i

Narrowing
THE
car
Environmental

Finance

For The 1990s




EFAB MMEMBERSHIP

Richard Torkelson

(Chair)

Deputy Commissioner for
Administration

New York State

Department of Environmental
Conservation

Frieda K. Wallison

(Vice Chair)

Partner

Jones, Day, Reavis & Pogue

Herbert Barrack

(Executive Director)

Assistant Regional Administrator
for Policy and Management

U.S. EPA, Region II

Honorable Pete V. Domenici
U.S. Senator
State of New Mexico

Honorable Beryl F. Anthony, Jr.
U.S. Representative
State of Arkansas

Honorable Anne Meagher Northup
Kentucky State Legislator

Honorable Stephen Goldsmith
Mayor '
Indianapolis, Indiana

J.James Barr
Vice President and Treasurer
American Water Works Company, Inc.

Philip Beachem
Executive Vice President
New Jersey Alliance for Action, Inc.

Joseph D. Blair
Executive Director
Massachusetts Industrial Finance Agency

Pete Butkus

Public Works Trust Fund

Washington Department of
Community Development

William H. Chew

Senior Vice President
Municipal Finance Department
Standard & Poor’s Corporation

Michael Curley
Principal
Heartland Resources, Inc.

Roger D. Feldman, P.C.
Partner
McDermott, Will & Emery

Dr. Richard Fenwick, Jr.

Vice President, Corporate Economist

CoBank National Bank for
Cooperatives ‘

Deeohn Ferris

Director

Environmental Quality Division
National Wildlife Federation

Dr. William Fox

Associate Director .

Center for Business & Economic
Research

University of Tennessee

Shockley D. “Hap” Gardner, Jr.
Executive Director
Virginia Resources Authority

Harvey Goldman

Executive Vice President and
Chief Financial Officer

Air and Water Technologies
Corporation

John Gunyou
Commissioner
Minnesota Department of Finance

William B. James, C.F.A.
Managing Director

Public Finance Department
Prudential Securities Incorporated

David M. Lick, P.C.

Partner

Loomis, Ewert, Ederer, Parsley,
Davis & Gotting

Robert . Mabon, Jr.
Financial Advisor
Venice, Italy

John C. “Mac” McCarthy
State Director

Farmers Home Administration
U.S. Department of Agriculture

Marlin L. Mosby, Jr.
Managing Director
Public Financial Management, Inc.

Dr. Peggy Musgrave
Professor of Public Finance

University of California at Santa Cruz

Gerald Newfarmer
City Manager
Cincinnati, Ohio

George A. Raftelis
Partner
Ernst & Young

Heather L. Ruth
President
Public Securities Association:

Roberta H. Savage

Executive Director

Association of State & Interstate Water
Pollution Control Administrators

John V. Scaduto
County Treasurer
Nassau County

‘Warren W. Tyler
Vice President
State Savings Bank

Jane G. Witheridge
Vice President
Waste Management, Inc.

Elizabeth Ytell

Director, Water-Wastewater Division

Rural Community Assistance
Corporation




A Progress
Report of the
Environmental

Financial
Advisory Board

MAY
1992

The Ehvifohxiéntai FilrlancialtAdvisoryj Boardisan -

1dependent advisory committee to the Administrator,

o

of the U.S. En v%ronmgntal Protection Agency.
- The ﬁndings?andj recommendations of the Board -

_ do not necessarily represent the v:iews of

the Enviror mental Protection Age‘ngy.‘ .




HONORABLE WILLIAM K. REILLY
ADMINISTRATOR

U.S. ENVIRONMENTAL PROTECTION AGENCY
VWASHINGTON, D.C. 20460

DEARADMINISTRATOR REILLY?

On behalf of the Environmental Financial Advisory Board (EFAB), we are pleased
to provide you with this Progress Report on the Board’s activities. The Report describes
important finance issues and risks for the 1990s, lays out 14 key findings and recom-
mendations summarized from our first four Advisory Statements, and presents EFAB’s
new committee structure and agenda for 1992.

EFAB’s charter is to provide advice on improving policies and programs affecting
the financing of environmental mandates. We believe that creative solutions exist to
narrow the gap between available resources and the costs of environmental protection.
To this end, we hope that the Advisories of the Board will serve the Agency as a practical
“blueprint for action”. .

It has been a distinct honor for us to have led EFAB to this point. We would like
to acknowledge and express our deep appreciation to the members of EFAB for their
commitment and contribution to the mission of the Board. The value of the Board’s
findings and recommendations is clearly increased by the diverse backgrounds of our
members.

We are also indebted to Christian R. Holmes, Acting Assistant Administrator
of the Office of Administration and Resources Management, and Herbert Barrack,
EFAB’s Executive Director, for their unwavering support and encouragement.

Our agenda for 1992 is as exciting and challenging as the original issues the Board
has addressed since its outset, and we look forward to a productive year.
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Richard Torkelson Frieda K. Wallison
Chair : Vice Chair
Deputy Commissioner for Partner
Administration ' Jones, Day, Reavis & Pogue
NY State Department of Washington, D.C.

Environmental Conservation
Albany, New York

cc: F.Henry Habicht II
Deputy Administrator
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EXECUTIVE OVERVIEW

EFAB Was_Established to Advise the Administrator on
Environmental Financing Issues

The Board, chartered in 1989 under the authority of the Federal Advisory
Committee Act, is comprised of 33 members of the public and private finance com-
munity. Through meetings and workshops, the Board develops independent analysis
and advice for the Administrator. These Advisories suggest policies to help ensure that

all Americans invest appropriately in a clean environment and a healthy economy.
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EFAB Addresses the Critical Environmental Finance
Challenges of the 1990s

THE ENVIRONMENTAL FINANCE GAP IS WIDENING

The real costs of environmental protection are growing rapidly. Yet our nation’s

ability to meet these rising costs is falling behind — and the financing gap is widening.

Financial constraints threaten attainment of national environmental goals. At risk are
the health of ecosystems, human health, and community well—being — in short, the
quality of life in America.

comes the where-
withal to pay for
..environmental

THE BOARD OFFERS REALISTIC SOLUTIONS TO
CLOSE THE GAP

The Board believes we can close the environmental financing gap by pursuing
actions that:
4+ Lower the costs of environmental protection — by removing financial and

programmatic barriers that raise costs and by improving the efficiency of

needed investments;

+ Buildstateandlocalfinancial capacity—to carryoutenvironmental mandates;
and
4 Increase public and private investment — in environmental facilities and

services.

LOWER THE COSTS OF ENVIRONMENTAL PROTECTION

The Board has examined several policy options that would lower state and lo-
cal costs to finance federal environmental mandates. The Board concludes, for exam-
ple, that reclassification of all state and local environmental bonds as governmental

bonds, provided proceeds are used to finance public-purpose environmental facilities,
would directly lower state and local costs of borrowing and increase state and local

investments. The Board also recommends the use of economic incentives to promote

pollution reduction.
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BUILD STATE AND LocAL FINANCIAL CAPAclTY TO
CARRY OUT ENVIRONMENTAL MANDATES

Building state and local capacity to self-finance environmental investments
constitutes a powerful investment in our nation’s future. The Board has examined a
number of ways to strengthen and expand this capacity. Policymakers could examine,
for example, the feasibility of expanding the wastewater treatment State Revolving
Fund (SRF) program to finance investments in other media, or establishing new
institutions, such as federal or state trust funds to help finance investments in multiple
environmental media. The use of bond banks could also be expanded, for example, to

facilitate investments by small communities.

INCREASE PUBLIC AND PRIVATE INVESTMENT IN
ENVIRONMENTAL FACl;lTlEs AND SERVI;ES

Finally, the Board investigated ways to increase state, local, and private ihvestrnent
in the environment. It examined the merits of incentive programs and other options to
lower barriers to successful investment efforts. Barriers to private sector involvement
in wastewater treatment could be lowered, for example, if EPA broadened its inter-

pretation of federal, grant policies. The Board recognizes that, just as the environ-

mental protection paradigm is shifting from controlling discharges to reducing the
generation of pollutants, the financing paradigm must evolve from the concept of
spending to one of investment.

The Board’s Work is Far From Finished

In the coming year, the Board will continue to investigate several options devel-
oped in 1991. We will also look at new ways to close the financing gap, including:
4 waysto pay for environmental mandates;
4 opportunities to finance environmental improvements in the interna-
tional arena;
+ initiatives to educate the public and decision makers on issues of environ-
mental finance; and

4+ further work on water financing strategies.

The EFAB is pleased to serve the Administrator, Congress, and all public and
private stakeholders in our nation’s environmental future. In 1991, we began a funda-

mental rethinking of the role of public and private finance in attaining national

environmental objectives. With our mission now fully aligned with EPA priorities,
EFAB looks forward to continued service and to strategies that promote healthy

natural systems and a strong economy.
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AN INTRODUTION TO THE ENVIRONMENTAL
FINANCIAL ADVISORY BOARD

Administrator William K. Reilly Established the Environmem;al
Financial Advisory Board in 1989

The Environmental Financial Advisory Board (EFAB) is an independent advis-
ory committee authorized under the Federal Advisory Committee Act (FACA). This
is the Board’s first progress report on its findings and recommendations, which have

been presented to the EPA Administrator in four separate advisory statements. This
report also previews the Board’s planned 1992 activities including an agenda of issues

we intend to consider.

VWHO IS ON THE BOARD?

The Board has 33 members drawn from the public and private sectors. Member-
ship is for one year subject to renewal. The members come from a wide variety of
backgrounds with a common interest in environmental finance. Board members
represent federal, state and local government, national environmental organizations

and trade associations, academia, banking and finance, and business and industry.

~

BOARD Associations — ) Financial
COMPOSITION : Community
1992

Academia

State
Government

Federal Government

Richard Torkélson, Deputy Commissioner for Administration of the New York
State Department of Environmental Conservation, serves as Chair of EFAB.
Frieda K. Wallison, a Partner with Jones, Day, Reavis & Pogue, is Vice Chair. Herbert
" Barrack, EPA Assistant Regional Administrator for Policy and Management in Reg-
ion II, is the Board’s Executive Director and designated federal official.
EPA Deputy Administrator F. Henry Habicht II appoints the members of the
Board and the Executive Director. The Board receives general support and guidance
on issues of interest to EPA from the Office of Administration and Resources Man-
agement, headed by Acting Assistant Administrator Christian R. Holmes.
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How DoEs EFAB CoMDUCT ITS WORK?

Through public meetings, workgroup sessions, and field hearings, the Board
develops analysis and advice in the form of Advisory statements for the EPA Admin-
istrator. The Advisories offer independent expert views on environmental finance
issues and opportunities.

The Board meets at least twice a year, usually in Washington, D.C. EPA an-
nounces all meetings in the Federal Register as required by FACA. During its first
two years, EFAB had four standing workgroups:

+ Economic Incentives — Chaired by Frieda K. Wallison, Partner, Jones, Day,

| Reavis & Pogue;

4 Small Communities Financing Strategies — Chaired by Elizabeth Ytell,

Director, Water-Wastewater Division, Rural Community Assistance

Corporation;

4+ Private Sector Incentives — Chaired by Warren W. Tyler, Vice President,
State Savings Bank; and

+ Public Sector Finance Options — Chaired by George A. Raftelis, Partner,
Ernst & Young. '

Workgroups meet as part of the full Board meetings and separately, as neces-
sary. For example, the Small Communities workgroup held a field hearing in Albu-
querque, New Mexico to gather important grass roots information for its Advisory.
Senator Pete V. Domenici of New Mex1co, a Board member, chaired this highly

successful meeting,.

THREE GOALS DRIVE THE BOARD’S WORK

Since 1970, the real cost of environmental protection has grown significantly.
Neither the public’s ability nor its willingness to pay for this protection has kept pace
with its cost — the gap is widening. Environmental statutes of the 1980s and 1990s sug-
gest that the gap will continue to grow well into the next century, reaching crisis pro-
portions if current policy is not changed.

In response, the Board has sought three ways to close the environmental financing

gap facing the nation. We can:

+ Lower the costs of environmental protection — by removing financial and ’

programmatic barriers that raise costs and by improving the efficiency of
needed investments;

+ Build state and local financial capacity to carry out environmental man-
dates; and '

4+ Increase public and private investment in environmental facilities and

services.
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LOWER THE COSTS OF ENVIRONMENTAL PROTECTION

The costs of maintaining a clean environment are rising rapidly. Moreover,
several financial and programmatic barriers to successful financing raise costs even
higher. Examples include: '

4+ The 1986 Tax Reform Act— that corrected abuses but also raised financing

costs for public-purpose environmental facilities;

4+ State and local procurement laws — that may prevent localities from select-

ing the most cost-efficient environmental service providers; and

4 A lack of sufficient credit history in small communities— which prevents them

from obtaining capital at reasonable costs.

Policy changes can lower many of the barriers and hence costs of financing
environmental projects.

BUILD STATE AND LOCAL FINANCIAL CAPACITY TO CARRY
OUT ENVIRONMENTAL MANDATES

Even as costs rise steadily, the growth in state and local capacity to finance
new environmental mandates falls behind. Policymakers must focus on building and
strengthening state and local governments’ ability to meet the financing challenges
they face.

INCREASE PUBLIC AND PRIVATE INVESTMENT IN
ENVIRONMENTAL FACILITIES AND SERVICES

Costs can only be lowered so far. Maintaining and improving the nation’s
environment ultimately will require substantial investments over the coming years.
As federal contributions decline, state and local governments, and the private sec-
tor will need to increase their investments as they shoulder a larger share of these
growing costs.

Traditional command and control methods of ensuring investment in environ-
mental facilities are insufficient. State and local governments are having difficulty in
implementing federally mandated environmental pfograms, or are delaying invest-
ments due to lack of funds.

Economic incentives need to be developed to encourage states, localities, and
the private sector to increase productive investments in environmental facilities. The
returns from environmental investments must be shown to yield real dividends in

health, the envirdnment, and the economy.
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FINDINGS AND RECOMMENDATIONS OF THE BOARD

The Board has Addressed the Key Environmental Finance
Challenges of the 1990s '
EFAB has addressed the main environmental financing problems facing state

and local governments today. Through its advisory role to the Administrator and the
EPA, the Board has drawn attention to the growing gap between the costs of environ-

mental protection and our nation’s ability to meet those costs and the critical need to
make environmental financing issues a priority for EPA and Congress in the 1990s.

ENVIRONMENTAL PROTECTION COSTS ARE RISING

Total public and private environmerital expenditures, as a percentage of gross
national product (GNP), grew from 0.9 percent in 1972 to 2.1 percent in 1990. In that
same period, the GNP grew from $3.0 to $4.7 trillion (in 1986 dollars). By 2000,
environmental expenditures are projected to rise to 2.8 percent of GNP, estimated to be
$7.1 trillion.

ENVIRONMENTAL.
EXPENDITURES
AS A .
PERCENTAGE

OF GNP

1972 — 2000

* In the final decade
Sof this century, -
the nation faces . .~
serious financial . . .-
_constraints that

RS

THE FUNDING GAP IS GROWING .
The gap between current resources and the investments needed to maintain

existing standards and meet new requirements is increasing. By the year 2000, total

ot oot s hae, i i

annual environmental spending requirements (public and private) will be about $200
billion, compared to a 1988 level of $115 billion. This huge difference can be met only
through greater efficiency, expanded public and private investment, and increased state
and local capacity to implement programs.
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At the local level, the funding gap is even more dramatic. In the year 2000, local
governments will have to spend an extra $12.8 billion per year, or 65 percent more
than they did in 1988 just to maintain current levels of environmental quality. They
will need to spend at least another $3.6 billion per year to comply with new regulations.
In all, communities may need to spend 83 percent more per year by the year 2000.

N . Billions 0f 1986 Dollars
| ANNUAL L.OGAL

40
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Even if state and local governments could borrow enough to pay for capital
investments, annual cash flow requirements to repay their debts will outstrip their
financial capacity. Between now and the end of the century, local governments will
need to raise 32 percent more money to cover operating and debt service costs.
This amounts to an increase in cash requirements of over 3.5 percent per year. Yet
over the same period, U.S. GNP is estimated to grow by only 2.37 percent per year
and population to grow by only 0.66 percent per year.

LoCAL CosTS Billions of 1986 Dollars
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IMPACTS ARE HARSHEST FOR SMALL COMMUNITIES

The nation’s smallest communities will be hit especially hard. For communities
of less than 500, the annual cost per household of environmental protection will
double, from 2.5 percent of household income in 1987 to 5.6 percent by the year
2000. At the same time, federal environmental aid to local governments is declin-
ing, leaving communities an increased share of a growing financing burden.

Historically, national debates on environmental infrastructures have paid rela-
tively little attention to “how to pay” or financing issues. Given the magnitude of
environmental funding needs, policymakers in the 1990s will inevitably have to con-
front the growing gap between future needs and currently available resources.
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THE NATION NEEDS TO IMPROVE ITS ENVIRONMENTAL
INFRASTRUCTURE FINANCING POLICIES

America’s lack of a viable national strategy for financing environmental invest-

ments manifests itself in several areas:

+ Tax and Environmental Policies Should Complement Each Other — the 1986
Tax Reform Act, while promoting greater tax equity, increased the costs of
financing environmental facilities;

4+ Federal Grant Policies Should be More Flexible— inflexible federal grant poli-
cies inhibit private sector participation in the financing of environmen-
tal facilities;

4+ State and Local Administrative Capacity is Eroding— federal participation in
the fiscal partnership with state and local governments is declining without
sufficient institution building at the state and local level to take its place;

+ The Special Financing Problems of Small Communities Have Been Largely
Underestimated — small communities cannot afford or lack access to the
financial markets. Part of the problem is structural — the fixed costs of
bond issues are higher as bond issues are small; unit costs of service pro-
vision are high as small facilities cannot achieve economies of scale in op-
eration; the user base may be too small to allow full-cost pricing, and a
low credit rating (of lack thereof) discriminates against small communities
in the debt markets; and '

4 The Environmental Equity of Economically Disadvantaged Communities Must
Be Resolved—many urban areas face serious environmental and public health
risks, making neighborhoods less livable and discouraging economic growth
and development.

THIS EXACERBATES THE FISCAL CRISIS ALREADY
TAKING PLACE AT THE STATE AND LocAL LEVEL

With few exceptions, ‘governments at all levels are in fiscal crisis. The lack of a
national environmental financing policy will aggravate this already difficult situa-
tion. In 1991:

. 4+ Thirty-five states reported operating shortfalls or accumulated deficits;

+ One in four city governments faced budget deficits in excess of 5 percent —

more than twice as many cities as in 1990; and

4+ Even states’ “rainy day” funds are being depleted. State budget stabilization

funds totalling $4.15 billion in 1989 fell to approximately $1.74 billion by
the end of 1991.

The current fiscal crisis does not leave much promise for bridging the state
and local environmental funding gap in the future. In fact, these fiscal trends exacer-
bate the problem; in this climate the capital markets are growing increasingly con-
cerned over state and local credit worthiness, further limiting the ability of these
government units to issue bonds and secure loans.
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LOCAL GOVERNMENTS ARE FORCED TO
RAISE RATES DRAMATICALLY

The results are rate shock and an undue burden on households. Rate shock is
translating into rate resistance and the postponement or cancellation of environmen-
tal projects. The ultimate result is noncompliance with federal environmental man-
dates. Economically disadvantaged households may find they are unable to pay for
water, sewer, and solid waste management services, and hence face an increasing risk
to public health.

Inadequate public investment in environmental infrastructure is translating
into a reduction in the productivity of the private economy. Empirical evidence sug-
gests that insufficient public investment over the past two decades can account for
as much as 60 percent of the decline in the growth of private productivity during
that period. The result is a decline in our international competitiveness. At the local
level, loss of product sales may mean plant closures, loss of jobs, and loss of local tax
revenues.

Rate Shock — Between 1986 and 1991, water and sewer rates in New York City
more than doubled, although water consumption rose only 6.5 percent and infla-
tion grew only 28.5 percent. In the Boston area, average household water and sewer
rates are expected to rise from about $500 per year in 1992 to more than $1600 per
year by 2000. Rate shock can severely affect small communities as well. For example,
in Ironwood, Michigan (pop. 7741), average annual sewer rates rose 44.6 percent
per year from 1984 to 1989 to equal over $454 per household. Rates are expected to
rise sharply in many communities around the country.

Rate Burden — According to an extensive study of the effects of rising sewer
and water rates on economically disadvantaged households in Eastern Massachusetts,
inability to pay will result in an increasing incidence of service shutoffs, especially
among disadvantaged households. The combined cost of these services plus home
heating will consume 29 percent of household income for such families by 1998.
According to the Boston Water and Sewer Commission, city water and sewer bills
have risen 39 percent in the past two years, and over the same period, water shut-
offs tripled as a result of nonpayment of water bills. '

A Weakened Private Economy — In the absence of public investment in ade-
quate environmental facilities, growth in the private economy is constrained. Con-
sider, for example, the benefits to the private economy of adequate public facilities.
A beverage producer using publicly supplied water from a large, central facility,
pays less per gallon of water and has greater productivity than would result from a
comparable producer self-supplying water on a smaller scale. The economy bene-
fits through higher private profits, enhanced public tax revenues, or lower prices to
the consumer. Public investments, such as enlargements of wastewater treat-
ment plants, allow private factories to operate at higher capacity with no net new
investment in capital plant. This, in turn, increases the productivity of private cap-
ital in the short run and stimulates new private investment in the long run.
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STATES ARE HAVING DIFFICULTY IMPLEMENTING
FEDERALLY MANDATED PROGRAMS

States environmental programs are caught in a vise between more costly
requirements and insufficient resources. The situation appears to be worsening. Some
states are seriously considering the return of federally mandated programs to the
federal government. Others are resisting taking on new programs without additional
federal funding. Many have sought to develop dependablel alternative funding
sources, primarily via increased use of fees. However, such funding sources are them-
selves at best supplementary and often meet stiff resistance.

The reluctance or inability of states to run federally mandated programs
themselves not only has an impact on the federal government but also affects local

compliance as states cut their enforcement activities. It encourages local noncom-

pliance as an environmental investment option.

~

EFAB Has Delivered Four Advisories 10 Date

In response to the growing crisis in environmental financing, the Board has
spent considerable time developing viable components of a national environmental
financing strategy. Its proposals provide a starting point for a national debate. That
such a debate takes place is critical, for in the absence of a credible and workable na-
tional environmental financing strategy, our nation risks losing many of the air,

land, and water quality gains that have been achieved over the past 20 years. EFAB

has delivered four Advisories for the Administrator’s consideration: ‘ 1‘ UL v :

<+ Incentives for Environmental Investment: Changing Behavior and Building
Capital — which looks at tax and other economic incentives to lower the

public costs of environmental investments as well as at ways to improve *'E T ; ; ;o
EPA’s environmental financing capabilities; LA s

4+ Small Community Financing Strategies for Environmental Facilities — which - Ty e T
focuses on the special problems of small communities and suggests actions ; T, F

to increase their access to affordable capital; . Ty > :

- Y- 5 o 3

4+ Private Sector Participation in the Provision of Environmental Services: Bar- f’; . ey ’ ,sj L
riers and Incentives — which considers federal, state and local opportunities % ‘ \{ DR

to ease restrictions on private sector participation in the financing of en- - Y 3

vironmental investments; and ’ R T »; )

4 Public Sector Options to Finance Environmental Facilities — which exa- = 3 = % s *
mines ways to increase the knowledge base of EPA and Congress regarding - By f; oy e .

: A 2 * ¥ '

the costs of environmental protection as well as institutional changes and F : : &-‘.5‘%

initiatives that would speed investments in environmental facilities. 3 ;; R
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The Board is ‘ % In addition to the Advisories, in May 1991, the Small Community Financing

changing the i Strategies Workgroup held a field hearing in Albuquerque, New Mexico. The New

perception of % Mexico Environment Department hosted the field hearing and Senator Domenici

:nglr&?]mi:g;l % was the honorary chair. The Workgroup heard Jocal officials discuss a range of small
dgllars sp ent with community environmental infrastructure financing issues. Other speakers dis-
few returns to cussed additional small community financing issues during an open session. The
‘ investments Workgroup and the speakers found the field hearing a useful forum for exchanging
e ylelding dividends ' ideas about small community financing problems.

in health, the
environment, and
our nation’s
¢economy.

Sound, Viable Aliernatives are Available to Meet
the Financing Challenges Ahead

Through its Advisories, the Board has focused on three ways to close the envi-
ronmental financing gap. The Advisories offer practical policy initiatives that would
help:

4+ Lower the costs of environmental protection — by removing financial and

programmatic barriers that raise costs and by improving the efficiency of

needed investments;

4 Build state and local financial capacity to implement environmental pro-

grams; and

4 Increase public and private investment in environmental facilities and

services.

LOWER THE COSTS OF ENVIRONMENTAIL PROTECTION
The Board investigated a number of opportunities for lowering the costs of

environmental protection:
<+ Reclassify all state and local environmental bonds as governmental bonds

provided proceeds are used to finance public-purpose environmental facilities.

municipal bbnds

This reclassification would lower the costs of borrowing for state and local

governments;

ised by states,
- cities, countles, “
‘and towns to pay could include a change in depreciation schedules in the tax code, the imposition

4 Broaden the use of economic incentives to prevent pollution. These incentives

of waste taxes, or the provision of tax credits for environmental investiment.
Such incentiv