Financing
Editor’s note: The Johnson Foundation convened a
group of experts in 2011 to discuss ways to leverage public funding and incentives as well as private
financing to drive innovation and resources toward
more sustainable and integrated management of
water resources in the United States. This meeting
was set apart from similar efforts to discuss water
infrastructure systems by the unique mix of expertise
represented. Public and private water utility managers, investment managers, investors, municipal bond
raters and underwriters, non-governmental organizations, foundations and other stakeholders gathered to
discuss the range of issues being faced and begin to
chart the pathways toward innovative and sustainable funding mechanisms that support the long-term
sustainability of our water systems — both built and
natural. The needs of communities vary significantly
even though their challenges are similar. To read the
complete report, go to: www.johnsonfdn.org/sites/
default/files/reports_publications/WaterInfrastructure.
pdf or the Johnson Foundation website at: www.
johnsonfdn.org. This article is reprinted with permission from The Johnson Foundation at Wingspread.
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WATER

our NAtIoN’S FrESHWAtEr infrastructure faces a
critical juncture. Largely built on systems developed
during the 19th and early 20th centuries, our water
infrastructure is aging, our technology outdated and
our governance systems ill equipped to handle rising
demand and environmental challenges. Additional strain
is being placed on these systems from a variety of
sources, including pressures from urbanization and
changing climate conditions, such as increases in both
droughts and extreme one-day precipitation events.

SUSTAINABLE
INFRASTRUCTURE
The Johnson Foundation at Wingspread
While these challenges are significant,
they are not insurmountable. In fact, they
can be viewed as drivers of much-needed
change in how we finance and develop our
water systems to meet future demands.
New financing models and pricing flexibility, which are necessary to pay for
new infrastructure and to support legacy
systems, provide enormous opportunity
for positive transformation necessary to
keep pace with the rapid changes being
experienced by counties, municipalities
and investor-owned utilities.
The report sought to tackle these
issues and deliver some recommendations
on how to understand and confront the
pressing need for more sustainable and

integrated water infrastructure fi nancing models. The report is the product
of a meeting convened by The Johnson
Foundation at Wingspread, in collaboration with American Rivers and Ceres,
which brought together a group of experts
to discuss ways to drive funding toward
the infrastructure we need for the 21st
century. Specifically, this group focused
on the following questions:
• What new financing techniques can
communities use to pay for integrated and sustainable infrastructure
approaches?
• How can we direct private capital
toward more sustainable water management projects?

The report finds that while options
for more cost-effective, resilient and
environmentally sustainable systems are
available, they are not the norm. In fact,
investment in inflexible and expensive
“siloed” water systems is still pervasive,
despite the fact that money available for
financing water infrastructure is increasingly scarce.
Of equal concern is the inefficiency of
the existing systems, which lose some 6
billion gallons of expensive, treated water
each day due to leaky and aging pipes—
some 14 percent of the nation’s daily
water use. This point is underscored by
the fact that the American Society of Civil
Engineers gives the nation’s water systems
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a D-, the lowest grade of any infrastructure, including roads and bridges.
The report also details the various
financing mechanisms available to different water systems. While municipal
bonds are the debt instrument of choice for
utilities large enough to be able to attract
capital from markets, the vast majority
of water systems must rely on cash, state
revolving loan funds, or other low-interest
loan programs at the state and federal
level. In fact, only about 1,500-2,000 of
the roughly 52,000 water systems in the
United States are large enough to issue
their own bonds. Given these constraints,
some systems are turning to private equity
as a financing source.
There are, of course, numerous obstacles and challenges that stand in the way
of transforming our water systems to ones
that are more sustainable, resilient and
cost-effective. One of the main impediments to change is the very nature
of the systems themselves, where
potable water, wastewater, stormwater, greywater and rainwater
are not treated as part of an
interconnected system, but
rather as distinct, separately
financed and regulated units.
In addition, the rate-paying public and locally elected
officials must come to grips
with the temporary nature of federal
subsidies for infrastructure. Once these
subsidies expire, ratepayers are left holding the bag for funding further maintenance, inspection and upkeep, which
can be politically unpopular. Therefore,
many jurisdictions are not able to fully
recapture all relevant costs, leading to
long-term financial shortfalls and suboptimal maintenance and upkeep of systems.
While these challenges and obstacles are formidable, the report makes
clear that they are not insurmountable.
Progress towards more sustainable, resilient and cost-effective systems is attainable, particularly if a long-term view is
taken. While there is no silver bullet, the
report outlines pathways that will improve
chances of success. These include:
• Recognize that local pressures will
drive local solutions. Our water systems are as diverse as the drivers of
change that impact them. But solutions are emerging at the local level,
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including green infrastructure, closed
loop systems and recycling. Financing
models need to be developed that can
support this type of local activity,
which can then be scaled up.
Consumers should be given choices
and options. Today’s water systems
typically provide one product at a
single price — focusing on potable
water. While that has served us well,
it is also true that potable water is the
most expensive kind of water and is
widely used for non-drinking purposes
such as watering lawns, f lushing
toilets and showering. Consumers
should be given options that include
differentiated rates for drinking water
versus other types. Additionally, water
systems should explore how to move
beyond “minimum cost rates” in order
to meet customer demands.
The financial health of our water systems is directly linked to their
long-term sustainability.
Our nation’s water systems need to embrace
va r iou s f i na nci ng
changes in order to
e n s u r e long-te r m
sustainability. These
i nc lude f u l l-cost
accounting of water
services; incorporating value-added services
into the revenue picture to better
align customers’ perceived value with
products delivered; improving
the capture and dissemination of performance data to drive
efficiency and considering consolidation of certain systems to enhance
efficiency.
Innovative financing models should
be pursued to increase efficiency, add
value to customers and lower costs
for providers. These models should
include: mechanisms to expand the
pool of water ser vice funding to
non-traditional partners; increasing
incentives and markets for distributed
water services that include “low impact
development,” such as on-site treated
wastewater for buildings and other
green infrastructure initiatives.
Alternative market-based solutions
should be explored and evaluated
for scalability. These solutions could

include properly valuing and pricing
ecosystems services, which provide
enormous value yet are largely unaccounted for in the present system;
developing securities to aggregate
customer-financed projects such as
greater “where it falls” water management; and creating private investment
opportunities for efficiency gains
from such things as retrofitting and
closed-looped water systems in order
to reduce system impacts and improve
efficiency at both the building and
neighborhood levels.
This summary provides an overview of
the main sections and themes contained
in the report, but is not a substitute for
the full breadth of depth offered in the
full report.
Steps for creating change
While significant improvements can be
made within existing institutions, transformative change will require intentional
steps and practical tools that can be shared
and transferred. The group identified a
range of specific actions and tools that
could help to advance change:
Building support among ratepayers
and regulators to support financially
viable systems
• Develop marketing tools for water providers to show the true value of water
for their regulators and customers.
• Frame for elected officials and regulators what the “disruptive technology”
future looks like and how business
models, rate-setting and financial
strategies must change accordingly.
• Develop materials to help water utilities educate their public utilities commissions (PUCs) and city councils on
full cost pricing and rate setting structures for sustainable water systems.
• Develop a primer for utilities to
help them to learn more about how
their customers value different water
services so that utilities can develop
new service models and market their
services in a more targeted way.
Improving performance data
• Create a rating scale that offers a
consistent standard for sustainability as it is applied to water utilities
(similar to the LEED standard applied

to buildings). Consider third-party
accreditation to ensure credibility and
accountability.
• Give credit rating agencies guidance
on the right questions to ask utilities
that drive toward financial, management and water system sustainability.
• Recruit a group of leadership utilities to model “platinum” financial
disclosure/reporting.
• Develop standard methods and metrics
to value natural capital and triple
bottom line benefits and to guide how

to incorporate them into accounting
systems.
Changing the utility business model to be
more resilient to the emerging business
environment
• Put forward a vision for “the 21st
Century Water Utility” and promote
this as the new standard for the
industry.
• Present a methodology for utilities to
undertake risk-based scenario planning for demand forecasting.

• Work with academic institutions, especially engineering schools, to align
curriculum with latest sustainability
practices.
Consolidating systems to achieve better
economies of scale and
system management
• Develop tools for co-managing, cobudgeting, and planning among water
systems for “one water” integration.
• Convene regulatory agencies to examine ways that policy can help to
remove impediments to “one water”
management, full-cost pricing, etc.,
and better align regulatory tools.
Expanding the pool of water
service funding
• Encourage a range of partnerships
including public-private alternatives
to address case-specific needs.
• Convene financial players engaged
in distributed energy generation or
energy efficiency finance to assess
market/product potential for similar
projects in the water sector.
Accounting and paying for
ecosystem services
• Convene a group of utilities, practitioners, and academics to look at
methodologies for valuing natural
capital and implementing projects.
• Engage FASB (Financial Accounting
Sta nda rd s Boa rd) a nd GA SB
(Government Accounting Standards
Board) in the discussion of accounting
practices and a process for putting
natural capital assets onto utility
balance sheets.
• Build off of existing demonstration
projects by creating and supporting
additional pilot ecosystem services payments systems that capture and compensate for a broader suite of ecosystem
services benefits such as downstream
flood protection, water storage upstream,
water quality improvements, etc.
Participants also recognized the need
to share success stories across the sector
to enable transformative change. In particular, sharing experiences and successful innovations through publications and
other communication materials was seen
as an important role for trade associations
and NGOs.
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