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1a  Selected Applications 2017-2019: Lots of Data

The list of 90 selected applications to date for 89 projects and $13.6 

billion of loan volume constitutes a significant data set.

• Some may be withdrawn or otherwise fail to close – but all selected 

applications reflect a lot of planning, analysis and decision-making by 

both applicant and the Program.

• Since all selected applicants are (or are involved with) public water 

systems, plenty of in-depth background data associated with the 
planned projects and financings is publicly available.

The ranges of application loan size and 

project type are relatively dispersed.

• Loans sought range from $5 million to 

$930 million, with an average and 

median of $151 million and $85 million, 

respectively.

• Project type generally reflects 

infrastructure investment requirements 

of the water sector.
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1b  Preliminary Indications in Credit Quality and Project Optionality

Two important aspects of selected applications were looked at in more depth:  Credit quality and project 

optionality.

• Public credit ratings of each applicant (which may be different than the specific project) were searched online to 

estimate basic credit quality and access to public bond market.

• Project optionality – essentially whether project is contingent on Wifia loan – was preliminarily scored by basic 

description from public information and relevant keywords. See Appendix A.
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1c  Credit Quality Trend: High Public Bond Ratings

Credit trend apparently 
reflected in latest appropriation: 

about 0.50% FCRA cost 
assumed vs. about 1% in prior 

years

Vast majority of selected applicants are 

highly-rated public systems with cost-

effective access to the tax-exempt bond 

market.

• 93% of applicants have formal investment-

grade bond ratings, with 85% being rated 

AA-/Aa3 or better.

• Tax-exempt interest rates for bonds rated 

AA-/Aa3 or better are only slightly higher 

than US Treasury rates in the 30-year 

market.  Lower-rated bonds have higher 

rates.

• Trend noted by OMB in last appropriations 

bill? (see box below)

Why this trend is unexpected:

• The highest benefit from Wifia’s UST rates go to lowest investment grade 

borrowers with limited access to the tax-exempt bond market – yet these 

appear to be only a small proportion of total.

• Rates are at historic lows and the credit markets are wide-open for highly 

rated borrowers – why are they going through the Wifia process?
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1d  Project Optionality Trend: Most Projects Will Happen Anyway

Bluefield Research Note  08/19/2019

Majority of selected applicants appear to 

have non-optional projects

• Assuming SRFs must fund their project list, 

about 70% of application volume appears 

to be for basic projects that must proceed.

• A further 18% seem more optional, but 

contingent on non-financing factors 

unrelated to Wifia loan.

• Only 11% appear to be marginal enough for 

Wifia to possibly make a difference.

• Bluefield Research explicitly noted this 

trend in 2019. (see box below)

Why this trend is unexpected:

• A classic rationale for loan programs is to encourage tangible capital 

expenditures that would not have happened otherwise by offering 

attractive terms – this does not appear to be the case here.

• Most selected application projects appear to be driven by basic 

engineering factors that likely aren’t influenced (e.g. upsized) by 

financial terms.
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1e  Not a ‘Usual Suspect’ – But What’s the Additionality?

“Credit-Challenged Borrowers”?  The opposite is clearly the case – most applicants have ratings 

far higher than minimum statutory requirement of investment-grade and the Wifia/OMB review 

process for specific loans is very thorough.

“Corporate Welfare”?  Selected applicants are (or are involved with) public-sector agencies who 

can borrow in the tax-exempt market and are subject to oversight and/or regulation.  Hard to see 

how windfall profits could arise from Wifia loan.

“Government Picking Winners and Losers”?  Projects generally appear to be basic required 

infrastructure investments that are non-optional, and that the local community has decided to 

pay for prior to making financing choices.

Preliminary trends show the Program is definitely not one of the ‘usual suspects’ rounded up by critics of 

federal loan programs:

But the preliminary trends also prompt several questions

Debt markets are currently ferociously competitive.  Highly rated borrowers have many cost-effective tax-exempt 

and other alternatives, yet Wifia may reach $25 billion in closed and deal pipeline loan volume in just four years of 

operations.

• What need among these borrowers is the Program addressing? Is this need related to borrower objectives for 

the project being financed?

• Why can’t or won’t private markets address this need for highly rated borrowers?

• Most importantly, what’s the ‘additionality’ -- something that would not have happened otherwise – of the 

Program with respect to US water infrastructure?
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2a  Borrower Objective: Fine-Tuning Capitalization of Big Projects?

10-year rate-

locked draws

Approximate 40 years post-

completion amortization with 

certain, efficient placement

Post-completion

Deferral Options

Theory: Highly rated borrowers seek to optimize debt capitalization of big, long-lived projects to maximize efficient 

use of local resources and minimize uncertainty. This is a fine-tuned exercise, including many factors:

• A long-lived project will likely have a long construction period – how to manage risk of rate rises?

• A big project may need a significant increase in water rates – how to manage this increase over time to be least 

disruptive to the community but still financially cost-effective?

• A big tax-exempt financing will use up bond market capacity – better to keep that powder dry?  But will 

placement in another, unfamiliar market be time-consuming and uncertain?

• Example ‘wish list’ for debt capitalization of long-lived project:
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2b  Borrowers Have Good – But Not Quite Perfect – Options

✓ Tax-exempt bond rates within 30-year market are generally less 

than or close to US Treasury rates for highly rated borrowers. Par 

prepay after 5 or 10 years.

x Mainly limited to a US retail investor base that monetizes the tax 

benefit within 30-year term in a small-denomination public bond 

form.  Tax rules also cause more negative arbitrage in escrow 

accounts.

✓ Institutional debt markets for highly rated borrowers are deep, offer 

very long tenors and lend in many forms.

x Taxable rates are much higher than tax-exempt, and prepayment 

incurs a make-whole penalty.

x Often new territory for public-sectors issuers, raising placement 

uncertainty and additional transaction costs. 

✓ SRFs offer discounted rates. Public water systems are naturally 

familiar with their state programs.

x Similar term and standardized form limitation with exceptions, as in 

tax-exempt market. Large communities may be excluded, or loan 

amounts may be  capped.

x Waiting lists and prioritization of smaller, more challenged applicants 

may lead to placement uncertainty.
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2c  The Program Offers a Unique Deal, Closer to Optimal

✓ Some 

deferral

✓ Bonds: Sculpting allows 

placement in 30-Yr market

✓ Wifia loan: Some basic  

institutional terms but at UST 

rate roughly equivalent to a 

tax-exempt subsidized rate 

✓ Longer 

drawdown

Theory: A Wifia loan combined with a tax-exempt bond issue provides two-tranche capitalization that’s closer to 

optimal for long-lived assets.

• Non-pro-rata amortization (‘sculpting’) allows the bonds to be placed within their natural 30-year market at lowest 

yields.  This also reduces negative arbitrage on escrows.

• In addition to rate-locked drawdown and deferral, the Wifia loan tranche combines (1) some institutional features 

that are useful for long-lived assets (tenor, placement) with (2) UST flat-forward rates that are roughly equivalent to 

attaching the tax-exempt subsidized rate to an institutional loan.

• In effect, the Program acts as a debt market ‘adjunct’ for long-lived infrastructure projects.
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3a  Lender Perspective: Market Distortion from Retail Investor Base? 

*Assumes 25% tax rate for muni buyers; ~0.50% FCRA reserve for Wifia loan

Theory: Due to long-established tax-exempt subsidy, the muni market has become primary source of debt capital 

for state & local public infrastructure.  The market’s investor base (US retail public bond buyers) is great for debt 

terms within 30 years.  But this base requires significantly higher yields for longer terms, which is a disadvantage for 

optimal capitalization of long-lived infrastructure projects.  See Appendix B

• Within the 30-year muni market, highly 

rated bonds are liquid and issued in 

small denominations – perfect for US 

retail buyers who can monetize the tax 

exemption.

• Low liquidity premium plus tax benefit 

means tax-exempt yields below or close 

to UST rates.

• Outside the 30-year market, there’s 

much less liquidity.  This is especially 

difficult for US retail buyers – and 

required yields rise significantly.

• If the tax-exemption applied global 

institutional investors, rates in that 

market would also be around UST flat 

even beyond 30 years.

• This discontinuity (caused by the retail-

oriented mechanics of the tax-exemption 

subsidy) is a distorting factor for long-

lived infrastructure capitalization.
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3b  Federal Lender Policy Context: OMB 129

✓ Program mitigates the market distortion against long-lived 

assets caused by tax-exemption subsidy being primarily 

available only to US retail buyers

✓ Extends roughly similar subsidy as tax-exemption directly to 

public-sector agencies for terms beyond 30 years.

✓ Encourages better allocation of community resources for big 

long-lived infrastructure projects – this is the Program’s specific 

US infrastructure additionality.

✓ Private markets are a good option, but currently slightly 

distorted against long-lived public infrastructure assets

✓ Private infrastructure debt markets supplemented with Wifia 

‘market adjunct’ fixes the distortion very efficiently, without 

causing other distortions

✓ The Program will not displace lending when the 30-year tax-

exempt market is the best option to finance a public 

infrastructure asset

✓ Only debt related to the distortion for long-lived infrastructure 

assets is displaced – highly rated borrowers make a fine-tuned 

decision about their best options

Theory: Is this theory of Program as a ‘market adjunct’ consistent with federal policy objectives? 

InRecap



4a  Measure: Apples-to-Apples Comparison of Debt Service PV

6.2%

Step 1: Model alternatives comparably                  Step 2: Compare PV of debt service

• Comparing the discounted 

present value (PV) of different 

costs is standard benefit-cost 

methodology and public-sector 

Value-for-Money analyses.

• PV analysis is also used in 

muni bond industry’s main 

bond evaluation software, 

DBC.

• Basic benefit is the difference 

in debt service PV between 

Wifia financing and next-best 

alternative.

• In context of long-lived 

infrastructure capitalization, 

this benefit number has real 

meaning.

• The PV benefit represents 

value of local resources saved 

by Wifia loan, that otherwise 

would have gone to pay an 

additional liquidity premium to 

a sub-optimal investor base.
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4b  Describing the Numbers in Policy Terms

*Not including potential impact on federal

revenue by displacement of tax-exempt debt.

Local Benefit

• The local benefit is the PV of debt service savings made possible by 

Wifia financing.

• This is a clear net gain to the local community, regardless of national 

impact.

FCRA Cost

• Since federal lender does not require liquidity premium or profit, the 

only significant cost to federal taxpayers of the Wifia loan is the FCRA 

credit loss reserve subsidy.

• This is small amount for highly rated loans, as estimated market data.

Net National Benefit

• The ‘net national benefit’ is the difference between the local benefit 

and the cost of that benefit to federal taxpayers, expressed in dollar 

terms or per-dollar ‘multiplier’. 

• This net benefit a true gain in economic efficiency, not a transfer 

payment. Improved efficiency arises from better allocation of local 

resources and utilization of intrinsic strengths of US as lender.

• The net national benefit of Wifia Program appears to be very 

significant.

Program results in policy terms should work for both local beneficiaries and federal taxpayers.
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Summary

1. Two Trends: Most selected applications are highly rated borrowers with 

non-optional projects.  How to explain this?

2. Borrower Theory: Borrowers are seeking to fine-tune debt capitalization 

of long-lived projects – Wifia helps them optimize use of local resources.

3. Lender Theory: Tax-exempt market is slightly distorted against long-

lived infrastructure due to retail investor base – Wifia helps fix this by 

supplementing private markets.

4. Best way to measure & describe: Lower PV of debt service compared 

to (1) project cost for borrower and (2) FCRA credit subsidy for federal 

lender.  Key concept: ‘Net National Benefit’
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Appendix B: Extrapolated Rate Curves
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