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INTRODUCTION

The Safe Drinking Water Act (SDWA), 1976 PA 399, amendments of 1996 (P.L.104-182),
passed by Congress in 1996 authorized the creation of the Drinking Water Revolving Fund
(DWRF) via the U.S. Environmental Protection Agency (EPA). The DWRF provides
low--interest loans to qualified water suppliers for the creation, repair, or enhancement of
public, privately owned community, and not-for-profit non-community water supplies. The
loan repayment period is 20 years, unless an applicant is qualified as ‘disadvantaged,’ then
the loan repayment can extend to 30 years. The Michigan Department of Environmental
Quality (MDEQ) and the Michigan Finance Authority (MFA) administer the DWRF program.
The MFA is staffed by the Michigan Department of Treasury with oversight from the State
Treasurer. The MDEQ handles all program issues, and MFA administers financial aspects of
the program.

PROGRAM CONTACTS

For financial issues, such as the bond structure, bond documents, audit reports, and other
financial matters, contact:

Ms. Deborah Roberts, Executive Director
Michigan Finance Authority

Michigan Department of Treasury
Richard H. Austin State Office Building
430 W. Allegan Street

Lansing, Michigan 48922

517-241-9504

treasmfa@michigan.gov

For technical reviews of DWRF projects, permit issuance, and administration of the
set-aside programs (i.e., source water protection, wellhead protection, capacity
development, and operator certification) authorized by the SDWA, contact:

Ms. Amy Lachance, Assistant Division Director
Drinking Water and Municipal Assistance Division
P.O. Box 30817

Lansing, Michigan 48909-8311

517-284-9590

LachanceAl@michigan.gov

Ms. Dana DeBruyn, Manager

Environmental Health Section (EHS)

Drinking Water and Municipal Assistance Division
P.O. Box 30817

Lansing, Michigan 48909-8311

517-930-6463

DeBruynD@michigan.gov



For DWRF program oversight, EPA grant administration, loan and project management
issues, contact:

Ms. Karol Patton, Acting Manager

Revolving Loan Section (RLS)

Drinking Water and Municipal Assistance Division
P.O. Box 30817

Lansing, Michigan 48909-8311

517-284-5433

PattonK@michigan.gov

PROGRAM STRUCTURE

The MDEQ provides loans to qualified applicants with at least investment grade credit. Proof
of investment grade credit can include a separate credit rating or a credit assessment letter
from one of the rating agencies, a pledge of state revenue sharing with sufficient coverage,
or credit enhancement. The MFA must approve the investment grade credit before
purchasing the debt of the applicant. Michigan law allows for a county or a public authority to
issue debt on the behalf of underlying communities. The DWRF reimburses applicants using
federal funds from the capitalization grant and state match.

Based on the amount of fund assets available, the MDEQ did not leverage the federal
capitalization grant and state match funds for fiscal year (FY) 2018. The MDEQ will continue
a direct loan program. There was no cross collateralization of the DWRF with the Clean
Water State Revolving Fund.

. LONG-TERM GOALS

The Great Lakes surround Michigan and provide its residents with an abundant water
supply. The DWRF program helps to protect and enhance Michigan’s water supply and the
health of the public. Michigan identified these long-term goals in the FY 2018 Intended Use
Plan (IUP):

Goal: To provide low-cost financing for waterworks system improvements or upgrades
while maintaining the perpetuity of the DWRF.

The MFA continues to use a financial advisor to guide decisions on fundable range
scenarios, interest rates, and other finance related topics (i.e., funding capacity of the fund,
investment options). Michigan looks to balance the goals of meeting the capitalization grant
requirements (i.e., additional subsidization, green projects, Davis Bacon, and American Iron
and Steel) and fund as many projects as possible each year while maintaining the DWRF in
perpetuity.

Goal: To continue effective partnerships with other federal and state financing sources to
promote efficiency in environmental review procedures and coordination of funding.

The MDEQ continues to work together with various federal and state agencies, such as the
U.S. Department of Agriculture - Rural Development, Rural Community Assistance Program,
the Michigan Department of Transportation (MDOT), the Michigan Department of Health and
Human Services, and the Michigan Department of Licensing and Regulatory Affairs, to fund
qualifying projects. Environmental reviews are coordinated to the extent possible to assist
the applicants and still meet the federal and state environmental requirements. Our office is
also participating with MDOT on a project for the city of Flint. The Transportation Investment



Generating Economic Recovery grant from MDOT will cover road improvements, and MDEQ
funding will cover water main replacements in the same footprint.

Goal: To maintain statewide compliance with all applicable state and federal drinking water
laws, rules, and standards while protecting the public health and environmental quality of
our state.

The MDEQ continues to use the DWRF set-aside funding to protect the public health of
Michigan residents. Funding is used to maintain source water assessment, wellhead
protection, and source water protection programs; as well as for technical assistance and
capacity development. Source water protection supports programs that prevent
contaminants from reaching sources of drinking water. Wellhead protection works to protect
the quality of the groundwater. Technical assistance helps small, economically
disadvantaged communities in meeting drinking water standards. Also, the set-aside funds
can be used for a capacity development program to develop, implement, and enhance
surface water protection. The loan provided to the city of Flint for lead service line removal
involves Water Infrastructure Improvements for the Nation Act (WIIN) funding. WIIN funding
allows the loan to be provided as 100-percent principal forgiveness. The DWRF program
provided principal forgiveness to disadvantaged communities like Burton and Highland Park
in their loans for FY 2018.

Michigan is proud of its accomplishments in promoting compliance with all applicable
drinking water requirements. The DWRF provides a source of infrastructure financing that
assists communities in protecting public health. In FY 2018, four loans were made to water
suppliers, totaling $31,115,000 (breakdown by county shown below).

Berrien County $16,095,000
Genesee County $2,990,000
Oakland County $6,030,000
Wayne County $6,000,000

Total $31,115,000

Since 1997, 292 DWREF loans, totaling $980,370,000, have been made to Michigan water
suppliers. See Attachment 1 — DWRF Funded Projects by Binding Commitment Date for a
list of loans tendered to date. Attachment 2 is a narrative of all the projects funded in

FY 2018.

The following provides the cost breakdown by project category of all projects funded to date.
A detailed listing of all the projects by Category Cost is provided in Attachment 3.

I. Transmission/Distribution $558,669,912
Il. Treatment $253,024,757
lll. Storage $ 80,076,364
IV. Source $ 46,904,448
V. Other $ 41,694,519

TOTAL $980,370,000
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Chart 1

The DWREF funds projects of varying population size. The following shows the dollar amount
and the number of projects funded by population size since the inception of the program.
This same information is portrayed below in Chart 2.

Population less than 3,500 $141,995,000 85
3,500 to 9,999 $138,895,000 59
10,000 to 99,999 $527,515,000 121
Over 100,000 $171,965,000 27
TOTAL $980,370,000 292

Population Served by DWRF Loans
less than 3,500
3,500 to 9,999

10,000 to 99,999

Project Popultaion size

||H

Exceeds 100,000

$0 $100,000,000 $200,000,000 $300,000,000 $400,000,000
Total Amount of Loans

Chart 2




Goal: To continue use of the DWRF program.

Demand for the DWRF has slowed in recent years. RLS staff continues to increase
marketing efforts of the DWRF. We are reaching out to various municipal and technical
organizations, including consultant firms, to remind them of the benefits of funding their
capital improvement projects with the DWRF. Marketing efforts have included listserv
notifications, field visits, attendance and presentations at various conferences/expos, and
submittal of articles to various state-wide publications.

. SHORT-TERM GOALS

In order to accomplish the long-term goals, the MDEQ focused on more immediate
objectives. Our short-term goals in FY 2018 were:

Goal: Secure Michigan's full share of federal funding and to expeditiously obligate these
monies, along with the state contribution.

Michigan applied for its total allocation amount by September 30, 2018, and was awarded
the 2018 capitalization grant and supplemental funding of $100M from WIIN. The WIIN
funding was used to fund a $40M loan to the city of Flint to address lead in the water
system. Our office will continue to obligate funding to eligible projects in the city of Flint as
the projects are prepared for construction. The MDEQ and MFA funded all projects
identified on the FY 2018 PPL that were able to complete the application process for the
funds available. Prior year capitalization grants were obligated to fund the projects.

The fundable range amount was $42 million, as noted in the IUP. This amount provided
funding to four DWRF projects. Attachment 4 shows the FY 2018 PPL and includes funded
projects and three projects that declined funding at various times during the year for
numerous reasons. All projects receiving DWRF funds in FY 2018 issued a Notice to
Proceed within 60 days of the loan closing.

The MDEQ and the MFA committed $31,115,000 to four DWRF projects, bringing total
commitments made from the inception of the DWRF program to $980,370,000. The MDEQ
applied the federal crosscutters to every project funded during the fiscal year.

Goal: Forgive prior DWRF debt for the city of Flint; $20,770,336.

A commitment to forgive the prior loans to the city of Flint was made by the MDEQ. The
federal appropriation allows the use of the 2017 capitalization grant to forgive prior DWRF
debt for a community in which a federal state of emergency declaration was issued due to a
public health threat from lead exposure. The city of Flint prior debt totals $20,770,336 and
was forgiven using the 2017 capitalization grant additional subsidy amount after the review
of the impact on the DWRF to make future loans, and with concurrence from EPA.

Goal: Secure Michigan's full share of federal funding and to expeditiously obligate these
monies, along with the state contribution.

The MDEQ prepared and identified on the FY 2018 final PPL all the projects that are willing
and able to progress to loan closing consistent with a project milestone schedule for the
construction of eligible facilities. All projects receiving DWRF funds in FY 2018 issued a
Notice to Proceed within 60 days of the loan closing.



VI.

Goal: Ensure that the additional requirements of the 2016 and 2017 capitalization grant are
met, including those that are imposed on local borrowers.

Congress directed that projects receiving DWRF funding after January 17, 2014, comply

with the AIS provisions unless the project plans and specifications were approved by the

MDEQ prior to January 17, 2014, or the project was provided a waiver. Our office worked
with communities to ensure that the AIS requirements were met.

The 2016 and 2017 capitalization grant did not have a Green Project Reserve requirement.
However, the MDEQ continued to solicit green infrastructure, water/energy efficient, and
environmentally innovative projects for the FY 2018 PPL. The MDEQ required and
approved business cases for projects that are not determined categorically green as
described in the EPA’s 2011 DWRF Procedures. Business cases were posted on the
MDEQ website once the green projects were awarded loan funding.

Congress mandated that at least 20 percent ($5,469,800) of the 2015 capitalization grant
($27,349,000) be provided as additional subsidy to borrowers. The MDEQ provided the
additional subsidy as principal forgiveness; $5,000,000 was allocated during the fiscal year.
The remaining amount for principal forgiveness, $524,144, was allocated in FY 2017.
Congress also required all DWRF projects funded in FY 2016 and beyond to pay their
workers the federal Davis-Bacon wage rates for their job classification. The Davis-Bacon
requirement was passed on to all communities that received DWRF funding in FY 2018.
Attachment 5 details the funded projects that were allocated to each capitalization grant in
order to fulfill the green project and additional subsidy requirements for grant years 2016. As
previously noted, the 2017 additional subsidy was used to forgive a portion of the city of
Flint's prior DWRF debt.

Activities related to the Michigan operator certification and capacity development programs
are summarized and reported under separate cover to the regional contact person at EPA.
Ms. Kris Philip submitted the 2018 Operator Certification and Expense Reimbursement
Grant Annual Report to Mr. Thomas Poy and Ms. Jennifer Crooks (EPA) in

September 2017. The Annual Capacity Development Report was submitted to Ms. Sahba
Rouhani (EPA) by December 31, 2018.

FLINT SUPPLEMENTAL IUP ACTIVITIES

The city of Flint received $40 million of WIIN funding in May 2017 for lead service line
replacement. As of December 20, 2018, 7,822 residential metered homes have had service
lines replaced and an additional 11,828 residential metered homes have had copper service
lines confirmed by either open cut or hydrovac excavation in Phases 1-5. Phase 4 and 5
construction completed in 2018 consisted of 1,748 residential metered homes having
service lines replaced and 9,179 residential metered homes having copper service lines
confirmed by open cut or hydrovac excavation. It is estimated that approximately 9,350
residential metered homes remain to be investigated. The replacement and restoration work
associated with Phase 4 that occurred from 2017-2018 is now complete. As of December
31, 2018, the city of Flint has requested reimbursement for costs related to Phase 4, which
is currently the only phase being funded through the Drinking Water Revolving Fund and
$26,770,414 has been paid from WIIN funds and the associated WIIN State match. In
addition, $5,319,658.99 has been paid by Children’s Health Insurance Program (CHIP)
funds for expenses incurred during Phase 4 at Medicaid-eligible homes. Invoices remain to
be submitted by the city of Flint to be paid by WIIN and CHIP for the outstanding incurred
Phase 4 project costs.
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VIII.

A portion of the Local Assistance Set-Aside is providing technical assistance to the city to
support operational improvement of the city’s distribution system. An updated asset
management plan was developed along with a distribution system inventory. Standard
Operating Procedures for the distribution system are developed for the city. A corrosion
control plan was developed. The Corrosion Control study is underway. In FY 2018,
$901,168 was disbursed for these activities.

.ESTABLISHMENT OF INTEREST RATES

The primary advantage for Michigan water suppliers is their ability to borrow funds at below
market rates from the DWRF. The DWRF interest rate is established prior to each new fiscal
year. As identified in Part 54, Safe Drinking Water Assistance, of the Natural Resources
and Environmental Protection Act, 1994 PA 451, as amended, determination of the interest
rate is based on demand, market conditions, program costs, and future needs. Since a
portion of the state match in any given fiscal year may be financed with state revenue match
bonds, the upcoming year’s interest rate must also account for the expense incurred in
securing the bonds.

The DWREF is unique when compared to the SRF, in that both municipal and non-municipal
water suppliers may participate if they qualify. In assessing the market conditions for each
type of entity, it was quickly apparent to MDEQ staff that a municipality would enjoy lower
rates of interest on the open credit markets than would a private, non-municipal supplier
who would normally have to obtain taxable financing through commercial lending
institutions.

Based on the knowledge that market conditions generally demand higher rates of interest
for non-municipal borrowers, and considering limitations of having to serve them through a
direct, non-leveraged program structure, the director of the MDEQ has determined that the
DWREF will provide similar subsidy rates to both municipal and non-municipal borrowers. The
interest rate in FY 2018 was 2 percent for municipal borrowers, and a 2.5-percent buy-down
of interest for private water suppliers, although no private water suppliers were on the PPL.
The historical interest rates for the DWRF program are shown below.

Fiscal Year Interest Rate
1998 to 2003 2.500%
2004 to 2007 2.125%
2008 to 2012 2.500%
2013 2.000%
2014 to 2017 2.500%
2018 2.000%

ADVANTAGES OF THE DWRF

The DWRF will provide an on-going source of funding to maintain or improve drinking water
guality and public health. All eligible water system costs can be financed using the DWRF
low-interest loan. In addition, the on-site technical assistance, opportunities for source water
assessment and protection, Operator Training and Certification Program, and the
Abandoned Well Management Program provide a blend of direct and indirect aids to local
communities across Michigan.
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ALLOCATION OF FUNDS

A three-step process is used to allocate funds to eligible projects. First, the MDEQ and the
MFA identify new sources of funds to be added to the revolving fund and the spending limits
for the DWRF within the given fiscal year. Next, a determination of the type and amount of
financial assistance necessary for each water supplier is made. Finally, funds are allocated
among the projects consistent with amounts available and the project’s priority standing.
The following identifies the new sources of funds available to the DWRF in FY 2018, less

4 percent for administration and drinking water program set-asides:

2018 Capitalization Grant funds for loans (total grant is $27,266,000) $18,813,540

2018 State Match (general funds) $ 5,000,000
2018 State Match (state match bonds) $ 3,000,000
TOTAL $26,813,540

There was an additional cash match of $1,317,323 spent in FY 2018 from the Public Water
Supply Fee Program administered by the DWMAD. This amount meets the dollar-for-dollar
match requirement for source water protection, capacity development, and operator
certification.

The governor of each state may opt to transfer up to 33 percent of available moneys
between the SRF and the DWRF programs. This may occur starting one year after a state
receives its first capitalization grant for project funds. This option was not exercised during
the period covered by this annual report.

EPA PAYMENT PROCESS

As the federal capitalization grants for the set-aside funds were awarded, the EPA
processed payment requests for increases to the state’s draw capabilities via the
Automated Standard Application for Payments system. In FY 2018, the MDEQ and the MFA
processed $18,337,823 in loan disbursements. Administrative costs for the MDEQ and the
MFA in

FY 2018 totaled $823,055 in disbursement requests. Non-administrative set-aside requests
totaled $7,706,359. During the fiscal year, the cash draw ratios (federal funds/state match)
used for the 2018 capitalization grant was 77.53/22.47. State match bonds were sold on
April 28, 2016, and August 4, 2017.

ASSURANCES

A. The final guidelines from the EPA set forth provisions that the state must give certain

assurances in order to qualify for capitalization grant funding. These assurances were
incorporated into the Operating Agreement signed by the EPA, the Michigan Department
of Environmental Quality, and the Michigan Municipal Bond Authority (now known as the
MFA) on December 9, 1997. Along with federal and state law, the Operating Agreement
serves as the framework by which Michigan’s DWRF program operates. The MDEQ and
the MFA have fulfilled the stated assurances throughout the operation of the DWRF
during this fiscal year. The Capacity Development and Operator Certification annual set-
aside reports will be submitted by the DWMAD, when complete, as required by the Safe
Drinking Water Act.

. The audit of MFA's financial records is not complete. The audit should be available in late

December 2018. When the audit report is complete, it will be posted to the internet at this
address: http://www.michigan.gov/treasury/0,1607,7-121-1753 37601 _37659---,00.html.
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C. Michigan agreed to annual fair share objectives of 10 percent for Minority Business
Enterprise (MBE) and 7.5 percent for the Women Business Enterprise (WBE) for
FY 2017. Michigan includes a special condition in all supplemental agreements
executed between the loan recipient, the MDEQ, and the MFA regarding MBE and WBE
requirements. No MBE/WBE procurements were reported so Michigan did not meet its
MBE objective, and did not meet the WBE objective for the DWRF. The MBE and WBE
figures were reported by the MDEQ as part of the state's required submission during
FY 2018 for all active capitalization grants.

As part of the state's continuing effort to meet the MBE/WBE objectives, RLS
presentations are made at the pre-bid meetings to explain the federal requirements to
potential contractors, subcontractors, and suppliers. Presentation materials related to the
MBE and WBE objectives are discussed as well as the expected actions for contractors
working on a DWRF funded project. RLS made revisions to the Good Faith Efforts
Worksheet to ensure that contractors understand the necessary steps for soliciting
guotes from MBE and WBE firms.

D. Michigan participates in the Environmental Project and Benefits Reporting (PBR).
Currently, all of the projects funded in FY 2018 have been entered into the EPA PBR
System.

E. All project managers in the RLS perform work in the DWRF and the State Revolving
Fund. There was no impact on the technical competency of RLS staff to operate the
DWRF program during FY 2018.

F. All DWREF projects funded in FY 2018 meet the federal crosscutter requirements

(including environmental justice), the state environmental review process, and satisfy the
EPA equivalency requirement

Xll. SUMMARY

Michigan will continue to provide safe drinking water as it promotes the DWRF program and
works with communities to successfully fund projects.

11
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Attachment 2: FY 2018 Project Summaries

City of Burton 7400-01
Drinking Water System Improvements

Towns Served: City of Burton

SRF-funded Amount: $2,990,000

Engineer: Stantec Consulting Michigan, Inc.
Contractor: Salenbien Trucking and Excavating, Inc.

This project is designed to advance water quality, pressure, reliability, and redundancy
as well as to address system components that have exceeded or are at the end of their
recommended useful design lives by replacing an estimated 15,000 linear feet of
existing water main pipe along with the necessary appurtenances.

City of Highland Park 7428-01
Drinking Water System Improvements

Towns Served: City of Highland Park

SRF-funded Amount; $6,000,000

Engineer: Metro Consulting Associates, LLC.
Contractors: Bricco Excavating Company, LLC.

This project is designed to address substantial water loss and cross contamination risk
as well as stagnant water inside the drinking water system by replacing existing water
main and installing new water main loops, amounting to an estimated total of 21,559
linear feet of pipe, along with the necessary appurtenances.

City of St. Joseph DWRF 7427-01

Water System improvements

Towns Served: City of St. Joseph, Lincoln Charter Township, Royalton
Township, St. Joseph Charter Township

DWRF-funded Amount:  $16,095,000

Engineer: Jacobs Engineering (formerly CH2M-Hill Milwaukee)

Contractors: Davis Construction Co. (WTP), Kalin Construction Co.
(water mains)

The DWRF loan is funding improvements to the water treatment plant (WTP) located in
the city of St. Joseph, including construction of a new high-service pump station, new
chemical systems, filter improvements, and various other associated modifications. A
small portion of the loan (less than $290,000) involved water main improvements along
Wallace Avenue and Stadium Drive, where a DEQ-funded pilot grant reimbursed for the
associated lead service line replacements.
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Village of Lake Orion 7429-01
Wastewater System Improvements

Towns Served: Village of Lake Orion
SRF-funded Amount; $6,030,000

Engineer: Hubbell, Roth, and Clark
Contractors: Fontana Construction, Inc.

The project is the first two phases of a watermain replacement project. The project will
replace approximately 25,933 feet of existing 4-inch and 6-inch-diameter water mains
with 8-inch-diameter water main and replace existing 8-inch-diameter water main that
has had numerous breaks in recent years.
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