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capital financing
Increase project affordability with local, state,
and federal funding
Chuck Boehm, Donald F. Roecker, and Ralph B. (“Rusty”) Schroedel Jr.

C

iting tight spending limits throughout
the government, the U.S. Senate Interior
Appropriations Subcommittee recently approved a bill that would dramatically cut the

fiscal year (FY) 2007 budget for the Clean Water Act State Revolving
Fund. Since its creation in 1987, the fund has been a primary source of
low-interest federal loans for wastewater construction projects nationwide. But in the last few years, its budget has been reduced by almost
50%, from $1.35 billion in FY 2004 to about $887 million in FY 2006.
The most recent proposed budget would further reduce funding by $200
million, to about $688 million.
Given this recent trend, wastewater utility managers should consider, if
they have not already, other methods to fund projects and maintain costs.
The following funding alternatives may be able to bring critical dollars
that can make a project affordable.
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Local Funding Alternatives
Local funding sources for municipal infrastructure operations, maintenance, and construction
are varied and often can be used together. Different
infrastructure services frequently have different primary funding sources (typically either tax revenues
or fee-based revenues). Some funding sources often
are excluded from use in either operational or capital expenditures. Potential local funding sources
include those described in Table 1 (see p. 59).
General Fund
The major income source for the General Fund
is property taxes, which are placed into a “bank”
from which municipal projects can be funded.
Clear final effluent shows the
benefit of plant
improvements
funded through
multiple sources in
Watertown, S.D.

Special Assessment Districts
Utilities can identify and use special assessments or special assessment districts to pay for
services or capital improvements specific to a
portion of the overall service area. This reduces
the burden on the remainder of the utility service

area. Income collected from a special assessment
district must be dedicated to that district.
Local Option Sales Tax
The simplicity and perceived fairness of sales
taxes have made a local option sales tax a popular method for financing capital projects for many
municipalities.
Fees, Licenses, Permits, Penalties, and Fines
Income from these sources is generally limited to paying for the cost of administration
and enforcement of requirements. Revenue
is generated from the entity that requires
the services, so the burden of those costs
is not placed on the rest of the community.
Subdivision Exactions
Many municipalities require subdivision
developers to construct facilities and dedicate
the newly built facilities to the municipality
upon completion. These developers also may be
required to donate easements or other types of
partial rights to the municipality.
Developer Incentives
Incentives may be offered to motivate developers to use desired planning or construction
techniques. Such incentives could include waiving maximum allowable residential densities if
land is dedicated to the municipality, thereby
reducing the ultimate cost to the municipality.
‘Fee-in-lieu-of’ Requirement
A fee-in-lieu-of requirement forces developers
to pay toward a capital improvement project that
serves the development and surrounding area,
rather than constructing onsite facilities.
User Fees
Stormwater, wastewater, and other utilities
can be user-fee systems that allocate costs back
to those who use these services. The acceptance
of these types of fees varies but often depends on
the perceived fairness and equity of the charge.

Keys to Federal and State Funding
Communities undertaking a wastewater project also may qualify for federal or state agency
funding. Municipalities should understand these
agencies’ objectives, however, and use appropriate mechanisms to obtain funding.
Focus on the Funding Agency’s Program
Objectives
While the municipality may be imagining
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Table 1. Program Elements Funded by Alternative Local Funding Methods*
Functional program elements
Funding alternative

Administration, planning, and engineering

Regulation and
enforcement

Operations and
maintenance

Capital improvement program

General Fund
Special assessment
districts
Local option sales tax
Fees, licenses, permits,
penalties, and fines
Subdivision exactions
Developer incentives
Fee-in-lieu-of

x

x

x

x

x

x

x

x

x

x

User fees

x

x
x

x
x
x
x

x

x

*These are generally accepted uses of funding, but results can vary by state and local ordinance.

wastewater treatment or conveyance facilities,
federal and state program managers may be
intent on reducing sewer overflows, protecting
waterways or wildlife, stimulating economic
development, or eliminating a treatment plant
expansion. The facility owner should engage in
ongoing discussions with the agencies to make
sure a project meets the agencies’ stated goals.
Develop the Project’s Uniqueness During Planning
To expand a project’s eligibility for capital
funding, the facility owner should highlight the
project’s unique characteristics and include
technical evaluations and financial information
to emphasize affordability. The key is to expand
the planning process to incorporate the wastewater infrastructure project’s unique features,
such as its ability to improve flood control, open

industrial expansion, or service low- or moderate-income residents.
Also, the owner should consider highlighting
all the potential benefits of a particular wastewater infrastructure project to attract possible additional public agency funding and some unique
or underutilized sources of alternative capital
funding.
An example of a feature that is often missed
in wastewater planning is a new or relocated
sanitary interceptor sewer that traverses near,
across, or adjacent to major highways. If the
highway is being scheduled for reconstruction,
the sewer can be classified as either a “necessary utility relay” or as part of an “environmental
mitigation action.” As such, sewer construction
can be paid from highway funds, rather than traditional local or wastewater funding sources.

Table 2. Government Funding Agencies and Their Program Objectives
Agency, office

Funding program objectives

U.S. Environmental Protection Agency
Office of Water
(www.epa.gov/owm)

To provide financial incentives to maintain permit compliance, fund new technologies, and fund demonstrations to reduce negative water impacts.

U.S. Department of Agriculture Rural
Utility Service
(www.usda.gov/rus/water)

To provide safe and sanitary housing, including waterrelated facilities to small, rural municipalities (fewer
than 10,000 people) serving lower income residents.

U.S. Department of Housing and Urban
Development Community Development
Block Grants
(www.hud.gov/cpd)

To provide viable urban communities with decent
housing, a suitable living environment, and expanding
economic opportunities for low-to-moderate income
residents.

U.S. Department of Commerce
Economic Development Agency
(www.doc.gov/eda)

To promote long-term economic development and assist
in the construction of infrastructure, including waterrelated facilities, needed to initiate and encourage the
creation or retention of permanent jobs.

State pollution control agencies
(www.XX.gov)
(XX = Insert state’s two letter abbreviation; for example, WA for Washington
state)

Each state has its own water pollution control initiatives. Agencies tend to build on the federal State
Revolving Fund program. State agencies’ Web sites
provide details on many capital-funding opportunities.
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A new aeration
tank, in the foreground, and a covered final clarifier,
in the background,
helped address
plant performance issues in
Watertown, S.D.

If the Answer Is ‘No,’ Keep Working With an
Agency Until the Answer Is ‘Maybe’
Perseverance is a key to obtaining funding.
One criterion that many agencies use in approving funding is whether they have a precedent in
funding a particular type of project. Continued
work with an agency demonstrates that the
owner’s need for capital funding is greater than
the need to use precedent. With diligence, the
owner likely will find someone willing to fund the
project. A particular project’s size, scope, and
complexity may need creative funding answers
instead of those based on precedent.
Once Capital Funding Is Found, Others Will Follow
As dialogue continues with local agencies,
the owner should view each discussion as an opportunity to uncover additional funding vehicles.
While securing funding from multiple agencies
can lead to bureaucratic entanglements, basic
funding approvals do transfer. In recent years,
projects that have met multiple agency objectives have been able to secure outside capital
funding from each agency. The key is to meet
as many agency objectives as possible to maximize the funding potential. Single projects being
funded from as many as four different agencies
are not uncommon.
Get To Know Elected Representatives
The facility owner should work with con-
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gressional delegates to increase the chances of
funding approval. These delegates represent the
owner’s and local service agencies’ service areas
— and their overall objectives are to divert federal monies back to their states or districts. When
a particular wastewater infrastructure project is
too costly for state funding programs, the U.S.
Congress may be the only viable source available. The key to winning congressional funding
is getting to know the representatives and using
effective techniques (see next section).
Working through federal agencies and their
state counterparts gives owners an understanding of the administrative capital funding possibilities for current and future projects. Table 2 (p.
59) includes a list of wastewater agency funding
programs and their objectives.

Legislative Funding Strategies
One of the newer alternative capital funding
techniques is the use of direct congressional earmarks of site-specific wastewater projects. Since
1992, Congress has provided more than $6.4 billion for water-related infrastructure projects. The
majority of this funding went to wastewater projects in the form of nearly 3000 U.S. Environmental
Protection Agency (EPA) grants to more than
1800 different communities nationwide.
Successful facility owners often demonstrate
that their projects meet certain national funding objectives and model their presentations to
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elected officials on past successful projects. They
often address several key areas, including
• how existing agency funding programs are
insufficient for an affordable project;
• how the project’s features distinguish it from
other projects;
• how the project meets an important “new”
issue (such as an innovative technique or a
demonstration); and
• how the funding will win favor with large
population areas, correct an actual or
perceived public policy injustice, or correct
an injustice related to issues that were
beyond an owner’s control.
Special attention to current issues and fairness
often leads to success in the legislative arena. If
the owner works with state and federal programs,
and the project is still truly unaffordable, or if it
has some unique feature that distinguishes it
from other projects attempting to accomplish the
same objectives, elected officials can help.

Case Study: Cudahy, Wis.
The City of Cudahy, Wis., utilized several
sources to fund the increasing costs of its stormwater management program. The bulk of funding
came from the General Fund, but a portion came
from other sources, such as erosion control
inspection fees and assessments for portions of
capital projects.
Ultimately, the city created a stormwater utility to shift revenue from the general tax structure
to a user fee while maintaining existing fees to
pay for the services provided. The utility funded
a variety of program elements, including a new
high-efficiency street sweeper, floodproofing projects, and costs for more than $6 million in flood
management and water quality-related capital
projects throughout the city.
The city determined a stormwater utility to
be a more fair and equitable way to fund the program and provide a consistent funding source.
Additionally, a new fee was implemented to recover increased site plan review costs caused by
the new state stormwater regulations.

Case Study: Watertown, S.D.
In the early 1990s, the City of Watertown,
S.D., was experiencing major problems with its
wastewater treatment facilities. As a result, it
had been issued four EPA administrative orders
to address effluent violations, the lack of an industrial pretreatment program, and inadequate
plant maintenance. It also faced a multimillion
dollar fine.
As a city of fewer than 20,000 residents, re-

sources for multiple costly new programs and
plant upgrades were limited. Yet, with assistance
from consultants, the city identified and pursued
multiple funding sources.
A $1 million state grant was obtained as part
of a program for watershed improvements.
Most significantly, a congressional line-item
grant was pursued to address the inequity of
the city’s implementation of an innovative–alternative treatment technology that had failed.
The original construction
grants program promised
replacement funding for
failed innovative–alternative systems, but that program and funding were no
longer available. Through
the diligent efforts of city
staff, especially the mayor,
and consultant support,
the city received a $13 million grant to remedy the
inequity created by the
failed innovative–alternative process.

When a particular wastewater infrastructure project is
too costly for state funding
programs, the U.S. Congress
may be the only viable source
available. The key to winning
congressional funding is

The Bottom Line

getting to know the repre-

As local, state, and federal budget cuts continue,
funding from traditional
methods may become more
difficult to obtain. However,
through diligent pursuit of
creative funding alternatives and with experienced assistance, major infrastructure projects
can be successful and affordable. The keys to
success lie in starting the search for a funding
source early, being open to expanding a project
to meet multiple objectives, and keeping in touch
with project beneficiaries, funding agencies, and
elected representatives.

sentatives and using effective
techniques.
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