy appearsto betypical for virtually all
states. However, we found afew states have devel oped electronic reporting systems
for their wastewater discharge monitoring reports (DMRS) or are running pilot
projects. Although some of the states reported significant start-up costs for their
programs, they also reported ongoing reductions in the staff resources required to
process reports. Some examples of other states' efforts include the following:

» Kansas began phasing in a system in 1997 that allows permitted facilities to
submit DMRs viaemail or on diskette. Currently about 15 percent of their
permitted facilities submit their DMRs in this manner and the Department is
working to bring more facilities on board. Kansas reports that the program
has resulted in reduced staff time devoted to processing DMRS, improved
data quality, enhanced data access, and increased user satisfaction. Facility
operators use a Persona Identification Number (PIN) to secure the data
transmission. According to Kansas officials, the cost of this system was
minimal because EPA staff developed and provided the programming.

* New York operated a small pilot program that alowed facilities to submit
their DMRs via the Internet to a contract firm. The pilot has ended and the
Department isworking to establish its own web site that will alow electronic
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reporting on alarger scale. The system eliminates the need for any manual
dataentry by the State. New Y ork also uses PINsfor security and intendsthe
systemtoimprove dataquality and reduce future dataprocessing costs. New
Y ork officials estimated the pilot generated start-up costs of about $200,000
to $250,000.

Other statesthat use or are trying electronic reporting have noted that, in addition to
reducing the need for staff to process and enter data from hard copy reports,
electronic reporting has improved the quality of their data. Eliminating the need for
staff to enter data at the Division reduces the possibility of data entry errors showing
up in the databases.

An obstacleto electronic submission of DM Rs hasbeen thelack of awritten signature
certifying the accuracy of the reports. The concernisthat if aproblem arisesrelated
to an electronically submitted report, a facility operator may be able to avoid
accountability by claiming that he or shedid not actually submit thereport. However,
recent federal legidlation that allows electronic signatures on various legally binding
transmissions may dleviate this concern.

The Water Quality Control Division has recognized the value of electronic reporting
and is currently working to establish a system so that results of drinking water
samplestested by the State Lab will be submitted electronically and can be uploaded
into the Division’ s drinking water database. Unit staff estimate that about one-third
of thedrinking water systemsin the State use the State L ab. In addition, Division staff
have been involved in a nationwide effort to promote the use of electronic reporting
for environmental reports. However, staff also noted several concernswith pursuing
electronic reporting, including the following:

* There could be security and confidentiality issues if permitted entities are
allowed access to the Department’s Local Area Network to submit reports.
Since other Department sections handle many confidential documents,
security isahigh priority.

* The cost of switching to an electronic reporting system can be high,
particularly for an untested reporting approach.

» Some smadl facilities and systems may not have ready access to the Internet
and email, so electronic reporting may not be feasible for al facilities.

We believe these obstacl es can be dealt with through planning and system changesto
allow electronic reporting in the future, which would provide long-term benefits to
both the Division and the regulated community.
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Recommendation No. 6:

The Water Quality Control Division should pursue the establishment of an electronic
self-reporting system that would allow permittees and water systems to report their
monitoring information via electronic means. Specificaly, the Divison should
consider:

a. Working with facilities to determine their capabilities and needs with respect
to automated reporting.

b. Beginning with one type of reporting, such as discharge monitoring reports,
to test the concept before expanding to other areas.

c. Using other states as models and resources for electronic reporting systems
for discharge monitoring reports.

d. Ensuring that any reporting system uses data formats that allow data to be
automatically entered into the appropriate Division databases, eliminating the
need for manual data entry.

Water Quality Control Division Response;

Agree. The Division has been aware of the need to do this sort of electronic
self-reporting for sometime but has been unableto fully pursuethe option due
to questions regarding whether information without a written signature
attesting to the accuracy of the data could be legally binding for enforcement
purposes. However, we now believe that this obstacle can be overcome due
to procedural innovationsand recent changesinfederal law. TheDivisionwill
work with the appropriate parties while developing the electronic reporting
method to ensure that the electronically-submitted datawill stand up to legal
challenges.
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Water shed Programs
Chapter 2

TheWater shed Section

Through its Watershed Section, the Water Quality Control Division usesan approach
to water quality management that allowsfor appraisal of all potential sourcesof water
pollution, both point and nonpoint. This “watershed approach” includes efforts to
assess the quality of water in the environment and to set standards for protecting
water uses and controlling sources of pollution. The Watershed Section includes
three units that address water quality issues on alarge-scale basis. For Fiscal Year
2001 the Section has atotal of 34 FTE with abudget of approximately $2.4 million.
The three units are:

Monitoring Unit: Thisunit hasten FTE who are responsible for collecting
water samples statewide that are essential to water quality decision making.
The samples are used to identify water quality trends in both surface and
groundwater to provide support for the development of water quality
standards.

Assessment Unit: This unit assesses the data resulting from the sampling
work conducted by the Monitoring Unit to determine whether classifications
and standards are being attained. Water quality dataform the basisfor water
quality management decisions such as whether proposal's to make changesto
such standards or classifications are appropriate. The Unit aso develops
Total Maximum Daily Loads as explained in the Description Chapter. The
Assessment Unit has 12 FTE.

Outreach and Assistance Unit: Thisunit includesthe Division’s Nonpoint
Source Management program, which issues grants for nonpoint source
pollution activities, and the Financia Assistance Program, which provides
loans and grants to water and wastewater treatment facilities to replace
deteriorating or inadequate systems. In addition, this unit works with
appropriate stakeholders to design and implement management practices for
watershedsthat have beenimpacted by point or nonpoint sourcesof pollution.
Thisunit has 12 FTE.
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Financial Assistance Programs

The Division administers four programs that provide financial assistance to loca
governments to meet the wastewater and drinking water needs of municipalities,
counties, and water and sanitation districts across the State. Specifically, the
Outreach and Assistance Unit operatestwo |oan programsfunded with federal dollars
and two grant programs funded with state general fund moneys, as follows:

The Water Pollution Control Revolving Fund is alow-interest loan program
that provides financing for water quality projects such as wastewater
treatment works and pollution control projects.

The Drinking Water Revolving Fund is a low-interest loan program that
assists governmental agencies in constructing drinking water treatment
facilities to meet public health requirements.

The Domestic Wastewater Treatment Grant program provides financial
assistanceto governmental agenciesfor planning, design, and construction of
wastewater projects serving a population of not more than 5,000 people.

The Drinking Water Grant program provides assistance to governmental
agencies and nonprofit public water systems for planning, design, and
construction of drinking water treatment and distribution system projects
serving populations of not more than 5,000 people.

Thefollowing table shows the number of projectsfunded in Fiscal Y ear 2000 by each
of the financial assistance programs along with the total funding provided.

FiscAL YEAR 2000 WATER PROJECTS
No. of Projects | Total Amount
Financial Assistance Program Funded Provided

Water Pollution Control Revolving Fund 12 $79,812,000
Drinking Water Revolving Fund 7 $39,999,900
Domestic Wastewater Treatment Grants 14 $1,500,000
Drinking Water Grants 14 $1,500,000
Totals 47 $122,811,900
Source: Data Provided by the Water Quality Control Division.
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The Water Pollution Control Revolving
Fund

The 1987 amendments to the federal Clean Water Act created a new program for
funding construction of publicly owned water treatment works. The program
replaced the existing Federal Construction Grant Program with arevolving loan fund.
Under the new program, the EPA makes capitalization grantsto the State to fund the
Water Pollution Control Revolving Fund (WPCRF). State statutes (Section 37-95-
107.6, C.R.S.), created the State's Water Pollution Control Revolving Fund, which
is administered and maintained by the Colorado Water Resources and Power
Development Authority (Power Authority).

Funding of individua projects is based on a needs analysis conducted by the Water
Quality Control Division, the Division of Loca Government in the Department of
Local Affairs, and the Power Authority. The Power Authority acts as the banker for
the revolving loan program, receiving the annual capitalization grant from the federa
government and providing the required 20 percent state match for the grant. The
Authority then leveragesthe grant by issuing bonds through the private bond market.
The proceeds of the bond sales areloaned to applicants, and the Authority buys down
the interest rate with the capital from the federal grant amount and the state match.
This arrangement allows the Authority to offer loans to local governments at low
interest rates, usually between 3.9 and 4.5 percent, with amaximum term of 20 years.

Since 1989 the WPCRF has made 47 leveraged loanswith atotal value of nearly $327
million. Funds leveraged through bond sales are used to provide individual loansin
excess of $1 million that typically go to large cities or water and sanitation districts.
The WPCRF aso makes direct loans to local governments for projects costing less
than $1 million. These loans, which are not made from the proceeds of bond sales,
but rather from the capitalization grant and the state match, typically go to smaller
municipalities and sanitation districts. Since 1989, there have been 31 direct loans,
totaling about $16 million. Either type of loan can cover up to 100 percent of the
eligible project costs. A list of loans made by the Water Pollution Control Revolving
Fund can be found in Appendix B.

Eligible entities include governmental agencies (i.e., municipalities, counties, and
gpecia districts) with projects designed to resolve health hazards or help ensure
wastewater standards compliance. Specifically, Section 37-95-106.5 (3)(a), C.R.S,,
states that "the Authority may make and contract to make loans to governmental
agencies... tofinancethe cost of wastewater treatment projects.” A project digibility
list is created annually and approved by a joint resolution of the General Assembly.
The digibility list includes projects that have an approved planning document and
could be ready to begin construction on the project if funding were provided. A
project must be approved through theeligibility list processprior to receiving funding.
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The Water Pollution Control Revolving Fund
Should Be Expanded

The Power Authority anticipates that the total 1oan capacity of the Water Pollution
Control Revolving Fund will be amost $124 million by September 1, 2001, with the
re-loan portion totaling approximately $29.5 million. The re-loan moneys have been
paid into the Fund from prior loan recipients. Since the Fund is a revolving loan
program, moneys repaid by prior recipients are available to be loaned for additional
water treatment projects. Thisishow the program will be sustained if federal funding
is discontinued in the future. The chart below shows the increase in the amount of
funds that have been repaid by prior loan recipients, which trandates into an
increasing total loan capacity for the WPCREF.

Re-Loan Portion of the WPCRF
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Source: Data Provided by the Colorado Water Resources & Power Development
Authority.

There are upcoming programs and priorities, such as the implementation of Phase |
stormwater permitsdescribed earlier inthereport, that are expected to place demands
on the WPCRF for point source projects. However, as the available funds in the
WPCREF continue to increase over time, the agencies involved in the administration
of the program should seek additional beneficial uses of these moneys. One possible
aternativeisto makeloansto individualsand private entities. Although state statutes
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currently do not alow the Authority to make loansto non-governmental entities, the
federal Clean Water Act does allow WPCRF loans to private entities to address
nonpoint source pollution. This type of pollution is caused by rainfall or snowmelt
moving over and through the ground, carrying away natural and man-made pollutants
and depositing them into lakes, rivers, and wetlands. Pollutants can include excess
fertilizers and pesticides applied on agricultural and residential areas; metals from
abandoned mining sites; and oil, grease, and chemicals from urban runoff. Changing
the statutes to allow loans to individuals and private entities to address nonpoint
source pollution would have an overal beneficia effect on the waters of Colorado.
Nonpoint source remediation projects could then be assessed in a manner similar to
other WPCREF projects to determine the highest priority for loan approval.

Funds Could Also Address Nonpoint Sour ce Pollution

The agricultural industry would be most likely to benefit from WPCRF |oans because
of the ability of farmers and ranchers to repay the loans. Other nonpoint pollution
sources, such as abandoned or inactive mine sites, would probably not seek WPCRF
loans because there is no revenue source to repay the loan. Allowing loans to be
made to private entities would greatly benefit the agricultura industry in the State,
including both crop and livestock farmers. Farmers undertake loans frequently and
could use low-interest loans to conduct nonpoint source remediation activities, such
as.

» Changing irrigation systems from high runoff, surface water systemsto low
runoff, sprinkler-type systems. Reducing runoff improves water quality by
decreasing the amounts of fertilizers, pesticides, and sediment being
transported to the waterways.

* Congtructing diversion ditches around feedlots. Preventing water from
flowing over feedlots results in better water quality by not transporting
pollutants from the feedlot into the waters.

» Constructing water pipe lines and livestock storage tanks away from streams
or other water bodies where cattle prefer to graze. Placing water storage
tanks away from the stream bed encouragesthe cattle to graze away from the
stream, which resultsin less direct contamination of the stream and prevents
the cattle from destroying the vegetation al ong the stream bank, thus reducing
sediment loss.

* Purchasingalternative seeding andtillage equipment. Non-till seed equipment
allowsthefield to use the remainder of the prior year's harvested crop, which
reduces sediment runoff and improves irrigation.
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The EPA encourages the use of WPCRF moneys for nonpoint source management
projects. In fact, the EPA produced a brochure entitled "The Clean Water State
Revolving Fund: How to Fund Nonpoint Source and Estuary Enhancement Proj ects.”
This brochure provides numerous examples of how other states have used the Fund
to accomplish nonpoint source pollution remediation projects ranging from animal
feeding lot projects to construction of sedimentation basins and stream stabilization
projects. One state has implemented a system that uses private banks to administer
the loans to private entities. This would be especialy useful in Colorado, since the
current system for issuing loansis focused on analyzing the financia and managerial
capabilities of governmental entities. Working with private banks would allow the
agencies involved in the WPCRF to maintain their current process of issuing loans.
According to EPA staff, three other states in Region VIII — Utah, Montana, and
North Dakota — have programs to allow the moneys in the Water Pollution Control
Revolving Fund to be loaned to individuals and private entities to address nonpoint
source pollution, resulting in an overal benefit to water quality.

Recommendation No. 7:

TheWater Quality Control Division should work with the Colorado Water Resources
and Power Development Authority to seek a change to Section 37-95-106.5, C.R.S.
to expand how moneysin the Water Pollution Control Revolving Fund may be used
by allowing funds to be loaned to private entities for nonpoint source activities.

Water Quality Control Division Response;

Agree. The Division believes the Water Pollution Control Revolving Fund
should be used to provide loansfor the highest priority projects, regardless of
whether they are for point or nonpoint sources and whether they are being
addressed by governmental units, individuals, or private entities. Seeking
statutory change regarding the existing restrictions on the parties that can
receive such loans will alow the flexibility to fund the highest priority
projects. However, the Division wants to ensure the solvency of the Water
Pollution Control Revolving Fund is preserved. Given this concern, the
Division supports a pilot program with a limitation on the total amount that
can be provided to individuals and private entities as afirst step. In addition,
to implement such aprogram the Division and Col orado Water Resourcesand
Power Development Authority may need to work with athird party, such as
abank, to ensure appropriate evaluation of the different risks associated with
making loans to private entities.
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Colorado Water Resour ces and Power Development
Authority Response;

Partially Agree. The Authority is not opposed to funding nonpoint source
projects, but with the list of projects involving publicly-owned treatment
works exceeding $500 million the emphasis should be to fund those projects.
The Authority currently has the ability to issue loans for governmental
nonpoint source projects. The need to identify and prioritize nonpoint source
projects should come from the Water Quality Control Division.

The Department of Public Health and Environment and the Governor should
take the lead in implementing this recommendation.

Auditor's Addendum

This recommendation is intended to identify additional beneficial uses for the
increasing loan capacity of the WPCRF. In Fiscal Year 2000, WPCRF |oans
equaled $79 million or just over half the loan capacity of the Fund. Since 1992,
loans made from the WPCRF haverepresented, on average, only 30 percent of the
annual total loan capacity of the Fund. According to the Division, no wastewater
treatment project has ever been denied by the WPCREF for lack of available loan
funds. Changing the statutes so that loans can be made to private entities for
nonpoint sourceactivitieswould allowtheDivision to prioritizeall eligible projects
that have a beneficial affect on water quality in Colorado.

The Power Authority produces an annual digibility list that identifies projects
which could be funded by the WPCRF. The list is approved by the General
Assembly, and for Fiscal Year 2000, identified a cumulative project cost of $511
million since 1988 for public wastewater treatment projectsin Colorado. Although
we recognize that additional needs will arise in the future, we believe a more
accurate estimate of the cost of currently identified needsfor the WPCRF isabout
$200 million. Thisis because the eligibility list includes numerous projects that
have already been funded by the WPCRF and projectsthat, according to Division
staff, will not seek loan funds from the WPCRF.

The Drinking Water Revolving Fund

The Drinking Water Revolving Fund (DWREF) is similar to the WPCREF in that the
Colorado Water Resources and Power Development Authority receives a
capitalization grant fromthe EPA to providefinancial assistancetolocal governments
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for drinking water projects. The Authority |everagesthe capitalization grant to enable
large loans to be made to governmental agencies. The Division works with the
Authority and the Division of Local Government to establish a project digibility list
similar to the WPCRF. Division of Local Government staff conduct a financial and
managerial analysis on potential loan recipients to provide the financial security
needed to issue the loans.

The DWRF was authorized by the 1996 amendments to the federal Safe Drinking
Water Act. According to state statutes, eligible entities include governmental
agencieswith projects designed to address health hazards or help with drinking water
standards compliance. The Authority made the first loans from the program in 1997
and has issued a total of 17 leveraged loans valued at approximately $133 million.
Additionally, the DWRF has made six direct |oans to governmental agenciestotaling
about $2.5 million. A complete list of loans made from the DWRF can be found in
Appendix B.

Private Water Systems Could Benefit From
Drinking Water Revolving Fund L oans

Thereareover 2,000 public drinking water systemsin Colorado, including over 1,400
systemsthat are owned by either private or nonprofit entities. A public water system
is one that provides potable water to at least 25 persons for more than 60 days per
year. Privately-owned public water systems can include homeowner associations,
mobile home parks, and restaurants. According to Division staff, privately-owned
public drinking water systems are more likely to be in need of improvement or have
compliance-related problems than publicly-owned systems.

One example of a situation in which smaller systems may have difficulties is when
drinking water rules change. The 1996 amendmentsto the Safe Drinking Water Act
required the EPA to issue anew rule covering the levels of arsenic in drinking water
systemsby January 2001. AccordingtotheDivision, thereare 95 systemsinthe State
whose current levels of arsenic would place them out of compliance with the new
standard. These systemswill be required to add treatment equipment, use additional
chemicals, and increase oversight to comply with the new rule. About 40 percent of
these systemsare privately-owned, making themineligiblefor low-interest loansfrom
the DWRF under current state statutes. Even though these privately-owned public
water systems are required to comply with the new rule, they will have to seek funds
from other sources, such as private banks, to make needed improvements.

Like the WPCREF, the Drinking Water Revolving Fund has a re-loan balance from
repayments of prior loans. The re-loan amount is projected by the Authority to be
$2.1 million as of September 2000 and about $5.5 million as of September 2001. The
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agenciesinvolved in the administration of the DWRF could make additional beneficial
use of the increasing loan capacity of the DWRF if loans to privately-owned public
water systems were allowed. Expanding the DWRF Program to alow such loans
would enable the Division to set priorities anong projects for either privately- or
publicly-owned systems. According to officials at the EPA, three states in Region
VIl —Montana, North Dakota, and Utah — have the ability to make loans from their
DWREFs to privately-owned public water systems. Additionaly, the EPA is
supportive of such loans because the Fund should be used as atool for the Division
to assist all drinking water systems in complying with rules and standards.

Recommendation No. 8:

TheWater Quality Control Division should work with the Colorado Water Resources
and Power Development Authority to seek achangeto Section 37-95-107.8, C.R.S,,
to alow the moneysin the Drinking Water Revolving Fund to be loaned to privately-
owned public drinking water systems for compliance or capacity development
projects.

Water Quality Control Division Response;

Agree. The Division will explore seeking statutory changes to alow loans
from the Drinking Water Revolving Fund to be made to privately owned
public drinking water systems. Such change should allow loans to be made
to the highest priority projects, regardless of ownership. However, the
Division wantsto ensure the solvency of the Drinking Water Revolving Fund
ispreserved. Given this concern, the Division supports a pilot program with
a limitation on the total amount that can be provided to privately owned
drinking water systems as a first step. In addition, to implement such a
program the Divison and Colorado Water Resources and Power
Development Authority may need to work with athird party, such as abank,
to ensure appropriate evaluation of the different risks associated with making
loans to private entities.

Colorado Water Resour ces and Power Development
Authority Response;

Partially Agree. The current list of governmenta drinking water projects
exceeds $500 million and with limited funds, the emphasis should be on
governmental public water systems. Many entities have the ability to convert
to specid districts and become dligible for funding from the Drinking Water
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Revolving Fund. The need to identify and prioritize privately-owned public
water systems should come from the Water Quality Control Division.

The Department of Public Health and Environment and the Governor should
take the lead in implementing this recommendation.

Auditor's Addendum

Because safe drinking water is an important public health issue, we believe
moneys in the DWRF should be available to all public drinking water systems.
Allowing loans to be made to privately-owned public drinking water systems is
consistent with the purposes of the Fund and the Safe Drinking Water Act to help
ensure that water systems provide clean drinking water. Although the loan
capacity of the DWRF is only expected to be $44 million by September 2001, itis
likely that it will grow similar to the WPCRF.

The Power Authority produces an dligibility list for the DWRF that currently
identifies more than $500 million in needed drinking water projects across the
state. However, this amount includes projects valued at about $210 million that
have already been funded by either the DWRF or other sources. Additionally,
about 61 percent of the projectsincluded on the eligibility list each year use non-
DWRF moneys.

Interim Construction I nspections of
Water Pollution Control Revolving Fund
Proj ects

In Calendar Y ear 1998 the WPCRF funded six |everaged |oan projectstotaling nearly
$55.7 million, plus an additional four direct loanstotaling $2.1 million. Direct loans
arenot leveraged and arefor small projects costing lessthan $1 million each. In 1999
the WPCRF funded five leveraged |oan projects for $42.2 million and an additional
five direct loans for $2.5 million.

The Technical Services Unit in the Water Quality Section reviews plans and
specifications and conducts site analyses of all new and expanded wastewater and
drinking water projects, including those funded through the WPCREF. In addition, the
District Engineers in the Technical Services Unit conduct interim construction
inspections of the wastewater projects funded with the WPCRF. The Operating
Agreement for the administration of the WPCRF requires that interim inspections be
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conducted at least quarterly while the Division's WPCRF Handbook of Procedures
setsagoa of conducting at least monthly interim inspections.

Interim Inspections Provide Little Value

We reviewed the five largest loans made in 1998 and found that interim inspections
were consi stently made on aquarterly basis, in addition toinitial and final inspections.
None of theinterim inspectionsidentified any deficiencieswith the progressor quality
of the construction. Two of the five projects' initial inspections found only minor
deficiencies, which were remedied prior to the next interim inspection. The value of
these inspections appears limited, in part because the entity that will be operating the
facility is ultimately held responsible by the Division for the effectiveness of the
system and the ability to meet effluent standards. The entity contracts with both the
engineering consultant and the contractor for design and construction of the facility.
Local government officials, professional engineering consulting firms, and licensed
contractors should provide the appropriate level of control on the construction of the
facility.

The WPCREF is unique in requiring these types of inspections. The Drinking Water
Revolving Fund does not require construction inspections to be done on drinking
water projects. Additionally, wastewater projects that do not use WPCRF funds
undergo the same design review and site analysis as WPCREF projects, but thereisno
requirement for engineersto conduct inspections of the facilities during construction.
The benefit of the construction inspections is minimal in the overall construction
process of an effective, well built wastewater facility.

The Water Quality Control Division and the Technical Services Unit have numerous
demands on staff resources. Using arisk-assessment approach to reduce the number
of interim construction inspections would allow for scarce engineering resources to
be applied to other priorities without increasing the likelihood of problems during
construction of a facility. For example, WPCRF projects would benefit from
increased involvement by Technica Services Unit engineersin the planning phases of
aproject. Communities must decide on atreatment facility design before bringing the
plans to the Division for approval, and Division involvement early in the process
would reduce costly modifications to plans.

According to the time-tracking system, the engineersin the Technical Services Unit
have spent approximately 375 hours per year in thelast two years on WPCRF project
construction inspections. Thisamounts to about $12,400 each year in Division FTE
resources applied to WPCRF construction inspections. Implementing a risk-
assessment approach for interim construction inspections could result in these hours
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being reall ocated from construction inspectionsto other activities on projects funded
with the Water Pollution Control Revolving Fund.

Recommendation No. 9:

The Water Quality Control Division should reduce the number and frequency of
construction inspections on Water Pollution Control Revolving Fund projects by:

a. Working with the EPA and the Colorado Water Resources and Power
Development Authority to modify the Operating Agreement to allow the
Divisontoimplement arisk-assessment approach for performing construction
inspections of Water Pollution Control Revolving Fund wastewater projects.

b. Developing and implementing a risk-assessment approach to conducting
interim construction inspections.

c. Continuing to conduct design reviews and site analyses of new and expanded
projects.

Water Quality Control Division Response:

Partially agree. Given the number of controls over the construction process,
the Division agrees that the interim construction inspections are of minimal
benefit for ensuring an effective, well built wastewater facility, and will pursue
a risk-based approach to conducting the inspections. However, under the
loan agreements, payments are made only after costs have actualy been
incurred. One benefit of the existing interim inspections is to provide
assurance that the stage of construction justifies the level of payment.
Reviews for this purpose will continue to be necessary, but we think that in
many casesthey could be done by administrative, rather than engineering staff
and will pursue this change.

Colorado Water Resour ces and Power Development
Authority Response;

Disagree.
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Auditor's Addendum

Although we requested additional information regarding the disagreement with
Recommendation No. 9, the Power Authority did not expand on its response.

This recommendation is intended to relieve some of the administrative
requirements placed on the Division's engineering staff and allow these skilled
resourcesto be reallocated to other higher priority activities on WPCRF projects.
Asnoted, theinterim construction inspectionsappear to providelittle or no benefit
to the process of constructing wastewater treatment facilities with WPCRF loan
moneys. Additionally, projects conducted with loans from the DWRF, also
administered by the Power Authority, are not subjected to a similar inspection
process. We do not recommend eliminating construction inspections completely,
but believe that a risk-based approach to this processisa much more efficient use
of public funds.

Nonpoint Sour ce Pollution

Pollutant loadings from both public and private point sources, such asindustrial and
sewer treatment facilities, have dramatically decreased since the enactment of the
federal Clean Water Act in 1972. Under the Act, the federa government has
provided over $80 billion in grants and loans to the states to assist in controlling the
discharge of pollutants from publicly owned treatment facilities. However, lessthan
$2 billion has been provided to assist in the control of nonpoint sources of pollution.
Nonpoint source pollution typically comesfrom dispersed sources such as abandoned
mining waste sites, agricultural operations, sediment runoff from construction sites,
and stormwater runoff in urban areas. As resources and efforts are shifted from
addressing the challenges of point source pollution, nonpoint source activities are
taking a higher priority. Congress has stated that increased federal funding for
programs to control nonpoint source pollution through a variety of flexible
management practices is necessary to meet the water quality standards and goals of
the country.

The Division's Nonpoint Source Management Program was created when the Clean
Water Act wasamended in 1987. Section 319 of the Clean Water Act authorized the
State to create amanagement program to address nonpoint source pollution through
state activities and grants to local governments and private entities. The Program is
nonregulatory and relies on voluntary actions by governmental entities and
individuals, along with best management practices, to make progress in addressing
nonpoint source pollution. The Division established the Nonpoint Source Council in
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1987 to serve as an advisory and work group to assist the Division in creating the
management program. The Council still existstoday with areduced role of providing
comments on Section 319 grant applications.

The Federal Government Provides Money For
Nonpoint Sour ce Pollution Remediation

The EPA provides funding to the State to address nonpoint source pollution through
the management program. The State received initial funding in 1989 and began to
grant funds to nonpoint source remediation projects in 1990. Federal funding has
gradualy increased from $512,000 in 1990 to dlightly more than $2,000,000 in Fiscal
Year 2000. The Nonpoint Source Management Program has received nearly
$16 million in federal funding over the ten years it has been in operation. No state
general or cash funds are used in the administration of the Nonpoint Source
Management Program. In Fiscal Year 2000 the Program made grants to 17
remediation projects totaling $2 million. These projects include mining remediation
activities, agricultural runoff projects, andinformation and education projectsdirected
at specific industry areas and broader urban runoff issues.

Section 319 of the Clean Water Act providesthat thefederal share of nonpoint source
management programs implemented with federal funds shall not exceed 60 percent
of the management program'scosts. Thismeansthat thefederal grant portion of each
nonpoint source pollution management project cannot exceed 60 percent. The
remaining 40 percent match required of the grant recipient can bein theform of either
acash match or in-kind contribution (e.g., labor, equi pment, and supplies). Thismatch
requirement may prevent some interested applicants with limited resources from
seeking nonpoint source grants. Division staff have indicated that the 40 percent
match requirement is probably a prohibiting factor to some entities applying for
grants.

Additional Funding Is Availableto Address
Nonpoint Source Pollution

The Department of Loca Affairs administers the Energy and Minera Impact
Assistance Program, which isfunded with severance tax proceeds paid by the mining
and energy industries and the State's portion of federal lease payments made by
mining companies for operations on federal lands. Specificaly, the Energy and
Mineral Impact Assistance Program contains the Local Government Severance Tax
Fund and the L ocal Government Mineral Impact Fund. The Executive Director of the
Department of Local Affairsisstatutorily authorizedto distributethesefunds, through
acompetitive grant process, to political subdivisionsthat are socially or economically



Report of The Colorado State Auditor 49

impacted by mineral and energy development. The Energy and Mineral Impact
Assistance Program has a large unreserved fund balance of about $26 million
($16.2 million in the Severance Tax Fund and $9.6 million in the Mineral Impact
Fund) as of theend of Fiscal Year 2000. The Division of Local Government receives
severance tax proceeds on a monthly basis and federal |ease payments quarterly.

Nonpoint source pollution remediation activities on abandoned minesand mill tailings
sitesthat are impacting water quality would qualify to use the Mineral Impact Fund.
Local agencies could combine moneys from the Fund with Nonpoint Source grant
funds to provide the required match, thus making the Nonpoint Source program
available to more applicants.

One way the Division could promote the use of both funding sources together isto
work with the Department of Local Affairsto review and approve grant applications
that seek funding from both sources. The Department of Local Affairs has already
developed a partnership with another state agency for combining grants from the
Energy and Minera Impact Assistance Program with other grant funds. Specifically,
the Department and the Colorado Historical Society's State Historical Fund have
agreed to make joint funding decisions on loca facility needs that fit the funding
priorities and criteria of both programs. The Historical Fund provides money for
preservation and restoration of historic structures across Colorado. Therewere four
projects collaboratively funded in 1999 that included restoring county courthousesin
areas impacted by mining and energy development.

Another approach to encouraging the use of Mineral Impact Fund moneys to
supplement nonpoint source grantsis for the Division to inform potential applicants
that they could seek Mineral Impact Fund moneys to provide the required match for
nonpoint source projects. Although one of the Division's stated goals for the
Nonpoint Source Management Program is to assist project sponsors in procuring
funding from awide range of sources, the Division has not included informationinits
Nonpoint Source Program Project Proposal Guidancefor Fiscal Y ear 2000 about the
availability of the Energy and Mineral Impact Assistance Program.

Nonpoint Source Funds Can Be Targeted to Address
Division Priorities

In 1998 the Division developed the state 303(d) list, which is a federaly required
report of the State's waters for which existing treatments and controls are not
adequate to attain water quality standards. The State must establish Total Maximum
Daily Loads (TMDLYS) for these waters as part of a settlement agreement. The
TMDL process determines the amount of a specified pollutant that a segment can
receive without exceeding a water quality standard and the amount of the pollutant
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that each discharger to the segment can contribute to the water. The 303(d) list
contains 79 different water segments with more than haf of the segments being
affected by mining activity. Of the 1,749 miles of waterways contained on the 303(d)
list, about 1,355 miles, or 78 percent, are impacted by inactive or active mining sites.

The evaluation of nonpoint sourcesis an essential component of the TMDL process,
and stream segments on the 303(d) list will be targeted for nonpoint source
management controls. Mining-related nonpoint sources have asignificant impact on
the water quality of streams and riversin Colorado and will be given a high priority
in this process. Developing a process to allow applicants to combine Energy and
Mineral Impact A ssistance Program funds with nonpoint source grant projectswould
allow for more resources to be directed toward the development of TMDLS across
the State.

Mine waste piles and mill tailings piles contaminate surface waters and can be
relatively easy toremediate. Themost basictype of mineremediation projectinvolves
hydrologic controlsthat inhibit or prevent the process of acid formationfromrain and
snow runoff passing over aminewaste or tailings pile. Some examplesof hydrologic
controls include digging diversion ditches around a waste pile, removing and
consolidating mine waste pilesin an area away from water sources, and leveling and
capping waste piles with top soil and vegetation. According to the Nonpoint Source
Management Program, preventing water from coming into contact with mine wastes
can be the best and most cost-effective remediation approach. If additional grant
funds from the Mineral Impact Fund were available to participants in the Nonpoint
Source Management Program, it is likely that more mining remediation projects
would be undertaken, resulting in improved water quality.

Recommendation No. 10:

The Water Quality Control Division should actively encourage the use of the Energy
and Mineral Impact Assistance Program funds to accomplish more abandoned mine
remediation projects by:

a. Seeking a proactive partnership with the Division of Local Government to
make joint funding decisions on mining-related nonpoint source remediation
projects that fit the funding priorities and criteria for both the Energy and
Mineral Impact Assistance Program and the Nonpoint Source Management
Program.
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b. Placing specific language in the Nonpoint Source Management application
booklet to inform applicants that the Energy and Mineral Impact Assistance
Program is a potential source of funds for the required federal match.

¢. Producing fact sheets and brochures with information on both programs that
staff of the Water Quality Control and Local Government Divisions can
provideto interested parties, such aslocal watershedsgroups, city and county
governments, and conservation districts.

Water Quality Control Division Response;

Agree. TheDivisionwill ensureapplicantsfor Nonpoint Grantsknow that the
Energy and Mineral Impact Assistance Program funds may aso be available
to them and will work with the Department of Local Affairs to make joint
funding decisions on mining-related nonpoint source remediation projects.

Watershed Monitoring

The Monitoring and Assessment Units are primarily responsible for testing surface
water in Colorado and developing standards for water use throughout the State. The
Monitoring Unit collects water samples from around the State, which the Assessment
Unit then analyzes and uses to develop standards and water use classifications. In
Fisca Year 1999 the Monitoring Unit collected approximately 1,300 samples from
water bodiesthroughout Colorado. Thewater samplesaretested for temperature and
pH levels, and to detect levels of contaminants.

Currently the Division employs eight FTE who spend about 75 percent of their time
traveling around the State collecting water samples. For Fiscal Y ear 2000 we estimate
the cost of thisfunction was about $360,000, including staff salaries and operating and
travel costs. About 70 percent of this amount is funded out of state general funds.

Collecting water samples for regulatory decisions is a technical and time-consuming
task for the Monitoring Unit. We believe there are steps the Division can take that
could help make this task more manageable and cost-effective. In particular,
expanding efforts to share information with other agencies that collect and test water
has the potential to provide efficiencies and cost savings for all participants as
discussed in the following sections.
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Coordination of Water Monitoring in the State

In addition to the Division’s water monitoring, there are numerous local and federa
government agencies as well as private entities across the State that conduct water
sampling and analysis activities. The Divison does make some limited use of
monitoring activities performed by others. For example, when the Division isin need
of biological information, such asfish tissue samples, staff often work withtheDivision
of Wildlifeto collect and prepare the samplesfor analysis. However, for the most part
the Division collects water quality data independently from other agencies.

The Division and others have taken a step to improve water monitoring coordination
in Colorado. 1n 1998 the Water Quality Control Division, along with Colorado State
University and the U.S. Geological Survey, initiated a statewide Water Quality
Monitoring Council. The Council consists of representatives from approximately 80
organizationsincludinglocal, state, and federal agencies, environmental groups, private
industry, higher education, and citizen initiative groups. The stated purpose of the
Council is to provide a forum for participants to discuss concerns and share
information. Its goasinclude:

* Providing strategic directionfor astatewidewater quality monitoring network.

* Promoting the development of collaborative and cost-effective watershed-
based monitoring strategies.

» Promoting the use of quality assurance procedures and protocols related to
sample collection, anaytical methods, assessment, and data management.

The Monitoring Council represents a positive step toward improved coordination of
hydrologic datain the State and provides a unique opportunity for organizations that
collect water quality information to work together to set up astatewide monitoring and
information system. ldeally, accomplishment of the Council’s information-sharing
goals would result in water monitoring cost savings and more complete data for all
involved.

Eventhough the Council and the Monitoring Unit have goalsof expanding cooperative
and coordinated data collection efforts, the Division has no formal agreements to
routinely share water sampling results with other entities. Division staff report that if
such agreements were to be developed on a large scale, it would be difficult to
organize and coordinate. Additionally, the Division views the development of a data
sharing network as a long-term goal that will not be achieved in the near future.
However, the Division could pursue limited scale agreements to coordinate water
monitoring with specific entities.



Report of The Colorado State Auditor 53

One reason the Division may not have actively pursued the use of data from other
sources is that methods for collecting and analyzing water samples vary from agency
to agency. In order for the Division to use data from others, the procedures used by
the entities for sampling and analysis must meet certain criteria developed by the
Divison and the EPA. For example, there are various field techniques, field
measurements, and analytical methods used to collect water samples. Also, analytical
methods may differ based on the type of equipment used in the lab and the purpose of
the analysis. Only data that are submitted in accordance with an approved quality
assurance plan can be used by the Division in lieu of its own.

Sharing Information Could Produce Cost Savings
for the Division

There are some entitiesthat currently conduct their sampling and analysisin away that
is consistent with Division operations. Specifically, Division steff indicated that they
consider the hydrologic data produced by the Denver Water Department to be high-
quality and consistent with the State’ s quality assurance requirements. Water Quality
Control Divison staff indicated that Denver Water provides one of the best
opportunities in the State for beneficial data sharing. According to officials at the
Denver Water Department, they conduct about 50,000 individual analyses of water
samples per year. The water in Denver's system comes entirely from surface sources
within a watershed that covers 3,100 square miles on both sides of the Continental
Divide. Mg or sourcesof water arethe South Platte River and itstributaries, therivers
that feed Dillon Reservoir, and the creeks above the Frasier River.

There is a tremendous opportunity for the Division and Denver Water to share
monitoring data, resulting in potential resource savingsfor both organizations. Onthe
basis of information provided by the Division, we estimate the average cost to collect
and test a sample of water is about $535, including personnel, travel, and laboratory
costs. In Fiscal Year 1999 the Division took at least 500 water samples from sites
along the South Platte River for routine monitoring and specific studies. If the
Division could have used datafrom the Denver Water Department instead of collecting
and testing these samples itself, the Division could have saved about $270,000 in
resources. These resources could then be reallocated to other high priority activities
in the Division.

According to the Division, past discussions with the Denver Water Department have
been favorable but have not resulted in any cooperative agreements. We contacted
Denver Water officids who indicated they support the idea of sharing water
informationwiththeDivision. Webelievethe Division should continue effortsto work
with the Denver Water Department to create a system and process acceptable to both
partiesto coordinate water sampling activities. The system should enablethe Division
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to both obtain water datafrom Denver Water and provide information as appropriate.
Inparticular, thearrangement shoul d reduce or eliminateduplicativemonitoring efforts
by thetwo agencies. Inthefuture, thistype of agreement could be expanded to include
other entities around the state that meet the criteria for sampling and analysis
developed by the Division and the EPA.

Recommendation No. 11:

The Water Quality Control Division should expand its efforts to share water quality
sampling activities and information with other organizations. In particular, the
Division should work with the Denver Water Department to establish an agreement to
share water sampling at as many sites as possible in a manner acceptable to both
agencies. On the basis of the success of this effort, the Division should pursue
additional agreements with other entitiesin the future.

Water Quality Control Division Response;

Agree. Wewill work with the Denver Water Board to establish an agreement
to share water quality information. The Division strongly believes that water
sampling information collected with public money should be made availableto
the public in atimely manner. However, the Division does not currently have
the authority to require other agenciesto share their water quality information
if they do not wish to do so. If the Genera Assembly believes this sort of
information sharing should be mandatory, the Division could be given this
authority through changes to Section 25-8-303, C.R.S.

The Division Should Increase the Use of
Volunteer Programs

Another way the Division could supplement its resources is to use information from
volunteer water monitoring programswhenever possible. Currently the Division does
make some use of volunteersto help collect and analyze water samples that are used
to assess water quality in the State. Examples of specific situations in which the
Division uses volunteers include the following:

River Watch: The River Watch volunteer monitoring program was begun in 1990.
It is operated by the Division of Wildlife and consists of an estimated 200 volunteer
groups, mostly high school and middle school classes, that sample and analyze water
at more than 500 sites around Colorado. This program has Quality Assurance and
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Quality Control plansapproved by the EPA. TheDivision usessomeinformationfrom
River Watch to confirm data collected through its own water sampling efforts.

LasAnimasStakeholders: InFisca Year 1999 the Divisiontrained and usedtheLas
Animas Stakeholdersvolunteer group for aproject in which hundreds of water samples
were collected in just afew daysas part of the Arkansas River Basin standardsreview.
The Division provided the group with short-term, intensive training, specific to the
project. This kind of sampling alows the Division to assess the water quality in an
entire river basin in a short time period.

Grand LakeVolunteers: The Division has along-standing relationship with asmall
group that collects samples and provides data on water quality in Grand Lake.
According to the Division, the Grand Lake volunteers have provided a consistent
water quality monitoring effort since 1992. The Division provided initia training to
this group and offers ongoing consultation and payment of laboratory fees, aswell as
some equipment, to support the effort. In addition, because the monitoring effort is
linked to nonpoint source issues in the lake, the program receives Section 319
Nonpoint Source funding from the EPA.

These examplesillustrate the variety of waysinwhich volunteer efforts can be of value
to the Division by supplementing its own resources. In addition, expansion of these
typesof collaborative programsis consi stent with the goal s of the Monitoring Unit and
with efforts of other states. For example:

* Horida estimates that volunteer monitoring efforts provide about 10 percent
of its monitoring data. It is also beginning to work with the Florida
LAKEWATCH volunteer monitoring program, which receives legidative
appropriations and is implemented by the University of Florida.

* Wyoming is working with conservation districts around the state to develop
monitoring programs that would complement efforts at the state level.

e Cdifornia reports that it has three FTE employed to coordinate volunteer
efforts with schools and community groups.

Our review aso found that the EPA is supportive of using volunteer groups for
monitoring activities and views them as an important component in monitoring water
quality.

According to Division staff, the regulated community is reluctant to accept datafrom
volunteer sources for compliance purposes such as setting permit conditions or
establishing TMDLSs. Therefore, data and samples collected by volunteers might be
best used for more routine purposes, such as monitoring stream trendsand astheinitial
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step in determining if there are water quality problems on a stream segment or other
water body. Other drawbacks of using volunteers noted by Division staff include the
time and cost of training, the difficulty of ensuring quality techniques and results, and
the lack of continuity of both data and the volunteers themselves. It isimportant for
the Division to weigh both benefits and costs of using volunteers for any monitoring
efforts. However, the examples of volunteer programs cited above indicate that these
issues can be addressed

Use of Volunteer Efforts Can Benefit the Division and
Participants

The use of volunteers for sampling essentially allows the Division to expand its
resource base to accomplish more work without significant additional cost.
Establishing cooperative programs with voluntary groups also offers benefits to
participantsby providing educational opportunitiesand keepinginterested stakeholders
involved in water quality management.

On the basis of information provided by the Division, we estimate the average cost of
collecting and analyzing a water sample is about $535. Therefore, every sample
collected and tested by a volunteer group that isused by the Divisionin lieu of itsown
data has the potential to save thisamount. Even if avolunteer group simply collects
water samplesthat are then tested by the Division, we estimate the Division can save
about $300 per sample in staff time and travel costs. There is no way to reliably
estimate the total number of samplesthat could be collected by volunteers. However,
since the Division collects thousands of samples a year, the potential for resources
savings and reallocation is consderable. Therefore, we believe the Division should
expand the use of volunteer efforts for water quality monitoring.

Recommendation No. 12:

The Division should expand efforts to use volunteer resources to collect water
samples, particularly for usein activitiesthat do not directly result in standards setting,
permitting, or TMDL development. Specifically, the Division should:

a. Pursue additional alternative uses for data collected by established volunteer
groups.

b. Continue to cultivate long-term monitoring arrangements with volunteer
groups.

c. Increase the use of volunteers on short-term projects whenever possible.
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Water Quality Control Division Response;

Partially Agree. TheDivision seesthevaluethat can be provided by volunteers
with regard to water sampling and agrees that volunteer efforts such as the
River Watch Program have been quite successful. However, based on the
experiences of other agencies, we believe that recruiting, training, and
coordinating volunteersfor water sampling could require asubstantial amount
of staff resources. Whether we are able to expand the use of volunteers will
depend on the availability of resources to support such an effort.




Appendix A
Water Use Classifications

Water Quality Control Commission Regulation No. 31: The Basic Standards and Methodol ogies
for Surface Water, contains the following information on water use classifications.

Surface waters, excluding those in ditches or other manmade conveyance structures, are classified
according to the uses for which they are currently suitable or are intended to become suitable.
The use classifications are as follows:

l. Recreation

A. Classl - Primary Contact. These surface waters are suitable or intended to
become suitable for recreational activitiesin or on the water when the ingestion of
small quantities of water islikely to occur. Such waters include but are not limited
to those used for swimming, rafting, kayaking, and water-skiing.

B. Class 2 - Secondary Contact. These surface waters are suitable or intended to
become suitable for recreational activitiesin or about the water which are not
included in the primary contact subcategory, including but not limited to fishing
and other stream side or lakeside recreation.

. Agriculture

These surface waters are suitable or intended to become suitable for irrigation of crops
usually grown in Colorado and which are not hazardous as drinking water for livestock.

1. Aquatic Life

These surface waters presently support aquatic life uses as described below, or such uses
may reasonably be expected in the future due to the suitability of present conditions, or the
waters are intended to become suitable for such uses as agoal.

A. Class| - Cold Water Aquatic Life. These are waters that (1) currently are capable
of sustaining awide variety of cold water biota, including sensitive species, or (2)
could sustain such biota but for correctable water quality conditions. Waters shall
be considered capable of sustaining such biota where physical habitat, water flows
or levels, and water quality conditions result in no substantial impairment of the
abundance and diversity of species.

B. Class 1 - Warm Water Aquatic Life. These are waters that (1) currently are

capable of sustaining awide variety of warm water biota, including sensitive
species, or (2) could sustain such biota but for correctable water quality
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conditions. Waters shall be considered capable of sustaining such biotawhere
physical habitat, water flows or levels, and water quality conditions result in no
substantial impairment of the abundance and diversity of specifies.

C. Class 2- Cold and Warm Water Aquatic Life. These are waters that are not
capable of sustaining awide variety of cold or warm water biota, including
sensitive species, due to physical habitat, water flows or levels, or uncorrectable
water quality conditions that result in substantial impairment of the abundance and
diversity of species.

Domestic Water Supply

These surface waters are suitable or intended to become suitable for potable water
supplies. After recelving standard treatment (defined as coagulation, flocculation,
sedimentation, filtration, and disinfection with chlorine or its equivalent) these waters will
meet Colorado drinking water regulations and any revisions, amendments, or supplements
thereto.

Wetlands
A. The provisions of this section do not apply to constructed wetlands.
B. Compensatory wetlands shall have, as a minimum, the classifications of the

segment in which they are located.

C. Created wetlands shall be considered to be initially unclassified, and shall be
subject only to the narrative standards set forth in section 31.11 of the regulations,
unless and until the Commission adopts the "wetlands" classification described
below and appropriate numeric standards for such wetlands.

D. Tributary wetlands shall be considered tributaries of the surface water segment to
which they are most directly connected and shall be subject to interim
classifications as follows: such wetlands shall be considered to have the same
classifications, except for drinking water supply classifications, as the segment of
which they are a part, unless the "wetlands' classification and appropriate site-
specific standards have been adopted to protect the water quality dependent
functions of the wetlands. Interim numeric standards for these wetlands are
described in section 31.7(1)(b)(iv) of the regulations.

E. The Commission may adopt a"wetlands' classification based on the functions of
the wetlands in question. Wetland functions that may warrant site-specific
protection include ground water recharge or discharge, flood flow alteration,
sediment stabilization, sediment or other pollutant retention, nutrient removal or
transformation, biological diversity or uniqueness, wildlife diversity or abundance,
aquatic life diversity or abundance, and recreation. Because some wetland
functions may be mutually exclusive (e.g., wildlife abundance, recreation), the
functions to be protected or restored will be determined on a wetland-by-wetland
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basis, considering natural wetland characteristics and overall benefits to the
watershed. The initial adoption of a site-specific wetlands classification and related
standards to replace the interim classifications and standards described above shall
not be considered a downgrading.

Qudifiers

The following qualifiers may be appended to any classification to indicate specia
considerations. Where a qualifier applies, it will be appended to the use classification; for
example, "Class 1, Warm Water Aquatic Life (Goal)".

A.

Goal. A qualifier which indicates that the waters are presently not fully suitable
but are intended to become fully suitable for the classified use. "Goal" will be used
to indicate that a temporary modification for one or more of the underlying
numeric standards has been granted.

Seasonal. A quadlifier which indicates that the water may only be suitable for a
classified use during certain periods of the year. During those periods when water
isin the stream, the standards as defined in sections 31.7(1)(b) and 31.9(1) of the
regulations shall apply.

Interrupted Flow. A qualifier which indicates that due to natural or human
induced conditions the continuity of flow is broken not necessarily according to a
seasonal schedule. This qualifier appended to a classification indicates that the flow
conditions still permit the classified use during period of flow. The presence of
water diversionsin a stream does not change the classifications and standards and
the standards do not require that flow be maintained in the stream.

Areas Requiring Specia Protection

In special cases where protection of beneficial uses requires standards not provided by the
classification above, specia standards may be assigned after full public notice and
hearings. Cases where specia protection may be needed include but are not limited to
wildlife preserves and water bodies endangered by eutrophication.
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Water Pollution Control Revolving Fund

Loan Summary as of 6/15/00

LEVERAGED LOANS ORIGINAL EFFECTIVE
LOAN LOAN LOAN INTEREST

BORROWER DATE AMOUNT TERM RATE

DENVER SOUTHEAST SUBURBAN W& SD 12/01/89 6,905,000 22 YEARS 4.634%
TOWN of CASTLE ROCK 08/15/90 4,319,911 20 YEARS 5.202%
CITY of ENGLEWOQOD 11/15/90 12,750,000 22 YEARS 4.642%
CITY of LITTLETON (REVENUE) 11/15/90 5,000,694 22 YEARS 4.642%
CITY of LITTLETON (GEN. OBLIG.) 11/15/90 7,750,000 22 YEARS 4.642%
METRO WASTEWATER RECLAM. DISTRICT 05/01/91 21,910,000 20 YEARS 4.576%
CITY of FORT LUPTON 06/15/92 4,200,000 21 YEARS 5.174%
FRISCO SANITATION DISTRICT 06/15/92 4,500,000 20 YEARS 5.174%
EAGLE RIVERW & SDISTRICT 06/15/92 7,368,840 21 YEARS 5.174%
CITY of FORT COLLINS 07/15/92 24,540,580 23 YEARS 4.045%
CITY of LONGMONT 07/15/92 3,500,000 20 YEARS 3.965%
CITY of ALAMOSA 08/01/94 3,197,216 15 YEARS 3.768%
GENESEE W & SDISTRICT 08/01/94 1,498,152 20 YEARS 4.863%
CITY of GREELEY 08/01/94 13,457,960 20 YEARS 4.973%
PARKER W & SDISTRICT 08/01/94 1,781,883 20 YEARS 4.892%
TOWN of WINDSOR 08/01/94 3,998,853 15 YEARS 4.621%
CITY of BRIGHTON 05/01/95 5,080,484 20 YEARS 4.578%
CITY of CRAIG 05/01/95 1,096,820 20 YEARS 4.578%
CITY of FORT MORGAN 05/01/95 9,146,685 20 YEARS 4.587%
CITY of STEAMBOAT SPRINGS 05/01/95 1,563,550 20 YEARS 4.576%
EAGLE RIVERW & SDISTRICT 05/01/95 6,099,183 20 YEARS 4.583%
WINTER PARK W & SDISTRICT 05/01/95 3,050,000 20 YEARS 4.590%
TOWN of CRESTED BUTTE 06/01/96 2,499,120 20 YEARS 4.727%
MT. CRESTED BUTTE W & SDISTRICT 06/01/96 1,399,080 19 YEARS 4.740%
FOUNTAIN SANITATION DISTRICT 06/01/96 1,716,099 19 YEARS 4.711%
CITY of IDAHO SPRINGS 06/01/96 1,541,237 20 YEARS 4.742%
BRECKENRIDGE SANITATION DISTRICT 05/01/97 8,093,617 20 YEARS 4.534%
TOWN of CARBONDALE 05/01/97 2,327,490 10 YEARS 4.216%
TOWN of EAGLE 05/01/97 2,345,204 20 YEARS 4.533%
TOWN of ERIE 05/01/97 1,821,690 20 YEARS 4.539%
PARKER W & SDISTRICT 05/01/97 3,271,642 20 YEARS 4.543%
CITY of STERLING 05/01/97 2,499,524 19 YEARS 4.534%
CITY of WESTMINSTER 05/01/97 13,246,525 20 YEARS 4.543%
BUENA VISTA SANITATION DISTRICT 04/01/98 3,896,505 19 YEARS 3.960%
EAGLE RIVERW & SDISTRICT 04/01/98 17,685,396 18 YEARS 3.940%
CITY of EVANS 04/01/98 1,141,617 20 YEARS 4.030%
CITY of TRINIDAD 04/01/98 6,670,909 20 YEARS 3.990%
CITY of WESTMINSTER 04/01/98 4,085,697 19 YEARS 3.980%
CITY of COLORADO SPRINGS 04/01/98 22,204,270 21 YEARS 4.060%
CITY of AURORA 07/01/99 24,124,366 15 YEARS 4.040%
FREMONT SANITATION DISTRICT 07/01/99 8,094,568 20 YEARS 4.200%
GRAND COUNTY W & SDISTRICT 07/01/99 3,999,978 19 YEARS 4.170%
MT. WERNER W & SDISTRICT 07/01/99 3,034,627 20 YEARS 4.200%
CITY of STEAMBOAT SPRINGS 07/01/99 2,935,636 20 YEARS 4.200%
PARKER W & SDISTRICT 05/15/00 12,063,546 20 YEARS 4.670%
SUMMIT COUNTY 05/15/00 17,086,830 20 YEARS 4.670%
THREE LAKESW & SDISTRICT 05/15/00 6,498,576 19 YEARS 4.650%

TOTAL LEVERAGED LOANS $326,999,559
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Water Pollution Control Revolving Fund

Loan Summary as of 6/15/00

DIRECT LOANS ORIGINAL EFFECTIVE
LOAN LOAN LOAN INTEREST
BORROWER DATE AMOUNT TERM RATE
LARIMER COUNTY - MTN. RANGE SHADOWS 12/01/89 1,721,489 21 YEARS 3.150%
MOUNTAIN W & SDISTRICT 04/17/90 200,000 20 YEARS 1.431%
TOWN of WELLINGTON 06/01/90 375,000 20 YEARS 1.431%
DURANGO WEST METRO. DISTRICT #2 07/29/91 500,000 20 YEARS 4.500%
NUCLA SANITATION DISTRICT 05/11/92 180,000 20 YEARS 1.500%
DIVIDEW & SDISTRICT 07/15/92 69,000 9 YEARS 4.500%
CITY of OURAY 09/17/92 800,000 20 YEARS 4.500%
MONTROSE COUNTY 10/30/92 257,919 20 YEARS 4.500%
CITY of FORT LUPTON 01/12/94 200,000 20 YEARS 5.170%
ST. MARY'SGLACIER W & SDISTRICT 07/15/94 150,000 20 YEARS 4.500%
ROXBOROUGH PARK METRO. DISTRICT 11/18/94 600,000 20 YEARS 4.500%
PARKER W & SDISTRICT 03/16/95 500,000 5YEARS 4.890%
CITY of FRUITA 04/27/95 155,435 20 YEARS 4.500%
TOWN of LOG LANE VILLAGE 06/01/95 250,000 21 YEARS 4.500%
TOWN of ORDWAY 10/15/96 350,000 20 YEARS 4.500%
CITY of BROOMFIELD 12/05/96 2,514,119 20 YEARS 4.710%
TOWN of LYONS 10/07/96 506,311 20 YEARS 4.500%
TOWN of VONA 01/29/97 85,000 20 YEARS 4.500%
TOWN of MANZANOLA 06/01/97 80,360 20 YEARS 4.500%
PAGOSA SPRINGS SANITATION DISTRICT 06/03/97 640,000 19 YEARS 4.500%
TOWN of ERIE 10/08/97 500,000 20 YEARS 4.500%
CITY of HOLYOKE 12/01/97 489,700 20 YEARS 4.500%
BYERSW & SDISTRICT 08/28/98 435,000 20 YEARS 4.500%
CITY of LASANIMAS 11/12/98 1,070,000 20 YEARS 4.500%
CITY of EVANS 11/16/98 400,000 20 YEARS 4.500%
EAST ALAMOSA W & SDISTRICT 12/02/98 180,000 20 YEARS 4.500%
TOWN of NEW CASTLE 01/01/99 917,076 20 YEARS 4.500%
LEFT HAND W & SDISTRICT 03/05/99 126,300 19 YEARS 4.500%
TOWN of MONTE VISTA 09/01/99 968,000 20 YEARS 4.500%
CITY of LA JUNTA 10/15/99 358,400 20 YEARS 4.500%
TOWN of KERSEY 12/29/99 163,000 20 YEARS 4.500%
COLUMBINE WATER & SANITATION DIST. 03/31/00 485,000 15 YEARS 4.500%
TOTAL DIRECT LOANS $16,227,110
TOTAL Water Pollution Control Revolving Fund L oans $343,226,669
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Appendix B

Drinking Water Revolving Fund

Loan Summary as of 6/15/00

LEVERAGED LOANS ORIGINAL EFFECTIVE
LOAN LOAN LOAN INTEREST

BORROWER DATE AMOUNT TERM RATE

ARAPAHOE ESTATES WATER DISTRICT 10/01/97 1,048,333 20 YEARS 4.150%
CITY of ENGLEWOQOD 10/01/97 15,292,636 21 YEARS 4.140%
CITY of FORT COLLINS 10/01/97 10,125,300 20 YEARS 4.120%
TOWN of BUENA VISTA 06/01/98 1,324,120 20 YEARS 4.010%
CITY of FORT MORGAN 06/01/98 15,433,355 21 YEARS 4.020%
CITY OF AUROCRA 05/01/99 14,999,899 15 YEARS 3.633%
CITY of FORT COLLINS 05/01/99 4,998,395 20 YEARS 3.808%
CITY OF GLENWOOD SPRINGS 05/01/99 4,999,017 19 YEARS 3.773%
GRAND COUNTY W&SDISTRICT 05/01/99 2,998,566 19 YEARS 3.783%
CITY OF GREELEY 05/01/99 14,999,038 20 YEARS 3.802%
TOWN OF JULESBURG 05/01/99 994,600 20 YEARS 3.809%
LEFT HAND WATER DISTRICT 05/01/99 6,571,538 20 YEARS 3.802%
EVERGREEN METROPOLITAN DISTRICT 04/15/00 5,577,982 20 YEARS 4.402%
FOUNTAIN VALLEY AUTHORITY 04/15/00 7,607,966 20 YEARS 4.405%
TOWN OF LIMON 04/15/00 1,440,809 20 YEARS 4.408%
CITY OF WESTMINSTER 04/15/00 14,998,357 20 YEARS 4.406%
BOARD OF WATER WORKS OF PUEBLO, CO 04/15/00 9,558,795 22 YEARS 4.603%

TOTAL LEVERAGED LOANS $132,968,705

DIRECT LOANS ORIGINAL EFFECTIVE
LOAN LOAN LOAN INTEREST
BORROWER DATE AMOUNT TERM RATE
TOWN of GRAND LAKE 10/29/97 495,000 20 YEARS 4.500%
CHATFIELD SOUTH WATER DISTRICT 07/13/98 728,500 20 YEARS 4.500%
LEFT HAND W&SDISTRICT 09/11/98 188,700 20 YEARS 4.500%
THUNDERBIRD W& S DISTRICT 06/01/99 285,000 20 YEARS 4.500%
CITY OF LA JUNTA 10/15/99 490,000 20 YEARS 4.500%
SEDALIA W & SDISTRICT 03/09/00 326,000 20 YEARS 4.500%
TOTAL DIRECT LOANS $2,513,200
TOTAL Drinking Water Revolving Fund L oans $135,481,905

Source: Data provided by the Colorado Water Resources and Power Devel opment Authority.
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Appendix C
Glossary of Terms

List of impaired water bodies in the state. Developed pursuant to
section 303(d) of the Clean Water Act.

Designation of water quality intended to protect all existing usesof state
waters, and any additional usesfor which watersare suitable or intended
to become suitable.

Federal legidation that regulates surface water quality.

Drinking Water Revolving Fund. Low interest |oan program that assists
governmental agenciesin constructing drinking water facilities to meet
public health requirements.

The amount of a contaminant which adischarger is permitted to release
into the water. Intended to assure compliance with water quality
standards and classifications.

Maximum Contaminant Level. The maximum level of a specific
contaminant that can occur in drinking water.

Pollution from anonpoint sourcetypically resultsfrom dispersed origins
such as abandoned mining waste sites, agricultura operations, and
stormwater runoff in urban areas.

A discrete source of discharge of acontaminant, such asdischargefrom
afactory or wastewater facility that flows directly into a water body.

The Colorado Water Resources and Power Development Authority is
responsible for management of Water Pollution Control and Drinking
Water Revolving Funds.

Federa legidation that regulates drinking water.

Numeric values that are intended to maintain water quality at a level
sufficient to protect the classified uses of that stream or river segment.

Limitations based primarily on nationally applicable EPA guidelinesthat
are intended to attain certain minimum levels of pollution control
determined to be attainable by dischargersin specific categories.
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TMDL

Watershed

WPCRF

Appendix C

Total Maximum Daily Load. The maximum amount of a contaminant
that awater body can carry and still meet water quality standards.

Geographic region designated by natural drainage areas.
Water Pollution Control Revolving Fund. A program that provides|ow

interest loans for water quality projects such as improvements to
wastewater facilities and pollution control centers.
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