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The WIFIA Loan Program lends to investment-grade public water agencies
financing low-risk projects. But these agencies have many financial options,
including access to the tax-exempt municipal bond market where interest
rates are often as low as those offered by WIFIA. What purpose does
WIFIA serve? Is the Program necessary?

ChatGPT said:

The WIFIA (Water Infrastructure Finance and Innovation Act) Loan Program, while
targeting borrowers that could theoretically access other sources of capital like the tax-
exempt municipal bond market, still serves several important and complementary
purposes. Here's why the program is considered valuable and, arguably, necessary:

1. Cost Savings and Flexible Financing Terms

« Lower borrowing costs: While municipal bonds can offer competitive rates,
WIFIA loans often provide below-market interest rates and longer repayment
terms (up to 35 years), helping agencies reduce overall project costs.

e Customized repayment schedules: WIFIA offers deferred payments (e.g.,
until after project completion), which can help public agencies manage cash flow
and avoid financial strain during construction phases.

2. Leverage and Risk Mitigation

e Encourages investment by others: WIFIA is designed to finance up to 49% of
eligible project costs, helping agencies leverage funding from other sources. This
structure spreads risk and encourages private or additional public investment.

« Credit enhancement: Even investment-grade agencies can benefit from having
a WIFIA loan as a backstop, potentially improving the pricing of their other debt
instruments.

3. Supports Large and Complex Projects

e WIFIA is particularly suited for large-scale, capital-intensive projects
(minimum size ~$20 million), which might be harder to finance through standard
municipal bonds alone due to timing, market capacity, or complexity.

e Helps agencies bundle or phase projects in ways that optimize financing without
overwhelming local bond capacities.

4. Encourages Innovation and Sustainability
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« The program incentivizes climate-resilient, sustainable, or innovative water
infrastructure by offering priority and favorable terms to projects meeting such
goals—something traditional municipal financing may not explicitly support.

5. Federal Role in National Water Infrastructure

o WIFIA reflects a broader federal commitment to modernizing water
infrastructure. It creates a mechanism for federal oversight, standard-setting, and
national alignment on critical issues like water security, resilience, and
environmental compliance.

Is the Program Necessary?

Yes, in many respects. While not strictly necessary for every agency, WIFIA fills
critical gaps that traditional municipal bonds do not:

o Offers fiscal flexibility that can be vital for utilities operating under ratepayer
pressure.

e Encourages more strategic, long-term planning with less immediate financial
penalty.

e Serves as a stabilizing force during market disruptions when bond markets may
be volatile or constrained.

WIFIA doesn’t replace municipal bonds—it complements them, especially for high-
impact infrastructure projects where low-interest, long-term federal support can make
the difference between delay and completion.

Would you like a comparison chart showing WIFIA vs. municipal bonds in terms of
features and benefits?

40
You said:

Yes

ChatGPT said:

Here’s a comparison chart of WIFIA vs. Municipal Bonds across key dimensions:

Category WIFIA Loans Municipal Bonds
Below market rates (often near Tax-exempt, competitive in low-
Interest Rates . . .
Treasury yields) interest-rate environments



Category

Repayment Term Up to 35 years
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WIFIA Loans Municipal Bonds

Typically 20-30 years (can be
shorter or longer depending on
structure)

Repayment Deferred repayment until 5 Repayment typically begins soon
Flexibility years after project completion  after issuance
. 0 . .
Funding Up to 49% of eligible project Can finance 100% of a project
Percentage costs
Credit Investment-grade rating Investment-gra_d_e preferre_d,_ but
. ) lower-rated entities can still issue
Requirement required
bonds
Federal review and Issuer-controlled, faster market
Approval Process o o
underwriting; longer timeline access
Use Case Fit !_arge, complex, or innovative Broad range of project sizes and
infrastructure projects types
Risk Sharing Federal government shares Issuer bears full risk
project risk
Federal Direct loan frqm EPA; subject to Market-based; regulated by
federal compliance and
Involvement . state/local laws
reporting
Markgt. Less affected by market volatility Rates can be hlghly sensitive to
Conditions market fluctuations

Administrative
Burden

Sustainability
Incentives

Summary:

More documentation and
oversight requirements

Familiar process for most public
finance teams

No direct incentive unless
embedded in bond program (e.g.,
green bonds)

Priority given to environmentally
sustainable or resilient projects

« WIFIA is ideal for: Large-scale, long-term, or innovative projects needing

flexibility and cost control.
« Municipal Bonds are better for: Quicker financing, smaller projects, or
agencies looking for full project funding with fewer federal strings.

Would you like help identifying case studies or real-world examples where WIFIA had a
clear advantage?

40
You said:

Does WIFIA compete with the municipal bond market?

3
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ChatGPT said:

WIFIA does not directly compete with the municipal bond market—it complements it.
Here's how:

How WIFIA Complements Bonds

1. Partial Project Funding:

WIFIA can fund up to 49% of a project, which requires borrowers to use other
financing sources—often municipal bonds. This makes it a partner in capital
stacks, not a replacement.

Blended Financing Strategy:

Agencies often use a blend of WIFIA and bonds to reduce overall borrowing
costs. The WIFIA portion, with its low interest rate and deferred repayment,
brings down the weighted average cost of capital for the project.

Market Stability Tool:

During periods of market stress or volatility, such as the 2008 financial crisis or
early COVID-19 disruptions, WIFIA provides a federal backstop that offers
confidence and stability in the infrastructure finance space—supporting projects
when bond markets tighten.

Longer Terms and Grace Periods:

Bonds often don’t offer the same deferred repayment or ultra-long
amortization terms (up to 35 years) that WIFIA does. These unique terms help
projects that might otherwise be delayed or downsized.

Public Finance Industry View

Municipal finance professionals generally do not see WIFIA as a threat,
because it can help agencies stretch bond capacity, smooth rate impacts,
and preserve credit ratings.

Bond underwriters and advisors often support WIFIA participation, since it can
make large deals more financially viable—enabling the bond portion to move
forward.

# In Conclusion:

WIFIA is structured to fill financing gaps, lower project costs, and catalyze
investment, not to displace traditional municipal debt markets. It enhances an agency’s
financial toolkit, especially for large, costly, or innovative water infrastructure
investments.



ChatGPT Output 05/04/2025

Would you like a real example where a city used both WIFIA and bonds for a project?

2/2
40

You said:

Is WIFIA necessary in terms of strict additionality? That is, given typical
borrowers' other finance alternatives, does it make any difference in terms
of water infrastructure?

ChatGPT said:

Great question—you're asking about WIFIA’s value in terms of strict additionality:
Would these water infrastructure projects happen anyway without WIFIA? The answer
is nuanced.

@ What Is “Strict Additionality”?

Strict additionality means a federal program should only fund projects that would not
have happened otherwise—or would have been significantly delayed, downsized,
or degraded without the federal support.

So the core question becomes: Does WIFIA lead to more, faster, or better water
infrastructure than what would occur using traditional financing alone (e.g., bonds,
SRFs, cash reserves)?

WIFIA’s Additionality Is Real, But Not Absolute

Where WIFIA Does Make a Difference

1. Project Acceleration:
WIFIA allows agencies to proceed sooner than they otherwise could, especially
for large capital projects that might otherwise wait for multiple bond issuances or
rate increases.

2. Project Size or Scope:
Some projects are larger or more comprehensive because WIFIA reduces
financing costs—allowing agencies to address long-term needs (e.g., resilience
or climate adaptation) in one phase rather than several.
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3. Financial Stretching:
Agencies with debt caps or ratepayer constraints can use WIFIA to avoid
overburdening their balance sheets or triggering credit rating pressures.

4. Strategic Resilience/lnnovation:
WIFIA encourages projects with higher risk-adjusted benefits, like green
infrastructure or resilience upgrades, which are often first on the chopping block
when budgets tighten.

5. Crisis Cushioning:
During economic downturns or rate shocks, WIFIA can preserve momentum
for infrastructure investment when local debt issuance becomes politically or
financially infeasible.

2 Where WIFIA Might Not Be Strictly Additional

« Highly rated, financially strong utilities with robust rate bases and easy
access to capital markets may have gone forward with projects anyway, just
at slightly higher cost.

e WIFIA in those cases functions more as a cost reducer or risk manager, not a
project enabler.

~~ So—Is WIFIA Necessary?

Yes, but not always in the strictest economic sense of additionality. It's more
accurate to say:

WIFIA creates conditional additionality: It makes better, bigger, or faster
infrastructure projects more feasible under tighter fiscal, political, or technical
constraints—even if some version of the project might have proceeded without it.

So, it may not always “create” a project from nothing—»but it influences project timing,
design, scope, and financial resilience in ways that cumulatively improve the nation’s
water infrastructure.

Would you like a summary case where WIFIA directly changed a project’s trajectory
(e.g., Los Angeles, Miami-Dade, or SFPUC)?

40

You said:
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Imagine you are trying to downsize and decentralize the federal
government. Would WIFIA be a good candidate for elimination? Can state
and other local governments perform the same function?

ChatGPT said:

If your goal is to downsize and decentralize the federal government, then WIFIA
could be considered a candidate for elimination, but only under a certain set of
assumptions. Let’s walk through the key arguments for and against eliminating WIFIA
from that perspective.

Arguments for Eliminating WIFIA (Decentralization
View)

1. Redundancy with State and Local Capabilities

o States already operate their own clean water and drinking water SRF (State
Revolving Fund) programs with substantial federal and local funding.

e Municipal bond markets are mature and highly functional, especially for
investment-grade utilities.

e Most large public water agencies already have the capacity to finance major
projects without federal assistance.

2. Limited Target Population

o WIFIA is mostly used by large, investment-grade utilities—arguably the least
in need of federal help.

e The program serves a relatively narrow band of borrowers rather than solving
broad market failures.

3. Market Distortion Concerns
« Federal involvement may distort the capital market, offering subsidized loans
to borrowers who could afford market-rate debt.

« It could crowd out private or local lending, undercutting the goal of fiscal
federalism.

4. Administrative Footprint

e Though small, WIFIA adds to the federal bureaucracy and requires staffing,
oversight, and long-term monitoring.
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Its existence reflects a federal role in local infrastructure—which
decentralization efforts often aim to reduce.

X Arguments Against Eliminating WIFIA (Pro-Federal
Role View)

1. Strategic National Infrastructure Investment

Water infrastructure is a critical public good with national implications for
health, security, and the environment.

Federal financing helps align local projects with national priorities—e.g.,
climate resilience, PFAS treatment, water reuse.

2. Cost Savings and Fiscal Flexibility

WIFIA loans often save borrowers millions in interest, freeing up local funds
for other uses without direct grants.

They enable debt smoothing, lowering risk in capital-intensive sectors where
projects can’t easily be delayed.

3. Voluntary Participation

WIFIA doesn’t mandate federal control—local agencies apply voluntarily, and
the program doesn’t override local decision-making.

The federal government provides low-cost capital, not operational oversight or
day-to-day management.

4. Backstop in Crisis

»

In times of economic stress or bond market volatility, WIFIA acts as a
stabilizing tool when local financing becomes constrained or expensive.

It helps avoid project delays that could have long-term costs, such as lead
contamination or wastewater overflows.

Final Assessment: Should WIFIA Be Eliminated?

If your decentralization philosophy prioritizes:

Reducing federal involvement in local finance
Trusting states and markets to manage infrastructure

8



ChatGPT Output 05/04/2025

« Minimizing federal lending programs regardless of performance

...then WIFIA is a reasonable candidate for elimination—especially because it
primarily benefits capable, well-resourced borrowers.

However, if you're looking for:

o Lean federal programs with high return on investment
e Tools to support critical infrastructure without direct spending
« Mechanisms for guiding local actions toward national goals

...then WIFIA may be worth preserving, even in a streamlined federal government, as
a model of targeted, low-cost intervention.

Would you like a list of alternative models (e.qg., fully devolved SRF funding, state-based
WIFIA analogs) that could replace or replicate WIFIA’s role at the local level?

40

You said:

Does the federal government have any unigue capabilities, relative to the debt markets
or local governments, in providing infrastructure finance? Exclude transfer payment or
loss absorption capability based on US scale.

ChatGPT said:

Excellent refinement—by excluding transfer payments and loss absorption due to

national scale or tax authority, you're focusing on whether the federal government
has unique functional advantages in providing infrastructure finance, relative to the
private debt markets or local governments.

Let’s unpack this carefully.

Unique Functional Capabilities of the Federal
Government (Beyond Scale)
Even setting aside its size, taxing power, or ability to absorb losses, the federal

government does bring structural and institutional capabilities that are either
unavailable or inefficiently provided by markets or local governments:
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1. Interjurisdictional Coordination and Standardization

« Infrastructure problems don’t follow local boundaries (e.g., watersheds,
aquifers, climate impacts). The federal government can:
o Setuniform environmental and engineering standards
o Promote cross-state or regional planning
o Finance multistate projects (e.g., flood control, river basin management) in
a neutral and cohesive way

Localities and markets lack incentive or mechanisms for sustained interjurisdictional
coordination.

2. Long-Term, Patient Capital with Stable Terms

o The federal government can offer ultra-long-term loans (up to 35 years) with
predictable, fixed terms, regardless of market cycles.

« Private markets can offer long tenors, but not without yield premiums,
prepayment penalties, or exposure to interest-rate volatility.

e Local governments often face political and legal constraints on issuing very
long-term or flexible debt.

3. Countercyclical Credit Provision

o Unlike markets, the federal government can maintain or expand lending
during downturns, even when local revenues fall or markets tighten.

o Localities often tighten capital spending during recessions—precisely when
investment is most stimulative and needed.

Even if not absorbing loss per se, the government can act when others won’t—a
coordination function markets do not perform well.

4. Programmatic Targeting and Mission Alignment

« Federal lending programs can prioritize outcomes (e.g., climate resilience,
equity, public health) that markets price poorly or ignore.

« This targeting is done via underwriting standards, eligibility criteria, and
incentives, not just subsidies.

« Local governments tend to optimize for lowest-cost delivery, not necessarily for
long-term strategic or national goals.

10
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5. Regulatory Certainty and Policy Leverage

o Federal financing can be tied to compliance, performance, or innovation
goals, creating policy leverage beyond what markets or states can enforce.

o For example, WIFIA can steer utilities toward PFAS removal, water reuse, or
green infrastructure through loan terms, not just regulation.

X Capabilities Not Unique to the Federal Government

To keep this grounded, here are areas where the federal government does not have
unique value, and where markets or states are just as capable:

o Credit analysis and pricing (markets are excellent at this)

o Local project selection or design (best left to local governments)

o Raising capital for investment-grade borrowers (municipal bond markets are
deep and efficient)

© Summary

Even excluding scale and loss absorption, the federal government retains distinct
capabilities that are hard for markets or states to replicate:

Capability Federal Govt State/Local Govt  Markets
Interjurisdictional coordination (N (N
Long-term capital stability 1. (limited) 1. (at a cost)
Countercyclical credit provision S N
Mission-driven targeting i. (local focus) ©
Regulatory/policy leverage via finance (N S

So, while not indispensable for all infrastructure finance, the federal government offers
a set of tools and roles that fill critical structural gaps—even without subsidies or
loss coverage.

Would you like this summarized into a one-page policy brief or slide format?

40

11



ChatGPT Output 05/04/2025

You said:

Are interjurisdictional coordination, mission-driven and regulatory leverage
really financing strengths? Or just policy add-ons or riders that the federal
government is enforcing by offering attractive financing terms? That is,
offering a 'carrot’ (the benefit) to get borrowers to accept the 'stick’ (policy
riders that they would not have otherwise done)?

ChatGPT said:

That’s a sharp and important distinction—and you're absolutely right to question
whether things like interjurisdictional coordination, mission-driven targeting, and
regulatory leverage are truly inherent strengths of federal financing or simply policy
riders piggybacking on financial incentives.

Let’s unpack that.

= Short Answer:

They are not intrinsic financial strengths.

They are policy functions enabled by financial leverage—i.e., federal financing is
the "carrot" that makes it possible to attach policy "sticks" that advance broader
national goals. Without the attractive terms, the federal government would have no
leverage to influence local decisions in this space.

So yes—these are policy tools, not capital market advantages.

What Makes Something a True Financing
Strength?

A true financing strength would imply a unique capacity to provide capital in ways
that the market or local governments cannot match in terms of:

e Cost (e.g., ultra-low interest rates without risk premiums)

e Structure (e.g., deferred payments, long tenors)

e Availability (e.g., countercyclical access)

« Risk management or aggregation

By that measure, interjurisdictional coordination, policy alignment, and regulatory
influence don’t qualify.

12
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Instead, those are policy outcomes that the federal government achieves because it
controls a desirable funding source—not because it offers fundamentally superior
credit products per se.

& Why the Distinction Matters

Your insight exposes an important policy design principle:
Federal financing programs aren’t primarily about fixing capital market failures.
They are often about creating leverage to shape local behavior without using direct
mandates or grants.
This is politically attractive:
o The federal government doesn’t have to mandate or legislate specific
infrastructure choices.
« It can say, "If you want these great loan terms, here’s what you have to do,"
which is more palatable than regulation alone.

It's a form of voluntary compliance through incentive design—not a financial
necessity, but a policy architecture.

= Conclusion

You're absolutely right:

These are not inherent strengths of federal financing. They are policy riders made
possible because the federal government can offer favorable financing terms.

The implication is that if:

e The market offered similar terms, or
o Localities became less responsive to those carrots,

...then the federal government’s policy influence via financing would diminish—
because the "stick" only works as long as the "carrot" is sweet enough.

Would you like to explore how this model compares to grant-based or regulatory-first
approaches (like the Clean Water Act enforcement)?

40
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You said:

Is it ‘politically attractive' to the current Administration?

ChatGPT said:

Yes—it is politically attractive to the current Administration, and programs like
WIFIA exemplify the kind of “policy-through-financing” approach that the Biden
Administration favors.

Here’s why:

Alignment with Current Policy Approach

1. Incentive-Based Federalism

o The Biden Administration prefers to shape local and private behavior through
financial incentives, rather than top-down mandates.
e This is visible in programs like:
o WIFIA (water infrastructure)
o IRA tax credits (clean energy)
o BIL/IJA formula and competitive grants (transportation, broadband,
resilience)
« WIFIA fits perfectly: it uses favorable loan terms to encourage uptake of
national priorities, such as climate resilience, equity, or PFAS treatment—
without direct federal control.

2. Climate and Environmental Goals

o Water infrastructure is central to the Administration’s climate adaptation agenda
(e.g., stormwater reuse, drought resilience).

e By attaching climate-friendly conditions to WIFIA loans (or prioritizing such
projects), the Administration can advance environmental goals without
needing new legislation.

3. “Leveraged Impact” Narrative

e WIFIA allows the government to support billions in infrastructure investment
with minimal federal outlays, which aligns with the Administration’s goal of
doing more with less.

14
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o It supports the narrative that smart government can guide investment without
bloated spending.

4. Avoiding Regulatory Backlash

« Offering a carrot through financing is less politically polarizing than imposing a
stick through regulation.

« WIFIA is voluntary and market-compatible, which lets the Administration
advance policy aims with less resistance from states, utilities, or industry
groups.

. Summary

Yes, this approach is politically attractive to the Biden Administration because it:
Drives policy via market-aligned incentives
Leverages private/local action

[ ]
[ ]
¢ Avoids mandates and new taxes

o Delivers measurable infrastructure results

It's a strategic and low-friction way to align local investment with national priorities.

Would you like an example of how this shows up in recent WIFIA loans or Biden-era
infrastructure policies?

40

You said:

Try again. Trump Administration
ChatGPT said:

Great clarification—and the answer shifts significantly.

B No, this model was less politically attractive to the Trump
Administration, though WIFIA itself survived and even grew modestly
during that period.

Let’s break it down:

15
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v Trump Administration's Policy Orientation

The Trump Administration prioritized:

Deregulation

State and local autonomy

“Streamlining” federal involvement

Private-sector solutions and public-private partnerships (P3s)

From that standpoint, using federal financing programs to enforce policy goals (via
“carrots” with strings attached) is counter to the administration’s ideological
leanings.

@ So why didn’t they kill WIFIA?

1. WIFIA’s Structure Aligned with Some Conservative Priorities

Loan-based, not grant-based — Seen as fiscally responsible

Voluntary participation — No mandates

Encouraged P3s and alternative delivery — Aligned with Trump’s 2018
Infrastructure Plan

It was framed more as a market-oriented tool than a federal lever for climate or
equity.

So while the Trump Administration didn’t actively expand WIFIA’s mission, they didn’t
eliminate it either—because it fit within their model of limited, non-intrusive federal
support.

v What Was Not Politically Attractive

Using WIFIA as a policy enforcement tool (e.g., for climate change, workforce
equity, green infrastructure) would have been much less favored.

They preferred minimizing the strings attached to federal support.

The idea of using federal loans to push local agencies into policy conformity
(even voluntarily) clashed with the Trump Administration’s anti-centralization
rhetoric.

16
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. Summary

Feature Trump Admin View
WIFIA as a loan program Acceptable (market-friendly, non-grant)
Federal policy riders via financing X Not attractive (seen as soft mandates)
Voluntary use of federal carrots 1. Tolerated, but with minimal conditions

Expansion to drive climate/equity goals X Not politically aligned

In short: The Trump Administration didn’t oppose WIFIA, but they were not interested
in using it as a policy tool to steer local behavior. They supported it as a technocratic
finance mechanism, not as a means of federal influence.

Would you like a comparison chart showing how WIFIA fits ideologically across recent
administrations (Obama, Trump, Biden)?

40

You said:

How might DOGE people look at WIFIA Program? Are they likely to have a
negative view?

ChatGPT said:

The Department of Government Efficiency (DOGE), established during President
Trump's second term and led by Elon Musk, has focused on reducing federal spending
and streamlining government operations. Given DOGE's mission to cut costs and
minimize federal involvement, programs like the Water Infrastructure Finance and
Innovation Act (WIFIA) may be viewed critically.Money Check+10New York Post+10The
Independent+10Congressman Brian Mast+6US EPA+6American Flood Coalition+6

Potential DOGE Perspectives on WIFIA:

« Redundancy with State and Local Capabilities: DOGE may argue that WIFIA
duplicates efforts already managed by state and local governments, suggesting
that infrastructure financing should be handled at those levels without federal
intervention.

o Federal Overreach: By providing federal loans for local projects, WIFIA could be
seen as an example of unnecessary federal involvement in matters that could be
managed locally, aligning with DOGE's goal of decentralization.

« Budgetary Concerns: Despite WIFIA's relatively low cost, DOGE's emphasis on
cutting federal expenditures might lead to scrutiny of all programs, including
WIFIA, especially if they are perceived as non-essential or not cost-effective.

17
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Counterpoints:

e Leverage and Efficiency: WIFIA has been noted for its ability to leverage
federal funds to support significant infrastructure projects, potentially aligning with
efficiency goals by maximizing the impact of federal dollars.

e Support for Critical Infrastructure: Investments in water infrastructure are
crucial for public health and safety, and WIFIA's role in facilitating these projects
could be viewed as a justified federal responsibility.

In summary, while DOGE's overarching mission might lead to a critical view of programs
like WIFIA, considerations around efficiency and the importance of infrastructure could
influence a more nuanced assessment.

g

Sources
40

You said:

Could WIFIA have an essential role in water infrastructure finance based
on federal functional financing strengths? For example, loan features like a
very long term that can facilitate local funding for local projects?

ChatGPT said:

Yes—WIFIA can play an essential role in water infrastructure finance specifically
because of certain functional financing strengths the federal government uniquely
possesses, regardless of transfer payments or subsidies.

Here’s how:

Federal Functional Financing Strengths That Make
WIFIA Useful

Even without grant subsidies, WIFIA loans offer key features that markets and local
governments often cannot match—and these are rooted in the federal government’s
structure, not just its scale:

18
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1. Very Long-Term Fixed-Rate Loans (up to 35 years)

Why it matters: Water infrastructure has very long-lived assets (pipes, treatment
plants) with lifespans of 30—100 years.

Federal strength: The U.S. Treasury can issue ultra-long-term debt cheaply and
pass those terms on to borrowers.

Market gap: Most municipal bonds are 20-30 years at most; private financing
may offer long terms but with higher interest and less flexibility.

This helps match debt service to asset life, improving intergenerational equity and
easing near-term budget pressure.

2. Deferred Repayments (up to 5 years after project completion)

Why it matters: Major water projects often take years to build before generating
ratepayer revenue or operational benefits.

Federal strength: WIFIA can delay repayment until after construction, a feature
capital markets generally do not offer affordably.

This reduces the need for interim financing or early rate hikes.

3. Customized Loan Structuring and Subordination

WIFIA loans can be tailored to the specific cash flow and risk profile of a
project.

The federal loan can also be subordinate to senior municipal debt, making it
easier for borrowers to use WIFIA alongside other sources without disrupting
their existing credit structure.

4. Reliable, Countercyclical Access

During times of market volatility or rising interest rates, WIFIA remains a
stable, predictable source of capital.

This is particularly valuable for large-scale or urgent infrastructure investments
that can’t wait for markets to improve.

5. No Need for Bond Referenda or Market Access

19



ChatGPT Output 05/04/2025

o For some smaller or less credit-visible utilities, issuing municipal bonds is
politically or administratively difficult.

« WIFIA provides a direct loan structure that doesn’t require selling securities,
potentially lowering legal and transaction costs.

* Conclusion

Yes, WIFIA fills a structural financing role that neither capital markets nor local
governments fully address.

Its essential contribution comes from federal functional strengths in credit delivery,
especially:

e Longtenors

o Repayment flexibility

e Custom structuring

« Consistency across economic cycles

These enable more strategic and financially manageable infrastructure
development, especially for large or complex projects.

So while WIFIA is not needed for every utility or every project, its core loan features
justify a continuing federal role—even without policy strings or transfer
payments.

Would you like a breakdown of borrower profiles or project types that benefit the most
from these specific features?

40

You said:

Would it also make sense for WIFIA to utilize unique functional strengths in
lending to SRFs and other state & local infrastructure financing agencies?
The rough analogy would be a ‘wholesale lender' (WIFIA) to other local
'retail lenders' (state & local agencies). Could this a unique role?

ChatGPT said:

Yes—that concept makes strong practical and policy sense, and it could represent
atruly unique and essential role for WIFIA: serving as a federal "wholesale lender”
to state and local infrastructure financing agencies, like State Revolving Funds
(SRFs) and municipal bond banks.

20
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This model builds on federal strengths while leveraging local control and capacity.
Here’s why it works:

Why a WIFIA-as-Wholesale Model Makes Strategic
Sense

1. Amplifies WIFIA’s Federal Financing Strengths

« WIFIA has:
o Access to ultra-low-cost, long-term federal capital
o Ability to offer delayed repayment and custom structuring
o Stable, countercyclical capacity to lend regardless of market
conditions

By lending to SRFs or local finance authorities, WIFIA can transmit these structural
advantages down the chain to many smaller projects that would never qualify
individually.

2. Builds on Existing Success: SRF-WIFIA Model

« EPA already piloted this in 2020, when WIFIA made a $436 million loan to the
Indiana Finance Authority’s SRF.

« That single loan is helping fund over 20 water projects across Indiana.

o This “master borrower” model reduces transaction costs, increases scale, and
gives states discretion in selecting sub-projects.

So it’s already been tested—and it works.

3. Solves a Real Market Limitation

e Many small utilities and local governments:
o Don’t have access to capital markets
o Can’t take on complex federal loans directly
o Don’t need $20M+ in financing (WIFIA’s typical minimum)
e SRFs and local finance authorities can aggregate, underwrite, and manage
these smaller borrowers efficiently.

WIFIA can support infrastructure at the community level, without having to
underwrite each small borrower directly.
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4. Enables Layered Financial Strategies

« State agencies can blend WIFIA funds with other sources (e.g., bonds, state
funds, ARPA, BIL) to:
o Lower borrower rates
o Expand reach to disadvantaged communities
o Offer technical assistance or credit enhancements

This is much harder for EPA or Treasury to do directly—but state agencies are built for
it.

5. Reduces Redundancy and Overhead

« Rather than EPA reviewing dozens of individual applications, a single wholesale
loan to an SRF delegates selection and oversight to the state level.

« This aligns with federalism and decentralization principles—WIFIA empowers
states rather than replaces them.

© Summary

Yes, it would absolutely make sense for WIFIA to lean into a unique “wholesale
lender” role to state and local infrastructure banks. It capitalizes on:

o The federal government’s financial structuring strengths
e The local agencies’ proximity, underwriting capacity, and project-level
insight

This creates a powerful, scalable partnership model—a national-local finance delivery
system that neither level could achieve alone.

Would you like a sketch of how a national WIFIA-to-SRF lending framework might be
structured (eligibility, oversight, benefits)?

40

You said:

Would WIFIA make a good 'retail lender' (e.g. direct loans to many small
projects throughout the country)? Why not?
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ChatGPT said:

No—WIFIA is not well-suited to operate as a "retail lender" making direct loans to
many small water infrastructure projects. Here's why:

v Why WIFIA Would Struggle as a Retail Lender

1. High Transaction Costs per Project

e WIFIA loans involve complex structuring, legal reviews, NEPA compliance,
and credit underwriting.

« These fixed costs make sense for large loans (typically $20M+), but they are not
cost-effective for small communities or minor projects.

e Administering dozens or hundreds of small loans would overwhelm the program’s
staffing and budget.

=] It’s a classic case of diseconomies of scale: small loans take almost as much
effort as big ones, but generate far less public benefit per unit of staff time or risk
exposure.

2. Federal Bureaucracy is lllI-Suited to Local Nuance

o Local water needs are highly context-specific: legal frameworks, rate
structures, political processes, etc.

o WIFIA, operated by EPA in Washington, lacks the localized expertise or
flexibility to underwrite and monitor a high volume of small loans tailored to these
conditions.

State agencies and SRFs, by contrast, understand their local markets and
regulations intimately.

3. Limited Reach to Disadvantaged Communities

o Smaller or disadvantaged communities often lack the in-house capacity to
apply for a federal credit program like WIFIA (which requires legal opinions,
financial models, environmental reviews, etc.).

e WIFIA’s current direct-loan model favors large, well-staffed utilities, not those
most in need of access to affordable financing.
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This makes retail delivery ineffective for equity or rural inclusion goals—which are
better handled through intermediaries like SRFs or state infrastructure banks.

4. Statutory and Operational Constraints

« WIFIA was originally designed for large, creditworthy borrowers
(investment-grade ratings, large project sizes).

« While some thresholds have been relaxed, it’s still not structured like a CDFI or
micro-lender.

« Trying to retrofit it into a retail platform would require major statutory and
administrative overhauls—and likely undermine its effectiveness.

* Conclusion

WIFIA is a poor fit for retail lending because:

e It’s not built for high-volume, small-scale lending

e It lacks localized underwriting and servicing infrastructure

e Its administrative model and cost structure are mismatched to small project
delivery

Instead, WIFIA works best as:

e« A wholesale lender (to SRFs or bond banks)
o Adirect lender for large, complex, or nationally significant projects
e A policy lever when aligned with big infrastructure goals

For small, local projects, retail lending should be done by SRFs, CWSRF/DWSRF
programs, or local finance authorities—and WIFIA can support them from behind the
scenes.

Would you like a visual comparison between WIFIA’s current model, wholesale model,
and a hypothetical retail model?

A WIFIA loan has a 'rate lock' -- the interest rate is locked at loan
commitment, but loan drawdown may occur much later. Since cancelling
the commitment if rates fall does not incur a penalty, doesn't the rate lock
work as an interest rate option?

ChatGPT said:
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Yes—WIFIA’s rate lock feature effectively functions like a free interest rate option,
particularly from the borrower’s perspective.

Let's break that down:

% How WIFIA’s Rate Lock Functions Like an Option

1. What Happens:

« When a borrower signs a WIFIA loan agreement, the interest rate is locked at
commitment.

« However, actual loan disbursements can occur months or even years later
(e.g., as construction progresses).

« There’s no penalty for not drawing the loan or only drawing part of it.

2. This Is Economically Equivalent To:
A borrower holding a no-cost, long-dated interest rate call option—with:

Strike price = the locked-in WIFIA rate
Underlying = Treasury rate plus WIFIA spread
Expiration = the end of the disbursement window
No premium paid

No obligation to exercise

If market rates rise, the borrower draws the loan—Iocking in below-market rates.

If market rates fall, the borrower can walk away (or refinance elsewhere), avoiding the
now-unfavorable rate.

. Why This Matters

Upside for Borrower:

e Provides interest rate protection during volatile or rising-rate environments.
e Adds significant option value to the loan, beyond just the interest savings.
« Helps lock in project budgets, since borrowing costs are known early.

v Downside for Federal Government (and taxpayers):
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e« WIFIA is bearing the interest rate risk with no compensation for that
optionality (i.e., no “option premium” is charged).

e If Treasury yields drop after loan commitment, WIFIA forgoes the opportunity
to lend at lower cost or could be left with unused credit capacity.

* Conclusion

Yes—WIFIA’s rate lock is effectively a free interest rate option granted to
borrowers. It's a powerful financing tool that:

e Helps borrowers manage interest rate risk
e Encourages project planning certainty
« Comes at an unpriced cost to the federal lender

This is a deliberate design choice to make WIFIA loans attractive and competitive—
but it also introduces a hidden subsidy via embedded financial flexibility.

Would you like a quantitative example of how this option value could be estimated or
modeled?

40

You said:

Per FCRA, the cost of a WIFIA loan to the taxpayers is estimated when the
loan is drawn. If US Treasury rates have risen since loan commitment, the
cost will exceed the discretionary appropriation allocated to the loan. The
additional cost of such interest rates estimates will become an off-budget
mandatory appropriation. Can you estimate the current scale of WIFIA's off-
budget mandatory appropriations?

ChatGPT said:

Yes, under the Federal Credit Reform Act (FCRA), WIFIA loans are initially budgeted
using discretionary appropriations based on estimated subsidy costs at the time of loan
commitment. However, if U.S. Treasury interest rates rise between loan commitment
and disbursement, the actual subsidy cost upon disbursement can exceed the original
estimate. This difference results in a mandatory appropriation to cover the shortfall,
which is recorded as an off-budget expense.

As of the end of fiscal year 2022, WIFIA had a loan portfolio totaling approximately $16
billion. Analyses suggest that the actual subsidy costs for this portfolio, influenced by
rising interest rates, may significantly surpass the discretionary appropriations initially
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allocated. This implies that future mandatory appropriations required to cover these
costs could be substantial, potentially amounting to hundreds of millions of dollars,
depending on the extent of interest rate increases and the timing of loan disbursements.

It's important to note that while these mandatory appropriations are not part of the
annual discretionary budget, they still represent real costs to the federal government
and, by extension, taxpayers. The exact scale of these off-budget mandatory
appropriations will depend on future interest rate movements and the specific terms of
individual WIFIA loans.

Sources
40

You said:

WIFIA borrowers can pre-pay their loans anytime without penalty. If interest
rates fall, borrowers will refinance their loans. If rates rise, they will not.
Over time, does this mean that the WIFIA loan portfolio will increasingly be
concentrated in loans with low interest rates?

ChatGPT said:

Yes—over time, WIFIA’s loan portfolio will likely become concentrated in lower-
interest-rate loans, due to the asymmetric prepayment behavior of borrowers. This
is a classic case of negative convexity or adverse selection in a lending portfolio.

Here’s how and why that happens:

WIFIA's Prepayment Policy Creates One-Way
Optionality for Borrowers

WIFIA loans:

e Can be prepaid at any time without penalty
e Arelong-term fixed-rate loans (often 30-35 years)
e Have interest rates locked at commitment

Borrower behavior:

« Ifinterest rates fall, borrowers will prepay and refinance with cheaper sources
(e.g., new WIFIA loan, municipal bonds, SRF financing, etc.).

o Ifinterest rates rise, borrowers will keep the WIFIA loan, since it's now below-
market and advantageous.
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© Impact on WIFIA’s Portfolio Over Time

1. High-rate loans disappear: When rates drop, high-rate loans exit the portfolio
via refinancing.

2. Lowe-rate loans persist: When rates rise, low-rate loans remain, as they are now
favorable to the borrower.

3. Result: The WIFIA loan book self-selects into a pool of lower-yielding assets
with above-market cost to the government.

. This leads to yield compression in the portfolio over time—just like what happens
in mortgage-backed securities during falling-rate environments.

S+ Why This Matters for Taxpayers and Budget
Estimators

e The federal government is bearing interest rate risk with no prepayment
protection—a structural cost not priced into the loan.

e Under FCRA, if interest rates rise, the subsidy cost at disbursement
increases, and the portfolio has fewer high-rate loans to offset the rising
cost.

e This can lead to growing off-budget mandatory appropriations, as discussed
earlier.

= Conclusion

Yes, WIFIA’s no-penalty prepayment policy, combined with long loan terms and rate
locks, creates a structural “heads the borrower wins, tails the government loses”
scenario.

Over time, this likely results in:
e A portfolio dominated by low-rate loans
e Greater interest rate risk to the government

e A potential case for policy reform, such as prepayment penalties, callable
structures, or compensating fees for embedded options
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Would you like a graphical or numerical illustration of how this borrower behavior
reshapes the portfolio under different rate scenarios?

40

You said:

Doesn't this imply that the WIFIA Program is far more expensive than its
discretionary appropriations would indicate?

ChatGPT said:

Yes—this does imply that the true cost of the WIFIA Program may be significantly
higher than what is reflected in its discretionary appropriations.

Here’s why:

© Key Point: Discretionary Appropriations Under
FCRA Don’t Capture Full Cost

Under the Federal Credit Reform Act (FCRA):

e The budget cost of a WIFIA loan is estimated at the time of obligation, based
on projected loan disbursement timing, default risk, and expected Treasury rates.

o Discretionary appropriations fund only this estimated subsidy cost—typically
low or even zero for investment-grade borrowers.

e Actual loan performance, interest rate shifts, and borrower behavior are not
reflected until disbursement.

But:

If interest rates rise after loan commitment, the actual cost of delivering the fixed-
rate loan increases, potentially exceeding the original subsidy estimate.

That excess is not covered by discretionary appropriations—it becomes a
mandatory off-budget cost.

I. WIFIA’s Embedded Borrower Options Add Hidden
Fiscal Risk
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WIFIA loans contain valuable financial options:

o Rate lock at commitment

e No-penalty prepayment

e Long disbursement windows (years)
o 3b5-year terms at Treasury-based rates

These embedded features benefit borrowers—but impose costs and risks on the
federal government:

o Borrowers prepay when it helps them, but stay locked in when it helps them

more—Ileaving the government with below-market assets when rates rise.
e These risks and costs are not fully captured in up-front scoring under FCRA.

. So What Does This Mean?

=

WIFIA may appear budget-neutral or low-cost under annual appropriations.

2. Butin reality, it shifts long-term interest rate and behavioral risk to
taxpayers.

3. The mandatory appropriations required to cover subsidy shortfalls are:

o Unscored in advance

o Off-budget

o Potentially large, especially in volatile or rising-rate environments

¢ In short: WIFIA is more expensive than it looks—because the federal government
is giving away financial optionality for free and absorbing market risk without
compensation.

= Conclusion

Yes—WIFIA’s true fiscal cost is likely understated by discretionary appropriations
due to:

« Incomplete accounting of interest rate risk
e Asymmetric borrower behavior (refinance when rates fall, hold when rates rise)
e Unscored embedded options

This doesn’t necessarily mean the program lacks merit—but its financial design

exposes the government to real, underreported costs, which may warrant policy
refinements or more conservative scoring assumptions.
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Would you like a policy memo-style summary of this analysis for briefing purposes?

40

You said:

If DOGE conducts this kind of financial analysis on WIFIA, and estimates
the true scale of Program cost, are they likely to recommend cutting it?

ChatGPT said:

If the Department of the Treasury's Office of Economic Policy (DOGE) conducts a
comprehensive financial analysis of the Water Infrastructure Finance and Innovation Act
(WIFIA) program, they may identify significant fiscal risks that are not fully captured in
the program'’s discretionary appropriations. This could lead to recommendations for
programmatic reforms or adjustments rather than outright elimination.

Key Considerations:

1. Interest Rate Risk and Mandatory Appropriations: WIFIA loans are scored
under the Federal Credit Reform Act (FCRA) at the time of obligation, based on
projected interest rates and other factors. However, if interest rates rise between
loan commitment and disbursement, the actual subsidy cost can exceed initial
estimates, necessitating mandatory appropriations to cover the shortfall.
Analyses have indicated that these future mandatory appropriations could far
exceed the program's discretionary appropriations for certain fiscal years
InRecap

2. Embedded Borrower Options: WIFIA loans offer features such as long-term
fixed rates, rate locks at commitment, and no-penalty prepayment options. These
features provide significant financial flexibility to borrowers but can impose
additional costs and risks on the federal government, especially if borrowers
refinance when interest rates fall and retain loans when rates rise.

3. Potential for Programmatic Reforms: Given these considerations, DOGE
might recommend reforms to mitigate fiscal risks, such as:

o Implementing prepayment penalties or restrictions to reduce negative
convexity.

o Adjusting the timing of interest rate locks to better align with disbursement
schedules.

o Enhancing the accuracy of subsidy cost estimations by incorporating more
dynamic interest rate scenarios. EBCNE

Conclusion:

While a detailed financial analysis by DOGE could reveal that the WIFIA program's true
costs are higher than initially projected, leading to concerns about fiscal sustainability, it
is more likely to result in recommendations for targeted reforms to address specific risks
rather than a wholesale recommendation to cut the program. Such reforms would aim to

31


https://www.inrecap.com/wp-content/uploads/2021/11/Update-Economic-Cost-WIFIA-Portfolio-Interest-Rate-Re-Estimates-09302021-InRecap.pdf?utm_source=chatgpt.com
https://ebcne.org/wp-content/uploads/2018/06/Presentations-Infrastructure-Workshop-Update-and-Overview-of-WIFIA-Water-Infrastructure-Loan-Program.pdf?utm_source=chatgpt.com

ChatGPT Output 05/04/2025

preserve the program's benefits in supporting critical water infrastructure projects while
ensuring greater fiscal responsibility.
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