STATE WATER RESOURCES CONTROL BOARD MEETING

BOARD MEETING SESSION – DIVISION OF CLEAN WATER PROGRAMS

JUNE 21, 2001

ITEM 5

SUBJECT

Consideration of the Proposed State Fiscal Year (SFY) 2001/02 State Revolving Fund (SRF) Loan Program Priority List

DISCUSSION
The SRF Loan Program is a joint Federal and State program that loans money at a low interest rate to local agencies for construction of wastewater treatment and water reclamation facilities, correction of non-point source and storm drainage pollution problems, and implementation of estuary enhancement activities.  Since its inception in 1989 the program has loaned more than $1.7 billion to 122 local agencies throughout the State for eligible projects.  Currently the program has over 200 loans outstanding.  To date no agency has defaulted on repayment of its loan.

The Division of Clean Water Programs (Division) compiled a draft Priority List based on up to date recommendations submitted by all nine Regional Water Quality Control Boards and by State Water Resources Control Board staff.  Interested parties were mailed the draft Priority List and notified of their opportunity to submit written comments or to make oral statements at a public hearing.  Exhibit A is a copy of the notification mailed to interested parties.  A public hearing was held on June 6, 2001.  Exhibit B is a summary of written and oral comments received from interested parties and staff’s responses to those comments.  Administrative changes requested by interested parties are reflected in the updated Priority List in Exhibit C.  

The SFY 2001/02 Priority List will be used to determine the projects that can compete for loan assistance in SFY 2001/02.  A project must appear on the Priority List to qualify for loan assistance.  All projects on the Priority List compete on a first-come, first-served basis for new preliminary loan commitments until available funds are committed.  

The Division calculates the available funds each time a project is presented to the Board for a preliminary loan commitment.  The amount of funding available is based on a cash flow system that includes repayments from existing loans, estimates of federal funding, existing loan commitments (estimated project costs), and a minimum balance of $25 million for the SRF.  The Division is also authorized to sell up to $200 million in revenue bonds to meet the cash flow needs of the SRF.  The Division’s current cash flow analysis indicates that $142 million will be available for new loan commitments during SFY 2001/02.  (Federal appropriations and project costs are uncertain; the amount available for loan commitments during SFY 2001/02 might be higher or lower.)

The fundable portion (first year) of the Priority List includes only those projects that have received a preliminary loan commitment from the SWRCB and are scheduled for loan assistance during the first year of the five-year planning period.  Although a project might be identified on the fundable portion of the Priority List, this is not a commitment to disburse loan funds.  Projects that fail to meet scheduled dates may be bypassed in favor of projects ranked lower on the Priority List that are ready to proceed to construction.  Projects that become ready for construction in SFY 2001/02, but are not on the fundable portion of the Priority List, will be moved to the fundable portion after a preliminary loan commitment is issued.

The draft list contains about $1 billion for projects in Priority Classes A through D scheduled for loan assistance during SFY 2001/02.  The Division proposes that projects in Priority Classes A through D be placed on the fundable portion of the list.

Three issues regarding development of the SFY 2001/02 Priority List were identified in the notification mailed to interested parties (Exhibit A).  One commentator, TriTAC/California Association of Sanitation Agencies (CASA), commented on those issues.  The following is a discussion of the issues identified in the public hearing announcement:

I.
Funding Cap – The money needed for new loan commitments in SFY 2001/02 exceeds the available funds.  The Division estimates that about $142 million will be available in SFY 2001/02 for new commitments by the SWRCB.  The current funding cap was set at $25 million per agency per fiscal year by the SWRCB on May 20, 1999.  

The Division’s experience is that $25 million is enough to fund most projects.  The $25 million cap also balances the distribution of funds from the SRF to individual agencies throughout the state.  

If continued the cap would only apply to projects brought before the SWRCB for a preliminary loan commitment in SFY 2001/02.  TriTAC/CASA agree with the Division’s recommendation of a $25 million cap for SFY 2001/02.  The Division recommends the SWRCB reaffirm the $25 million cap.

II.
Deferral of Funding for Major Sewer Rehabilitation – Although it is anticipated the 2002 federal appropriation to the SRF Loan Program will allow the states continued authority to fund all nine Needs Categories
, the money needed for projects in all the Categories exceeds the available funds.  

The SWRCB has deferred funding for Major Sewer Rehabilitation since the loan program began in 1989 as a way to direct funds to categories that were seen as more critical.  The Division originally proposed that the Board continue to defer funding for Major Sewer Rehabilitation.  TriTAC and the CASA, however, have pointed out that future Federal regulations and a greater emphasis in recent years by the Regional Boards on sewer overflows have increased the importance of sewer system rehabilitation.


The Division agrees with TriTAC and CASA that the SWRCB should make loan funds available to help local agencies comply with new regulations or initiatives.  A blanket exclusion on funding for Sewer Rehabilitation also limits the options of local agencies to determine how best to solve their individual problems.  


The Division agrees with the essence of CASA’s comment, but wants to insure that loan funds are used to correct water quality problems.  The Division worked with TriTAC/CASA to find common ground.  The Division and TriTAC/CASA reached agreement on several key points.  


· It is essential that the Board have a funding cap because sewer rehabilitation can be costly.  A funding cap ensures that loan funds are distributed equitably to different agencies and different Needs Categories.  


· This year’s resolution adopting the Priority List should make funding available for Sewer Rehabilitation in cases where it is necessary to address a Regional Board or Court Order.  


· Next year’s resolution adopting the Priority List should expand eligibility for Sewer Rehabilitation projects that address an existing or potential water quality problem.


The Division recommends that Sewer Rehabilitation projects needed to address a Regional Board or Court Order be eligible for funding in SFY 2001/02.  TriTAC/CASA agree with this recommendation.

III.
Adoption of the SFY 2001/02 SRF Loan Program Priority List – The Division recommends that the SWRCB adopt the SFY 2001/02 SRF Loan Program Priority List.

TriTAC/CASA agree with the Division’s recommendation.

POLICY ISSUE
Should the final SFY 2001/02 SRF Loan Program Priority List be adopted?

RWQCB IMPACT
Yes - All regions.

FISCAL IMPACT
The development and adoption of the Priority List is a requirement of the Federal Clean Water Act and associated regulations.  The staff required to administer loans for projects on the fundable portion of the Priority List is funded by a four percent administrative set-aside from each SRF Capitalization Grant.  Staffing levels approved for the Division for SFY 2001/02 will be sufficient to review and process projects from the fundable portion of the list that are expected to submit documents for review.

STAFF RECOMMENDATION
That the SWRCB adopt the final SFY 2001/02 SRF Loan Program Priority List.

[Exhibits are available electronically at the following address: 

http://www.swrcb.ca.gov/cwphome/mss/ ]

DRAFT

STATE WATER RESOURCES CONTROL BOARD

RESOLUTION NO. 2001 - ___

ADOPTION OF THE STATE FISCAL YEAR (SFY) 2001/02

STATE REVOLVING FUND (SRF) LOAN PROGRAM PRIORITY LIST

WHEREAS:

1.
The Division of Clean Water Programs (Division) has developed the SFY 2001/02 SRF Loan Program Priority List based on Regional Water Quality Control Board and public input consistent with the Federal Clean Water Act;

2.
The availability of funds under the SRF Loan Program and the interest expressed for developing and implementing wastewater treatment and water reclamation, non-point source and storm drainage pollution correction, and estuary enhancement programs and projects support funding Priority Classes A through D in SFY 2001/02;

3.
It is expected the federal appropriation to the SRF Loan Program for Federal Fiscal Year 2002 will allow states the authority to fund all Needs Categories without restriction;

4.
The SWRCB adopted a $25 million cap for loan assistance per fiscal year to an individual agency during SFYs 1999/00 and 2000/01 in action taken on May 20, 1999; and

5.
Up to four percent of the FFY 2002 Federal Capitalization Grant is available for state administration of the SRF Loan Program.

THEREFORE BE IT RESOLVED THAT:

The State Water Resources Control Board:

1.
Approves the placement of Priority Classes A through D on the fundable portion of the SFY 2001/02 Priority List;

2.
Directs Major Sewer Rehabilitation (Needs Category IIIB) projects be eligible for funding in cases where the Rehabilitation is necessary to address a Regional Board or Court Order.  Sewer Rehabilitation projects shall remain on the unscheduled portion of the SFY 2001/02 Priority List;

3.
Approves the set-aside of four percent of the FFY 2002 Capitalization Grant for SRF Loan Program administration;

4.
Reaffirms the $25 million cap for loan assistance to an individual agency during SFY 2001/02; and

5.
Adopts the Final SFY 2001/02 SRF Loan Program Priority List.

CERTIFICATION

The undersigned, Clerk to the Board, does hereby certify that the foregoing is a full, true, and correct copy of a resolution duly and regularly adopted at a meeting of the State Water Resources Control Board held on 

June 21, 2001.


______________________________


Maureen Marché


Clerk to the Board

EXHIBIT A 

PUBLIC NOTIFICATION

EXHIBIT B
SUMMARY OF WRITTEN AND VERBAL COMMENTS ON DRAFT SFY 2001/02 SRF LOAN PROGRAM PRIORITY LIST
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SUMMARY OF WRITTEN AND VERBAL COMMENTS RECEIVED ON THE 

PROPOSED STATE FISCAL YEAR (SFY) 2001/02 DRAFT 

STATE REVOLVING FUND (SRF) LOAN PROGRAM PRIORITY LIST

1) Joe Pomory, Associate Engineer, Central Contra Costa Sanitary District.

Comment(s): 

Requested in writing on May 9, 2001 several changes to District projects on the draft Priority List.

· Project No. 4130-11 is a duplicate of projects 4773-11 and 4774-11, and can be deleted.

· Funding is no longer needed for Project 4126-11 because it was constructed in 1997; this project can be deleted from the list.

· Project No. 4774-11 will likely not be constructed until 2005/06; the funding year should be changed.

Staff response:

Staff made the requested changes to the draft Priority List.

2) John Miko, Jr., General Manager, Carpinteria Sanitary District.

Comment(s):

Requested in writing on May 10, 2001 that description of Project No. 4711-11 be changed to Rincon Point Sewer Extension and that the estimated project cost of $2,000,000 be placed in Category IVA.  The requested changes will describe more accurately the purpose of the project.

Staff response:

Staff made the requested changes to the draft Priority List.

3) Chris Solomon, Supervising Engineer, Los Angeles County Sanitation District.

Comment(s):

Requested in writing on May 22, 2001 several changes to the District’s projects on the draft List:

· Changes to the description of several projects on the list to describe the projects more accurately.

· Removal of four projects that have received final loan contracts.

· Change the funding year to 2001/02 for seven projects needed at the Joint Water Pollution Control Plant (JWPCP) to meet the December 2002 deadline in the District’s Consent Decree for full secondary treatment.

Staff response:

Staff made the requested description changes and removed the four projects that have received final loan contracts.

The seven projects at the JWPCP were placed in the first funding year, the fundable year, because those projects have already received preliminary loan commitments from the SWRCB.

4) Mehdi Arbabian, Assistant Chief of Engineering, Otay Water District.

Comment(s):

Requested in writing on May 29, 2001 several changes to the District’s projects on the draft List:

· Change descriptions or estimated project costs on five of the District’s projects to describe the projects more accurately.  The new estimated total cost of the five projects is less than the old estimated cost.

· Delete three projects from the List.

Staff response:

Staff made the requested changes to the five projects and removed the three projects as requested by the District.

5) Tri-TAC/California Association of Sanitation Agencies (CASA).

Comment(s):

Submitted in writing on June 4, 2001, and verbally at public hearing on June 6, 2001, comments regarding staff’s recommendations in the Public Notice dated May 2, 2001:

· TriTAC/CASA agree with staff’s recommendation that the Board reaffirm the $25 million cap for funding per agency per fiscal year.  The cap insures that both large and small agencies have an opportunity to receive funding from the SRF Loan Program.


· TriTAC/CASA disagree with staff’s recommendation to defer funding for Major Sewer Rehabilitation, Needs Category IIIB, for the next fiscal year because:

a) About $1.1 billion of the $1.3 billion identified for Major Sewer Rehabilitation projects on the Priority List are for three large agencies.  Those agencies could receive at most $75 million in loan commitments for Sewer Rehabilitation projects next fiscal year due to the funding cap.  Excluding Major Sewer Rehabilitation as an eligible category, however, unfairly denies smaller agencies eligibility for funding to address collection system rehabilitation.

b) USEPA is currently preparing new, more stringent regulations regarding Sanitary Sewer Overflows (SSO) that are likely to result in greater pressure on collection system owners to upgrade their systems.  Furthermore, the Regional Boards have taken a more aggressive stance on collection system spills, and the Governor’s Clean Beaches Initiative has identified collection system spills as significant contributors to beach closures.  The SWRCB has historically funded projects to address compliance issues, and should make funding available for sewer rehabilitation projects.


· TriTAC/CASA agrees with staff’s recommendation that the SWRCB adopt the SFY 2001/02 SRF Loan Program Priority List.

Staff response:

TriTAC/CASA have persuasive arguments for making Major Sewer Rehabilitation projects eligible for funding this fiscal year.

Deferring funding for Major Sewer Rehabilitation has been a way to direct loan funds to categories that were seen as the greatest priority.  Pending Federal regulations and recent State initiatives, though, have increased the importance of collection system rehabilitation.  It would be inconsistent for the SWRCB to increase enforcement efforts for sewer system overflows and defer funding for sewer system rehabilitation.

The Public Notice implies that funding Sewer Rehabilitation projects would undermine funding for projects in the remaining categories.  This is probably untrue for the following three reasons:

· The funding cap insures that an inordinate amount of money is not drawn out by a large agency for a Major Sewer Rehabilitation project.

· It is unlikely that agencies on the Priority List will simultaneously seek funding for Sewer Rehabilitation projects.

· The projects in the other categories are at least, if not more, pressing than the Sewer Rehabilitation projects.

Loan recipients should be able to seek funding for the projects they deem most important.  A blanket exclusion on funding for Sewer Rehabilitation limits the options of local agencies to address individual needs.  Ending the deferral of Major Sewer Rehabilitation projects shifts the responsibility from the Board to the local agencies for determining how best to use available loan funds.  Local agencies are probably best able to judge the relative importance of their projects.

Staff believes it is essential, however, to fund projects that have an identifiable water quality problem.  Staff suggests that this year’s resolution adopting the Priority List be modified to make eligible Category IIIB projects if sewer rehabilitation is necessary to address a Regional Board or Court Order.
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� Refer to the Priority List Legend, the first page of EXHIBIT C, for a description of the Needs Categories.
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