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INTRODUCTION

The Michigan Department of Environmental Quality (DEQ) through the Resource
Management Division (RMD) administers the Drinking Water Revoiving Fuhd (DWRF).
The DWRF program details are set forth in Part 54, Safe Drinking Water Assistance, MCL
324.5401-324.5421, of the Natural Resources and Environmental Protection Act, 1994 PA
451, as amended (Act 451). In addition, the Michigan Finance Authority (Authority) is
charged with administering DWRF funds through the Shared Credit Rating Act, 1985 PA
227, as amended (Act 227).

The DWRF provides reduced interest rate loan financing to qualified water suppliers to
finance construction of public water systems. Projects may include new wells, new water
treatment plants, storage facilities, upgrades or expansions to existing facilities,
transmission lines, pumping facilities, and other related waterworks system improvements.
Suppliers must meet federal and state program requirements, as well as demonstrate their
ability to publicly finance their project and retire project debt. In addition to the loan
provided by the DEQ, suppliers also have the option to pay for part of their project with
cash and other resources. Since 1998, Michigan has awarded $696 million in financial
assistance to over 241 borrowers. In fiscal year (FY) 2013, the DWRF will fund $40 million
worth of projects.

This final Intended Use Plan (IUP) describes how the DEQ and the Authority will jointly
administer all available DWRF funds during FY2013. An IUP is a required part of the
process to request the federal FY 2012 capitalization grant, which will be matched with
20 percent in state match funds. The FY 2012 capitalization grant allotment for Michigan
is $27,263,000 and the associated state match is $5,452,600. The Revolving Loan
Section (RLS) of the RMD is charged with carrying out the program administration
responsibilities. The Drinking Water and Environmental Health Section (DWEHS) and the
Field Operations Section of the RMD wili assess project priority, issue the necessary
construction permits, and offer technical review and assistance throughout project
planning, design, and construction. Financial administration of the program will be
handled by the staff of the Authority.

The U.S. Environmental Protection Agency (EPA) Region 5 staff will offer guidance and
conduct annual program oversight reviews of the DWRF. The EPA serves as a helpful
partner in creating and maintaining this program.

The relationship between the DEQ, the Authority, and the EPA is established in an
Operating Agreement signed by authorized signatories from each agency. The Operating
Agreement is incorporated into this IUP by reference and is available from the DEQ upon
request.

This final IUP includes detail on specific project funding and identifies amounts to be set
aside from federal capitalization grants for other uses authorized under the federal Safe
Drinking Water Act (SDWA) and Part 54 of Act 451, A public hearing for the IUP and the
Project Priority List (PPL) was held on August 22, 2012,

The DEQ certifies that it is recognized by the EPA as the primary agency for management
of the drinking water program. The priority system was developed by the DEQ and will be
used each fiscal year to determine which projects will have access to DWRF assistance.




The priority system is designed to provide low-interest financing to those projects that will
have the greatest impact in facilitating safe drinking water supplies.

American Recovery and Reinvestment Act

In FY2009, Michigan received additional capitalization of $67,454,000 through the
American Recovery and Reinvestment Act of 2009 (ARRA), the federal stimulus biil.
Twenty-eight projects received low-cost financing through ARRA. Fifteen projects have
completed construction as of September 14, 2012.

Fiscal Year 2013 Project Funding

Michigan's FY 2012 federal capitalization grant is $27,263,000. Congress mandated that
at least 20 percent of this amount ($5,452,600) be provided as additional subsidy to
borrowers. The DEQ plans to provide the entire amount as principal forgiveness. All
DWRF projects funded in FY 2013 must pay their workers the federal Davis Bacon wage
rates for their job classification.

STRUCTURE OF THE DWRF

in FY 2013, the DEQ will continue with a direct loan structure. In a direct loan structure,
federal funds and state match, or fund assets that have ‘revolved’ back into the fund, are
paid directly to municipal borrowers.

For borrowers who are non-municipal entities, limitations on private activity from tax-
exempt issues would require the DEQ and the Authority to fund private water suppliers
from funds other than tax-exempt revenue bonds. These loans will be made as direct
loans with a letter of credit supplied by the private borrower or through a partnership with a
private lending institution with the state providing an insurance annuity. There are no
private water suppliers on the FY 2013 final PPL.

There is a provision for subordinate investment of funds between the DWRF and the SRF.
This concept permits the administrators of the two funds to make temporary investments
from one fund or the other in the event that monies are needed to service debt on the
state's tax-exempt bond issues, cover deficiencies in a fund's reserve accounts, or satisfy
other reserve account requirements. Only those funds periodically released from debt
service reserve accounts, supplemental reserve accounts, revenue accounts, or any other
account of the fund, wherein released monies may be generated, may be used for the
purposes of subordinate investment.

At each point that monies are released, the DEQ and the Authority will undertake a
“snapshot” look at both the SRF and the DWRF. For each fund, we will first examine
whether we need to service debt or satisfy reserve account requirements within the fund
from which the released monies originated. Next, we will examine the other fund for the
same conditions. Then, if sufficient monies are available to satisfy requirements for each
fund, the released money will pass completely through and become available for future
commitments to new projects consistent with its source. This provision will not be
exercised in FY 2013,

Set-asides in the DWRF are derived from the capitalization grant awarded to the state by
the EPA. Set-asides are designated for specified uses within the DWRF to address areas
of concern included in the reauthorization of the SDWA. Legal provisions included in

Act 227, permit the Authority and the DEQ to establish accounts and sub-accounts to track




‘revenues and expenditures for the set-asides. The set-asides for program and other

activities will be directly administered by the DWEHS. DWEHS staff will also be
responsible for the technical assistance activities, except for those funds made available to
subsidize loans to disadvantaged communities. The disadvantaged community loans will
be managed by the RLS.

The foilowing is a list of potential set-asides identified in Section 1452 of the federal
SDWA. The percentages noted would affect the fedsral capitalization grant.

DWRF Administration - 4 percent
Technical Assistance - 2 percent

Program Set-asides - 10 percent
Public Water System Supervision
Source Water Protection
Capacity Development

Operator Certification

Other Activities - 15 percent, not to exceed 10 percent for any one activity
¢ Loans for Source Water Protection

e Assistance for Capacity Development

+ |mplement Welthead Protection

It is imperative to note that the program set-asides also require a one-for-one state match,
in addition to the regular 20-percent state match calculated on the entire amount of the
federal capitalization grant. Thus, money diverted to these set-asides will demand an
additional investment of state or local funds.

ADVANTAGES OF THE DWRF

The primary advantage for Michigan water suppliers will be their ability to borrow funds at
interest rates below market. The DWREF interest rate is established prior to each new
fiscal year. As identified in Part 54 of Act 451, determination of the interest rates is based
on loan demand, market conditions, program costs, and future needs.

In setting the interest rates for FY 2013, the DEQ will examine a widely used market index
for general obligation municipal bonds to identify current market conditions existing at the
time the final [UP is prepared. Then, to establish a rate of interest for municipal borrowers,
the DEQ will consider present and future demand for DWRF assistance and the costs to
comply with program requirements.

Once the interest rate is determined for municipal borrowers, the resulting interest subsidy
to municipalities would be used for private borrowers. If a private borrower chose to obtain
a letter of credit and receives a direct DWRF loan from the Authority, the interest rate
would be determined by using the U.S. T-hill rate as the base and applying an identical
percentage reduction of interest as municipalities receive. For those private borrowers
who chose to obtain financing through a financial institution, the interest rate would be the
lending institution’s rate, reduced by an identical percentage as a municipality would
receive.
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The interest rate for municipal borrowers in FY 2013 is 2 percent, as established by the
DEQ Director. Private borrowers would receive an interest rate subsidy that equates to
the same subsidy received by municipal borrowers.

Apart from the low-interest rate, suppliers also benefit from the DWRF in that they can
finance all eligible waterworks system costs. The major benefit results from the fact that
water supply financing in the past has always been left to the local units of government or
private entities. Historically, there has been no significant state financial assistance
available to local officials in meeting water supply needs. The DWREF provides an ongoing
source of funding to maintain or improve drinking water quality and public health.

GOALS

Michigan's DWRF establishes a funding source designed to protect and preserve public
health within the state’s boundaries. Michigan’s geographical identity as a “Great Lakes”
state affords its citizens with an abundant and high quality water resource from which to
draw its drinking water. Unlike many states, Michigan water supplies are plentiful and
periods of restricted use are few in most communities. The great challenge for water
suppliers lies in protecting the high quality of the resource, as well as ensuring that
adequate volume and pressure exist to deliver potable water to the customer.

To this end, Michigan’s DWRF has the following long-term goals:

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

The MFA uses a financial advisor to guide decisions on funding levels, interest rates, and
other financing terms. Michigan looks to balance the goals of meeting the capitalization
grant requirements (i.e., additional subsidies, green projects, Davis Bacon) 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.

Given the limitations on pooled capital, the DEQ continues to work together with various
federal and state agencies, such as the U.S. Department of Agriculture - Rural
Development, Rural Community Assistance Program and the Michigan Department of
Licensing and Regulatory Affairs, so that we may collectively fund qualifying projects and
maximize use of our capital pool to achieve stated goals. Such partnerships ultimately
benefit everyone. Industry, tourism, and day-to-day quality of life are strengthened when
our most valuable natural asset is preserved and made available for use and enjoyment.

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 DEQ will use DWRF set-aside funding to: maintain source water assessment,
wellhead protection, and source water protection programs; assist small, economically
disadvantaged communities in meeting drinking water standards; apply a capacity
assessment program for all new and existing community and non-transient non-
community water supplies; and continue operator certification program requirements to
assure proper operation and maintenance of public water systems.




Vi

Goal: To continue use of the DWRF program

The DEQ will continue to use effective outreach methods such as: direct mail, electronic
media, newsletter publication, and informational meetings to publicize and encourage the
use.

In order to accomplish the long-term goals, we must also focus on more immediate
objectives. Therefore, our short-term goals in FY 2013 are:

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

The DEQ has prepared and identified on the FY 2013 final PPL all 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 2013 will issue a
Notice to Proceed within 60 days of the loan closing.

Goal: Ensure that the additional requirements of the 2011 and 2012 capitalization grants
are mef, including those that are imposed on local borrowers.

Congress has directed that at least 20 percent of the 2011 capitalization grant be allocated
towards Green Project Reserve. The 2012 capitalization grant did not have a Green
Project Reserve requirement. The DEQ solicited green infrastructure, water/energy
efficient and environmentally innovative projects for the FY 2013 PPL. The DEQ required
and approved business cases for projects that are not determined as a categorically
Green Project as described in the EPA's FY 2011 DWRF Procedures. Business cases will
be posted on the DEQ website once the projects are funded.

Congress mandated that at least 30 percent of the 2011 capitalization grant and at least
20 percent of the 2012 capitalization grant be provided as additional subsidy to borrowers.
The DEQ plans to provide the additional subsidy as principal forgiveness. Congress also
requires all DWRF projects funded in FY 2013 to pay their workers the federal Davis
Bacon wage rates for their job classification.

Goal: Review and update, as applicable, the Operating Agreement by December 31,
2012.

The DWREF program has acquired additional requirements since ARRA; however, the
Operating Agreement has not been updated to reflect the new requirements. The goal for
the completion of the updates is December 31, 2012,

ALLOCATION OF FUNDS

The establishment of a fundable range for any given fiscal year entails a series of steps
that culminate in a determination of how much fund resources could support. Using a
series of assumptions (DWRF loan rate, return on investment rates, and level of
capitalization) the process for FY 2013 is outlined below:

1. The DEQ reviewed the total amount of loans committed through September 30,
2012,

Total loan commitments through 9/30/2012 $719,055,000
Remaining ARRA amount to be drawn via projects (as of 9/12/2012) $352,697
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2. The DEQ assumed that the new federal capitalization grant and the appropriated
state match would remain constant until 2013 (for planning purposes only).
However, it should be noted that the DEQ has no assurance of state general fund
monies to match federal funds beyond the 2012 capitalization grant. Since the 2008
capitalization grant, no general fund has been provided for match of the grant. State
match revenue bonds were used to provide the match needed to capture the
capitalization grant. State general fund monies, $5 million, were appropriated for use
in FY 2013. Michigan was appropriated $27,263,000 in DWRF federal capitalization
grant funds for calendar year 2012.

2010 cap. grant for loans (total grant is $41,226,000) $35,302,440
2010 state match $ 8,245,200
2011 cap. grant for loans (total grant is $28,152,000) $23,062,880
2011 state match $5,630,400
2012 cap. grant for loans (total grant is $27,263,000) $22,252,220
2012 state match $5,452,600

3. After subtracting the amount needed to service existing loans, with continuation of a
direct loan structure, fund resources could support 40 million in new binding loan
commitments in FY 2013. The fundable range will inciude the highlighted projects
noted on the PPL. A direct [oan structure will result in higher lending capacities in
out years and maximize the fund’s ability to compensate for the loss of state match
funds that have resulted from general fund budget cuts in recent years.

The provision of additional subsidy is a requirement of the 2011 and 2012 capitalization
grants. The additional subsidy will be in the form of principal forgiveness and will not
exceed $11,185,346 in FY 2013. (The amount available for principal forgiveness
includes approximately, $5.7 million of the 2011 capitalization grant, and $5 million of the
2012 capitalization grant that may not be allocated in FY 2012.) When principal
forgiveness is provided from available loan proceeds to projects, it greatly reduces the
amount of the assets returning to the DWRF as loan repayments, which could be used
to make future loans.

Principal forgiveness will be made available for green projects expected to close on a
loan in FY 2013. Principal forgiveness will be provided at 100 percent of the green
project/component amount (up to a $6-million limit per project). The DEQ reserves the
option to limit projects to the PPL binding commitment amount.

Each state may transfer 33 percent of available funds between the SRF and the DWRF
programs. This may occur starting one year after a state receives its first capitalization
grant for project funds. At this time, Michigan does not propose to transfer funds
between the SRF and DWRF programs.

CRITERIA AND METHOD FOR DISTRIBUTION OF FUNDS - SET-ASIDES

The DEQ has established the set-asides based on what it needs to effectively administer
the program(s) and what it can utilize within the fiscal year. The split of monies is
structured to meet not only expected needs (e.g., 4 percent for administration), but also to
target programs that can help suppliers prepare themselves to qualify for DWRF loans
{e.g., technical assistance funds used to defray planning costs).




Administration

Up to 4 percent of the federal capitalization grant can be used to administer the fund.
Michigan intends to utilize the full 4 percent, which is $1,090,520. Any funds not utilized in
FY 2013 will be retained on account for administration costs in future years.

Technical Assistance

The Technical Assistance Program for FY 2013 will use 2 percent of the federal grant
award or approximately $545,260 of the expected FY 2012 federal grant. Approximately
$875,000 (using the FY 2012 and remaining funds from prior grants) will be used to
support 7 full time employees (FTEs) from the total balance in this set-aside in

FY 2013. One-half (0.5) of an FTE will conduct the Abandoned Weli Management
Program; 0.5 of an FTE will administer the Wellogic data system; 0.5 of an FTE will
perform technical assistance outreach on the Well Construction Program; 0.75 of an FTE
will provide direct assistance to non-community water supplies (NCWS) that rely on
treatment to be in compliance; 2.0 FTEs will provide technical assistance to operators of
NCWS to improve compliance rates; and 1.5 FTEs will work on the transition from the
NCWS database currently in use, WaterTrack to SDWIS, a project expected to take
several years to complete. The remaining 1.25 FTEs will work on activities related to the
Small Systems Initiative, in conjunction with the EPA.

Abandoned Well Management (AWM) — The DEQ will continue to use funds
from this set-aside to administer and conduct a statewide, comprehensive AWM
Program. There are three components to the AWM Program: training of well
drilling contractors and local heaith department (LHD) staff, development of public
education materials, and enforcement of abandoned well plugging regulations.
Training and consultant services are provided to 44 LHDs who implement the
AWM Program in the field. [n addition, the DEQ provides direct enforcement
assistance and provides public education materials to community public water
suppliers for distribution.

Wellogic Data System — The DEQ will utilize funds from this set-aside to
administer the Wellogic online water well data system. Activities performed by
staff include development of new applications, maintenance of existing data
system structures, and training of system users. The Weliogic system captures
water well construction and geological data at the time of new water well
construction and when abandoned wells are being plugged. Wellogic provides for
better oversight of public water supplies and water well drillers. Without Wellogic,
the DEQ would not have been able to develop the Michigan Groundwater
Management (MGMT) model that is used to delineate wellhead protection areas.
Wellogic is also an important component of the model used {o determine the
effects of proposed groundwater water withdrawals under the Great Lakes St.
Lawrence Seaway Water Resources Compact.

Well Construction Technical Assistance and Outreach — In FY 2013, the DEQ
will continue to provide training, assistance, and outreach on proper water well
construction technigues, per Michigan's Well Construction Code. Activities will
focus on training water well drillers, LHD personnel, and DEQ staff on the
importance of constructing water wells that meet code requirements and the risk
that a poorly constructed well has to contaminate groundwater or threaten public




health. Field demonstrations of well drilling techniques, done in conjunction with
experienced, reputable water well drillers will be done. Finally, the DEQ
anticipates that in FY 2013, work will begin to revise the Well Construction Code.
The 0.5 FTE funded by this set-aside will serve a key role by educating
stakeholders on the public health benefits of sound water well construction
principles, in support of the revision efforts.

Small Systems Treatment — The DEQ will utilize funds from this set-aside for
engineering plan review, permitting, and consultation associated with the
operation of treatment systems at non-transient non-community public water
systems. This FTE will also provide direct assistance to small public water
systems that employ treatment to comply with drinking water standards, especially
those standards promulgated in the last few years.

Non-community Systems Compliance Assistance — The DEQ will utilize funds
from this set-aside to provide technical assistance to both the operators of non-
community water supply systems and to Michigan’s LHD staff that are contracted
by the DEQ to implement the non-community compliance oversight program in
Michigan. Approximately 1.0 FTE of effort will be expended exploring ways to
increase capacity development work at smalt public water systems; at both small,
privately owned community water supplies and at non-commttnity water supplies.
Efforts will be coordinated with Michigan’s LHDs and also with RMD's Revolving
Loan Section staff that have been performing asset management evaluations at
community water systems for several years now. From these initial efforts, the
DEQ hopes to develop a less complex tool for small systems to use to improve
their capacity development efforts.

Non-community Water Supply (NCWS) Programming Updates —
Approximately $12,000 from this set-aside will be used to develop and host a
2-diay training for LHD staff contracted to complete NCWS program services
required under the SDWA. Topics discussed will include refreshers on the
requirements of the Groundwater Rule and the Lead and Copper Rule. In addition,
aspects of the Revised Total Coliform Rule, which is slated to become final within
the next year, will be discussed. Some of the presentations at this training wili be
done by EPA Region 5 Water Division staff.

Non-community Water Supply (NCWS) Database Transition Work — During
FY 2013, the DEQ will continue to prepare for a transition from WaterTrack, the
system currently used to hold ali non-community water supply compliance data,
to SDWIS/Next Gen. DEQ will utilize 1.5 FTEs funded by this set-aside to work
on the activities related to this transition. In addition, in FY 2013, the DEQ may
need to utilize funds in this set-aside for work needed to initiate the move from
WaterTrack to SDWIS. The amount that might be needed in FY 2013 is
unknown at this time, but the total cost of any preparatory work would not exceed
$100,000 without a modification to the Technical Assistance Set Aside Workplan
with EPA,
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Small Systems Initiative Work — The Small Systems Initiative is a special
project being done in conjunction with EPA Region 5 staff and focuses on
improving and maintaining compliance with the SDWA at NCWS schools and
daycares. Aspects of this work will include developing an inventory of the
certified operators at the schools and daycares within the Initiative’s target areas;
developing and delivering training specifically created for the operators; drafting
and publishing educational materials and newsletters for the managers and
operators of the schools and daycares; and coordinating Initiative work with the
LHDs involved in the effort.

Small and Disadvantaged Community Planning Assistance — The DEQ will
use available funds from this set-aside to pay for project planning costs for
disadvantaged communities with less than 10,000 people who apply for DWRF
assistance. Available funds will be used to provide direct financial planning
assistance to certain small community water systems wishing to make
improvements.

Program Set-Asides - $ 2,450,000

The DEQ intends to continue four programs in FY 2013 using program set-asides. The
additional required matching funds will be provided through the Public Water System
Supervision Program from the state general fund and restricted fund (fee) revenue, plus
the perpetual match from the FY 1993 Public Water System Supetrvision matching money.
The following is a breakdown of the $2,450,000 projected amount:

Capacity Development — State staff, augmented by contracts for services with
LHDs, are being used to implement the program based upon EPA guidance and
DEQ policies for new systems. The 1998 amendments to the Michigan Safe
Drinking Water Act, 1976 PA 399, as amended (Act 399), provided authorization to
conduct the program. The amendments allow the DEQ to apply capacity
assessment criteria to new community and non-transient non-community public
water supplies, to DWRF applicants, and existing systems selected under a state
strategy. The DEQ developed guidance for these efforts using stakeholders for
public participation. Capacity development activities are inherent in the job
functions of staff implementing the Public Water System Supervision Program, and
we will continue to support these activities in FY 2013 1o the extent necessary to
meet current workload and maintain current level of effort.

To conduct financial capacity assessments of new community systems, DEQ staff
review financial information submitted by proposed systems. Approval must be
granted before these systems commence operation. The LHDs also conduct
capacity assessments of new, non-transient non-community systems and are
reimbursed for this activity. In recent years, the amount expended on conducting
capacity-related assessments for new systems has decreased from previous years
due to the downturn in the economy. This is expected to continue in FY 2013
unless the state’s economy improves.

The DEQ will also continue to provide education and outreach efforts in FY 2013
by cosponsoring a newsletter delivered four times a year to all community public
water systems. The newsletter promotes better operation and maintenance
practices and provides regulatory guidance.
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The DEQ proposes to utilize $450,000 (all federal funds) for the above activities.

Source Water Protection — The total projected amount for this activity is $750,000
(all federal funds). The DEQ proposes to utilize 5.5 FTEs funded through this set-
aside that would be split between several activities: the Surface-Source Water
Protection Program, the Well Construction Regulation Program, and the On-Site
Wastewater Program.

Source Water Protection - Surface Water Intake Program

The DEQ will utilize 0.25 FTE funded through this set-aside to implement the
Surface Water Intake Protection Program. There are 70 communities in Michigan
that use surface water as their drinking water source. The funding allows the DEQ
to facilitate implementation of surface water-related source water protection
activities in these communities.

Well Construction Regulation Program

The DEQ will utilize 0.5 FTE funded through this set-aside to conduct the Well
Construction Regulation Program. This program serves to protect public and
private drinking water source aquifers by proactively administering proper well
construction practices. This program provides the first line of defense for
Michigan's groundwater source drinking water supplies by preventing contaminant
entry into well intakes and protecting aquifers through field implementation of
protective well drilling and decommissioning practices. The program provides
training, enforcement assistance, and field consultation services to 44 LHDs, as
well as training and field consultation to well installation and plugging contractors.

On-Site Wastewater Program

The DEQ will fund 4.75 FTEs from this set-aside to conduct the On-Site
Wastewater Program. This program serves to protect public health and the
groundwaters of the state used for drinking water by assuring proper treatment of
effluent from individual residential and collective residential wastewater treatment
and disposal systems where the wastewater effluent is discharged to the ground
and ultimately making its way to the groundwaters of the state. The DEQ provides
assistance in administration of this program to staff at 44 LHDs under contract {o
assure that on-site systems are designed and operated so that effluent wastes will
receive the maximum natural attenuation of microbial agents, nutrients, and other
contaminants before the effluent enters the groundwater. 1n addition to this core
activity, the DEQ would also continue to provide the following oversight activities:

¢ Accreditation of LHD on-site wastewater programs conducted on a 3-year
cycle to assure compliance with DEQ minimum program requirements.

¢ Administration of current DEQ statewide program that regulates on-site
systems with flows less than 10,000 gallons conducted by authorized LHDs.

» Administration of the current statewide review and approval process for
subdivisions and condominiums that rely on individual on-site wastewater
systems.

» Training of and consuitation with LHD staff.
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Operator Certification — The Operator Training and Certification Unit (OTCU)
continues to administer the program through expansion and improvement to the
existing Waterworks Operator Certification Program. The EPA approved the
Operator Certification Program in July 2001 and has annually certified continued
compliance with the requirements of the Federal Operator Certification Guidelines.
Based upon the activities required for continued program approval, the DEQ has
estimated the costs to expand/revise and continue the program. Operator training
is also included with this program.

The DEQ intends to fund 5 FTEs from this set-aside to implement all aspects of the
drinking water operator training and certification programs at an estimated fotal
cost of $625,000. An additional amount of $25,000 will be used for waterworks
operator training and certification materials, public participation, and exam
validation. Much of this work entails upgrading and expanding data systems to
improve certification and training record management. The DEQ also intends to
expand the continuing education program for certified operators of non-transient
non-community water supplies. Courses will be developed that are geared toward
operators serving a population of 3,300 or fewer.

Public Water System Supervision — The DEQ proposes to use $600,000 (all
federal funds) in FY 2013 to support existing staff and the existing scope of the
Public Water System Supervision Program. No additional staff are proposed;
however, this funding will allow for additional management flexibility to address
priority work efforts, including the highest priority activities associated with new
drinking water regulations.

Wellhead Protection (Section 1452(k)) - $925,000

In FY 2013, the DEQ will use $925,000 from the Wellhead Protsction set-aside.
Approximately $375,000 of this amount will support wellhead protection program work
done by 3 FTEs. The program emphasis is on the delineation of wellhead protection
areas, the approval of local wellhead protection programs and local program
implementation. The DEQ has authorization under Act 399 to implement a wellhead
protection matching grant program to enhance the existing voluntary state program. A
stakeholder process was used to develop and promulgate administrative rules for the
grant program. The DEQ is proposing to utilize approximately $325,000 in FY 2013 for
the grant program. The grant program requires a 50/50 match of state and local funds
and provides incentives to local governments to increase source water protection efforts
and initiatives.

The following table depicts the history of wellhead protection grants in Michigan:

13




Fiscal Year | Number of Communities ;| Grant Dollars Awarded
1999 b4 $1,014,044
2000 62 $1,080,390
2001 66 $1,044,266
2002 85 $1,286,589
2003 84 $1,260,180
2004 67 $ 857,772
2005 57 $ 848,143
2006 50 $ 682,029
2007 43 $ 677,629
2008 43 $ 699,247
2010 43 $ 642,967
2011 27 $ 298,600
2012 37 $ 311,804

Note: No grants were awarded in 2009 because of spending restrictions ordered by
Michigan’s Governor.

Several years ago, DEQ staff began working with Michigan State University's (MSU)
Laboratory of Excellence for Real-Time Computing and Multi-Scale Modeling. The goal
of this effort was to develop a software package capable of delineating wellhead
protection areas using existing data compiled by the DEQ. In the spring of 2011, the
software became a reality with the development of the Michigan Groundwater
Management Tool (MGMT). MGMT uses existing data sources, such as the Wellogic
and Groundwater Inventory and Map databases, to provide “automated” welthead
protection area delineations. With its development, DEQ staff intends to provide
wellhead protection area delineations for all community and non-transient non-
community public water supplies throughout Michigan. Because this is being done using
the MGMT software, the cost will be minimal.

In the fall of 2011, DEQ staff and the MSU Remote Sensing and Geographic Information
Systems group parinered to host two outreach meetings on the MGMT software in the
Kalamazoo and Grand Rapids districts. Attendees of the meeting were given a copy of
the source water assessment and wellhead protection area delineation for their public
water supply system. Aftendees were then provided training on the meaning of the
source water assessment and how the wellhead protection area delineation could be
used to improve upon the source water assessment. Instruction was also provided on
the steps that might be taken to better protect the source water for their public water
supply system. Evaluations of the meetings by participants were overwhelmingly
positive.

Although the MGMT software package is nearly complete, some additional database
modifications and software enhancements are needed o accommodate the delineation
of wellhead protection areas throughout the remainder of the state. There are also plans
for another four o six outreach meetings where wellhead protection training wili be
provided to the owners and operators of community and non-transient non-community
public water supplies throughout the remaining areas of Michigan. For these items, the
DEQ expects to spend approximately $250,000 from the set-aside in FY 2013.
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CRITERIA AND METHOD FOR DISTRIBUTION OF FUNDS - PROJECT LOANS

Michigan's DWRF will commit loans for qualified projects based on project plans that
were submitted to the RLS by May 1, 2012. Plans were reviewed by staff of the DEQ to
ensure compliance with Section 5405 of Act 451, before being placed on the final PPL
for FY 2013. The DWRF, to the maximum extent practicable, must give priority to
projects that:

¢ address the most serious risks to human health,

+ are necessary fo ensure compliance with the requirements of the federal SDWA,

+ in addition, assist systems most in need according to the state's affordability
requirements.

Michigan's priority system takes these factors into account in the assignment of priority
points. Acute violations receive a larger number of points than any other category. In
fact, standard compliance offers over 41 percent of a project’s total possible points. All
factors point to the need for the project to comply with federal drinking water
requirements; affordability is addressed by the award of additional points for
disadvantaged community status, and is the ultimate tiebreaker. Michigan's priority point
system is detailed in Section 5406 of Act 451.

The FY 2013 DWREF final PPL is included as part of the IUP and was presented as part
of the public hearing. The DWRF final PPL has 48 projects totaling $247 million. This
includes 27 projects and/or segments equaling $169 million for funding in the future.

Section 1452(a)(2) of the federal SDWA requires the state to first make available

15 percent of all funds annually credited to the DWRF for financial assistance to water
suppliers serving fewer than 10,000 persons. For the 2012 capitalization grant,
Michigan must reach or exceed $4,089,450 to satisfy this requirement.

All projects are reviewed and scored based upon the priority point system outlined in
Part 54 of Act 451. Funds are made available for commitment based on the priority
ranking and projects will only be funded out of order to satisfy requirements for small
community assistance. Thus, only projects on the PPL are funded in priority order.

Employing the criteria found in Section 5415 of Act 451, the Director of the DEQ set the
interest rate for FY 2013 at 2 percent. The term of the loan will run up to 20 years for
most projects. Those suppliers meeting disadvantaged community criteria will, however,
be able to extend their terms for up to 30 years, if desired.

Part 54 of Act 451 also permits suppliers serving less than 10,000 persons to receive
reimbursement of project planning costs upon delivery of an approvable project plan to
the DEQ. Legislation has been passed to provide a funding mechanism for this
reimbursement. Interim planning loans first became an option for DWRF applicants in
FY 2001.

15




IX.

DISADVANTAGED BUSINESS ENTERPRISE

Beginning October 1, 2009, the DEQ implemented the EPA’s new Disadvantaged
Business Enterprise {DBE) Rule (40 CRF Part 33). The DBE rule applies specifically to
ANY procurement made utilizing EPA financial assistance. EPA financial assistance
includes DWRF funding. The new DBE rule changed substantially from the prior
Minority Business Enterprise (MBE) and Women's Business Enterprises (WBE) rule.
The DBE rule requires that MBE and WBE firms be certified. Certification applies to
enterprises that are at least 51-percent owned and/or controlled by socially and
economically disadvantaged individuals who are of good character, are citizens of the
United States, and have an initial and continued personal net worth of less than
$750,000.

DBE requirements apply to the DEQ, DWRF loan recipients, and the loan recipient’s
prime contractors. Additional information regarding the DBE requirements is available
on the DEQ, DWRF website (www.michigan.gov/drinkingwaterrevolvingfund).

DISADVANTAGED CONMUNITY STATUS

Disadvantaged community status is determined by the DEQ based on information
submitted with a supplier’s project plan. To qualify, an applicant must first meet the
definition of “municipality” found in Part 54 of Act 451. Next, the updated median annual
household income (MAH)) of the area to be served must be less than 120 percent of the
state’s updated MAHI, Finally, the costs of the project must be borne by the customers
in the service area. If costs are spread over a larger area, then that area must
demonstrate that it meets the poverty or affordability criteria.

Once these conditions are met, a community will be awarded the disadvantaged
community status if one of the following is true:

* More than 50 percent of the area to be served by the proposed project is identified
as a poverty area by the U.S. Census Bureau.

s The updated MAHI of the area to be served is less than the most recently published
federal poverty guidelines for a family of four in the contiguous United States.

¢ The updated MAHI is less than the updated statewide MAHI and the annual user
costs for water supply exceed 1.5 percent of the service area’s MAHI.

+ The updated MAHI is more than the updated statewide MAHI! and the annual user
costs for water supply exceed 3 percent of the service area’s MAHI.

The major benefits for qualified communities include 50 additional priority points,
extension of loan terms to 30 years, and assistance to help defray the costs of preparing
project plans. There are no projects on the FY 2013 final PPL that qualify for
disadvantaged community status.

A complete discussion of the disadvantaged community status may be found in a
guidance document prepared by the DEQ to more fully explain how a supplier can
achieve the status and benefit from it. RLS staff encourages all applicants to supply the
pertinent data to allow the DEQ to perform a disadvantaged community status analysis.
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EPA AUTOMATED CLEARINGHOUSE ACTIVITIES

The EPA employs an Automated Standard Application for Payments (ASAP) system to
make disbursements of federal funds. Michigan will comply with this system’s
requirements and deposit funds drawn from it into appropriate accounts set up for the
DWRF.

Beginning in the 1% Quarter of FY 2013, Michigan anticipates drawing capitalization grant
funds from the ASAP system.

One request for disbursement may be submitted by the local project’s authorized
representative (or state agencies) each month. As project costs (or program
administrative/set-aside costs) are incurred, the request for disbursement of funds will be
sent directly to the DEQ, who will then process the request as part of a weekly draw
request. Upon delivery to its office, the Authority will execute the fund drawdown
electronically by transferring money from the federal ASAP and state accounts.

Monies will be automatically deposited into the debt service reserve account of the DWRF,
while funds are electronically wired to a municipal water supplier's bank from a DWRF
account. For non-municipal water suppliers, the funds will be transferred from direct
federal and state capitalization amounts established specifically for the purpose of
reimbursing their eligible project costs.

ASSURANCES
The final guidelines from the EPA set forth provisions that the state must provide certain

assurances in order to qualify for capitalization grant funding. Such assurances are
incorporated into the Operating Agreement and are included here by reference.

QUTPUT/OUTCOME MEASURES

To comply with the EPA requirements on Environmental Benefits of the DWRF, Michigan
estimates that the following outputs could resuit from project loans in FY 2013 (excluding
any projects noted as future on the PPL):

A. Output: Michigan could fund approximately 14 drinking water transmission/distribution
loans to construct/rehabilitate/upgrade drinking water transmission and distribution
systems across the state. The dollar amounts of these applications total
approximately $65,148,772.

Qutcome: The funding of these projects could result in more people receiving
improved drinking water from existing treatment systems in Michigan.

B. Output: Michigan could fund approximately three drinking water treatment projects to
construct and/or rehabilitate drinking water treatment facilities across the state. The
dollar amounts of these applications total approximately $41,187,500.

Qutcome: The funding of these projects could result in improved drinking water for

thousands of people in Michigan and, upon completion of the projects, facilities that
meet all applicable permits and SDWA requirements.
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C. OQutput; Michigan could fund approximately three drinking water storage projects to
construct and/or rehabilitate drinking water storage facilities across the state. The
dollar amounts of these applications total approximately $9,117,500.

Outcome: The funding of these projects could result in improved drinking water and
storage facilities that meet all applicable permits and SDWA requirements.

D. Output: Michigan could fund approximately three drinking water source projects to
construct and/or rehabilitate drinking water source facilities across the state. The
doltar amounts of these applications total approximately $3,133,929.

Outcome: The funding of these projects could result in improved drinking water for
thousands of people across Michigan.

Please note that the number of applications will not agree with the number of loans on the
PPL, as many of the project loans include work in more than one category (i.e.,
transmission/distribution, treatment, storage, and source).

PUBLIC REVIEW AND COMMENT

In order to satisfy public participation requirements, the DEQ held a public hearing to
discuss the DWRF draft [UP on August 22, 2012. This hearing was publicly noticed in the
Detroit Legal News, the Lansing State Journal, and the Marquette Mining Journal, posted
on the DEQ calendar of events; mailed to all persons and engineering firms on our
newsletter mailing list; and individually noticed to each water supplier on the FY 2013 draft
PPL. These sources promote the hearing to ensure maximum public input from those
interested in the DWRF. The hearing affords stakeholders and other interested parties an
opportunity to hear and comment on how the DEQ plans to disburse the DWRF loan
funds. All comments will be responded to upon the close of the hearing record.

Questions about the DWRF final IUP may be directed to:

Ms. Sonya T. Butler, Chief

Revolving Loan Section

Resource Management Division
Department of Environmental Quality
P.O. Box 30241

Lansing, MI 48909-7741

Voice: 517.373-4737

E-mail: Butlers2@michigan.gov
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Other contacts for the DWRF are;

Ms. Carrie Monosmith, Chief

Drinking Water and Environmental Health Section
Resource Management Division

Department of Environmental Quality

P.O. Box 30273

Lansing, Ml 48909-7773

Voice: 517-241-2853

E-mail: monosmithc@michigan.¢qov

Nr. Joe Fielek, Executive Director
Michigan Finance Authority
Michigan Department of Treasury
Richard H. Austin Building

P.O. Box 15128

Lansing, Ml 48922

Voice: 517-241-9504

E-mail: treasmmba@michigan.gov

ORIGINATION OF DOCUMENTS

The RMD is responsible for issuing the DWRF final IUP and its accompanying information.,
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