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I . 

Mr. WilHam K. ReDly 
Administrator 
U.S. Environmental Protection Agency 
Washington, DC 20460 · 

Dear ~. Reilly: 

AfAR ! ? 1992 

I am pleased to transmit to you this Advisory or the Environmental Financial 
Advisory Board (the BOard). 1bis report describes problems that state and local 
governments race as they attempt to keep pace with the levels or lavestment required to 
meet national enVironmental goals. The report also presents alternative management 
and 1\mding approaches that the Agency . may wish to eonsider ai it works toward 
facllltating greater investment at the state and local levels. 

The Board examined changes to existing financial institutions and the 
~blishment of eomplementary institutions that eould help ensure the nation's 
environmental investment needs are met in ail emclent and timely manner. The Board 
considered: · 

o Taking regular inventorieS of national environmental program costs; 

o Improving the effectiveness of the SRF program; .. 

o Evaluating the f~ibility of trust funds as pew mechanisms for directing 
funding support to state environmental programs; and 

o Examining dedicated -fee systems as sources of funding for federal 
-and state environmental programs. · 

..; 

I want to thank GeOrge Raftelis, Chair or the Public Sector Workgroup for his 
leadership in producing this Advisoey. The Board Is Committed to helpiDg EPA addreSs 
the issues raised in this Advisory and will gladly. provide supplementary material, if 

. requested. We appreciate the opportunity to assist the Agency in its work, and look 
· forward to continuing this dialogue in the future. 

Respectfully ~bmitted, 

Richard Torkelson, Chair 
Environmental Financial 

. Advisory Board 
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EXECUTIVE ~y 

The Environmental Financial Advisory Board (the Board) was established in August 1989 
to counsel EPA on ways ·to enhance investment in environmental facilities. The Public Sector 
Workgroup was forme4 within the Board to explore public sector straiegies that could enhance 
total investment in environmental facilities. · 

BACKGROUND 

The cost of maintaining a clean environment is growing'rapidly. Accordilig to the Cost 
· of Cll!lln report, annual public expenditures in drinking water, water quality, and solid waste 

management muSt increase by· over 17 pen:ent between now and the end of the century just to 
maintain current standards. State and local investment alone is expected to rise by almost a~ 
over the same .period. Furthermore, state . and local govemments will be responsible for an 
increasing share of total public expenditures - their sbare will rise from 88.S pen:ent to almost 

- 99 percent of total public expenditures required to maintain current standards between 1988 and 
2000. 

Some state and local governments may be unable to keep pace with these e$CIIating 
requirementS. In particular, the Board identified three potential obstacles to the successful and 
timely achievement of the ~on's environmental goals: 

• The inability of some small and economically disadvantaged communities to 
access publicly available capital or other funding sources at reasonable terms; 

• Limits on local governments' ability to debt-finance environmental projects; and 

• Limits .on the effectiveness of government-sponsored financing mechanisms as an 
alternative to municipal debt markets. · 

PUBUC STRATEGIES FOR FINANCING ENVIRONMENTAL FACILITIES 

The Board considered several options that could help state and lOcal governments meet 
the financing cballenges they· face. The first, which is independent of the others, calls for 
consistent, timely accounting of the public costs of meeting national ~omental mandates. 
The second two options consider incremental adjustments to existing public finance institutions 
. and new public ~r finance alternatives. The final option looks at potential revenue sources 
that could be tapped to help finance environmental investments. 

Regular Inventor)' of Enviro~ental Protection C~ 

The Board first considered the availability of current data on the public costs of meeting 
,environmental mandates for wastewater, drinking water, and solid waste infmstructure. Cost 
data for drinking water and solid waste initiatives are not ~llected in a comprehensive way or 

Page i 



on a recurring iJasiS, as they are for wastewater facilities • . Such data would provide. a valuable 
tOol to assess the financial impact of mandates, evaluate ·financing strategies, and measure 
progress towaid environmental goals. The Board therefore urge$ BPA to qp.ie+Jce a regular 
c:olllptehensive· inYeatory Of the·publie sector costs- of ell'YimJuneDCd protection. 

ImproviDg the Effectiveness of the SRF Progra,m 

'lbe Board supports administrative and statutory improvements to the CUI'l'ellt SRF program 
·as a near-term priority. The Board examined four options EPA could recommend to Congress. 
It could seek increased flexibility, allowing states to use some portion of their QVerall SRF assets 
for program administration after 1994. Further modifications to the present rules include 

·examining whether the SRF should play a rote in offering financial support for public-private 
partnerships where funds would be used. for public-purpoSe envirolimental investments. The 
Board also considered improving financial assistance to small communities under the Title VI 
SRF program. Finally, 'the Board examined the option of funding the SRF program at fully 
authorized levels for FY 1993-94 as well as appropriating the difference between the amounts 
authorized ·under Titles U and VI and those artnaUy appropriated to date,· or alternatively, 
funding the SRF program at $2.0 billion per year for 1993 and 1994, or for 1993-98, followbig 
the Administration's budget requeSt for FY 93. 'Ibe Board strongly endorses this recent and 
timely action on the part of the Admi.nistlation, and encourages consideration of maintaining this · 
level of funding -through 1994 and the-next reauthorization period. The Board ·encourages that 
aU of the above options be considered by EPA. 

Public Finance Options for Ea~nmental Pro~on 

To the e~ that further federal funds for capital financing become available, the Board 
considered several public finance options for the delivery of that assistance. These options 
include: directing the funding to the current SRF program; . channelling funds 1nto an SRF 
program with expanded eligibilities; and using the funds to help capitalize a national trust fund 
or, alternatively, individual state trust funds. . 

' 

Continued Federal Fundine of the SRF Programs 

If further federal funding is made available, the Board supports directing ~ch funds to 
the current SRF programs, as they have seJVed as a su~l mechanism in providing 
assistance for wastewater investments. 

However, the Board generally does not support the creation of set-asides within the SRF 
to target national priorities. Separate accounts that assign a ~ funding priority to a 
subset of programs can be rigid and unresponsive to state needs and priorities. In contrast, the 
Board supports the establishment of set-asides based on the recipiet.t group targeted and type of 
assistance offered, such as set-asides for small system projects. In addition, the Board feels that 
the cost impact of ntte D equivalency requirements and cms8-cutters should be evaluated in the 
event that federal funds beCome available. It may be advisable to limit the scope of these 
requirements if their costs Outweigh the public benefit. · 
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Bxpansion of the SRF Pro~ 

The wide variety and m~tude of public health and environmental needs for physical 
facilities ll'P.e for additional flexibility in the SRF progm~n for assisting multimedia eligibilities. 
In response to this need, the Board endorses an expansion of eligibilities for the SRF progm~n 
contingent upon further federal funding. .The Board urges that an evaluation of the impacts of 
federal cross-cutting authoritieS be undertaken as· pirt o~ this approach is w~ll. 

The Board is concerned that expansion not undennine the origiaal financial objectives .of 
Tide VI. Thus care must be taken not·to compromise the fiscal integrity of the SRF. The most 
compelling pollcy argument for expanded eligibilities cente~ on hardship situations where 
communities cannot afford to proceed unless grants or principal subsidies, in some combination 
with loan assistance, are available. The financial risk is that SRF grants could deplete the 
corpUs of the progm~n and, at the same time, Jeduce hard-won acCeptance of its credit functions. 
The use of principal subsidies, however, such as those proposed in New York, would not deplete 
the corpus. of the SRF.. · · · 

If hardship grants are authorized for expanded and current eligibilities of the SRF, the 
Board urges that they be made from a financial set-aside created specifi~y for that purpose. 

Enyin)nmental Trusts 

~ The Board considered national and state environmental trusts, to setve both program and . 
capital assistance functions. An environmental trust as conceived here is neither a· competitor 
nor an alternative to the SRF program. On the cOntrary, a trust could seave a valuable capital 
formation function in many . states, not only to assist the SRF, but also other state financing 
programs. The Board believes a properly designed trust could perform these functions with fee 
revenues and certaili other authorities independent of annual federal appropriations.· Given the 
uncertainty of future federal funding, a trust could play a particulatly important complementary 
role in building state capacity and fmancing multimedia environmental infrastructure. 

The Board RCOgDizes that state environmental trusts. and fee systems have been established . 
by some states and shares the concern that federal actions not disrupt ~w;rent state initiativ~ in 
this regard. 1be federal role in expanding the use of state trusts should be one of active 
encouragement through a number of incentives, · but without penalty for nonparticipation. 

. . 
Although the trust concept has several major concerns, the Board believes that the potential 

inherent benefits wanant a cross-program evaluation by EPA and careful consideration by 
federal and state policy · makers. As part· of the trust evaluation, the Board recommends that 
EPA examine the state trust concept as an alternative to the natiC?nal trust, supported by fee · 
revenues and federal incentives~ The evaluati~ should stress the advantages and limitations of 
linking the state trust with the SRF and should include incentives and soun:es of revenue. The 
evaluation should also consider modifying the SRF itself to accommodate the broader multimedia 
functions of a state tnlst. The latter becomes particularly advantageous if eligibilities are 
expanded for the SRFs. 
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' .. 
Dedicated Fee Systems as a Source of Funding for Feclei'al and· State Environmental 

. Programs 

The Board urges the Administration to support and encoumge the adoption and expansion 
of state enviromnental fee systems and to investigate opportunities· to establish national fee 
systems. The latter activity must be carefully evaluated for potential duplication with disruptive 
effects on state programs. Further, in many cases state environmental programs cannot, and 
probably should not, be totally dependent for funding on fee-based revenues. The Strength of 
state programs is enhanced by their use of and access to a diversity of funding sourees, ~luding 
federal appropriations. 
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I. INTRODUCTION. 

. · ·Financing the resto~on and protection of the environment presents a challenge that may 
be increasingly difficult to meet. Total public investment (capital outlays as well as expenditures 
.to cover operating and maintenance costs) in drinldng water, water quaHty, and .solid waSte 
management totalled $22.78 billion in 1988.1 AnnUal investments will nave to grow to $26.74 
billion by 2000 - an increase of 17.4 percent in constant dollars -just to maintain current levels 
of environmental quality. State and local investment will have io· inc~ by ·31 percent over 
the same period, from $20.17 billion in 1988 to $26.42 billion a year by 2000. Compliance 
with new iegulatio~ is expected to push state and local requirements even higher, to a total of· 
$29~02 billion by 2000. . 

If 1988 levels of investment are maintiined, - and local goveriunents may face a 
financing gap of almost $9 billion per year by the end of the century. If costs are not reduced, 
state and local investment in the environment will need ·to increase by 3.1 percent per year for 
the next 12 years to meet expected levels of environmental qUality. This is· stibstantially faster 
than the average expected rate of growth in US c;JNP over that period, which is forecast to equal 
2.37 percent per year from 1990-2000.2 State and local de~ for capital alone will need to 

·rise from $4.7 billion per year in 1988 to $5.4 billion per. year by 2000 ·to.maintain cUrrent. 
standards, an ~rease of $700 million per year. ' 

~ PUTI'ING PUBUC FINANCE PROBLEMS IN PERSPECTIVE 

From a public rmance perspective, it is questionable whether state and local ability to 
borrow can keep' pace with the rising expenditures anticipated under current policy. ·. In . 
particular,. environmental investments· may be in~ingly delayed, as small and economically 

. disadvantaged communities often cannot get access to or afford the cost of capital. Delays may 
also result from state limits on local indebtedness that can raise the· cost of capital financing for · 
local governments. BxaJDples of these problems are described below. ' 

Small· and Disadvantaged Communities 

Small and e®nomically disadvantaged communities frequently do not have establiShed 
·credit ratings, miJdng it difficult ~d eostly for them to issue bonds for capital projects. 3 ~ose 
communities that can issue bonds pay high costs of capital because the fixed costs of .issuance 
impose a ~realer burden when spread_ over a smaller· bond issile and may pay a higher yield 
because of their credit risk. Communities without sufficient credit experience may be required 
to secure bond insurance that raises the cost of capital further. Small siZe alone raises unit 
·capital costs because such communities cannot take ~tage of economies of scale •. Siiice most 
environmental· facilities serve towns with small.populations, this problem is widespread. For 
example, approximately 81 percent of the wastewater treatment plants in operation in 1988 
handled less than 1 million gallons per day (typically adequate . for populations of 5,000-
10,000).4 Almost 88 percent of the nation's community water systems serve fewer than 3,300 
people, and .most publicly owned landfills are small, accepting less than 30 tons of refuse per 
day, the average amount generated by a community of up· to 8,400.5 · · · 
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State Limits on LGcal Indebtedness 

Many local governments face restnctions on their leVels · of indebtedness. While these 
restrictions are intended to protect the fmancial integrity of substate governmentS_, they aiso 

· increase compet:ition for credit. capacity. This means that the rising d~ for debt-financed 
environmental investment will be competing for a growing share of a relatively fixed level of 
total debt. · 

Restrictions on indebtedness limit the use of general obligation bonds. Indeed, this is the 
case in many States that limit total outstanding general obligations of their lOcal govenmientS to 
a fixed percentage of the value of real property in that locality. As a result; 1~ governments 
have bad to tum more to revenue bond fiDancing, which has led to a general increase in user 
fees to help pay for the associated debt service. 6 If, over time, debt service exceeds the revenue 
from user fees, a community's credit rating may suffer along with. its ability to issue futUre debt. 
User fees can support only a certain level of revenue bond debt. An economically disadvantaged 
community's ability to raise its fees to support further debt may·be constrained once fees reach 
beyond one pertent of the median household income for each service. Increasing debt. beyond 
this point will cause its debt eoverage to fall, and hence its solvency will ~me into .question. 7 

In Boston, for example, the current · average annual combin~ . water ·and sewer bill is 
about $337 per household. 'Ibis is expected to rise substantially o®e the costs of the·federally 
·maildated clean-up ofBost9n Harbor are added. By 1996, the average combined bill is expected 
to equal $999; and by 2000 it is expected to grow to over $1,300 per year, per household.8 .Not 
surprisingly, a local action group is attempting to get rates rolled back to their 1988 levels. 9 

· 

If this occurs, the municipality's debt coverage may be seriously reduced, damaging its·credit 
rating, limitirig its market access, and consequently hampering its ability to meet' future financing 
requirements. While not all examples are equally dra!Datic, other cities also are fast approaching 
the one percent threshold in each· service. 10 

Existing Alternatives to the Municipal Debt Markets. 

· The SRF program was introduCed to replace the construction grants program in the 
financing o{ wastewater facilities, placing program responsibility on. the state and hence closer 
to actual n~. As loan repayments accumulate and revolve as new loans, SRFs are expected 
to create sustaii:lable, self-sufficient, and long-term sources of capital for local water quality 
investments. Fmally, SRFs were intended to leverage federal resources in order to ameliorate 
more of the nation's water quality pioblems at a quicker pace. 

Virious statutory restrictions on the uses and sources of funds in the program may act 
to lessen its effectiveness. These restrictions include limits on administrative expenditu~, the 
application 9f federal cross-cutting authorities, and the exclusion of the private sector from 
funding assistance. · · 
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B. PURPOSE OF THIS ADVISORY 
. . 

. . ' . . 
The Board believes · it is both necessary and timely for EPA· to develop positions on 

promising public fmance strategies to respond to these problems. 'More generally'· the elevation 
of environmental fmance as an agency theme is an essential step to giving more recognition to 
the ways and means of paying for pollution prevention, control, and abatement.11 As an 
Agency priority; the development of en~nmental financing strategies would beip: 

• Underscore the fact that national environmental objectives cannot be met without 
adequate fiscal capacity to support state· and local environmental pl'Qgrams; 

• Reinforce the validity and role of such ~gies as a vital part of achieving 
national objectives; . 

· • Focus on the approaching reauthorizations of key environmental laws as near-term 
opportunities to bring finance issues to the. forefront; and 

• Stress the importance of imagination, vision, and innovation in improving exlsting 
financing mechanisms and in evaluating new ideas and approaches. 

. In serving these broad purposes, this A,dvisory proposes several strategies to help state 
an~ local governments finance environmental faciliti~. These options include: . 

. . . . 
• Institutionalizing the measurement of the public costs of environmental mandates 

in water quality, water supp.iy, and solid waste managem~t; 

• Improving the ·effectiveness of the SRF program in achieving the nation's water 
quality goals; . 

• Exploring the feasibility of seveial new public financing institutional approaches 
that would build state capacity and assist ~ocal governments; and 

• Exan1ining fee system~ as a means of financing environmental programs. 
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. . 
D. REGULAR INVENTORY. OF ENVIRONMENTAL PROTECTION COSTS 

· The biennial Needs Survey documents the capital cost of brin~g all publicly ow~ 
wastewater treatment works into compliance with the Clean Water Act, as well as the; cost of 

. meeting the needs of the population 20 years hence. The ieport is required and defined by 
sections 20S(a) and Sl6(b) of the Clean Water Act. Cost estimates presented in previous surveys 
served as a basis for authorization and allocation of func!s tO ~ under the constmction grants 
program. The institutionalization . of a similar . survey in other environmental areas - i.e.' 
drinking water-and solid waste mana.gement (and the expansion of the current snrvey. to measure 
costs of nonpoint source pollution, 5tormwater runoff and other water quality areas not currCntly 
measured) - would demonstrate to Congress the financial requirements of meeting a fuller range 
of national environmental·mandates. Such a measure would also provide infonnation crucial to 
states faced with rising costs of compliance in all three media. · In particular, it would assist 
~ in budgeting and allocating capital, without prejudice for environmental media. 

A. ·STATEMENT OF 'tHE ISSUE 

A regular inventoey of the cost of national enviromilental inandates w(,uld help tbe 
Administration and Conpess uliderstand th~ fiDanCing cballeoges faced ·by state and I~ 
govemments and provide a basis from which . to measure proiJ::ess in achieving environmeatal 
goals. Such data would help policy mateo select the most appropriate environmeutal goals and 
establisb the level of federal support to state and local efforts to achieve those goals. The 
i.Dfonnati9n also ·would help state and local governments allocate limited funds to competing 
environinentBl priOrities. Yet, while the joint EPA/state biennial Needs Survey provides this 
type of intonnation for wastewater treatment plants, comparable estimates are not required by 

. statute and are unavailable in drinking water or solid w• programs. 

B. POTENTIAL APPROACBFS 

Expansion of the Needs Survey 

One potential approach to filling the cast-assessment gap would expand the joint 
· EPA/state bieamw Needs Survey of municipal wastewater treatment facilities to include estimates 

of related water quality needs such as stormwater·runoff controls, nonpoint source· programs, 
and estuary management activities~ In addition, BP A should consider the initiation of separate 
but similar needs surveys for community water ~upply and municipal solid waste management 
facilities. Special.care would need to be taken by BP A and the states . to fully define categories 
of need in these two media, and· active state participation in the ~llection and. evaluation of such 
data would be c~cial to ensure tbat needs were accurately represented. 



Benefits and Concerns 

'lbe primary benefit of using this approach is the improved accuracy that !iOUld result, 
as states would individually collect data and submit estimates of need. Second, Congress would 
be apprised of state and regional needs for each media. 

However, institutionalizing the Needs Survey in other media raises the question is to 
whether states actually have the raw data a~le for such an j.nventory. Definitions of need 
in drinking water and solid waste currently have no statutory basis and states are only beginning 
to measme the costs associated with these newer .areas of concem in water quality. In the 
absence of readily available data, therefore, another concem is the cost of establishing new data 
collection. initiatives ~d .ensuring that they are roughly comparable across the SO states. 

IDstitutiooalizing the "Cost of Clean Report" . 

A second option would annualize BPA's periodic report, Environmental Investments: TM 
Cost of a Clean Environment (the Cost of Clean Report). 12 This report covers all three media 
(as well as other environmental programs), · and projects capital as well as . operating and 
mainteDaoce costs over a 10-year period for three scenarios: maintaining current· standards, 
meeting new regulations, and achieving full implementation of current standards. 13 Further, 
it breaks down cost estimates into U.S. BPA, non-BPA federal, state, local, and private share$." 

Benefits and Concerns . 

'lbe primary advantage of using . the · Cost of. Cl~ Report is that it is an existing 
measurement tool ~ estimates required capital and operating expenditures in the three media. 
Anotlier advantage is· its relatively low cost. Because Congress .does not currently make 
decisions regarding authorization or allocation of capital grants for m~cipal drinking water or 
solid waste facilities, an institutionalized Cost of Clean Report may be a cost-effective way to 
ensure that the basic infonnation on environmental costs is available. · 

· However, the Cost of Clean Report projections in wastewater are based 9n the N=:fs 
Survey data. . For consistency, a similar approaqh would be required for the other media, 
implying. that the Cost of Clean approach might necessitate expansion of the Needs Survey 
anyway. 'lbus, rather than representing an alternative option, a successful, annnali~ Cost of 
Clean Report may only be possible in eonjunction with the first option presented. 

A second concem is that the ·information in the Cost of Clean Report is aggregated for 
the nation u a whole, rather than state-by-state. Thus it is of limited use in heJping states meet 
theii-p~g Deeds for capital invest;ment, especially for projects requiring cross-meQia, risk­
based funding. In addition, the financial impact of federal tegU]ations on individual states is 
impossible to assess for federal poHcy purposes if this infonnation is presented in an aggregate 
form. 

A final benefit of using either report is that undertaking a regular inventory. of the public 
costs of national environmental mandates in several media would help EPA and th~ states 

a,dini~~ster various geographic initiatives, including for example, the Great Lakes Initiative, the 
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' 
Gulf of Mexico Program, the Chesapeake Bay and Puget Sound Programs, and -the Long Island 
Sound Program. 

However, as currently structured, ·neither report includes an assessment of the costs of 
· meeting environmental goals conditioned on pollution prevention measures being implemented. 
There is growing evidence that pollution prevention can pay for itself by reducing the overall 
waste stream and therefore the costs associated with meeting environmental standards. Inclusion 
ofthis'·kind of cost assessment would provide an accurate estimate of needs and therefore help , 
states and the federal government increase the efficiency of their environmental investments. 
In making decisions regarding the allocation of investment funds, an expanded report would 
allow. comparisons to be made on the return per dollar,. with and without pollution prevention 
measures. 

Despite several caveats in using either or both reports described above, the Boud 
recommends· that the public capital costs of environmental mandates be estimated on a regular 
basis, in .the three media of water quality, drinking ·water, and solid waste management. · 
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. I 

ID. IMPROVING THE STATE REVOLVING FUND (SRF) PROGRAM 

State Revolving Funds have replaced the construction grants program in the financing of 
publicly owned wastewater treatment works. The Board evaluated a series -of changes to the 
SRF · progr&m that could help reduce the cost of SRF financing, increase funds available to 
localities, and strengthen the overall effectivepess of the SRF program. 

A. STATEMENT OF THE ISSUE· 

The 1972 Fedelal Water Pollution .Conttol Act created EPA's Construction Grants 
Program, which provided federal grants to local goveminents for the construction of muiucip31 
wastewater treatment facilities. Under this-program, the federal government bas provided over· 
$SO billion dollars over the last 20 years for the p~g, design; and construction of sewerage 
facilities nationwide. In 1981, tbe ·program was streamlined, and in i987, the construction 
grants program began a four-y~ phase out of new funds appropriation. . Pennanent revolving 
· fmancial institutions, or State Re~olving Loan Fuilds (SRFs)., were phased in with federal grant 
money and state matching funds that will capitalize the funds Until 1994 .. The -~ finance 
future wastewater treatment needs aild other water quality management activities with loans from 
these funds, the repayments of wbich will ·allow them to revolve their lending ability in 
petpetuity. 

To maintain current standards in water quality, total public expenditures on new capital 
outlays must exceed $49 billion. ·between 1988-2000.14 Compliance· with new regulations will 
increase total needs slightly, to $49.2 billion over the period, and achieving full implementation 
increases ~tal capital requirements to $82.2 billion. 1be .authorized levels for capitalization and 
implementati~n of the SRF program under the 1987 reauthorization of the Clean Water ~ct will 
fall short of total required expenditures. Total federal funding under Titles II and VI from 1988 
to 1994 will equal -$12.43 billion, if appropriations in FY 1993-94 equal authorizations~ 15 The 
state match of 20 percent will bring the.total to $14.92 billion for the period. These loans will 
therefore have to "revolve" several times before needS are met. Several states, however, are · 
providing more than the 20 percent m8tch requ~, or "ovennatching" their funds. 16 ~ 
addition some states have undertaken bond leveraging activities. Both. of these actions will act 
to increase the total amount of available funds. Overmatch funds alone, for example, would 
add anther $1.07·billion in funds available and proceeds from .leveraging would"add as much as 
$5.8 billion. 17 · · 

. . 

. Given the magnitude of the needs and the increasing importance of the SRFs in meeting 
them, the Board considered several improvements that could be made in the program, to 
facilitate state efforts in meeting the water quality challenges they face. 
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B. POTENTIAL APPROACHES 

The Board ·examined the merits of a number of changes, including: 

• Seeking flexibility in the 4-percent restriction on use of funds, to allow states to 
use some portion of overall fund assets for program administration after 1994, as 
several states could ~ise face temporary deficits in their budgets for 
administration; 

• Allowing the SRF to support public-private ~erships for wastewater services; 

• Improving financial assistance to small communities under the Tide VI SRF 
program; and 

• Funding the SRF program at the authorized Jevels for FY 1993-94 and 
appropriating the difference between those amounts authorized under Titles II and 
VI, and those actually appropriated to date. 

Seeking FlexibUity in the 4-Percent Restridion on Use of Funds for Admiaistrative 
~ . . 

. Currently, states are allowed to set aside up to -4 percent of their capita1i~tion grant to 
pay for SRF administration. 11 However, when federal capitalization grants begin to decline in 
1991 and end~ 1994, fedeially provided funds for ~on will similarly decline and end • . 
:After 1994, states will have to appropriate funds frqm state budgets or charge li:lministrative fees · 
to cover the costs of SRF admbiistration, unless they ~ managed funds to carry tbeoi beyond 
FY 1994. Many states, especially those facing budget deficits, may be unable to provide 
appropriations. Administrative fees, however, could discourage demand for loans. 

. ' 

· To help states avoid short-term deficits that may result, BPA cOuld propose -a statutory· 
amendment that would allow states to use some portion of their overall SRF fund assets for 
prograin administration after 1994, phasing in this new allowance· for administrative costs as 
capitalization grants are winding down. This strategy would ensuie a continuity in state · funds 
available to cover SRF administrative costs. · 

Since a minimum level of administration is necessary to service outstanding loans and 
maintain. the integrity of the fund, the opportunity tO reduce administrative costs is limited. 
OrdiDarily, administrative costs associated with a moie mature program would be expected to . 
decline along with loan origination after the federal capitalization grants end. For some SRF 
programs, however, some costs associated with loan administration will not decline with the 
drop jn, loan origination - for example, the fiXed costs 8$sociated with administering the 
portfolio ·of outstanding loans. In addition, some program managers may find it difficult to 
reduce staff proportionately. In the years immediately following the cessation of capitaliution 
grants, therefore, overall .administrative costs will be high . relative to funds · available for ~ 
lending. States that did not prepare adequately tO cover their administrative expenses are at risk 
(C?r delayed ~mpliance. These states woul~ probably need to charge administrative fees. 
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· Several states already do this and should be able to cover ~eir expenses. Some states, however, 
may find they have to levy additional charges once ~eir administrative allowance is reduced to 
zero, and may stUl fa~ short tenn deficits, as is demonstrated in the model outlined below. 

The magnitude of the problem may be illustrated by modelling the accpu~ts of eight SRF · 
programs. 19 One method of raising. funds for SRF administration is through loan origination 
fees that, in effect, would add basis. points to loan interest rates. The accounts of eight SRF 
programs were examined to measure. the adequacy of admin.istrm,ve funds if either a .5 Percent 
or a 1 percent administrative fee were added to all post-1990 loans. 

The model uses states' anticipated administrative costs for each ·year as the target. 20 

Appropriations were esti~ated to equal 78 percent of authorizations for FY 1993-94, following 
the Administration's request for 1992 levels. Appropriaqons for FY 1990, 1991, and 1992 were 
set at actual levels received and fee percentages were added to interest rates charged for all post-
1990 loans. 21 ·The model assumes loans are disburSed in total, debt serviee begins one year 
after disbursement, and that a state's fee surpluses in any year would accrue interest at 8 percent 
and be used to off~ future deficits. 22 

· Tables 1 and 2 demonstrate the deficits that each state inay face.· Over time, as loan 
repayments grow, th* deficits will disappear ·and states will begin to accrue surpluses. 

Table 1: Annual Administrative Net Deficit in Eight States Using a .5'11 Fee 
($ millions) 

1992 1993 1994 1995 1996 1997 1998 1999 

Connecticut . -0.77 -1.27 -1.42 -1.60 -1.36 -1.17 -0.95 -0.76 

Georgia · 1.03 0.96 0.63 · 0.08 -0.43 -0.46 -0.43 -- -0.39 

New Jersey -1.61 -3.88 -4.77 -5.21 -5.09 -4.98 -4.93 -4.92 

New Mexico 0.35 0.31 0.16 -0.11 -0.24 -0.22 -0.18 -0.09 

South 0.07 -0.09 -0.22 -0.29 -0.24 -0.17 -0.17 -0.17 
Dakota 

Tennessee· -0.~3 -0.52 -1.41 -1.15. -1.66 -1.59 -1.57 -1.50 

Texas 6.98 7.32 6.69 5.03 3.39 1.72 0.026 -1.56 

Virginia 2.74 3.09 3.28 3.25 . 3.35 3.61 3.91 4.27 
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Table 2: Annual Aclminimative Net Deficit in Eight States Using a 1% Fee 
(~ millioas) 

1992 1993 1994 1995 1996 1997 1998 1999 

CoiiJle!Clicut -0.60 . -0.77 -0.68 -0.61 -0.13 . 0.14 0.90 2.15 

Georgia 1.11· 1.29 . 1.35, .1.33 1.44· 1.63 1.93 2.32 

New Jersey -1.44 -3.51 -4.18 -4.45 -4.09 -3.86 -3.76 -3.74 

NewM~co 0.37 0.41 0.38 0.27 0.22 -0.20 0.27 0.53 

South -0.09 0.00 -0.13 -0.18 -0.07 0.06 0.13 0.22 
Dakota 

·Tennessee 0.59 -0.28 -L09 -1.32 -1.14 -0.99 -0.96 -0.81 

Texas 7.60 . 9.05 9.97 10.23 10.81 11.64 12.77 14.21 
v· .. . aguua 2.82 3.36 3.99 4.61 5.53 6.84 8.30 9.94 

If this group even roughly represents the nation as a whole, .then several states may find 
they cannot cover their expected administrative costs with a .5 percent or even a 1 percent 
fee.23 

Benefits and Concerns 

Lifting the restriction on "eligible uses of the SRF" would help preVent such short-teiDl 
deficits in states that did not act to ensure they would have adequate funds to meet their 
administrative costs. The primary concern is that some states will jeopaidize the Iong-tem1 
lending ·ability of their SRF to cover short-run administrative costs. In all likelihood, not all 
states will be ill-prepared to cover administrative costs.24 Further, there is conflicting evidence 
as to whether states are planning ahead to cover such costs. 25 In the absence of compelliDg 
evidence that administrative Shonfalls will be significant and widespread, the Administrator may 
want to request that Congress maintain some restriction yet allow a portion of fund assets . to be 
used for administrative purposes. 'Ibis would provide SRF programs some leeway in covering 
. their costs yet protect the origi.Dal goais of the SRF. 

A second concern is the inherent tradeoff that wOuld occur if some portion of fund assetS 
were allowed to be used ·for administrative purposes. The higher the expenditure on 
administration, the fewer funds available for lending • . 

The Board therefore recommends that the iestrictions on "eligible activities of the SRF" 
with respect to the financing of SRF administration be lifted to allow. states to use some portion 
of their overall fund assets for prognun administration after 1994, phasing in this new allowance 
for administrative ~sts as capitaUution grants are winding down. Bach state·would have to be 
examined in order to detemline whether it can expect to nan short of funds, and the magnitude 
of its expected shortfall. Once the extent and duration of each State's expected deficit were 
~easuted, the-appropriate allowance would be detenni.ned. · 
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Allow the· SRF to support PubUc-Private Partnerships for Wastewater Services 

. The Board conside~ ·lifting the limitations on use of SRF monies to finance the publicly 
owned portion of wastewater treatment facilities. Privatization of wastewater treatment plan~ 
gained momentum in the 1~80s due tO incentives provided in the 1981 and 1982 Tax Reform 
Acts. Eight wastewater treatment plaitts ·were privatized-in the early 1980s, one of which bas 

· since been sold back to the local public sewer authority. 26 After the 1986 Tax R.eforin Act, 
however, most of the earlier tax benefits were lost and no additional fully privatized wastewater 
treatment facilities have been built in the United States since that time. 

At issue ·is ~merit of a federal policy that restricts local choices. In particular, why 
should SRF funds be restricted to publicly owned treatment works if a locality, for whatever 

· reason, chooses to involve a private partner to improve its delivery of wastewater treatment 
services? Where private sector involvement can be sltown to be beneficial. to the public purpose, 
th~ remo~ of this restriction would widen financing opportunities to that sector,· and could help 
ensure timely investments in wastewater facilities. 27 · · . 

Benefits and Concerns. 

. Allowing the SRF program to offer assistance in cases of private sector involvem~nt 
would expand the range of possible fmancing solutions available to municipalities cons_idering 
participation by private enterprise. Where such participation could be shown to be beneficial, 
access to · SRF funds could help encourage private sector participation. 

In addition, allowing the SRF to support public..:private partnerships could increase 
interest in privatization of wastewater treitment plan~. Clearly the benefits of further 
privatization depend on the individual circumstances. In some cases private sector involvement 
can reduce the costS of providing tnvironmental services, simultaneously freeing pubUc funds 
for use in other areas. The private sector may also be able to achieve solutions where local 
governments cannot, due to legal or political barriers. · 

There are, however, concerns associated with allowing this use of funds. First, if ari 
SRF bas borrowed to provide funds tO the private sector, it may face restrictions under the 1986 
Tax Reform Act since such loans will have been made out of the proceeds of private activity 
bonds. The implications under current ,tax law would therefore need evaluation. 21 Seeond, 
states may face political resistance to offering funds to.the private sector ahead of municipalities, 
even where the participation by private enterprise is warranted. FIDally, loans to the private 
sector may require adjustment of the SRF' s lending_ terms, a8 the alteinative financing 
arrangements available to the private sector differ from those available to the public sector. 

There was also concern on the part of some Board members that subsidies to promote 
public-private partnerships would be more efficiently and effectively delivered ·through tax 
incentives instead of through the types of assistance available .from the SRF. · In addition, some 
members questioned whether the private sector should receive any subsidy at all. 

For the pu1p0ses of this Advisory, however, . the_ issue discussed was one of the delivery 
of a subsidy and the Board would urge that the SRP's role in this delivery be made a primary 
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issue on the BFAB agenda. (The Board bas also recommended that EPA evaluate increasing the 
flexibility of grant policies to pe~t the privatization of grant-funded publicly-owned treatment 
works. The reader is referred to EFAB's Private Sector Incentives Advisory).29 · 

Improving the Financial Assistance to ·Small Communities under the SRF Program 
. . 

In a Companion Advisory, SmtiJl. Community Financing Stralegies for Eliviroiunental · 
Facilities, the Board recommended three ways to improve the availability of Title VI SRF funds 
to small and economically disadvantaged communities. 30 ·'Ibese included:· 

• · Creating a small community set-aside under T'rtle VI SRPs to provide principal 
discounts or principal subsidies on SRF loans or direct grants in the case of 
demonstrated. need; 

• Creating a new revolving . fund exclusively for small communities covering 
. wastewater treatment, drinking water and solid waste management; and 

• ~~ the SRF loan term beyond 20 years for small communities. 

Some barriers to financing affect sman ·communities under Tide VI SRFs~ In particular, 
the Board. found that small communities may not be able to compete successfuUy against their 
larger couitterparts for SRF funding, or may not be able to-afford that funding where it is made 
available' to them. Small communities may not seek SRF loans because they lack the ability to 
document needs or meet applicali~ i'equirements, and, · tiDally, they may be unable to finance 
the operating costs associated-with an SRF financed wastewater facility. (For further discussion 
of theSe options the Board refers the reader to the Small Community Advisory cited above.) The 
Board. recommends ·that ·these options be considered in concert with the other SRF options 
discussed. 

• 

The Board recognizes that set-asides reduce state flexibility in dealing with small 
communities and grants may deplete the corpus of the· SRF itself. (Subsidized assistance other 
than dilect grants could avoid fund depletion, and are discussed in Section IV B, subsection 
entitled Expansion of the SRF Progmm). 'Ibe Board expressed the concern that such set-asides 
be funded through additional federal appropriations. · 

·Funding the SRF Program at Authorized Levels 

A fourth option consideled funding improvements in the SRF program. A continuation 
of the cap;taUzation program could help meet point and nolipoint source investment needs. Fully 
authorized levels could be appropriated for FY 1993-94. Further funding could be made 
available by aPIJropriating an extra $1.43 billion,. which is the difference between amounts 
aUthorized under T'ltles U and VI from 1?86 to 1992, and the amounts actnaJJy appropriated in 
those years. This $1.43 billion, while not enough to close the gap between needs and resources, 
would contribute toward that goal. 
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The further capitaJiutio" could be distributed ·in several ways. It could be used to 
increase the FY 1993-94 appropriation; it could be made available in FY 199S-96; or it could 
be spread over the entire 1993-96 period. 

. A SO state aggregate model SRF was developed to illustrate the difference further 
capitaJiDtion could make in helping to close the funding gap. 'Jbe. model uses the total grant . 
program as its initial capitalization. In Case I, it assumes that capitalization equals actual 
appropriations to the states for 1988-92. Appropriations for FY 1993-94 are estimated to eqwll 
87.$ percent of authorizations,· the Saine as the ratio of 1991 app_ropriations to authorizations. 

· In Case n, appropriations for 1993-94 are estimated to equal authorizations and the program is 
further capitaJiud by the additional $1.43 billion. 1be model distributes these funds equally in 
199S and 1996. 

In both cases the mOdel assumes: 

• The full amount of the capitaliution grant and state match (20 percent of the 
capitalization amount) are disbursed each year, at S percent interest for a 20 year 
period; . . 

• · Loan repayments are assumed to begin three years after disbursements, based on 
the avemge constniction time for wastewater treatment facilities; those funds are 
aVailable for re-lending one year after they are repaid (e.g., a 1988 loan begins 
repayment in· 1991, and that repayment can be re-:loaned in 1992); · 

• Administrative costs .use 4 percent of each year's capitaliution grant 
appropriation, and 4 pen:ent of all funds available for re-lending _after 1994; and 

• Bond proceeds from actUal state leveraging activities in the 1988-91 period are 
ac;lded to total funds available for lending in those years. 31 

Based on this model and assuming no additional capitaliurion, T~le 3 shows the total 
value of projects that will have been. financed from the SRF proltam by 10 years, by the; yeir 
~000, and over the 20 year 'period. · . . 

Table 3. Case 1: Financing Capacity of the SRF Program 
Under Current PoUey 

(bUUoas of 1991 doUan} 

Projects Financed 
over 1988-1998 

Period 

$21.8S 

Projects Fmanced 
by the Year 2000 

$24.73 

·Projects Financed 
over 1988-2008 

Period 

. $40.61 

Under current policy, by the year 2000, the combined SRF program in the SO states will 
have been able to fund over $24 billion worth of capital costs for point and nonpoint source 
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watet quality projects, or nearly balf the estimated needs assuming mainteuance of current 
standards. 32 . . . 

Under the more agpessive capitalization assumptions, the gap can be. reduced somewhat. 
Over 55 percent of needs could be met by the year 2000, assuming maintenance of current 
standards~ This result is summarized in Table 4: 

Table 4. Case D: Finaacing Capacity of SBFs CapitaUzed 
1broup 199Ci . 

. (bUiioos of 19ft dollan) 

Projects Financed 
over 1988-1998 

Period 

$23.86 

Projects Fmanced 
.. by the Year 2000 

$26.99 

-

Projects Financed 
over 1988-2008 

Period 

$44.32 

The original $1.43 billion would be traDslated into a total increase in financing ·capacity 
of $3.7 billion over the 20 year period •. " A significant gap still remaios, however .. 

1be Boald notes tliat the Administration's ~ FY 93 budget requests $2 .• 0 billion for 
the SRF pmgtam. 'Ibis changes the funding outlook from that which prevailed at the time the 
origina1 discussions took place regarding SRF financinJ. · · · 

In order to measure the possible effect of capita1iudon of the current SRF ·program at 
the $2.0 billion level for 1993 and 1994, a thild scenario of the model was nan. In addition, 
the Board looked at.the outcome of capitalizing the SRF program .at $2.0 billion per year for the 
years 1993-1998. The results of the third and fourth cases are highlighted in Tables 5 and 6. 

Table 5. Caie m: Fhumdug Capacity of SRFs Capitalized at $2.0 
.Bunon per year for 1993-1994 

Projects Fuwiced 
over the 1988-1998 

Period 

. . $24.96 

(bUUons of 1991 doUan) 

Projects Financed · 
. by the Year 2000 

$28.28 

Projects Financed 
over the 1988-2008 

Period 

$46.43 
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Table 6. Case IV: Fiaaaclag Capacity of SRFs Capitalized at $2.0 
. BUiion per year for 1.993-1998 

Projects Financed 
over the 1988-1998 

Period 

$34.56 

<billions of 1991 dollars) 

Projects Financed 
by the Year 2000 

$38.44 

ProjeCts Financed 
over the 1988-2008 

Period 

$63.07 

If capitalization for the current program equals $2.0 billion for the years 1993 and 1994, 
almost 58 percent of estimated needs can. be . financed, assuming ·maintenance of current 
standards. If, however, this level of financing is continued thrOugh 1998, over 78 pemmt of 
estimated needs can be financed, assuming maintenan~ of current standards. 34 This repreSents 
a SS percent increase _ in the dollar value of projects that could be financed by the end of the 
century, relative to that which could be financed under current policy (Table 3). If full 
implementation is the goal~ however, even in this case less than half Jbe estimated needs could 
be met by the year 2000. · 

Benefits and Concerns · 

The primary benefit of any of these options is that it should allow a greater number of 
. eligible water quality projects to receive .funding more quickly than would be pOssible under the 

current program. 

In some states, needs outweigh available ·funds, , even under the more aggressive 
capitalintion assumptions of Case U. Hence, appropriations at the authorization ceiling and 
adding $1.43 billion in 1995 and 1996 are only paitial solutions - funding gaps will remam. 
Indeed, even the most generous rmancing scenario, that which provides $2.0 billion in 
c3pitalintion over the years 1993-1998 is insufficie~t to ensure investment to maintain current 
Sfa:Ddards much less meet full . implementation n~. 

To augment available funding resources, the Board urges that capitalization of the SRF . 
program be continued by appropriating at least, the fully authorized levels for 1993-94, and by 
appropriating as wen an extra $1.43 billion, the difference between amounts authorized under 
Titles U and VI fiom 1986 to 1992, ·and amounts actnaJJy approp~ in those years. The 
Board also strongly endorses·the Adininistration's recent FY 93 budget request for $2.0 billion 
for the SRF program, and encourages consideration of maintaining this level of funding through 
1994 and the next reauthorization period. 
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IV. PUBLIC FINANCE OPI'IONS FOR ENVIRONMENTAL PROTECTION 

A. STATEMENT OF THE ISSUE 

Public finance options for environmental infrastructure have three inherent dimensions: 
the types of facilities or "needs" that are eligible for assistance; the delivery of the assiStance; 
and the level and timing of assistance. This section discusses several finance oPtions for federal 
and state governments in tenns of eligibilities and de~very mechanisms. (As used here, 
"eligibilities" refers to environmental facilities and Services that may be funded from a subsidy 
program.) . 

The · Boud believes that federal funding beyond the current authorization is the 
fundamental issue to be corisidered in developing new. public fmance options in water quality. 
It is clear that needs now eligible for ~ding under the Clean Water Act· far outstrip the present 
authorization for the SRF programs. As noted in Section m, the Board strongly endorses the 
appropriation of all funds aUthorized for the SRF program un~ the 1987 reauthorization of the 
Clean Water Act. It also supports the Administration's recent FY 93 budget request for $2.0 · 
billion for the SRF program, and encourages consideration of maintaining this level of funding 
through 1994 and the neXt reauthorization period. 

If no additional federal funds for capital financing become · available, the Board 
recommends that. cunent _eligibilities remain unchanged and that no new initiatives requiring 
idditional federal funds be mandated. · 

. , • I 

Under this scenario, .EPA's efforts would be directed toward seeking further 
improvements in the SRF program, such as those described in Section m and in the EFAB 
Advisory, Small Community Fintmeing Strat~gies for Environmental Facilities. EPA should also 
encourage states to continue investing_ in their SRFs after the cessation of federal funding in 
1994. . 

In anticipation of new federal investment capital, EPA should work toward selecting 
·options for its delivery and use. While the Board has investigated.eligibility issues and options, 
such as water supply and solid waste management programs, it also recognizes that many · 
legitimate clainls can be made on any future federal funding. The Board thus considers it to be 
outside its charter to make reconmiendations re~g the seleCtion of such eligibilities and their 
relative priority w• overall national environmental goals. · · 

It is evident from the deliberations of the Public Sector Workgroup and comments on 
drafts of this Advisory that many infonned opiilions exist on public finance options. .The main 
point of departure is whether one views the SRF program as· the principal vehick for clumge, 
or whether one coiiSides other institutioiiiJl approaches as better suit¢ to aci in this capacity. 
This discussion by no means includes all. options and is not meant to be an exhaustive analysis 
of those presented. The intent is to describe the structure and function of several possible 
delivery mechanisms and to highlight key benefits and concerns of each. 
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The Ad"!sory considers three potential approaches to the delivery of financial assistance, 
touching upon the issue of eligibility for each approach. These options include: 

• Directing further funding to the current SRF programs; · 

• Building on the success of the SRF program by expanding eligibilities to include 
water supply and solid waste management programs; and 

• Considering several trust fund approaches that could eomplement the o~er 
initiatives examined. 

In sum, the BOald believes 'that BPA should seek administntive and statutory 
imprQvements in existing SRF programs, regardless of whether new federal investments are 
made in financial · assistance programs for environmen1al infiUtructure. Since, however~ 
continued funding for various capital-needs bas been undet serious Consideration by Congress 
in Ule context of bearings on the reauthorization of the c• Water Act, tbe Board also urges 
BPA to evaluate these options for delivery mechanisms with the objective of develaping and 
recommending an administration position on them. · · · 

With respect to the first two approaches, it should be noted that the Board also reviewed 
tbe . issue of whether the application of Title II equivalency requirements and cross-cutting 
authorities should be extended along with federal funding. Further, the public finance 
approaches covered here are difficult to compare since they serve different purposes. Each 
approach may be a better strategy for achieving a national priority, ; delivering a type of 
assistance, or providing support for a cedain eligibility. ·The following discussion clarifies the 
.benefits and purposes of the various strategies. · 

B. POTENTIAL APPROACHES 

Continued Federal FundiDg of the SRF Programs 

Description 

This option would continue federal funding of the existing program beyond the end of 
tbe current authorization in FY 1994. No other changes would be made in the ·types of 
assistance or eligibilities of the program, although alternative approaches to lessen the cost 
impact of Title II requirements and cross-cutting authorities should be considered. 

An important alternative within this option iS to dilect some share of the federal 
irivestment to either national priority areas or towards a particular recipient group. nus goal 
can be best achieved through the statutory distribution of funding into set-asides. 

The Board discussed these two types of set-asides iD its deliberations of public finance 
options for environmental protection. The fust type is one that is defined by the eligibility being 
targeted; funds are set aside to provide financing for that particular eligibility, such as o8tional 
priority areas. The type of assistance is no different from that normaliy available, and no 
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particular group is· targeted for the funds. Set-asides of this type can be designed to reserve a 
specific amount of funds or a range of funds to fmance a p~cular progtam area. 

The second type of set-aside is defined by the group being targeted and the type of 
assistance available; funds are set aside to provide a special cype of· assistance to a designated 
recipient group. This type of set-aside.could target small communities; fo~ example, and be set 
up within the SRF. 

Instead of set-asides, federal funding could be used as an incentive. to encourage more 
state attention to tbat pu1p0se for which a set-aside was considered, whether it be a national 
priority area or a particular recipient group. Inducements such as grants (with or without a . 
matching funds requirement) could be. made availab~e on a program or project basis. 

Benefits and Concerns 

Continued federal investment in the state revolving funds beyond 1994 would represent 
a recognition and affinnation of a progt_'am that works; Use of these existing state mechanisms 
would be a fast and effective way of getting assistance to important environmt;mtal priorities not 
included in the wastewater construction grants progtam. Most notable of these are nonpoint 
source control programs and practices. · 

Set-Asides 

Nonpoint _soun:e and combined sewer overflow programs are eligible without legislative 
change. If Congressional intent is to direct state attention to certain .national prioritieS, and if 
the cost of the needs they represent exceeds any reasonable expectation of additional federal : 
funds, then a set-aside ·of the first type, established within the instrumentality of the SRF itself, 
is a readily available approach to achieving that goal. 

From an operational standpoint, however, mandated set-asides of the first type, (those 
defined by the program area targeted), established within the SRF, may ·be tOo rigid to 
acco~odate the needs and priorities of a given state. State programs generally do not require 
or benefit from ·mandated set-aside$ of this -~. The states .are capable of determining their 
water quality. priorities and, in the Board's vie~, should be able to largely direct the use of 
funding in accordance with existing federal requirements. . 

On the other band, set-asides tbat target the recipient group provide SRFs flexibility in 
allocating funds to water q~ty priorities, yet reserve funds for a recipient group that might 
otherwise be overlooked. . 

A concern with set-asides is· the build-up of unobligated· funds over time. 'Ibis occurs 
· if no eligible projects are ready for financing. Such build-ups can be avoided by designing the 
set-aside to incorporate a time limit feature, whereby if funds are not used within a particular 
time frame, unobligated funds revert ~ to the general SRF fund to ·be used elsewhere. Each 
year, a new set-aside would be created, with. the same "use or lose" _feature. 
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The Board no_ted that incentives, as an alternative to. set-asides, can avoid the rigidity 
problem because incentives are voluntary. For example, a supplemental federal appropriation 
could be established for EPA to make grants or enter into cooperative agreements in supPort of 
activities that address a national interest. States pres~mably would have the choice of whether 
to take advantage of the incentive. 'Ibis approach probably makes more sense than set-asides 
that 'target particUlar programs to receive funding, unless state nonparticipation becomeS, in 
effect, a penalty because the incentives are drawn from funds that otherwise would have been 
part of the SRF capitaU:ration grant. 

Federal Requirements 

A concern that emerges with continued federal . funding of the SRF program is the 
applicability of Title II equivalency requirements and cross-cutting authorities. Both sets of 
requirements now apply to the use of federal capitaH:ration grants made to the SRFs. Based on 
comments received from ·the Office of Water in the development of this Advisory, the Board 
understands· and has been informed by the EPA that these requirements will no longer affect SRF 
financial assistance once federal funding ceases. lbe only exceptions involve Civil Rights ·and 
National Environmental Policy Act requirements wbich will stay in place. 3S If f~ral funding 
continues, however, Congress may retain the same equivalency an4 cross-cutting requirements. · 

Enough eVidence exists to suggest that these federal requirements significantly increase 
project costs. In particular the Davis-Bacon Wage Act may increase project costs enough to 
delay start-ups. 36 The Board believes that the increases in cost cited as resulting fro~ these 
authorities is enough to warrant an inquiry into this issue in order to determine whether, if 
further federal fuilding is made available, some adjustment should. be made to the applicability 
of these authorities in the case of financial ass~ce provided by the SRF.31 'lbe Board also 
expressed conceril· that the increased project costs generated by compliance with these 
requirements may outweigh their public benefits. The Board therefore strongly supports a ~st 
evaluation of both Title II equivalency requirements and federal cross-cutters. 

Cost increases vary acrosS states depending on how closely state statutes mirror federal 
regulations. For some states the Davis-Bacon Act and various cross-cutters may.actto decrease 
the subsidy and attm:tiveness of SRF loans. · Where the municipal debt markets are a viable 
option for a local g9vemment this is not a problem, but for communities that cannot afford to 
borrow at market rates, the. ·statutory imposition of the Act and other cross-cutters may 
effectively block the one alternative finan~ing mechanism available· to them • 

. . 

The Davis-Bicon Wqe Act requires that wages for those wol'killi on fedemlly funded 
projects be set at the going rate for that region, as determined by the U.S. Department of Labor. 
1be region is generally defined as the state, but can be smaJJer. Despite the fact that wages can 
vary greatly within a state, these wage levels are applied unifonilly to all projectS in the • 
whether in metropolitan or rural areas. In cases where one wage rate has been set for the state, 
there can be a significant difference betw~n the Davis-Bacon wage rate and the local wage 

38 . . . - . 
rate • . 

In Arizona, for example, where few statutes mirror federal regulations governing the use 
Q~ federal funds, the impact of the DaviS-Bacon Act can be significant. Since the Davis-Bacon 
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wages a1e based on the going rates in Phoenix and Tucson, the greatest impact is to the rural 
areas, wh~re wages_ are generally much lower. The state's S~ coordinators estimate that the 
DaVis-Bacon Act raises project costs by as much· as 20-25 percent in rural communities, and 5 
percent in the meuopolitan areas (outside of Phoenix and Tucson).39 The consequence of 
higher costs is an ·effective reduction in the subsidy offered by the SRF loan~ The SRF 
coordinators in Arizona and Utah felt that. communitieS would not take the SRF loan unless · 
interest rates were at least 2 percentage points lower tban market rates. . 

While· the increase in SRF costs attributable· to statutory authorities bas never ·been 
systematically measured, if the ~mates a1e correct, the financial consequences could be 
significant. ·Consider, for example, a $1 miliion project that a community plans to debt-finance 
at 7 percent with a 29-year maturity. Debt service would cost $94,393 per year: If, instead, 
the community borrows from the S}Ul and cross-cutters raise costs by 20 percent, the town 
would. need to borrow ~1.2 million at the SRF rate and maturity. If Arizona's SRF loans carry 
an interest rate of 4 percen~, annual debt service on the $1.2 million·loan would be $88,298, 
effectively red~cing the SRF subsidy from 3 points to 0.8 percentage points ($88,298 is the debt 
service on a $1 million loan at 6.2 pen:ent.interest). If the cross-cutters add 25 percent to the 
project cost, the effective subsidy is only 0.3 of a percentage point. Thus, in this example, what 
was designed as a 3-point subsidy actually provides a subsidy of less tban 1 percent. For some 
communities, such a small differential may be outweighed by the administrative ease of market 
traitsactions relative to SRF loans. Table 7 summarizes these results: · 

Table 7: Characteristics of Fbumcing $1 Million in a PubUdy O~ed 
Treatment Works under Municipal Debt Market and SRF Loaa., Conditioned · 

by Croa-Cutting Authorities · 

.Municipal debt market 
financing 

SRF financing with cross­
cutters tbat impose a 20% 
cost premium 

Amount 
Financed 

$1 million 

$1.2 million 

SRF financing with cross- $1.25 million 
cutters that impose a 25 96 
coSt premium 

Nominal 
Interest 

Rate . 

7% 

4% 

4% 

Annual Effective 
Payment Interest Rate 

on $1 million 
Invested 

$94,393 7.0% 

$88,298 ·6.2% 

$91,977 6.7% 

While the Department of labor's assessed Davis-Bacon w• can be adjusted to local 
economic levels, the administrative process is cumbersome and lengthy. For example, Utah 
·received a revised wage scale three years after the Departmen~ of Labor undertoo~ another wage 
survey within the state. Loci1 governments may not have the resources to cballenge the Act on 
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their own, and if their respective state does not inteJVene on their ·behalf, ~lay or 
noncompliance .may be an easier solution. 

Measuring the costs directly would clearly quantify. the actual effects of. the Tide II 
equivalency requirements and cross-cutting requirements on project costs. If costs. or delays (or 
both) are found to be significant, dropping or moderating some or all of these authorities may 
be appropriate if federal funding is continued beyond 1994. 

In . sum, the Board recognizes that the decision with respect to federal funding wiii 
ult:im~tely be a political one, whether attention is focussed on appropriating the full amount 
authorized ·under the 1987 'Clean Water Act or on ·a consideration of maintaining the 
Administration's requested level of funding for FY 93 through the next reauthorization period. 

The Board generally does not support the use of statutory set-asideS targeting particular 
programs as separate accounts within the SRF. · The Board, however, supports set-asides to aid 
small community projects, where the community's limited financial capability ~ · often the 
primary issu~ bl~king compliance. · 

However, as' was discussed in the Board's Advisory, S!'fDll Com1111111lly Finllncing 
Stnztegies for Environmental Facilities, SRFs were not intended·to serve. as small community 

. assistance programs or to give Special priority to their needs; thus the Board recommended in 
.that Advisory. that the .. Administrator consider supporting a set-aside or separate program for 
small communities and that the agency shotild actively encourage SRFs. tO give more attention 
to small community needs. 40 The Board also supports that an evaluation of the impacts of the 
Title II equivalency requirements and federal cross-cutters be undertaken . if further federal 
funding is made available. 

Expausion of the SRF Program 

Desctjption 

A second institutional initiative would use the SRF as the primary ~ehicle for the delivery 
of financial assistance to an expanded set of eligibilities, including water supply and. solid waste 
management programs. Expansion of eligibilities· would be continent upon ·continued federal 
funding beyond the current authorization period. The Public Sector Workgroup's attention was 
focused on the merits of expansion and not on the criteria for eligibility; thus, the inclusion of 
water supply and solid waste managemeni progmms in the discussion served as e:umple 
eligibilities only and do not reflect a recommendation as such. Once selected, the expansion of 
the SRF program could be gradual through a phase-in of the new eligibilities. 

Benefits and Concerns 

The'primary. benefit of SRF expansion is that it establishes, in each state that so chooses, 
a multimedia environmental financing ~thority capable of directing assistance to the most 
critical ~environmental priorities. For a number of years many states have been developing 
financial assisrimce programs of their own. In some cases the SRF programs were· created 
w.ithin an existing state financing authority. Expansion of the SRF programs seems a natural and 
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beneficial consequence of a trend that has seen states and localities shoulder the fiscal burden 
of compliance with federal environmental mancmtes. · 

A fundamental concern is that the nature of the need for fmancing in driliking water and 
solid waste management may make the SRF, as currently structured, an inappropiiate vehicle 
through which to supply such finalicing. The communities that would stand to benefit most from 
an expansion of the SRF are economically disid~taged and may not be able to afford SRF 
loans; the expansion of eligibilities for SRF assistance may thus require a concomitant expansion 
in the· type of SRF assistailee available, where such new assistance would include grants, 
·principal discounts, or principal subsidies, for economically disadvantaged communities. New 
York, · ·for example, is considering the use of negative interest rates for economically 
disadvantaged co~unities seeking SRF assistance. In contrast to ~ outright grant, this 
prognm would allow principal to remain available to the SRF for other financmg once the loan 
recipient's needs were accommodated. 

. The New York progmm would calculate the difference between what a community could 
afford to pay ann~y and the real annual cost. The SRF would then allocate, to an biterest 
bearing account, that amount necessary to generate· sufficient interest to equal the difference 
between the real annual cost of .the loan and the amount the community· could afford to pay. 
Upon project completion, the SRF would . bill the community for the affordable cost of the 
project, and use the interest accumulated to pay the batance of debt service due in that ·year. 

As previously discussed, the Board feels that the second type of set-aside (that defined 
by the recipient group targeted and type of assistance made available) would be the most 
appropriat'e way to provide grants or principal subsidies for such communities. 

Water Supply 

Currently, water supply investments are locally financed. Under certain conditions, 
however, local governments may be unable to continue to . fmance their programs through . 
revenue bond issues •. This occurs when local governments try to issue debt above the level that 
their user ba'se can support. If communities are unable tO raise rates, they may be constrained . 
from taking on ·further debt .. This ·problem arises more frequently. in small and ~nomically 
disadvantaged ·commumties~ For any level of required investment, economically disadvantaged 
communities will reach this threshold at a lower level of investment per capita than will affluent 
communities. Where these communities are also small, the problem is. exacerbated. Higher unit 
costs and ·a sDialler base over which to spread fixed capital CQsts may result in higher user r:ates 
to achieve a . given standard in water supply than would be the case in larger systems. Such 
communities also may have difficulty in imposing full-cost pricing as costs. continue to escidate. 
and falling behind in rate increases may hamper bond issuance.41 According to Standard &. 
Poors, the "lack of timely rate increases can weaken overall credit quality as debt service 
coverage and liquidity declines. "42 These · communities may require extra assistance . in 
financing their water supply investments. 

The primary need for assistance in financing in water supply thus comes from small and 
economically disadvantaged communities. While regionalizing small communities' water supply 
facilities may help reduce rate. pressure in some cases, . other economically disaqvantaged 
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communities may not be able .to regiolialize. Thus, the provision of an alternative fmancing 
· mechanism for water supply, such as grants, may provide the only financing option to certain 

communities. 

SoUd Waste Management 
. . 

Capital investment requirements in solid waste· management also ·are rising. Low ..:cost 
'options for solid waste dispo~ are diminishing, due both to a stricter regulatory environment 
and to the limited capacity of landfill sites. This results in an increased need for_capital and a 

. need for new landfill and incineration sites._43 While most. analysts agree that difficu•ties in · 
siting new facilities are a major barrier to investment in solid waste management, the high coSt 
of capital also delays ·investment in economically ~ communities. 44 

· Where 
economically disadvantaged communities are also small, regionaUziog the wastesheds for local 
facilities could, in some cases, lower the cost of. capital 'by taking advantage of economies of 

. scale. · This would lower unit costs and. hence· lower user rates, improving ·the cbanees of · 
. manageable revenue bond fmancing. Economically disadvantaged communities in general, 
however, may need an alternative financing mechanism to relieve rate pressure and ensure that 
national solid waste . management goals are. met without undue delay . 

. .. 
General obligation debt financing appears to be constrailied primarily in economically 

distressed communities· that are also small. One recent study, for example, estimated the . 
· cumulative effect of increasing solid waste regutations on municipalities of different sizes. lbe 

study found that the a4ditional regulations increased the difficulty with which small . 
municipalities could issue general obligation bonds to ~ce compliance icti.vity, eyen where 
this type of indebtedness had not reached the limits defilied in state statutes.45 In particular, 
the study estimated. that under new regulations, 18 percent of communities with populations of 
less that 2,500 would. face increased difficulty in raising funds to finance investment in solid 
waste facilities. This impact fell to three percent for municipalities with populations between 
2,5~ and 10,000, and to one percent or lesS for larger communities.46

• 

Revenue bond financing may be constrained in most economically disadvantaged 
communities. The average household spends only about 0.32 percent of its annual income on 
solid waste management, less than for sewer costs or drinking water. lbus, communities would 
normally be expected to have considerable room to raise u5er rates. However, from the 
perspective of the householder's ability to pay, the relevant issue is the ratio of the user rates 
for~ three environmental services to median income. On average, this equalsJ.30 percent.47 

In economically disadvantaged communities the ratio would be higher, as household income can 
fall significantly below the inedian. In addition, such towns could possibly face constraints in 
their ability. to issue revenue bonds for solid waste facilities. Such communities may not be able 
to afford SRF ·toans; a grant mechanism may be more appropriate to help alleviate these 
financing constraints. · · 

Expansion of the type of assistance available along with an expansion of eligibilities may 
allow the SRF to more successfully meet the needs of communities requiring financial assistance 
to reach their water supply and solid waste management investment goals. This expansion in 
~ · of assistance available could be establish~ through a set-aside for "hardship" grants, 
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although the impact of such grants on th~ integrity of the fund cotpus would have to be closely 
examined. 

Second, in the · drafting of any new Statutory requirements governing expanded use of 
additional federal funds particular attention should be given to crafting streamlined· requirements 
that reflect the federal interest without impeding state implementation. Using the SRF program 
as the vehicle through which to implement change ·would. require the application of cross-cutting 
requirements to these expanded eligibilities. Their application to the new eligibilities could be 
a complex and_ time-consuming activity. 'Ibe Board feels that an evaluatioq of the impacts of 
theSe authorities is warranted under this policy ·approach as well. 

Third, if the objective of additional federal funding is to focus more on national priorities 
by restricting_ and concentrating the use of federal funds, then expan-sion of the SRF programs 
tends to be counter-productive. 'Ibe achievement of liational .targeting through state programs 
probably requires . the creation of dedicated set-asides that cou}d be · arlrDinistered within or 
outside the SRF instrum~tality. As state-controlled and managed entetprises, the. SRFs may . 
not be the best vehicle for set-asides dedicated to specific funding of national priorities. Use of 
the .sRF undercuts state priorities in administering the proJmm and may raise issues affecting 
the practicality and cost of borrowing by local communities~ Ill the Board's view, expansion 
should result in more, not less, flexibility for the SRFs. · 

. . 
A final concern is whether a new federal subsidy prognm for facilities heretofore paid 

for by local governments or private entities woiald trigger a queuing phenomenon, whereby 
communities, required to build facilities .to attain or maintain· compliance, would delay until 
assistance became available. If grants or principal subsidies are reserved strictly for hardship 
cases, however, this should· not be a problem. 

The Board supports expanded authority governing eligibilities of the SRF program if 
'.federal funding continues, bearing in mind that alternatives to loan assistance may need to be · 
built into any expanded eligibilities program through a set-aside targeting economically 
disadvantaged communities. 'Ibe Board urges that any federal. requirements regarding new 
eligibilities be kept to a minimum, leaving the determination of. funding priorities to. state 
discretion within broad federal guidelines. · 

Enviromnental Trust Funds: A Complemeat . to Other Pub6c Finance Approadles . . 

An approach that could complement existing institutions includes the development of a 
national or state trust funds as' mechanisms to he~ in the delivery 'of federal (or other) 
assistance. The definition of a trust, as used here, is a permanent, self-funding account of public 
funds used for predetermined purposes. Its funds may come from any sources used to pay for 
public programs, but a base level of funding should come from one or more dedicated so~rces. 
As dedicated accounts, trusts are well-suited to perform functions closely related· to the source 
of their funds, such as fees for pennit issuances that are used to support the pennit program and 
related· activities. Trust assistance may take many forms, including grants, loans, credit 
enbancement, and even include technical assistance. _ 
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The Board does not view tiust funds as set-asides. A set-aside reserves some shale of 
funds where those funds usually come from annual approp~ons. Thus, set-asides .~ typically 
nei~er permanent nor: self-sustaining and they usually o~ as part of, or to support, other 
program elements, aS was the case with th~ set-asides of the wastewater construction grantS 
program. 

The ~ feels it would further the debate over public finance strategies tQ present the 
outlines of various "straw options" for several approaches to environmental tnast funds. The 
following discussion is for illustrative pmposes only and does not represent an endorsement of 
the trust concept by the Board at this time. 

National Tmsts 

Des~rlption 

. A national environmental tnast would require federal legislation to charter it, provide for 
its administration, define its scOpe of activities and sources of revenues, and provide other 
authorities as may be necessity regarding its financing operations. 1be national trust would 
serve two broad functions, providing: 

• Financial assiStance to state environmental programs and regional environmental 
planDing and ~ry commimons; and 

• Additional capita! to state and local infrastructure ftnancirig agencies. 

Program Assistance 

The trust's charter would authorize financial assistance to state environmental program~ 
and regional commissions for research, training, . and . public education and demonstration 
purposes, and. would authorize categorical grants for certain special projects. The scope of the 
trust's activities would extend to public purpose environmental services and facilities in all 
media. · 

The national trust would have broad authority in setting terms and conditions governing 
its assistance •. 1'IUst gnnts would be· exempt from the cross-cuttiilg requireme~ discusSed in · 
Section m. Aid to: • programs would attempt tO· find a workable compromise, if necessary, 
in emphasizing EPA prioritieS such as pollution prevention, small community needs, geographic 
initiatives, public-private Partneiships, staff training, multimedia planning, and enforcement. 
Special projects would include financial hardship assistance to communities unable to pay for 
the capital costs of erivironmental facilities required for compliance. Assistance would be 
awarded·and adm.inisteRd through the appropriate stite environmental agency. 

As discussed earlier, the greatest need for subsidized financing in watet: supply and solid 
waste management arises primarily in economically disadvantaged and small communities. Such 
coinmunities, unable to afford financing through the municipal debt markets, may also be unable 
to afford even subsidized loans. These communities would benefit greatly from grant financing. 
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Capital Assistonce 

The trust's charter would improve the liquidity of state environmental infrastructure 
fmancing authorities and eligible local governments. "Liquidity" is defmed ·here as the 
availability of sufficient capital, as needed, at an affo.rdable cost to. local governments. 
The trust concept may play a significant role in facilitating capital formation in the 1990s and 
help bridge the financing gap. 41 The trust would improve liquidity ·for the financing of 
multimedia environmental infrastructure by: · 

• Having the statutory authority to issue environmental infrastructure revenue bonds 
exempt from federal taxation, wbich would lower the cost of financing;" 

• Making loans to state environmental infrastructure firiancing programs; : 

• Purchasing debt instruments, including short-term notes, and pooling issues;50 

. . 

• Providing guarantees ·or i;ssuing letters of credit .backing debt instruments; and 

• Acting as a secondary market by purchasing state loan portfolios. 
' 

Thus, in performing these activities, the national trust would perform a · role similar to 
that of the Fanaie Mae in the housing industry. , Its charter, however, would stipulate that the 
trust was not a government-sponsored entetprise and that its borrowing was not guaranteed or 
insured ~y the federal government. 

Tlust kvenues 

Unlike the approaches for the delivery of federal assistance discussed above, a trust 
requires financing through a dedicated continuous source of revenues, such as a fee. While fee 
systems 8re discussed separately, a brief review of the role of fees with respect to the trust 
concept is presented here, as trusts are dependent on such systems. 

. The most appropriate source of revenue for a national trust would be environmental fees 
and charges. These could be as broad based as fees on corporate production or sales, or as 
specific as effluent fees on permits issued under the ~ational PollUtant Discharge Elimination 
System. Other options include water fees and solid waste disposal fees. Small or economically 
disadvantaged communities (with systems. serving populations under 2S ,000, for example), could 
be exempt or pay reduced national fees. Operationally, States could collect the fees, deduct a 
share specified under law, and deposit the balance in the national trust. 1be trustees would 
make annual and multiy~ funding decisions based on proposals from the EPA and state 

· environmental programs. EPA has already given some consideration to fee systems, althoug_h 
not in the context discussed here. ' 1 

The fees collected would. be used for programmatic assistance· and for special _projects. 
Fee·revenues, however, would probably be insufficient as a source of capital financing beyond 
their possible use for hardship ~nstruction grants. The liquidity functions listed above that 
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serve to make additional capital available at attrictive rates would require the authority to issue 
tax-exempt bonds. 

Administration 

A .national trust might be set up \mder the aegis of the EPA but run by an indepen~t 
Board of Trustees including state and local representatives appointed by the President, the 
Congress, and cbaired by the EPA Administrator • .s2 · 

Benefits and Concems 
0 • 

The most significant benefit of a national environmental trust is that it is a permanent 
source of financial assistance supporting state environmental programs. As ·a self-funding · 
mechaDism, the trust would function independently of . annual federal appi'opriations. The 
financial ~ of the trust is an especially attractive feature in contrast tO other 
approaches, 5uch as categorical grant programs, that depend on continued direct federal funding. 
If funding is p!Wed out, the utility of a trust takes on added value. · ·· ! 

A second benefit, is that the trust could be administeted by representatives from all levels 
of government assuring that no one priority or point of view would dominate decision making. 
lbird, · a national trust is a natural vehicle for promoting national environmental priorities. 
Alternatively, eoabling legislation chattering the trust could n:quirc coordillation ·with state . 
priorities. For example, the trust might be chartered to support multimedia state activities 
involved with BPA's geographic initiatives. The trust's funding decisions in this regard would 
give particular weight to state proposals. 1bus, the trust could .serye as an important mechanism 
for blending and balancing national priorities with those of the individual states. 

'Ibe liquidity functions would provide a significant alternative source of lower-cost capital 
for state multimedia infrastructure financing programs, helping to nanow the fiDancing gap now 
opening between needs and resources. In contrast to other public finance options, the trust's 
capital financing operations would not be run as a subsidy program; nor would it have to rely 
on the national fees dedicated to program assistance. This self-sufficiency would be 
·accomplished primarily .with the authority to sell tax-exempt bonds, the sale of securitized 
portfolios, and assessment of participation fees. Additionally, by directly supporting the several 
state bond banks or by serving as a national bond bank itself in assisting needy communities, the 
bUSt could play a unique and worthwhile role. . · 

One potential beneficiary of the trust's capital assistance could be those SRF programs 
that are making deeply subsidized loaDS without a commitment of further state financing for their 
programs.~ According to a recent BPA report on the status of the SRF progmm, SRFs would 

· need to ensure that the interest rate on their loans matched the rate of inflation, to avoid. 
diminishing the amount of lendable SRF funds over time. In order to maintain the fund in real 
terms, such states would need to make a concomitant financial commitment to further capitalize 
their SRF program. 'Ibe report notes that only 15 SRFs plan to provide further capitllization 
beyond ~994, yet more than this number offer loans below the inflation tate, which has averaged 
about 4.5 percent per year since 1982. . Thus some SRFs may find their fund balance 
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diminishing after 1994, when federal capitalization ends. 54 These SRFs may therefore benefit 
from the availa~ility of an. alternative source of capital assis_tance. 

Several key concerns arise with the national trust concept. With any national approach 
based largely on fees there will be cross--subsidization among states. Some states will receive 
more than their contribution in fees. While a natioDat trust would provide considerable 
assistance to most state programs, it is clear that some states would do better if they had similar 
fee systems of their own. Second, a national trust based on national fees could disrupt state 
attempts to establish alternative fu:mncmg mechanisms. · .. 

Also, the liquidity functions raise a concern with ·redundancy. In some states the 
municipai debt· markets and. existing state financing programs may be sufficient to meet 
increasing capital spending requirements for environmental infrastructure. Well-established . 
markets currently serve the borrowing needs of state •d local governments (although certain 
provisions of the 1986 Tax Reform Act bad the effect of decreasing deniand for tax-exempt 
bonds, thus increasing yields paid by some· issuers.)" Secondary markets for loan portfolios 
have long existed and all states have at least a SRF program. A national trust functioning as· 
described here could be perceived as a competitor with the municipal capital markets and ~y 
seem to be of ·little use to some state financing programs. 

Whether this patential ."crowding out" effect would occur depends on the validity of the 
premise that the volume o( public bori'o~g for environmental infrastructure must increase 
dramatically in the coming deCade. If that occurs,· a truSt would likely serve as another useful 
mechanism providing tlle additional capital required to meet needs, and the trust itself would 

· borrow significantly In the capital markets. . 

A related concern is the possibilitY that the trust liquidity functi()n would intelfere with 
or duplicate the SRF programs, some of which now borrow on their own. This issue requires 
further examination beyond die scope of this Advisory. However, it is likely that states with 
strong infiastructure financing programs probably will not benefit greatly from a rultional trust . 
. Those states that do not have multimedia f~cing programs may stand to ·gain co~siderably 
from the trust's ~ital operations. · · 

A final concern is ·~ effect the trust•s sale of tax-exempt bonds would have on the 
national deficit. While some tax exPenditure will result, where the trust issues tax-exempt debt 
on behalf of other public borrowers, however, there should be no net revenue loss to the 
Treasury. 
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State ~vimnmental Trusts 

Description 

Instead of creating one national tnast, federal legislation· would offer incentives to states 
to establish their own environmental trusts. F•ral authorizing legisJation could specify a range 
of incentives, including: · 

• A state sbare in annual revenues from national environmental fees (if such fees 
were used); · 

• Federal·matching funds; 

• Federal gmnts and loans; 

· . • 'lbe removal of various impediments from the tmsts' sale of tax-exempt bonds;56 
and · 

·• Various forms of technical assistance. 

Functiollllly, the state trusts would operate in a similar fashion as the national trust 
discussed above. Depending upon legal and political cirCumstances in eacll of the states, the 
liquidity functions would probably vary considerably. Two basic approaches are considered 
here: placiilg the trust within the instrumentality of the SRF or setting it up a5 _a ~, stand-
alone entity. · · · ' 

Within the SRF. The SRF programs are themselves a form of tnist fund in the sense tbat 
federal and state deposits must be used for certain putpOses in perpetuity aitd all ·loans made by 
the fund must be repaid to it. They are intended to be permanent and eventually self..:sufticient 
institutions. , Strictly speiking, however, SRFs are not trusts. Once federal and state 
contributions to the SRF cease, SRFs can only remain fiDancially self-sufficient as long as the . . 
interest charged on new loins does not fall below prevailing rates of inflation or the cost of .. 
. borrowing. If new loans do not meet these conditions, the· SRFs. may ·deplete their co~pus. 
· rrusts are financed by a revenue source exteinal to their activities and can remain solvent even 
if they disburse no funds at all, or disburse them as grants. 

' 
. In this approaeh a tnast acco~t would be created within the instrumentality of the SRF . 

. the tnlst would ~orm the several functions described above for a national trust. Because 
these functions are multimedia in scope and would involve grants, the trust's operations may 
·.need to be segregated from those of the SRF. The capital assistaDce · functions of th~ trust 
could support the SRF as · well as other state financing progr&~ns involved with dtinking water 
and solid waste management. · 

A related alternative to a separate _trust within the. SRF is the modification of the SRF 
itself to accommodate the functions of the tnast. 1bis could build on, and teiDforce, the 
expansion of SRF eligibilities as discussed above. . 
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Separate Entity. Alternatively, the state could establish the trust as a Separate entity with 
its own administrative infrastructure and resources.· Its multimedia mode· of operation, which 
would probably tequire interaction with a large number of state and local organizations, may ·be 

. more suited to an independent status, particularly if SRF eligibilities are not eXpanded. 
SimiJarly, the capital· assistance functions, extending to all public-purpose environmental 
infrastructu~, could be administered mo~ easily if run .independently of other financing 
programs operating under different restrictions. · 

Benefits and Concerns 

The geneml benefits of a state trust correspond with those cited for a national trust. The 
trust is a practical .mechanism for allocating funding for a wide variety of purposes .most likely. 
involving several state programs and many lOcal agencies. The net benefits of a state trust 
would depend, to a laiJe extent, on the capabilities of existing programs. Some states have 
advanced environmental and financing programs that may make a .trust redundi.nt. With other 
states, the trust might be a valuable tool for building program capacity and ·expanding 
infrastructure financing options for state •ncies and local governments. Tliis variation among 
the states argues for an approach that provides for considerable latitude in design and 
implementation. · · 

. 
The· public financing approaches developed in this chapter were based on the assumption 

of further fedeml funding. One advantage of state trusts is that they, like a national trust, could 
be established without federal funds. Alternatively, if funding continues and the SRF programs 
are expanded in tenns of eligibilities, modification of the SRF to accommodate tnast functions 
also provides a viable .option. Thus, state trusts are a sound .option in either case. However, 
depending on the nature of the trust's authority and operation, adding trust functions to the SRF 
might prove t4Jte consuming, legally complex, and controversial with traditional constituencies. 

In short, the Board recognizes that the trust concept at either the national or state level 
is bound to be controversial. But, it cuts across existing program responsibilities and functions. 
As a self-funding mechanism, it is indepen~nt of annual appropriations, yet requires the levy 
and collection of taxes an~ fees which may reduce tax revenues ·to the U.S. Treasury 
Department. 

A national environmental trust or state trusts independent of annual appropriations, could. 
play a particularly important role in building state. capacity and financing environmental 
infrastructure. The Board believes that the concept has sufficient inherent merit to warrant. a 
careful consideration by federal and state policy makers. . 

The Board, therefore, recommends that EPA conduct a cross-program evaluation of the 
trUst concept and potential revenue sources for it. The evaluation should emphasize ways a trust 
could support and enhance the SRF propams as they ·currently function, and with expand~ 
eligibilities. The Board further endorses the use of environmental fees as the principal source 
of revenue for a national or state ·trusts. Any proposal, however, to implement a Jmtional fee 
system by itself, or in support of national or· state ·.trusts, should be carefully evaluated for 
potentially dupli~ve or disruptive effects on existing state fee systems. 

Page 30 



. . 
As part . of t,he bUst study, the Board recommends that BPA evaluate the state trust 

concept as well as the national trust concept. The evaluation should stress the ad~ and 
limitations of linking the trust to the SRF and should carefully examine incentives and sources 
of revenue. ·The investigation of ~tial sources of revenue should include ~es and fees that 
tap the private sector, as well ais the public. ·The Board further recommends tbat EPA actively 
support, . through technical assistance and cooperative agreements, any current State efforts to 
create environmental trusts or trust-iike mecbanisms as a public finance strategy for meeting 
envirolllllental needs. · · · 

. ' 
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. .· 

V. DEDICATED FEE SYSTEMS AS A SOURCE OF FUNDING FOR FEDERAL AND 
STATE ENVIRONMENTAL PROGRAMS . 

A. STATEMENT OF THE ISSUE 

Even with additional capitaliution of the SRP program, states may still face funding 
: shortfalls in their water quality programs. In addition, there is currendy no self-sustaining 

source of capital available for drinking water and solid waste management programs. Thus new 
public funding sources must be considered. Dedicated fee systems, for example, can help raise 
the capital needed to finance investments in these media. Fee systems, however, while able to 
contribute toward capital costs, ~ primaiily a good source of funds for program administration 
and operation. Since such costs are . rising concurrendy with the need for environmental 
investments in capital proj~, the Board believes an evaluation of f~ systems is warranted~ 

Dedicated fee systems-to support state environmental programs are becoming increasingly 
sigDificant as sources of funding. According to a 1989 study by the National Governors' 
Association .(NGA), 44 states used some form of alternative fiDancing to help fund their 
environmental programs. 57 ·The NGA counted 431 active alternative financing mechanism 
programs operating between September 1988 and May 1989. . Alternative financing programs 
are defined as any financing method other than federal grants and state appropriations from the 
general fund. Programs cited in the report include fees, taxes, bonds, and revolving loan funds. 

'lbe· term "fees" in this .discussion refers to both fees and taxes used to help pay for 
environmental programs. Conceptually, a fee is linked directly to a service or benefit provided, 
while taxes may or may not have such a linkage. Fees could be used to support any of the 
public finance options described in Section IV, although historically appropriations have been 
the source of funding for the SRF program aild would also be for the Clean Water Fund. 

Several issues associated with fee systems include fee design and the media targeted, the 
level and location of system administration, and, iD the case of state fee programs, the role of 
the federal government. 1be Board believes it both timely and appropriate to ·examine fee 
systems designed to meet ~ programmatic and capital needs. 

'lbe first issue to be considered in assessing all fee. systems is that of fee · design and 
administration. On equity grounds, the fee should be structured to match the benefit received 
from the service to the cost charged for that service. Alternatively, where fees are actually 
taxes, policy ·makers may want to structure the taX to reflect the contribution· to pollution nwle 

· by the ·taxed entity. In practice,· how~er, this kind of close matching of fee and benefit (or tax 
and contribution to pollution), is sometimes difficult. There may be no data to provide the basis 
for such an accounting, as . in the case of industrial solid waste management. It may be 
impossible to accurately measure the contribution to pollution - an industrial effluent fee, · for 
example; would most likely be based on permitted levels, because actual levels are not metered. 
Different classes of users may have different kinds of impact on the environment. If all are 
taxed, it may be difficult to design tax rates that reflect the respective impact of each. A water 
use fee· levied on users of publicly-supplied water and on self-suppliers of water is one such 
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example. As a result, a compromise may bave to be reached in order to make implementation 
of a fee system possible. 

A second issue iS the level and location of administrative control of the fee system. As 
a general guideline, the control over collection and disbursements should be as close to the use 
of the revenues as possible. Where more than one agency or program uses the .revenues; some 
centr3I authority is usually necessary to make funding decisions. A natioaal fee system could 
probably be administered by BPA or Treasury • .sa Altematively, a national fee system could be 
adminiitered by the states; m:t effluent discharge. fee, for example, might be collected by the 
states as. discharge permits are reissUed and deposited in the natioaal tmst, net of administrative 
expenses. 

A national system might well return ·to a state an amount equivalent to that collected from· 
it, with the state allocating th~ revenues based on its own priorities. This 0 hold harmless" 
approich begs the question of having a natioaal system in the fint place, unless the system has 
·the ~on to redistribute revenues among the states based on · some preference given· to 
national priorities and state needs. This function, of course, · is the principal underlying 
justification for a natioaal system. (It should also be noted that state fee · programs are often 
redistributive in oature, ·with revenues going to support state or local assistance programs.) 

. . 

The third issue involves the role that should be played by the federal government with 
respect to ~fee programs. Th8t role can be passive :.... limited, for example, to the provision 
of technical assistance -.or ·active, whereby the fedelal government actively encourages the 
creatiOn of ~ fee programs. · 

B. POTENTIAL APPROACHES TO TYPES OF FEES AND 'I'HEIR." DESIGN . 

There are a host of fee systems that may be used to help pay for environmental 
infrastructure and environmental programs. Several examples include: . . . 

• . Water supply fees; · 

• Wastewater effluent or permit charges; and 

• Solid waste taxes. 

Other types of fees ·that could be charged would be more laosely related to the 
· beneficiary-pays principle. Corporate revenues can be taxed, for example, and used for 

environmental purposes. In. evaluating· options that could be used to finance the Superfund 
program,· the Atlantic Richfield Conipany suggested the imposition of a gross cmporate ~ipts 
tax. 'Ibis would tax the gross receipts in excess of SSO million in selected industries, or could 
be spread across all industry. 1be proposal entailed a dedicated tpt of less than $4 per $10,000 

· on corporate receipts in excesS of SSO million per year on all businesses filing a U.S. corporate 
income form 1120. This deductible excise tax would be levied on line l(c) of form 1120. The 
company estimated that, depending on the rate used, the.program could collect $500 million per B . . 
x_ear. 
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The Board eximined the revenue capacit}' of the three example feeS listed above, in order 
to assess their potential as public finance approaches to help pay program and capital costs in 
the three environmental media. It should be noted that while the exampleS discussed below use 
estimates for the United States as a whole, they are not meant to imply that these fee systems 
are appropriate only at the national level. Indeed, many states have successtully ·adopted ·fee 
systems for envjronmenta.l programs. · 

· Water Supply Fee 

Description 

An administratively simple water user fee could be levied on residential, -agricuitural, and 
industtial users, entailing a fixed charge per 1,000 gallons used. Several issues, however, must 
be resolved before such a fee could be implemented. FU'St, for unmetered users, water use 
would have to be approximated. 1b~ current system used by cities to ecrimaie annual usage by 
unmetered users· could be used for fee assessment purposes~ However, imposing a fee on self­
suppliers of water is more problematic. Such a fee would be difficult to collect at the household 
level, as .measurement . would be all but ~possible without installation of meters .at every 
wellhead. Self~suppliers of water~ affect the water table and hence the costs of public system 
withdrawals in adjacent areas that draw from the same aquifer; therefore, an argument could be 
made for charging these users some lower rate. In 19SS approximately 17 percent of the U.S. 
households supplied their ow.n water through private wells. 60 Assuming that this percentage 
has. not changed significantly, a .$0.03 fee per 1,000 gallons levied on se~-supp1iers could raise 
.$34S million from 1993-2000.61 · 

Even excluding self-suppliers, the t:evenue potential from a water ~ fee is buge. Using 
recorded withdrawals of publicly supplied water, a S-cent fee per 1,000 gallons withdrawn has 
been estimated to yield revenues of $6.3 billion .for the period 1993-2000. Increasing the fee 
to 10 cents per 1,000 gallons would yield $12.S billion for the period. At 20 cents per 1,000 
gallons, revenues would equal $25.1 billion over the .same period. 

This analysis assumes n0 reduction in water use. While such· an assumption appears valid 
for residential users, the imposition of a fee would probably lead to a drop in demand · by 
industrial users, who are more sensitive to price changes than individual households. 62 This 
group represents about 16 percent of total demand for water. Even if that demand fell ·by SO 
percent' in response to the fee, revenues overall would only fall slightly, to SS.8 billion, Sll.S 
billion, and $23 .. 1 billion, respectively. 

Translating this fee into an ilnpact on households shows that it results in a relatively small 
user. burden. At the highest fee rate, average household water bills would increase by $20.25 
to $26.98 per household per year. 63 This rise represents an increase of lS-20 percent in the 
nation's average household water bill and increases rates as a percentage of median household 
income from 0.46 percent to between 0.53 and O.S6 percent. 64 
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Benefits and Concerns 

The benefits of water use charges include large revenue potential; modetate impact on 
households due to the ·breadth of the charge, and relative ease of collection. Economically 
disadvantaged households can be excluded or charged less. for water use and the charge can be 
added as a line item to water bills. 

One concern with water use fees is their deSign, especially determining "fair" rates for 
self-suppliers. While industrial self-suppliers could, in theory, be monitored, households that 
draw their o~ water would be difficult to charge. 

Wastewater Charges 

Description . 

A fee on wastewater could take sev~ forms. Ideally, the amount and/or toxicity of 
wastewater generated could be monitored and a fee levied per gallon, per unit of controlled 
pollutant, or some .combination of the two. In p~, the fee could be based on ~rmitted 
limits rather than on actual discharges. Data on permiued levels of effluent discharge is­
availab~ under the National Pollutant Discbarge Blimination System (NPDES) established under. 
the Clean Water Act. (All point source dischargers must secure a NPDES permit before they 
can discharge to U.S. waterways. These permits are reissued every five years.) 1be permits 
also show the estimated effluent content discharged, and its total volume. A fee could thus be · 
levied at the time of issuance or reissuance on the effluent liniits as specified in the permit, or 
·made a function of the permit's ~mate of actual discharge levels and content." To help 
enforce payments by industry, NPDBS permit issuance could be made contingent upon payment 
of the fee. Alternatively, a fee could be charged for the permitting program itself. Fees of this 
type are included in the Senate bill for reaUthorization of the Clean Water Act (S.1081). In this 
c:aSe, industries subject to the NPDBS .permitting program would be required to pay an annual 
fee to the state, where total · revenues would cover not less than 60 per centum of the 
development arid administration of the permitting program. 

An ·administratively simpler alternative would be to levy fees on the same basis that 
household wastewater rates are charged, using water use as ·a proxy for wastewater discharge · 
volume. 'Ibis would restrict the fee to a percentage of volume generated, however, and not 
reflect effluent concentration. · 

Revenue ~ effluent charges could. be substantial. Using reconled releases of 
wastewater from publicly owned treatment facUities as an estimate of total· volume, while 
underestimating true volume (because it excludes commen:ial facility ~barges), gives same 
idea of the revenues possible. 66 A fee of S cents per 1,000 gallons discharged would yield SS .3 
. billion over the seven year period 1993.;.2000. Increasing it to 10 cents would yield $10.6 
billion, and a charge of 20 cents per 1 ,000 gallons discharged would raise $21.3 billion over the 
period. . 

These estimates B:1so assume no reduction in water use. 'In this example as well,· 
;gJproximately 16 percent of the volume discharged was industrial. Bven if that demand fell .by 
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SO percent in response tO the fee, revenues would fall only slightly, to S4~9 billion, $9.8 billion, 
and $19.6 billion~· respectively. 

This fee would result in a relatively small u5er obligation for ~ouseholds, increasing 
household wastewater bills by.S20.2S to $26.98 per year, on average, at the bighesf.fee rate.67 

The levy would increase wastewater rates, as a percentage of median household income, from 
0.52 percent to between 0.59 and 0.61 percent.-

' · 

Benefits and Concerns 

The benefits of effluent fees are similar to those of water use cbarges. The main concern . . 
in charging industrial effluent fees is in fee design. If the fee is a flat rate Per 1,000 gallons, 
industry will have the incentive to concentrate its pollutants. If the fee design incorporates a 
cbalge per. pollutmt, effluent may be diluted. It is possible to combine both concepts in an 
effluent charge; indeed, states such as New Jersey have very Sophisticated designs, but this may 
result · in compleX administrative processes. 

Solid Waste Toes 

Description 

. Unlike a water supply fee or a wastewater cb&rge, solid waste taxes do not fall into the 
category of user fees, unless- the tax is restricted to feedstock taxes on inputs to production. 
Levies on waste generation tax the polluter and not the beneficiary of the service. 

Two main. types of tax can be levied on solid waste - waste-end taxes, and front-end (or 
feedstock) taxes. cThe practicality of a solid waste end tax is limited·- there is no documentation 
.for solid waste collected and disposed of on behalf of industry. Municipal collection of waste 
could charge a garbage fee, however, on a per bin basiS. Some U.S. cities already use this 
method of tax collection. In order to provide a revenue source at the ~ level, charges eQuid 
be levied on. the dispo~ site operator.· Altergatively, the tax could be collected froR.l 
manufacturers w~ would pass iton at point of sale, as is the case with many state litter taxes. 

Annual municipal salid waste generation is difficult to measure accurately - defmitions 
of what constitutes municipal sblid waste vary across states and within states. According to the 
EPA/Franklin Model, 158. millionJOns of municipal solid waste were generated in 1986; the 
volume will rise to 193 million tons per year by 2000.69

. Actual amounts of Solid waste being 
delivered to incinerators and landfills may be higher, however,- as several categories of waste 
are not included in the model's definition of municipal solid waste. Even so~ the model suggests 
tliat average per capita generation of such waste equalled 3.6 pounds per person per day in 1986 
and will ·rise tO 3.9 pounds per persOn per day by 2000. If a tax of $1 per ton were levied on 
disPosal operators, as much as $1.47 billion could be raised from · 1993-2000, assuming no 
·change in .behavior. _A $5-per-ton tax would raise $7.4 billion over the perlod. · 
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Benefits and Concerns 
. . 

.. The benefits of a solid waste fee include large revenues and moderate impact. Assessing 
a solid waste tax on industry, however, may be administratively ·impossible as there is no 
documentation required in commercial solid waste management transactiolis. In addition, if a · 
tax could be imposed (such as a SUrcharge on the tipping fee at the point of·disposal), it could 
result in midnight dumping of solid waste if industry sees its waste disposal bills increase too 
much. 

Combiaed Revenue Potential · 

If fees and taxes are levied on .drinking water, wastewater, and solid waste streams, the 
potential revenues from 1993-2000 are huge and the impacts moderate. Using the lowest rates 
considered for water supply, waStewater discharge, and solid waste management as a "low 
projecti~n" ·and the highest rates · considered as a ."high projection, u Table 8 illustrates the 
possible revenue streams. 

Table 8: Amlual Revenue Streams Available, 1993-2000 ($ bDlloas) 

Water supply fee 
(public supply only) 

With reduction · · 

Without reduction 

Wastewater charge 

With reduction · 

Without reduction 

Solid waste tax 

Total 

Benefits and Concerns 

Low Projection 

$5.17 

$6.27 

$4.89 

$5.30 

$1.47 . 

$12.13- $13.04 

High Projection 

$23.08 

$25.09 

$19.56 

$21.30 

. $7.35 

$49.99- $53.74 

1be Board recognizes that the imposition of fees and charges ~ cause too great a 
· fiDancial burden on some households in economically disadvantaged comm••nities. Small 
communities, or individual households with incomes below some level, could be exempted from 
paying these charges. 1bus, policy maken may. not want. to rely completely on user fees. 
Tapping corporate revenues {or profits), as discussed earlier, could help alleviate the share of 
the fee burden placed on localities and ·households. . 
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C. POTENTIAL APPROACHES TO SYSTEM AD:MINISTRATION 

The following approaches to system administration are presented as options for 
consideration and do nQt refleCt recommendations by tbe Board. 

National Fee System · 

Description . 

As described earlier, environme~ fees might be assessed against: 

• Dischargers using issuance of permits as tbe vehicle, 

• Consumers using surcharges on service: bills, 

• · The unit of government providing an environmental service, or 

• Industry, as environmental surcharges on various activities. 

Bximples of national fees or taxes already in operation include the motor fuel tax and the 
emissions fee program established under the 1990 Clean Air A9t. 70 · 

The motor fuel tax is .essentially two taxes - a $0.14 tax per gallon of gas and a $0.20 
charge per gallon of diesel fuel. Many states have expressed the option to attach riders to these 
federal charges. The taxes are dedicated to the Highway Trust Fund, a user-supported federal 
trust fund intended to finance the Interstate Highway System and ·other roads authorized by 
Congress. The gas tax is collected from the refineri~ · directly, a system that is considered 
efficient since the total number of collection points is rel&tively small. The diesel fuel tax is 
collected at the wholesaler level. (Diesel fuel is used for other products besides fuel for motor 
vehicles. 71 In order to limit the assessment of tbe tax to that portion used in motor vehicles, 
collection must take place after it leaves ·the refinery, hence coll~on at the who.lesaler leve •• ) 
When the tax is reflected at ~e pump, the consumer is reimburimg the refineries and 
wholesalers who have already paid this tax. 

The tax is collected by the US ·Treasury. and funds are then credited to the Highway Trust 
Fund. Although the fund is "on-budget•, it is structured to hinder any attempt by Congress to 
use revenues for other than designated purposes. Such diversion of.funds has been successfully 
prevented until recently. Total annual revenues raised equal approximately $12 billion. 

A second federal fee is ~ on the permit program instituted under the 1990 
reauthorization of the Clean Air Act. Under Title I, Section 502, the Act requires that an 
emissi9ns permit program be set up by the relevant air pollution control agencies (often the 
state). It also requires that fees of not less that $2S per ton of each .regulated po~utant be 
collected from all so~ subject to the program up to a limit of 4,000 tons per year of that 
regu~ pollutant. The monies are to be .used exclusivelr for the administration of the 
permitting program.· 
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. The design of a national environmental fee system to finance the types of options 
discusSed in Section IV will involve two primary administrative issues. The fU'St is the level of 
fee program administration; the second concerns the redistribution of funds among. states. · 

The fee system, inclucm.g ~bursements, could be administered by EPA. If, however, 
fee revenues were dediCated to national or state trust$, the trustees would be responsible for 
system administration. Alternatively, state agencies · now responsible for regulalOry 
environmental programs might be delegated administrative authority to implement a national fee 
system and · be compensated for tbat activity. · At the same time, the state agency would be 
permitted to levy additional fees for its own pmposes. Regardless of fee design and media 
targeted, the key question with any national system will be ease of fee ~ment, collection, 
and monitoring. . · 

.f.. variation to a centralized system of national fees is federally. mandated authorizations 
whereby states are authorized to establish their own fee systems contingent on meeting certain 
minimum federal criteria. If a state failed to establish a fee sysiem after a given interval~ a 
federal system would take effect. 'Ibis essentially is the approach taken in 8.1081 (now under 
consideration by the U.S. Senate) as, part of the Clean Water Act reauthorization.12 A more 

· passive option could provide a system of federal cash incentives in the form of a guaranteed 
federal match .to states whose fee system satisfies national criteria. 

Benefits and Concerns 

The chief ~tility and ben~ of a national system is its capability to direct revenues 
toward the support of Dational or state enviromilental·programs with the concomitant reduction 
in state reliance on general funds. Dedicated fees divenify available funding sources for 
environmental prograins and help reduce that proportion of funds that is dependant on an annual 
appropriations process. ne public and private payees into the system bene~ through improved 
profess!onal management of programs and in the case of subsidies, from potential eligibility for 
financial assistance. A second benefit is the ability of a national fee system to redistribute 
revenues among the states, should . such redistribution be established as a national goal. 

'Ibe primary concern with a national fee system is· the risk that its design and 
implementation will dismpt state fee initi&tives. Care must be taken to ensure that this does not 
occur. One way to help mitigate this risk is to use a default system· as described above, which 
leaves the design and implememation to the states. · 

State Fee Systems . 

Description 

There are many examples of operating state fee systems that fund environmental 
programs. Ideally, fee systems. should reflect the importance offull-co.stpricing not only to·pay 
for pollution prevention· and control facilities at the local level,_ but alsO to support the 
administrative infrastructure required for state program implementation. Several examples of 
current - programs are discussed below to demOnstrate the variety of designs tbat exist. 
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Most states levy some form of ·environmental fees or taxes to cover program costs and 
help. finance capital investments. For example, Arizona's state water tax is imposed as · a 
surcharge on local' user fees; Washington uses its cigarette tax to fund environmental programs; . 
and .the New Jersey NPDBS permitting fee program finances pennit administration. 

There are actually two taxes that appear on local water bills in Arizona. The fll'St is a 
state sales tax of 5.5 percent on the "sile" of water used. The funds are not dedicated, but 
rather deposited in the state's general fund. The second fee is referred to as the "Drano" tax 
and equals 0.65 percent of the bill. ·The tax was introduced in. October 1990 for the express 
purpose of financing the state Department of Water Resources. As a line item on local water 
bills, . the tax is repaid by water utilities on a monthly basis as receipts· are collected. Revenues . 
collected in the tint eight months ofFY 1991 were $830,679. Receipts for 1991 as a whole will . 
reach an estimated $1.1 million. 73 

· 

The New·Jersey Pollutant Discharge Elimination System (N1PDBS) charges permit fees 
on industrial dischargers to state waterways~ The fees are designed 011 a sliding scale for each 
permittee. They are a function of both the quantity of contaminants discharged and the relative 
environmental risks associated with the discharge. High-volume, high-risk dischargers therefore 
face a higher fee than low-volume, low-risk dischargers. Total fees collected in 1987-88 
equalled over $16 million. The total dropped to $11.2 million in 1989 as a result of permit 
tenninations, rate recalculations, and probably pollution reductj.on. · The Department of 
Environmental ·Protection has statutory authority to issue Civil Administrative Penalties to 
facilities for failure to pay their permit fees. The revenues are dedicated to covering the cost 
of processing, monitoring and administering the permit program. Revenues must not exceed 
these estimated costs. · 

The state of Washington levies taxes on cigarettes, tobacco, and water pollution control 
equipment to finance ground water protection projects and water pollution control programs. 
The fee is $0.08 per packet of cigarettes and 16.75 percent on tobacco products. 

All revenues are dedicated to the state Centennial Clean Water Fund, which provid~ 
grants to municipalities for environmental projects. Half the fund proceeds are dedicated to 
cOntrol discharges into marine waters. The other half is used for varipus water quality projects, 
including·nonpoint source programs and aquifer protection. In 1990, estimated revenues were 
$45 million. 

Benefits and Concerns 

Properly structured and administered fee systems can be a reliable source of significant 
funding for environmental programs.74 Further, fee systems can serve as dependable, 
signi.fican.t supplements to annual appropriations and other undedicated sources of funds, which 
are subject to forces unrelated to the needs of environmental programs. In addition, fee systems 
can seiVe as an efficient means of directing funding to priority needs involving capital fmancing, 
and providing debt seiVice payments for environmental projects fmanced by revenue bonds. 

One concern with national and state fee systems is their potential to displace other sources . 
of funding.75 As fee systems become major sources of revenue· for state programs, a 
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perception may grow among state. policy makers that there is a concomitant decline in need and 
justification for additional direct appropriations that ~rically have supported· such programs. 

The Board concl~ that environmental fees should play a much brOader role with 
respect to .assistibg staie programs. National or state fees should be viewed as a potentially 
significant source of additioDal, supplementary revenue to help states meet the increasing capital 
and inaoagement costs of environmental programs. · 

The Board further recognizes tbat state enviroamental progmms cannot, and probably 
should not, be totally dependent for funding on fee:-based revenues~ The strength of state 
progmms is enhaoced by relying on a diversity of funding sources, including federal 
appropriations. Thus, the Board does not suggest that fees be adopted as a means of elimi~ting 
or reducing other existing sources of funding support, ·while at the same time recommendiilg that 
the federal government actively support and encourage the adoption and expansion of state 

· enviiomnental fee systems. · 
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· NOTES 

1. Calculated at operating costs plus new eapital outlays. Figures exclude non-~A federal 
expenditures . . Alan Carlin, with the assistance of the Environmental Law Institute, 
Environmeiuallnvestments: The Cost of a Clean Enviro11171e1U, prepared for the US EPA, 
Office of Policy, PlanniDg, and Evaluation (December 1990), Tables 4-1A, 4-2A, 5-1A, 
and 5-2A. All figures are given in 1986 dollars. 

2. The average expected real rate of growth in US GNP from 1990to 2000 equals 2.37 
percent per year. Figure calculated from yearly forecasts as cited in Congressional 
Budget Office, AfJ AntJlysis of the President's BudgetiUy Proposals for Fiscal Year 1992, 
T~len-2, Co_mparison ofCBO, Admiilistration, and "Blue Chip" Economic Projections, 
Calendar Years 1~90-2000 (March 1991). 

3. For further -discusSion of -small communities, th!= reader is referred to the EF AB 
Advisory, Small Community Finllncing Stralegies for Environmental Facilities (August 
9, 1991). . 

4. US EPA, 1988 Needs Survey Repon to Congress: Assessment of PubUcly-Owned 
WaStewater Trl!lllmeiU Facilities in the United States (February 1989), Table C-3. 
Average populations served by a 1 MGD facili~ calculated from Table C-4. 

5. Wade Miller Associates, Inc., The Nation's Public Works: Repon on Water Supply, 
prepared for th.e National Council on Public Works Improvement (May 1987). Also, US 
Congress, Office of T~bnology Assessment, Facing America's Trash, What Next for 
Munidpal SoUd Wa.fte? (October 19.89). Average community size generating 30 tons per 
day calculated from estimates on 75-76. Ratio of municipal solid waste to all waste 
generited and sent to landfills for one community in Florida (3.9/8.5 lbs per capita per 
day), used against national estimates "for average municipal generation per capita (3. 75 
lbs. per person per day), between 1986-2000 .. 

6. While it is true that some states exclude general obligation bondS from state caps where 
the proceeds are used for environmental projects, overall there is still a trend toward the 
use of revenue bonds for such projects. -

7. GOvernment Finance ReSean:h Center and Peat Marwick, Mitchell & Co., Firumcial 
. Capabilitj Guidebook (Drqft), Fmancial Management Assistance Program, 41-45. The 

threShold for wastewater_ charges ranges from 1-1.5 percent for income levels up to 
$17,000. 1be same thresholds are applied to drinking water charges as well in: Policy, 
Planning & Evaluation, Inc., The Munidpal Sector Study. Im~ of Environmenllll 
R4gukztions on Munidpalities, prepared for US EPA, Office of Policy, Planning, and 
Evaluation (September 1988). If solid waste fees are charged a similar threshold might 
apply. In addition, it should be noted that other factOrs also affect credit worthiness, and 
hence a municipality's ability to raise capital. These include its rates relative to 
neighboring communities and how rate setting· is managed within the community. In the 
latter case, for example, a town's rating is less likely to be damaged if rates are 
increased incrementally over several years, rather than abruptly in any one year. 
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8. These figures are given in nominal terms 81ld therefore include the effects of inflation. 
. In re:aJ terms, rates will still increase over 10 percent per annum until the end of the 

century. 

9. The organiution behind the movement is the Massachusetts' · Citizens for Limited 
Taxation. 

10. . Malacby Fallon and Joan Pickett, "The Price of Clean Safe Water", StandDrd &: Poor's . 
Credit Week (July 30, 1990), and personal communication with William Chew, Seni9r · 
Vi~ President, Municipal Finance Depanment, Standard & Poor's ·Rating Group. 

11. See for example the BFAB Advisory, Incentives for Envlronmentllllnvestment: Changing 
Behavior and Building Ctzpilol (August 9, 1991). · 

12. US EPA, Office of Policy, Planning, and Evaluation, Environmental Investments 
(December 1990). 

13. The costs of existing regulations are "those associated with regulations and programs that 
.were substan~Y. in place by 1987 and bave achieved substanuatty full compliance with 
standards or attainment of goals. a 'lbe costs of new regulations are •those estimated to . 
result from new or recently implemented regulations and programs (i.e. those not 
subswitially in place by 1987) and regulations C111mltly under development or proposed 
by EPA." The costs of fUll 'implementation are those costs "tbat would arise from full 
compliance with those existing Jaws, regulations, and programS for which the attainment 
deadline bas passed b~ for which there .was substantially less tb8n full attainment by 
1987. ·ney include costs of bringing an cities into attainment with ••• the costs to satisfy 

' the nation's municipal wastewater treatment needS to bring abOut fishable/swimmable 
water quality". US EPA, Office of Policy, Plamiing, · and :Evaluation, Environmental 
Investments, 1-S. · · · · · · 

14. This figure is calculated from US EPA, office of Policy, Planning, and Evaluation, 
EnvironmentllllnvestmenJS, .Table 4-lA: Water Pollution Control Capital Costs. The 
figure equals total state, local, and federal (EPA only), capital spending requirements for 
point and nonpoint source projects, to 'maintain current l~vels of environmental quality, . 

· for the years 1988-2000 inclusive. Figure is in 1986 dollars. · 
. . 

15. ApprOpriations to the SRF equaled $2.304 billion· in 1988; $1.95 billion.in 1989; $1.99 
billion in 1990; $2.10 billion in 1991; and $2.289 billion in 1992. Personal 
communication with US EPA, Office of Water. 

16. Figures taken from Table ·C-1, US BPA, Office of Wastewater Eliforcement and 
Compliance (formerly Office of Municipal Pollution Control), State Rnolving. Fund 
(SRF) FiMl ~pon to Congress (October 1991). Sixteen states wiD provide overmatch 
funds at some time between 1988 and 1999. 

17. - Figures taken from Table 4.2, for years 1988-1994, US EPA, Office of Wastewater 
EnfOICement ~d Compliance, State Revolving Fund (SRF) FiMl Repon. 
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18. "Money in the SRF may be used for the reasonable costs of administering the SRF, 
provided that the amount does not exceed 4 pe~nt of all grant awards received by the 
SRF. Expenses of the SRF in excess of the amount pennitted under this section must 
be. paid for from sources outside the SRF. . . . Reasonable administrative costs include 
all reasonable costs incurred for mauagement of the SRF program and for management 
of projects receiving financial assistance from the SRF. Reasonable costs unique ~ the 
SRF, such as costs of servicing loans and issuing debt, SRF program start-up costs, 

· financial management, and legal consulting fees, and reimbursement Costs for support 
serVices from other State agencies aie ilso available. . . . Unallowable ~ve 
costs include the costs of administering the construction grants program under section 
20S(g), permit programs under sections · 402 and 404 and Statewide. wastewater 
IIWIIgelllent pJanning programs under section 208(b)( 4). • . . Bxpeuses incurred issuing . 
bonds guaranteed by the SRF, including the coSJi of insuring the issue, may be absorbed · 
by the proceeds of the bonds and need not be chuged against the 4 percent administrative 
costs ceiling. The net proceeds of those issues must be deposited in the Fund" (55 
Federal Register 10180). 

19. Most of the data for this model was taken from the . US BPA, Office of Municipal 
Pollution-Control, S~ Revolving Fund (SRF) Interim Repon to Congress (Aprill991). 
Numbers were added, and/or updated by personil contact with SRF administrators in the 
states involved. 

20. Expected administrative costs in 199S were assumed constant through 1999 based on the 
assumption that there is not necessarily a direct relationship between administrative costs 
and the level of lending. · 

21. ID 1990 states received approximately 8S pen:ent of their authorization levels, and in 
1991 appropriation~ equaled 82 percent of authorization levels. In 1992 states actually 
received 127% of authorizations; $2.29 billion instead of $1.80 billion. · 

22. In fact, debt service typically does not begin until construction has ended, which can be 
three years. Constructing the model so that debt service (and hence fee payment) begins 
one year after loan disbursement shows that even if states could require debt seJVice to 
begin right away, not enough money can be raised quickly enough tO avoid a short tertn 
deficit. 

23.. During the 1992-1999 peljod, three of the eight states in this example overmatched oi 
intend to overmatch their contribution to ~eir SRF program. Connecticut significantly 
overmatches its funds over the.entire period. New Mexico plans to contribute between 
$0.3 and $1.4 million per year during the yean .1992-94 in an overmatch account and 
Virginia will contribute an extra $2.8 million in 1992. ~use SRF restrictions 
regarding the use of funds do not apply to overmatch fwlds, these three states, and in 
particular Connecticut, may be able to reduce or avoid short-term deficits as discussed 
in the text. In the nation as a whole, 16 states contributed or;intend to contribute 
c:»vermatch funds at some point during the 1988.:.2000 period. In many cases, however, 
the state's overmatching activity is limited to intermittent years. The two states with 
significant overmatch activities are Connecticut and Wisconsin. Thus, while in the 
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sample overmatch activity may reduce or eliminate the deficit for these three states, 
overmatching tendS to be the exception rather tban the rule for the nation as a whole. 

. -
24. In a recent report on the status of the SRF prognm, 16 states reported that they expected 

to ~ an overall administrative deficit over the 1989-94 period. US BPA, Office of 
Wastewater Enforcement and Compliance, Staie Revolving Fund (SRF) Final Repon. 
After 1994 however, it is possible that a greater number of states will experience · 
shortfalls is the ~ve allowance will have been reduced to zero. 

25. 1be same study reports that many states have not developed financing plans to address 
· administrative costs after 1994. US BPA, Office of WaStewater Enforcement and 

Compliance, Stille Revolving Fund (SRF) Flnlll Repon, l-5. According to the Office of 
Water~ however, 30 states already have fee programs of one kind or another, · so some 
anticipation of future supplementary funding requirements has. been made. 

26. BFAB Background Paper, CUrrent Private Involvement in the Provision of Environmenial 
Service:s: A literature Review, (January 30, 1991). Only seven privatization .contracts 
were ever signed - one of the agreements included the .construction of two plants. 

27. 'Ibis financing would be restricted to projects serving the public purpose. 

28. For a greater discussion of the effects of the 1986 Tax Reform Act on environmental 
financing, the reader is referred to the BFAB Advisory, Incentives for Environmentlll 
Investment. 

29. BFAB Advisory, ~vale Sector (FiMl) Advisory (N~vember 1991). 

30. BFAB Advisory, Small Community Flntmdng Straieglu for Environmental FaciUties 
(August 9, 1991) . . 

31. The· four additions to funds available for lending by this "50,.state SRF" equaled $67 
millicm in 1988; $215.7 million in 1989; $625.98 million in 1990; and $923.76 million 
in 1991. These figures represent the aggregation . of ten states' leyeraging effons: 
AJabama, . Colo~, Connecticut, Iowa, Maryland, .Minnesota, Missouri, New !ersey, 
New York, and Texas. · 

32. Total estimated needs over the 1988-2000 year period were cited as $49 billion, assuming 
maintenance of current standards. 'lbe reader is referred to section m,A~ 

33. Without the extra funding projects worth $40~61 billion could be fi~nced over the 20 
year period. Un~ Case D, this total rises to $44.32 billion, an increase in fumling 

. capacity of $3.71 billion. · 

·34. Ovetmatcb fu~ were excluded from the model in all four cases. Sixteen .. states have 
contributed or intend to contribute ovennatch funds sometime during the 1988-1999 
period. Over the 1988-1994 period, this activity will add a total of $1.07 billion in 
capitaliution to the SRF program. · Between 1995-1999, another $286 million will be 
added from the ove~h efforts of six~· This additional $1.35 billion, spread over 
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a 12 year period, would add incremeatally to the total financing capacity of the SRF 
program. Ovennatch activity for most states tends to be episodic in nature. Ovennatch 
figures taken from US EPA Office of Wastewater Enfon:ement and Compliance, State . 
Revolving Fund (SRF) Finlll Repon, Tables 4-2 and C-1. ·In addition, the period selected 
to represent case IV (Table 6), is based on the reauthorization period proposed in the 
senate bill for reauthorization of the Clean. Water Act, S. 1081. . 

35. Personal communication with the Office of Wastewater Enfon:ement and Compliance, 
Office of Water, US EPA. 

36. 'Ibis evidence was made available through direct contact with the Bill·Sbafer from the 
Arizona SRF, for example, and is mentioned as an issue in US EPA~ Office .of 
Wastewater Enforcement and Compliance, State Revolving Fund (SRF) Final Repon, 1-7. 

37. The actual measurement of the costs resulting from these authorities, could be made a 
part of state efforts to estimate the costs of compliance with environmental mandates, as 
discussed in Section II above. 

. . 
38. Personal communication with Jean Green, Enforcement Branch, Wage and Hour 

Division, U.S. Department of Labor. 

39. Personal communication with Bill Shafer, Arizona SRF program. 

40. EFAB Advisory, ·Small Community Fil'llliiCing Strategies. 

41. The fiscal affairs of small systems often .are. subsumed into the overall local government 
making full-cost pricing difficult to i.mpleiJlent; larger systems are often managed by 
quasi-auto~mous authorities whose bOnding capability ·is separate from the local 
government. 

42. Fallon and Pickett, "'Ibe Price of Clean Safe Water". 

43. Solid waste facilities are typically deb~ financed. Office of Technology Assessment; 
Facing A!nerica's Trash. See also, Policy Planning and Evaluation, Inc., The Munidpal 
Sector Study~ R. W. Beck and Ass9ciates, 77le Nadon's PubUc Works: Repon on 
SoUd Waste, prepired for the National Council on Public Works Improvement (May 
1987). . . . 

44. Office of Technology Assessment, Facing America's Trash. Estimates made in 1988 
suggested over 80 percent of all operating landfill sites would close by 2008. As much 
as one third will close in the next three years. Closures are not being matched by new 
openings: EPA estimited in 1988 that only 10 of existing landfills were less than five· 
years old, while the life of a landfill often exceeds 20. years~ Siting a new facility 
(whether incinerator or landfill), can take 5-8 years or more;' thus those states with less 
than this ·time left in current landfill capacity face a siting constminL 'Ibis is a 
significant number eight states have less than five years remaining capacity, and another 
15 have between· five and ten years remaini'ng capacity. In addition, plans to site 
incineration facilities are often dropped long after financin.g has been secured. A 1987 
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sUIVey by Kidder, Peabody & Co. concluded that the capacity of incineration facility 
plans that bad been canceled exceeded the capacity ·actually coming on stream (see R. W. 
McCoy, R. 1. Swegm.m, and M. A. Liker, Rao~ Recovery as of Det;ember 31, 
1987, ·Kidder, Peabody Equity Research Industry Comment (New York: Kidder, 
Peabody, & Co., .1988). 

4S. For a more complete discussion of the model used see Policy, Planning &. Evaluation, 
Inc., ~ Mwddpal Sector Study. 

46. The study recognizes that very small communities are more likely to obtain a baDk loan· 
than float a bond and therefore measureS this impact for that pa:niCu1ar group. 

47. "' The 1.30 pen:ent is the sum of the average rateS as a perCentage of inCome in the three 
individual media: .46 perceut in drinking water; .52 percent in wastewater; and .32 
percent in solid waste. · 

48. us BPA, Office of Policy, Plalining, and Evaluation, Environmental Investments. 

49. 'l'he reader is referred to BFAB Advisory, Incenlives for Environmental Investment. 

SO. 1'his idea is based on a paper by Michael Curley • . 1be Board gratefully acknowledges 
the contribution ofMicbael Curley to this AdVisOry and to that of the SDiall Communities 
Workgroup. 

Sl. 'l'he reader is referred to US BPA, Office of Policy, Planning and Bvaluation, Economic 
Incentives, Opdons for Environmental Protection (March 1991). 

52. 'lbe BOam did not examine legislative options for establishing national fees to support 
an environmental trust. One approach is to include in the trust's authorizing legislation 
the amendments to the releVant en~ental statutes providing for national fees. 

53. It would not help such programs avoid the problem, however, it would only help theQI 
after-the-fact. · 

54. US BPA, Office of Wastewater Enforcement and Compliance, Stale" Revolving Fund 
(SRFJ FiniJl Repon, 6-4- 6-6. 

S5. Anthony Commiuion on Public Finance, Preserving tM Federal-Stllle-LticDl Partnership: 
71le Role ofTOJC-EJU!mpt Financing (October 1989) • . 

56. These could ~lucie the implementation of some of the suggestions put forward in the 
Anthony Commission Report on Public Finance, 1be Bnvironm~ Inftastructure Act · 
of 1991 (S~ 90), Representative Anthony's 1991 tax simplification proposals (H.~ 710), · 
or the Environmental Infrastructure Financing Act of 1991 (R.R. 2172). 1bese include, 
for example, reclassifying en~ental bonds as tax-exempt "infrastructure bonds", 
defined as any state o.r local bond from which 95 percent of the proceeds are used to 
provide sewerage, solid waste, water supply, certain bazardous waste disposal, and other 
pollution-control facilities. For further ·discussion of the options discussed in these 
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proposals the reader is referred to the EFAB Advisory, Incentives for Environmental 
lnvestmenl. · 

57. National Governors' Association, Funding Environmental Programs: An Examination of 
Alternalives (1989). 

58. · In the case of a national trust fund supported by fees the fee system could be 
· administe~ by the trustees. · 

59. Atlantic Richfield Company (ARCO), Funding Aspects of CERCLt Reauthorizalion, 
Bxecutive Summary (March 9, 1984). Also see, ·Management Analysis Center, Inc., 
Supel:fund Financing - Anllly~ of CERa..A. Ta%ts and Altematlve Revenue Approaches, 
prepared for Atlantic Richfleld Company (ARCO) (March 6, 1984). 

60. Wayne B. Solley, Charles F. Me~, and Robert Pierce, Esti'IIUlted Use of Water in the 
United Sillies 1985, U.S. Geological Suryey Circular 1004, US GPO 1988, Table 3. 

61. 1985 figure for self-supply taken from Solley, Merk, and Pierce, Estimated Use of 
Water, Table 3. Water use is assumed to grow at 1.5 percent per annum. 

62. Agricultural use could also potentially drop in response to the tax. 

63. Based on drinking water withdrawals averaging 105 to 140 per person per day, and an 
average hou~hold size .of 2.64 persons. 

64. Water rates calculated from Brnst &: Young~ 1990 National Water and Wastewater RtJte 
Survey (January 1990), Bxhibit-1 • . Median incom~ figure is based on 1989 median total 
household income of $28,906, Ed Walnack, Income Division, Bureau of Census, 
DCpartment of Census~ Figure from US Bureau of Census~ Current Popukuion Report, 
Series P-60, #168 (September 1990). 

65. In practice it would need to be baSed on both. A sttaigbt volume fee could give rise to 
highly concentrated discharges, and a conten~ only fee would give rise to dilution. Only 
a fee that captured both would make the discharger pay for the pollution released. This 
would be administratively more complex than ·a straight volume fee, however. 

66. Numbers 1aken from Solley, Merk, and Pierce, EstimtJted Use ofWater, Table 22. The 
1985 wastewater releases aie total ·public releases, in millions of gallons per day. 
Wastewater releases were assumed to grow at 1 ~5 percent compound annual rate. Figures 
for Puerto Rico and the Virgin Islands were excluded. 

67. Using average drinking water withdrawals of 105 to 140 gallons Per person per day as 
a proxy for wastewater discharge and an avemge household size of 2.64 persons. 

68. Wastewater rates calculated from Brnst &: Young, 1990 National Water and Wastewater. 
Rtlle Survey, Exhibit 2. Median income figure is based on 1989 median total household 
income of $28,906, Ed Walnack, Income Division, Bureau of Census, Department of 
Census. Figure from US Bureau of Census, Current Popukuion Report. 
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69. Office of Technology Assessment, Facing America'~ Trash, 73, 76. 

. 70. For a full discussion of the fee program under the Clean Air Act, the Board refers the 
reader to Title I, Section S02 of the Act. · · · 

71. It may be a component in home heating oil, for example. 

72. See S. 1081, Section 21 (q)(S). 

73. Personal contact with Rosa Hill, Phoenix Water Department, and Georganna Myers, 
Arizona Department of Revenue. 

-74. S~ National Gov~mors' AssOciation, .~~ Environmental Programs. 

1S. Ibid, 31-32. 
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