CWSRFs: A Success Story
In the past two decades, few federally authorized programs have proven as effective in realizing their intended goals as the Clean Water State Revolving Loan Funds.  Established by the Clean Water Act of 1987, the CWSRFs have a record of solid accomplishment in providing financing for water infrastructure.  A successful partnership between the States and the U.S. Environmental Protection Agency, the CWSRFs provide a sustainable source of funding to protect and restore our nation’s rivers, streams and other water bodies.  This assistance amounts to more than double the Federal investment as funding is increased through state match, bonds, loan repayments and interest earnings.
The numbers tell the story.  Total assistance provided between 1988 and 2004 was $47.9 billion, funding a total of 15,286 projects.  SRF loans save recipients 20% on average, which means that communities saw a reduced cost of approximately $17.5 billion in interest charges between 1991 and 2004 due to below-market interest rates in the CWSRF program.  For a typical $10 million project with a CWSRF loan, the saving is $3.2 million.
The benefits to the environment are clearly evident. Most funding goes to the highest priority projects that will clean up polluted streams, rivers, lakes and estuaries. The preponderance of CWSRF assistance finances projects addressing the restoration of fish habitats, safeguarding public water supplies and providing for expanded recreational opportunities.
A corollary benefit of the program is the economic impact on communities, particularly in terms of jobs creation.  A federal investment of $1 billion in clean water infrastructure financing results in approximately 19,000 jobs in the near term ( 0 – 5 years) and 5,000 jobs in the longer term (5 -10 years).

Escalating Need
The progress made to this point in addressing water quality issues is not at a sufficient pace or level to meet the overwhelming need.  All evidence points to a “Gap” that is large and growing.  Estimates by the Environmental Protection Agency, Congress and others uniformly conclude that current spending is not adequate to replace an aging infrastructure and meet priority needs. Costs are increasing while available resources decline.  Assuming a very modest 3 percent annual inflation rate, the gap in clean water infrastructure financing is projected to reach $21 billion by 2005.

Insufficient Support
While the Clean Water State Revolving Fund program is a success by any measure, it has not garnered the budget support received by its predecessor – the Federal Construction Grants Program. Federal investment, adjusted for today’s dollars, in water pollution control was much higher during the grant program (1970 -1988) than it is today, averaging more than $10 billion per year.

There has been recognition of the inadequate level of CWSRF funding on the part of some in the Congress.  The Senate Environment and Public Works Committee and the House Transportation and Infrastructure Committee have pursued legislation over the past several years to reauthorize the State Revolving Funds and in so doing have included significant increases in the authorized levels for SRF capitalization grants.  That legislation has yet to clear Congress but there appeared to be broad support for the funding increases.
In the budget/appropriations context, however, funding levels have been stagnant at best.  In the current and past Administration, successive proposed Budgets singled out the CWSRF for large cuts. From FY 1998 on, Congress consistently restored funding but provided no increases, resulting in CWSRF spending remaining static through FY 2004.  FY 2005 saw a $250 million decrease.

FY 2006 – A Drastic Cut
The CWSRF now faces the prospect of a deeper and more damaging cut, as proposed in the FY 2006 Budget.  The Administration is recommending funding at a level of $730 million which represents an almost 50% reduction from the steady state level of $1.35 billion that the program received for the seven years previous to FY 2005.  A reduction of this magnitude will have severe implications for the CWSRF program and the continued realization of its goals.

It is important to look at the situation over time to understand the implications of past year-after-year stagnant funding levels in the face of inflation and the potential effects of the proposed reduction in future years.                                                    
The information displayed in the accompanying charts demonstrate that federal support for the Clean Water State Revolving Fund (CWSRF) has been steadily eroding since the program’s inception and that the proposed new reductions in funding will have significant adverse impacts on thousands of households all across the country who will be paying millions of dollars more to comply with federal clean water regulatory requirements.

Erosion of federal support

This chart displays what has happened to real federal support for the CWSRF since its inception in 1989.  The red bars display nominal appropriations while the blue bars display real appropriations in 1989 dollars.  The increase in construction costs over this time period has steadily reduced the ability of states to translate capitalization grant dollars into real projects.
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Since the first capitalization grants were awarded, construction costs have increased at an average annual rate of almost 3 percent.  In 2004 alone, construction costs increased by over 6 percent; a rate of increase double the historical trend.  If this rate of increase continues, the situation depicted in the following charts will be even worse than what is displayed, since what is assumed is an average rate of increase equal to what has occurred since 1989.

Project impact of proposed reductions
To demonstrate the adverse impacts that the Administration’s proposed reduction in CWSRF funding will have on individuals and households, the first calculation was to determine the number of wastewater projects that the CWSRF will be unable to fund due to its reduced capacity.  The level of “lost projects” over the next ten year period was established by calculating the number of projects that could be funded under two different scenarios:

· The Administration’s budget proposal - $730 million annually ending in FY 2011.

· Steady-state funding in nominal dollars at the FY 2003 level - $1.35 billion annually.  

Note that the latter scenario does not attempt to maintain constant federal support in real terms.  Over the next ten years, it is likely construction cost increases alone will erode the CWSRF’s funding capacity by over 20 percent.

The following chart shows the number of projects that would not be able to access CWSRF funding each year because of the proposed budget reductions.
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The cumulative effect over this same ten year period is displayed in the next chart.  At the end of this time period, over four thousand projects nationwide will have been turned away from the CWSRF.
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Impacts on consumers
What does all of this mean for the average homeowner?  With reduced CWSRF capacity, the projects that are not funded by the CWSRF will, if to be built, turn to higher cost market rate financing. This will, in turn, lead to higher debt service costs both on an annual basis and over the life of the loans needed to finance construction. 

As displayed above, the proposed reduction in CWSRF funding will result in a loss of over four thousand projects over the next ten years.  This translates into almost three million households (over eight million people) that will have to pay more every year for debt service costs due to the loss of the CWSRF’s favorable financing.  At the end of ten years, these lost customers will be paying an additional $280 million per year in debt service costs. The following chart shows this effect.
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This does not, however, show the full impact on these people.  Since debt service continues over the life of the loan needed to finance construction, these additional costs continue over that same time period.  The full impact that the proposed funding cuts will have on those households who will lose the benefits of CWSRF financing is displayed in the following chart.
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What this means is that the total bill for consumers as a result of the proposed reduction in CWSRF funding will be at least $5.7 billion.  This is, in fact, a conservative estimate, based on an assumption that non-CWSRF funded projects are being financed at the favorable interest rates in effect today.  A more realistic estimate would include two additional factors:

· Many CWSRF projects are not good credit risks and when turned away will have to pay relatively higher interest rates to borrow.

· Future market interest rates are likely to higher than today’s rates, a trend that is not likely to be followed by CWSRF lenders since they will continue to try to make projects affordable by giving deeper subsidies.

Taking both of these effects into account, it is very likely that the future bill to be handed to consumers will be over $8 billion.  This is a bill that they will continue to pay over the next twenty to thirty years.

Small State/Small Community Impact

Small States and smaller communities will be especially hard hit by the proposed CWSRF cut.  For more sparsely populated states that receive the minimum CWSRF allocation, the reduction in funding will have a severe consequence. These states will lose $3 million – half their traditional level of capitalization grant.
For small population, rural states, CWSRF low cost financing is critical to water infrastructure development.  It is worth noting that U.S. EPA data indicate that 63% of CWSRF assistance agreements have been to small communities – populations of less than 10,000.

If funding is not available, communities often lack other options and simply may not be able to address their water quality needs. Reduced CWSRF funds means reduced ability to match other fund sources thus multiplying the negative effect.  The cost of an infrastructure project can only be spread over a limited number of people in a smaller community which constrains what can be accomplished through the rate structure.   These communities do not have ready access to the bond markets and cannot command competitive rates. The CWSRF has been a very important tool for less populated states and communities and the proposed cut will work a particular hardship in their case.

Impact on States that Leverage

A majority of the States (27) leverage their CWSRF capitalization grants through the issuance of bonds.  Leveraging is a very beneficial tool for those States in which loan demand outpaces available capitalization grants.  It can increase the amount of upfront loan capacity by two to three times, thus meeting current demand and accelerating project funding.  When combined, SRF cap grants and borrowed funds can significantly increase near term loan capacity and allow more projects to be funded sooner.

Leveraging is possible because of the availability of capitalization grants that do not need to be repaid.  To the extent that capitalization grants are cut, the ability of States to leverage and meet their funding demands is hampered.  The impact for leveraging states in terms of funds available to commit to projects will be two-or three-fold since the level of funds a State can raise in the bond market is a function of the amount of capitalization grant it receives. States seeking to keep pace with rising demand through leveraging will see these efforts significantly curtailed in the contemplated budget cut is imposed.

What’s at Stake

With the significant reduction in funding experienced in FY 2005 and the drastic cut now proposed in the Administration’s FY 2006 Budget, the future of the Clean Water State Revolving Loan Fund is at a critical juncture.  It is difficult to see how funding can be cut by almost half in this year’s appropriation process, with the impacts that will result, and not view the future of the CWSRF as gravely threatened. With the documented huge need for water infrastructure, which will only escalate in the future, a program losing a major portion of its funding support cannot realistically continue to function as the primary financing mechanism.  The proposed funding reduction, in concert with the erosive effects of inflation and the related impacts outlined above, all point to a downward spiral for the CWSRF if the Congress fails to restore funding to a minimum $1.35 billion.  To allow such an outcome for a program with a proven track record of success in meeting a pressing national need would be a mistake of the first magnitude.           
