Section 1: Introduction 

The purpose of finance and its importance to source water protection efforts.  
Finance is an allocation process of acquiring, investing and managing fiscal resources.  The objective of any financing effort is to accomplish a specific goal in the most efficient way possible, thereby increasing return on investment.  
The financing process itself is universal.  It applies to micro level applications, such as the implementation of specific source water protection projects, as well as macro level efforts, such as financing the restoration and protection of large-scale water resources.  Regardless of the scope of the financing effort, there are a number of core components of the financing process that are critical to implementation success. 
Our goal is to provide community leaders with a tool for determining how best to expend limited fiscal resources among myriad best management practices and water resource priorities.  There is no question that protecting drinking water sources can require significant effort and expense.  However, it will always be cheaper to protect resources than restore them. 

Developing and implementing financing strategies. 

Developing an effective financing strategy for any effort is a process involving far more than securing funding.  This process must begin with determining the specific goals of the community, the costs associated with putting the needed programs in place to achieve these goals, the community’s existing capacity to pay for these efforts, and identifying what additional fiscal resources will ultimately be necessary to attain community goals.  By engaging in this process, a community is able to increase the efficiency of existing efforts and capitalize on new funding opportunities available in a manner most appropriate to their specific needs and ideal outcomes.

· Developing priorities and determining costs

· Developing and building necessary financing institutions

· Filling the financing gap: innovative financing tools and instruments

· Identifying and leveraging revenue sources

· Opportunities for leveraging federal and state funding and technical assistance programs

· The appropriate role and use of taxes and fees

· Using effective regulation and land use restrictions

· Using market-based tools and economic incentive programs

· Leveraging multiple community priorities and programs

Characteristics of effective, sustainable financing efforts

· Community-based 

· Effective, engaged leadership

· Efficient – incorporating multiple community priorities

Resources tools and publications
Section 2: Developing priorities and determining costs

A critical step in any financing effort is determining the scale and costs associated with implementation.  Key steps in this part of the process include:

· Establishing source water protection goals.  If these goals have been identified, has a strategic plan for accomplishing those goals been established?  For example, if the goal is to reduce pathogen levels by certain percentage, has a clear strategy been established for achieving that goal?  How many acres of buffers, how many miles of stream fencing, how many stormwater BMP’s, etc will be required to achieve this goal?  

· Determining implementation costs.  At the core of any financing effort is cost.  Once a community’s source water protection goals have been determined, the cost associated with implementing the necessary protective measures must be identified.  Obviously for large-scale water resource protection efforts, determining the cost is a matter of scale, but it is critical to establish this scale because this process informs decision-making throughout the financing process.

· Gauging community capacity.  Gauging a community’s capacity to implement source water protection goes beyond determining their ability to pay for these efforts.  Although the level of existing fiscal resources available is a crucial piece of the puzzle, money alone will not protect the resource, “will” is an equally critical factor – both in terms of citizen willingness to pay for these types of programs, as well as the political will of local leadership to establish these programs.  In addition to the citizen and political engagement needed, successful implementation will also hinge on having a clear understanding of who will be responsible for which aspects of the program and having the necessary institutional arrangements in place.
Section 3: Developing and building necessary financing institutions 

Financing institutions connect program costs to revenue sources.  There are both private sector financing institutions such as banks, foundations and private corporations, as well as public sector institutions such as federal, state and local government agencies and public utilities. In the private sector, these institutions typically develop as a result of market forces or market activity and are driven by the laws of supply and demand.  In the public sector, financing institutions are created to manage the financing process of meeting regulatory requirements or providing critical community services.  Regardless of which scenario is involved, public or private, the source of the revenue is no different – it is the citizens of the community, and the function of the institutions is no different either – it is to facilitate the allocation of revenue sources.  

The issue of capacity is a critical one, and it encompasses a number of community issues including fiscal capacity, political capacity, and institutional capacity.  What this means is that money alone will not protect water resources.   It will require significant political engagement at all levels as well as the necessary institutional arrangements to successfully implement and finance critical water protection programs.
Section 4: Filling the financing gap: innovative financing tools and instruments

The difference between costs associated with implementing a given source water protection effort and a community’s financing capacity is referred to as the financing gap.  Filling this gap through effective, innovative financing tools and instruments is at the core of developing a financing strategy. 
Financing instruments are the tools that are necessary to connect the financing source or revenue to the cost of a program, or project, or desired community outcome.  Financing instruments take a variety of forms such as debt through bonds or revolving loan programs, or market-based tools such as development rights programs, or pay as you go tools such as agricultural cost share programs.  Though there are many variations and types of instruments available to communities, the goal of each is the same: to implement a program or project in the most efficient way possible, thereby increasing the community’s return on investment.  This is the investing part of the financing process.
There are two primary components involved in filling the financing gap: reducing costs and developing new funding streams. The least expensive method of financing source water protection efforts would be to reduce implementation costs to zero.  Although this has, under some circumstances, been done, is not typically realistic.  Still, cost reduction measures such as effective regulation, proper asset management, and development of market-based program can make source water protection goals more attainable.  Any funding gap that remains after reducing costs to the greatest extent possible will need to be address with new revenue streams.  Instituting new funding sources requires a tremendous amount of commitment on the part of both the local leaders who will need to make the difficult, and occasionally politically unpopular, decisions needed to put these funding programs in place, as well as the citizens who will ultimately pay for these programs.

Section 5: Identifying and leveraging revenue sources

It could be argued that the most critical issue facing water resource protection efforts across the country is the need to leverage sufficient, sustainable revenues necessary to implement and maintain critical programs over the long term.  Money alone does not ensure success, but without sufficient revenue streams, implementation of many of the most critical best management practices will not occur.  
A revenue or financing source is the ultimate payer of a cost associated with any activity being paid for or financed.  As a result of the source water assessment process, many communities have begun identifying the costs associated with protecting water resources throughout the watershed, and these costs require some type of corresponding dedicated, sustainable revenue source.  Resource protection revenue sources include taxpayers, consumers, end-users, and polluters.

· Opportunities for leveraging federal and state funding and technical assistance programs. Although grant programs will never be sufficient to fund all water resources protection and restoration needs and do not represent a sustainable revenue stream, public funding, technical assistance programs, and private grants can be an effective way to launch watershed programs and to build momentum with implementation efforts.
Potential case study: Mill River Watershed, Henderson County, NC – assembled $1.352 million in state, federal and local grants to protect source water serving 120,000 residents
· The appropriate role and use of taxes and fees. Grant programs can often provide critical funding to initiate protection efforts, however the ultimate revenue source for ensuring these protection programs operate in a sustainable manner, especially in the case of drinking water, will always be the citizens of the region for it is the citizens that reap the greatest benefit from the protection of the resource.  Taxes and fees are the basis for most public sector financing projects across the country, and although they are the primary instrument for managing most point source program needs, they are increasingly being viewed as a viable option for other types of resource protection efforts as well.

Potential case study: Kansas Clean Water Drinking Fee – fee assessed on water sold by public water supply systems.  Funds are deposited into the State Water Plan Fund, 85% of which is to be used to renovate and protect source water lakes.

· The role of debt financing. 

Section 6: Using effective regulation and land use restrictions
Land use regulations can determine both the location of development, as well as the extent to which it can occur, if at all.  Tools like zoning, forest conservation laws, stream buffer set backs, and comprehensive planning efforts have all been used effectively by communities to protect natural resources.

The effective use of regulations can reduce the costs associated with source water protection by directing growth away from sensitive areas, limiting the number of parcels available for development, reducing the runoff and nutrient loads that come with the additional impervious surface development brings, and ensuring natural processes that improve water quality have the opportunity to occur.

Potential case studies: Chathem County, NC – used stream buffer requirements and development regulations that exceed state standards to limit growth and protect water quality of Jordan Lake Reservoir serving 50,000 residents. Boothbay Harbor, ME – used zoning and building code ordinances to define growth and limit nutrients in water supply.

Section 7: Using market-based tools and economic incentive programs
Communities are increasingly turning to market-based programs to address environmental protection and natural resource issues.  In an effort to use a natural resource in a manner that offers the greatest societal yield, market systems allow the forces of supply and demand to determine the value of allocations of resource use.  Like regulatory programs, markets provide an opportunity for communities to reduce the cost of implementation by leveraging competitive behavior. 

Section 8: Leveraging multiple community priorities and programs

Source water protection requires a significant investment.  However, these costs should be considered in the context of the price of treating or restoring contaminated source water, as well as the additional community priorities realized with an investment in source water protection.  Communities must take these avoided expenses, as well as the range of additional environmental, public health, and recreational benefits, into account in the source water protection decision-making process to have a balanced cost-benefit analysis.

Potential case study: Manchester, NH – protects water quality in Lake Massebesic, a drinking water source for more than 125,000 residents, through a combination of activities including leveraging community priorities (recreation), imposing and enforcing land management regulations, using source water set-asides from the DWSRF, and using profits from sustainable resource use in the source water lands.

Section 9: Characteristics of effective, sustainable financing efforts

· Community-based 

· Effective, engaged leadership

· Efficient – incorporating multiple community priorities

Section 10: Financing resources, tools, and publications
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