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Infrastructure project
financing success with

lease-option evaluations

Table 1. Project Process Options

nfrastructure project planning and financing is never easy. Whether it is for a community or

a commercial operation, several questions must be addressed before any real work can begin.

When dealing with new water and wastewater projects, municipal government and industry

decision-makers are faced with many of the same challenges.

The key questions they must address include:

* How do we identify and install the best compliant
system that meets our needs at the lowest cost?

* Do we upgrade our existing facility or build a
new one?

* What kind of system do we choose—established
and familiar or a new emerging technology?

* How do we finance the project so that the com-
munity or organization can afford it?

Most municipal and commercial organizations are
familiar with the technical process of determining
their needs, evaluating technology options and select-
ing the final project design. Many of these organiza-
tions have less experience in identifying and evaluat-
ing the financing options that get the project started
and completed in the shortest possible time.

A poorly planned or poorly chosen technology
can lead to cost overruns, higher operating costs or
the non-performance of an installed system. A proj-
ect that cannot be financed will never be built. This
wastes resources and leaves the original need for the
project on the table. Decision-makers must identify
both the engineering and financing solution for a
project to be built successfully.

When tackling a new project, teams often operate
in a linear manner. Technical
topics of capacity, perfor-

Traditional Linear Process Dual-Path Process

Recognize the general need

Secure technical resource advisors
Define specific technical requirements
Evaluate technology options

Select technology solution

Secure financing resource advisors
Identify financing options

Select financial solution

Project launch

Project launch

Table 2. Lease Option Advantages

Recognize the general need

Secure technical and financial resource advisors
Define specific technical requirements

Evaluate technology and financing options
Select technology and financial solution

mance requirements, tech-
nology options, construction
costs and annual operating
expenses are addressed first.
Then with the technology
selected, the question of “How
do we pay for it?” is finally
addressed. This means that
financing decisions often are
made in haste without consid-
ering all appropriate options.
The project’s ultimate suc-
cess or failure depends on the

answer to this final question. The linear approach extends
the project lead time and wastes precious organizational
resources if, in the end, the project is not funded.

A better road to the success of a project entails
adopting a dual-path evaluation process where both
engineering and financial teams evaluate options in
the same time frame. With performance requirements
established, the engineering team evaluates a technol-
ogy on its expected operating performance, construc-
tion costs and operating expense profile. The finan-
cial team evaluates each option from the standpoint of
financing alternatives, cash flow and payment require-
ments (see Table 1).

Financing Options Beyond the Conventional

The structure of a project’s financing will almost
always determine its viability as well or more so than
the engineering or regulatory requirements. The pro-
cess can be complicated because buyer-operators have
a large and complicated set of needs and because there
are a broad range of options available to structure
project funding. These facts alone require that the
owner-operator work with a strong advisor who has
significant project financing experience and who will
work to present and evaluate all possible options.

Municipal governments typically look to grant
financing and/or loan guarantees as their first finan-
cial alternative to offset a community’s financial
commitment. In present economic times, there is a
reduced chance that this funding will be available for
infrastructure projects. If it is available, it might take
a protracted period of time to be awarded and thus
impact the project’s usefulness.

This process is lengthy and time consuming but
worth pursuing, when possible, to limit impact on
a local community. Many projects, however, fail to
materialize because of a false assumption that these
funds are easy to obtain. They are not. Loan guaran-
tees can be used to help secure bond financing, but
they do not eliminate the expense and time required
to conduct the process.

Alternatives to this process
exist in the form of a bond

Municipal Governments Commercial/Industrial/Agricultural

Lease purchases are an expense item and not a capital item
Lease purchases are available at competitive rates

The lease purchase is at a fixed interest rate and payment for the term

Minimizes initial cash outlay

Speed in financing the project

Terms from one to 10 years

Convenience in dealing with vendors for single-source procurement
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Nominal initial cash outlay
Competitive rates compared with loans

Fixed interest rate and payment terms for the length of the project—typically one to five years

Speed in financing the project

Convenience in dealing with vendors for single-source procurement

Option when credit lines are full
Opportunity for balance sheet optimization through asset reduction

2011 IRS Section 179 expensing and 2011 bonus depreciation is passed through to the user

issue or lease-purchase arrange-
ment. Bond initiatives are
expensive, have long lead times
and must win the approval of
an uncertain voter base. They
also can create vendor issues
by requiring municipalities to
work with pre-approved ven-
dors who must provide their
own financial history to be
part of the project. Due to the
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underwriting costs, a bond issue only is appropriate and
used for $5-million-plus projects. It is not unusual for

a simple bond offering to have more than $100,000 of
legal and underwriting costs.

The municipal lease purchase option is a cost-effec-
tive financing solution for small- and medium-sized
projects ranging from $25,000 to $5 million-plus.
Municipal leases usually can be approved by govern-
ment officials without voter approval. This minimizes
both the time and expense typically associated with
a bond initiative. As with any financing, the lender’s
approval is based on the past and projected financial
performance of the community. Some of the items
that are critical to underwriters include:

* Three years of financial performance, as shown

in the financial statements of the municipality;

* The absence of prior loan, lease or bond defaults;

* Other non-appropriation commitments or the

lack thereof;

* Cash flows shown by the current year’s projected

operation budget; and

* The critical need or utility of the equipment

or project.

Commercial, industrial and agriculture decision-
makers typically think of using internal cash or com-

pany borrowing to finance their infrastructure projects.

In today’s uncertain times—in which cash conser-
vation is a paramount objective—purchasing a sys-
tem outright can be a poor use of the company’s cash
resources. Traditional capital loans are harder to obtain
in today’s market, but they are still available to credit-
worthy entities. When available, these loans generally
require a significant upfront investment and can be
encumbered with onerous performance covenants.

Even when they can afford it, a purchase or loan
option only can be considered by larger or cash-rich
organizations. For larger projects or smaller mid-sized
organizations, these options can kill any project. Like
the option for municipalities, capital leases and oper-
ating leases offer commercial organizations options
that have several advantages of their own.

Municipal and capital leases can offer several
advantages over the bond or loan process (see Table
2 on page 12). Knowing these options, public lead-
ers can make better decisions for their communities.
When considering project financing options, leaders

must answer questions specific to the needs and situa-
tion of their own organization. One size never fits all.

Last Words

Infrastructure project challenges for decision-mak-
ers are real, and these individuals often find them-
selves between a rock and a hard place. The need to
build and operate compliant and cost-effective water
and wastewater projects is one of the greatest chal-
lenges. The issue is not one of avoiding or being
delinquent in their role: The issue is how to pay for
the system they need.

Traditional financing options exist but typically
only work for a select few. Fortunately, market
lease alternatives exist that allow both communities
and commercial organizations to move forward
with confidence. IR
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or 303.885.5204.
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requirement.

-<5mg/L TSS

- BOD to < 5.0 mg/L

To learn more about TETRA® wastewater filtration systems contact
Severn Trent Services at +1 412 788 8300 or info@severntrentservices.com

If you’re designing or retrofitting a wastewater plant,
TETRA® wastewater filters are the ideal solution for you.
TETRA systems are efficient, economical and readily
adaptable to meet ever-tightening regulations.

Systems are available with performance guarantees,
' offered with TETRAPace®
providing the ability to blend for any specific effluent

- < 0.5 mg/L NO3-N achievable at low temperatures
- < 0.2 mg/L phosphorous
- Ammonia to < 1.0 mg/L

—

for methanol optimization
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