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I.

Introduction

The “Long-Term Funding Sub-Task Force” of the Reclaimed Water Use Rule
Advisory Committee was created by the 2007 Washington Legislature to recommend
provisions for a long-term funding source for water reclamation facilities. 1 As part of the
process for addressing the Legislature’s direction, the Sub-Task Force was interested in
learning how other states funded or financed reclaimed water (“RCW”) facilities, and
what innovative sources of financing existed that might be adapted to paying for water
reclamation facilities.
This report reviews financing tools for RCW projects that are in used in other
states, especially Arizona, California, Florida and Texas. It also looks at various funding
sources used in other states for a variety of environmental purposes that might be adapted
by Washington to finance reclaimed water and related projects. A separate report for the
“Removing Barriers” Sub-Task Force” will examine potential incentives that have been
used elsewhere for RCW and other purposes.
Except where noted otherwise, this report does not include discussion of existing
Washington programs or analysis of Washington law. If there is interest in any of the
options from other states, a separate review of Washington programs, law and practices
would be needed.
II.

Financing Reclaimed Water Facilities in Other States

Other states and utilities that have implemented water reclamation projects use a
variety of financing tools, including
1. Federal grants,
2. State bond issues supporting loans and grants,
3. State revolving funds (SRF),
4. Dedicated revenues from specific taxes;
5. Direct appropriations from state, county or city funds,
6. Utility fees and charges, and other self-generated revenues,
7. Funds borrowed by utilities on capital markets, and
8. Private capital where a project benefits a specific business.
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Appendix A contains tables showing the principal funding and financing sources
used in selected states, with examples of specific projects. By comparison, Appendix B
summarizes how Washington projects have been financed, based on Case Studies in
Reclaimed Water Use by the Department of Ecology’s Kathy Cupps and Emily Morris. 2
A.

State grants and loans

Leading states finance RCW facilities through state revolving loan programs,
other grant and loan programs and direct appropriations. Some of these states have
financed projects in innovative ways.
Florida has a unique system to help finance reclaimed water and other water
resource projects. The state has created five water management districts that can
encourage and direct water users and utilities to use reclaimed water and implement reuse
programs. In addition to disbursing state funds, the districts have been granted the
authority to levy ad valorem taxes from landowners and use the proceeds to make grants
to local water suppliers for alternative water supplies and conservation activities.
Florida has also enacted a funding program specifically for water reclamation and
other alternative water supply projects. The Water Protection and Sustainability Program,
enacted in 2005, requires the five water management districts to promote alternative
water supply projects. The law provides significant annual recurring state funding. Funds
are administered and matched by the water management districts. During the first two
years of the program, it helped fund 238 projects with a total construction cost of
approximately $2.5 billion. Projected costs of all reclaimed water projects over the next
20 years exceed $9 billion, of which $1.2 billion is projected to come from state funds. 3
California has adopted a Water Recycling Funding Program (WRFP) to promote
the beneficial use of treated municipal wastewater to augment fresh water supplies in
California. Currently, the WRFP administers 49 construction projects and 33 facility
planning studies. The funding program consists of the State Revolving Loan Fund and a
grant and loan fund created from bond laws passed from 1978 and 2002. Some state
general funds have also been used for state grants. Nearly $650 million in State grants
and loans has been provided through these programs through September 2006. 4
The Texas Water Development Board includes as principal sources of financial
assistance for reclaimed water, the Clean Water State Revolving Fund and:
•
A deferred interest loan program (State has a temporary ownership interest
in a facility. State's ownership is purchased by applicant as their customer
base grows.), and
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•

A water and wastewater loan program for planning, acquisition and
construction of water related infrastructure, for political subdivisions and
nonprofit water supply corporations. 5

B.

Sources of information about Grants and Loans

There are excellent sources of information about grants and loans available for
water reclamation projects. On a national level, the most comprehensive source of
information specific to water reclamation projects is Chapter 6 of EPA’s Guidelines for
Water Reuse, September 2004. 6 In addition to listing common sources of Federal and
State grants and loans, it discusses private capital contributions and internally generated
funding alternatives. Interestingly it highlights Washington’s “rather innovative” Public
Utility Tax levied on gross income of public and private utilities, with partial exemptions
for favored reclaimed water services. There is a suggestion that many variations on this
incentive theme could be adopted by states, such as imposing a utility tax directly on
large water users and granting exemptions for reclaimed water use.
There is an even more comprehensive list of Federal and private sources of
financing for water infrastructure generally in EPA’s Guidebook of Financial Tools:
Paying for Sustainable Environmental Systems, April 1999. 7 This compendium is a bit
outdated but is now being updated. However, it has a very complete list of Federal and
non-Federal programs that have been used to fund water related projects. Similar to
those used by the Washington Department of Revenue, it enumerates nine criteria to
compare various financial tools that states, municipalities or utilities might adopt. The
criteria are:
1. Actual use
2. Revenue stability
3. Revenue size
4. Revenue cost/savings
5. Administrative ease
6. Equity
7. Cost/benefit relationship
8. Financial leveraging
9. Environmental benefits
It evaluates tools for raising revenue, including a wide variety of general and special
taxes, fees, special charges, fines and penalties. It also evaluates tools for acquiring
capital, including bonds, loans, grants, credit enhancements, and tools for building
public-private partnerships.
More specific to the Northwest is a searchable database called the Directory of
Watershed Resources maintained by the Environmental Finance Center at Boise State
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University. 8 The Directory includes information on funding programs available from
federal, state, private, and other sources. For example, a search for state programs
available in Washington for funding water quality capital projects yields thirty results
including program descriptions, eligibility and contact information. A search for Federal
programs results in 14 programs.
The availability of these and similar tools indicates that there are adequate
resources for finding all existing sources of Federal and state programs for financial
assistance. In some cases, creativity will be needed to make water reclamation fit, but
policy appears to be headed in the direction of making it easier. For example, a recent
draft report from EPA’s Office of Wastewater Management emphasizes that a wide range
of reuse projects are eligible for State Revolving Loan Fund financing, including projects
before, at and after a publicly owned treatment works, including gray water systems,
higher levels of treatment, piping to the property line, etc 9 . While applicable only to
interpretation of the Clean Water Act, it is likely that EPA’s direction will be influential
with other Federal programs.
C.

Self-financing of Reclaimed Water Projects in Other States

Self-generated funds that utilities in other states often use include dedicated
capital funds for new construction, cash reserves, existing operating revenues, increases
in user fees, special assessment or tax district revenues and bonds, revenue bonds,
developer agreements, impact fees, connection fee charges, and general fund advances. 10
In a typical example of self financing of reclaimed water projects, the San Antonio Water
System used a combination of revenues, revenue bonds, tax–exempt commercial paper
and capital recovery fees (impact fees and other fees) to finance one of its projects. 11
The main source of capital for the portion of project costs that are not subsidized
by Federal or state grants is borrowed funds, either from public finance sources such as
the SRF or accessing capital markets, using tax exempt financing whenever available.
The key issue for Reclaimed Water (RCW) projects, as with other infrastructure, is how
the debt service will be paid off. In determining who should pay how much for the debt
service, some of the vital considerations are:
1.

User Pays

Should the users of reclaimed water pay all or a substantial portion of the costs of
treatment and delivery of the reclaimed water? In the City of Longboat Key, Florida, for
example, the end users pay for the entire cost of the system. 12 This straightforward
allocation is relatively rare because of the usual desire to attract customers to use
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reclaimed water with a subsidized rate. In Washington, the Snoqualmie project was fully
financed by the Weyerhaeuser Corporation. 13
2.

Allocation Among Ratepayers

To what extent should costs in excess of grants be shared among
wastewater, water and user ratepayers? Utilities’ decisions on how to allocate costs fairly
and equitably across all classes of users are highly dependent on policy objectives. For
example, the costs of tertiary treatment could be shared among water and wastewater
customers based on the extent to which treatment was needed for water quality purposes
or for providing reclaimed water. If incentives are desired to attract new customers for
reclaimed water, it might be appropriate to subsidize the cost of reclaimed water by
surcharging peak demand for both conservation and subsidy objectives. In the East
Valley Water Recycling project in California, for example, the non-grant funded portion
of the total cost is being funded by water ratepayers through special conservation and
reclamation rate adjustments. 14
There has been a growing emphasis on the role of economic analysis in justifying
RCW as the least cost option and justifying allocation among ratepayers. The recent
project of the Water Reuse Foundation develops an economic framework that is designed
to estimate and communicate a full range of benefits associated with water reuse
projects. 15 These benefits include enhanced wetlands, in-stream flows, recreation,
cultural and aesthetic values, better reliability and deferred costs of water supply
development. To the extent that they can be quantified or even monetized, they can not
only provide more justification for water reuse projects, but can also be used to justify
allocation of costs among different ratepayers and the general taxpayer. A 2002
California Recycled Water Task Force called for the development of a mechanism for
identifying equitable capital and operational funding schemes, based on the allocation of
the benefits and costs in an economic analysis. 16 This could provide useful tools for
utilities willing to incorporate economic analysis.
3.

Affordability Issues

How should rate adjustments deal with affordability issues? The upward
adjustment of rates of either water or wastewater customers to pay either for the full costs
of service delivery or for additional costs of improvements such as reclaimed water
projects will almost always be limited by the inability of some customers to be able to
pay for any increase. Some customers may be unable to pay existing charges and are or
have been in default, adding the costs of collection and cut off. This is an individual
household problem, not, as it is usually characterized, a community affordability
problem. It doesn’t have to be a political problem if careful attention is paid to dealing
13
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with affordability in rate design. A recent publication by EPA’s Environmental Financial
Advisory Board offers some practical suggestions for clearly identifying and dealing with
affordability. It acknowledges that some subsidy for some customers will be necessary.
It evaluates four possible sources and weighs the advantages and disadvantages of each.
It also recommends a thorough job be done to identify the customers truly needing a
subsidy and to target only them. 17
IV.
Potential Sources of direct revenue or capitalization of Grant and Loan
funds for Reclaimed Water projects
While existing sources of grants and loans and self financing for RCW projects
may likely continue to be the major means of financing future ones, the Washington
legislature has asked for options for a long term funding strategy to support RCW
projects. The Long-Term Funding Sub-Task Force with the assistance of the Department
of Revenue has considered a variety of proposals to raise additional revenues and/or to
provide incentives to utilities to build reclaimed water facilities.
This portion of the report examines sources other states have used or considered or some
experts have advocated for funding water and wastewater or other facilities, sometimes
including reclaimed water. If there is interest in any of these sources, a next step would
be to research Washington law, including debt and other constitutional limits, to see
whether they are practically available without major changes in fundamental law.
A.

Bond issues

General obligation bonds issued with the full faith and credit of the states, usually
with statewide voter approval, can be used in several ways. They can provide grants to
write down the construction costs of new or expanded facilities or can be directed to
existing or new loan funds such as the state revolving funds for water and wastewater.
Over a number of years starting in 1978, California has passed several bond laws and has
created a fund, which provided loans and grants for planning and construction of water
recycling projects. 18 New York has passed a number of bond issues for eligible water
quality projects. 19
B.

Dedicated revenues

A number of states have passed laws, some approved by voters, which dedicate
designated sources of revenue for specific environmental purposes. In the current fiscal
year, New York’s Environmental Protection Fund will receive $225 million from the real
property transfer tax for various environmental purposes. By law, the amount will
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increase in the two subsequent fiscal years to $300 million. 20 Maryland’s Program Open
Space has produced hundreds of millions of dollars over nearly 30 years to acquire lands
that protect water quality, conserve natural areas, and create parks. The funds come from
a 0.5% transfer tax on the sale of real estate. Over $95 million has been appropriated for
fiscal 2008. 21 A number of states also use lottery, fines and penalties, surpluses, hunting
and fishing fees or other dedicated sources to fund specific programs. Oregon dedicates a
portion of its lottery fund for parks and salmon restoration.22 Nebraska allocates 44.5% of
its lottery proceeds to the Environmental Trust Fund which funds a broad list of
environmental purposes including actions to conserve water and/or efficiently and
effectively manage water use.23
C.

Legislative appropriations from general tax revenues

The North Carolina Clean Water Management Trust Fund is supported by
appropriations from the legislature. 24 Over $700 million has been granted to projects,
about one-third of which are water quality related.
D.

Tax/fee on water users

In 2005, Maryland adopted an annual “flush fee” of $30, or $2.50 a month, to the
utility bills of property owners who use the public sewer system and also a fee on septic
tank owners. 25 The money collected from public sewer system users is used to upgrade
wastewater treatment facilities. The money collected from septic tank owners is split,
with 60% of it used to fund grants for septic system improvements and 40% used for a
program that encourages farmers to plant crops that reduce nutrient loading in
Chesapeake Bay. Maryland expects to raise about $65 million a year from public system
users and $12.6 million a year from septic tank users. Maryland will use the $65 million
from sewage treatment plant users to back more than $700 million in revenue bonds.
These bonds will partially fund nearly $1 billion in capital projects at 66 major sewage
treatment plants.
Taxes or fees on water withdrawals are not widely used and are controversial. For
example, Minnesota collects a water use fee that generated about $2.5 million for the
state's general fund in 2001. Businesses pay more than 60% of the money raised. A water
tax on industrial and commercial users proposed by a gubernatorial candidate in 2002 to
close the state’s budget gap would have produced substantial revenue, but got no traction.
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Some utility districts collect both a user charge from the consumers and a water and
sewerage tax from the property owners. 26
There is growing support for taxes or deposits on bottled water however, which
suggests that the historical public antipathy toward taxing what many members of the
public believe should be a free commodity may be eroding. A recent proposal to impose a
tax of anywhere from 10 to 25 cents on the cost of every bottle of water sold in Chicago
got positive support from the Mayor. 27
A carefully targeted state tax on water withdrawals or consumption, with
appropriate exemptions for health related consumption, especially by lower income
households, could conceivably be justified by the historical under-pricing of water. It
would be politically challenging, but Maryland’s recent experience with adopting a flush
fee shows that the right balance of modest rates and clearly identified uses of revenue
raised, a consensus based coalition in support and a sense of imminent crisis can
overcome basic consumer resistance. Reclaimed water would likely be only one of a
series of water related purposes to which the revenues would be directed. A costeffectiveness test on proposed projects might make the proposal more acceptable.
E.

Voluntary contributions by ratepayers

Tom Fox and Jim Hagstrom 28 have proposed that utilities collect a voluntary
surcharge from rate payers and funnel the proceeds into a capital fund to invest in
sustainable water infrastructure. The idea has not been fully developed, but it is based on
existing green energy voluntary surcharges collected by many utilities around the
country. In those programs, customers can choose to purchase new, renewable energy for
a percentage of their annual electricity use. The proceeds are invested in projects like
wind farms, geothermal, or tidal energy projects in which the utility participates. An
alternative model is one pioneered by The Bonneville Environmental Foundation, a nonprofit organization. The Foundation sells carbon offsets as renewable energy certificates,
which it calls Green Tags, to replace polluting sources of electricity with solar and wind
sources. The advantage of a nonprofit is that the amounts paid for the Green Tags may be
tax deductible to the consumer.
A water or wastewater utility could devise a similar program, allowing customers
to add varying percentages to their bill to invest in sustainable (green) infrastructure,
including reclaimed water projects. One issue would be defining exactly what projects
would qualify for certification as sustainable. The Foundation uses a panel of outside
experts to certify projects as meeting Green Tag criteria.
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F.

Financial guaranty

Using the guaranty authority of the State Revolving Fund can expand the number
of projects financed. The Federal Clean Water and Safe Drinking Water Acts both allow
states “to guarantee, or purchase insurance for, local obligations where such action would
improve credit market access or reduce interest rates.” 29 Using this authority would not
be a new source of revenue but could extend the overall capacity of the SRF’s to finance
local projects. 30
G.

Maximum leveraging of State Revolving Funds

A number of states have acted to leverage the capacity of their State Revolving
Loan Funds (“SRF”). For an SRF using a leveraged loan approach, loans to finance
qualifying projects at below market rates are funded in whole or in part with borrowed
money (“leveraged loans”) as opposed to being limited to the Fund’s equity. With
leveraged loans, the capacity of the SRF to make loans for qualifying projects will exceed
the amount of the SRF’s equity. An advantage of the leveraged approach is the ability to
provide subsidized loans for a significantly greater amount of qualifying project costs.
Another is the ability to increase the loan capacity of the fund up to several times
depending on the level of interest subsidy provided. Washington Department of Ecology
is looking at the pros and cons of leveraging the Washington Clean Water State
Revolving Fund.

H.

State Revolving Fund priorities

States have considerable discretion in establishing priorities for investments in
projects. While the overall emphasis of SRF’s is to meet clean and drinking water quality
requirements, EPA is encouraging states to make maximum use of existing eligibilities. A
recent draft paper from EPA’s SRF office re-emphasizes that water reuse projects are
eligible for SRF financing. 31 Massachusetts awards points in part on the extent to which
a project is consistent with local and regional growth plans. 32 Similarly, a state could
grant priority points for projects that incorporate reclaimed water.
I.

Private activity bonds

Private activity bonds (PAB) are often used to develop infrastructure in
designated redevelopment areas. Private activity bonds are a financing tool that local
government can employ to provide debt financing for projects that significantly benefit
29
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private users, such as water and sewer projects. These bonds are often used for
redevelopment projects in areas designated for redevelopment. Private activity bond
financing normally results in reduced financing costs, since interest on the bonds is not
subject to federal income taxes. The state or local government does not generally pledge
its credit for payment of the bonded debt. Private activity bonds are normally payable
solely from payments made by the private user of the property financed. A number of
states have used PAB’s for building or upgrading wastewater and drinking water
facilities. 33 A state or municipality might choose to favor or even require reclaimed water
facilities as a condition of making private activity bonds available. There are Federal caps
on the total amount of private activity bonds a state can issue. A state might prioritize
caps on PAB’s to favor projects that incorporate reclaimed water.
J.

Tax Increment Financing

Many states, including Washington, allow local communities to use the taxes
resulting from the increase in taxable valuation caused by the construction of new
industrial or commercial facilities to provide economic development incentives. Tax
Increment Financing (TIF) may be used to offset the cost of public improvements and
utilities, including water and sewer facilities. TIF is a method of facilitating development
or redevelopment of defined areas of property by utilizing future tax revenues to pay for
some of the necessary improvements. TIF allows local officials to designate an area
(“TIF District”) for improvement and then earmark any future growth in property tax
revenues in that district to pay for the predetermined development expenditures in that
district. Constitutional and statutory restrictions in Washington have limited the
effectiveness of tax increment financing here. The Local Infrastructure Financing Tool
(LIFT) Program, adopted in 2006, is intended to provide funding for local infrastructure
using sales tax, property tax and selected other excise tax increases generated by an
economic development project as part of a revenue development area designated by the
sponsoring local government. 34 The LIFT Program allows selected local governments to
take advantage of tax revenue generated by private investment in a Revenue
Development Area (RDA) to make payments on bonds used to finance public
infrastructure improvements, including water and sewer. Incremental revenue increases
in the RDA and revenue from other local public sources are used to match state money
and must also be used to repay the same bonds.
K.

State pension funds

State pension funds have enormous and growing capacity. There is some interest
in using them to invest in innovative projects that could include reclaimed water and
other water conservation technologies. The California State Treasurer has proposed that
California’s public pension funds invest up to $15 billion in urban, smart growth
infrastructure projects. 35 It would provide a new source of capital for state and local
33
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infrastructure projects, supplementing the financing available from tax-exempt bonds and
other traditional government financing mechanisms. Potential investments would include
water-supply and conservation projects that would generate income from sources such as
user fees. While the pension funds need to achieve a reasonable rate of return for
investors and may not offer a significant direct subsidy to these projects, the investment
they make may be on more favorable terms than might otherwise be available from
private sources, especially if the transaction were structured such that the overall return
was satisfied by other aspects of a larger project the pension fund was investing in. This
will require some flexible and innovative thinking from both the utility and the pension
fund.
L.

Impact fees

The use of impact fees imposed by a utility on new development to finance RCW
is well established. One use which might be explored is financing RCW retrofits as part
of inner city or suburban redevelopment.
M.

Brownfields/Superfund

In areas where RCW projects are planned and there is a Superfund or brownfield
site that is being redeveloped, it may be possible to invest responsible-party funds to help
implement the RCW project, both on and off site. Responsible parties and oversight
agencies may agree to implement an RCW project as a more cost effective use of funds
than requiring treatment of contaminated groundwater to drinking water standards. One
major company that is a responsible party at numerous sites nationwide is looking at this
possibility.
N.

Creative use of Federal and State infrastructure funds

Federal highway funds can be used to deal with water quality issues in
conjunction with projects. If an RCW project is planned in the vicinity of a federally
funded project and it could meet the required mitigation criteria, some of the project
funds might be allocated to assist with RCW funding. Similarly, state departments of
transportation control federal Congestion Mitigation and Air Quality funds, which are
often used for transit-oriented or other smart-growth developments. While it may only
occasionally occur that an RCW project would be in an area where a highway, congestion
mitigation or redevelopment project supported by Federal funds is being developed, a
utility that is planning an RCW project should explore any possible synergies with those
developing the other project.
O.

Tax credits

The Federal New Markets Tax Credit Program permits taxpayers to receive a credit
against Federal income taxes for making qualified equity investments in designated
Community Development Entities (CDE’s). Investments have been primarily in the form
of loans to businesses in low-income communities, chiefly for constructing and
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rehabilitating commercial real estate, to purchase fixed assets for businesses and to
provide working capital for businesses. The NMTC Program has generated $6.2 billion
of investments in low-income communities throughout the country. Where reclaimed
water projects are planned in areas where there is an active CDE, there may be an
opportunity to work with the CDE and target businesses to finance RCW compatible
infrastructure in their projects. Washington is among the top ten states in terms of the
number of projects benefiting from the NMTC program. 36
P.

Affinity credit cards.

Many nonprofit organizations use affinity cards to raise funds for their programs.
Government supported environmental funds have been designated to receive funds from
such credit card purchases. In Connecticut, for example, People’s Bank has donated 0.5%
of the interest on all purchases made with its Long Island Sound Affinity Credit Card to
the Long Island Sound Fund. 37 The Fund is used for a variety of education, research,
public access and habitat restoration projects benefiting the Sound.
Q.

License plates.

A number of states use special license plate sales to fund environmental
programs. The Connecticut Department of Environmental Protection's Long Island
Sound License Plate Program contributes to the Long Island Sound Fund. 38 Maryland has
established the Chesapeake Bay Trust, a private nonprofit grant-making organization
dedicated to restoring and protecting the Bay and its tributaries. Most of the Trust's
revenue comes from the Chesapeake Bay and Endangered Species Fund check-off on the
state income tax form and from sales of a specialty license plate. In 2006, more than $1.2
million was raised through the check-off. 39 In 2005, license plate sales raised more than
$819,000 for Chesapeake Bay restoration projects. 40
Conclusion
The foregoing is a sample of innovative sources of funding for RCW facilities or
for similar environmental purposes. The Long-Term Funding Task-Force may wish to
suggest any of them for further exploration by or for the Legislature and the Partnership
for Puget Sound.
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