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I.   INTRODUCTION

A.
Background

In California, the responsibility for regulating public water systems and overseeing the safety of drinking water rests with the Department of Health Services (Department).  The Department has been designated as the “primacy agency” by the United States Environmental Protection Agency (USEPA) for purposes of implementing and enforcing the federal Safe Drinking Water Act (SDWA).  The Department regulates some 7,800 public water systems located throughout the State.  To assist in this effort, the Department delegates to 35 of the 58 counties in the State responsibility for enforcement of the State drinking water requirements for public water systems serving less than 200 service connections.  

Many California water systems are having difficulty in complying with the numerous new drinking water standards and requirements due to the lack of sufficient financial resources.  In addition to the compliance needs, systems also face the need to improve their source water capacity and treatment plants, replace old or inadequate pipelines and equipment, and improve their managerial and technical capability.  

The 1996 amendments to the federal SDWA responded to that national need by establishing the Drinking Water State Revolving Fund program (DWSRF).  The DWSRF provides financial assistance in the form of Capitalization Grants to states to provide low interest loans and other assistance to public water systems.  In order to receive these funds, states must have statutory authority and must provide a state match equal to 20% of the federal Capitalization Grants.  The magnitude of these needs is reflected in the Drinking Water Infrastructure Needs Survey conducted by the USEPA in 1995, 1999, and 2003.  Based on the results of the 2003 survey, USEPA now earmarks 8.15% of DWSRF funds made available to the states for California.  
The federal and state laws allow a portion of federal funds to be used for specified activities in addition to providing financial assistance to public water systems for infrastructure improvements.  The Department intends to utilize 11% of the FFY 2007 award for set aside activities not directly providing funding for water system projects.  Specifically, the Department plans to use set asides for (1) 4% for administration of the Safe Drinking Water State Revolving Fund (SDWSRF) financial assistance program, (2) 2% for technical assistance to small water systems, (3) 3.5% for water system capacity development, and (4) 1.5% for public water system supervision (PWSS) program management.  In addition, the Department will set aside 2.9% for source water protection.  Exclusive of SWP projects, 86% of federal funds, plus all state matching funds will be used for project funding.  

To receive funding approval from the USEPA, the State submits a Capitalization Grant application and an Intended Use Plan (IUP) which describes the State plan for utilization of the program funding.  Federal guidelines, and related state statute, require that the IUP include a description of how the program is structured, the planned use of the funds, the criteria, and methods to be used for distribution of the funds, the goals for the program, and a specific project priority list.  The California IUP presented herein is prepared and submitted in compliance with those requirements.

B.
Statutory Authority

California’s statutory basis for the SDWSRF program was established by SB 1307 (Chapter 734, statutes of 1997).  The specific provisions of SB 1307 are set forth in Sections 116760.20 through 116762.60 of the California Health and Safety Code (H&S Code).  With only minor differences, the State statute parallels the federal law and requirements.  Therefore, the federal law and the DWSRF program guidelines and regulations of USEPA generally govern the conduct of the California program.  To aid in implementation of this authority, the Department has adopted SDWSRF program regulations, which are set forth in Sections 63000 through 63058 of the California Code of Regulations (CCR).  A copy of these regulations is attached as Appendix A.  

C.
Program Structure

The California SDWSRF program is administered and directed by the Department.  Department staff conducts many of the activities associated with implementation of the SDWSRF program, however the Department contracts with other State and local agencies and independent contractors for specific activities.  Through an interagency agreement (contract), the California Department of Water Resources (DWR) provides assistance in administering the local financial assistance portion of the SDWSRF program.  DWR (1) conducts the financial review of project applications, (2) determines the ability of the applicant to repay the loan, (3) determines the amount of loan subsidy, if any, and (4) establishes the financial the terms and conditions of loan contracts.  In cooperation with CDHS, DWR finalizes the preliminary commitment of funds ( notices of application acceptance), and finalizes development of funding agreements.  During project construction, DWR reviews and processes claims submitted by funding recipients, and concurs in authorization of disbursements to funded projects.  DWR maintains a record of disbursements on loans, and prepares semiannual billing notice information for CDHS .  

The SDWSRF program is managed by the chief of the Safe Drinking Water State Revolving Fund and Small Water System section within the Department’s Division of Drinking Water and Environmental Management.  The section chief serves as the program manager, and provides direction and coordination of various aspects of the SDWSRF program and assurance of compliance with federal cross-cutters.  The section chief/program manager is also responsible for assuring statewide consistency in the implementation of the program.  The ranking of projects on the priority list and the management of individual projects (technical review of applications, approval of plans and specifications, construction inspections, etc.) is the responsibility of the Department’s drinking water field operations district offices.  

II. DRINKING WATER STATE REVOLVING FUND PROGRAM GOALS

The SDWSRF program goals set forth below reflect both federal and state legislative intent to provide funding to correct public water system deficiencies based upon a prioritized funding system.  The California SDWSRF funding system utilizes a comprehensive multi-year Project Priority List (See Section VI, Project Priority List), whereby (1) public water system projects addressing public health risk problems, (2) public water system projects needed to comply with the SDWA, and (3) projects assisting public water systems most in need on a per household affordability basis, receive higher funding priority than other eligible public water system projects. 

In general, the SDWSRF provides the 7,800 public water systems in California the opportunity to utilize subsidized funding to correct infrastructure problems, to assess and protect source water, and to improve technical, managerial, and financial capability (TMF).  The SDWSRF additionally benefits almost 7,400 small water systems (water systems serving a population of fewer than 10,000) by providing technical assistance in most aspects of public water system operations and management.

A.  SDWSRF Long Term Goals

1. Ensure that public water systems provide an adequate, reliable supply of safe, clean drinking water. 

The SDWSRF loan program advances this basic goal of the Department by providing an ongoing source of funds for future infrastructure improvements.  The project ranking process ensures that program resources and funds are applied to the most significant public health and compliance problems.

2. Fund projects on the comprehensive, multi-year Project Priority List

The Department will continue to use the priority list process to direct SDWSRF loan funds to those projects that meet high priority needs.  The Project Priority List developed by the Department for the Capitalization Grant will be revised at least biennially, to include new projects.  Projects by‑passed will not automatically be removed from the list; rather by‑passed projects will be eligible for funding in subsequent years at the same time as new projects in the same category.  

3. Assure the revolving nature of the SDWSRF loan fund

The SDWSRF loan fund provides a cost effective funding mechanism to assist public water systems in achieving and maintaining compliance with the SDWA.  The Department monitors the fund to ensure that it remains financially viable over the long term as an ongoing source of water system funding.  As repayments or de-obligated funds become available, they allow the issuance of new loans even in the event that further federal Capitalization Grants cease.  Through 2005, over $15 million in interest and principal repayments have been made by funding recipients on nearly $200 million in claims paid since program inception. 

4. Assure that all public water systems achieve and maintain compliance with the SDWA

In furtherance of the Department’s overall goal of safe and reliable drinking water, the Department utilizes the resources of the SDWSRF loan fund and set aside programs to improve the capability of each public water system to operate in compliance with the SDWA, by enhancing the system’s technical, managerial, and financial capability (“TMF capacity”).  Important elements of this include enhancing the technical knowledge of small water system personnel in complying with regulatory requirements, and enhancing the technical knowledge of small water system operators in water treatment.  

5. Reduce Cost of Drinking Water

SDWSRF funding helps water systems minimize cost increases in the cost of supplying reliable, safe drinking water by providing affordable financing for the construction of technically sound drinking water infrastructure projects.  The SDWSRF funding can also lessen the need for systems to construct treatment facilities by encouraging source water protection and providing affordable financing for source water protection projects.  Water systems may include water conservation measures, including water meters, in conjunction with SDWSRF projects involving distribution system rehabilitation.  Water meters encourage the conservation of water, and thereby produce savings related to avoided costs of production and pumping.   

6. Encourage Consolidation

SDWSRF strongly encourages the consolidation or regionalization of small public water systems that lack the capability or potential to be operated and maintained in a cost effective manner by prioritizing consolidation projects and assisting the applicant systems through the funding process.  The resultant systems can provide consumers with more reliable water supply in compliance with all drinking water standards in a more affordable manner.  The SDWSRF regulations include provisions to facilitate funding of consolidation projects. 
B. California SDWSRF Short Term Goals

1. Maintain an efficient and effective Safe Drinking Water State Revolving Fund program for the State of California through planned evaluation and revision of the program.

The Department has developed the SDWSRF program based on its own experience regulating public water systems, on the knowledge and experience of the drinking water industry and based on the public input received.  The Department also meets regularly with the USEPA Region IX staff to discuss its SDWSRF program development activities.  The California SDWSRF program provides an annual evaluation of the program to USEPA, and periodically reports to the Governor on the effectiveness of the capacity development program.  The SDWSRF program is also reviewed annually for audit requirements related to the federal grant, as well as requirements of state match bond funds.  These review and audit requirements provide the opportunity for modification of the program to maximize the effectiveness of the program.  

Target:  Convene the internal SDWSRF policy committee at least quarterly; hold at least one round-table meetings with water system representatives and other interested parties each year. 

2. Continue Implementation of the SDWSRF program
Each SDWSRF Grant application requires identification of a source of state matching funds.  The 20% state fund match is provided from sale of general obligation bonds authorized by Proposition 13 (the Safe Drinking Water, Clean Water, Watershed Protection, and Flood Protection Bond Act; March 2000); by Proposition 50 (the Water Security, Clean Drinking Water, Coastal and Beach Protection Act of Safe Drinking Water Act; November 2002), and by Proposition 84 the Safe Drinking Water, Water Quality and Supply, Flood Control, River and Coastal Protection Bond Act of 2006. as approved by the electorate.  Alternate funding would be sought from the Legislature in the absence of continued Bond support for the SDWSRF program. 
Target:  Ongoing provision of state match funds. 
3. Maintain a Project Priority List  and an Intended Use Plan (IUP)
The Department notifies every eligible public water system in the state of the annual opportunity to submit a preapplication for incorporation into the SDWSRF project priority list.  The staff in the Department’s district offices evaluates each project and places it in the appropriate health risk category.  Bonus points are assigned based on the criteria developed by the Department (See Section VI Project Priority List).  Regional Engineers and other departmental staff review the Project Priority List before its publication to ensure that the rating of the projects is consistent.  The ranked pre‑applications are integrated into the compiled priority list.  Approximately 150 new or revised SDWSRF preapplications are received during the annual preapplication period.  The Department will hold a public hearing in the first quarter of each year to receive comments on the draft IUP, draft Updated SDWSRF Project Priority List, and draft Updated Source Water Protection Project Priority List, prior to adopting the listing for use in April.  
Target:  (1) Hold a public hearing on the draft IUP and Project Priority Lists in the first quarter of the calendar year.  (2) Announce the preapplication submission period in June.  (3) Rank preapplications received before September.  (4) Publish a draft Updated Project Priority List in December for public review and comment.  
4. Determine the fundable portion of the Project Priority List and invite eligible public water systems to apply for funding

An important goal of the SDWSRF program is to fund those projects that are in high priority categories.  As discussed in Section VI, Project Priority List, the categories A through G are high priority categories.  These categories contain projects to mitigate a current risk to public health or to correct a violation of the SDWA.  The Department invites applications from eligible projects on the fundable list on an annual basis in the spring.  If the responses to the Statement of Interest are not sufficient to enable the program to obligate the available funds, the need for an additional cycle of invitations will be evaluated.  

Target:  (1) At least 200 invitations to be mailed by May annually; (2) Provide assistance to water systems to enable submission of at least 30 completed applications by December 31 annually. 

5. Provide funding opportunity to highest priority systems.  

The SDWSRF project priority list ranking criteria prioritize the most serious public health risk into the highest categories so that these systems have the opportunity to apply for and receive SDWSRF prior to less projects to correct less serious problems and deficiencies.  A detailed description of the SDWSRF project ranking/prioritization process is described in Section VI of this Intended Use Plan.  

Target:  (1) Enter in to preliminary funding agreement (notice of application acceptance -- NOAA) for at least 25 projects in high priority risk categories (A through G); (2) Update the project priority list by contacting each system with a project in category A through G [highest priority categories] to determine whether the project is still needed, the readiness to proceed, whether other funding has been obtained; (3) Hold at least 20 (pre) application planning/scoping meetings with systems to assist them in the application process.  
6. Continue implementation of the set-aside programs

The Department utilizes portions of the Capitalization Grant to fund technical assistance and capacity development, and public water system supervision  programs.  The Department implements these programs both by providing direct assistance to water systems, and by supporting outside providers to assist smaller water systems in meeting TMF capability goals, aiding to these systems in applying for SDWSRF loan funds, and support water system security related activities of the public water system supervision program.  The Department will complete updated workplans for each set-aside activity.  

Target:  (1) Submit annual draft update of workplans by June annually; (2) Complete at least 40 TMF capacity reviews each fiscal year); (3) make available and manage an online tool to enable water systems in California to evaluate their TMF capability,.  (4) Provide focused technical assistance to at least five projects involving consolidation annually, and (5) support CDHS and water systems water security activities.

7. Continue implementation of the SWP loan program.

Encourage systems to pursue funding of SWP projects, including outreach during presentations to interested parties.   
Target:   Make funding commitments for at least two projects each fiscal year.  

8. Meet audit requirements.

In order to ensure that the SDWSRF Program fairly presents the results of it yearly financial and programmatic operations, an annual comprehensive audit is conducted in accordance with the requirements of the Single Audit Act, which is promulgated by the Federal Office of Management and Budget (OMB) Circular A-133.  SDWSRF program must also meet audit requirements related to sources of State matching funds sources, Prop 13, Prop 50, and Prop 84 bonds.  The Department utilizes the California Department of Finance (DOF), Office of State Audits, and Evaluations (OSAE) to conduct the annual independent audit of the program. 
 Target:  Annually meet audit requirements of federal and State funding programs.  
9. Provide, maintain, and update data management tools to enable oversight of SDWSRF projects and the overall SDWSRF fund.

The Department developed a data management system (Management and Reporting System -- MARS) for management of SDWSRF preapplication, application, and related project information.  Program needs for information management solutions for the financial data have been evaluated.  In consultation with the USEPA and consultants, Department staff is developing necessary enhanced data management tools to facilitate SDWSRF project tracking, program oversight and fund management.  

Target:  Customize available software (LGTS – Loan and Grant Tracking System) to provide for the complex financial data management needs of the SDWSRF program.  Deploy LGTS to financial managers of SDWSRF by September 2006.

C.  California SDWSRF Correlation to USEPA National Strategic Plan Goals

California SDWSRF program supports the National Strategic Plan Goal 2, Objective 1, Sub-objective 1 listed below.  Specifically, California has established and is manages the SDWSRF to make low cost loans and other types of assistance to water systems by financing the cost of infrastructure projects to achieve or maintain compliance with SDWA requirements.  California SDWSRF activities support USEPA program reporting code (PRC) 201B81E.  Each summer, during finalization of the IUP, California and USEPA review and update California’s Strategic Plan commitments for the State Fiscal year starting July 1.  

USEPA Strategic Plan Goal No. 2:  Clean & Safe Water; USEPA Strategic Plan Objective No 2.1:  Protect Human Health: “Protect human health by reducing exposure to contaminants in drinking water (including protecting source waters) in fish and shellfish, and in recreational waters.”; USEPA Strategic Plan Sub-objective No 2.1.1 Water Safe to Drink:  “By 2008, 95% of the population served by community water systems will receive drinking water that meets all applicable health based drinking water standards through effective treatment and source water protection.”

The California SDWSRF program is operated in support of this USEPA Goal federal goal.  Through the funded projects, planned and prior year, loans have assisted public water systems in meeting the federal and state drinking water compliance requirements.  Details of California’s SDWSRF activities supporting the National USEPA Strategic Plan will be included in the annual report published in January of each year.

III. INTENDED USE OF SDWSRF FINANCIAL ASSISTANCE FUNDS

A.
State Matching Funds


The State of California provides the required 20% State match through the sale of State General Obligation bonds authorized by the Legislature and approved by the voters.  A total of $13,621,680 is earmarked to provide for the state match for the FFY 2006 DWSRF grant award.  The state funds are made available, as payment is required for invoices related to project funding agreements entered in to from the FFY 2006 federal grant.  Alternate funding will be sought from the Legislature or through leveraging in the absence of continued bond support for the SDWSRF program.  Consistent with federal requirements, all state matching funds are allocated to the SDWSRF loan fund.

	Table 1

	FFY 2007 Funds

	Federal Capitalization Grant
	
	$68,108,400 

	Set aside programs
	
	

	Administration (4 %)
	
	($2,724,336)

	Source Water Protection Loan Fund (2.9 %) 
	
	($2,000,000)

	Small Water Systems Technical Assistance (2 %)
	
	($1,362,168)

	State Program Management (1.54 %)
	
	($1,050,000)

	Capacity Development (3.52 %) 
	
	($2,400,000)

	Balance of Federal grant funds to SDWSRF Loan Fund 
	
	$58,571,896 

	2007 State Match (20 %)
	
	$13,621,680 

	SDWSRF Local Assistance (Loan) Funding
	
	$72,193,576 

	SDWSRF Loan fund including SWP
	
	$74,193,576 

	Estimated repayments 2007 (principal and interest)
	
	$15,000,000 


B.
Proposed Uses

The federal allocation to the State of California is $68,108,400 in FFY 2007.  From the FFY 2007 Capitalization Grant, the Department plans to set-aside $2,781,076 for Administration (4 %), $1,362,168 for Small Water Systems Technical Assistance, (2 %), $2,400,000 for Capacity Development (3.52%), $1,050,000 to augment Public Water System Supervision related activities (1.5%), and $2,000,000 (2.9%) for the Source Water Protection loan program.  Including the $13,621,680 state funds to meet the 20% federal/state match requirement, this will result in addition to the SDWSRF loan fund of $72,139,576 to be used for local project funding.  The SDWSRF loan funds will be obligated to specific projects within 8 quarters of receipt of the federal grant award resulting from this IUP.  In addition, during FFY 2007 an estimated $15 million in repayments (either principal or interest) made to the SDWSRF from previous loan recipients will be available for re‑obligation.  The Department anticipates re-obligating funds within eighteen months of payment receipt, or as soon as the aggregate repayments is sufficient to fund a reachable project.  A graphic chart is provided to illustrate funding utilization for years 1 through 10 of the California SDWSRF program.  A spreadsheet summarizing the SDWSRF program budget for years 1 through 10 is provided in Appendix B...  Separate accounts have been established for financial support and accounting of the following set-aside programs:

1.
Administration
The Department plans to set aside 4 % allowed for the administration costs from the FFY 2007 federal aware.  Any funds available at the end of the fiscal year will be banked for use in future years and to ensure the availability of sufficient funds to administer the program in perpetuity.  Specific activities supported by the Administration set aside are outlined in Section IV, Set-Aside Activities.  Portions of these activities are implemented through Interagency Agreements with DWR and the OSAE of DOF.  

2.
Small Water Systems Technical Assistance
The SDWA authorizes states to set aside 2% of the total annual federal Capitalization Grant to provide technical assistance to small water systems (those with populations of less than 10,000).  Since almost 7,400 of California’s 7,800 water systems fall into this category, the Department intends to utilize the full 2% for this purpose.  The process developed by the Department to provide technical assistance to California’s small water systems is outlined in Section IV, Set‑Aside Activities. 

3. Source Water Protection Fund
The Department intends to allocate $2 million (2.9%) of the 2007 federal Capitalization Grant to support loans for Source Water Protection (SWP) Projects.  Repayment of SWP loans is deposited in the SDWSRF account for re-obligation to SDWSRF projects.  The SWP program enables community water systems to implement projects directly related to protecting vulnerable water sources from contamination. 

4. State Program Management
a.  Water System Technical, Managerial, and Financial (TMF) Capacity Development

The SDWA encourages states to establish a “capacity development strategy” and sets specific goals and deadlines which states must meet in order to remain eligible to receive both the funds for the capacity development set-aside and to preserve the full Capitalization Grant award.  The Department intends to allocate $2.4 million (3.5 %) of the 2007 federal Capitalization Grant to support TMF capacity development activities.  These funds will be used to continue the capacity development efforts including the assessment of existing public water systems The Department will provide the 1 to 1 match through current PWSS overmatch and previous years’ credit.  The Department’s capacity development strategy is set forth in Section IV.  

b. Augment Public Water System Supervision (PWSS) Related Activities

The Department intends to allocate $1,050,000 (1.5%) of the 2007 federal award for Public Water System Supervision (PWSS) related activities.  A detailed workplan for this set aside will be provided separately.  In general, the funds will be used for (1) inspections and surveys of smaller water systems, to evaluate treatment and infrastructure improvement needs; (2) review of plans and specifications, particularly in relation to for conformance with treatment requirements; and (3) providing technical assistance to managers and operators of public water systems; The Department will provide the 1 to 1 match through current PWSS overmatch and previous years’ credit.  The Department’s PWSS set-aside use is described further in Section IV.
C.
Eligibility for SDWSRF Funding 
1.
Eligible Systems
Community water systems, both privately and publicly owned, and non‑profit noncommunity water systems are eligible for SDWSRF financial assistance.  Systems providing water for human consumption through constructed conveyances that have become subject to the SDWA due to the change in the federal definition of a public water system in the 1996 SDWA are also eligible for SDWSRF funding.  Federally owned water systems are not eligible for SDWSRF financial assistance from the State of California.  While those public water systems located on Indian reservations over which the Department has no jurisdiction are not eligible for SDWSRF financial assistance from the State of California, Indian Tribes are eligible pursuant to SDWA Section 1452(i) for grant funding from the USEPA for public water system improvement projects.

All of the 7,800 public water systems in California are sent information, preapplication, and instructions annually during the open preapplication period in June, when the Department begins the cycle to update the project priority listing.  The process of establishing the Project Priority List is described in more detail in Section VI, Project Priority List.  The 2007 Project Priority List has approximately 3,800 projects totaling $8 billion in potential funding need.  Nearly 1,700 systems have submitted one or more preapplications for SDWSRF funding.
The SDWSRF may not provide any type of assistance to a system that lacks the TMF capability to maintain SDWA compliance, unless (1) the owner or operator of the system agrees to undertake feasible and appropriate changes in operation, and (2) the use of the financial assistance from the SDWSRF will enable compliance with TMF requirements over the long-term.  Further information on how capacity development is enhanced through the SDWSRF, please refer to Section IV, Set Aside Activities, Part C, Water System Capacity Development Program.

2. Eligible Projects
All eligible projects must facilitate compliance with national or State primary drinking water regulations or further the health protection objectives of the SDWA.  There are six types of projects eligible to be funded from the SDWSRF loan program.  These are listed and briefly described below:

a.
Compliance and Public Health - Projects to address SDWA health standards that have been exceeded or to prevent future violations of the rules. 

b. Projects to Replace Aging Infrastructure - These include projects (1) to rehabilitate or develop sources; (2) to install or upgrade treatment facilities; (3) to install or upgrade storage facilities; and (4) to install or replace transmission and distribution pipes to prevent contamination caused by leaks, or improve water pressure to safe levels.

c.
Projects to Provide Treatment - Projects to enable systems affected by the change in the federal definition of a public water system to include “constructed conveyances” such as canals or other open ditches and certain piped irrigation districts described in the federal SDWA to meet drinking water standards. 

d.
Land Acquisition - Acquisition of land is only eligible if it is integral to a project that is needed to meet or maintain compliance or further the public health protection of the SDWA.  

e.
Planning and Design of a Drinking Water Project – Projects to assist a water system with the costs of project planning, design and other related costs of a drinking water project.  The cost to applicants of preparing environmental assessment reports may also be included as part of the cost of planning a project.  .[The Department proposes to modify the State SDWSRF regulations to allow a planning loan of up to $500,000, and to allow a grant component for planning projects (See Appendix A)]

f. Consolidation - Financial assistance may be given to cover the costs of consolidating a public water system, which is in noncompliance with the SDWA or that lacks the necessary technical, financial and managerial capacity to maintain compliance with the SDWA, with another water system that is in compliance with the SDWA.   

3. Growth
Federal and state statutes require that SDWSRF funds may not be used for projects whose primary purpose is to provide for or attract growth.  SDWSRF funds pipelines designed to provide flow to meet existing maximum day demand, capacity for fire flow as required by local fire authority, and 10% for growth.  A project may include a larger component if the water system identifies an alternative source of funding to cover the additional cost associated with excessive project component capacity.  However, aside from required fire flow capacity, if a component is designed so that the increase in capacity exceeds existing demand, that component, or the entire project may become ineligible for SDWSRF funding.  
4. Water Conservation and Security

Ancillary project components:  SDWSRF can fund complementary components related to correcting the ranked problem.  Specifically, water conservation, energy conservation, and water system security features (e.g. water meters, SCADA, and auxiliary power) can be included in SDWSRF funded projects. 

D.
Types of Financial Assistance Available

In accordance with State and federal statutes and USEPA guidance, several types of financial assistance are offered to eligible project applicants.  In order to provide some flexibility for applicants, maintain SDWSRF fund long-term viability, and fund as many high priority projects as possible, the Department has developed various terms, limitations, and conditions for use of the funds.  These criteria are spelled out in the Department’s SDWSRF regulations (See Appendix A).  Funding assistance of any type will be offered only to projects that are within the fundable portion of the Project Priority List.  To the extent feasible, the Department coordinates SDWSRF funding with funding from other State and Federal sources.  Applicants are encouraged to make maximum utilization of more appropriate funding sources.  Available SDWSRF financing options are discussed below.

1. Normal Construction Loans

Normal construction loans comprise the majority of the project financing made available, and cover planning, design, acquisition, and construction costs.  All of the federal rules and criteria apply to these loans for systems with more than 1,000 services.  In addition, pursuant to state law, the following terms and conditions apply:

· The maximum length of the loan is 20 years or the useful life of the project, whichever is shorter (H&S Code Section 116761.22)

· The applicable interest rate is 50% of the average interest rate paid by the State on general obligation bonds issued in the prior calendar year.  (H&S Code Section 116761.65).  

· The maximum amount of loan financing to be awarded to a single project during any one fiscal year is $20,000,000, except as provided in CCR Section 63012.  

· In addition to the maximum loan amount per project described above, no public water system with multiple projects shall receive a total amount of loans in excess of $30,000,000 in any one fiscal year (except to provisions of CCR Section 63012).

2.
Planning Loans
Normally, project planning and preliminary engineering costs are included in a design and construction loan and reimbursed to the applicant.  However, in a few cases, some smaller systems may not be able to fund the preliminary planning needed to proceed with a full design and construction loan application.  In such cases, an applicant may apply for a planning loan.  Receiving a planning loan, however, does not commit the Department to future funding of the project and does not guarantee that a subsequent construction loan will be awarded.  Projects receiving a planning loan will retain their place on the priority list and will need to compete with other projects for available funding at the time construction is desired.  Planning loans are subject to the following terms and conditions:

· Funds may be used only for feasibility studies, project planning (including environmental documentation), and preliminary engineering.  The funds may not be used for detailed design, equipment, acquisition, or construction.

· The project must be within the fundable portion of the priority list.  

· The maximum length of the loan is 5 years.  The loan repayments may be combined with a construction loan should one be subsequently awarded.  [H&S Code Section 116761.50 (b)(5)]

· The applicable interest rate is 50% of the average interest rate paid by the state on general obligation bonds issued in the prior calendar year 

· The maximum planning loan amount for any single project shall not exceed $100,000 per project (CCR Section 63011); [This provision is proposed for revision; upon adoption of revised regulations, the per project planning loan maximum will be $500,000.  (See Appendix A)]
· Provision is proposed for grants for planning activities; upon adoption of revised state regulations, forgiveness of principal may be provided for planning studies to disadvantaged systems if necessary based on financial evaluation.

· Planning projects will be considered completed when the final draft planning report is approved by the Department (CCR Section 63011).  

3. Disadvantaged Communities

As provided for by state and federal statutes, disadvantaged communities (see discussion under Section V.) may be eligible for additional financial assistance in the form of lower interest rates, extended repayment periods, or forgiveness of principal (subsidy).  The typical loan terms and conditions are as follows:

· The loan repayment period is 20 years, or the useful life of the project constructed, whichever is shorter, except that a disadvantaged system may, if necessary, receive a construction loan of up to 30 years as long as this doesn’t exceed the expected useful life of the project.  

· The applicable interest rate for loans is zero %.  [H&S Code Section 116761.65 (b)

· The maximum amount of additional financial subsidy to be awarded to a single public water system in any one fiscal year shall not exceed $1,000,000, including grant funding of a related planning project.

4. Refinancing Loans
Projects where the construction started after July 1, 1993, are eligible for refinancing (CCR Section 63000.80) under the following conditions:

· Only publicly owned public water systems are eligible.

· Only projects in categories A through G are eligible for refinancing of the outstanding balance of municipal debt;

· The loan maximums and fall within the fundable portion of the list;

· The project when constructed must have complied with all federal SDWSRF criteria pertaining to new projects.  

· The California SDWSRF program will not offer funding for refinance projects while the backlog of projects in categories A through G which have not yet been provided the opportunity to apply for SDWSRF funding during the preceding two calendar years, remain unfunded.  

5. Local Match Projects
State statutes allow a local agency to pay the required state match (20 %) in lieu of the state and in return receive a zero interest rate loan.  In accordance with USEPA requirements, the Department requires full payback to the State of the loan amount (a combination of state and federal funds.  The SDWSRF program will work with applicants interested in this funding option.  









































































































































































































































































