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INTRODUCTION

The state of Michigan provides a low-interest loan financing program to assist qualified
local municipaiities with the construction of water poliution controi faciiities. Michigan's
fund is officially known as the Water Poliution Control Revolving Fund. Since its inception
in 1989, however, the fund has more commonly been referred to as the State Revolving
Fund, or SRF. This is an important distinction to be made because Michigan also offers
similar financing programs: the Drinking Water Revolving Fund or DWREF, for drinking
water projects, and the Strategic Water Quality Initiatives Fund or SWQIF, for water
pollution control projects that are not in public ownership.

While these three programs run on parallel tracks, there are some differences in their
requirements. It is important that interested parties work with the Department of
Environmental Quality (DEQ) staff to increase their knowledge of these differences. This
Intended Use Plan (IUP) will focus on the SRF and SWQIF.

Michigan’s SRF program is used by local municipalities to finance construction of their
water pollution control projects. These projects may include wastewater treatment plant
upgrades or expansions, combined or sanitary sewer overflow abatement, new sewers
designed to reduce existing sources of pollution, and other publicly owned wastewater
treatment efforts. The SRF can also fund projects to reduce nonpoint sources (NPS) of
water pollution. The SWQIF program is used by municipalities to finance two types of
projects: (1) the on site upgrade/replacement of septic systems, and (2) the removal of
ground water or stormwater from sewer leads. Qualified municipalities must meet the
federal and/or state requirements for either program, as well as demonstrate their ability to
publicly finance their project.

The SRF and the SWQIF are state-managed programs. This final IUP describes how the
DEQ and the Michigan Municipal Bond Authority (Authority) will jointly administer the SRF
and SWQIF during the Fiscal Year (FY) 2010. The Revolving Loan and Operator
Certification Section (RLOCS) of the Water Bureau (WB) is charged with carrying out the
program administration responsibilities for the SRF and the SWQIF. The staff of the
Authority will handle financial administration of both programs.

The administrative contacts for the SRF and the SWQIF are as follows:

Mr. Chip Heckathorn, Chief

Revolving Loan and Operator Certification Section
Water Bureau

Michigan Department of Environmental Quality
P.O. Box 30273

Lansing, Ml 48909-7773

517-373-4725

E-Mail: heckathornc@michigan.gov



Mr. Thomas Letavis, Executive Director
Michigan Municipal Bond Authority
Michigan Department of Treasury
Treasury Building

Lansing, Ml 48922

517-335-0994

The United States Environmental Protection Agency (EPA) continues to offer guidance
and annual program oversight reviews that strengthen the management of the SRF and
help to ensure consistent application of federal requirements. The SWQIF is a state
funded program that has requirements similar to the SRF.

STRUCTURE OF THE SRF

From 1989 through 1992, Michigan’s SRF operated as a direct loan program.
Municipalities requested reimbursement for project costs and draws were processed
directly upon federal and state funds as they were requested. Since 1992, however, the
state has sold State Revolving Fund Revenue Bonds that are secured by federal and
state assets (i.e., federal capitalization grant, required state match, loan repayments,
and interest earnings). State funds can include general fund or state match revenue
bonds. Bond issuance costs are covered by the bonds sold and, thus, are not identified
as direct administrative expenses of the SRF. Historically, the bond issuance costs
approximate one percent of the total bond issue. Project costs of the local units of
government are reimbursed from the bond issues.

Michigan has requested and received a significant amount of federal capitalization grants
from the EPA since FY 1989. The total federal contribution to Michigan for the SRF
program, including American Recovery and Reinvestment Act (ARRA) funds, is $1.3 billion
to date. Federal capitalization grant funds require a 20 percent match contribution from
state sources; totaling $234 million to date. The federal and state funds create the capital
pool from which the low-interest loans can be made.

STRUCTURE OF THE SWQIF

The SWQIF was created by the passage of Proposal 2 by Michigan voters in
November 2002. The implementation of the fund is codified as Part 52, of the Natural
Resources and Environmental Protection Act, 1994 PA 451, as amended (NREPA).
The SWQIF is a low interest revolving loan program that allows qualified municipalities
to access financing for the construction of needed water pollution control facilities that
cannot qualify for SRF assistance. Two types of projects can be financed under the
SWAQIF, (1) the on site upgrade/replacement of septic systems, and (2) the removal of
ground water or stormwater from sewer leads. Capital for the SWQIF is provided solely
by the state of Michigan. October 1, 2003, began the first fiscal year of SWQIF
financing for projects.

The structure of the SWQIF is very similar to the SRF and utilizes the same project
planning, application, and review/approval process. Like the SRF, the SWQIF can
operate as a direct loan program or can provide assistance through the sale of leveraged
revenue bonds.



Whereas the SWQIF has awarded a number of loans fo date to cities and charter
townships for the removal of groundwater from house leads through footing drain
disconnection programs, some uncertainty exists over the legal authority for local units of
government to fund on-site system upgrades. Michigan finance raw strictly controls
authority to sell public debt and legal questions persist whether projects of this type can
meet the public purpose test.

ADVANTAGES OF THE SRF AND SWQIF

The primary advantage of the SRF and the SWQIF to Michigan municipalities is the ability
to borrow funds below market rate. The following table shows the interest rate history of
the SRF program.

Fiscal Year Interest Rate
1989-1994 2.000%
1995-1998 2.250%
1999-2003 2.500%

2004 2.125%
2005-2007 1.625%
2008-2009 2.500%

Since the SRF’s inception, 30-year tax exempt fixed interest rates have ranged from
approximately 5 to 8 percent. The relative stability of the SRF has allowed communities to
more adequately plan without factoring in major market rate adjustments.

The interest rates for SRF and SWQIF municipal borrowers in FY 2010 has been set at
2.5 percent. The interest rate decisions are based on loan demand, market conditions,
program costs, and future project needs.

Apart from the low interest rate, municipalities also benefit from the SRF and SWQIF in
that they can finance all eligible water pollution control costs. Municipalities often do not
have to seek other sources or enter the market to obtain local share financing. Everything
is handled by this “one-stop shopping” concept. The amount of time it takes to commence
construction is greatly reduced. This streamlined financing approach has resulted in lower
bid costs because of the tighter timeframe. A streamlined approach has removed the
unexpected elements that occurred when communities would obtain a grant and then have
to secure financing for the local share. The DEQ Director, for FY 2010, proposes to
allocate more than the required 2 percent of lending capacity to NPS projects, enough to
fund all NPS projects seeking loan assistance during the fiscal year.

The SRF can also be used to fund qualified NPS projects. The DEQ director annually
allocates funds between traditional point source projects and the NPS projects. At least
2 percent of available SRF lending capacity will be made available to NPS projects that
are consistent with Section 319 of the Federal Clean Water Act. There are five NPS
projects seeking SRF assistance in FY 2010.

PROJECT PRIORITY

The NREPA requires the SRF and SWQIF to offer assistance in priority order from the
state’s annual Project Priority Lists (PPLs). The criteria used to prioritize the projects are
contained in the NREPA, with details set forth in SRF Administrative Rules (R323.951 to
R323.965).




This final FY 2010 IUP, as well as the PPLs for the SRF and the SWQIF, include projects
seeking Orders of Approval (the state’s binding commitment) between October 1, 2009,
and September 30, 2010. Shortly after the beginning of the FY 2010, letters will be sent to
those communities on the PPL, for the SRF and the SWQIF, to identify the fundable and
contingency projects. Communities with projects in the fundable range must negotiate a
milestone schedule with the RLOCS project manager assigned to their project.

Historically, many projects in the contingency range of the PPL have been funded when
others in the fundable range fail to satisfactorily meet program requirements in a timely
manner. Therefore, it is imperative that municipal officials work closely with the DEQ and
the Authority to ensure that no opportunity for funding is lost.

NOTE: There is no actual or implied guarantee that inclusion on the PPL or the [lUP
will constitute a commitment of financial assistance from the SRF or SWQIF. All
program requirements must be satisfied before a binding commitment will be
offered and a loan closed.

Vi LONG-TERM GOALS

Michigan’s SRF and SWQIF are funding sources used to protect and preserve the water
resources within the state’s boundaries. As more attention is given to water pollution
abatement efforts within specific watersheds, the DEQ will continue to work toward
establishing tighter integration of the federal/state/local partnership. This includes efforts
to satisfy EPA that the pace of Michigan's SRF is satisfactory.

The DEQ has expressed its willingness to work together with various federal and state
agencies, such as United States Rural Development and the Michigan Department of
Energy, Labor and Economic Growth, so that our agencies may collectively fund projects
and maximize use of our capital pool to protect Michigan water resources.

Such protection of the state’s waters will ultimately benefit everyone. Industry, tourism, the
economy, and the day-to-day quality of life are strengthened when our most valuable
natural resource is preserved for our use and enjoyment. This includes improvement of
existing surface waters that suffer impairment, protection of groundwater resources from
improperly treated discharges, reduction of harmful discharges from sanitary and
combined sewer overflows, and the protection of aquatic ecosystems that cannot thrive in
conditions of degraded water quality. To this end, long-term goals for Michigan’s SRF and
SWQIF are:

A. To achieve and maintain statewide compliance with all applicable state and federal
laws, rules, and standards.

B. To protect the public health and environmental quality of our state.

C. To further integrate principles of watershed management and water quality restoration
within urban areas, as well as out-state areas.

D. To secure Michigan's full share of federal funding available under Title VI of the
Federal Water Pollution Control Act. To expeditiously obligate the federal funds, along
with the state contributions for the construction of water pollution control projects that
meet state and federal requirements.
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Vil.

To maximize the volume of annual lending capabilities while maintaining
stable/predictable terms to the maximum extent possible.

To maintain strategies within the SRF and SWQIF to assist smaller, hardship
communities in meeting water quality standards.

SHORT-TERM GOALS

In order to accomplish the long-term goals, we must also focus on more immediate
objectives. Therefore, our short-term goals for FY 2010 are:

A

To obligate all allocated American Recovery and Reinvestment Act (ARRA) funds
before February 17, 2010, and be poised to receive reallocated funds, ifiwhen
available. The green project reserve goal and principal forgiveness requirements of the
statute will be met. Green projects ready to proceed in the first quarter of FY 2010 will
be funded out of priority order, if possible/necessary to meet the 20 percent green
project reserve requirement. Green reserve qualification efforts are on going.

Allocate funds equitably among those projects currently appearing on the FY 2010
draft PPLs that are willing and able to progress to loan closing consistent with a project
milestone schedule. Ensure that all first quarter projects obligated ARRA funds are
under construction prior to February 17, 2010.

Ensure that additional requirements of the ARRA (Buy American and Davis-Bacon Act
compliance) are met, including those that are imposed on local borrowers.

To fund those projects identified in the PPL for the SRF and the SWQIF that are
determined to be in the fundable range, enabling municipalities to proceed with
construction as adopted in their project plans.

. Work with other agencies and offices in developing integrated approaches in

watershed management efforts.

Coordinate disbursement practices with the DEQ'’s Financial and Business Services
Division to ensure accurate reporting of program information for administrative/project
expenditures.

Increase awareness about the SRF and the SWQIF.

Identify and integrate, wherever possible, outreach efforts focused on pollution
prevention activities.

To ensure that funded projects have reviewed and considered the security needs of
the wastewater system.

Identify and report project outcome by participating in the EPA/Association of State
and Interstate Water Pollution Control Administrators (ASIWPCA) Environmental
Benefits data collection effort.




