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Overview

To date, many State Revolving Fund (SRF)
programs have taken a “Funds on Hand”
approach to lending. This means that each
funding cycle is based on the funds actually
availableor on hand at thetimeproject funding
is considered. The funds on hand consist of
the current year grant award, state match, and
any net leveraging funds produced, plus
interest earnings and loan repayments net of
any bond principal or interest payments.

The commitment of only those funds that are
available has been a prudent approach in
ensuring that an SRF does not make
commitments beyond what it can deliver.
However, given that the decision process for
selecting projects can take up to ayear or more
and project disbursements can stretch for up to
another 2 to 5 years, SRFs are finding that
current lending practices can result in long lag
times from the time money becomes available
for commitment and the actual disbursement
of funds.

The lag time in fund disbursement combined
with the steady stream of interest earningsand
loan repayments returning to the SRFs has
created asituation for many Clean Water SRFs
(CWSRF) of having relatively large cash
balances and/or undisbursed federal grant,
match, or bond funds. To more effectively
utilizethese excessfunds, SRFshave begunto
take amuch closer look at the availability and
use of funds on a periodic basis to allow the
accelerated commitment of funds based on
projected cash flows rather than just funds on
hand. (This approach is consistent with the

practices used by private sector lenders, such
as banks.) Drinking Water SRFs (DWSRF)
may also look to an accelerated lending
approach to avoid the situation faced by some
Clean Water SRFs.

This paper discusses the use of accelerated
lending and presents the use of this approach
by two states, Californiaand Oregon.

Whatis Accelerated Loan Commitment?

Accelerated lending is the commitment of
funds to projects based on the expected
availability of funds and the demand for those
funds (i.e. cash disbursements) over time. To
be conservative, accelerated lending relies on
some financial cushion in the projections to
ensure that the SRF does not become over
committed due to unforseen changes in
anticipated cashflows.

Tables 1 and 2 present ssimplified examples of
the cash flow differences between the two
approaches to SRF lending in making a
funding decision for a$20 millionloan. Table
1 shows that when using a “Funds on Hand”
approach, where the state waits until the fund
has a balance sufficient to cover the entire
loan, 5 quarters will pass before the funds are
available to make a $20 million commitment.
Table 2 shows that when an accelerated
approach is used, the loan commitment could
actually be madein the first quarter due to the
expected timing of cash disbursementsfor the
project and future cash inflows. In this
example, the project could be funded a full 4
guarters earlier with no adverse effect on the
SRF.  Applying this concept to rea life
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Table 1 - Funds on Hand Lending

Quarter Blzel;?r?n?ni:?)q‘ieh;e Loan ~ Loan Cash FundBalance - End
Quarter Commitments | Disbursements Inflows of the Quarter
1 $10,000,000 $1,000,000 $11,000,000
2 11,000,000 2,000,000 13,000,000
3 13,000,000 5,000,000 18,000,000
4 18,000,000 8,000,000 26,000,000
5 26,000,000 $20,000,000 2,000,000 2,000,000 26,000,000
6 26,000,000 3,000,000 1,000,000 24,000,000
7 24,000,000 7,000,000 4,000,000 21,000,000
8 21,000,000 4,000,000 2,000,000 19,000,000
9 19,000,000 3,000,000 3,000,000 19,000,000
10 19,000,000 1,000,000 2,000,000 20,000,000
Table 2 - Accelerated Lending
Quarter Bilé?r? nli?’ni:%r;cteh_e Loan ~ Loan Cash Fund Balance - End
Quarter Commitments | Disbursements Inflows of the Quarter
1 $10,000,000 $20,000,000 $2,000,000 $1,000,000 $9,000,000
2 9,000,000 3,000,000 2,000,000 8,000,000
3 8,000,000 7,000,000 5,000,000 6,000,000
4 6,000,000 4,000,000 8,000,000 10,000,000
5 10,000,000 3,000,000 2,000,000 9,000,000
6 9,000,000 1,000,000 1,000,000 9,000,000




situations can result in funding projects years
earlier than under a funds on hand approach,
because careful cash flow analysis can ensure
that the funds will be available to meet the
project disbursement needs when they are
requested. Initiating accelerated lending
requires detailed projections of cash inflows
and outflows. Dataconsidered in making major
cashinflow projectionsinclude:

J grant awards/cash draws (net of set-
asidesfor the DWSRF)

statematch

interest earnings

loan principal repayments

bond proceeds

release of debt servicereserves
other cash inflows (transferred funds,
feesdepositedinloanfund)

Data considered in making major cash outflow
projectionsinclude:

J disbursements for existing loan
commitments

interest expense

bond principal repayments

depositsto debt servicereserves

other cash outflows (transferred funds,
administrative expensesin CWSRF)

Once the cash inflows and outflows are
identified over time, the net cash (and undrawn
grant funds) can be assessed relative to new
project commitments. Following thisapproach
an SRF can then evaluate its ability to commit
funds to additional projects on its priority list
until the projected resources are effectively
committed. The analysis of cash flows should
specifically exclude funds that will not be
availabletofund projects.

STATE ACTIVITY

UPDOATE

Both California and Oregon have made the
decision to implement accelerated lending
systems using the overall approach described
above. Their specific experiencesare described
intheensuing sections.

CALIFORNIA

Cdifornia's State Water Resources Control
Board (SWCRB) hastaken stepsto convert their
CWSRFto an accelerated lending system dueto
concern over extremely large cash balances in
the CWSRF's repayment accounts. The
SWCRSB initially attempted to resolve the issue
of excess balances by authorizing the
commitment of funds up to 125 percent of
expected repayment monies for a period of five
years. Thisapproach expedited the i ssuance of
loans, but failed to significantly decrease the
cash balanceavailablefor new loans. Whilethe
State recognized that large cash balances
provided a benefit of interest earnings, they
were concerned that large cash balances might
be interpreted as a lack of demand for funds, a
Situation that wasnot true.

To better understand and project their cash
balance position, California developed a cash
flow model. The model can evaluate different
federal capitalization levelsand allowsanalysis
of three aternatives for maintaining minimal
cash balances, thereby ensuring available
project funding in the face of unforseen events
and/or changes. Figure 1 presents the first of
two basic projections from the state’'s
modeling activity. Thesolid line presentsthe
projected cash balance in the program if
California continues to utilize a cash on hand
approach to lending. The dashed line shows
the reduction in the cash balanceif cash flow
based lendingisemployed.

Figure 2 presents the projected cumulative
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Figure 1
California CW SRF Cash Balance Projection
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lending activity under the two scenarios of
implementation. The $25 million target cash
balance that the Board accepted for
implementation was a substantial reduction
from the cash balance levels of $525 million as
of December 31, 1998 ($250 millioninundrawn
capitalization grants and $275 million in
repayment accounts).

Cadlifornia projected that converting to an
accelerated approach would result in $140
million in additional loan commitments in the
State Fiscal Year 1999 and $210 million in
additional loan commitments over the
subsequent fiveyears.

Thefiscal impacts of theimplementation of this
system are relatively minor, but worth noting.
The system imposes an additional
administrative burden for the staff to obtain and
monitor payment schedules from present and
future loan recipients.  Additionally, the
CWSRF will grow at a slower rate, due to a
lower cash balance earning market interest
rates. However, on balance Californiafelt that
its most important priorities were to accelerate
current loan commitments and demonstrate
effective fund utilization by maintaining a
significantly lower level of fundson hand.

OREGON

Oregon’'s Clean Water SRF is a direct loan
program that initially only made loan
commitments for funds that were actually on
hand. However, with delaysin project start-up
and long disbursement schedules, Oregon's
Department of Environmental Quality (DEQ)
found that there were long delays from the time
when funds wereinitially available to the point
at which project disbursements occurred. This
resulted in relatively large cash balances and
undrawn grant amounts.

STATE ACTIVITY

UPDOATE

To reduce the lag time in fund utilization,
Oregon made the decision to commit more
project assistancethan it hasfundsimmediately
available. By examining the inflows and
outflows of CWSRF funds, DEQ discovered
that the program could commit to loans in
anticipation of future cash inflows aslong as it
closely monitored the fund's projected cash
balance. To monitor the fund's cash balance
and to predict the fund's ability to commit to
new projects, Oregon created an Excel based
cash balance model to track the inflows and
outflowsof cashinthefund onaquarterly basis.
With the spreadsheet, DEQ can predict the
amount of new loansthat the fund can originate
and the effects proposed disbursements would
haveonthefund’ scash balance.

Once the anticipated financial activity has been
included in the spreadsheet, the state can
evaluate the impact of committing to additional
projects on the fund’'s cash balance based on
projected project disbursement schedules
submitted by potential borrowers. Thisbecomes
one factor the state considers before making a
loan commitment. However, this analysis does
not supplant either the calculation of funds
available, which determines the total amount of
loans that will be committed each year, or the
priority system which determines the order in
which projectsareconsidered for funding.

Other calculations are used to ensure that funds
remain available for the highest priority projects
when they are ready to construct rather than just
going to a project whose disbursement
projectionsfit the cash flow gaps. Thestatewill,
on a limited basis, allow for short-term
construction period loans when unusual
construction schedul es create significant periods
of timethat cashisidle. The cashflow model is
most useful in modeling disbursements before a
loan is signed to be sure that the cash will be on
hand when needed.
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The cash balance projection spreadsheet uses a
conservative estimate for potentia investment
interest and arapid escal ation of administrative
expenses to build a cushion against any
unforeseen changes in the projected ability to
commit funds. As the state gains more
experience in projecting cash flows and
committing funds in anticipation of funds
becoming available, they will be better able to
judgetheneed for conservative assumptions.

A prudent reserve amount is maintained by the
State to allow for changes to project schedules,
and increases in loan amounts to meet
contingency costs for on-going projects. In
addition, the state allows for the accumulation
of cash to fund large, high priority projects
which hasthe effect of creating continuing cash
balances.

Figure 3 illustrates the impact that Oregon’s
accelerated lending program has had. The
figure presents the cumulative commitment of
funds as a percentage of cumulative funds

Figure 3
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available (on hand) for Oregon and all CWSRF
programs based on National Information
Management System (NIMS) data through
1999.

Through fiscal year 1999, the use of accelerated
loan origination has alowed Oregon to commit
to $38 million morein projects than they would
have committed using the traditional funds on
hand approach to loan origination. By
completing theloan agreementsearlier, projects
can meet schedules rather than postpone
construction until the funds are available.
Program cash is used more efficiently and the
state is able to more accurately project the loan
fundsthat will beavailableinfutureyears. With
this information, long-term forecasts are
prepared for project management and
administration.  In addition, changing its
approach has allowed the state to commit to
short-term loans that provide construction
period financing for projects that will receive
USDA Rura Development funding. Several

projects funded with these short-term loans,
totaling over $15 million

have kept CWSRF fundsin
use for communities while
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