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Funding and Financing Water Infrastructure with State Revolving Funds Fact Sheet

Key Takeaways

 State Revolving Fund (SRF) dollars flow from the federal level to states to localities. The amount
allotted to states is determined by different formulas.

* Most financing for projects is provided as low-interest loans. Principal and interest repayments flow
back to the state and are then used to issue new loans - making these “revolving” loans.

* Funding can be provided as grants or loans with some principal forgiveness.

* Advocates have a role to play in ensuring equitable distribution of both the amount and type of
funding that a community receives.

SRF Basics: Funding and Financing

State Revolving Funds are the largest federal investment in water infrastructure in the United States.
Congress established the programs in amendments to the Safe Drinking Water Act (SDWA) and Clean
Water Act (CWA) for the DWSRF and CWSRF, respectively.

Understanding how the resources in the State Revolving Funds (SRFs) finance water infrastructure can
help advocates increase infrastructure investment in their communities. Once states receive their
allotment of funds from the Environmental Protection Agency (EPA) and add their match, the state
agency that administers the SRF programs - typically a department of the environment or natural
resources - determines how to distribute the funds to eligible local entities. States may flexibly target
financial resources to specific community and environmental needs.

States offer different types of funding and financing with SRF resources. Most awards are loans - which
are subsidized, have below-market interest rates, and may not exceed 30 years “or the useful life of the
project.” States also offer other awards with better terms, referred to as “additional subsidization.”

For more information, go to www.srfadvocatesforum.org


http://www.srfadvocatesforum.org/
https://www.epa.gov/dwsrf/how-drinking-water-state-revolving-fund-works

Useful Terms
Additional subsidization: Awards with more generous terms come in three forms:

1) Grants - An award of financial assistance that does not have to be repaid. If an applicant is awarded a
grant, there are other laws, regulations, and requirements that the state must follow. More
information regarding EPA grants can be found here.

2) Principal Forgiveness (PF) - An award in which a portion of a loan is forgiven and does not need to
be repaid. While PF works similarly to a grant, it does not follow federal grant reporting
requirements, therefore reducing administrative costs. States develop criteria to determine which
projects qualify for principal forgiveness.

3) Negative Interest Rate Loans - An award that reduces the total repayment amount - this is
uncommonly used by states.

Capitalization Grants: Federal grants awarded by EPA to a state, tribe, or territory as a capital investment in
their revolving funds. These grants “establish permanent financing institutions in each state to provide
continuing sources of financing” for water infrastructure projects.

SRF Financing: Formulas and Data Determine How Much States, Tribes, and Territories Receive

DWSRF CWSRF

The amount of funds allocated to each state, DC, and
US territories are determined through a water quality

The EPA determines the amount of funds needs formula, unrevised since 1987. The formula
allocated to each state and Puerto Rico based has been criticized by advocates, states, and

on the Drinking Water Infrastructure Needs legislators as arbitrary and opaque, and the Senate
Survey and Assessment, which is conducted Environment and Public Works Committee could
every four years. Tribes and territories are pursue options for updating the formula. A periodic
allotted a specific percentage of national funds  Clean Watersheds Needs Survey conducted by the
prior to states’ allotments. EPA could be a helpful tool in updating the CWSRF

formula. Tribes are allocated a specific percentage
through a statutory set-aside.

States receive at least 1% of total DWSRF States receive at least .5% of total CWSRF dollars as a
dollars. minimum share.

Between FY2017 and FY2021, annual Between FY2017 and FY2021, annual appropriations
appropriations acts have provided an average  acts have provided an average of $1.6 billion in

of $1.1 billion in DWSRF appropriations per CWSRF appropriations per fiscal year.

fiscal year.

More details on BIL investments in drinking water and wastewater infrastructure can be found in the
Congressional Research Service report. Areport by EPA in 2016 demonstrates the need to update the
Clean Water SRF needs formula to distribute funds using up-to-date data.



https://www.epa.gov/grants/epa-grantsoverview-applicants-and-recipients
https://www.rivernetwork.org/connect-learn/resources/equitable-infrastructure-toolkit/#glossary
https://www.rivernetwork.org/connect-learn/resources/equitable-infrastructure-toolkit/#glossary
https://www.epa.gov/dwsrf/epas-6th-drinking-water-infrastructure-needs-survey-and-assessment
https://www.epa.gov/dwsrf/epas-6th-drinking-water-infrastructure-needs-survey-and-assessment
https://www.epa.gov/cwns
https://crsreports.congress.gov/product/pdf/R/R46892
https://www.epa.gov/sites/default/files/2016-05/documents/review_of_the_allotment_of_the_cwrsf_report.pdf

What is a Revolving Fund?

Why are they called “revolving” funds? A revolving loan fund creates a pool of capital to finance
projects in perpetuity: with capitalization from the federal government, states issue loans, receive
repayments, and use the repaid capital to issue new loans.

The resources flow from Congress to EPA and then to states and local water utilities, municipalities,
and other local groups. First, Congress authorizes and appropriates money to the Drinking Water SRF
(DWSRF) and Clean Water SRF (CWSRF), under EPA, each year. EPA then allocates a portion of these
funds to states, tribes, and territories. This allotment is called a “capitalization grant.” States are
typically required to provide a 20 percent match for SRF capitalization grants, but Congress has
sometimes reduced or waived this requirement.
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Tribes and tribal organizations receive SRF dollars based on location, the Drinking Water
Infrastructure Needs Survey, and the Indian Health Service home count data, and access separate
Tribal Set-Aside programs that allocate grants, not loans, through EPA regions.

States can also use their SRF programs to offer financial assistance in the form of refinancing,
purchasing a community’s debt, providing loan guarantees, and investing funds to generate interest
earnings that remain in the fund. States can increase their financial capacity by issuing bonds against
their SRF programs. In practice, bond proceeds are deposited in the SRF and debt service payments
would be made from future SRF revenues. However, only Indiana, Massachusetts, New York, and Ohio
have regularly used bonds to leverage their SRFs, and 22 states have not tapped into bonds atall as a
way to raise more capital.

What changed in the Bipartisan Infrastructure Law (BIL)?

The BIL included several changes to how the SRF programs traditionally function and specific
requirements for the new programs. Traditional or “base funding” requirements, shown on the left,
and requirements for supplemental BIL funding, which will be in effect between 2022-2026, are shown
on the right. See attachment 1-3 of EPA’s implementation memo for additional details.



https://www.policyinnovation.org/publications/uncommitted-srfs
http://www.rivernetwork.org/wp-content/uploads/2021/06/rn_ewit_infrastrtucture.pdf#page=23
https://www.nrdc.org/sites/default/files/state-revolving-fund-water-infrastructure-ip.pdf
https://www.epa.gov/system/files/documents/2022-03/combined_srf-implementation-memo_final_03.2022.pdf

Base Funding Requirements

Supplemental Funding Requirements

Capitalization grants fund programs
and states must provide a 10% match
(a decrease from 20%) through fiscal
year 2023.

Intended Use Plan (IUP) required,
including information on how states
intend to use set-aside funding

States must use at least 12% (an
increase from 6%), but no more than
35%, of their capitalization grants for
loan subsidization for state-defined
disadvantaged communities through
base DWSRF funding.

States must use at least 10% (an
increase from 0%), but no more than
30%, of their capitalization grants for
loan subsidization through base
CWSRF funding.

States can determine the ratio of
additional subsidization (grants or
forgivable loans) and repayable loan
financing they offer to selected
projects.

States may use up to 2% of SRF
capitalization grants for technical
assistance (i.e., hiring staff).

Additional funding for projects typically eligible for
CWSRF/DWSRF

Capitalization grants fund programs and state match
reduced to 10% for the first two years for general
supplemental funding. State match waived for lead
service line replacement and emerging contaminants
supplemental funding.

49% of DWSRF general supplemental funds and DWSRF
lead service line replacement funds directed to state-
defined disadvantaged communities as forgivable
loans or grants.

25% of DWSRF emerging contaminants funding
directed to state-defined disadvantaged communities
as forgivable loans or grants.

49% of CWSRF general supplemental funding directed
to the following as forgivable loans or grants:

* “Municipalities that meet the state’s
affordability criteria.

* Municipalities that do not meet the state’s
affordability criteria but seek additional
subsidization to benefit individual ratepayersin
the residential user rate class.

* Entities that implement a process, material,
technique, or technology that addresses water
or energy efficiency goals; mitigates stormwater
runoff; or encourages sustainable project
planning, design, and construction.”

PFAS and emerging contaminants funding through
CWSRF and DWSRF distributed solely as forgivable
loans or grants.

Intended Use Plan (IUP) required, including
information on how states intend to use set-aside
funding.

Recommendations for Financing

1. Proactively engage, communicate with, and get to know your SRF administering agency.
Inquire about opportunities for technical assistance to reduce the burden in accessing SRFs-

from developing a project and applying to securing and managing the funds. Ask about the
potential to leverage SRF funds to increase lending capacity by issuing bonds against the SRF

program.

Encourage your state to thoroughly and accurately develop service line material inventories, as

required by the Lead and Copper Rule Revision, and respond to future Drinking Water
Infrastructure Needs Survey and Assessments. This determines the “need” of your state when

allocating DWSRF money.



https://srfadvocatesforum.org/wp-content/uploads/2023/04/DAC_affordability_criteria_factsheet_formatted_final.pdf
https://srfadvocatesforum.org/wp-content/uploads/2023/04/DAC_affordability_criteria_factsheet_formatted_final.pdf
https://www.epa.gov/system/files/documents/2022-03/combined_srf-implementation-memo_final_03.2022.pdf
https://srfadvocatesforum.org/wp-content/uploads/2023/04/DAC_affordability_criteria_factsheet_formatted_final.pdf
https://srfadvocatesforum.org/wp-content/uploads/2023/01/TechnicalAssistance_factsheet_formatted.pdf
https://waterfm.com/increasing-state-revolving-fund-capacity-through-leveraging/
https://www.epa.gov/system/files/documents/2023-04/Final_DWINSA%20Public%20Factsheet%204.4.23.pdf
https://www.epa.gov/system/files/documents/2023-04/Final_DWINSA%20Public%20Factsheet%204.4.23.pdf

Recommendations for Financing Continued

Similarly, you can reach out to your state’s Clean Watersheds Needs Survey program contact to learn
about the capital investment needed for wastewater collection and treatment in your area.

3. Review and comment on your state’s Intended Use Plan (IUP). Issues for advocacy include how
states define “disadvantaged communities” and affordability criteria and other policies that
determine how principal forgiveness is allocated; opportunities for public engagement in the
development of policies in the IUP and the development of SRF-funded projects; and state
reporting of how SRF funds are used. Wondering what to include in your recommendations?
Check out the DAC fact sheet.

4. Your community won’t get SRF money if it does not apply! Getting on a state’s project priority list
can be arduous. Engage with your utility/municipality often and early to make sure they are taking
advantage of these funds and are aware of timelines and application requirements.


https://www.epa.gov/cwns/state-cwns-program-contacts
https://srfadvocatesforum.org/wp-content/uploads/2023/04/DAC_affordability_criteria_factsheet_formatted_final.pdf
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