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APR 2 9 1984 

Honorable Carol M. Browner 
Administrator 
U.S. Environmental Protection Agency 
Washington, D.C. 20460 

On behalf of the Environmental Financial Advisory Board (EF AB), we are very 
pleased to transmit to you the EF AB Report, "Implementing the Environmental Finance 
Aspects of the North American Free Trade AgreemenC This report serves as a follow­
up to a 1993 Board report on environmental financing along the U.S./Mexican border 
that we developed to support the negotiation and subsequent approval of NAFT A. 

In this report the Board addresses specific finance activities to facilitate the 
implementation of the NAFrA side agreement for border environmental infrastructure. 
We believe that special purpose districts, either public or private, should be created in 
Mexico to deliver environmental infrastructure services, and that the financing of such 
districts be based on user fees, to the greatest extent possible. The districts will need 
realistic and sound credit criteria to evaluate the financing of projects. The private 
sector should be encouraged to participate in paying for projects along the border, 
including leveraging government funds appropriated for such projects. Furthermore, we 
suggest in the Report that electric utility billing systems be considered as a viable means _ 
to collect user charges for the water and wastewater services. ' 

The above recommendations are particularly timely in assisting the current 
binational efforts, i.e. the Border Environmental Cooperation Commission (BECC) and 
the North American Development BaD.k (NADBank), to create and maintain a quality 
environment along the border. The Board offers its assistance to the Administrator in 
your capacities as a director of the BECC and of the NADBank, including the creation 
of credit standards for project funding and the review of individual project funding . 
applications. We are available at your convenience to discuss this report and to provide 
any further analyses you may require. 

Sincerelyt , 
.. /. . I 

I - I J. 
,.,/, . . . ·' !"... ; ,;, . 

;: ,1/?'. ~ ~(;{.,;,t,(f-/!,(dt!U._ 
~obin r...~-wiessmann 

Chair, Environmental 
· Financial Advisory Board 

HerbertJBarrack 
Executive Director, Environmental 
Financial Advisory Board 



R~port of the 

Environmental Financial Advisory Board 

of the 

United States Environmental Protection Agency 

Implementing the l.!nvironmental Finance Aspects 

of the 

North American Free Trade Agreement 

In 1992, the Board approved a repon ("the 1992 Repon") of the 

International Committee ("the Committee") to the Administrator regarding the 

finandng of environmental infrastructure along the Mexican Border. The 

1992 Repon was intended to assist the Administrator in her effons in suppon 

of the negotiation and approval of the Nonh American Free Trade Agreement 

("the NAFTA" or "the Agreement"). 

Subsequently, the NAFTA was, in fact, approved by the governments of 

the United States and Me~co. · In its final form, the NAFTA contains a separate 

side agreement which addresses . the financing of environmental 

infrastructure along the border. The side agreement creates a finandng 

mechanism which is to be funded at a level of $450,000,000 with an additional 

S2,550,000,000 of call capital. If these funds can be leveraged at only a 2:1 
ratio,. there will be over S6.000.000.000 a\·ailable for environmental 

infrastructure projects along the border. At a 3:11everage ratio, there would 
be over S9.000.000.000 available. Since official estimates of finandng needs 

are in the SS - 7 billion range, this means that the projected funding should be 
more than ideguate to meet i\11 of the em;rimmemai infrastructure needs 
contemplated bv the NAffA. This is an event of truly historic significance in 
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' ' 

the 'international effort to create.~d maintain a quality environment on a 

global basis . 

. Now that the NAFT A has been duly approved, the Committee resoh·ed to 

issue a follow-up report dealing with the environmental fmance issues in the 
. ' ' 

NAFfA. 

This repon has two secti9ns. The first section reviews the events 

concerning the NAFTA betwee.n the two reports. The second section . con~ains 

six recommendations to the Administrator in terms of the role she will play in 

the implementation of the NAFT A. 

The six recommendations are: 

* That special purpose districts, either public or private, be created in 

Mexico to deliver environmental infrastructure seryices. 

* That the financing of such districts be based, to the greatest e~tent 

possible, on user fees. 

, .• 

* That the user fees charged for water and wastewater sen-ices be 

integrated into the electric utility billing and collection system, : to the end that 

non-payment of any of the three user charges \vould be grounds for the 

termination of electrical senice to the non-paying customer. 

* That, to t~e greatest e~tent possible, the resources of the private 

sector be used to pay for environmental infrastructure projects along the 

border. 

* That, in determining .the role o~ the private sector in the effort to 
build environmental infrastructure along the border, ~he utmost 
consideration be given to private sector means of leveraging the funds . of the 

governments of the United States and Mexico appropriated for such purposes. 

2 



* That the first order of ~usiness in financing environmental 

infrastructure along the border should be to create realistic and sound credit 

criteria for the financing of projects on behalf of special purpose districts. 

In addition to the six recommendations. the Committee also offers its 

services to the Administrator to assist her jn the creation of realistic and sound 

credit criteria and for the eya}uation of individual funding apj)lications for 

enyironmema1 infrastructure projects along the Me~can border. 

SFCTJONONE 

The 1992 Repon, after having been referred to the Administrator, 

became one of many resource documents for an intergovernmental group 

formed by Dr. Alice l\'1. Rivlin, Deputy Director of the Office of Management 

and Budget, under the leadership of jeffrey R. Schafer, Assistant Secretary of 

the Treasury for International Affairs, to ad\ise the Administration on the 

environmental finance aspects of its negotiations \\ith the Government of 

Mexico on the NAFf A. 

The NAFTA negotiations were successfully concluded and the Agreement 

was signed by the Presidents of the United States and Mexico. The President of 

the United States then submitted the Agreement to the Congress for 

ratification. On November 1 i, 1993, the U.S. House of Rei>resentatives voted to 

approve the Agreement. Anticipating a favorable vote, as well, in the United 

States Senate (which, in fact, occurred on November 20, 1993), the Committe~ 

convened in Washington, D.C., on November 19, 1993, to formulate advice to the 

Administrator on the implementation of the en\ironmental finance aspects of 

the Agreement. 

At its meeting, the Committee heard presentations from Jonathan Z. 

Cannon, Assistant Administrator for Administration and Resource . . 
~lanagement of the U.S. En\ironmental Protection Agency (USEPA); Dr. john E. 

Petersen, President of the Government Finance Group, Inc.; Congressman jim 

Kolbe of Arizonai jeffrey R. Schafer, Assistant Secretary of the Treasury for 
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International Affairs; Congressman E. ( KikaJ DeLaGarza of Texas. Chairman of ., -

the House Agriculture Committee; . Mario Aguilar, General Representative of . . . 
the Secretariat for Social Development (SEDFSOL) of the Government of Mexico; 
Lynn Fischer, · Policy Analyst, Natural Resour.ces Defense Council: and 

Lawrence I. Sperling, Senior Attomey-Ad\'isor. International Enforcement 

Program, Office of Enforcement, USEPA. ·. 

SR:TION1WO . 

The Committee has re,iewed the Agreement and makes a series of 

observations and recommendations to the Administrator concerning the 

hnplementation of the environmental finance aspects of the accords. 

The Committee notes that under the NAI-TA, the responsibility for 

fmancing environmental infrastructure pursuant to the Agreement was 

dh ided between two · new binational agencies, the Border. Environmental 

· Cooperation Commission (BECC) and the North American Development Bank 

(NADBank). 

The Agreement envisions the BECC a$ an agency whose responsibility it 
is to work with communities to generate needed en\<ironmental infrastructure 
projects. The BECC's role \\ill then be to roordinate the planning and 

financing of these projects :and then to "certify" them for funding to the 

NADBank. The BECC will have a ten-member binational board of directors on 

which the Administrator will serve. The BECC will be required to consult with 

an 18-mem~er Advisory Council, of which nine members will come from each 

. country. 

The NADBank ''ill be capitalized with S225,000,000 of cash each from the 
United States and Mexico, with an additional Sl,275,000,000 of callable capital 

' 
from each. Ninety percent of the banks funds will be used to finance 
environmental infrastructure projects. The stated purpose of.the NADBank is 

to fund, "as appropriate", projects "certified" by the BECC. The N~Bank is to 
have a six-member board, three from each country. It is expected that the 
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Administrator will serve as one of the U.S. directors of the NADBank. In 

addition, for the purposes of loans or guaranties cenified by the BECC, it is also . 
expected that the U.S. representatives to the NADBank will be instructed in 

accordance with the procedures of the National Advisory Committee on 

International Monetary and Financial Policies, as established by Executive 

Order Number 11269 of February 14, 1966, and that for these purposes the 

Administrator shall also be a member of National Advisory Committee. 

The Committee also cites what it feels are nvo of the most imponant 

preambulatory clauses to the Agreement. The first affinned "that, to the 

extent practicable, environmental infrastructure projects should be fmanced 

by the private sector, . . • ". The second affinned "that, to the extent 

practicable, environmental infrastructure projects in the border r:egion 

should be operated and maintained through user fees paid by pollut~rs and 

those who benefit from the projects, and should be subject to local or private 

control". 

In the 1992 Repon, the Committee recommended that the financing of 
environmental projects along the border, to the greatest extent possible, be 

based on user fees. It also recommended that sub-sovereign finance 

mechanisms based on user districts be created as the instrumentalities to 

finance such projects. The Committee notes that the preamble to the 
Agreement calls for both user fee fmancing and the utmost local control. In 

this regard, the Committee, therefore, recommends: 

1) That the BECC encourage the creation of special purpose districts (or 

corporations in the case of private ownership) as the sub-sovereign finance 

mechanisms by which environmental infrastructure projects are financed 

through the NADBank~ and, 

2) That, to the greatest extent possible, user fees be the financial basis 

of such districts. 

At the November 19, meeting, the Committee noted the observations of · 

Dr. Petersen that there appeared to be an active and '~despread tradition of 
billing and collection for electric power in Mexico along the border area. Dr. 
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Petersen also noted that under M~xican law, the penalty for non-payment of 

electricity bills is tennination of service; whereas it is not possible to . 
terminate wat~r service for non-payment. 

The Committee also noted that in areas along the border with neither 

, ... ·ater nor sewer service there was little or no tradition of paying for sewerage 

and that payments for potable water were often made to random vendors on a 

daily basis. 

Therefore, in order to assure a solid financial base for newly _created 

special purpose districts, the Committee recommends: 

3) That the user fees charged for water and wastewater services be 

integrated into the electric utility billing and collection system, to the end that .. 
non-payment of anY of the three user charv;es would be grounds for the 

tenninalion of electrical sen1ce to the non-oa\jng customer. 

Next, the Committee notes that bot~ the 1992 Report and the preamble to 

the Agreemen~ call for the involvement of the private sector as far as is 

feasible. The Committee, therefore, reiterates its recommendation: 

4-) That, to' the greatest extent possible, the resources of the private 

sector be used to pay for en,ironmental infrastructure projects along the 

border. 

1n this regard, the Committee noted that the NADBank is capitalized with 
S450,000,000 of cash and S2,550,000,000 o( callable capital. · In accord with the 

1992 Report, and in order to achieve the ma.\.imum leverage of the paid-in 

capital and the lowest probability that the callable capital will ever, in fact, 

need to be called, the Committee recommends: 

5) That the utmost consideration be given to private sector means of 
leyeraging the funds of the go,·ernmentS of the United States and Mexico 

. a,npropriated to the NADBank through the use of private finandal gnaranrv 

insurance or of supplemental private capital. 
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The Committee noted most. imponantly that if the capital of the NADBank 
can be leveraged at ~ 3:1 or even 2:1 ratio, there should be more than enouah 

funds available to meet all of the estimated $5 - 7 billion of environmental 

infrastructure neecls along the b9tder. This would be an event of truly 

historic significance not only for the United States and Mexico, but also for the 
entire international effon to improve environmental quality. It is therefore 

imperative that the NAPBank have a sound overall financial structure and that 

each individual loan be macte on a financially sound basis as well. 

Fmally, the Committee observes that al~ough the BECC is, on the one 

hand, required to "certify" projects to the NADBank, the ~ADBank. is, on the 

other hand, only required to fund such projects "as appropriate". 

The Committee noted several instances where there were organizations .. 

where the loan origination function was not well coordinated with the loan 

approval function. When this happens there can be grave problems. In a 

business context such problems can be readily_ dealt \\ith and minimized. But, 

the NAfTA is a major political issue, as are the environmental problems on the 

border. The BECC and the NADBank were created for one purpose only: to 
provide a finanda) solution to these problems. The public will have high 

expectations that the BECC/NADBank will, in fact, solve many of the problems. 

Therefore, if there is any conflict between the credit criteria of -the 

BECC and the credit criteria of the NADBank, tnen there could be very serious 
political repercussions that will not be easy to resolve. This is especially 

significant since the Administrator will serve as a director of both the BEf7C 

and the NADBank. and will be a member of the National Adyisozy Committee 

which instructs the U.S. directors of the NADBank with respect to their votes 

on indiyidual pmject5. as well. The Committee recommends, therefore, that 

these matters be addressed before they become problems: Therefore, in order 

to assure a smooth working relationship between the two agencies, the first 

order of business should be the development of realistic and sound credit 
criteria which the BECC, the NADBank and the NAC all agree on be(ore these 

criteria are promulaate4 in final fonn to the pubJic. 
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Furthermore, it is il\ the interests of all that such criteria be 

designed in such a 'Yay as to -allow the maximum leveraging of the NADBank's 

funds. In this way, the maximum dollar value of environmental projects will 

be able to be fmanced and the maximum environmental amelioration will 

ensue, given the finite resources of .the NADBank. 

To this end, the Committee recommends: 

6) That, as its first order of business, the BECC should create realistic 

and sound credit criteria for the financing of projects on behalf of special 

purpose districts in order to allow the greatest dollar amount of environmental 

improvement projects to be funded by leveraging the finite fin~dal 

resources of the NADBank. 

In making the above recommendations to the Administrator, especially 

the recommendation concerning the creation of realistic and sound credit . 
criteria for NADBank loans, the Committee offers its assistance tO the 

Administrator. in conjunction with the Environmental Finance Center at the 

University of New Mexico. to advise her on her work as ci director of the BECC, 

including the creation of credit staruJards for protect funding and the review 
· of indiyidm!l ctedit agpligtions. and on bet work in reviewing individual 

project funding applications as a director of the NAPBank and a member of the 

National Advisozy Committee , and for any further or continuing efforts she 

may require in this regard. 

* * * * * 

In conclusion, the Committee believes that the NAFfA is one of the most 

important milestones of economic progress for the entire Western Hemisphere 

in the Twentieth Century. It also believes that the environmental finance 
- . 

aspects o~ the Agree~ent, if properly implemented, will ensure that the 

border area will enjoy a legacy of vastly improving environmental quality. 

Therefore, the Committee offers the above recommendations as part its 

continuing effort to assist in the implementation of the Agreement and ~o 

bring the benefits of quality environmental infrastructure to the border area. 
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