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Draft Guidance for Conducting and Developing an Affordability Finding
Requirement:

Section 644.145 RSMo requires the Department ofifdhResources (the Department) to make
a “finding of affordability” when “issuing permitsnder” or “enforcing provisions of” state or
federal clean water laws pertaining to any portba publicly-owned combined or separate
sanitary or storm sewer system. Attachment 1 he@ttains Section 644.145, RSMo, as
established in House Bill 89 (2011) and amendddaduse Bill 1251 (2012).

The Department will conduct an affordability reviewd develop a finding in connection with
permit functions (new permits, renewals, and modtfons) and enforcement actions for
publicly-owned combined or separate sanitary treatworks, or separate storm sewer systems
(hereinafter, referenced as the “entity”). A perapplicant in a community with three thousand
and three hundred (3,300) or more residents mayntalily certify that the applicable
requirements are affordable to implement or maywev#ie requirement for an affordability
finding; however, at no time shall the Departmemjuire that any applicant certify, as a
condition to approving any permit, administrativecwvil action, that a requirement, condition,

or penalty is affordable. For communities with l&ssn three thousand and three hundred
(3,300) residents, the Department must completgfandability analysis.

The Department is not required to make an affotdgplfinding when: 1) issuing collection
system extension permit; 2) issuing National PaliiDischarge Elimination System permit
renewals that include no new environmental requeres) or 3) an eligible permit applicant
certifies that the applicable requirements arerdéble to implement or otherwise waives the
requirement for an affordability finding. A consttion permit that does not include new
environmental requirements beyond what are alreeglyired by an existing compliance
schedule is not required to have an affordabilitgihg.

When permit modifications or permit renewals do inghose new requirements, the
affordability finding may be streamlined as desedlibelow. Municipal storm sewer system
permits will be addressed on a case-by-case Mbisn new regulations require local
governments to spend additional resources to adtairstorm water controls, the procedure set
forth in this guidance in addition to storm sewgstem guidance will be used to address the
affordability finding for storm sewer system persnithe Department will offer the permittee an
opportunity to review a draft affordability findirend the permittee may suggest changes and
provide additional supporting information withimeasonable timeframe.

Under Section 644.145, the Department must con#iigeiollowing criteria as the basis for the
finding:

1) A community’s financial capability and ability taise or secure necessary funding.
2) Affordability of pollution control options foht individuals or households of the community.
3) An evaluation of the overall costs and environtakbenefits of the control technologies.
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4) Ways to reduce economic impacts on distresspdlgtons in the community, including but
not limited to, low and fixed income populationsglude consideration of: a) allowing adequate
time in implementation schedules to mitigate po&dmtdverse impacts on distressed populations
resulting from the costs of the improvements akahtainto consideration local community
economic considerations; and b) allowing for reabdm accommodations for regulated entities
when inflexible standards and fines would imposksproportionate financial hardship in light
of the environmental benefits to be gained.

5) An assessment of other community investmengdingl to environmental improvements.

6) An assessment of factors set forth in the UrsilBnmental Protection Agency (EPA)
guidance, including but not limited to, tl&0 Guidance for Financial Capability Assessment

and Schedule Development that may ease the cost burdens of implementingweather control
plans, including but not limited to, small systeamsiderations, the attainability of water quality
standards, and the development of wet weather stdsid

7) An assessment of any other relevant local contpnenonomic condition.

It is beneficial for Department staff to have infrnatm the entity and staff may request
information relevant to or necessary to develogfitiding.

Affordability is defined in Sec. 644-145 with reéerice to payment of utility bills and is intended
to measure the hardship of an individual customéoasehold in paying the bill. Sec. 644-145
also specifies seven criteria that the Departmerst monsider when making an affordability
finding. These criteria relate to a communityisaincial capability, which is defined as the
community’s financial capability to make investnenecessary to make water quality
investments.

Pur pose:

This guidance document provides a uniform and sbesi approach to conducting affordability
reviews that comply with statutory requiremengsovide a meaningful platform to consider the
unique challenges facing communities, respond mongonity needs through the examination of
factors impacting immediate and long-term affortdghiand explore options to reduce financial
impacts while remaining protective of the envirommé&Vhile there are many objective statistics
and formulas that are indicators of affordabilttyere is no single formula or statistic that can be
used as a stand-alone measure of affordabilitye@ie and subjective factors should be
considered together to develop the conclusion amgtlp communities implement and prioritize
cost-effective, affordable approaches in achieWhgsouri Clean Water Law and federal Clean
Water Act objectivesThe department shall make a finding of affordapilipon which to base
such permits and decisions, to the extent allowabtier state status and regulation and the
Federal Water Pollution Control Act.

Process:
The Department will use the format described withis document to develop the affordability

finding. The finding shall be based on reasonablyfiable data. In most cases, the Department
will request some advance information from the pee® to assist in the development of the
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finding. A draft finding will be developed by theepartment and shared with the permittee for
review and comment prior to issuing a final findifgpically during the comment period for a
permit or during the negotiation process for aroes@ment action). A final finding will be
issued after considering and incorporating relecaniments and additional information. If the
Department does not make a required finding, themrésulting permit or decision is void.
Department findings may be appealed to the CleateMZommission.

Format for the Affordability Finding:

A draft format to serve as a basis for consistétdability findings is included as Attachment
2.

Pre-Screening Tool:

The Department has developed a pre-screeningitobli¢rosoft Excel) to aid in the
development of the finding. This tool will bring dlakey statistical information about the
community served by the permittee (census datanployment data, etc.) that will be used
throughout the development of the finding. Thisomfation will also help identify distressed
communities/populations that may warrant a closeiexv.

To use the pre-screening tool, open the Excel deatiho the worksheet (tab) entitled
“Comparison Chart”. Select the target communityrfrine drop down list and print the resulting
chart (Note: A color printer is desirable to capttire color scale).

The pre-screening tool will return information on:

» Change in Population (20 year trend);

» Poverty Level;

* Unemployment Level;

* Reliance on Food Stamps;

* Median Age;

* Change in Median Age (20 year trend);

* Median Household Income; and

* Change in Median Household Income (20 year trend).

The pre-screening tool compares the values fosgtexted community to the overall Missouri
figure and plots the difference based upon the murabstandard deviations away from the
statewide figures. The difference is plotted omkicgradient from green to red. Values falling
“in the red zone” (greater than one standard dewiaway from the statewide figures) will
indicate areas of concern. Multiple values in th& zone may indicate that the community is
substantially challenged and that it may be diffiéor the community to afford major
investments. Staff preparing the affordabilitydiimg should consider the statistics individually
and as a set. For example, a sharp decline inlgigu paired with an increase in median age
may indicate that younger generations are leaviegcommunity thereby increasing financial
capability concerns for the community and afforéigbconcerns for individual ratepayers.
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Another feature of the tool is individual chartattplot the curve for all Missouri communities
and show the statewide figure as well as the dewial hese charts may provide a beneficial
visual aid especially when seeking to quantify mees for a distressed population. To access
the individual charts, select the target commufniiyn the drop down list in the comparison
chart (same as above) and open the worksheetdpat@sponding to the chart for the statistic
that is of interest.

Other worksheets (tabs) within the tool include s statistics and the source information.

The Department will take into account data returbgthe pre-screening tool, as well as other
information relevant to the affordability findingpnsistent with applicable law.

Gathering Data and Developing the Affordability Finding:

* Preliminary Information Gathering — Prior to developing the draft finding, staff may
contact the permittee and request basic informdatiahmay include, but is not limited to: A
copy of the permittee’s most recent financial steet; the number of residential
connections; the number of commercial connectionsent residential rate per 5,000 gallon
per month; whether or not the permittee has a cawiaidond rating (and what that rating
is); a list of major infrastructure or other inwy@gints in environmental projects (include clear
indication of project timing and costs, and indé&cahy possible overlap or complications);
and any other relevant local community economiadd@mns that may impact the
community’s financial ability to proceed with a pot.

Although the permittee is not required to submig thformation, gathering this material in
advance will allow staff to develop a more accusatd meaningful draft finding. If

requested information is not made available, daiser should be included in the finding
stating that efforts made to obtain such informafrom the permittee were unsuccessful.

» BasicInformation — Staff should identify the permittee involved atescribe with
reasonable specificity the permit or enforcemetibador which the finding is being
developed. This should typically include a desaipof any significant new permit
requirements, or the requirements being enforaedl agarange of anticipated costs related to
such requirements, in order to explain the corftaxthe finding and its scope. Location
information and a description of any unique geolgi@poundaries may also be important if
the permit covers multiple (or partial) jurisdiatg Normally this information is contained in
the permit or relevant enforcement documents. Boresstatistics, it may be necessary to
calculate weighted averages to best represenuiterner base. It may also be helpful to
identify the customer base broken down to the nurabeesidential and commercial
hookups.

Affordability Finding Statutorily-Required Criteria
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» First Criteria— Assess the community’s financial capability abdity to raise or secure
necessary funding.

Staff should first consider whether the permittas already identified or secured funding (such
as a combination of reserves or revenue streamdpasting fees, or both; an existing loan;
existing bond financing) sufficient to complete ghreject. If funding has already been secured,
the permittee has already demonstrated the atblitgise or secure necessary funding and an
appropriate statement should be inserted intoitia#nig document.

In the case of a permit modification that doesrequire a rate increase, staff should insert an
appropriate statement such as “This is a request permit modification that does not involve
any significant costs for the permittee or reqoimanges to the rate structure; therefore, the
community’s financial capability exists.”

If the permittee has not yet demonstrated an ghdisecure funding, staff should gather key
data to indicate whether the capacity in the conitg@xists to pursue and secure capital. Such
data may include:

» Current User Rate (based upon 5,000 gallons monsdge);
» Rate Capacity or Pay-as-you-go Option;
* Municipal Bond Rating (if available);
» Bonding CapacityGeneral Obligation Bond capacity allowed by constitution:
= Cities-- up to 20% of taxable tangible property,
= Sewer districts --up to 5% of taxable tangible property);
» Current Outstanding Debt (suggested source — raosht financial statements); other
upcoming bonds or debt as may be identified byetitdy;
» Consideration of integrated planning to addressrtbst significant needs of the
municipality; and
» Other factors.

If it is determined that the capacity to raise taxists, staff should when possible, consider
whether the permittee will need to obtain voterrappl or take other steps to secure the capital.
Reasonable time should be built into scheduledidavdor the acquisition of funding.

» Second Criteria— Assess the affordability of pollution control mpts for the individuals or
households of the community.

Staff should identify the approximate costs of ptdin control options and include in the

opening section of the affordability finding. Thesh accurate information may come from
engineering reports or cost estimates providedbypermittee, if available. If none are

available, staff should estimate the costs byaitig a cost estimate matrix based on design peak
flow for various technologies. See document emtitttAPDETWORKS cost estimate
summary.xIs”

(Note that this information may also be neededhéassessment of the Third Criteria.).
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Staff should consider whether the permittee’s exgsteserves and rate structure is sufficient to
finance the project and/or to service any loansamds that may be needed (see the First
Criteria).

Staff should consider trends that may indicateiltyabr instability within the community.

From the pre-screening tool, consider the trermbjpulation, median age, and median household
income. If the community appears to have a reljtismble or growing population and income
and no significant rate increases appear to beeayistaff may conclude that the pollution
control options are affordable for individuals draiseholds and an appropriate statement
should be inserted into the finding document.

If a required project will likely require a ratecirease, staff should consider the “residential
indicator” as identified in EPA’€ombined Sewer Overflows Guidance for Financial Capability
Assessment and Schedule Development. Regardless of whether the project is for a Coebin
Sewer Overflow (CSO) community, the framework pdad in this guidance is a useful
mathematical tool that can be applied to othergutsjfor consideration by the Department. This
tool will help to identify the estimated usage ratecost per household and provide the basis to
identify usage rates and costs as a percentagedibBmhousehold income. See pages 12 through
19 -

http://lwww.epa.gov/npdes/pubs/csofc.pifote that in some cases the permittee will have
already identified new usage rates; while in otteeres staff may need to estimate costs. Staff
will need to select between usage rates and amastiof cost on a case-by-case basis.

In cases where the community does not appear @ $table trends in population, age, and
income, additional investigation may be warrantetutther explore and address affordability
concerns.

In the case of a permit modification that doesrequire a rate increase, staff should insert an
appropriate statement such as “This is a request permit modification that does not change
the existing pollution control options.”

 Third Criteria - An evaluation of the overall costs and environmiemeaefits of the control
technologies.

Staff should identify and describe the environmiémefits of any required project, including
water quality impacts on the receiving stream, i@ference any estimated project costs. Staff
may use a cost estimate matrix based on designflosakor various technologies (see
document titled “CAPDETWORKS cost estimate summds$). Permit writers may include a
cost range for a particular requirement for theopse of the affordability analysis, compliance
schedule timeframe, or prioritization planning. Estimated cost should be reflected in the
facility plans.
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In the case of a permit modification that doesamainge the control technologies, staff should
insert an appropriate statement such as “Thigesjaest for a permit modification that does not
change control technologies.”

» Fourth Criteria - Ways to reduce economic impacts on distressedlatpns in the
community, including but not limited to, low anadd income populations, to include
consideration of: a) allowing adequate time in iempéntation schedules to mitigate potential
adverse impacts on distressed populations resutng the costs of the improvements and
taking into consideration local community econoroasiderations; and b) allowing for
reasonable accommodations for regulated entitieswiiflexible standards and fines would
impose a disproportionate financial hardship ihtigf the environmental benefits to be
gained.

Staff should use the results of the pre-screemaobtb identify distressed populations and trends
that indicate instability within a community.

Staff should examine projects and may identify ptéé suggestions for cost savings in narrative
statements, including the incorporation of completaey green infrastructure practices designed
to reduce environmental impacts from inflow, imalion and related sources.

Particularly where medium/high financial burdend vésult from the permit or enforcement
action, staff should consider the following optidhat may reduce impacts to distressed
populations:
» Adjusting implementation schedules as a possibklaoaeof reducing financial burden;
* Supporting new technology and green infrastructseeMissouri Guide to Green
Infrastructure: Integrating Water Quality into Municipal Operations. May 2012)
www.dnr.mo.gov/env/wpp/stormwater/mo-gi-guide.htm
* Integrated planning and/or phased implementation;
» Variances;
» Developing an Use Attainability Analysis (UAA);
» Developing site specific criteria; or
» Using other innovative solutions that meet applieddgal requirements.

Note: Staff will likely need to evaluate these pb#ities as part of the overall decision process,
after working through all affordability criteria.

In the case of a permit modification that doesrequire a rate increase, staff should insert an
appropriate statement such as “This is a request permit modification that will not require
changes to the rate structure; therefore, thera@reew economic impacts to distressed
populations.”

» Fifth Criteria- An assessment of other community investmentsoliidations relating to
environmental improvements.
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Staff should identify any items they are awarehatt tmay impact the permittee’s ability to raise
necessary funding.

Staff should provide the opportunity for the peteetto provide a list of other investments or
projects (including the schedule and cost) andax@ny connection to the affordability of the
wastewater project.

Staff should generate a concluding statement tovsanme the other investments and identify
possible overlap or complications.

In the case of a permit modification that doesrequire a rate increase, staff should insert an
appropriate statement such as “This is a request permit modification; therefore, other
community investments relating to environmentaliioyements do not impact affordability.”

» Sixth Criteria- An assessment of factors set forth in EPA guidaimcluding but not
limited to, theCombined Sewer Overflows Guidance for Financial Capability Assessment
and Schedule Development that may ease the cost burdens of implementingweather
control plans, including but not limited to, smsyistem considerations, the attainability of
water quality standards, and the development ofweatther standards.

The “Residential Indicator” should have been depetbas part of the assessment of the second
criteria. An appropriate cross reference shoulthbleided in a narrative statement.

Staff should analyze the “Permittee Financial Cdpglindicators” as identified in EPA'€SO
Guidance for Financial Capability Assessment and Schedule Development. See pages 2@rough
41 http://lwww.epa.gov/npdes/pubs/csofcpdf

For each item, staff should calculate the statfstithe and log the appropriate score of 1, B or
for each item, or input “not available” when théoimmation does not exist (i.e., when a permittee
does not have a bond rating, indicate “NA” in l@fua numeric score). It is important that staff
maintain accurate notes, documenting the sourtigeadata and calculations as part of their
file/backup material.

« Determine most recent bond rating (if availableg(also the First Criterion);

» Calculate the overall debt as a percent of fullkegproperty value (debt information
should be available on most recent financial states);

» Compare the unemployment rate to the Missouri @e(aee pre-screening tool);

» Compare the median household income to the Missveriage (see pre-screening tool);

» Determine property tax revenue as a percentagdlohérket property value; and

» Determine the property tax collection rate.

Calculate the average score (total the numericegatnd divide the sum by the number of entries
that have a valid numeric value).
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Using the result of the residential indicator (cédted in the Second Criteria) and the average of
the permittee financial capability indicators, detae the suggested burden from the “Financial
Capability Matrix” by plotting the results on thespective axis.

In the case of a permit modification that doesraquire a rate increase, staff should insert an
appropriate statement such as “This is a request permit modification that is not impacted by
factors set forth in EPA guidance.”

» Seventh Criteria - An assessment of any other relevant local comtp@aonomic
condition.

Staff should assemble information on any additi@ainomic conditions that may impact the
permittee’s ability to raise necessary funding.sTinay include other items that staff is aware of
or items that the permittee may provide. Exam@mg might include knowledge that a major
local employer is ceasing operation, other consesférs, significant population loss, etc.

» Conclusion — Staff should develop a narrative conclusion asde a finding of affordability.
The conclusion should consider any significant scifoye factors along with the objective
measures that are formula driven. The conclusionlgsireference any extensions to
compliance schedules, water quality standards deraions, implementation of innovative
technologies, prioritization planning, or other rgas in the permit or enforcement
documents that impact affordability.



