Jeremiah W. (Jay) Nixon, Governor Sara Parker Pauley, Director

T OF NATURAL RESOURCES

dnr.mo.gov

DRAFT MEMORANDUM

DATE:
TO: John Madras, Director
Water Protection Program
THROUGH: Eric Crawford, Director
Financial Assistance Center
FROM: Emily Carpenter
Financial Assistance Center
SUBJECT: Clean Water State Revolving Fund AffortighCriteria

Pursuant to the Federal Water Pollution Control #%&PCA) as amended, Missouri is required
to establish affordability criteria for the Cleara¥®r State Revolving Fund program no later than
September 30, 2015.

Background
On June 10, 2014, President Obama signed intoHawMater Resources and Development Act

of 2014 (WRRDA). Among its provisions are amendtada Titles I, Il, V, and VI of the
FWPCA. These amendments affected the Clean Wtdtr Bevolving Funding program.

As amended, the FWPCA now includes section 60&()raads:

(i) ADDITIONAL SUBSIDIZATION.—
(1) IN GENERAL.—In any case in which a State pr@ddssistance to a
municipality or intermunicipal, interstate, or &ta&gency under subsection (d) the
State may provide additional subsidization, inahgdiiorgiveness of principal and
negative interest loans—
(A) to benefit a municipality that—
(i) meets the affordability criteria of the Statstablished under paragraph (2);
or
(i) does not meet the affordability criteria oktlState if the recipient—
(I) seeks additional subsidization to benefit indibal ratepayers in the
residential user rate class;
(1) demonstrates to the State that such ratepaydirexperience a
significant hardship from the increase in ratesessary to finance the
project or activity for which assistance is sougtmicl
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(1l1) ensures, as part of an assistance agreenatwebn the State and the
recipient, that the additional subsidization pr@ddinder this paragraph is
directed through a user charge rate system (or afypgopriate method)
to such ratepayers; or
(B) to implement a process, material, techniguéeonnology—
() to address water-efficiency goals;
(ii) to address energy-efficiency goals;
(i) to mitigate stormwater runoff; or
(iv) to encourage sustainable project planningigiesand construction.
(2) AFFORDABILITY CRITERIA.—
(A) ESTABLISHMENT.—
(i) IN GENERAL.—Not later than September 30, 20a6d after providing
notice and an opportunity for public comment, a&shall establish
affordability criteria to assist in identifying mwampalities that would
experience a significant hardship raising the reeemecessary to finance a
project or activity eligible for assistance undebsection (c)(1) if additional
subsidization is not provided.
(i) CONTENTS.—The criteria under clause (i) sha# based on income and
unemployment data, population trends, and other diettermined by the
State, including whether the project or activityase carried out in an
economically distressed area, as described inose801 of the Public Works
and Economic Development Act of 1965 (42 U.S.C.1316
(B) EXISTING CRITERIA.—If a State has previouslytaislished, after
providing notice and an opportunity for public coemty affordability criteria that
meet the requirements of subparagraph (A)—
(i) the State may use the criteria for the purpa@gekis subsection; and
(ii) those criteria shall be treated as afford#pitiriteria established under this
paragraph.
(C) INFORMATION TO ASSIST STATES.—The Administratoray publish
information to assist States in establishing afibitity criteria under
subparagraph (A).
(3) LIMITATIONS.—
(A) IN GENERAL.—A State may provide additional sudigation in a fiscal year
under this subsection only if the total amount appated for making
capitalization grants to all States under thig tidr the fiscal year exceeds
$1,000,000,000.
(B) ADDITIONAL LIMITATION.—
() GENERAL RULE.—Subiject to clause (ii), a Statayruse not more than
30 percent of the total amount received by theeStatapitalization grants
under this title for a fiscal year for providingdiional subsidization under
this subsection.
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(i) EXCEPTION.—If, in a fiscal year, the amountpppriated for making
capitalization grants to all States under thig titkceeds $1,000,000,000 by a
percentage that is less than 30 percent, clauskdl) be applied by
substituting that percentage for 30 percent.
(C) APPLICABILITY.—The authority of a State to prole additional
subsidization under this subsection shall applmmunts received by the State in
capitalization grants under this title for fiscalays beginning after September 30,
2014.
(D) CONSIDERATION.—If the State provides additiorsaibsidization to a
municipality or intermunicipal, interstate, or &ta&gency under this subsection
that meets the criteria under paragraph (1)(A) Stage shall take the criteria set
forth is section 602(b)(5) into consideration.

The Environmental Protection Agency has issuedittarpretive guidance documents regarding
WRRDA on September 18, 2014 and January 6, 2015.

Missouri must establish affordability criteria bg@@ember 30, 2015 including an opportunity for
public comment and a public notice period. Theadgpent may offer additional subsidization
or SRF grant funds to applicants identified by dfferdability criteria as having difficulty
financing the proposed clean water infrastructuogggt. The affordability analysis must
include the applicant’s income, unemployment datgulation trends, and other data
determined relevant by the department.

The department may provide the following percentigbeir federal capitalization grant as
SRF grants funds as shown in the table below.

Total Federal Appropriation Amount State SRF Adahtil Subsidization Percentage
< $1,000,000,000 0%
A percentage equal to the percentage by which|the
$1,000,000,000 — $1,300,000,000 appropriation exceeds $1 billion
(e.g. $1.1 billion = 10%)
> $1,300,000,000 30%

Missouri Cost Analysis for Compliance

In 2011, the department was required to adopt pires to determine whether a permit or
enforcement decision is affordable and make arigdif affordability for each permit or
enforcement decision related to combined or sepaatitary sewer systems or publically
owned treatment works in accordance with Sectich®B¥% RSMo.

The department issued an interim procedure ondsfolity on September 12, 2011. Since that
time, stakeholder meetings were held to discusaffieedability procedure. On September 17,
2014, the department issued a guidance documenbfmucting and developing a “cost
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analysis for compliance” previously known as adiimg of affordability”. The department
continues to host stakeholder meetings to refinaaffordability process.

The cost analysis for compliance evaluates manipeoonomic factors to determine the
financial burden of a community to implement upgstb the collection system or wastewater
treatment facility. The cost analysis for comptianncludes but is not limited to the following
indicators:

* Median household income (MHI);

* Percent unemployment; and

* Percent population growth/decline.

Implementation

The Financial Assistance Center has chosen taeitiie established affordability process or cost
analysis for compliance. This process began il 201 has been refined over the years. The
affordability indicators required by the FWPCA ameluded the cost analysis for compliance.

By employing the cost analysis for compliance pss¢c¢éemplates, and data sources a community
will receive consistent affordability determinatgothroughout the Water Protection Program.

Once a SRF application is received by the depaitnseaff will determine whether a cost
analysis for compliance will be performed basedrugh@ condition that the proposed user
charge is equal to or greater than 1.5 perceriteofpplicant’'s MHI. Applicants who qualify for
a cost analysis for compliance may waive theirtriglthey believe the proposed project is
affordable without additional grant funds. Depaetinstaff may request applicants to complete
the Financial Questionnaire form, available onldnr.mo.gov/forms/780-2511-f.pdtio

collect additional financial information.

In some cases, a community may believe the AmefBmmnmunity Survey did not accurately
reflect the demographics of their community. Ifagoplicant submits a United States
Department of Agriculture Rural Development or Migs Department of Economic
Development's Community Development Block Grantragpd income survey, the income
value will replace the reported MHI in the costlgtes for compliance.

After a “complete” facility plan has been receivat the applicant has provided documentation
of an acceptable debt instrument, staff will deattost analysis for compliance. Staff will
provide the applicant with a 15 day pre-review peiin order to obtain comments. Applicants
may request a reasonable time extension with iicastibn during the 15 day pre-review period.
Following the pre-review period, staff will finaBzthe cost analysis for compliance and send a
copy to the applicant and retain a copy for thegutdile.
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Staff may incorporate applicant and project speaifformation in the cost analysis for
compliance. Examples of this information may imiguhe following:

* SRF application received date and determined pyipoints value;

* Intended Use Plan ranking;

» Acceptable debt instrument amount and date ofielect

* Income survey results;

» Facility plan received date, recommended projder@dtive description, estimated

project cost and user rate; and
* Plans and specifications received date.

A community may have a previous cost analysis éongliance completed by staff in the Water
Protection Program. If the existing cost analysrscompliance was dated after September 17,
2014 and is applicable to the proposed projedt, witi recognize this previous work effort and
will not perform an additional cost analysis fonga@iance. Staff must still document and make
an effort to collect the most recent financial irmf@tion from the applicant by way of requesting
the Financial Questionnaire form. If however thestng cost analysis for compliance is not
applicable to the proposed project, staff will gee with drafting a cost analysis for compliance.

When five or more years have elapsed since thefgsbpriate cost analysis for compliance or
when plans and specifications are received, stillff@evaluate the affordability determination
to ascertain if there has been a change in thécapplk economic conditions or a substantial
change to the scope of work. If no change is exjdsaff will make note of this evaluation in
the project file. However if there has been aaration, staff will draft a cost analysis for
compliance as instructed above.

The department plans to incorporate the affordglwstiteria conditions in a rule amendment of
10 CSR 20-4.040 in the future.

Stakeholder Meetings

Three stakeholder meetings are scheduled to dislicashaft policy and implementation for
Clean Water SRF projects. The dates for theseingsedre as follows: May 20, 2015, June 17,
2015, and July 29, 2015.

Public Notice Period

The department will provide a 30 day public nopegiod for public comments beginning July 6,
2015. Persons wishing to comment on the proposkclypare invited to submit them in writing
to Mrs. Emily Carpenter, Missouri Department of ifat Resources, Financial Assistance
Center, P.O. Box 176, Jefferson City, MO 65102-01Fémail comments will be accepted at the
following address:DNR.SRFPublicNotice@dnr.mo.go\All comments must be received or
postmarked by 5:00 p.m. on August 5, 2015.
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Comments should be confined to the issues reléditige proposed policy. The department will
consider all written comments in preparation fa timal policy decision.

Questions regarding this memorandum can be dir¢otbtts. Emily Carpenter of the Water
Protection Program at (573) 751-6569 or emily.carge@dnr.mo.gov.

EC/

C: Financial Assistance Center



