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Digest of a
Performance Audit of

Utah Water Loan Program
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��������������given the same amount of state funding, more water projects can be financed with
interest rate buy-downs than revolving-loans; buy-downs require fewer state dollars to finance
the same number of projects as revolving-loans; and if funded at the same level as the revolving-
loan program, buy-downs can be used to maintain a balance of funds in the program.  Revolving-
loans maintain a balance of funds in the program; provide convenient financing to communities
unable to access the market; and allow state agencies flexibility in extending and restructuring
loan terms. Our review of funding methods concluded that the Legislature should consider
alternative funding methods that have been proposed to supply capital to the water loan program.
And our review of consolidation of the four water boards concluded that consolidation would
probably not result in significantly greater efficiency.

Under the current program, the state assists local governments with water development
projects by providing low interest rate loans.  These loans are typically 2 to 5 percent below the
prevailing market interest rate.  In order to secure a loan from the state, local governments sell
bonds to the state which bear the same interest rate as the interest rate on the loan they receive. 
The state currently holds approximately $324 million in outstanding bonds in its water loan
portfolio.  The state’s water loan program is administered by four water boards:  the Water
Resources Board, the Drinking Water Board, the Water Quality Board, and the Community
Impact Board (CIB).  The water loan program is currently funded through state appropriations,
federal appropriations, interest earned on revolving-loans, and mineral lease revenue.

Recently, political leaders and finance professionals have raised questions about the way the
water loan program is administered.  Their concern has centered on: a) whether more projects
could be financed by using state dollars for interest rate buy-downs instead of revolving-loans; b)
whether there are better ways to fund the program; and c) whether consolidation of the four water
boards under a single board would result in greater efficiency.  Critics of the current program
argue that the state should not be so heavily involved in the banking business.  The state’s water
loan portfolio is larger than the municipal bond portfolio of some of the state’s largest banks. 
The critics wonder how large the program will eventually become and what level of funding it 

will take to maintain the program.  Our office was asked to study the above issues and provide
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information back to the Legislature.  A summary of our findings is outlined below:

Choice of Financing Approach is a Policy Issue: The decision of whether to emphasize the
use of interest rate buy-downs or revolving-loans in the state’s water loan program is a policy
issue dependent on the Legislature’s objective for the program.  ���������������
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Chapter I
Introduction

Recent debate between state officials and financial experts has raised questions concerning
the state’s water loan program.  The focus of discussion has centered on three main topics: 
a) whether the state should provide assistance to local government water projects through the use
of interest rate buy-downs or revolving-loans; b) whether other funding methods should be
considered instead of direct appropriations; and c) whether the four water boards that currently
administer the program should be consolidated under a single water board.  Finance professionals
argue that more projects could be financed with the state’s limited dollars through a combination
of private sector loans coupled with state grants to buy the municipal interest rate down on
private sector loans.  They also suggest funding mechanisms, other than direct appropriations, are
available to supply capital to the program.  Others have suggested that administrative overlap and
duplication of effort result from having four separate boards administer the state’s water loan
program.
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Chapter II
Choice of Financing Approach

is a Policy Issue
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Interest Rate Buy-Downs Offer a Viable Alternative
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Revolving-Loans Provide Assistance on Small Projects 
 and Communities Unable to Access the Market
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FIGURE VII
Buy-Downs, Blended-Loans, & Revolving-Loans    

7% Market; 7% Discount Rate; 20-Year Evaluation
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Investment Banking Officer Position has not Been Filled
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Chapter III
Alternative Funding Approaches Should

be Considered
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Funding For Water Loan Program Is A Policy Issue
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Chapter IV
Consolidation of Water Boards

Would Probably not Result in Greater Efficiency
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Program Consolidation Does Not Appear Necessary
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Each Water Agency Has Uniquely Different Responsibilities
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Some Agencies are Limited by Federal Regulations
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Duplication of Services Between Water Agencies
Does Not Appear Significant
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The Cost of Duplicated Services Does Not Appear Significant
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Appendix A
Assumptions Used In Developing Model
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Appendix B
Comparison at 5 Percent
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Appendix C
Comparison at 9 Percent
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Comparison at 12 Percent
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Appendix E
Calculation of Projects Financed Under Buy-Down Approach

$1 Million in State Funds; 7% Market Rate; 
7% Discount Rate; 20-Year Evaluation
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Appendix G
Discussion on Choosing an
Appropriate Discount Rate
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Appendix H
Comparison Over 50 Years
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Agency Response


