Addendum to Water Feasibility Study

Town of Putney

December 5, 2000

SECTION 9

FINANCING AND ESTIMATED USER COSTS

INTRODUCTION 
Funding for the publicly owned community water projects in Vermont are available from a variety of programs such as:


The Vermont Agency of Natural Resources: low interest (-3% to 3%) loans.


Rural Development (RD): grants and loans.


The Vermont Community Development Program: grants.


Vermont Bond Bank: loans.

A goal of any water system improvement project is to make the necessary improvements at a resultant cost affordable to the user.  By optimizing grant funding, and minimizing the local share of the project, less debt retirement will be passed on to the individual system users.  Putney should be eligible for all the funding programs listed above since those programs all cover funding of municipal water improvements.

These funding sources are described in detail below.
STATE REVOLVING FUND FOR WATER SUPPLY PROJECTS(SRF)
Funding Priority List

For a project to be eligible for SRF funding, it must be a placed upon the water supply project priority list.  Projects are ranked to ensure that the most needy receive first consideration in awarding available dollars.  The previous backlog of projects is almost gone, allowing new projects to receive funding relatively quickly.  Applications for

placement on the priority list must be filed by April 28, 2001 to be eligible for the October 1, 2001 to September 30, 2002 funding cycle.  Projects are funded based on their priority and ability to proceed.  If a project is not ready to proceed it must reapply for the next year’s funding.

Planning Assistance
Planning for most water improvement projects requires the investment of engineering and hydrogeological services before actual construction of any improvements.  To help offset the “front end” burden on the local municipality, the State can provide a State Revolving Fund (SRF) planning loan.

SRF planning loans are not grants; they are 0% interest loans that must be paid back within 5 years or when the project goes to construction, whichever comes first. Planning advances are typically available for preliminary studies, hydrogeological services, final design, surveys, and the development of plans, specifications and bid documents.

SRF Funding for Construction 

There is one State funding program, administered by the Agency of Natural Resources, Water Supply Division.  The State Drinking Water Revolving Loan Fund (SRF) is available for construction of water system improvements for both public and private community water systems.  This fund provides low interest loans for all project costs associated with a water system improvement project.  Interest rates vary between 0 and 3% for a 20 year term.  Disadvantaged communities (local MHI below $28,633) are eligible for interest rates as low as -3% with a 30 year term.  Interest rates are set in an attempt to keep the total annual cost of water at 1-1/4% of the system (or Town’s) median household income, if possible.

The Town of Putney’s median household income for the 1990 census was $29,653 resulting in an SRF funding goal of $370 per residence (total annual water cost).  Unfortunately the 1990 MHI for the town is slightly higher than the $28,633, limit for “disadvantaged” status.  However, if an income survey of only the proposed service area showed a MHI less than $28,633 the town would be eligible for a 30 year term and interest rates as low as -3%.  For perspective, the average annual cost of municipal water in Vermont is approximately $400 per residential unit.

The State Drinking Water Revolving Loan Fund might not be available to a portion, or all, of the Putney project due to a provision in the federal rules limiting creation of new water systems.  A portion of the Federal Register (August 7, 2000), which discusses the limitation of using such loans for the creation of new water systems, is included at the end of this Section.

Examining the Federal Register Rules, EPA and the State would need to find:

1.
There are significant water related public health issues in the Village.

2.
The proposed project is cost-effective and sized to accommodate only a reasonable population growth.

It is unclear whether lack of sufficient water serving the existing public and private water systems constitutes “unsafe” drinking water.  An early meeting with the Water Supply Division and EPA is recommended.

RURAL DEVELOPMENT
Funding for municipally owned water projects is available through Rural Development (formerly known as the Farmers Home Administration).  To be eligible for funding, an applicant must be:


A public entity (such as a Town, Village, or Fire District).


Non-Profit.


Located in a community of less than 10,000.


Unable to afford commercial credit.

There are also several requirements for a project to be eligible for Rural Development funding, specifically:


The project must be financially feasible.


It must be modest in size, cost, and design.


The completed system must primarily serve residential users.


The project should contain reasonable growth capacity.

Funding through Rural Development can take the form of either loans, grants or both.  Loan rates are based upon financial need as determined by the community’s median household income (MHI) and can range from the Poverty Rate (4.5%) to the Market Rate (currently 5.75% but subject to fluctuation).  Interest rates are fixed for the life of the loan, typically 40 years for water projects.  

Grant funding is based upon economic need.  To be eligible for RD grants, the project must:  



Service a community whose median family income is less than the State’s 1990 median household income ($30,014); and,


Result in “reasonable user fees” upon completion of the project.  

Reasonable user fees are defined as:


The debt service portion of the annual user fee does not exceed 1% of the median household income.


Total user cost (debt service plus operation & maintenance) does not exceed the current typical average user cost ($350-$400± in Vermont).

As indicated above, both loan and grant eligibility is based upon determination of the median household income for the Town, or specific project service area.  This may be based on the last census.  The 1990 State MHI is $30,014.  The 1990 MHI for the Town of Putney was $29,653, indicating the Town would be eligible for RD grants and loans at RD’s “intermediate rate”.

VERMONT DEPT. OF HOUSING AND COMMUNITY AFFAIRS
Another source of possible funding is through the Vermont Community Development Program administered by the Department of Housing and Community Affairs.  The purpose and objective of this program is to fund public facilities which benefit communities of low and moderate income which also have a primary benefit of housing and job preservation/creation.

Under its Implementation Grants Program, a community can be eligible for up to $750,000 in community development block grant (CDBG) aid for this type of project.  Competition for these grants is significant.  Eligibility must be determined through an income survey or other means which establishes that the service area household income falls within the CDBG eligibility limits.  The maximum grant allowed is $750,000.

Putney has received funding from this program for this preliminary engineering study.  This may provide some advantages for further funding.

FINANCING AND ESTIMATED WATER RATES
Table 12 shows the derivation of estimated user costs for alternative financing plans.  

Table 12 is developed as a guide only to illustrate possible financing scenarios.  Final funding plans must be developed for the funding agencies following review of this report, meetings with those agencies and submission of necessary applications.

Based on Table 12 it is recommended the Town pursue funding of the project through the State Drinking Water Revolving Loan Program and the Vermont Community Development Program.  It is also recommended the Town establish the service area’s median household income.  RHI, Rural Housing Inc., is a non-profit community assistance organization which can help with such income surveys.

If the income survey shows Putney’s MHI is less than $28,633 the project might be funded by the State Drinking Water Loan fund alone (if eligible), with the interest rate and term extended as low as -3% and 30 years to keep the annual user cost at 1¼% of the MHI, which is $370.

An alternative financing plan would include applying to VDCP for a $750,000 grant and financing the remainder through the Vermont bond Bank or Rural Development.  It would appear that Putney is a good candidate for a VCDP grant given the need to retain jobs and housing in the service area, both of which are heavily contingent on having adequate water supply.  Such financing would result in an annual user cost of $407 per ERU.  This is approximately the average cost of municipal water service in Vermont.

EXISTING EQUIVALENT RESIDENTIAL UNITS (ERU’s)
An ERU is a debt billing unit representative of the water used by a single family house.  Other types of uses are assigned multiples of this unit, based on actual or estimated water consumption.  The Town uses this type of debt billing system for its wastewater system.  Each proposed user on the water system has been assigned a certain number of ERU’s as shown in Table 2 in Section 5.  Currently there are 298 ERU’s associated with the proposed water system service area.

In addition to the existing 298 ERU’s listed in Table 2, the following ERU’s might be assigned to pending projects which have been allocated wastewater capacity.

Putney Gateway, undeveloped parcels

18

Cooke, 4 residences



  4

S & K Properties




  4

Putney Nursery Property



  4

Landmark College Gymnasium


  9
TOTAL

39

Therefore, the total ERU’s expected to share in the water system debt retirement is 337, classified as follows:

	TOTAL EXISTING ERU’S

	Full Dwelling Units
	125

	Studio Apartments (10 @ 1/2 ERU)
	5

	Elderly Housing Facility (28 @ 1/2 ERU)
	14

	Municipal/Institutional Units
	7

	Industrial units
	3

	Education Units
	72

	Commercial Units 
	72

	Pending Projects
	39

	TOTAL
	337


	TABLE 12

POTENTIAL PROJECT FINANCING AND RESULTANT USER COSTS

	
	STATE DRINKING WATER REVOLVING LOAN PROGRAM (Non-Disadvantaged)
	VCDP GRANT

AND VERMONT BOND BANK
	RURAL DEVELOPMENT

INTERMEDIATE RATE
	COMBINATION STATE DRINKING WATER REVOLVING LOAN (Non -Disadvantaged) 

AND VCDR GRANT

	Total Estimated Project Cost
	$2,566,400
	$2,566,400
	$2,566,400
	$2,566,400

	State Drinking Water Revolving Loan
	$2,566,400
	
	
	$2,170,280

	Rd Grant
	
	
	$735,836
	

	Rd Loan
	
	
	$1,830,564
	

	VCDP Block Grant
	
	$750,000
	
	$396,120

	Vermont Bond Bank
	
	$1,816,400
	
	

	Annual Total Bond Payment
	128,320(2)
	$120,879(3)
	$108,514(4)
	$108,514(2)

	Annual Bond Cost per ERU(1)
	$380
	$359
	$322
	$327

	Annual Operating Cost
	$14,500
	$14,500
	$14,500
	$14,500

	Annual Operative Cost per ERU(5)
	$48
	$48
	$48
	$48

	Estimated Annual Water Bill Connected ERU
	$428
	$407
	$370(6)
	$370(6)


Notes:

1.
Based on 337 Equivalent Residential Units




5.
Based on Estimated 300 Connected ERU’s

2.
0% Interest, 20 years






6.
1.25% of 1990 MHI for Town

3.
Assume 5.25%, 30 years









4.
5.125% RD Intermediate Rate, 40 years
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