














Bond banks or bond pools typically
aggregate the bond issues of several
municipalities into a single state bond
issue to be sold on the national market.
The interest rate paid on the bonds
becomes the rate that municipalities
must pay the bond pool for their loan.

Revolving loan funds are another way
of making a fixed sum go further.
Beginning with an initial appropriation
of “seed” money to the fund, loans are
made available for specific purposes
such as municipal treatment plant
construction. The loan repayments,
including interest, go directly back into
the fund to be used for other loans, thus
continuously recycling a limited money
supply. Depending on the interest rates
charged on its loans, the fund can
maintain and even increase its
purchasing power.

Revolving loan funds are currently
one of the most popular new financing
tools; 35 states are either operating or
considering the establishment of such
programs, either alone or in conjunction
with other funding approaches.
Legislative appropriations often are used
to capitalize these programs, but several
states use revenues from specific taxes
such as dedicated sewer and water,
excise, mineral severance, inheritance,
and even tobacco taxes.

The unique infrastructure needs and
priorities of each state lead lo
considerable diversity in how it
packages its assistance to
municipalities. Some state programs
restrict their assistance to municipalities
with poor, or no, credit ratings; others
base their assistance on such factors as
affordability of the project, public health
benefits, and potential for economic
development. There are also less
restrictive programs that fund projects
on a first-come, first-serve basis, relying
only on the municipality’s ability to
repay. All the programs, however, try to
prevent defaults by emphasizing strict
measures to anticipate potential loan
repayment problems. The advantage of
these alternative state programs is that
each has been creatively tailored to
address specific state needs.

Ohio, for example, uses

state-issued revenue bonds to {inance a
revolving loan fund. Starting with an
original appropriation of $100 million
from the state legislature in 1969, Ohio's
Water Development Authority has
financed 435 projects with a total
construction cost of over $1.8 billion—a
return of almost 20-to-1 on the initial
investment. Officials attribute its

success to several factors, of which one
of the most basic is the enforcement of
timely loan repayments. In 17 years,
only one community has failed to make
a semi-annual repayment on time. In
that case, the Authority sued
immediately and obtained a court order
requiring the community to raise its
utility rates.

Also important to Ohio’s success is its
ability to take advantage of
sophisticated financing techniques, its
“fast pay” program for contractors, and
its policy of charging interest rates
based on current market rates, not the
rates at which the Authority borrows.
Most important, however, is the
simplicity of the program for local
governments. From an application to a
check in the bank can take as little as
one month from a community's initial
contact with the Authority.

Wyeming's Farm Loan program also
features minimal red tape and
turnaround time. Wyoming has a strong
grant program funded by royalties from
the coal and mineral industries, and a
revolving loan program funded by an
initial state appropriation of $100
million. Although the state constitution
prohibits the issuance of general
obligation bonds, the Farm Loan
program is empowered to issue revenue
bonds. Since it began in 1974, the
revolving fund has loaned over $62
million for water and wastewater
projects and the grant program has
awarded more than $127 million, with
all repayments deposited in the loan
program account. Funding has ranged
from $50,000 for adding chlorination
systems {o an existing facility to $30
million for a complete treatment plant.
While the program offers no formal
technical assistance services, the
funding review staff does try to help
communities develop systems
appropriate to their local needs and
resources.

As in Ohio, Wyoming officials credit
the success of their program to its
simplicity and accessibility to
communities. The Farm Loan program
coordinates project financing with
several agencies, including the
Wyoming Water Development
Commission, the Farmers Home
Administration, and EPA. The program
makes an effort to minimize the
reporting and administrative burden on
the participating communities. In
addition, the program'’s ability to match
loans and grants from various sources
has encouraged communities to fund
improvements that they might not have
considered otherwise.

Some of the most innovalive programs
recognize that many municipalities need
technical as well as financial assistance,
and several states have developed
comprehensive advisory programs to
help communities plan and build, as
well as finance their wastewater
treatment facilities. Such programs are
usually geared to improving
communication among state officials,
municipal officials, and operators of
wastewater treatment facilities;
increasing municipal awareness of the
fiscal impact of proposed facilities; and
coordinating requirements of potential
funding sources.

Tennessee offers loans and grants for
wastewater treatment construction, but
it also encourages communities to
consult with the University of
Tennessee’s Municipal Technical
Advisory Service. Consultants from the
university advise local officials on grant
and loan planning and application,
wastewater project management,
financial management, and utility
administration. Since it began in late
1984, the program has helped over 100
Tennessee cities, leading to the award of
100 separate state and EPA wastewater
grants.

The State of New York has also
recognized that advice is sometimes
worth more than money, especially for
small, rural communities without the
labor or financial means to maintain
complex treatment plants. The New
York State Self-Help Support System
assists such communities in developing
appropriate, locally affordable solutions
to their wastewater problems.
Co-sponsored by the New York
Departments of State, Environmental
Conservation, and Health, and the
Rensselaerville Institute and the Ford
Foundation, the program provides the
nuts and bolts expertise for small towns
to “do it themselves”. Advice includes
showing town officials how to assess
their problems and develop simple
solutions; how to serve as their own
general contractors; and how to
maximize the use of local resources.
The program has even developed a
step-by-step guide to self-help entitled
The Self-Help Handbook for Local
Government Officials.

The need for workable methods of
financing wastewater treatment projects
in the absence of adequate federal
dollars is inducing states to establish
innovative financial and technical
advisory programs. Federal, state, and
local responsibilities are being
redefined, and the states are clearly
preparing to take the lead role. O
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