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6. TOOLSFOR LOWERING COSTS

INTRODUCTION

Environmenta protection needs and expectations are continuing to grow, while the resources available to
meet those needs and expectationsareincreasingly constrained at al levelsof government. Federd, State
and loca governments and the private sector are exploring the use of more efficient, effective, and
innovative solutionsto hel p addressthese mgor chalenges. They are aggressively looking for and creating
ways and opportunities to lower environmenta codts, increase environmental investment, and build
environmental capacity by cresting partnerships with State and loca governments and the private sector
to fund environmenta needs.

This section presents and evauates a number of the important mechanisms that these governments are
testing and using to lower costs, increaseinvestment, and build capacity through partnerships. It dsolooks
a these mechaniams in terms of their contribution and/or potentia contribution to financing environmenta
needs on asudtainable bass. The mechanisms reviewed in the section vary widdy, ranging from specific
andyticd financid management tools to common-sense financid practices to broad, sweeping, innovative
government programs and initiatives.

Some of the tools and initiatives discussed such as refinancing, pollutant loading dlocation, and financid
capability analysis have been used for years. Others such as cost-benefit analyses, cost-effectiveness
andlyss, and full-cost pricing are not new, but their usein the environmental arenamay be new or growing.
Stll others such as emissions trading and risk ranking have been used one environmenta mediaor by one
level of government, and are their useis now being incorporated in new areas or by new parties. Findly,
some such as USEPA’s Common Sense Initiative and Project XL are new, innovative, and congtantly
evolving. But, the one thing thet they al havein common is that they represent approaches for lowering
costsin the short- and/or long-term) and for helping to address thelong-term environmenta protection and
related financing needs facing the nation.
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LIST OF TOOLSFOR LOWERING COSTS
(In Alphabetical Order)

1. Acceerated Depreciation
2. Activity-Based Costing (ABC)
3. Amortization of Pollution Control Fecilities
4. Appropriate Technology
5. Barter and Payment-In-Kind
6. Benchmarking
*7. Capita Planning and Budgeting
*8. Comparative Risk Ranking
*9. Codt-Benefit Analyss
*10. Cod-Effectiveness Anaysis
*11. Deduction of Agricultural Conservation Expenses
*12. Discounting (Economic)
13. Employee Stock Ownership Plans
14. EPA: Common Sense Initiative
15. EPA: Project XL
*16. Expensing of Assets
*17. Fnancid Capability Analyss
18. Fiscd Impact Andysis
*19. Full-Cost Pricing
20. Life Cyde Assessment/Cogting/Design
*21. Pay-As-You-Go
*22. Pollutant Loading Allocation
23. Refinancing Loans
*24. Reforestation Tax Credit and Amortization
*25. Regionalizaton
26. Rehahilitation Tax Credits
*27. Risk Management and Insurance
28. Vdue Enginesring

* Starsindicate most highly rated mechanisms as described in the Comparison Matrix at the end of the
narratives. See Introduction to the Guidebook for a description of the criteria used. Ratings of “High”,
“Moderate’, and “Low” arefor comparison purposes only, as someratings are necessarily subjective and
data are incomplete.
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ACCELERATED DEPRECIATION

Description: Accderated depreciation is an accounting concept which alows writing off the costs of a
fixed asset faster than under straight-line or units-of-production depreciation, thus, increasing the
depreciation deduction and decreasing taxable income in the early years of an asset'slife. This assumes
that spreading an asset’s cost equaly and evenly over each year of itslifeis not redigtic for many assets.
Since repair and maintenance codts are usudly higher inlater years, therecovery of greater costsin earlier
years resultsin amore nearly equd effect on earnings over the asset’suseful life. Thisdlowsfundsto be
retained in a business and encourages modernization. Traditiona accel erated depreci ation methods such
as sum-of-the-years digits and double-declining baance focus on the taxpayer's basis (at-risk investment)
in the property, the property’ s useful life, and its salvage vaue a the end of itslife.

The accelerated cost recovery system diminates useful life and salvage value as concerns by placing
property in one of four categories, which set the number of years over which an item’s cost may be
recovered. The modified accelerated cost recovery system allowed by the federd tax code providesthree
preset conventions for depreciation in the year property is placed in service and the year of itsdigposition
and defines five methods of figuring depreciation. The genera depreciation system (GDS) alows straight
line or elther of two methods of accelerated depreciation (150% or 200% declining balance) over the
recovery periods assigned to eight property classes. The dternative depreciation system has recovery
timesthat generdly arelonger and it dlows only straight line or 150% declining baance. Under the GDS,
even shorter recovery periods are alowed for quaified property placed in service on Triba lands.

Actual Use: Accderated depreciation is commonly used for tax purposes when it is dlowed; however,
draight-line depreciation is preferable under some circumstances, such aswhen thereisinsufficient taxable
income to be offset by the larger, accelerated depreciation deductions.

Potential Use: Private, for-profit businesses could use accelerated depreciation to reduce their income
tax liabilities and cut the after-tax codts of investmentsin environmental eguipment.

Advantages. Accderated depreciation shelters income from taxation by providing larger early-year
writeoffs with no reduction of cash flow. Different degrees of acceleration of depreciation are provided
by different methods (e.g., more with 200% than with 150% declining balance).

Limitations: The federad tax code specifies numerous limitations too complicated to summarize.
Reference for Further Information: Consult atax practitioner. See Internd Revenue Service (IRS)

Publication 946, How To Depreciate Property. Contact IRS, 1111 Congtitution Avenue, NW,
Washington, DC 20224, Phone: 800-829-1040; Fax: 703-368-9694; Internet: www.ir s.ustreas.gov/.
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ACTIVITY-BASED-COSTING (ABC)

Description: Activity-based-costing (ABC), a cost accounting methodology, supports activity-based
management which portrays an organization as a series of activities related to customer desires and cost.
ABC assgns functiond codts, direct and indirect, to an organization' s activities and traces those activities
to the products or services that caused themto be performed. ABC isabasis for strategic management
accounting which supports a long-term gpproach to decison making. ABC may aso incorporate Tota
Cost Assessment (TCA) which uses cost accounting methods and capital budgeting proceduresto uncover
potentidly neglected costsand savingsof investmentswhich, whenfully accounted for, may yield substantia
changesin project profitability. Theinventory of cogts, savings, and revenuesincludesindirect, lesstangible
items typicaly omitted from project andyss, such as compliance, training, testing, liability, and image.
Costs and savings are directly alocated to specific process and product lines instead of being pooled in
overhead accounts. Timehorizonsfor caculating profitability areexpanded to capturelonger term benefits.
Profitability indicators cgpable of incorporating the time vaue of money and long-term costs and savings
are used.

Actual Use: ABC iscommonly usedin rdatively sophisticated cost accounting analyses, especidly inthe
private sector. There are commercidly available computer software packages for employing ABC on
mainframes, networks, and personal computers.

Potential Use: Activity-based-cogting is an aid to business process reengineering, yidding information
that may be key in determining whether to restructure or privatize an activity.

Advantages. ABC gives vishility to how effectively resources are being used and how all relevant
activities contribute to the cost of a product or service. Such information may bekey to making decisons
about whether to restructure or privetize an activity.

Limitations: ABC requires extensve data collection as well as the ability to andyze cost data while
recognizing cost accounting's difficulties in handling incremental, separable and sunk cogts, as well as
common costs.

Reference for Further Information: “An Introduction to Environmental Accounting as a Business
Management Tool: Key Concepts and Terms’, USEPA, Office of Pollution Prevention and Toxics, Mall
Code: 7409, Washington, DC 20460, Phone: 202-260-3557; USEPA Full Cost Accounting Program at
www.epa.gov/epaoswer /non-hw/muncpl/fullcost/index.htm. “ Activity Based Cost fromthe Perspective
of Competitive Advantage’ at mijuno.lar c.nasa.gov/dfc/abc.html and “An Annotated Bibliography of
Activity Based Cogting” at dfca.lar c.nasa.gov/dfc/abc/abebib.html; Langley Research Center, NASA.
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AMORTIZATION OF POLLUTION CONTROL FACILITIES

Description: The cost of a certified pollution control facility used with a plant or other property in
operation before 1976 can be amortized over 60 months. A certified pollution control facility is a new
identifiable treatment facility used to reduce or control water or atmospheric pollution or contamination.
The facility must do so by removing, changing, disposing, storing, or preventing the cregtion or emisson
of pollutants, contaminants, wastes, or heat. 1t does not include a building and its structurad components
unless the entire building is a treetment facility. The facility must not significantly increase the output or
capacity, extend the useful life, or reduce the total operating costs of the plant or other property. It also
must not significantly change the nature of the manufacturing or production processing facility. Thefacility
must be certified by the state and federa certifying authorities, as required by Section 169 of the Interna
Revenue Code and the related income tax regulations (Section 1.169). If it appears that all or part of a
facility’ s cost will be recovered from the profit based on its operation, the federal authority will not certify
that part of what would otherwise be the amortizable basis. For some corporations, amortization of
pollution control facilitiesis atax preference item requiring reduction of the amortizable basis by 20% in
determining the amortization deduction. If costsare not amortized they can be capitdized and depreciated.

Actual Use: Pat VI of Internad Revenue Service Form 4562 is used to claim amortization, including that
of pollution control facilities. 1t gppearsthat use of the deduction isdeclining asdigible, older facilitieshave
been upgraded, replaced or abandoned.

Potential Use: Deductible amortization can be used to reduce the after-tax cost of pollution control
fecilities added to older plants to meet or exceed environmentd requirements.

Advantages. Amortization over 60 months reduces taxable income for the affected tax years, thereby
reducing the red cogt of the facility by the amount that income tax is reduced.

Limitations. The amortization provision gpplies only to equipment used with plants in service prior to
1976. Tax-deductible amortization has no net benefit if there is no taxable income to be reduced by the
amortization deduction. Also, amortizationissimilar to the sraight-line method of depreciation rather than
accelerated depreciation.

Reference for Further Information: Consult atax practitioner. See page 53, Interna Revenue Service
Publication 535, Business Expenses and page 5, Publication 542, Corporations. Contact IRS, 1111
Condtitution Avenue, NW, Washington, DC 20224; Phone: 800-829-1040; Internet:
WWW.ir s.ustreas.gov/.
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APPROPRIATE TECHNOLOGY

Description: Appropriatetechnology refersto asocio-economic movement, itsconceptua basis, andthe
technological toolsit employs. The movement promoting the appropriate technol ogy approach to problem
solving is based on the ideathat the most advanced or sophisticated technology, and even tried and tested
conventiona technology, may be ingppropriate in certain circumstances. The corollary isthat ardatively
basic or intermediate level of technology reliant on locdly avallable skills, materids, geography, and
resources may be better suited to specific Stuations. This recognizes the fact is that technological
dternatives can be more efficient and/or effectivein different settings. For example, different technologies
are characterized by differing economies of scale, so somework better for larger volumes of production.
Also, some technol ogies require more capital investment, while others need more maintenance. Choices
among mixes of characteristics are often possible, yielding a technological approach that is more
appropriate to a specific context.

Actual Use: Appropriate technology has been arecognized need for sometime in wastewater treatment
for smal communities. Also, it is being used increasingly in some aspects of agriculture to achieve
susgtainable productivity with reduced chemicd inputs.

Potential Use: Appropriate technology can offer opportunities for cost reduction. Tota life-cycle costs
canbelowered substantialy by sdection of atechnologica approach based on aredistic gppraisa of input
requirements, pollution consequences, and socid implications.

Advantages. Lower-cost technologies might be ignored if an gppropriate technology perspective is not
employed.

Limitations: The use of the appropriate technology approach can be counterproductive if it is biased
againg technologica improvemen.

Referencefor Further Information: National Small Flows Clearinghouse, PO Box 6064, Morgantown,
WV 26506-6064; Phone: 800-624-8301; Internet address: www.nsfcwvu.edu/.  Appropriate
Technology Transfer for Rura Areas, University of Arkansas, PO Box 3657, Fayetteville, AR 72702,
Phone: 800-346-9140; Internet address: wwwe.attra.org/. Nationa Center for Appropriate Technology,
3040 Continenta Drive, Butte, MT 59702; Phone: 800-275-6228; Fax: 406-494-2905; | nternet address:
www.ncat.org/. Appropriate Technology Institute, W110 Engineering Research Center, Colorado State
Universty, Fort Collins, CO 80523; Phone: 970-491-7189; Fax: 970-491-2729; Center for Renewable
Energy and Sustainable Technology, 1200 18" Street, NW, #900, Washington, DC 20036; Phone: 202-
530-2202; Fax: 202-887-0497; Internet address: solstice.crest.org/.



EFAB/EFC Guidebook April 1999

BARTER AND PAYMENT-IN-KIND

Description: Barter isthe trade of goods or services without the use of money. Payment-in-kind (PIK)
is payment with something of the same or smilar type or qudity to that which was received, but not
necessarily anidentica article. For example, aPIK provision may provide for theissuance of more of the
same type of securities to bondholders in lieu of cash interest payments. PIK has been used in farm
programs to compensate participants with agricultura commodities. Barter and PIK are recognized
methods of payment in many relatively minor and certain specialized business-to-businesstransactions. In-
kind matching is accepted by numerousfederd grant programs. In many locdities, sophisticated bartering
arrangementswhich diminatethelimitations of one-one-onetradeshave been formaized by clearinghouses
that provide an organized marketplace. These commercia exchanges charge acommission on each barter
transactionand keep records of trade creditsaccruing to members accounts. Legdly, abarter transaction
is defined to be an exchange rather than a sde, which involves money, but since 1982 barter income has
been taxable just like cash sales income. IRS Form 1099-B, Proceeds from Broker and Barter
Exchange Transactions is used to report the value of any cash, property, services, credits, or scrip
received from exchanges. (Seepages 15-16 of IRS Publication 525, Taxable and Nontaxable Income)
However, a business can deduct any costs incurred to perform work that is bartered. Payment-in-kind
isused in certain securities transactions.

Actual Use: In 1995, barter was an $8.4 hillion industry including more than 380,000 clients. The
following year, perhaps 85 percent of Fortune 500 companies participated in barter transactions. There
are approximately 500 barter/trade exchanges and 100 corporate trade companies and brokers.

Potential Use: Barter or payment-in-kind might be used to obtain services or equipment needed for
environmental projects or to produce environmentdly friendly products.

Advantages. Organizationsthat do not have sufficient cash flow to make conventional monetary payment
feasble may use barter as an dternative to rdatively expensive debt which could further drain cash flow.
Even financidly hedthy companies can benefit from preservation of cash flow and the opportunity to
transform surplus inventory into needed goods and services.

Limitations. Barter is not alegitimate method of tax avoidance. Some goods and services may not be
available on other than a cash payment basis.

Reference for Further Information: Internationa Reciproca Trade Association, 175 West Jackson
Boulevard, Suite 625, Chicago, IL 60604; Phone: 312-461-0236; Fax: 312-461-0474; E-mail
adminl@irta.net; Internet: www.irta.net/. Nationd Association of Trade Exchanges, 27801 Euclid
Avenue, Suite 610, Cleveland, OH 44132; Phone: 216-732-7171; Fax: 216-732-7172; E-mail:
swhite@ibinc.com; Internet: www.nate.org/.
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BENCHMARKING

Description: Benchmarking isa process of establishing tangible sandards of achievement in progressing
toward and reaching a specified set of god(s). After a defined and shared agenda is developed and
adopted, benchmarks are used as a tool to focus planning and implementation activities on achieving
measurable, desired results. Benchmarking has a long history of extensve use in the private sector,
epecidly in regardsto manufacturing industries such as defense and commercid aviation, automobilesand
trucks, machine tools, and appliances.

Actual Use: The State of Oregon pioneered the public sector use of the benchmarking techniquewithits
innovative Oregon Benchmarks program begunin 1990-1. The Oregon program established benchmarks
to measure the qudity of the State’s human, environmenta (quality of life), and economic well-being over
atwenty-year period. Oregon established benchmarks at three time frames within the twenty year period
-- 1995, 2000, and 2010 -- for measuring progressin 158 discrete areas from the 1990 basdline. Thetool
has along-term focus and is part of the Stat€ s efforts to devel op sustainable communities.

Potential Use: Communities and States across the country could use benchmarking as atool to hep in
addressing environmenta, economic, and qudity-of-life conditionsand problems. Benchmarking could be
a powerful way for empowerment zones and enterprise communities to strengthen implementation of their
programs and activities It aso might prove ussful in supporting community involvement in brownfields
cleanup and redevelopment. Findly, benchmarking could be particularly helpful in focusing community-
driven efforts on developing truly sustainable environmenta systems.

Advantages. The mechanism is community-driven and agreement on shared gods can be a powerful
driver towards any successful effort. Benchmarking provides tangible goas and measures of success
againg which to judge progress and results.

Limitations: The process of developing community consensus can be complex and time-consuming.
Reaching a consensus on benchmarks (and even goas) may or may not be possible. Developing and
implementing a benchmark program requires a continuing commitment over along period of timeand can
be costly.

Reference for Further Information: Oregon Benchmarks. Setting Measurable Standards for
Progress, Oregon Progress Board, 775 Summer Street, N.E., Salem, Oregon.
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CAPITAL PLANNING AND BUDGETING

Description:  Capitd planning and budgeting, sometimes caled capitd or public improvement
programming (See Section 8: Capitd Improvements Program), is a set of techniques for considering the
long-term needs for capita facilities and funding options for meeting such needs. Capita planning focuses
on current unmet service requirements and needs for expansion, replacement, or renewa of existing
fadilities. It relies on engineering and feasibility studies to provide objective project appraisals and set
project guiddines. If a capita budget is used, day-to-day operating expenses and capital (fixed asset)
investments are accounted for separately. The capital budget generdly includes gppropriations for the
acquisition, congtruction and repair of capitd assets such as land, buildings, and other infrastructure
improvements.

In the public sector, funds in a capita budget come primarily from genera obligation bonds, dedicated
taxes, fees, and trust fund revenues. In the corporate finance context, capital budgeting is a decison-
making process with respect to investment in fixed assets (plant and equipment). 1t focuses on measuring
the incrementd cash flows associated with investment proposal's and eva uating the attractiveness of these
cash flows relative to the project’s costs. Common evauative techniques include payback period,
discounted payback period, net present value, profitability index, and internal rate of return.

Actual Use: Capitd budgeting is commonly employed by relatively sophisticated organizations in both
the public and private sectors.

Potential Use: Capital budgeting hasreceived increased federa attention. Executive Order 13037, dated
March 3, 1997, established an deven-member Commisson to Study Capita Budgeting. Supported by
the Treasury Department, it isto report to the National Economic Council, probably at the end of 1998.
Capita planning and budgeting can provide a process whereby environmentally sensitive investment
decisonswill result.

Advantages. A capitd budget separatesinvestmentsfrom current expensesand focuses attention on long-
term planning.

Limitations: Successful capita planning and budgeting depends on politica support as well as the
capability to collect and andlyze data and express results in aform useful to decision-makers.

Reference for Further Information: Government Finance Officers Association (GFOA), 180 North
Michigan Avenue, Suite 800, Chicago, IL 60601; Phone: 312-977-9700; Fax: 312-977-4806; Internet:
www.gfoa.org/. International City/County Management Association (ICMA), 777 North Capitol Street,
NE, Suite 500, Washington, DC 20002-4201; Phone: 202-289-4262; Fax: 202-962-3500; Internet:
www.icma.org/.

10
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COMPARATIVE RISK RANKING

Description: Risk ranking or comparative risk andyss is the management procedure of  prioritizing
environmenta and public health problems that have undergone risk assessment. Risk assessment involves
the identification of hazards, determination of their severity and discovery of exposure patterns. Risk
rankinginvolvescomparingindividua risk characterizations, onamulti-mediabasisif possible, and ordering
them by the priority in which they should or will be addressed.

Actual Use: Risksusedinaloca context differ from the use of risk in assessmentsdriving federd or State
regulations. Thelatter are often Satistica statementsof the probability of death, injury, or damage. A loca
risk assessment might be based on a survey, field-testing, or reliable empirical information that gives an
indication of the nature and magnitude of a problem. Currently, separate rankings are generdly done for
public health and ecologicd risks, and assessments and ranking may vary from one community to the next
due to varying locd conditions. However, many States and a growing number of municipdities such as
Cleveland, Ohio, and Phoenix, Arizona, are undertaking comparative risk studies.

Potential Use: Comparative risk ranking could be used by dl levels of government to assst in financid
decison-making, asto which problem to finance firdt, regardless of compliance deadlines.

Advantages. The congderation of comparative risk ranking permits communities to alocate limited
resources to the most serious environmenta and public health concerns firgt, and involves a high leve of
citizen input. Such risks may be less costly than other more expensive problems with shorter compliance
deadlines. In 1995, EPA’s Small Town Task Force formaly recognized the need for flexibility in
reordering priorities and compliance dates.

Limitations. The flexibility to set risk-based policies locdly is not recognized in federd law, so Specific
agreements between the federd government, States, and localities must be negotiated. Thereis often a
lack of objective risk informetion available and citizen input must be accounted for.

Reference for Further Information: ICMA, Risk Assessment: The Role of Local Government,
Washington, D.C., 1997. Syracuse University, Environmental Finance Center draft report, Risk and
Finance, June 1994. USEPA Journa, Profiles In Risk Assessment: New Science, New Contexts
V0l.199, No.1, January/February/March 1993. USEPA Science Advisory Board report, Reducing Risk:
Setting Prioritiesand Strategiesfor Environmental Protection, September 1990. USEPA Office of
Policy, Planning & Evauation report, A Guidebook to Comparing Risks and Setting Environmental
Priorities, September 1993. EPA sponsors Comparative Risk Centersin Vermont and Colorado.

11
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COST-BENEFIT ANALYSIS

Description: Cogt-benefit analyss is a short-hand term for a conceptua framework encompassing a
variety of techniques for quantifying and comparing the incrementa and total codts, risks, and benefits of
legidation, regulaions, and policies. Cost-benefit analyss attempts to quantify and assign dollar vauesto
the costs and benefits of particular actions regardless of to whom those costs and benefits accrue. Theuse
of cost-benefit analysisisintended to help produce the best decision by reveding the efficiency of proposed
approaches.

Actual Use: Cost-benefit analysis has been used to varying extent for many years by federd, State and
local governments (and agencies), as well as the private sector, as one tool to aid in important decison-
meking on a wide variety of topics, including environmenta matters. For example, New York State
agencies have been required by statute since 1983 to weigh the costs and benefits of proposed regulations
during the rulemaking process. The federad government, meanwhile, has incorporated cost and benfit
consderations aspart of regulatory impact andysesfor many years-- most recently inthe January 11,1996
Office of Management and Budget policy memorandum, Economic Analysis of Federal Regulations
Under Executive Order No. 12866 (“Regulatory Planning and Review”).

Potential Use: Cost-benefit andlysis could be used by al governments and private sector to help evauate
the efficiency of any and dl decison options.

Advantages. Cogt-benefit andysis can communicate to decison makers the economic efficiency of
proposed/possible gpproaches. This economic information then can be given gppropriate consderation
aong withrelevant socid, health, environmental, and technical consderationsin making environmental and
other decisons.

Limitations. Good cogt-benefit analyses may be time consuming and costly, require considerable
technica expertise, and depend heavily on good (and available) information from multiple data sources.
In the absence of any or al of these factors, a cost-benefit analysis may be considered suspect and/or
inadequate.

Reference for Further Information: Executive Office of the President, Office of Management and
Budget, New York State, Governor’s Office of Regulatory Reform, Cost-Benefit Handbook: A Guide
for New York State Regulatory Agencies. USEPA’s Economy and the Environment Homepage is
located at http://ww.epa.gov/oppe/eaed/eedhmpg.htm.

12
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COST-EFFECTIVENESSANALYSIS

Description: Thisis an anaytic process where the cost-effectiveness of a regulatory or other policy
dternative is cdculated by dividing the annudized cost of the aternative by some measure of its
effectiveness. For environmenta protection purposes, the measure of a policy aternative s effectiveness
may range from the amount of the reduction in apollutant generated to gatistical and actua improvements
in human hedth and/or the environment. In generd, the specific measure of effectiveness chosen should
correspond as closdy as possible to the find effects sought by the regulatory or other policy aternative.

Actual Use: Cog-effectiveness anadlyses are routindy used by federal executive departments and
agencies, including the Environmenta Protection Agency, when performing Regulatory Impact Anayses
(RIAS) of regulatory aternativesfor which therearemany benefitsthat cannot be easily monetized, or when
the law setsforth aspecific regulatory objective. Cost-effective anaysesarea so performed by many State
agencies and private businesses.

Potential Use: These andyses could be used more frequently by the federd government in helping to
make decisions on sdlecting environmenta regulatory aternatives. 1t could adso be used by more State
governments, as well as the governments of large citiesto guide and support their environmenta decision-
making.

Advantages. Cog -effectiveness andysis can be used quite effectively to identify the least-cost way of
resching a pre-determined objective, policies that maximize the level of a stated type of benefit, and the
incrementa tradeoffs between different levelsof controlswhen no benchmarksexigt. 1t canindicatewhich
pollution control measures or policies are inferior aternatives.

Limitations: It must be emphasized that the use of cogt-effectiveness anadysis does not necessarily reved
what level of environmenta control is reasonable or even desirable. Furthermore, this type of andysis
requires consderable analytica expertise on the part of staff) and can be both time-consuming and
expendve to implement (outside experts dso can be very codtly).

Reference for Further Information: USEPA, Office of Policy, 401 M Street, SW, Washington, DC

20460, Mail Code: 2111; Phone: 202-260-4332; Fax: 202-260-0275. See“Guiddinesfor Performing
Regulatory Impact Anayss’, reprinted March 1991

13
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DEDUCTION OF AGRICULTURAL CONSERVATION EXPENSES

Description: Certain agricultura soil and water conservation expenses are deductible for federa income
tax purposes. Theseinclude the costs of soil and water conservation improvements to, or prevention of
erosion of, land the owner or atenant is using or has used for farming. Among the covered activities are
leveling, conditioning, grading, terracing, contour furrowing, restoration of soil fertility, and rel ated trestment
or movement of earth. Also covered are the congtruction, control and protection of diverson channels,
drainage ditches, irrigation ditches, earthen dams, watercourses, outlets, and ponds. Costsof the planting
of windbreaks and eradication of brush dso may be deducted. Expensesto drill awater well for irrigation
or other agricultural purposes, to prepareland for center pivot irrigation systems, or to drain or fill wetlands
are not deductible. Assessments for depreciable property that a soil and water conservation or drainage
digtrict leviesagaingt farm land also can be deducted. Although not conservation expenses, other ordinary
and necessary expenses such as the cost of annua remova of sediment from a drainage ditch are
deductible as business expenses on Part |1 of IRS Schedule F, Profit or Loss from Farming.

Actual Use: This deduction is commonly used when the tax reduction benefits outweigh the burdens
imposed by incluson of cogt-sharing payments in gross income,

Potential Use: The deduction can encourage farmers and ranchers to undertake soil and water
conservation measures they would not otherwise undertake.

Advantages. Deductionsin the tax years of covered expenditures can reduce the after-tax cost.

Limitations: Expenses can be deducted only if they are consstent with a plan approved by the U.S.
Department of Agriculture’ s Natural Resources and Conservation Service. If soil and water conservation
expenses are deducted, cost-sharing payments for such expenses cannot be excluded from grossincome.
Any portion of conservation expenses benefitting land that does not qudify as farm land cannot be
deducted. Direct expenses for structures or facilities subject to an dlowance for depreciation must be
capitdized, including expenses for moving dirt when making structures such as reservoirs, tanks, cands,
conduits, wellsand dams composed of masonry, concrete, tile, metal or wood. Similarly, expensestodrain
or fill wetlands must be added to the basis of the land. The deduction cannot be more than 25 percent of
graoss income from farming.

Reference for Further Information: Consult atax practitioner. See also pages 30-32 of Interna
Revenue Service Publication 225, Farmer’s Tax Guide. ContactthelRSat 1111 Congtitution Avenue,
NW, Washington, DC 20224; Phone: 800-829-1040; Fax: 703-368-9694; Internet Address:
www.irs.ustreas.gov/prod/forms_pubgindex.html

14
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DISCOUNTING (ECONOMIC)

Description: Discounting focuses on the time vaue of money (adollar today isworth more than adollar
tomorrow). Infinancid accountingit isthe essence of most capita investment gppraisal, comparing present
cash flows with cash flows in a later period. Methods often used include net present value (NPV) and
interna rate of return (IRR). NPV discounts al cash flows to present values at a predetermined rate of
interest (discount rate). The rate estimates the cost of capitd adjusted for anticipated inflation and
investment risk. The present vaue of cash outflowsis deducted from the present value of inflowsto arrive
at anet present value. The IRR is that discount rate which when gpplied to cash flows makes its NPV
equal to zero. Withthe IRR method, more than one solution is possibleif the cash flow pattern isnot one
of net outflows followed by net inflows. In practice, present vaue and future vaue tables are used to
determine the proper discount factor. Inred property appraisa, discounted cash flow (DCF) andysisis
used to prepare acash flow forecast for the property interest appraised. Thetota present value of the cash
becomes the vaue estimate for that interest. Two common income capitdization approaches are direct
capitdization and yield capitalization. A number of dternative algebraic formulas can be used to account
for the impact of financing terms, use of a sinking fund, and prospective changes in income and vaue,

Actual Use: Discounting is commonly used in capital investment decison-making. Discount rates
(compound interest rates) are used to convert expected future cash flowsinto present value estimates for
commercid real estate appraisals. In practice, the discount rateisthe competitive rate of return gpplicable
to the property interest and cash flows analyzed. Payback period (PBP) and discounted cash flow (DCF)
techniques are often used in combination, tilting results toward risk reduction.

Potential Use: Discounting can provideabasisfor choicesamong dternativeinvestmentsin environmenta
measures or equipment needed to produce environmentaly friendly goods.

Advantages: Discounting is essy to use with financid calculators or personal computer software.
Accounting for thetime value of money dealswith opportunity cogts, inflation, and time preferences. NPV
and IRR are not subject to problems caused by accounting adjustments as decisions are based on cash
flows, however, they tilt results toward maximization of owners or sockholders wedlth.

Limitations: Discounting does not answer dl of the questions involved in capitd investment decisions.
Its gpplication to public sector investments is criticized as unfair to future generations and as ignoring the
essentid issue of sugtainahility.

Reference for Further Information: For red property transactions, consult a licensed/certified
commercid red estate gppraiser.
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EMPLOYEE STOCK OWNERSHIP PLANS

Description: An employee stock ownership plan (ESOP) isatype of tax-qualified employee benefit plan
governed by the Employee Retirement Income Security Act (ERISA). Assuch, itisadefined contribution
pens onplan (stock bonusand/or money purchase) designedtoinvest primarily in the stock of theemployer
firm. Under an ESOP, employees can take over or participate in the management of the employer by
becoming stock shareholders through a nonprofit trust. However, the trustee of the ESOP (usudly a
commercid bank that does not have alending relationship with the parties) actualy votesthe ESOP shares.

The most sophigticated use of an ESOPisto borrow money. Leveraged ESOPs can use borrowed funds
to provide an accelerated transfer of stock to employees and provide new capital to the company.

Although the employer must guarantee repayment of the loan, it can take tax deductions for contributions
to the ESOP used to repay both principa and interest on the loan, as well as for dividends on ESOP-

owned stock. If the leveraging is to provide the company new capital for expansion or cepita

improvements, the company uses the cash to buy new shares of stock. If the leveraging is being used to
divest adivison, the ESOP buys the shares of anewly creeted shell company, which in turn purchasesthe
divison and itsassets. In the public sector, an ESOP can be used in privatizing a service or function.

Actual Use: There are over 10,000 ESOPs in the U.S. covering dmost 9 million participants and
controlling over $210 hillion in company stock. Only about 15 percent arein publicly traded companies,
but this group has accounted for approximately 80 percent of ESOP borrowing.

Potential Use: Leveraged ESOPs can be used to finance environmental investments such as purchases
of pollution abatement equipment or development of ecologicaly friendly products.

Advantages. Contributions to ESOPs are tax deductible to the sponsoring corporation up to certain
limits. When employer securities are contributed directly, the employer may take atax deduction for the
full value of the stock contributed. This increases the employer’s cash profits by the vaue of the taxes
saved.

Limitations: ESOP participants must be allowed to direct the ESOP trustee' s vote of unallocated shares
on mgjor corporate transactions, such as amerger.

Reference for Further Information: Consult a tax practitioner. See adso the Nationad Center for
Employee Ownership, 1201 Martin Luther King J Way, Oakland, CA 94612; Phone: 510-272-9461,
E-mail: nceo@nceo.org; Internet: www.nceo.org. For tax rules, contact the Internal Revenue Service,
1111 Congtitution Avenue, NW, Washington, DC 20224; Phone: 800-829-1040; Fax: 703-368-9694;
Internet: www.ir s.ustr eas.gov/.
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ENVIRONMENTAL PROTECTION AGENCY
COMMON SENSE INITIATIVE

Description: The Environmenta Protection Agency’s (EPA’s) Common SenselInitiative (CSl) embodies
anew generation of environmenta protection. Viathe CSl, EPA bringstogether businesses, governments,
and environmentaists to develop cleaner, cheaper and smarter ways of protecting public hedth and the
environment. The Initiative takes an industry-by-industry approach working to prevent and cleanup
pollutionrather than shifting it around. It seeksto bring al involved parties together to devel op consensus
solutions. Using innovation and common sensg, it srives for cleaner gods using flexible means. The CS
incorporates pollution prevention asastandard environmental tool to be used with cleanup controls. Ittries
to tailor environmenta requirements to fit the way that businesses work to ensure thet rea environmenta
results are achieved.

Actual Use: The sx indudtries participating in the first phase of the CSl are automobile assembly,
computers and dectronics, iron and sted, meta plating and finishing, petroleum refining, and printing.
Theseindustriesrepresent over 11% of the Gross Domestic Product, employ 4 million people, and account
for 12.4% of toxic releases reported by industry in 1992. For each industry, EPA assembles a team of
stakeholders to find ways to change complex and inconsstent environmenta policies into better, more
usable comprehensive sector approaches. For example, the computer and el ectronics group isidentifying
the composition of its waste streams to develop new pollution prevention tools and improve waste
collection. The metd finishing industry is looking for ways to improve the ability of firms to access and
afford financing for environmenta invesments.

Potential Use: While currently experimentd, the CSl is potentialy gpplicableto al USindustria sectors.
It facilitates the development and testing of redistic and effective multimediaenvironmentd policies. The
Initistive offers an opportunity to forge anew and better environmental consensus for the future.

Advantages. The CSI’s multi-mediafocus can produce improved environmentd results at lesscodt. Its
flexible approach promotes creativity and encourages use of innovativetechnologies. Industry cooperation
means that results will be red and measurable (so they can take credit for them).

Limitations. Current federd environmenta laws and corresponding regulations are media-specific (ar,
land, water, etc.) and are not necessarily flexible. The process of reaching consensus among industry,
government, and environmentalists on achievable environmental goals and acceptable flexibility is often
dow, not easy, and may not aways be possible.

Reference for Further Information: USEPA, 401 M Street, SW, Washington, DC 20460 - Mail

Code: 6101; Phone Number: 202-260-7417. CSI’s home page is located on the World Wide Web at
http://www.epa.gov/commonsense).
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ENVIRONMENTAL PROTECTION AGENCY
PROJECT XL

Description: Project XL isafedera program managed by the Environmenta Protection Agency (EPA)
that gives regulated entities the flexibility to implement aternative strategiesthat replace or modify specific
regulatory requirements, produce superior environmental resultsand promotegreater accountability. While
thisisafedera program, most XL Projectsrequire the participation of State regulatory agencies and local
governments.  Project XL seeks to give a limited number of responsible parties the opportunity to
demongtrate environmental excellenceand leadership. 1t seeksto develop red world projectsthat produce
costs savings, reduce paperwork burdens, build stakeholder support, test innovative multimediaStrategies
(withapollution prevention preference), and can be replicated. Under XL, project sponsors can include
private facilities, multiple facilities, indudtry sectors, federd facilities, communities, and States.

Actual Use: XL projects go through three phases: proposal development; project development; and
implementationand eva uation. Asof April 1998, seven pil ot projectswerebeing implemented and twenty-
ne additiona projects were being developed. Some of the companies participating in XL projects being
implemented include the Berry Corporation, Weyerhauser, the Intel Corporation, Lucent Technologies,
Vandenberg Air Force Base (the Department of defense), Merck & Co. Inc., and the HADCO
Corporation.

Potential Use: EPA has committed to agod of implementing fifty pilot projectsin four categories XL
projects for facilities, sectors, government agencies, and communities. The new gpproachestested in XL
projects could be incorporated into EPA and State environmental programs, replicated in other facilities
in the same industry or community, and/or transferred for use in other industries and communities.

Advantages. The multi-mediafocus of XL projects can produce superior environmenta results often at
less cost. The flexible gpproach used in XL projects promotes creetivity and encourages innovation,
especidly with pollution prevention. When stakeholder consensus can be achieved, it can mean fewer
future disagreements between affected parties and |ess after-the-fact litigation.

Limitations. Current federd environmenta laws and corresponding regulations are media-specific (ar,
land, water, etc.) and are not necessarily flexible. The process of reaching consensus among stakeholders
on acceptable regulatory dternatives, definitions of excellence, and adequate accountability may be dow,
difficult, and not dways possble.

Reference for Further Information: USEPA, Office of Reinvention Initiatives, Project XL, 401 M

Street, SW, Washington, DC 20460; Phone: 202-260-5754; Fax-on-demand line:202-260-8690.
Internet: http://yosemite.epa.gov/xl/xI_home.nsf/all/homepage
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EXPENSING OF ASSETS

Description: Theexpensing of depreciable assetsisatax accounting concept. Section 179 of the Internal
Revenue Code alows businesses to elect a current expense deduction in the year the quaifying property
isplaced in service, which givesthem amoreimmediate tax benefit than does adepreciation deduction over
a specified recovery period. Qualifying property is acquired for use in atrade or business and includes
tangible persond property such as machinery and equipment. However, property acquired from related
persons, including corporations, does not qudify.

Actual Use: Expensingisawiddy and commonly used current-year income tax minimization strategy.
Gasoline storage tanks and pumps at retail service stations are qualifying tangible persona property.
Single-purposeagricultura and horticulturd structuresaso qualify. Energy property other than public utility
property canqudify. Thisincludes equipment that uses solar energy to generate eectricity, to heet or coal,
or to provide hot water for usein astructure, or to provide solar process heat. Alsoincluded isequipment
to produce, distribute or use energy derived from a geothermal deposit up to the dectrica transmisson
gage. Other type of air conditioning or heating units do not qudify.

Potential Use: Environmenta equi pment acquisitions can be expensed to reduce the after-tax cost, ascan
be purchases of equipment needed for production of environmentaly friendly goods or ddivery of
environmenta services.

Advantages. The use of expensing increases current year cash profits by decreasing taxable income and
consequent federd tax liability.

Limitations: The deduction must be claimed on Form 4562. The $18,000 limit for 1997 is reduced
dollar-for-dollar by the amount of investment in qudifying property exceeding $200,000. For 1998 the
limit is $18,500 and the same investment restriction applies. The maximum deduction for qudified zone
property, including buildings, is $38,000 for enterprise zone busnesses. Definitions of qudified zone
property and enterprise zone businesses were changed effective August 5, 1997.

Reference for Further Information: Consult atax practitioner. See pages 11-21 of Internd Revenue
Service (IRS) Publication 946, How To Depreciate Property. Contact the IRS at 1111 Congtitution
Avenue, NW, Washington, DC 20224; Phone: 800-829-1040; Fax: 703-368-9694; Internet:
www.ir s.ustreas.gov/prod/forms_pubsgindex.html.
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FINANCIAL CAPABILITY ANALYSIS

Description: Financid capability/affordability andysisisatool used by public and private entities such
aslocd governments and businesses, to determineif they havethe ability to pay for capita investmentsand
the costs of operations, maintenance, and replacement, of specific facilitiesor pieces of maor equipment.
It is used to examine the financial impact of proposed projects or purchases on the entity as awhole, as
wdl as on individuas and households. It is used to help sze/match investment plans to resources.
Affordability analyssisatype of financid capability tool that measurestheimpact of proposed investments
as a percentage of median household income (MHI).

Actual Use: Mogt State Revolving Funds require communities seeking assstance to submit financia
informationto them, and thisinformation isespecidly critica in determining interest ratesfor hardship loans.
The Drinking Water SRF (DWSRF) aso uses this information when determining if aprincipa subgdy is
offered. Businesses use financid capability andysis to help determine the feasbility of desired capita
investments. Debt/credit rating organizations use them in caculating the quaity/strength of bonds being
offered by public and private entities. Banks and other financid ingtitutions use them in credit andysesto
help decide whether to make loans, and setting proper interest rates. State comptrollersmay review loca
cgpability when evauating revenue bond issues.

Potential Use: Idedly, financid capability andysiswould be utilized by both public and private entities
whenever a subgtantial environmenta or other investment is contemplated and/or made. An example of
afinancing tool that performs afinancid capability andyssisthe expert rate-setting and financid planning
software for water and wastewater systems known asthe“ratemodd.” Thiseectronic tool is described
in Section 5B: Electronic Services.

Advantages. Proper use of this tool helps to ensure that communities and business dike are able to
devel op and implement financidly sustainable environmenta and other systems. 1t dso determinestheleve
and kind of SRF and other government loan programs.

Limitations: Determining financid capability may be difficult and expengve for smal communities to
perform on their own, as they may lack in-house financia and economic expertise. Affordability analyses
typicaly do not eva uate the cumulative costs of environmental mandates and no standardized or common
methodology exigs. DWSRFs are finding it difficult to perform such anadyses for smdl private drinking
water |oan recipients, because of lack of data.

Reference for Further Information: USEPA, Office of Policy, Economy and the Environment
Dividon, 401 M Street, SW, Washington, DC 20460, Mail Code: 2172; Phone: 202-260-5488. Fax:
202-250-5732. New England Interstate Water Pollution Control Commission, Projected Household
Costs of Mandated Environmental Infrastructure Investments August 1995.
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FISCAL IMPACT ANALYSIS

Description: Fiscd impact andyss is a basc component of development andyss, dong with
environmentd impact anadlyss. Itisatool for identifying public costs, including the potentid cost of public
services, associated with private development. (Inthisregarditissomewhat similar to datelegidativefisca
impact analyss, athough typicaly narrower in focus) At a minimum, fiscal impact analys's congders
capital costs, operating and maintenance costs, changes in revenue attributable to the project, impacts on
energy requirements, and potentia legd liabilitieswhich result from action or inaction on the project. Each
element may be weighted to reflect policy priorities. The length of the payback period may be estimated
for projects cresting savings or revenues, or the project’s present worth in terms of the stream of outlays
and revenues may be calculated.

Various loca governments use different methods and criteria. For example, somelook at the public costs
of hedth and safety effects, community economic impacts and qudity-of-life factors. Interrelationships
among projects, including those in neighboring jurisdictions also are congdered in some cases. In any
event, the ultimate concern is whether the prospective fiscal impact of a project is the impogtion of net
additiona expenditures.

Actual Use: Mo4t citiesand countiesinthe State of Cdiforniarequirefisca impact andysisprior to project
consderation. Many other local governments across the country use limited versions of fisca impact
analysis as part of their land-use planning and zoning processes.

Potential Use: Fiscd impact andys's can be used to show thereal coststo the public sector (asaproxy
for acommunity) of public and private development projects and aternatives.

Advantages. Fiscd impact andyss canreved environmenta and quality of life benefits, aswdl asdirect
and indirect costs.

Limitations: Useful fiscal impact analys's depends upon adequate deta as well as andytica cgpability.
It can be expensve and time-consuming or, if limited to smplisic margind cost cdculations, have little
utility.

Reference for Further Information: Government Finance Officers Association (GFOA), 180 North
Michigan Avenue, Suite 800, Chicago, IL 60601; Phone: 312-977-9700; Fax: 312-977-4806; Internet:
www.gf oa.or g/.American Planning Association, 1776 Massachuseits Avenue, NW, Washington, DC
20036, or 122 South Michigan Avenue, Suite 1600, Chicago, IL 60603; Phone: 202-872-0611 or 312-
431-9100; Fax: 202-872-0643 or 312-431-9985; Internet address:
www.planning.or g/info/infoguid.html . International City/County Management Association(ICMA), 777
North Capitol Street, NE, Suite 500, Washington, DC 20002-4201; Phone: 202-289-4262; Fax: 202-
962-3500; Internet: www.icma.org/.
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FULL-COST PRICING

Description: Full cost pricing for public and private utilities occurs when user fees are st to recover al
of the costs associated with providing services -- capital, operations, maintenance, debt service, and
replacement. Chargingthefull cost for environmenta facilities and services he psto ensure that the demand
for the facilities and services is proportionate with the cost of providing them, and that they are both
environmentaly and financidly sdlf-sugtaning.

Actual Use: Hidoricdly, not many communities have relied on user fees to cover the full costs of
providing environmentd facilitiesand services. Instead, they have dected to subsidize to varying degrees
the provison of these facilities and services, particularly non-capital costs, from some other source of
revenue. Private businesses, on the other hand, more often ensure that the full cogts for facilities and
services are passed on to customers/users.

Potential Use: In anided world, the full-cost pricing of environmenta facilities and services would be
adopted as the financing standard in the public sector -- being implemented for dl activitiesin every State
and community across the nation. As governmental and/or naturad resources become increasingly
congtrained, the pressure for full-cost pricing will build.

Advantages. Charging feesthat recover thefull costs of providing facilitiesand services cregte financialy
sudtainable environmentad systems.  Costs are not hidden or ignored, and careful strategies can reduce
operations and maintenance costs in the future. In addition, capital investments can be undertaken when
market conditionsand interest ratesare most advantageous. Thefull-cost pricing of environmenta activities
may aso encourage users to better conserve vauable or limited natura resources.

Limitations: Determining “full-cogt pricing” user fees can be a difficult and an expensve job for public
agencies. Especidly in smdler communities, such agencies often lack generd, in-house expertise in
determining these cogts. Public agencies must also address numerous regulatory issuesin determining fair
fees that must be set at new levels. They may aso face strong political congtraints and voter objectionsto
full-price cogting if the resulting user fees must be subgtantialy higher than in the past. Loca governments
may decide to subsidize user fees to achieve some other public policy god, eg., to atract industry or
control growth.

Reference for Further Information: USEPA Environmental Financial Advisory Board Advisory -

Private Sector Participation in the Provision of Environmental Services: Barriers and Incentives,
November 25, 1991. USEPA, 401 M Street, SW, Washington, DC 20460. Mail Code: 2731R
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LIFE-CYCLE ASSESSMENT/COSTING/DESIGN

Description: Life-cycle assessment/costing seeks the most codt-effective aterndtive that  achieves the
least long-term cost of acquidition and ownership. A low initid acquisition cost does not ensurealow life-
cyde cost, which includes operating and support costs (e.g., spare parts, maintenance and support
equipment). Lifecyclecodt isthetotd of dl costsfrom project inception through devel opment, acquisition,
and support to the decommissioning of afacility or digposal of equipment a the conclusion of itsuseful life.
Life-cyde accounting assignsproduct-specific cogts, including contingent liabilities, inahaoligticframe-work.
Life-cycle design applies life-cycle assessment to product design and redesign decisions. Four linked
components have been defined for life-cycle assessment of environmenta impacts. God definition and
scoping identifiesthe assessment purpose and the study’ sexpected products. It determinesthe boundaries
of the study and assumptions based on the god definition. Life-cycle inventory quantifies the energy and
raw materia inputs and environmenta rel eases associated with each stage of production. Impact analyss
assesses the impacts on human health and the environment associated with energy and raw materid inputs
and environmenta releases quantified by the inventory. Improvement andyss evauates opportunities to
reduce energy, materid inputs, or environmental impacts at each stage of the product life-cycle.

Actual Use: Life-cycle assessment has become aval uable decision-support tool in examining the cradle-
to-grave impacts of processes and products, in part due to the Chemica Manufacturer Association's
Responsible Care Program, methodological devel opments by the Society for Environmenta Toxicology
and Chemistry, and increasing adoption of 1SO 14000 (see Section 7., Green Code of Conduct (1SO
14000 Standards Voluntary Environmental Standards)). A 1995 survey of Fortune 500 companies
indicated that most who were routindy ng the environmenta consequences of their products and
production systems were doing o to reduce environmental costs.

Potential Use: Life-cycle analyss methodologies can be used to assess the environmenta impacts of
products and industrid processes from the inputs to fina disposa.

Advantages: Recognition of life-cycle cogts alows an organization to minimize total costs.
Limitations: The datarequired is extensive and the andytica techniques can be complicated.

Reference for Further Information: Life Cycle Design Guidance Manual: Environmental
Requirements and the Product System and Life Cycle Assessment: Investments Guidelines and
Principles, Office of Pollution Prevention and Toxics, USEPA, 401 M Street, SW, Washington, DC, Mall
Code: 7409; Phone: 202-260-3557; Fax: 202-260-0178. Tdlus Ingtitute, 11 Arlington Street, Boston,
MA 02116-3411; Phone: 617-266-5400; Fax: 617-266-8303; E-mail: INFO@tdlus.org; Internet:
www.tellus.orgl.
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PAY-ASYOU-GO

Description: Although, inthepublicsector, * pay-as-you-go” normally isassoci ated with operating budgets
and current expenses, it dso isthe financid policy of funding capital outlays from the cash budget, which
depends on current, usudly own-source, revenues, rather than by borrowing. Assuch, it relieson current
tax and fee revenues, intergovernmenta transfers, and/or trust fund balances rather than the issuance of
evenshort-term debt. User fees and specia, earmarked taxes tend to be the revenue foundations of apay-
asyou-go system. Creation and maintenance of reserve/trust fundsoften areemployed to accrete sufficient
amounts for fixed asset projects. The Federd Highway Trust Fund is perhaps the prime example of this
gpproach. A governmentd unit which pays for some improvements from current revenues and for others
by borrowing ison apartia or modified pay-as-you-go basis. A pay-as-you-go approach to fixed asset
financing tends to work best if funds are dlocated in an annua capital budget, not an operating budget.

Actual Use: Pay-asyou-goisthetraditiona approach for financing relatively smal fixed asset projects,
such as some communications equipment and transportetion vehicles. Its popularity increases with higher
interest rates and the consequent higher cost of debt.

Potential Use: The pay-as-you-go gpproach is feasible for relatively smal environmenta projects that
enjoy sufficient political support to compete against other current budget priorities.

Advantages. Avoidance of the interest costs and other fees that are an integra part of borrowing can
represent substantial savings. In addition, the fisca discipline inextricably associated with pay-as-yo-go
canencourage public attention to preventive maintenance and proper operation o asto avoid unnecessary
capitd outlays.

Limitations. Pay-as-you-go tendsto be arealistic approach only for capital investment projectsthat do
not cost so much that their funding precludes other, equaly important activities. Although some projects
can be financed incrementaly, the magnitude and/or uneven nature over time of some capita investments
(e.g., bridges) precludes such a strategy.

Reference for Further Information: Government Finance Officers Association (GFOA), 180 North
Michigan Avenue, Suite 800, Chicago, IL 60601; Phone: 312-977-9700; Fax: 312-977-4806; Internet:
www.gfoa.org/. Internationa City/County Management Association (ICMA), 777 North Capitol Street,
NE, Suite 500, Washington, DC 200024201; Phone: 202-289-4262; Fax: 202-962-3500; Internet:
www.icma.org/.
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POLLUTANT LOADING ALLOCATION

Description: Pollutant loading dlocation is a vauable tool for implementing environmental quality
standards by establishing the relationship between pollution sources and environmenta conditions. The
objective of alocationisto distribute alowable pollutant |oadings among different pollutant sources so that
the appropriate control actions can be taken and the required environmenta quaity standards achieved.
Specificaly, the Total Maximum Daily Loading (TMDL) gpproach provides an esimate of pollutant
loadings from dl sources and predicts the resulting pollutant concentrations. The TMDL is derived from
al point, nonpoint, and background sources. After the TMDL isderived, maximum limits are el ocated to
various pollution sources.

Actual Use: TheCleanWater Act requiresthat Statesdevelop TMDL processesfor water-qudity limited
waters. The TMDL concept has been successfully applied to develop waste load dlocations for point
sources in low flow Situations where nonpoint sources are not a concern.  These dlocations, which are
based on actua water quality impacts, can produce quantifiable pollution reductions.

Potential Use: The TMDL process must take into account nonpoint sources as well. For example, if
excess sediment proves detrimental to water quaity, nonpoint and point sources of sediment could be
identified, and loadings assigned to each kind of source. If the measurement and tracking of air pollution
becomes sufficiently exact, a TMDL process might aso be applied to help communities better meet water
qudity standards, as well as meet air quaity standards.

Advantages: TMDLs may sgnificantly reduce pollution when atentionisfocused on al nonpoint sources,
some of which may be newly recognized. TMDLsdlow (in fact, encourage) the private sector to innovate
because they typicaly do not require use of aparticular technology or Best Management Practice (BMP),
but let the TMDL holder decide how reductions will be achieved, thus andlyss of the least-cost solution
is encouraged.

Limitations. 1n some cases, it may be difficult to determine sources of pollution, particularly nonpoint
sources, and therefore determine appropriateloadings. Theimpactsonwater quality from different sources
is dso acomplicated andlyss. Currently, a number of States and localities are not, vigoroudy pursuing
TMDL work. Considerable staff expertise may be necessary to credibly pursue TMDL work in an
expeditious and timely manner.

Reference for Further Information: U.S. EPA, Office of Water, Guidance for Water-Quality Based

Decisions, The TMDL Process, April, 1991. SeedsotheU.S. EPA, Office of Water TMDL web page
onthe Internet a: http://Mmww.epa.gov/OWOW/tmdl/index.html.
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REFINANCING LOANS

Description: Refinancing loans can be away to reduce interest payments when the economic dimateis
one of lower interest rates compared to the time of the origind loan. Refinancing may be used to change
loanmaturity and, if extended or lengthened, can reduce annua repayment codts, in the short term. A
related financing tool is bond refinancing, typicaly termed as refunding or advanced refunding. Bond
refinancing occurs when bonds are sold to provide funds to retire outstanding debt of an issuer. This
related financing tool isdiscussed in Section 2.A., Advanced Refunding.

Actual Use: Loan refinancing is along-standing, common, and widely accepted financid practicein both
the public and private sectors. Most commercid lending ingtitutionswill refinanceloans, and therefinancing
need not be handled by the original lender. Loan refinancing is much less complex than bond refunding,
sncethefinancid returntoindividud investorsislessof anissue. State Revolving Fund (SRF) refinancings
are extremdy common, athough both the Clean Water Act and the Safe Drinking Water Act set time
redrictions on refinancing, i.e., refinancings are allowed for bonds issued after March 7, 1985 (Clean
Water SRF) and July 1, 1993 (Drinking Water SRF). Theseredtrictionsare meant to assst therefinancing
of recent short-term municipa debt as well as long-term debt when SRF financing is not immediately
available. TheDrinking Water SRF, however, may not be used to refinance private sector water projects.
Nationdly, Clean Water SRF refinancing accounted for 17% of SRF lending in 1995, and exceeded 25%
in Maine, Massachusetts, and New York. The Clean Water SRF aso may be used to refinance Rura
Development loans.

Potential Use: Refinancing can occur for any environmenta lending, sinceit istheinterest rate climate and
availability of lending monies that influence refinancing rather than the environmental program area. Many
commercid indtitutions specidize in refinancing.

Advantages. The possibilities for lowering costs through the interest rate reductions associated with
refinancings are consderable, particular in today’ s (1998) climate of extremely low interest rates. Annua
interest payment costs can be reduced further through the extension of loan maturity dates, although longer
meaturities can end up costing more. The money which is saved through refinancing can beinvested in new
environmenta projects and other initiatives.

Limitations: Smilar tohomemortgages, refinancing can beadminigratively burdensome. Also, borrowers
have to absorb new financing costs such as issuance and service fees. Thus, smdl borrowers may have
less access to refinancing than large ones, and commercia lending inditutions may be less interested in
refinancing smal loans because of the time, effort and cost involved.

Reference for Further Information: Council of Infrastructure Financing Authorities, 1995 Revolving
Loan Fund Survey, prepared by the Ohio Water Development Authority, May 1996.
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REFORESTATION TAX CREDIT AND AMORTIZATION

Description: Upto$10,000 per year of qudified timber property reforestation expenses can beamortized
over an 84-month period. A tax credit of ether 10% or 8% of the expenditures qualified for amortization
can be damed. Qualifying expenses include only costs which must otherwise be capitdized (eg., Ste
preparation, seedsor seedlings, paid [abor, smal tools, and depreciation on equipment used in planting and
seeding). Quadlifying timber property must consst of at least one acre planted with tree seedlings in the
manner normally used in forestation or reforestation for commercia production of timber. This does not
include property on which shelter belts, nut trees, Christmastrees, or ornamental trees have been planted.
Nor does timber grown for persona use qudify. However, the site can be owned or leased.

To amortize, the deduction must be entered in Part VI of IRS Form 4562 and astatement describing the
expenses attached. A federal incometax credit can apply to up to $10,000 of the costsincurred each year
to forest or reforest property held for growing treesfor sale or usein the commercia production of timber
products. Although costs must quaify for amortization, the credit can used regardless of whether the costs
are amortized or added to the basis of the property. If qualified property isdisposed of within ten years
after the tax year in which amortization of reforestation expenses is taken, gains must be reported as
ordinary income up to the amount of amortization taken.

Actual Use: Since 1980, Section 194 of the Internal Revenue Code (26 USC 194) has allowed
deduction of the amortization of qudified timber property from adjusted gross income for income tax
purposes. Section 48(b) of the Code authorizes the reforestation credit.

Potential Use: Tax credits can induce for-profit entities to make reforestation investments which would
otherwise not be considered.

Advantages. Both the tax credit and amortization can make reforestationinvestmentsfinancidly feesible
for-profit landowners.

Limitations: Expenses reimbursed under any governmental reforestation cost-share program cannot be
amortized unless the rembursement is included in gross income.  Qudifying expenses in excess of the
$10,000 annud limit cannot be carried over or back to other tax years. If any of the amortized timber
gtand is digposed of within 10 years of the year in which amortization was elected, any gain up to the
amount of amortization taken is recaptured as ordinary income.

Reference for Further Information: Consult atax practitioner. See page 49, IRS Publication 225,
Farmer’s Tax Guideand page 52, IRS Publication 535, Business Expenses. Contact Internal Revenue
Service, 1111 Constitution Avenue, NW, Washington, DC 20224; Phone: 1-800-829-1040; Internet:
WWW.ir s.ustreas.gov/.
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REGIONALIZATION

Description:  Pollution does not respect political boundaries.  Agglomeration economies promoting
industrid urbanization and pollution often transcend politica jurisdictions. The regiond impacts of air and
water pollution have meant that States and communities cannot independently solve al of their pollution
problems. For example, chemica precursorsto ground-level ozone pollution can be carried hundreds of
milesdownwind fromtheir origins. Itisaso clear that watersheds and other “trans-boundary” ecosystems
cross the territorid lines of governmenta jurisdictions, including netiona borders. In response to these
redlities, geographic regiondization of some types of environmenta facilities and services can produce
economies of scae which reduce average unit cost. The regiond consolidation of management and
overhead functions such as procurement, pooling of debt issuance and risk management, can aso reduce
cogts associated with environmental concerns.

Actual Use: Regiond gpproaches have been used increasingly to solve problems. The Association of
Bay Area Governments, a regiona organization serving the San Francisco ares, offers a wide range of
financid programsfor issuance of conduit revenue bonds or certificates of participation, generd municipa
credit obligations, tax increment bonds, community facilities district and specid assessment bonds, generd
capita financing, and low-cogt dterndives to vendor financing.

Potential Use: Regiond drategiesare essentid to prevent certain typesof environmental degradation and
pollution or effectively remediate effects of cross-border pollution. They aso offer opportunitiesto reduce
cogts and improve services where economies of scale are a significant factor.

Advantages. For drinking water, economies of scae offer the most promising way of lowering the unit
cost of production, and thus, consumer hills, in some circumstances. Economies of scale are particularly
relevant for source-of-supply and treatment functions and can be achieved via mergers, acquisitions,
interconnection, and wholesale water markets.  Some economies can be achieved through common
ownership or management even without the benefit of physica interconnection.

Limitations: Regiond gpproaches require cooperation and legd authority. They aso may be attacked
as interfering with loca politica power or homerule.

Referencefor Further Information: USEPA, Office of Air Quality Planning and Standards,
Research Triangle Park, NC 27711; Phone: 919-541-5616; Fax: 919-541-2464; Nationa
Association of Development Organizations, 444 North Capitol Street, NW, Suite 630, Washington,
DC 20001; Phone: 202-624-7806; Fax: 202-624-8813; E-mail: nado@sso.org; Internet:
www.nado.or ¢/; Nationa Association of Regional Councils, 1700 K Street, NW, Suite 1300,
Washington, DC 20006; Phone: 202-457-0710; Internet: www.nar c.org/. Association of Bay Area
Governments, PO Box 2050, Oakland, CA 94604-2050; Phone:510-464-7900; Fax:510-464-
7979;Internet: www.abag.ca.gov/ser vices/finance/abagfs.htm.
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REHABILITATION TAX CREDITS

Description: Federa tax credits to support private investment in the subgtantia rehabilitation of historic
and older buildings are authorized by Section 251 of the Tax Reform Act of 1986. This certified
rehabilitation of a certified hitoric structure is supported by a twenty percent tax credit. A depreciable
building renabilitated for office, commercid, industrid, agricultura, or rental residentia purposesmay qualify
for the tax credit if it islisted in the Nationa Register of Historic Places or islocated in aregistered historic
digrict and is certified by the National Park Service as contributing to the district’s historic significance.
The owner must hold the building for fivefull yearsafter completing the rehabilitetion, or pay back aportion
of the tax credit. A ten percent tax credit is available for substantia rehabilitation of older, non-historic
buildings (built before 1936) for non-resdentia uses. The cost of rehabilitation must exceed the greater
of $5,000 or the adjusted basis of the depreciable property and at least seventy-five percent of the
building'sinterna sructura framework must remain in place,

Actual Use: Rehahilitation tax credits for historic and other buildings have been authorized in federa
income tax laws since 1976. These tax credits have been used extensively in a number of inner-city
revitalization efforts.

Potential Use: The availability of afederd tax credit for building rehabilitation offers owners of quaifying
higtoric and older, non-historic buildings the opportunity to accomplish much needed environmenta
remediation involving the remova of the hazardous substances at significantly lower after-tax costs.

Advantages: Tax credits reduce income tax liabilities dollar-for-dollar, unlike deductions which have a
vaue based on the margind tax rate.

Limitations: Buildingslisted inthe Nationd Regigter of Higtoric Places are not eligible for theten percent
credit; therefore, ownersof historic buildingsdenied certification for thetwenty percent credit may notclam
the ten percent credit. Tax credits are useful only to the extent taxes are otherwise owed.

Reference for Further Information: For genera information contact National Park Service, Room
NC200, 1849 C Street, NW, Washington, DC 20240; Phone: 202-343-9578; E-mail: hps-info@nps.gov.
For federal tax rules, contact the Internal Revenue Service, Washington, DC 20224; Phone: 1-800-829-
1040; Internet: www.irs.ustreas.gov/. For application forms and instructions, contact the appropriate
State s historic preservation office.
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RISK MANAGEMENT AND INSURANCE

Description: Risk management and insurance can be a key ingredient in a long-term cost reduction
drategy. Risk management is the process of managing risk exposure to achieve objectives in a manner
conggtent with public interest, human safety, environmentd factors, and the law. It consists of planning,
organizing, leading, coordinating and controlling activities with the intent of providing an efficient pre-loss
plan that minimizes the adverse impact of risk on the organization’s resources, earnings and cash flows.
Risk management involves systematic, continuous investigation of risk loss exposures, evauation of ther
nature, frequency, severity and potentid impact on the organization, and planning, organizing and
implementing appropriate risk control and risk financing techniques to minimize loss impacts on the
organization. Effective risk management is needed to avoid adverse effects on an organization’s credit
rating and cost of capital. Frequently, risk management involvesrisk transfer via purchase of insurance or
other specidized financid instruments (derivatives). Theinsuranceindustry includes property and casudty
insurers that underwrite the financia risks associated with potentid environmentd ligbilities.  Some
environmenta risks impose potentia losses greater than associated profit opportunities. For example, the
potential contamination of brownfields can impose ligbility risks that severely inhibit redevelopment and
reuse of such property (see Section 9., Environmental I nsurance).

Actual Use: Virtudly al organizations of dgnificant Sze exercise some type and degree of risk
management, if only the purchase of commercia umbrdla ligbility insurance coverage. Risk transfer
mechaniams such as environmentd liability insurance are widdly available.

Potential Use: Environmenta insurance can reduce risks involved in brownfields redevel opment.

Advantages. Risk management lets officids avoid spending excessive time and atention in deding with
unanticipated losses. It protects cash flows, profitability, and growth for-profit firms.

Limitations: Insurance premiumscan be prohibitively expensvefor smdl organizations. Therelative cost
of insurance as policy limits decline, decreasing the feasibility of insurance for smaler transaction requiring
lower coverages. Also, the uncertainties of future liability under the Comprehensive Environmental
Response, Compensation, and Liability Act (CERCLA) are not eiminated by insuranceif the insurer can
seek payment from former owners of contaminated property under the Act’ s retroactive, strict, joint and
severd liability standard.

Reference for Further Information: American Risk and Insurance Association, c¢/o Chase
Communications, PO Box 9001, Mount Vernon, NY 10552-9001; Phone: 914-699-2025; E-mail:
aria@pipeine.com; Internet: www.aria.org/. Nationa Center for Environmental Assessment; Phone: 202-
564-3361. Potential Insurance Productsfor Brownfiel ds Cleanup and Redevel opment, June 1996,
PB96-963244, USEPA, Office of Emergency and Remedial Response.
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VALUE ENGINEERING

Description: VaueEngineering, dso known asVadue Andyss, Vaue Management or Function Analyss,
focuses on cost reduction through function cost analyss and engineering. First, a product and al of its
components are studied to determine their functions or purposes, then various andytica techniques such
as functiona analys's, economic andyss, cost analysis, and vaue-added analysis are used to provide a
product with minimum essentia function at lowest cost. Function cost analysis differs from activity-based
costing (see Section 6., Activity-Based Costing) which considersengineering processimprovement as
asource of cost reduction. Vaue engineering sudies involve information gathering, definition of functions,
Speculation on dterndtives, and the evaluation of dl aternative ways of meeting requirements.

Actual Use: Office of Management and Budget Circular A-131 (June 1993) and the Nationd Defense
Authorization Act for fiscal 1996 (Public Law 104-106) require federal agenciesto establish and maintain
cost-effective value engineering procedures and processes. The Department of Defense uses both value
engineering incentives and program requirements, including value engineering clauses in procurement
contracts. The Federal Highway Adminigiration and the Bureau of Reclamation have used vaue
engineering for design and congtruction projects for a decade. EPA Region 8 used a vaue engineering
sudy for the Cdifornia Gulch Superfund Site (Leadville, CO) which may result in cost reductions of as
much as $14 million. In the private sector, Toyota has integrated value engineering into its cost
management process.

Potential Use: Vdue andyss can be applied to environmental protection projects, particularly
infrastructure construction and hazardous waste clean-up, to reduce costs.

Advantages. In both public and private sector applications, vaue engineering can reduce costs while
improving performance and client satisfaction.

Limitations. As practiced, vaue engineering is a powerful tool for cost reduction but generaly does not
deal with vaue asafunction of quality, and ignoresthefact that product choices are usualy based on more
thanthe minimum of essentia product function. Importantly, it dso may ignore certain environmenta trade-
offs.

Reference for Further Information: Contact Society of American Vaue Engineers, 60 Revere Drive,
Suite 500, Northbrook, IL 60062; Phone: 847-480-1730; Fax: 847-480-9282; E-mail value@value-
eng.org; Nationd Aeronautics and Space Adminigration, Langley Research Center, Design for
Competitive Advantage, Mail Stop 159, 18e West Taylor Street, Hampton, VA 23665-2199; Phone:
757-864-8213; Fax: 757-864-9713; Internet: mijuno.larc.nasa.gov/dfc/vehtml
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OTHER

Description:

Actual Use:

Potential Use:

Advantages.

Limitations:

Referencefor Further Information:
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COMPARISON MATRIX FOR TOOLSFOR LOWERING COSTS

Criteria/ Actual | Revenue | Revenue | Admini- | Equity | Environmental
Use Sze Cost/ strative I mpact
Tools Savings | Ease
*Accelerated High Mod. - High Low - Mod. High
Depreciation High Mod.
Activity-Based | Mod. Mod. - Mod. Low Low Mod.
Cogting High
Amoritization Mod. Mod. Mod. High Low Low -
of Pollution Mod.
Control
Facilities
*Appropriate Mod. High High Mod. Mod. High
Technology
Barter and Mod. - | Mod. - High Mod. - Mod. Mod.
Payment-In- High High High
Kind
Benchmarking | Low Low Low Low - High Mod. -
Mod. High
*Capital High High. High Mod. Low - Mod. -
Planning and Mod. High
Budgeting
*Comparative Mod. Mod. Mod. - Low - High High
Risk Ranking High Mod.
*Cost-Benefit High High Mod. Mod. Low- | Mod.
Analysis Mod.
*Cost High High High Mod. Low Mod.
Effectiveness
Analysis
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COMPARISON MATRIX continued

Costing/Design

Criteria/ Actual | Revenue | Revenue | Admini- | Equity | Environmental
Use Sze Cost/ srative I mpact
Tools Savings | Ease
*Deduction of Mod. - | Mod. High Low - Mod. High
Agricultural High Mod.
Conservation
Expenses
*Discounting High High Mod. - Mod. Mod. Mod. -
(Economic) High High
Employee High High Mod. Low - Low Mod.
Stock Mod.
Ownership
Plans
EPA: Common | Low Mod. Mod. Mod. Mod. High
Sense Initiative
EPA: Project Low Low High Mod. - Low - High
XL High Mod.
*Expensing High Mod. Mod. - Mod. High Mod. -
of Assets High High
*Financial High High Mod. Mod. Mod. - | High
Capability High
Analysis
Fiscal Impact High High Mod. Low - Low - Mod.
Analysis Mod. Mod.
*Full-Cost High High Mod. Mod. Mod. High
Pricing
LifeCycle Mod. - | High Mod. Low- Low Low -
Assessment/ High Mod. Mod.
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COMPARISON MATRIX continued

Criteria/ Actual | Revenue | Revenue | Admini- | Equity | Environmental
Use Sze Cost/ srative I mpact
Tools Savings | Ease
*Pay-As-You-Go | High High High Mod. Mod. - | High
High
*Pollutant High High Mod. Low Low - High
Loading Mod.
Allocation
*Refinancing High High High Mod. Low - Mod.
Loans Mod.
*Reforestation Mod. - | Mod. High Mod. High High
Tax Credit and | High
Amoritization
*Regionalization | High Mod. - High Low - Mod. High
High Mod.
Rehabilitation Mod. Mod. High Mod. - Mod. High
Tax Credits High
*Risk High High Mod. - Mod. Low High
M anagement High
and Insurance
Value Analysis | High High Mod. Mod. Low Low

High- High use (over 25 States, many locdities); criteria score high (cost-effective, easy to use,
access ble, impacts specific projects)
Mod.- Moderate use (10-25 States, many locdlities); criteria score medium well
Low - Low or rare usg; criteria score poorly (complicated, not cost effective or equitable to use,
used for andytica purposes only)

* Star indicates best rated mechanism
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7. TOOLS

FOR

ENCOURAGING

POLLUTION PREVENTION

AND

RECYCLING
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7. TOOLSFOR ENCOURAGING
POLLUTION PREVENTION AND RECYCLING

INTRODUCTION

When the Environmental Protection Agency (EPA) was created in the early 1970's its focus was on
cleaning up and controlling the most immediate environmenta problems. Over the next twenty years, the
nationmade hugeinvestmentsin these effortsand redlized mgor reductionsinair, water, and land pollution.

However, it becameincreasingly apparent over timethat the traditiona “end-of-the-pipe” approachesare
expensve (increasingly o), not fully effective, and sometimes transfer pollution between environmenta
media

To achieve needed additiond improvements to environmenta quality, environmenta activities must move
“upstream to prevent pollution before it occurs and to recycle waste wherever possible. The Pollution
Prevention Act of 1990 recognized that pollution should be prevented or reduced at the source whenever
feasble. USEPA defines pollution prevention as * source reduction” since thet term is defined in the Act
(see Appendix E: Glossary), and adds protecting natura resources through conservation and increased

effidency.

Pollution prevention is not the only strategy for reducing environmenta risks, but it is the preferred one,
followed by recycling. This priority is reflected in USEPA’ s environmental management hierarchy which
incdludes

1) pollution prevention;
2) recyding;

3) trestment; and

4) disposa or release.

Preventing pollution offers important economic benefits, as pollution never created does not need to be
managed or cleaned up. Recycling means that wastes do not have to be disposed and that raw materids
can be conserved. Pollution prevention and recycling have the potentid to protect the environment and
improve manufacturing efficiency and reduce the use of raw materiads.

This section evduates financing tools which States, communities, and the private sector can use to
encourage pollution prevention and recycling. Seventeen ways of railsing revenues, lowering costs, and
influencing behavior are discussed. Thetoolsrange from traditional State and federal assi stance programs
to proven financia management techniques that encourage conservation and reuse to bold new financia
management and investment strategies, programs, and techniques.
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*2.
*3.
*4,
*5.

*8.
*9.
*10.
*11.

13.
14.
15.
*16.
*17.

LIST OF TOOLSFOR ENCOURAGING
POLLUTION PREVENTION AND RECYCLING
(In Alphabetical Order)

Assurance/Performance Bonding

Demand-Side Management Pricing

Deposit-Refund Systems

Development Rights Purchases

Differentid Pricing

Energy: NICE 3

EPA: Pollution Prevention Grants

Environmenta Sdf-Auditing

Full-Cost Environmental Accounting

Green Code of Conduct (1ISO 14000 Voluntary Environmental Standards)
Green Investments

Liability Assgnment

Pollution Charges

Private Forest Banking

State Pollution Prevention (P2)/Recycling Loan Programs
Tax Incentive Programs

Trangt Pass Subsidy Programs

* Starsindicate mogt highly rated mechanisms as described in the Comparison Matrix a the end of the
narratives. See Introduction to the Guidebook for a description of the criteria used. Ratings of “High”,
“Moderate’, and “Low” arefor comparison purposesonly, as some ratings are necessarily subjectiveand
data are incomplete.
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ASSURANCE/PERFORMANCE BONDING

Description: One method of incorporating socia cost into decision making by polluters or developersis
to require them to purchase dated assurance or performance bonds that reflect the full value of potentia
worst-case costs to remedied environmental damage resulting from their actions. The bond would be
repaid infull (possbly withinterest) at the time of maturity if the bondholder demongtratesthat the potential
damage hasnot occurred. Thebond would berepaidin part if somelevel of damagelessthan the potentia
basdine has occurred, and would be forfeited if worst-case damages areincurred. If damages did occur,
the bond could be used to remedy the environmental damages or to compensate injured parties.

Actual Use: Performance bonding is widdly used in the congtruction business, to assure that work is
completed within the specified time period. For environmental purposes, it hasbeen used in surfacemine
reclamation programs to provide assurance that surface mined areas will be reclaimed and restored to a
naturd condition. These assurances are paticularly helpful for obtaining debt for brownfields
redevel opment projects.

Potential Use: An assurance/performance bonding requirement could be administered by a State
regul atory agency, whichwould act asthe bonding agency. If the bondswere administered through another
agency, the regulatory agency would have to be integrdly involved.

Advantages. Assurance/performance bonding is designed to incorporate environmental criteria and
uncertainty (i.e., the process and extent of damages is uncertain prior to development) into the market
system. This approach reflects the estimated cost of potentia future environmenta damages in the vaue
of thebond. It providesastrong economic incentive to minimize damagesand to devel op innovative, cost-
effective pollution control technologies.

Limitations: Although based on scientific information on potentia damages, setting the vaue of the bond
would il be a subjective decision dependent on numerous assumptions. Wherethe vaue of thebond is
based on the cost of remediation or replacement, depending on the circumstances, it may not capturethe
full socid cost of environmenta damage. Setting bond val ues might be subject to lengthy legal chalenges,
requiring extensive documentation and possibly causing program delays.

Reference for Further Information: Costanza, Robert and Perrings, Charles, "A FHexible Assurance
Bonding System for Improved Environmenta Management,” Ecological Economics (1990), pp. 57-75.
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DEMAND-SIDE MANAGEMENT PRICING

Description: Thisisaunit pricing Sructurethat is sengtiveto thetiming of usage (demand) during autility
system’s peak hours or pesk days. Usage that occurs during these peak periods is charged at a higher
rate. The dructure is designed to result in more accurate pricing for the usage which occurs during a
system’s peak demand periods. Utilities must incur additiona capital and operating costs to develop the
capacity to meet pesk demands. Through demand-side management pricing, these additiona cogts can
be shifted to those customers who cregate the need for the peak period capacity. Such pricing aso tends
to reduce peak demand by causing system usersto reduce their use of the system or at least shift some
portion of their usage to non-peak periods. Asaresult, the utility can “shave’ operating costs and stretch
exiging investment, or reduce future investment in facilities necessary to meet pesk period demands.

Actual Use: The demand-side management pricing structure is most commonly used by electrica, gas,
and communications utilities, and less frequently by water or sewer utilities. Demand-sde management
pricing has a so been used for a consderable number of years by theairlineindustry. Morerecently, it has
been adapted to transportation facilities, including roadsand bridges, through the use of time-sengitive (rush
hour-based) tolls. Thistypeof pricing sructureisused most extensvely by utilitiesand other partieswhich
have the capability of metering usage by time of day.

Potential Use: The use of this pricing technique could be extended to other utilities and public
infragtructure for which user fees are charged, and for which time of use can be determined, such as park
and recreation facilities. 1ts adoption by water and wastewater utilities could also be greetly expanded if
better systems of measuring usewereimplemented. Demand-Sde management pricing may havevaugble
gpplication by these latter utilities with regard to Sormwater management.

Advantages. The pricing structure shifts costs to those users who place the greatest demand on the
system, cresting grester equity in pricing and maximizing the user paysprinciple. It can sgnificantly reduce
or shift demand to less cogtly periods, and help to avoid costly, and maybe, unnecessary future capital
investment required to meet pesk demands.

Limitations: The technique requires the ability to monitor consumption by individuad users & different
times. Only afew water and wastewater systems have this ability. It requires expensive, specid metering
equipment and billing systems which can accommodate variable rates. Poor customers who cannot shift
or reduce their usage are penaized by the resulting higher prices.

Reference for Further Information: USEPA, Office of the Comptroller, Environmental Finance

Program, 401 M Street, SW, Washington, DC 20460. Mail Code: 2731R. Contact: Timothy McProuty
at mcprouty.timothy @epa.gov.
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DEPOSI T-REFUND SYSTEMS

Description:  Improved price Sgnas can reduce the volume of waste that is reaching our landfills and
incinerators. Onekind of improved price sgnd, the deposit-refund system, combinesaspecia front-end
surcharge (the deposit) on a particular substance or product with arefund payable to the consumer when
quantities of the substance or product in question are turned in for recycling or proper disposd.

Actual Use: Higoricaly, depost-refund systems have been gpplied primarily at the State level.  The
systems have typicaly gpplied to glass, duminum, plagtic, or other containers, such as drink bottles and
cans. Many States have afive cent deposit-refund on soft-drink bottlesand cans. However, such systems
are now being expanded to include other types of products. For example, in some areas they are being
applied to office products, such as photocopy machine toner cartridges. States such as Maine and Rhode
Idand have established deposit-refund systems to encourage the recycling of  lead-acid/automobile
batteries.

Potential Use: These systems could be expanded to include many other typesof products. They could
be applied to containers that hold chemicals or other environmentaly hazardous products. Lead-
acid/automohile batteries may be good candidates for inclusion in deposit-refund systems nationwide.
Other possible candidates for these recycling systems include motor ail, other automobile fluids, and
pesticide containers.  For some substances and problems, a federal deposit-refund system might be
appropriate. This would be the case when deding with products that have nationad markets, are easily
trangported, and have uniform recycling characteristics and consequences.

Advantages. Depost-refund systems can be placed on any product which is currently disposable and
contains materias that can be reused. It also provides an incentive to recycle and therefore reduces the
quantity of solid waste produced. Deposit-refund systems can assst regulatory agenciesin accomplishing
their enforcement and compliance program objectives by reducing the need for additiona regulatory
resources while smultaneoudy augmenting agency efforts.

Limitations: Under this type of system, consumers, not producers bear the economic burden. The
market for raw materids in product of deposit-refund system needs to be identified.

Reference for Further Information: Stavins, Robert, N. And Whitehead, Bradley W., Progressive

Policy Ingtitute, Policy Report No. 13, The Greening of America’s Taxes: Pollution Charges and
Environmental Protection, February 1992.
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DEVELOPMENT RIGHTSPURCHASES

Description: Purchasing development rights, often on agriculturd or forest lands, isthe buying of the legal
"right” of the owner, or subsequent owners, to develop land for resdentia or commercial uses. Existing
land uses are usudly maintained, athough bans on development may be limited, i.e., dlowing some low
density development. These rights are bought by State and local governments and/or nonprofits groups.
They are like conservation easements, since both entail partial ownership via deed restrictions, contracts
or covenants, as opposed to fee-smple transfer of ownership. But, development rights purchases often
entall paymentsto land owners, contrasted to the preferentia tax trestment of conservation easements.
Buying the rights restricts development whereas conservation easements may require more land
management such as soil conservation and plant maintenance to protect water quaity and naturd habitats
(seedso therelated tool at Section 8., Conservation Easements).

Actual Use: Nonprofit organizations have been buying development rights for many years. Recently,
government purchases capitalized by bonds and specia taxes have been growing rapidly. For example,
Peninsula Township, Michigan funds purchases withasmall property tax increase asssted by agrant from
the State's Conservation Trust Fund. Pittsford, New Y ork issues bondsto buy development rights. New
York Stat€'s annua debt service payments on its mega-environmental bond, which pays for farmland
preservation, are financed by the redl edtate trandfer tax. Virginia Beach, Virginia and Howard County,
Maryland buy development rights at market value on an ingtalment basis by making interest-only tax-
exempt paymentsto landownersfor 25 and 30 years, respectively, and paying the principal a theend. The
landowner thus defers capitd gains. The balloon payment is guaranteed by municipa invesmentsin zero
interest Treasury bonds.

Potential Use: Any rurd or urban site, including green space, forests, wetlands and ranch lands, can be
protected from development. Additional environmental protectionwork could beadded tothedevel opment
rights deed redtrictions similar to conservation easements.

Advantages. Partia ownership through deed redtrictions, contracts and covenants, is much less costly
than outright ownership. Locd financing encourages maximum locd citizen involvement.

Limitations: The program is voluntary, and some difficult negotiations till may fall. Revenues must be
raised to cover costs, so widespread local agreement must exist. Development rights purchases may
provide protection only against development, and not for other ecologica purposes.

Reference for Further Information: Henry Diamond and Patrick Noonan, Land Use in America,
Lincoln Ingtitute of Land Policy, Idand Press, 1996; American Farmland Trust, Forging New Protection:
Purchasing Devel opment Rightsto Save Farmland, andSaving America's Countryside, Washington,
D.C., 1996, Telephone: 202-659-5170; The Trust for Public Land, GreenSense: Financing Parksand
Conservation, Phyllis Myers, editor, San Francisco, CA, Spring 1998.
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DIFFERENTIAL PRICING

Description: Differentia (nonlinear) pricing, including declining block ratesand progressverate systems,
as opposed to single tariff pricing, gives utilities flexibility to handle demand management and service
affordability issues. Inclining block rates, peak hour and/or day surcharges, seasond rates, and excess
loading surcharges are forms of conservation pricing. In these systems, the unit price rises as use rises or
the time period changes, giving customersared and growing incentive to control use. Increasing block-
rate systems charge higher unit prices for higher levels of usage. By contrast, with a declining block rate
the unit price decreases when consumption exceeds athreshold amount. Thisform of margina cogt pricing
recognizesthat high volume usersmay contribute to economiesof largescalefor afacility or service. Single
tariff pricing spreads costs over awider population so that serviceto high-cost areasis subsidized by areas
with greater cost efficiency. Utility design can affect demand for services as it affects the ability of
bus nesses and householdsto pay for them. For example, alifelinerate billsardatively low pricefor basic,
essentid service (Seedso Section 6., Full-Cost Pricing; Section 7., Demand-Side M anagement
Pricing; Section 1.B., Local Water/Wastewater Utility User Fees; and Section 1.B., Solid Waste
Disposal Fees).

Actual Use: Althoughrate sructuresvary widdy, most utilitiesuse someform of differentia pricing inther
rate sructures. These include toxicity charges for industrid wastewater and incentive rates for off-pesk
use.

Potential Use: Differentia pricing can be used for various purposes, including promotion of water
conservation (increasing block rates), savings for low-income households, encouragement of industria
location (decreasing block rates), energy conservation (peak use surcharge), and land use growth control
(increasing block rates).

Advantages. Not only utilities, but also other agenciesthat charge fees may be ableto use arate structure
to pursue environmenta goals while ensuring adequate revenues and serving Socio-economic equity
objectives.

Limitations: Rate structures are not easy to change, particularly if they must be approved by a loca
legidaive body or state public service commission. Most rate structures are somewhat regressive
(insengdtive to ahility to pay), therefore may be considered sociadly inequitable. Differentia pricing canbe
complicated by attemptsto ded with multipleissues. Somevariationsaso can reduce collectibility in small
communities experiencing high rates due to diseconomies of smdl scde.

Reference for Further Information: Raftelis, George, Comprehensive Guide to Water and
Wastewater Financeand Pricing, second edition, CRC Press/LewisPublishers,Revenue Requirements,
Manud M35, 1990, Alternative Rates, 1992, and Water Rates and Related Charges, Manua M 26,
1996, American Water Works Association, 6666 West Quincy Ave., Denver, CO 80235, Telephone:
800-926-7337 or 303-794-7711, Internet: www.awwa.org/.
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DEPARTMENT OF ENERGY
NICE 3

Description: ThisDepartment of Energy (DOE) program getsitsacronym from its purpose-- to promote
Nationa Industrial Comptitiveness through Energy, Environmental, and Economics. The NICE 3
program seeks to support via cost-sharing grants the devel opment of new processes and/or equipment to
reduce the generation of wastes and green house gases and to conserve energy and energy-intensive
feedstocks. Theprogram givespreferenceto proposalsthat use pollution prevention andintegrate pollution
preventionand recycling approaches. It focuseson Statesand industrieswith high energy consumption and
pollution problems; including chemicals and dlied products (SIC 28), petroleum and cod products (SIC
29), paper and dlied products (SIC 26), and primary metd industries (SIC 33). Eligible applicantsinclude
States in partnership with industry, and three-year projectsare funded at 45 % DOE federa fundsand 55
% industry and State monies.

Actual Use: The NICE 3 program obligated grants totaling $5.8 million in Fiscal Year (FY) 1997, and
estimatesfor FY's 1998 and 1999 are $6 million, respectively. In FY 1997, grant ass stance ranged from
$69,000 to the legad maximum of $425,000 and averaged $310,000. Projects funded include one in
Oregon to recycle raw glass by removing contaminants, one in Ohio to reclaim and reuse wastewater in
awater-based paint plant, aNew Y ork project to devel op an approach to identify optimal volatile organic
compound control strategies for indugtria facilities, and one in Texas to develop a methanol recovery
process for hydrogen peroxide production.

Potential Use: There are an abundance of unexplored and /or untapped opportunities for improving
pollution prevention, recycling and energy processes and dtrategies in many, if not al, of the industria
sectors of the nation’s economy.

Advantages. The NICE 3 program is highly leveraged in that it requires industry and States provide a
ubstantial cost-share in order to be able to receive DOE federd funds. The program concentrates its
assistance by focusng on those States and industria sectors with energy consumption and  pollution
problems.

Limitations: The program’s focus on four specific industria groups may limit the resources that can be
used to help other industries. The cost-share requirement may limit the ability of some industries/firmsto

take part in the program. The three-year project period may eiminate some good longer-term projects.
Federd reporting, documentation, and auditing requirements can be extensive.

Reference for Further Information: U.S. DOE Headquarters, E-22, Room 5F-067C, 1000
Independence Avenue, SW, Washington, DC 20585. Telephone Number: 202-586-1641. USEPA,
Office of Pollution Prevention and Toxics, 401 M Street, SW, Washington, DC 20460. Telephone
Number: 202-260-3557.
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ENVIRONMENTAL PROTECTION AGENCY
POLLUTION PREVENTION GRANTS

Description:  The Environmental Protection Agency (EPA) Pollution Prevention Grants Program awards
these project grantsto support the establishment and expansion of State pollution prevention programsand
address sectors of concern such asindugtria toxics, agriculture, energy, and transportation. The program
is focused on demondrating the vaue of making multimedia pollution prevention an environmenta
management priority. Eligible recipients include the States, the Didrict of Columbia, the U.S. Virgin
Idands, the Commonweslth of Puerto Rico, any territory or possesson of the United States, any agency
or ingrumentdity of aState, including State universities, and al federdly recognized Indian Tribes. While
locd governments, private universties, and private nonprofit organizations are not eigible to recelve
funding, EPA encourages eligible recipients to work with these groups. Grant recipients must contribute
at fifty percent of the total cost of their project in dollars or in-kind goods and services.

Actual Use: Thesegrantsare used to fund awide range of pollution prevention projects that build State
pollution prevention cgpabilities and test innovetive pollution prevention approaches. Types of projects
funded include technical ass stance, data collection and dissemination, education and outreach to business
and government personnd, training, environmenta auditing, technology transfer, demongtration projects,
and integration of pollution prevention in State regulatory programs. During fiscal year 1997, the EPA
obligated $4.9 millionin these grantsto fifty-seven Stateand Tribal agencies. Grant assstance ranged from
$20,000 to $200,000 and averaged $75,000. The Agency projects it will obligate approximately $5
million in pollution prevention grantsin FY's 1998 and 1999, respectively.

Potential Use: These grants are available for abroad and growing range of pollution prevention uses.

Advantages. The grant assstance is highly leveraged through the fifty percent match required of grant
recipients. The assstance is limited to use for pollution prevention related purposes.

Limitations: Some potentid recipients may havetheir grant amount limited by their bility to raisethefifty
percent match. Loca governments, private universities and other private nonprofits are not digible for
assistance and may not be included as project partners in some States.

Reference for Further Information: U.S. EPA, Office of Pesticides and Toxic Substances, 401 M
Street, SW, Washington, DC 20460, Mail Code: 7401, Telephone Number: 202-260-3810, Fax Number:
202-260-0575. Information on these grants is aso available in the Catalog of Federal Domestic
Assistance and its Internet Site & http://aspe.os.dhhs.gov/cfda/ideptaa.htm. This is the page for the
Independent Agencies, select EPA.
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ENVIRONMENTAL SELF-AUDITING

Description: Environmentd sdf-auditing, asused in here, reatesto voluntary efforts by corporationsand
other organizationsto focus not just on environmenta compliance, but aso on how efficiently they comply
withenvironmenta regulations or how to improve their environmenta performance. Thevoluntary efforts
are accomplished by detailed tracking and reporting on a wide range of environmenta performance
measures. These performance measures include not only traditional output measures such as the number
of Notices of Violations and total emissions, but also new, non-traditional measures. Some examples of
non-traditiona measures are percent of energy usage per unit of output or product managed, number of
sdf-identified environmenta audit issues compared to the total number of such issues, percentage of issues
resolved within established time frames, and percentage of operating and other personnel receiving
environmenta training.

Actual Use: Private companies in the forefront of developing these new, more comprehensive sdlf-
auditing programsinclude Waste Management Technologies, Inc., the 3M Corporation(through itsfamous
Pollution Prevention Pays program), Tenneco Gas, and Browning-Ferris Indudtries.  The Illinois EPA
(IEPA) in cooperation with Arthur Andersen & Co. hasworked on exploring and devel oping arange new
corporate performance measures that better reflect company priorities and performance trends. Some of
the companies involved in the IEPA project included Abbott Laboratories, Amoco Corporation,
Caterpillar, Inc., Monsanto Co., and Sundstrand.

Potential Use:  Corporations, governmenta organizations, and non-profit groups nationwide could
voluntarily develop and adopt salf-auditing programs employing more effective measures of environmental
performance.

Advantages. Such programs could alow the corporations and other organizations to better understand
their environmenta performance and operations. Using this knowledge, they could design programs and
processes to operate more efficiently/effectively and to improvetheir financid performance. Based onthe
experiences of companies such as 3M, they might be able to re-engineer entire systems and cut waste by
up to 35 percent or more.

Limitations: It is not easy to develop and establish comprehensive, cost-effective measures of
performance. It requires expertise, time, and resources, that not al companies or organization may have,
or be able to access.

Reference for Further Information: Van Epps, Ronad E. and Walters, Susan D., Measure for

Measure: Evaluating Environmental Performance with Tact and Insight, Corporate Environmental
Strategy, The Journd of Environmenta Leadership, Volume 3, Number 2.
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FULL-COST ENVIRONMENTAL ACCOUNTING

Description: Thisis afinancid and management cost accounting method that alocates dl direct and
indirect historical costs, including embedded environmental ones, to a product, process, or activity over
itslife. Themethod usesthreeimportant concepts: full-cost accounting, environmenta cost accounting, and
life-cycle costing. Full-cost accounting alocates historica costs. Environmental cost accounting brings
inenvironmenta costsand tiesthem to the product, process, or activity. Findly, life-cycle cogting identifies
the effects of the product, process, or activity at each life-cycle stage (raw materias acquisition,
manufacturing, use/reuse/maintenance, and recyclewaste management) and assignsthose effects monetary
values. Together, the concepts help incorporate in decisons the hidden costs which can hinder efficient
management and environmental protection.

Actual Use: Theuseof full-cost environmenta accounting, aswell asitscomponent conceptsand related
approaches, is in its infancy but dowly growing. For example, federd facilities are required under
Executive Order 12586 to apply life-cycle andysis and total-cost accounting (a synonym for full-cost
acocounting) when estimating pollution prevention opportunities. USEPA’s Environmenta Accounting
Project isworking with over 650 different individual s organizationsincluding more than 150 from industry.
Project case studies include environmenta accounting effortsat AT& T and full-cost accounting work at
Ontario Hydro, the Canadian power company.

Potential Use: Every organization could adopt these techniques or some combination of them.
I nternationd standards are under devel opment to encourage companies and governmentsto better manage
their environmental costs. For example, the Internationd Organization for Standardization (1SO) is
developing a series of voluntary environmenta management standards entitled 1SO 14000. These
standards could become requirements for conducting trade and business worldwide.

Advantages. Not only are great environmentd benefits to be gained from internaizing the vaue of
environmental resources and the costs of damaging them, but large economic efficiencies may be gained
from reducing current costs as well as future ligbilities.

Limitations. Thereisaneed to decide on clear tandards for al of these terms and to make their use
universa or mgor competitiveness concerns arise. Thisisamgor change and may not occur eesily or
without some significant short-term costs and economic didocations.

Reference for Further Information: USEPA, Office of the Comptroller, Environmental Finance
Program, 401 M Street, SW, Washington, DC 20460. Mail Code: 2731R. USEPA, Office of Pollution
Preventionand Toxics, Pollution Prevention Division, 401 M Street, SW, Washington, DC 20460. Mall
Code: 7409. Phone No: 202-260-3557. Information on USEPA's Environmental Accounting Project
is available on the World Wide Web at http://mwww.epa.gov/opptintr/accty.
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GREEN CODE OF CONDUCT
(1SO 14000 VOLUNTARY ENVIRONMENTAL STANDARDS)

Description: The International Standards Organization (1SO) has published several standards in its
Environmental Management Series covering Management Systems and Auditing to help businesses build
sound environmental management/processes into existing systems and practices. These standards have
been approved by the American Nationad Standards Ingtitute as American Nationa Standards. The
identifying numbers and titles for the standards are as follows: 1SO 14001 Environmental Management
Sydems - Specifications with Guidance for Use; 1SO 14004 Environmental Management Systems -
General Guidance on Principles, Systems, and Supporting Techniques, 1SO 14010 Guidelines for
Environmental Auditing - Generd Principles, 1SO 14011 Guiddines for Environmental Auditing - Audit
Procedures, Auditing of Environmental Management Systems; 1SO 14012 Guiddines for Environmental
Auditing - Qudlification Criteria for Environ-mental Auditors; 1SO 14020 Environmenta Labeling; 1SO
14031 Environmental Performance Evauation; | SO 14040 Life Cycle Assessment; 1SO 14050 Termsand
Definitions; 1SO 14060 Environmental Aspects of Product Standards. 1SO 14001 is the key standard,
containing apattern of specificationsthat must befollowed if an organization isto be recognized asadhering
to 1SO 14000. Requirements include a statement of environmenta policy, environmenta objectives and
targets, and procedures to monitor activities that can have sgnificant impact on the environment.

Actual Use: 1SO 14000 is being adopted voluntarily by U.S. businesses, particularly those involved in
exporting.

Potential Use: Although amed primarily at industrid Stuations, the standards could be gpplied to other
organizations and activities.

Advantages: If they have sufficient scope and rigor to achieve environmental improvement, widespread
adoption of voluntary standards of conduct can reduce societal costs otherwise imposed by negative
environmental externalities produced by businesses and government agencies.

Limitations: Voluntary codes or standards of conduct depend on effective communication, the
practicability of implementation, and the willingness of ingtitutiona leaders to support adoption.

Reference for Further Information: American National Standards I nstitute, 11 W. 42™ St., NY, NY
10036; Phone: 212-642-4900; Internet: web.ans.org/public/ 15014000/default.htm;  International
Organization for Standardization, 1, Rue de Varembe, Case postale 56, CH-1211 Geneve 20,
Switzerland; Phone 41-22-749-0111; E-mail: central@iso.ch; Internet: www.iso.ch/; Codition for
Environmentally Responsible Economies, 11 Arlington ., 6 Floor, Boston, MA 02116-3411.
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GREEN INVESTMENTS

Description: Green invesments are financia invesments in companies, financid ingitutions, monetary
funds, and/or other financid entitiesthat to the extent practicable or possible do not engage in, or support
organizations that engagein, environmentally harmful behavior. Greeninvestmentsareddiberate decisons
to make informed financid investments that incorporate environmentally responsble behavior. They are
made with profit in mind, but tempered by environmenta concerns.

Actual Use: There are substantial and growing number of banks, mutual funds, financid networks,
financid management companies, and firms advertisng clams that their behavior is socidly and/or
environmentally responsible. For example, the Cavert Group offers the nation’ s largest family of socidly
and environmentaly responsible mutua funds with screened assets under management exceeding $1.4
billion in stocks, bonds, and money market funds. The Bank of America has a strong program to assst
“green” companies with funding. Earth Tonesisalong distance telephone company that gives 100% of
itsprofitsto environmental campaignsand printsitshillson recycled papers aong with Green Alert updates
about pressing environmentd issues. There are dso firmsthat provide screening services for investors to
determine the vaidity of green advertisements.

Potential Use: The potentia for growth in green investments is good as people become more
environmentaly aware. Asthese investments develop proven track recordsof financid success, they will
attract moreinvestors. Giventher smdl current sze compared to financia markets, they represent an area
ripe for further growth.

Advantages. Returns on green investments can be as good or better than most regular invesments.
Between May 1990 and December 1994, anindex of 400 socidly responsblefirms (includes environment
congderations) outperformed the S&P 500 by 70.41 percent to 60.38 percent. Environmentally
responsible investments offer an dternative to ones that involve environmentaly harmful behavior, teke
money away from these investments, and may encourage organizations to review and reevauate their
environmenta behavior.

Limitations: These invesments options are minuscule in Szerddiveto dl invetment vehides, and some
lenders report a dearth of funding opportunities. Not every investor is environmentally motivated. The
range of green investments are not well-publicized, disngenuous advertisng occurs, and improved
screening of potentia investments is needed.

Reference for Further Information: Social Funds Guide To Environmentally & Socially Screened

Mutual Funds and Directory of Information Resources for Socially & Environmentally Concerned
Investors, Consumers and Business People, Good Money Publications, 1995.
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LIABILITY ASSSGNMENT

Description: Assgnment of liability pertains to insurance markets where premiums would reflect the
relative degree of risk that activities poseto the environment. Premiums send price Sgnalsto pollutersand
provide incentives (i.e., the possibility of lower insurance costs) to modify behavior and reduce risks.
Liability rdlease dso isincluded here and refers to the removd of ligbility for pollution or contamination.

Actual Use: Liahility is assgned through common law (negligence) or environmenta satutes. Ligbility
rules provide incentives to prevent pollution or to avoid behavior that will result in paying damages to
aggrieved parties. The Resource Conservation and Recovery Act (RCRA) program includes a financid
responsibility requirement under which disposers of hazardous substances must show they can handle the
costs of corrective action. This encourages companies to buy insurance to cover the costs of potentia
damages and provides incentives to avoid releases of hazardous wastes or condituents into the
environment. Liability standards are dso away to fund remediation activities, i.e,, respongble partiesare
ligble for cleanup costs under the Superfund program.

Potential Use: Liahility assgnment could be used for many types of pollution problems to provide
incentivesto modify behavior. Liability assgnment may bemore practical, and haveamoredirect incentive
effect, in circumstances where the relationship between activities and environmental damage is clearly
defined. Liability rdeaseiscommonly used for brownfieldsapplications. A liability release shiddsproperty
owners from dl liability, providing they are in no way responsible for the originad contamination. It is
intended to encourage prospective purchasers to clean up contaminated property, without exposing them
to therisk of being held ligble for the origina contamination. It may be granted prior to cleanup, and may
be conditiona on an intention to clean and reuse the Ste.

Advantages. Whereinsurance premiumsaccurately reflect the degree of risk, or the expected frequency
and severity of damages, then companieshaveafinancia incentiveto takeactionsthat reducetheir potentia
lighility.

Limitations: 1t may be difficult for insurers to underwrite risks for certain types of behavior. In some
cases, insurers have been unwilling towriteliability policies, and thusinsurance markets have not devel oped
as expected. In addition, the unpredictability of court decisons on damage awards makes it difficult for
polluters and their insurers to assess potential risks.

Reference for Further Information: Moore, John L., et. a., Using Incentives for Environmental
Protection: An Overview, Washington, DC, Congressional Research Service, June 2, 1989.
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POLLUTION CHARGES

Description: Pollution charges are fees or taxes imposed on polluters based on the amount of pollution
generated, rather than the level of pollution-generating activity. Sometimes, the charges can be based on
aproduct’s potentia pollution. True pollution charges give producers or consumers incentives to reduce
palluting behavior by making it a less expensive dterative. These charges reduce economic market
ineffidendesby discouraging undesirable activitiesthat have externa or unaccounted for costs. They force
firms and consumersto pay for the health and environmenta consequences of pollution. They can spur
technological innovation, as polluters look to cut pollution and its codts (see Section 1.C., Effluent
Charges and Emission Char ges, respectively).

Actual Use:  While the U.S. does not have much experience with pollution charges, there are some
examples a the State and locdl levels. Under the Colorado Pollution Prevention Act of 1992, the State
levieschemica inventory fees on certain hazardous and extremely hazardous waste generatorsthat exceed
the threshold planning quantities under the Superfund Amendments and Reauthorization Act. At the local
leve, some cities have indtituted volume charges for solid waste collection and disposd to reduce (through
prevention and/or recycling) the amount of waste going to landfills. A number of European nations have
considerably more experience with pollution prevention chargesincluding Germany, the Netherlands, the
Scandinavian countries, and Great Britain.

Potential Use: Pollution charges could be implemented by any and dl levels of government throughout
the U.S. These charges might also be more gppropriate and effective than traditiona “end of the pipe’
regulatory approaches in addressing problems such as nonpoint source water pollution and air pollution
fromsmall sources. Thisisbecausethey force producers and consumerswhen making economic decisions
to decide ather prevent pollution or pay for it up front.

Advantages: Pollution charges encourage pollution prevention and technologica innovation. They make
the polluter pay and can lead to savings over the cost of traditiona regulaion. As noted above, these
charges may be ableto better address smal source, nonpoint source pollution problems. They dso could
improve the efficiency of the tax system by accounting for the externa costs of pollution.

Limitations: It may be difficult to determine the true costs of pollution and thus the proper levels for
pollution charges. There may be business compstitivenessissues involved in implementing these charges.
Governments may have difficulty in switching to anew, reaively untested tax approach.

Reference for Further Information: Stavins, Robert, N. and Whitehead, Bradley W., Progressive
Policy Ingtitute, Policy Report No. 13, The Greening of America’s Taxes: Pollution Charges and
Environmental Protection, February 1992. U.S. EPA Report to Congress,Alter nativeFunding Sudy:
Water Quality Fees and Debt Financing Issues, Syracuse University, June 1996; Congressiond
Research Service, Funding Water Quality Programs, 1992,
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PRIVATE FOREST BANKING

Description: Thisisan emerging tool whereby a privately created Forest Bank accepts deposits from
forest owners in the form of the permanent rights to grow, manage and harvest trees on their land. In
exchange, the landowner receives guaranteed annua payments of interest-only on the"principa” (i.e,, the
asessed market vaue of the timber at time of deposit in the Bank), aright to withdraw principd revenue
on demand, and a guarantee that the timber will remain forever asforest. Forest owners also are assured
that trees will be harvested and marketed in an ecologicaly sound manner. This concept has been
practiced for private minerd rightsfor sometime, but private banking of timber rightsisanew busnessidea
developed by the Center for Compatible Economic Development (CCED), aditinct operating unit within
The Nature Conservancy. For aclosdly related tool, see Section 8., Land Trusts and Reclamation
Banks.

Actual Use: The Forest Bank conceptisaimed primarily a non-indugtrid privateforest owners, including
very smdl owners. Thefirst timber rights to be deposited in the Forest Bank will be 5000 acres around
the Clinch River in Virginia The Forest Bank is structured as a limited ligbility corporation operating for
profit, but it is partidly owned by the nonprofit Center for Compatible Economic Development. Initid
capitdization of the bank may requirethe sae of bonds. It isanticipated that landowners depositing timber
rights will withdraw principa, averaging 10-20 percent ayear, in addition to annud interest payments, to
meet liquidity requirements.

Potential Use: The concept is applicable nationwide, and could be extended to ranching.

Advantages. The Forest Bank uses private market incentives to answer the needs of forest ownerswho
are uncertain how to manage timber to maximize short-term dollar return while & the same time protecting
forest ecology over thelong term. The Bank removestheresponsbility of landownersto accessup-to-date
secondary and tertiary markets for ecologicaly sound forest products, Although conservation easements
may be used as an adternative to forest protection, and landowners may receive some financia assstance
and/or tax relief from severa U.S. Department of Agriculture programs, this gpproach may offer more
monetary return to the landowner.

Limitations. The Bank isdill initsinfancy. A private bank may be somewha more risky than afedera
amilar government program, because it is new, rdiesin large part on marketing incentives, may compete
withmore aggressivetimber cutting sales, and isguaranteed only indirectly by thefinancia resourcesof The
Nature Conservancy.

Reference for Further Information: Kent Gilges, Center for Competible Economic Development
(CCED), The Nature Conservancy, 315 Alexander Street, Rochester, NY 14604 , Telephone: 716-232-
3530, Fax 716-546-7825, E-mail:kgilges@inc.org.
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STATE POLLUTION PREVENTION (P2)/RECYCLING LOAN PROGRAMS

Description: These are State funded loan programs that support pollution prevention and/or recycling
activities and businesses, particularly with regard to smal businesses. They may be direct loan programs
requiring annua appropriations support, or revolving funds that recycle a one-time capitaization amount
udng repayments from earlier loans to make new loans. Eligible projects may include any pollution
prevention and/or recycling activity or may be tied to specific activities outlined in a State waste
management, pollution prevention, and/ or recycling plan.

Actual Use: Connecticut, Colorado, Maine, Massachusetts, Minnesota, New Jersey, Ohio, and
Pennsylvania have pollution prevention, recycling direct loan, or revolving loan fund programs. States
consdering or developing programs include Arkansas, Montana, New Y ork, and West Virginia Each
State program has unique purposes, loan terms, and digibilities. For example, Ohio has a $10 million
Pollution Prevention Loan Program that is a revolving fund. The program makes low-interest loans for
congtruction and equipment purchases for pollution prevention activities at smal-to medium-sized
businesses. Loansrange from $25,000 to $200,000 per facility and cannot exceed 75 % of thefixed asset
cods of the facilities serving as collaterd. The RENEW Loan Program in Colorado is very different. It
givescloseto primerateloansto any businesswith arecycling or waste component to purchase equipment,
red estate or use as working capitd. RENEW is funded from a voluntary fee which tire retailers collect
from new tire buyersfor each old tire.

Potential Use: Because such programsoffer good interest rates and/or flexible financing termsand small
bus nesses frequently need loan support, these programs could be expanded to any State with adequate
numbers of small businesses and willing/able to fund the start-up and capitdization cogs. Clean Water
State Revolving Funds are beginning to make loans for recycling projects, which will substantiadly increase
the amount of funding nationwide (See Section 2B: State Revolving Funds).

Advantages. State loans for smal businesses increases the likelihood that pollution prevention and
recyding activity will moveforwardinatimely fashion, or a dl. 1t enhancesthefinancid capacity of smaller
firms which may not have the resources and collaterd to afford commercia financing.  In addition,
revolving funds leverage State support by recycling loan monies over aperiod of years.

Limitations. Programfunding isnot large and many smal busnesses are only fair to poor credits. The
programs need to be wdll publicized to capture private sector awareness and interest.

Reference for Further Information: Great Lakes Environmenta Finance Center Draft Report
(prepared for USEPA),An Inventory and Assessment of Pollution Control and Prevention Financing
Programs, December 1996. Great Lakes EFC, The Urban Center, Cleveland State University, UB 215,
Cleveland, Ohio44115. TelephoneNumber: 216-687-4590. Fax Number: 216-687-9277. WorldWide
Web ste: http://mww.csuohio.edu/glefc/.
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TAX INCENTIVE PROGRAMS

Description: Tax incentive programs offer inducements to private firms to encourage them to invest in
pollution prevention (and pollution control) equipment and facilities. The inducements offered in these
programs may include tax credits, property tax exemptions or abatements, and saes and use tax
exemptions.

Actual Use: Numerous States havetax incentive programsthat include pollution prevention expenditures
asandigibleitem. For example, Louisana, Oklahoma, and Oregon give income tax credit to businesses
that spend money on pollution prevention, recycling, and pollution control. Ohio, Texas, and West Virginia
have property tax exemption or abatement programs for pollution control/prevention facilities and
equipment. Louisana, Ohio, Texas, and Virginia offer sdes and use tax exemptions for environmenta
investments, including pollution prevention.

Potential Use: Many more States could set up tax incentives programsto encourage businessesto invest
in pollution prevention and control. The federd government could establish a federal income tax credit
programfor pollution prevention investments. Somelarger citiesmight deriverea benefit from speciaized
property and sales tax exemptions for pollution prevention activities.

Advantages. Theseprogramsprovidestrong reasonsfor firmsto makeenvironmenta investments, thereby
contributing to pol lution reduction and control. Since most governmentshave cons derable experiencewith
tax programs, establishing tax incentives programs for pollution prevention invesment is technicaly very
feesble. Tax incentive programs may encourage business to stay or locate in a particular State and
community.

Limitations: Tax incentives programs take revenues away from governments and keep it in the private
sector. Some jurisdictions may not be able to absorb, ether financidly or paliticaly, such revenuelosses.
Since mogt environmenta laws il primarily contemplate pollution control approaches, most tax incentive
programs are used by businessto help meet the costs of pollution control investments rather than pollution
prevention ones.

Reference for Further Information: Great L akesEnvironmenta Finance Center Draft Report (prepared
for USEPA), An Inventory and Assessment of Pollution Control and Prevention Financing
Programs, December 1996. Great Lakes EFC, The Urban Center, Cleveland State University, UB 215,
Cleveland, Ohio44115. TelephoneNumber: 216-687-4590. Fax Number: 216-687-9277. WorldWide
Web ste: http://mww.csuohio.edu/glefcl.
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TRANSIT PASSSUBSIDY PROGRAMS

Description: Public Law 103-172, the “ Federal Employees Clean Air Incentives Act,” provides for the
edablishment of federa programs to encourage employees to commute by means other than single-
occupancy motor vehicles. The purposeof thislaw isto improve ar quality and reduce traffic congestion.
One of the programs contemplated under the law is the offering of trangt passes that subsidize employee
useof publictrangportation. Such passesrepresent benefitsthat fall under the* Energy Policy Act of 1992."
This act amended section 132 (f) of the Internal Revenue Code to change the tax treatment of employer-
provided “ qualified trangportation fringe’ benefitsby increasing thetax exclusion for transit passesfrom $21
to $60 per month and setting a new $60 exclusion for van pools ($60 is an aggregate limit). In other
words, it specified that employees are not taxed for these employer-provided trangt pass benefits.

Actual Use: Under these laws, the Environmental Protection Agency (EPA) implements the EPA
Trangt Subsidy Program inits offices across the country. In Washington, D.C., thisis done through a
farecard voucher system in partnership with the Washington AreaMass Trangt Authority WAMTA. The
farecard vouchers areissued by WAMTA in amounts up to $60 per month for use by more than 2100
participating Agency employees. Thesevouchersaregood for subway rides or they can be exchanged for
equal fares on any other type of approved public transportation that serves the Washington, D.C.,
metropolitan area.

Potential Use: Trangit pass subsidy programs such as this could be adopted by State and local
governments across the country, aswell as by private sector firms. While they might be mogt effectivein
large urban aress, they should be environmentaly beneficid in any location.

Advantages. These subsidy programs canreduce pollution emissons (estimatesfor thefedera program
are 6.6 million metric tons of carbon equivaent by the year 2000), contribute to energy savings, and help
reduce vehicular traffic congestion during rush-hour. They can reduce the need to congtruct new parking
fadilities, and reduce or delay the need for new highway expenditures. Findly, they raise the disposable
income of employees taking advantage of such programs.

Limitations: Trandt pass programs are subsidies that must be funded out of employer resources. There
may be negative economic impacts on some business sectors by promoting mass trangt.

Reference for Further Information: U.S. EPA, Office of the Comptroller, Environmental Finance

Program, 401 M Street, SW, Washington, DC, 20460. Mail Code: 2731R. Contact: Timothy McProuty
at mcprouty.timothy @epa.gov.
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OTHER

Description:

Actual Use;

Potential Use:

Advantages:

Limitations:

Referencefor Further Information:
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COMPARISON MATRIX FOR POLLUTION PREVENTION/RECYCLING

Criteria/ Actual Revenue | Revenue | Admini- | Equity | Environ-
Use Sze Cost/ strative mental
P2 Tool Savings Ease Benefits
* Assur ance/ Low ? Mod. Mod. Low- Mod.-
Performance Mod. High
Bonding
*Demand-Side Mod- High High Mod. Low- High.
Management High Mod.
Pricing
*Deposit-Refund High Low Mod. Mod. Mod. High
Systems
*Development High Mod. High Mod. Mod. High
Rights
Pur chases
*Differential High High Mod. Mod.- High High
Pricing High
Energy: NICE3 |Low Low Mod. Mod. Low- High
Mod.
EPA: Pollution Low Low Low- Mod. Low High
Prevention Mod.
Grants
*Environmental Mod. High Mod.- L ow- Mod. High
Sdf-Auditing High Mod.
*Full-Cost Low High Mod. - Low Mod. High
Environmental High
Accounting
*Green Code Mod. High Low Mod. Mod. - | High
of Conduct High
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COMPARISON MATRIX continued

Criteria/ Actual Revenue | Revenue | Admini- | Equity | Environ-
Use Sze Cost/ strative mental
P2 Tool Savings Ease Benefits
*Green Low High Mod. Mod. Mod. Mod. -
I nvestments High
Liability Mod. Mod. Mod.- Low Low- High
Assignment High Mod.
Pollution Low Low Low- Low Low High
Charges Mod.
Private Forest Low Mod. Mod. Low High Mod. -
Banking High
*State P2/ Mod. Mod. Mod.- High Mod. High
Recycling Loan High
Programs
Tax Incentive Mod. Mod. Mod. Mod. Mod. Mod.
Programs
*Trangt Pass Low Low Mod. Mod. High High
Subsidy Programs

High- High use (over 25 States, many localities/private sector); most environmental media covered
(water, wastewater, solid waste and air); criteriascore high (e.g., program lowers codts, is
easy to use, readily available, and impacts speciad projects)

Mod. -Moderate use (10-25 States, some localities/private sector); programs include two or more
environmenta media; criteria score in the medium range.

Low - Low or rare use; scopeis very limited; one or more mgor implementation problems exist

* Star indicates good mechanism for future use
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TOOLSTO PAY FOR
COMMUNITY-BASED ENVIRONMENTAL PROTECTION
(CBEP)

INTRODUCTION

Community-Based Environmental Protection (CBEP) refersto thetailoring of environmental programsand
revenue devices to the unique problems and goas of a particular place -- be it a watershed, ecosystem,
or acommunity. The CBEP approach is designed to involve locdities more intimately in the choice and
use of financia mechanisms, maximizethe use of scare resources, enhance the popul arity of environmental
issues, and more reedily involve the private sector in public improvements. CBEP seeks to better reflect
regiond and loca conditions, environmenta priorities, and economic goals.

Community-Based Environmental Protection funding approaches now are among the most innovative and
fastest growing type of financing in this country today. The halmark of CBEP tools is that most are
voluntary, based on the acceptance and active participation of individuas, and involve both the private and
nonprofit sectorsin non-traditiona roles. Any of thefinancia toolsin this Guidebook can befitted to loca
use and priorities, from fees and taxes, grants and loans, public-private partnerships, pollution prevention,
to brownfieldsand smd| businessmechanisms. However, the unique and highly innovative tools described
inthis section employ traditional forms of financing asthe take-off point. They are designed to reward and
encourage environmenta protection, unite the public and private sectorsin interdependent ways, and bend
the forces of the economic marketplace toward theseends. Inasense, CBEP viewsthe public and private
sectorsasinterchangesbl e, with the government sector supporting the private sector and thel atter assuming
quasi-government roles.

Parks and recreation, open space conservation, and natural habitat protection currently are the most
popular focus of innovative community-based environmenta protection funding, and represent the area of
greatest voluntarism with the nonprofit sector often taking thelead. Here, communities have adapted some
structured funding approaches to meet their needs, such as formation of specid digtricts, tax increment
financing and special tax bonds, and even aportion of Statelotteries. Dedicated trust funds, land trustsand
conservation easements have been the target of both of public and private financing, including matching
funds, specia bonds, and SRF loans to pay for land easements, and corporate and individua donations.
Mitigation banking and pollution trading represent a new type of private sector involvement, sometimes
voluntary. Donations from "green” credit cards, affinity merchandise and license plates, and ecotourism
are growing.
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In short, the tools in this section capture the spirit, enthusiasm and love that Americans hold for specific
regions, vauable natura locations and the places where they live. They depend dso on the enlightened
sdf-interest of individuals, private firms and governments. They finance long-term  protection messures
which are not necessarily the target or result of government regulation.

Advantages. A chief advantage of the mgority of community-based environmenta financing mechanisms
isthat they can generateagreet ded of enthusiastic and voluntary support without causing much oppostion.
They are equitable, flexible and may result in considerable financid leveraging, asin the case of donations
or specia revenue-raising devices matched by government and private sector dollars and in-kind services,
or investment proceeds and |oan repaymentsto trust funds. While government voluntary mechanismssuch
asincome tax check-offs or vanity auto license plates have not raised much revenue, smilar private and
nonprofit sector programs such as land or easement donations and in-kind servicesare huge. The novelty
of mechanisms involving public and private sector funds advertises the need for environmenta
improvements and enhances the awareness of even the most reluctant participants.  The cost/benefit
relationship is particularly high when revenues go to specific local projects such as open space acquisition
and protection.

Limitations. Government CBEP measures have been overshadowed by the success of the private and
nonprofit sectors, with afew exceptionssuch as Department of Agriculture'sconservation reserve program.
While the revenue raising potentid particularly of private and nonprofit sector measuresislarge, revenues
may be unstable and unpredictable at times, fluctuating particularly with economic conditions and tax
trestment of philanthropic activity. Theuse of lotteries have been controversid, snceindividuaspurchasing
lottery tickets may be those least able to pay, and environmenta dedication has not aways been assured.

Summary: No CBEP funding mechanism should be regarded as unimportant, because of the enormous
potentid to harness market forces, heighten environmental awareness, leverage additiond resources, and
join the public and private sectors in new ways. The focus of CBEP funding, moreover, whether
communities or ecosystems, represents the new wave of environmenta protection which relies on
prevention and cooperation as opposed to regulation.
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*23.

24.
*25.
*26.

LIST OF TOOLSTO PAY FOR
COMMUNITY-BASED ENVIRONMENTAL PROTECTION
(In Alphabetical Order)

Adopt-An-Animal/Habitat Programs
Affinity Merchandise (License Plates, Stamps)

. Agriculture. Farm Service Agency -- Conservation Reserve Program

Agriculture: Natura Resources Conservation Service -- Wetlands Reserve Program
Assurances

. Capital Improvements Program
. Community Foundetions
. Consarvation Easements
. Conservation Partnerships
*10.
11.
*12.
13.
14.
15.
*16.
17.
*18.
*19.
20.
*21.

Contributions of Land

Cost-Share for Livestock Waste Storage Systems
Dedicated Government Trust Funds

Ecotourism

Emissons Trading

Environmentd Lotteries

Environmenta Revolving Funds

Green Credit Card

Individual and Corporate Donations

Land Trusts and Reclamation Banks

Mini Bonds for Stream Restoration

Mitigation Lands and Banking

Municipa Utility Asset Sdes

Non-Profit Organizations

Point Source/Nonpoint Source Trading

Specid Didtricts (Specia Purpose Didtricts, Regiona Authorities)
Tax Increment Financing - CBEP

* Starsindicate most highly rated mechanisms as described in the Comparison Matrix at theend of the
narratives. See Introduction to the Guidebook for a description of the criteriaused. Ratings of “High”,
“Moderate’, and “Low” arefor comparison purposes only, as someratings are necessarily subjective and
data are incomplete.
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ADOPT-AN-ANIMAL/HABITAT PROGRAMS

Description: These types of programs solicit individuas and corporations to adopt a specid anima or
speciesor habitat that isendangered or needsto be hel ped/improved. For afee, interested parties support
their anima or habitat through the purchase a kit of educational materials on their chosen animd or area.
Programs can dso include publicity and outreach campaigns where experts visit local schools, community
centers, and parksto gpesk about an endangered or valuable loca animal/habitat. The programsmay sl
the educationa information kits a these events and publicize environmenta curricula available & loca
schools.

Actual Use: A prime example of this gpproach is the now famous “ adopt-a-whale program” which was
created by the Nationa Wildlife Federation. Another exampleisthe adopt-a-beach programin California,
which provides community outreach to schools and youth groups via a specia curriculum  promoting
conservation of natural resources. This beach program is a joint effort of the California Coasta
Commission, the Cdlifornia State Parks Foundation, and private corporate Sponsors.

Potential Use: These programs could beinitiated in attractive and popular areas throughout the nation
that represent specia habitats and contain threatened species.  Examples of such areas could include
estuaries such as the Chesapeake Bay, old-growth forests, beaches, aswell asloca parks, scenic spots,
lakes, grasdand, wetlands, or woods in any community. Examples of species that could be adopted
incdlude (but would not necessarily be limited to) animas such as eagles, condors, sand hill cranes, spotted
owls, wolves, turtles, and manatees.

Advantages. Thistype of program persuades people to become involved in their community by focusing
on an animal or habitat that they already prize, or that they can come to value. Furthermore, it
accomplishesthis purpose while at the same time raising money for environmenta projectsthat benefit the
locd community or ecosystem.

Limitations: Anima and habitat adoption programs require start up capital and expertise for the
development and acquisition of specid environmental educationd materias. Marketing campaigns can be
very costly aswel. The revenues raised are moderate at best and would only be a supplemental source
of project funding.

Reference for Further Information: State of Maryland, Financing Alternatives for Maryland’'s
Tributary Strategies, A Report From the Governor’s Blue Ribbon Pandl, 1994. University of Maryland
Environmenta Finance Center, University of Maryland, Coastal and Environmental Policy Program, 0112
Skinner Hal, College Park, Maryland 20742. Telephone Number: 301-405-6384. Fax Number: 301-
314-9581. Web site - http:/mww.mdsg.umd.edu/M DSG/EFC/index.html
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AFFINITY MERCHANDISE
(License Plates, Stamps)

Description: Statesand locdlities, aswell asthe federal government, can sell variousitems and dedicate
the revenuesto environmenta programs. Sometimesrevenuesare earmarked to site-specific environmenta
projects. Itemssold rangefrom the moretraditiona such asauto license plates and specid postage stlamps,
to items such as governmenta publications, maps, logo materia such as decals (see dso Section 1.B.,
Franchise Fees).

Actual Use: At least 32 States sell specid edition license plates to fund the protection and clean-up of
natura areas. The plates are decorated with environmenta dogans and designs to show the car owner's
support of aparticular environmenta cause. Over 10 million plates have been sold nationwide raising $324
million. For example, Maryland and Virginiasdll aspecia "Savethe Bay" license plate for $25-$28 which
generate over $1 million a year in each State for the Chesapeske Bay program. Washington and
Massachusetts operate Smilar programs. States and localities also issue and sell samps, decds, clothing
and prints depicting environmental resources. Nebraskaand New Jersey sdll slampsfor $7.50 and $2.50,
repectively, on every hunting license. The federa government and nearly al States have duck stamp
programs to raise money for waterfowl and wetland projects, and postage stamps and reproductionsare
considered valuable collector'sitems. Hatsand T-shirtsmay besold for |ake clean-up or recreationa Sites.

Potential Use: The potentid ligt of items that might be marketed is long. For example, a share of the
proceeds from items sold by authorized vendors on governmental parkland and recrestional sitescould be
dedicated to specific environmenta programs. Thereislittle reason why governments could not act more
like the private sector in slling specid merchandise.

Advantages. Since the purchase of specid affinity merchandise by individudsisentirdy voluntary, costs
arefairly digtributed to those persons who choose to incur them. Such programsalow anyoneto advocate
environmental improvement and support it financidly. Advertisement aso develops public awareness of
the natural resourcethat the product displays. When productsand proceedsare directed to aspecificlocal
gte, the cost/benefit link is close.

Limitations. Caution must exercised to ensure that the adminigtrative costs of voluntary ses and tours
judtify the typicaly smal amount of revenue raised, even if such programs are implemented primarily to
heighten public avareness. Proliferation of many voluntary programs should be avoided. Governments
may aso be criticized for competing with the private sector.

Reference for Further Information: Report from the Governor's Blue Ribbon Pandl, Financing
Maryland's Tributary Strategies Universty of Maryland Sea Grant College, August 1995; Indiana
Legidative Services Agency, | ssues Relating to the Indiana Heritage Trust, 1997.
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DEPARTMENT OF AGRICULTURE
FARM SERVICE AGENCY
CONSERVATION RESERVE PROGRAM

Description: Thisprogram, managed by the Farm Service Agency of the U.S. Department of Agriculture
(USDA), provides direct assstance payments to digible applicants to place highly erodible or
environmentally sengitive cropland into a 10-15 year contract, i.e., taking it out of crop production. The
participant, in return for annua payments, implements alocally gpproved conservation plan for converting
cropland to alessintensve use such as grasses, legumes, fobs, shrubs, or trees. Eligible gpplicantsinclude
any individua, private business, legd entity, State, politicad sub-divison of a State, or any agency thereof
owning or operating private, State, and locad government croplands. The program seeks to protect the
nation’s long-term capability to produce food and fiber, reduce soil erosion and sedimentation, improve
qudity, create better habitat for fish and wildlife, provide needed income support to farmers, and curb
surplus production of some commodities.

Actual Use: The Conservation Reserve Program obligated gpproximately $1.7 billion in cash or generic
commodity certificatesin Fiscd Y ears 1996 and 1997, respectively. The assistance ranged from $50 to
$50,000 and averaged more than $4,315. The USDA forecadts that it will obligate an another $1.797
billionand $1.694 hillion in this type of assstancein Fiscal Years 1998 and 1999. In Fiscd Y ears 1986
through 1997, the program had signed contractsfor 33.1 million acres. Theaverage soil erosion reduction
on land contracted in the program is 19 tons per acre per year.

Potential Use: Thisimportant federa program can be used to help idle cropland and reduce nonpoint
source pollution in watersheds throughout the country.

Advantages. The program provides an incentive to cropland ownersto convert overused acreageto a
lessintensive use and adopt approved conservation plans. Thelessintensive use helpsreduce erosion, as
well as accompanying nonpoint source runoff and pollution. The programisleveragedinthat it will pay up
to fifty percent of the cost of implementing approved conservetion practices.

Limitations. The cropland must be owned or operated for at least three years prior to the close of the
sgnup period. Competition for the programis so intensethat some cropland ownerswith environmentally
sengtive propertiesmay not be ableto enroll in the program beforeitsannua appropriations are exhausted.

Reference for Further Information: U.S. Department of Agriculture, Farm Service Agency, 14th&
| ndependence Avenues, SW, Washington, DC 20250. Telephone Number: 202-720-6221.
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DEPARTMENT OF AGRICULTURE
NATURAL RESOURCES CONSERVATION SERVICE
WETLANDS RESERVE PROGRAM

Description:  This program, managed by the Natural Resources Conservation Service of the U.S.
Depatment of Agriculture (USDA), provides cash payments to digible applicants to place farmed
wetlands, prior converted wetlands, pasture and hayland riparian areas, and eligible buffer areas under
permanent or long-term (30 years) easement or restoration agreements, i.e., taking it out of crop
production. Eligible applicants include individua landowners, partnerships, associations, corporations,
edtates, trusts, other business enterprises, or other legd entities and when gpplicable, States, political sub-
divisons of States, or any agency thereof owning private croplands. The program seeks to restore and
protect farmed wetlands, prior converted wetlands, riparian aress, and digible buffer zones.

Actual Use: Lump sum payments are made for permanent easements while from five to thirty payments
totaly 75 percent of easementsamountsare madefor 30-year easements. The WetlandsReserve Program
obligated direct payments of approximately $106.0 million in Fiscd Year 1997. The USDA further
estimated obligations of about $239.3 million and $127.7 million in Fisca Years 1998 and 1999,
respectively. The Agency projected that its Fiscal Year 1998 funds would enroll an estimated 212,000
acresin the program nationwide.

Potential Use: Thisfedera program can be used to preserve environmentally sensitiveland and protect
water quality by reducing nonpoint source pollution in watershedsthroughout the country. The program’s
god isto have 975,000 acres enrolled by 2002 with a third in permanent easements, a third in 30-year
easements, and athird in restoration agreements.

Advantages. The program provides an incentive to cropland owners to take sengtive acreage out of
production. The protection of wetlands hel psabsorb and reduce nonpoint sourcerunoff and pollution. The
program is multi-faceted in that easements can be long-term or permanent

Limitations: The cropland must be owned or operated for at least three years prior to the close of the
sgnup period. Competition for the programis so intensethat some cropland ownerswith environmentally
sengtive propertiesmay not be ableto enroll in the program beforeitsannua appropriations are exhausted.

Reference for Further Information: U.S. Department of Agriculture, Natural Resources Conservation

Service, Watersheds and Wetlands Division, P.O. Box 2890, Washington, DC 20013, Telephone: 202-
690-0848.
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ASSURANCES

Description:  Private landowners negotiate agreements with the appropriate government(s) to fund
gpecified conservation costs in exchange for “assurances’ that their businesses will not be interrupted or
serioudy impacted due to environmenta concerns.  The private landowners agree to ensure that their
business activities will not have a detrimental impact on specified plant and animd species living on their
property for a specified period of time, usudly &t least twenty years.

Actual Use: The Fiddstone Habitat Conservation Plan program in southern Cdiforniaspent $13 million
dollars to secure compliance for Endangered Species Act (ESA) regulations on 63 species for 30 years.
Fieldstone had calculated that it would cost much more than that amount to attempt to save someor all of
the 63 species at a later date.

Potential Use: Assurances could be used wherever landowners and corporations own and/or operate
busi nesses on economically-vauable property on, adjacent to, or near environmentally vauable habitat.
The landowners and businesseswould agreeto fund the conservation so that they can ensurethe profitable
use the property without danger, or with reduced danger, of future ESA lega entanglements.

Advantages: Assurance programs harness the caculated economic profit motivations of the private
sector to achieve conservation and beneficid use of property. The environmental community gets
ubstantia environmenta investment from the private party and aconcrete, legaly enforceable contract to
protect species and habitat.

Limitations: Assurances are expensve and many landowners and businesses may not be able to afford
the investment. Some private parties may fed that the practice approaches or represents heavy-handed,
environmenta am twigting. The assurances only protect the specific species listed in the contract
agreement.

Reference for Further Information: The Keystone National Policy Dialogue on Ecosystem

Management, October 1996. TheKeystone Center, P.O. Box 8606, K eystone, Col orado 80435-7998.
Telephone Number: 970-468-5822.
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CAPITAL IMPROVEMENTS PROGRAM

Description: A Capita Improvements Program (CIP) is a planning and financial management process
used by public sector agencies for identifying, prioritizing and scheduling planned capita improvements,
usualy over a5-6 year period. CIP sareusudly updated and revised on an annua or semi-annud basis.
At their most basic, they involve an internd and public review processwhich resultsin aprioritized listing
and schedulefor future capital investments. More sophisticated CIP swill also contain afinancing e ement
which may consider sources of financing, impacts of facilities on operating cogts, and effect on tax rates,
debt loads and borrowing limitations. Some CIP s are tied more explicitly to the development approval
process through concurrency requirements which provide that adequate facilities must be in place, or
scheduled in the CIP, in order for zoning or development proposals to be approved.

Actual Use: Used by most medium and large governmenta units and public service providers throughout
the nation to plan their capita investments, environmental and otherwise.  In Horida and Maryland, for
example, concurrency requirements are tied to CIPs.

Potential Use: All generd and specid purpose governmenta units and service providers could benefit
fromimplementing aforma CIP process, either basic or sophigticated, toimplement long-term, community-
based environmental investments. Those governments which have abasic CIP could consder expanding
it to include a financing eement and/or concurrency requirements.

Advantages. Becauseof the public hearing process, aCl P makesthe community infrastructureinvestment
process more open to the public and stakeholders. It also enables general and specia purpose
governmenta units and service providersto consider capita needs on acumulative or multi-year basis. A
CIP can lead to more efficient and effective use of acommunity’s limited capita resources as it provides
aframework for continuity and policy commitmen.

Limitations. A CIP requires an investment of time and commitment of an organization to develop,
approve and implement. It requires expertise that asmal and/or disadvantaged community may not have.
Whentied to concurrency requirements, ClPscan havethe effect of “privatizing” the community investment
and congtruction process by alowing developers and property owners to determine when and where
facilities are to be congtructed.

Reference for Further Information: Internationa City/County Management Association, 777 North

Capitol Street, NE, Washington 20002.  Internet: www.icma.org. Government Finance Officers
Association, 180 North Michigan Avenue, Suite 800, Chicago, Illinois 60601. Internet: www.gfoa.org.
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COMMUNITY FOUNDATIONS

Description: A community foundation isafederdly tax-exempt non-profit organization that makes grants
for charitable purposes in a specific community or region. Thefunds availableto acommunity foundation
are usualy derived from many donors and held in an endowment that is independently administered.
Income earned by the endowment is used to make discretionary grants meant to build, strengthen and
improve the community. Although a community foundation may be classified by the Interna Revenue
Service as a private foundation under Section 501(c)(3) of the tax code, most are classified as public
charities and are thus eligible for maximum tax-deductible contributions from the generd public under
Section 170 of the code.

Community associations basic apped to donors is their flexibility. A donor can use a variety of tax-
effective ways of giving charitable gifts and can choose how these donations will be used. The flexibility
alows many individuas, through gifts and bequests, to establish permanent endowment funds within one
foundation. A donor can create apermanent legacy with acash contribution, gift of securitiesor red etate,
assignment of ownership of alife insurance policy, creation of a charitable remainder trust, a bequest, or
even trandfer of an exigting private foundation.

Actual Use: In 1995, community foundationsin the U.S. had more than $12.4 billion in assets and made
$806 million in grants. Community foundations are located in every mgor metropolitan area and State.
While the number remains limited, they are agrowing source of program-related investments (see Section
10.B., Foundations: Program-Reated Investments).

Potential Use: Community foundations are excdlent vehicles for support of community-based pollution
prevention and Smilar environmenta enhancement efforts. Community foundations are increasingly using
program-related investments as an adjunct to their grantmaking in support of their purposes.

Advantages. Federdly tax-exempt foundations that offer tax deductibility of donations can gpped to
profitable businesses and high-income individuas able to donate substantia amounts with the benefit from
aconsequent reduction in income tax liahility.

Limitations: Success in fund raigng is essentid for community foundations and they tend to make
relatively smdl grants, reflecting the sze of the endowments they manage.

Reference for Further Information: Contact Foundation Center, 79 Fifth Avenue, New York, NY

10003-3076, Phone: 212-620-4230, Fax: 212-691-1828, E-mail: mfn@fdncenter.org, Internet:
www.fdncenter.org/.
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CONSERVATION EASEMENTS

Description: Conservation easements are deed redtrictions or covenants that prohibit, limit, or permit
certain activities on privately-owned land in perpetuity. The easements do not restrict ownership or sale
of the parcel, dthough purchasing an easement conditutes partial ownership in some sense. Not only do
easements prohibit or limit the density of development, but also may require additiona landowner work,
e.g., 0il conservation and weed control, or monitoring particular types of plants, animas and habitat (see
aso Section 7., Development Rights Pur chases).

Actual Use: These purchases are made by both public and nonprofit organi zations, and easement activity
hasincreased grestly in recent years. In Vermont, where easements have along history, public funds had
protected over 62,000 acres by 1997, four times the amount reported a few years ago. Forida, New
Jersey, lowaand Colorado aso report recent increases, and States such as Texas and Montana have now
started easement funding. The Nature Conservancy's cumulative easement activity quadrupled between
1986 and 1996. Governmentsare becoming more sophisticated in funding easements, now often financed
via bonds, taxes, and trust funds. The new DWSRF program lets SRFs purchase easements to protect
drinking weter qudlity, if theland isintegral to the project. The Ohio CWSRF loaned easement money to
The Nature Conservancy, which will repay it via voluntary contributions. The mixing of public, nonprofit
and private funds for easementsis growing.

Potential Use: Besides watersheds, wetlands, farmlands and habitats, easements could be used to guide
land use on urban brownfidds, e.g., to adjust future exposure risks by tying clean-up standards to future
use. They could be used tolimit or direct development in amore protective and sustainableway. A wider
range of required improvements could be added to easements, e.g., restoring habitats.

Advantages. Acquiring conservation easements is much cheagper than fee-smple purchases. Land
maintenance costs are reduced, as these are paid by private landowners. The tax base is less severely
diminished as property stays in private hands. The private landowner gains federa tax benefits if the
essement is permanent. Environmental awareness and citizen involvement are heightened.

Limitations: Laws in each State vary as to the use and tax implications of private land donations to
easements. While some States and locdlities offer incometax and property tax creditsor deductions, other
States pay the landowner directly or makein-lieu paymentsto locdities. Legd and oversight activitiesmay
be very cogtly, and the possibility exists for easementsto be violated.

Reference for Further Information: The Trust for Public Land (TPL), GreenSense: Financing Parks
and Conservation, PhyllisMyers, ed., State Resource Strategies, Washington, D.C., Spr. 1997, E-mail:
greensense@igc.org.; TPL, Protecting the Source: How Land Conservation Safeguards Drinking
Water, by Richard Stapleton, San Francisco, 1997 and Doing Deals. A Guide to Buying Land for
Conservation, 1995; Samud Stokes, A. Elizabeth Watson, and Shelley Mastran, Saving American's
Countryside: A Guide to Rural Conservation, John Hopkins Press, Baltimore, 1997.
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CONSERVATION PARTNERSHIPS

Description: Conservation partnershipsare partnershipsbetween conservation organi zations, federa and
State agencies, and privateindustry. Through conservation partnerships, industrial and commercid activity
is permitted on or near ecologicaly vauable land without threatening the natural resources on that land.
Working together, the non-profit groups, the public agencies and industry determine what industria and/or
commercid activities might be compatible with the ecologicaly vauable land.

Actual Use: Conservation partnerships can be used to resolve conflicts over land use, while protecting
ecosystems. For example, The Nature Conservancy makes extensive use of conservation partnerships
in working with the private sector to protect valuable ecosystems. In one Cdlifornia preserve, ail drilling,
sand-mining, and agriculture coexist with aprotected natural area. Theprivate partnersaccepted necessary
limitations and regtrictions on these activities, such as Best Management Practices (BMPs) that prevent or
reduce pollution, and the use of advanced pollution control and monitoring technology.

Potential Use: These partnerships could be used to broker arrangements for use of federa land that is
currently protected. They could aso be structured to protect specia habitats such as redwood or old-
growth forests, sand dune beaches, and cord resf systems.

Advantages. Conservation partnerships can actualy enhance private sector land vaues because of the
proximity of environmentally-protected land. In addition, unlike traditiona nature preserves, conservation
partnerships maintain important tax bases for local governments.

Limitations: Partnerships may not be feasiblein dl cases. For example, someindustrid or commercial
activitiesmay have pollution impactsthat are not sufficiently controllable through BMPs or pollution control
technology, and thus may be unsuited to use near ecologicaly vauable areas. Somelocationsand industries
may require technological approaches that make the partnership economicaly unworkable for the private

partner.

Reference for Further Information: The Nature Conservancy, Last Great Places: The
Conservancy's Protection Initiative for the 1990s, Arlington, VA, May, 1991.
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CONTRIBUTIONS OF LAND

Description: Direct contributions of environmentaly-sengtive land from individuals and businesses can
reduce the need for outright governmental expense, or the land can be sold to raise revenue for other
environmental proj ects. Land donated through conservation easementsand the USDA conservationreserve
program are discussed elsewhere in this section. A closgly related tool is discussed in Section 7.,
Development Rights Purchases).

Actual Use:  Many non-profit land trusts which receive direct land donations from individuals and
corporations exist on anational, State and local basis. For example, The Nature Conservancy regularly
recalves donations in land, which it then manages for environmental purposes or, if not environmentally
sengtive, sdls for other natural lands acquisition. Groups such as these often work in tandem with local
non-profit land trusts. Corporate land donations have been increasing in recent years, aslarge businesses
seek to avoid the costs of environmental management or enhance their image. State wetlands mitigation
programs, whereby developers altering exiting wetlands must creste a wetland e sewhere, are aform of
contribution in land sometimes required by regulation. Contributions of land may be offered in lieu of
monetary fines.

Advantages. Voluntary contributions of land are a potentidly large revenue source, or form of
governmental cost-savings, and ava uableform of non-regul atory environmental protection. Potentid cost-
savings from pollution prevention in the first place, as opposed to cleaning up Sites after the fact, could be
notable, evenif thereisaninitia governmental monetary outlay such asunder thefederd agricultura reserve
program. The environmenta incentives in term of enhancing public awareness of environmenta needsare
clear-cut, and the opportunity exists to attract additiona public or private resources to manage lands set
adde for protection is strong.

Limitations: As with al in-kind voluntary programs, revenue is unpredictable or non-existent.
Adminidrative cogtsfor future oversight may be high. Donations may be madeto get rid of neglected land,
which then must be managed or sold, by governments or non-profit organizations. Thus, these programs
must be evaluated on a case-by-case basis.

Reference for Further Information: TheConservation Foundation,Annual Report: 1995, Washington,
D.C.; The Nature Conservancy, 1995 Annual Report, Arlington, VA.

72



EFAB/EFC Guidebook April 1999

COST-SHARE FOR LIVESTOCK WASTE STORAGE SYSTEMS

Description: Under this program, farm owners enroll or are accepted in a State or other government-
sponsored livestock waste storage program (usudly for hogs, chicken, cattle, and/or horses). Thefarmers
then invest their own money in some form of approved best-management practices for ensuring proper
livestock waste storage systems.  The program participants recelve a matching cost-share payment up to
aspecified limit from the State or other government sponsoring the program.

Actual Use: A number of States have thistype of subsidy program for livestock waste-storage control.
For example, Maryland' sAgricultura Cost-Share L aw authorizes cost-share paymentsfor livestock waste
storage systems up to amaximum of $35,000 per system. The Maryland program’ s cost-share payments
currently cover 30 percent to 60 percent of the cost of the typica farm waste storage system.

Potential Use: This kind of community-based program could provide valuable assistance to pollution
control efforts in any watershed. The program would encourage farmers to adopt the best currently
available management practices for their livestock herds.

Advantages. The program is leveraged in thet it dicits a matching share from the private sector. The
assistance provided to farmersin thistype of State or local program could be combined with that provided
in other federal programs to leverage even more moneys and to fund larger projects (for example, see
Section 7., Conservation Reserve Program).

Limitations. The incentives provided by typica livestock waste control programs may be too low to
attract dl or most farmersto participate in the programs. Some smdler and/or needy farmers may not be
able to afford to share any amount of the share.

Reference for Further Information: Financing Alternativesfor Maryland’ s Tributary Strategies,
A Report From the Governor’s Blue Ribbon Pandl, 1994. Copies are available from the University of
Maryland Environmentd Finance Center, Coasta and Environmenta Policy Program, 0112 Skinner Hall,
College Park, Maryland 20742. Telephone Number: 301-405-6384. Fax Number: 301-314-9581.
World Wide Web site - http:/imww.mdsg.umd.edu/M DSG/EFC/index.html
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DEDICATED GOVERNMENT TRUST FUNDS

Description: A government trust fund is a specia account set up to receive and disburserevenuesfor a
specific program/activity. Statesand localities earmark revenueto trust funds either congtitu-tionally or by
legidation. The most commonly used include earmarked portions of taxes and fees, referendum bond act
dollars, environmentd fines and pendities, lotteries, budget surpluses, and even private donations. Some
federa grants are targeted to trust funds. Most congtitutionally earmarked funds need no legidative
appropriationto release fund deposits. Depositsaccrue autometically and usualy areavailable only for the
purpose named in the condtitution, hence their dedication. In other cases, the legidature pledges revenues
fromafunding source(s), and creates atrust fund to manage them. Legidétive appropriations may or may
not be required to release satutorily dedicated funds.

Actual Use: All States have dedicated environmentd trust funds, some very large (over $100 million),
and local trugt fundsaregrowing rapidly in popularity. Fund revenue sources, usesand financing techniques
are getting more innovative. State and local fundstypically makeloansaswell as grants, require public or
private matching dollars, and fund public and nonprofit sector projects. Common dedicated uses are open
gpace acquisition and easements, parks and recreation, habitat restoration, green ways, trails and historic
gtes, and pallution control facilities. Examples include New Jersey's Green Acre Program funded by
multiple bond acts and redl estate transfer taxes, which gives 25% grants and low-interest |oans to local
trust fundswith voter-gpproved " open space” property assessments. Minnesotals Environmental Trust and
Colorado's Great Outdoors Funds are funded in part by lottery revenues, Missouri's Soil and Water Fund
by sdles tax set-asdes, Floridas Everglades Fund and Maryland's Program Open Space by
environmentd fees, and North Carolinas Clean Water Fund by a 6.5% budget surplus earmark.
Washington's Public Works Trust Fund usesthe cigarettetax. Federal onesincludethelnland Waterways,
Highway, and Superfund Trust Funds.

Potential Use: The potentia uses of dedicated trust funds are large and growing, and capable of funding
any environmenta project or program.

Advantages. Trust funds help ensure that revenues are used for intended purposes, but fund managers
may have flexibility in what projectsto finance. Some revenue sources, e.g., specific taxes, are even more
predictable than legidative approprigtions Revolving funds and meaiching reguirements are highly
leveraged, and investment earnings add to revenues. Particularly locd trust funds have a high cost/benefit
relationship, are popular, and have voter approved funding sources.

Limitations. There is some adminidrative burden to set up and maintain trust funds. Temporaily idie
resources may be targets of budgetary raids and, historically, not al earmarks have been assured.
Reference of Further Information: The Trust for Public Lands, various publications including
GreenSense: Financing Parks and Conservation, Phyllis Myers, editor, States Resource Strategies,
1616 P. St. NW, Washington, D.C. (email: greensense@igc.org)
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ECOTOURISM

Description: Ecotourismisthe use of recreationd revenues (often generated by non-indigenous peoples)
to fund conservation activities in naturd areas which are visted. The Ecotourism Society expands this
concept by defining ecotourism as* purposeful travel to naturd areasto understand the culture and natural
history of the environment, taking care not to dter the integrity of the ecosystem, while producing economic
opportunities that make the conservation of natural resources beneficia to local people”

Actual Use: A number of countries have used ecotourism to both finance environmenta protection efforts
and prevent additiona environmenta damage. For example, Australia established aNationa Ecotourism
policy that mandates environmenta impact review in aress that experience sgnificant natural resource
tourism.

Potential Use: Ecotourism could be further gpplied to many natura areas in additional countries
worldwide. Therainforestsin South Americarepresent an excellent opportunity to further test and develop
the ecotourism concept.

Advantages. If carefully targeted and properly implemented, ecotourism offerstherea hopeof protecting
vauable ecosystems while producing a source of revenue for the loca community. In Rwanda, for
example, ecotourism has helped save mountain gorillas from extinction. Rwanda s Volcano Park has
become an internationa attraction and represents that third-world country’s largest source of foreign
exchange.

Limitations: Ecotourism may beinfeasible, or even harmful, in naturd areasthat aretoo fragileto support
vigtaion. For example, aong popular Himaayan tourist routes, litter has been strewn on trails and the
dpine forest devastated by travelerslooking for fuel to heat food and bath water. On the other hand, many
natura areas may not attract a sufficient number of paying visitors to warrant ecotourism. Some countries
may decide not to use the revenues generated by ecotourism to protect and support the natura areas
vigted.

Reference for Further Information: Apogee Research, Inc. draft report, Environmentally-
Sustainable Tourismin APEC Member Countries, prepared for the Asan-Pacific Economic Council,
March, 1995. World Wide Web ste articlettitled, ” Can Ecotourism Save the Rainforests?’, located at
http:/mww.ran.or g/ran/info_center/ecotourism.html
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EMISSIONS TRADING

Description:  Emissions trading programs alow sources of air pollutants to trade pollutants in some
fashion, either geographicaly, over time, or among other sources. Many emissions trading programs
incorporate a "bubble" structure. A bubble program treats multiple emission sources as if they were
included within an imaginary bubble, alowing existing sources to adjust emissons leveswithin the bubble
aslong asan aggregate limit on emissonsisnot exceeded. "Offsat” programs alow new sourcesto obtain
emissions creditsfrom existing sourcesto offset new emissons. "Banking” programsallow sourcesto store
emission reduction credits for future use or sale, while "netting” programs alow sources undergoing
modification to avoid new source review if plant-wide emissons are reduced.

Actual Use: The EPA'sair emissonstrading program beganin 1975 with aproposa to exempt emissons
at new or modified existing sources from New Source Performance Standards as long as total emissions
fromthefacility did notincrease. Sincethat proposd, the EPA'sair emissionstrading program hasincluded
bubbles, offsets, banking, and netting dements. An emissons trading program is an integra part of the
aufur dioxide control plan outlined in the Clean Air Act Amendments of 1990. In Cdifornia, the South
Coagt Air Quality Management Didtrict is setting up aRegiona Clean Air Incentives Market (RECLAIM)
that will alow around 2,000 sources of reactive organic gases, nitrogen oxides, and sulfur oxides to buy
and sl emission reduction credits on an open market.

Potential Use: State and locd air programs may be able to use emissons trading as atool to mest the
ar qudity sandards outlined in the Clean Air Act Amendments of 1990.

Advantages. According to a GAO study, emissionstrading can save up to 90 percent of private control
costs. It encourages private research into air pollution control technologies, and lets the private sector
alocate resources to produce emissions reductions in the most cost-effective manner.

Limitations: Emisson trades may require extensve and time-consuming prior gpprova, and may be
hindered by legd and regulatory requirements. Establishing emissonsand air quality levelsbeforeand after
trading is often difficult.

Referencefor Further Information: American Petroleum Indtitute, The Use of Economic I ncentive

Mechanismsin Environmental Management, June, 1990. Providesagenera discussion of al types of
economic incentive programs, including adiscusson of current and historical emissons trading programs.
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ENVIRONMENTAL LOTTERIES

Description: Lotteries sdll tickets for a chance to win a sum of money or other valuable prize. Where
operated for the benefit of State or local government, they generdly retain a portion of the revenue from
ticket sales, ranging from 10 to 50 percent depending on the game, for adedicated use. Lottery gamescan
be designed to gpped to particular demographic groups, including those who support various types of
environmenta protection programs or ecologica enhancement measures. State lotteries regularly change
the appearance of their games as part of their marketing strategies. State legidatures could take this
concept a sep further by requiring changes in the purposes of lottery games to attract participants who
might not otherwise play.

Actual Use: Lottery profits are contributing significantly ($14 billion) to the revenues of 37 dates.
Portions of |ottery revenue are earmarked for education, and profits from specific games are devoted to
gpecia agencies such asstadium authorities. Minnesotahas had an environmenta |ottery for over tenyears
and voted in 1990 to require that not less than 40 percent of net proceeds go to the Environmenta and
Natural Resources Trust Fund. Colorado has alottery-funded conservation program (GOCO). Mane's
lottery dedicates most profits to the Outdoor Heritage Trust. Kansas aso dedicates a small, fixed
percentage of lottery proceeds to wetlands and nonpoint source control.

Potential Use: Earmarking of portions of generd lottery profitsfor purposes such asK-12 education has
been happening. Whether environmenta purposes receive part of |ottery profits depends on their politica
apped in Sate legidatures.

Advantages. Lottery revenues can subdtitute for unpopular taxing or borrowing. There is a large,
relatively stable revenue potential and lottery advertisng can be used to heighten public avareness of
environmental needs.

Limitations: Lotteries, off-track betting and other legdized gambling are controversa meansfor raisng
public sector revenues. Some critics raise equity issues regarding a shift in fiscal burden among socio-
economic groups. Off-track betting and other gambling are criticized for attracting and promoting crimina
activities. The bottom lineis that legdized gambling has socid cogts, such as the high suicide rate among
compulsve gamblers. The Governor of South Carolina is leading an effort to diminate legalized video
poker despite its $61 million contribution to the state budget.

Reference for Further Information: Contact North American Association of State and Provincia
Lotteries, 1700 East 13" Street, Suite 4-PE, Cleveland, OH 44114; Phone (216)241-2310; Fax
(216)241-4350. See States as Water Quality Financiers, National Conference of State Legidatures,
Denver, Colorado, May 1991.
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ENVIRONMENTAL REVOLVING FUNDS

Description: Multi-media Environmenta Revolving Funds are State run lending ingtitutions generdly
modeled after the wastewater and drinking water revolving funds established under the Clean Water Act
and the Safe Drinking Water Act with severa important differences.

Actual Use: The notion of asingle lending entity based on the revolving fund principle is not a new one
at the State level. Severa States, including Texas and Ohio, have long-established multi-mediarevolving
funds making loans for a wide variety of environmenta infrastructure needs. An example of an even
broader entity is the Kentucky Infrastructure Authority which includes digibility for environmentd,
trangportation and other public purpose facilities.

Potential Use:  Environmenta SRFshold great promiseintheir capacity to direct and apportion subsidies
to multi-media digibilities. In that sense, they alow States to plan and target limited resources to their
highest priority needs. The environmental SRF concept represents an excellent vehicle for directing and
gpportioning funding to a wide variety of community-based, watershed protection and nonpoint source
projects.

The States might establish these multi-media SRFs in tandem with the Environmenta Protection Agency
(EPA)-supported wastewater and drinking water programs operating them in akind of corporate group
gructure. At thevery least, the EPA-funded SRFs could co-finance water related projects with the multi-
media purely State-funded entities.

Advantages. Comprehensve (multi-media) funding digibilities make the environmental SRF concept
extreordinarily well suited to meeting the goas of community-based environmenta protection

Limitations. Not dl communities can afford loans, even a subsdized rates. Theinitid capitdization of
arevolving loan fund is expensive and raisng adequate money to capitalize the funds may not aways be
paliticaly feasble.

Reference for Further Information: Council of Infrastructure Financing Authorities, 1625 K Street,
NW, Suite 200, Washington DC 20006. Telephone Number: 202-371-9694. Facsimile Number: 202-
371-6601. USEPA, Office of the Comptraller, Environmental Finance Program, 401 M Street, SW,
Washington, DC 20460. Mail Code: 2731R. Contact: George Ames at ames.geor ge@epa.gov
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GREEN CREDIT CARD

Description: A private company or a nonprofit environmenta organization works with a bank or other
financid indtitution to issue a mgjor credit card on a State, regiond, or even nationa basis. The card is
structured to benefit an existing or new fund in an organization dedicated to watershed protection, habitat
management, species protection, or other environmental goas. For each “green card” issued by the
sponsors, afixed amount per card and a small percentage of the spending would be donated to the fund
inthe card user’sname.  The fund would then be drawn upon by the host environmenta organization to
finance individua environmental projects and activities.

Actual Usee Many State, regiona, and national credit cards are issued by banks and affiliated
organizations such as mgjor automobile manufacturing companies for specid purposes or “affinities”  In
the environmental arena, the Nationd Wildlife Federation and the Sierra Club have explored and/or
devel oped green credit cardsdirected at existing and potential members. The Chesapeake Bay Foundation
hasissued aregionally-based green credit card to hel p finance projectsand activitiesin the Bay watershed.

Potential Use: Likethe Chesapeake Bay Foundation example, specia watershed groupslocatedin other
parts of the country could issue regiona green credit cards. The Puget Sound (Sesattle market) area, the
Great Lakes(Milwaukee, Chicago, Detroit, Toledo, Cleveland markets), and the Gulf of Mexico (Houston,
New Orleans, Mobile, Tampa-St. Petersburg markets) are possible examples of prime aress for this
gpproach ,if they have not dready implemented it.

Advantages. Thistype of programadlows peopleto becomeinvolved in their community by focusing on
anecosysterm/placethat they dready vaue. Furthermore, it accomplishesthispurposewnhiles multaneoudy
time raisng money for worthwhile environmenta projects that benefit the local community or ecosystem
in which they live or vist.

Limitations: Start up and marketing campaign cost may be high. There has been a proliferation of
specid “affinity” cards in recent years and the competition for each card user’s account is intense. The
revenuesraised would bemoderateat first and probably suited to project rather than mgjor system funding.

Reference for Further Information: See Financing Alternatives for Maryland's Tributary
Strategies, A Report From the Governor’s Blue Ribbon Panel, 1994. Copies are available from the
Universty of Maryland Environmental Finance Center, Coasta and Environmental Policy Program, 0112
Skinner Hall, College Park, Maryland 20742. Telephone Number: 301-405-6384. Facsimile Number:
301-314-9581. Web site - http:/Mmww.mdsg.umd.edu/M DSG/EFC/index.html.
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INDIVIDUAL AND CORPORATE DONATIONS

Description: Donations are the voluntary giving of money. Most frequently, donations are made to non-
profit foundations or trusts, or company-sponsored organizations or trusts, or company-sponsored
foundations. Frequently, private sector corporations and/or foundations match individua donations.
Donations to governments are made through line item check-offs on income tax returns or to government
trust funds.

Actual Use: At least seven States, including Arkansas, Ohio, North Caroling, Virginia and Wisconsin,
now use a check-off box on the State income tax return to alow taxpayers to earmark a portion of tax
refunds for non-game wildlife programs and natura areas such aswetlands. The federd government also
experimented with this form of fund-raising for a time. However, compared to government efforts,
donations to non profit organizations are huge, measuring in the hundreds of millions annudly. Many non
profit organization operating budgets come largely from individual, as opposed to corporate, donations.

Potential Use: Theuseof voluntary programs has grown steedlily, and hasbecomeincreasngly innovative
to attract more potential donors. Voluntary programs are best suited to finance environmenta programs
that attract significant publicinterest and are highly visible, such asan estuary, urban lake, or wetland. The
useof income tax check-off donations has grown in popularity as a State funding mechanism, and could
be used locdly aswdl. Corporate and individuad giving may aso take the form of in-kind payments or
specia services.

Advantages. Thereislittle public oppostion to voluntary donations, and the advantage of enhancing
public interest through a wel-publicized campaign and equitable financing means can be extremely
important.  Although government revenue collection may be limited, money can provide vauable
supplementa funding for pecific cleanup programs. The ability to leverage additiona financia resources,
e.g., through corporate matching contributions and in-kind services, is high.

Limitations. Donationstend to fluctuate with the economy, and a so to some extent depending on current
tax code redtrictions on philanthropic activity. Thus, the revenue stream may be unpredictable and
unreliable for financing some necessary program costs. Adminigrative costs may be high, and it may be
difficult to track the use of funds which may be demanded by donors.

Reference for Further Information: Environmenta Data Resources, Inc.,, Environmental Grant

Making Foundations: 1995 Directory, Rochester, New York, 1996 (Email: edri@eznet.net); The
Foundation Center, National Directory of Corporate Giving, New Y ork, 1995 (212-620-4320).
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LAND TRUSTSAND RECLAMATION BANKS

Description: Land trusts acquire and manage natural lands and resources on behdf of State or local
governments. They are fund/ed by a variety of sources similar to dedicated government trust funds,
especially land-related sources like real estate transfer and property taxes. Nonprofit land trusts are
supported by government moniesand privatedonations. Revenuesfromtimber-cutting, farming, recregtion,
and other land uses may be rededicated to trusts. Land bought for mitigation purposes often are put in
trusts. Land reclamation banks are publicly or privately funded indtitutions that buy contaminated Sites,
remediate them, and sdll or lease them to raise income for further remediation.

Actual Use: All States and agrowing number of localities haveland trusts. A recent survey of 22 States
describes how they manage some 135 million acres of trust land, in forests, farmland, and parks. State
trusts are funded by acombination of State (sometimesmulti-State) and local revenues, federd and private
foundation support including matching grants, and corporate donations. Land acquisition often is brokered
by nonprofit groups such as The Trust for Public Land, American Farmland Trust, Nature Conservancy,
and local counterparts. A recent example isthe Sterling Forest 16,000 acre acquisition in New Y ork and
New Jersey. Land management dso is often a joint endeavor, lasting in perpetuity. A locd exampleis
Nantucket 1dand, which set up atrust in 1983 to buy up to 15% of its shores and moors by 1990, financed
inpart by a2% rea estate transfer tax on al property sold. The trust manages the resourcesfor long-term
protectionand recreation, using volunteers. Severd citieshave used land reclamation banksto clean up and
redevelop brownfields.

Potential Uses. State, locdities and the nonprofit sector could use land trusts as mechanisms to
encourage protection of any natura land and unique habitats, including watersheds.

Advantages. Land trusts combine financing, management and planning functionsin asingle entity. They
are highly leveraged linking public and private of funding, and are one of the most innovative approaches
today. Cost/benefit linkage is high, as contributors know what land is protected. The concept helps to
protect land use revenues, such as from timber. Land reclamation banks alow the public or nonprofit
sector to take ligbility risksthat private businesses may be unwilling to assume.

Limitations. Saffing land trusts and managing land assets over time can be very codly, trust
adminigtrators must have adequate resources for land management activity, which may be up to one-third
of acquidtion cogts. Use of volunteers reduces needs somewhat. Land management also may result in
congderable controversy, for example, over timber cutting, burning or recreationa access. If proceeds
fromthelease or sdle of remediated property areinsufficient to cover remediation cog, investment of public
funds may be required. Locdities will suffer aloss of tax revenues.

Reference for Further Information: Souder, Jon A. and Fairfax, Sdly K., State Trust Lands: History,
Management and Sustainable Use, University Pressof Kansas, 1996, The Trust for Public Land, Land
and People, Val. 10, No.1. San Francisco, Spring 1998.
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MINI BONDS FOR STREAM RESTORATION

Description: Small denomination bondssold directly to thegenera publicto finance capitd projects, such
astreeplanting, that promote stream restoration. First proposed by the Maryland Governor’ s Blue Ribbon
Pand that prepared Financing Alter nativesfor Maryland’ s Tributaries Strategies. Pleaseseedsothe
closdly rlated tool in Section 2.A., Mini Bonds.

Actual Use: None known by the authors as of this date specifically for stream restoration purposes,
dthough smdl denominationa generd revenue bonds (e.g., $500.00 at par) have been sold by a number
of governments.

Potential Use: Very promising, because it would provide the generd public a tangible and paliticaly
popular persond opportunity to invest in generd and/or specific environmenta activitiesand improvements
Advantages: Use of this innovative financing tool broadens the base of public support for stream
restoration by directly connecting individua invesments with environmental improvement(s).
Limitations: Adminitrative costs may be high due to the large number of bond holders.

Reference for Further Information: See Financing Alternatives for Maryland's Tributaries

Strategies. Report from the Governor’ s Blue Ribbon Pand (1993). See crossreferencewith the writeup
in Section 2.A., Mini Bonds.
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MITIGATION LANDS AND BANKING

Description: Mitigation land is a publicly-owned and managed naturd sSite that has been purchased or
protected with public or private funds, in the form of direct payments, voluntary land donations and/or
required mitigation creditsto permitteesfor set fees, which may be banked. Mitigation banking was begun
to meet wetlands mitigation requirements for development impact. Mitigation occurs off-site, but usualy
in the same area.  Wetlands mitigation fees are based on impaired acreage or wetlands value, and
sometimes, credits may be sold to other permit gpplicants. The mitigationideais used by governmentsto
acquire any valuable natura area, perhaps unrelated to the impacted area, to compensate for negative
congtructionconsequences. Here, themitigation bank isthe specia account to support the property. Public
agencies may require mitigation from other public agencies.

Actual Use: Wetlands mitigation banking fulfills mitigation requirements under federd and State
regulaions when on-gte solutions are not possible. Mitigation is often required by CWA Section 404
wetlands permits (and by State programs such as Oregon's Removal-Fill Permit Program) to compensate
for adverse remova or fill activities. Itisused widdly by Statesand localitiesto protect avariety of natural
areas such as farmlands, forests, ranches and watersheds. Public agencies such asthosein Caiforniaand
Florida are growing more innovetive in designing mitigation packages. Escondido, Cdifornia bought a
3,000 acre ranch as an off-gte mitigation bank, with saes of credits for gpproved projects funding
acquisitionand management. Foridaacquired a 3,636 acre ranch and a 6,700 acre property to build the
Suncoast Parkway with public funds and toll revenues (brokered by the Trust for Public Lands). In South
Caroling, 17,000 acres of sendtive watershed was bought as highway mitigation, with The Nature
Conservancy managing the $12 million bank. Corporations such as Disney and paper/pulp companies
meake voluntary mitigation donations to green their image.

Potential Use: States and localities may operate multiple mitigation banks, with the bank serving asthe
account for a particular parcel of mitigation land. The concept could be extended to brownfieds, with
publicly-owned sites generating credits for private developersto use in other aress.

Advantages. Requiring compensatory mitigetion is congstent with, and advertises, the god of protecting
naturd aress including wetlands. Mitigation banking offers a potentidly more efficient and beneficid
approach than conventiond case-by-case, off-dte mitigation, by providing larger mitigation parcels,
partnerships between government and conservation groups, attention to ongoing management, and
interagency cooperation. Mitigation may reduce costly development delays.

Limitations. Ongoing management of mitigation lands is cogtly, and must be factored into revenue
projections. Some mitigation packages are fill too smal for ecologica protection.

Reference for Further Information: The Trust for Public Lands, GreenSense: Financing Parks and
Conservation, PhyllisMyers, editor, Fall 1996 and Spring 1997, San Francisco, CA; USEPA, Wetlands
Hotline, 1-800-832-7828.
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MUNICIPAL UTILITY ASSET SALES

Description: Loca governments and specid authorities use these sales to tap the large capita potentia
locked up in the valuable municipa facility assetsthat they aready own. These public entitiesthen usethe
revenues generated to fund community-based watershed management activities, particularly nonpoint
source pallution projects. Under this approach, the municipa utility would sdll the capital asset(s) such as
water mains, pumping stations, and storage tanks to private investors interested in reducing their tax
burdens.

Actual Use: Theeditorsareaware of no public municipa utility examplesat thistime. Any such examples
of thisfunding tool provided by Guidebook userswould bewelcomed. Private utilitiesincluding telephone
and dectric companies have traditionally depreciated their facility assets such as telephone and dectric
power transmission lines and generating stations over an established period of their useful lives (usudly 30
years or more).

Potential Use: The environmental municipd utility asset could be sold to large profitable companies and
other wedlthy investors who would use the asset’ s depreciation schedule to reduce their tax liabilities over
anumber of years. The use and maintenance of the capita asset would remainwith themunicipa utility and
ownership could revert to the utility at the end of the asset’ s depreciated life.

Advantages. New source of private investment that can be used to fund public environmental projects
and activitieswould be generated. The mechanismtagpsinto, and leverages, the previoudy unredized value
of aready existing, mgor public capital assts.

Limitations. Thisnew invesment strategy would probably require legidative gpprova at some leve of
government. If gpproved, it could result in anet loss of tax revenues to federal and State treasuries over
time. Any program would need to be financed, developed, and marketed to potentia private investors.

Reference for Further Information: USEPA document, Identifying, Planning, and Financing
Beneficial Use ProjectsUsing Dredged Materials. Beneficial Use Manual, 1996. USEPA, Office of
Water, Oceans and Coastal Protection Division, 401 M Street, SW, Washington, DC 20460 (mail code:
4504F). Telephone Number: 202-260-1962. Fax Number: 202-260-8742.
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NON-PROFIT ORGANIZATION

Description: Non-profits, such asfoundations and trusts, are defined as non-governmental organizations
(NGOs) that accrue no profit to individua members, but spend resources pursuing specific goas. NGOs
can be formed for many purposes, including naturd lands acquigtion, land management, environmenta
monitoring compliance, research, education, (discussed separately) and other activities. They include
independent private foundations, 501 C (3) community foundations, (discussed separately) operating
foundations which makegrantsto pre-selected organizations, and public foundationsfunded by government
(see dso Section 7., Foundations: Program-Related).

Actual Use: Environmental non-profit organizations areafast growing and important mechanisminterms
of cooperative activity with dl levels of government. An NGO such as the Chesapeake Bay Foundation
can mix public and private donations to support governmental goas. Organizations such as The Nature
Conservancy, Ducks Unlimited, and The Trust for Public Lands may acquire and manage vauable natura
landsin lieu of government, or until governments can afford to purchase them. Others raise funds for air
pollution, recycling, and contaminated sites. Many States fund nonprofits, e.g., snce 1987, New Jersey
voters have gpproved $45 million for nonprofit projects.

Potential Use: The potential useof NGOsto pursue quasi-governmenta environmentd activitiesinlieu
of governments, or on their behdf, is growing. NGOs condtitute a logica place for governmenta out-
souring for technical, resource management, training and other work. While NGOs cannot perform any
legd functions pertaining to environmenta enforcement or represent governmenta policy, they can perform
innumerable activities on highly cost-effective bass.

Advantages. Nonprofits can leverage more monetary donations, volunteer manpower, resourcesand in-
kind services, than can public agencies. Thisis due to their tax-exempt status, but also because they
provide a safe and seemingly unbiased foca point that draws attention to the resources protected and
environmentd issues addressed. Many governments match private donations. NGOsmay perform tasks
more quickly and efficiently than government, since they are less bureaucratic, can effectively cross
jurisdictions for greater ecosystem protection, and can act as “honest brokers’.

Limitations. Revenue generation may be quite unpredictable. Since nonprofits are controlled by their
individual membership and boards, they may evolve over time and cannot away's be held accountable by
government, potentialy undercutting the cost/benefit relationship. Some nonprofits are criticized for using
too large a portion of donations for interna, adminisirative purposes.

Reference for Further Information: USEPA, The Use of Nonprofit Organizations to Support
Comprehensive Conservation and Management Plans, Office of Water, Washington, DC, 1993; The
Nature Conservancy, Ecosystem Initiative Strategy, Arlington, VA, 1993; Water Environment
Federation, Water Quality 2000 Project, A National Water Agenda for the 21st Century, Alexandria,
VA, November 1992.
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POINT SOURCE/NONPOINT SOURCE TRADING

Description:  Although it can take many different forms, point source/nonpoint sourcetradingin principle
involves point sources financing reductions in nonpoint source pollution in lieu of undertaking more
expendve point source pollution reduction.

Actual Use:  InNorth Carolina's Tar-Pamlico watershed, the Tar-Pamlico Basin Association (acodition
of point source dischargers) and State and regiond environmenta groups proposed atwo-phased nutrient
management strategy that incorporates point source/nonpoint source trading. The plan obligates
Association membersto finance nonpoint source reduction activitiesinthe Baan if their nutrient discharges
exceed a base allowance.

Potential Use: Severd conditions appear necessary if a point source/nonpoint source trading program
is to achieve ambient water quality objectives. The water body must be identifiable as a watershed or
segment.  There must be a combination of point sources and controllable nonpoint sources each
contributing a significant portion of the tota pollutant load, and accurate and significant data to establish
targets and measurereductions. Theremust be significant load reductionsfor which themargina cost (cost
per pound reduced) for nonpoint source controls are lower than for upgrading point source controls.
Findly, point sources must be facing requirements to either upgrade facility trestment capabilities or trade
for nonpoint source reductionsin order to meet water quality goas.

Advantages. Point source/nonpoint source trading programs increase the potential for cost-effective
reduction in pollutant loading, since nonpoint source reductions funded by trading are typicaly achieved
at lower cost per unit of pollutant than point source reductions. Under idedl conditions, atrading program
should produce both cost savings to point source dischargers and improved water quaity. Including both
point and nonpoint sourcesin asingle management strategy tendsto forcethe devel opment of awatershed-
wide or basin-wide gpproach to pollution reduction.

Limitations: Implementing trading programs may require cooperation and information sharing between
agencies without previous cooperdtive experiences (e.g., regulatory agencies with water quaity authority
and farmer assistance programs.) Technica limitations between point source and nonpoint source controls
can make it difficult to arrive a an appropriate trading ratio. Adminidirative cods are dso incurred for
review and gpprova of individud trades.

Reference for Further Information: Office of Water, Office of Policy, Panningand Analyss, USEPA,
IncentiveAnalysisfor Clean Water Act Reauthorization: Point Source/Nonpoint Source Trading for
Nutrient Discharge Reductions, April, 1992. Provides an analysis of trading programs, including case
studies of trading programs in North Carolina and Colorado.
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SPECIAL DISTRICTS
(Special Purpose Digtricts, Regional Authorities)

Description: A specid didtrict is an independent government entity formed to provide and finance
governmental servicesfor aspecific geographic area. Residentsof specid didtricts pay taxesto financethe
improvements that they will benefit from. For example, a sewage specid digtrict might tax residents to
finance extenson of wastewater trestment services.

Actual Use: Primarily at thelocd levd. Examplesinclude
Sewer Didtricts;

Water Didlricts;

Stormwater Management Didtricts;
Regiond Solid Waste Authorities,

Water Resource Authorities;

Regiond Port Authorities; and

Regiond Air Quaity Management Didtricts.

OO OO OO OO

Specia didricts target costs and benefits of services to a particular population. For example, adrinking
water district might beformed to finance extending municipa drinking water servicesto anewly-deve oped
area. Specid didtricts may issue revenue bonds in a number of States. Loca governments use specid
digtricts to finance capitd facilities independently, relieving the burden on general debt capacity. For
example, aregiond port authorities issue revenue bonds to finance port congtruction and/or renovation.
Consortiums of local governmentsform specia districts to address common problems. Examplesinclude
regiond ar quaity and solid waste management authorities.

Potential Use: Specid ditricts could be formed from nonattainment areas classified by the Clean Air
Act Amendments, S0 that specia taxes in these areas could finance air qudity control programs.
Advantages. Costs are borne only by taxpayerswho will benefit from improvements. Regiona speciad
digtricts can provide more specialized services than smaller governments (e.g., a regiona solid waste
authority may be more ableto finance asolid wastefacility than any one county.) Specid didrictscanissue
bonds, which reduces debt load on the genera purpose government.

Limitations. Specid digtrictsarenot directly accountableto theeectorate-- most specid didtrict officials
are gppointed, not elected. May require specia legidation in some aress.

Reference for Further Information: Porter, Douglas R., Lin, Ben C., Peiser, Richard B. Special
Districts: A Useful Technique for Financing Infrastructure, Washington, D.C., Urban Land Institute.
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TAX INCREMENT FINANCING - CBEP

Description: Tax increment financing (TIF) provides for the temporary alocation of the increased tax
proceeds in a carefully designated area generated by increasesin assessed property values. TIF usesthe
increased tax revenues stimul ated by redevel opment to pay for the capital improvementsrequired to induce
the development. In a basic TIF, property assessments are frozen a a pre-development level in the
specified area. Bonds are then issued to finance a portion of the redevelopment. As property valuesand
assessmentsintheareaincrease, themunicipality usesthe added increment in tax revenuesto meet the debt
service on those bonds. Thetechnique requiresthe creetion of aspecid digtrict and the maintaining of two
Separate sets of tax records.

Actual Use: Tax increment financing has been used for many years by loca governments across the
country for awide variety of economic development projects. It is a particularly effective financing tool
for projects that provide measurable specific benefits to sdect, well defined groups of taxpayers. More
than thirty States nationwide have TIF laws on the books at the present time.

Potential Use:  Tax increment financing could be used to help direct development away from sengtive
environmentd areas and to guide community-based development in economicaly and environmentaly
sugtainable ways. It could aso be used to help finance brownfields cleanup and redevel opment (see the
closdly rlated tool writeup in Section 9., Tax I ncrement Financing).

Advantages. Tax increment financing makes development sdlf-financed. TIF is very flexible. Loca
control is retained and in most cases no local government debt limitation gpplies. With TIF, the
development risks are shifted from taxpayers to the bondholders. The revenue potential and generation is

very clear and very specific.

Limitations: TIF bonds pose agrester risk to investors and, thus, bear higher interest rates than genera
obligationbonds. TIFs are complex. Financid, development, engineering, and other technica expertise

are necessary.

Reference for Further Information: Baker & Danids, Local Gover nment Funding Sour ces, Seventh
Edition, July 1995, Baker & Daniels, 300 North Meridian Street, Suite 2700, Indianapolis, Indiana46204.
Telephone Number: 317-237-0300. This excellent handbook describes a variety of loca government
funding sources, focusing on Indiana. USEPA Environmental Financia Advisory Board Brownfields
Report No. 3: Financing Strategies for Brownfields Redevelopment, March 1996. USEPA, 401 M
Street, SW, Washington, DC 20460. Mail Code:2731R. Contact: EFAB staff member: Timothy
McProuty at mcprouty.timothy @epa.gov
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OTHER

Description:

Actual Use:

Potential Use:

Advantages.

Limitations:

Referencefor Further Information:
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COMPARISON MATRIX FOR COMMUNITY-BASED PROTECTION

Criteria/ Actual | Revenue | Admini- Equity | Financial Environ-
Use Sze strative Leveraging | mental

CBEP Ease Benefits

Tool

Adopt-an- Mod. Low Mod. High Low Mod.

Animal/Habitat

Programs

Affinity High Low High High Low Mod.

Merchandise

*Agricultures FSA | High High Mod. Mod. High High

Conservation

Reserve Program

Agriculture: Mod.- | Mod.- Mod. Mod. Low High

NRCSWetlands | High High

Reserve Program

Assurances Low Low Low - Low - High High

Mod. Mod.

*Capital High High Mod. High High Mod.

I mprovements

Program

*Community High Mod. Mod. High High Mod.

Foundations

*Conservation High High Mod. Mod. High High

Easements

*Conservation High Mod. Low - Mod. High Mod.

Partner ships Mod.

*Contributions High High High Mod. Mod. Mod.

of Land
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COMPARISON MATRIX continued

Criteria/ Actual | Revenue | Admini- Equity | Financial Environ-
Use | Size strative L everag- mental

CBEP Tool Ease ing Benefits
Cogt-Sharing Low Low Mod. Low - High High
for Livestock Mod.
Waste Storage
Programs

*Dedicated High High Mod. Mod. High High
Government
Trug Funds
Ecotourism Mod. Low Mod. Low Mod. Mod.
Emissions Low Low - Low Mod. Mod. Mod.
Trading Mod.
Environmental Low Mod. Mod. Low Low Mod. -
Lotteries High
Environmental Mod. High Mod. Mod. - High High
Revolving Funds High
Green Credit Low Low Low Mod. Mod.-High | High
Card

*Individual High High High High High High
and Corporate
Donations

*Land Trugts High High Low - High High High
and Reclamation Mod.
Banks
Mini Bonds Low Low Low - High Mod. High
For Stream Mod.
Restoration

91



EFAB/EFC Guidebook April 1999

COMPARISON MATRIX continued

Criteria/ Actual | Revenue | Admini- | Equity | Financial | Environ-
Use | Size strative Leverag- | mental
CBEP Tool Ease ing Benefits
*Mitigation High Mod. - Mod. Mod. High High
Landsand High
Banking
Municipal Low High Low Mod. Mod. - Low -
Utility Asset High Mod.
Sales
*Non-Profit High High Mod. High High High
Organizations
Point/ Low Low Low Mod. Mod. - High
Nonpoint High
Source
Trading
*Special High High Mod. Mod. Mod. High
Districts
*Tax Increment | Mod. Mod. Mod. High Mod. High
Financing -
CBEP

High- High use (over 25 States'many localities); criteria score high (e.g., program is specific,
manageable, accessble, cost/effective, etc.)

Mod.- Moderate use (10-25 States/some locdities); criteria score in medium range

Low- Low or rare use, scopeislimited; one or more mgor implementation problems exist

*Star indicates best rated mechanisms
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TOOLSFOR FINANCING BROWNFIELDS REDEVELOPMENT

INTRODUCTION

Theterm, “brownfidds’, refersto any abandoned, idled, or under used site (whether, urban, rura, industria
or non-industrid) where expansion or redevelopment is complicated by red or percelved contamination.
Thisterm distinguishes them from “ greenfields’, or undevel oped properties located mainly in suburban or
rurd areas. Although thefull extent of the problem of environmenta contaminationisnot known, the United
States Generd Accounting Office estimated in 1996 that there are about 450,000 brownfields Sites across
the country.

While many factors can influence economic development decisions, the existence or fear of contamination,
often steers devel opment to greenfields. This promotes the use of undevel oped land, contributing to urban
gprawl, increased traffic congestion, and habitat destruction. 1t dso limitsthereuse of brownfidds, hurting
economic growth in cities. Since many brownfields are located in poor and minority communities, such
economic decisonsmay aso raise environmenta justice concerns. Failure to addressthe brownfieldsissue
will relegate substantia portions of our cities to environmenta and economic wastelands.

The Environmenta Protection Agency believesa“ environmenta cleanup isabuilding block, not astumbling
block, to economic development, ” and that cleaning up brownfields propertiesmust go hand-in-hand with
bringing economic vitality to communities. Environmenta policy makers must understand the mgjor role
of finance in brownfields redevelopment. Similarly, the development community must understand the
importance of environmenta requirements.  Without adequate linkages between environmental and
financing redlities, sustainable brownfields redevel opment will remain problematicd. Mogt of thefinancing
tools presented here are deeply rooted in local community goals, and combine both the public and private
sectorsin avariety of different kinds of financing arrangements.

This section evauates financing tools which the federa government, States, communities, and the private
sector can useto finance brownfields cleanup and redevel opment. Twenty-threeways of raising revenues,
lowering cogts, and influencing behavior are discussed. The tools include traditionad governmental
assistance programs, bold new initiatives that target brownfields sites and disadvantaged communities,
innovetive private sector arrangements, risk limitation techniques, powerful tax incentives, and use of the
Drinking Water and Wastewater State Revolving Funds. In addition to the tools discussed in other parts
of the Guidebook, including specia taxes, fees, bonds, loans, credit enhancements, technica assstance,
and community-based environmentd financing mechanisms.
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LIST OF TOOLSFOR FINANCING BROWNFIELDS REDEVELOPMENT
(In Alphabetical Order)

*1. Brownfidds Cleanup Tax Deduction
*2. Clean Land Fund (Revolving Fund)
*3. Community Development Financid Inditutions
*4, Empowerment Zones/Enterprise Communities
*5. Environmental Insurance
*6. Environmentd Liability Releases/Agreements
7. EPA: Brownfidds Assessment Demondiration Filots
8. EPA: Brownfidds Workforce Devel opment
9. EPA: SRF Brownfidds Loans (Clean Water)
10. EPA: Superfund Trust Fund
*11. Environmenta Risk-Management (Red Etate)
*12. Federd Assstance Programs
13. Industrid Development Funds
14. Land Reclamation Banks
15. Land Recycling Companies
16. Property Parcdlization
* 17. Qudified Empowerment Zone Facility Bonds
18. Red Edate Investment Trusts
* 19. State Voluntary Cleanup Programs
* 20. Tax Abatements
* 21. Tax Incentives
22. Tax Increment Financing
23. Trandferable Development Rights

* Starsindicate mogt highly rated mechanisms as described in the Comparison Matrix a the end of the
narratives. See Introduction to the Guidebook for a description of the criteriaused. Ratings of “High”,
“Moderate” , “Low” arefor comparison purposesonly, assomeratings are necessarily subjectiveand data
areincomplete.
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BROWNFIELDS CLEANUP TAX DEDUCTION

Description: The Taxpayer Reief Act of 1997 broadened the concept of the increased Section 179
deduction (see dso Section 6., Expensing of Assets) to include qudified environmenta cleanup costs
both ingde and out of empowerment zones and enterprise communities. A qualified business can dect to
deduct costs paid or incurred after August 5, 1997, to abate or control a hazardous substance as defined
by sections 101(14) and 102 of the Comprehensive Environmental Response, Compensation, and Liability
Act of 1980, but not covered by Section 104(a)(3) at a qudified contaminated Site in the tax year of the
costs. Expensing rather than capitdizing such costs (adding them to the basis for depreciation) can be a
major benefit, depending on otherwise taxable income. Targeted areasinclude censustractswith poverty
rates of at least 20%, census tracts with populations of less than 2,000 and more than 75% of their land
zoned for commercid or industrid use and acommon border with one or moretracts having poverty rates
of at |east twenty percent, empowerment zones, supplemental empowerment zones, enterprisecommunities,
and EPA brownfields pilot project Stes. A qualified contaminated Ste must be held for use in atrade or
business, for the production of income, or as inventory and there has to have been a release, threat of
release, or disposal of a hazardous substance at or on the site. Sites on EPA’s Superfund National
Priorities List are excluded. A maximum dollar limit is not imposed but thereisalimit on property used in
connection with abatement or control of hazardous substances.

Actual Use: Use has been less than hoped since the deduction was made available in 1997.
Potential Use: The deduction can be used to reduce taxable income and federa tax liability.

Advantages. This change in federd tax law alows purchasers of qudified contaminated property to
deduct their environmenta remediation expenses. The vaue of the deduction depends on the extent to
whichit reducesincometax liabilities. Because cleanup costs can be deducted, brownfields property can
be more likely to be redeveloped as well as more vauable in the red estate market.

Limitations: The deduction may haveto be recaptured as ordinary income under Section 1245 when the
property issold. Expenditures paid or incurred after December 31, 2000, are not covered.

Reference for Further Information: Consult a tax practitioner and the State environmental agency
regarding certification of a property as digible. U.S. EPA, Office of Solid Waste and Emergency
Response, Outreach and Special Projects Staff, Washington, DC 20460, Telephone: 202-260-3525,
http:/Mww.epa.gov/swer osps/bf/.  Interna Revenue Service, 1111 Congdtitution Avenue, NW,
Washington, DC 20224, Telephone: 800-829-1040 or 703-321-8020, Fax: 703-368-9694,
www.irs.ustreas.gov/. See Revenue Procedure 98-17 for directions on requesting written guidance on
the tax treatment of environmenta cleanup cods for projects spanning severa years.
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CLEAN LAND FUND

Description: The Clean Land Fund is a private sector, non-profit environmental organization dedicated
to providing financing for brownfid dsrevitaization. The Fund isacollaborative effort between businesses,
communities, and environmentalists. It is Structured as a sugtainable, leveraged revolving fund and will
meake loans for financing the acquisition, remediation, and reuse of brownfields properties. The Fund will
make these |oans to non-profit and for profit brownfields owners and/or developers and will manage the
environmenta and financia risks associated with these types of red estate development projects.

Actual Use: The Clean Land Fund isin the developmenta state and plansto be operationa in the near
future. A number of locdities aready have set up revolving loan funds to finance a variety of locd
infrastructure projects. The Economic Development Adminigtration and the United States Environmental
Protection Agency are supporting the cregtion of revolving funds in cities around the nation to finance
economic development and brownfields cleanup projects respectively.

Potential Use: Credit-worthy non-profit and for-profit borrowers located in the Northeast and Mid-
Atlantic will be able to access|oan monies from the Clean Land Fund when it is operationa. Sources of
projects to be financed will indude smal and medium-szed companies and municipdities, and possibly
some financid ingtitutions. The brownfieldsrevolving fund concept ispotentidly replicableby States, cities,
communities, and/or non-profit organizationsnationwide. Loanscould becombined with Clean Water SRF
loans and other funding sources.

Advantages. The Clean Land Fund will be financed by contributed capital |everaged by debt capital and
does not require a commitment of federa resources. The Fund's credit enhancements will leverage
additional moniesinto adiversfied loan pool to reducerisks. The non-profit nature of the Fund will reduce
the interest rates needed on loans to protect its financia stability.

Limitations: The Fund will only be able to provide loans at good taxable ratesin line with its own capita
borrowing and investments. Loan interest rates must be set a ahigh enough leve to cover theinterest costs
of the debt capita of the Fund.

Refer ence for Further Information: William J. Penn, Environmental Financia Advisor, PO. Box 725,
Block Idand, Rl 02807, Telephone/Fax: 401-66-2065. E-mail: 102024,2544@CompuServe.com.
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COMMUNITY DEVELOPMENT FINANCIAL INSTITUTIONS

Description: Community Development Financia Ingtitutions (CDHF’s) are specidized private financiad
inditutions that fill nichesin the market that banksand other traditional financia organizationsdo not serve.
CDHI’ s focus on economic development by providing capital and technical expertise to communitiesin
these market niches. Because of the broad needs of these communities, CDH'’s include such diverse
entities as community development banks and intermediaries, credit unions, housing funds, loan funds,
micro-loan funds, and venture capita funds.

Actual Use: CDH’s of various types have been in existence for more than 30 years. The South Shore
Bank in Chicago and the Community Preservation Corporation in New Y ork are two notable examples.
The number of CDFI’ s have increased significantly since 1980's. CDFI’ s have taken innovative and lead
rolesin facilitating development and cresting jobs in distressed communities.

The CDFI concept received new stimulus with the creation of a CDFI Fund at the U.S. Department of
Treasury (see Section 10.B., Treasury: Community Development Financial I nstitutionsFund). In
Fiscal Year (FY) 1997, Treasury issued 48 awards obligating over $37 million in grants. For FY 1998,
Treasury issued 50 awards obligating an estimated $62 million. Award amounts ranged from $78,500 to
$3,200,000 and averaged $797,902. Organizationsfunded haveincluded community development banks,
credit unions, loan funds, venture capita funds, micro-loan funds, community development intermediaries,
housing funds and multi-purpose CDH'’s. The Rural Community Assistance Cor por ation described
in Section 5.A. was one of those organizations so named.

Potential Use: These CDFI’s could take lead in promoting the cleanup and redevelopment of the many
brownfields properties located in distressed communities across the nation. They could serve as
intermediaries for leveraging and delivering avariety of public and private incentives, capitd and financid
outreach services to these aress.

Advantages. Many CDH'’ shave extensive community devel opment expertise and experiencein applying
that expertise in economicaly disiressed areas. These inditutions have earned thetrust of the residents of
distressed areas and understand their specia needs and concerns.

Limitations. CDFI’ s are often smdl, under-capitaized inditutions and may haveto rely heavily on public
subsidies. They may be limited in experience with brownfields and/or in the number of development
projects, brownfields or otherwise, that they can sustain at any onetime.

Reference for Further Information: U.S. Department of the Treasury, Community Development

Financid Inditutions Fund, 1500 Pennsylvania Avenue, NW, Washington, DC 20220. Telephone: 202-
622-8662.
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EMPOWERMENT ZONESENTERPRISE COMMUNITIES

Description: Empowerment Zones and Enterprise Communities (EZ' YEC' s) are designated geographic
aress, usualy distressed, to which specid incentives and monies are targeted for development purposes.
EZ JEC's may be set up by city, State, or federa governments and may receive benefits ranging from
financid to regulatory to technica assstance from these governments.

Actual Use: The federad government created a nationad EZ/EC Program in 1993 to revitalize distressed
urban and rural communities. The program seeks to creste economic opportunities; improve physicd,
environmenta, community, and human resources; and build partnerships between governments. All levels
of governments haveimportant roles. Thefederal government removesregulatory barriers, smplifiesrules,
coordinates programs, and allocate part of their private activity bond caps. Loca governments involve
communities, develop plans, leverage private resources with public capital, and streamline loca actions.
In 1995, nine empowerment zone and ninety-eight enterprise community winners were sdlected. The
federd assstance included over $1 billion in grants, specid tax benefits, and priority funding/specia
consderation under other federal programs. Independent of this federd initiative, more than thirty States
adminigter their own enterprise zone programs to spur investment in distressed areas. Many of these
programs have been operating since the 1980's, and States have designated over 1,400 zone areas as of
this date.

Potential Use: The federd government proposes to designate 15 new urban EZsin 1999. These new
EZs would receive tax incentives and proposed funding is $10 million per year for each EZ for a period
of tenyears. Significant brownfields problemshave been identified in many EZ'JEC's. Thereexidsinthe
context of federd and State programsto revitaizedl of these communities opportunitiesto channel benefits
to brownfiel ds assessment, cleanup and redevelopment activities.

Advantages. The EZ/EC ideatargets and concentrates on federd, State, and local resources and benefits
on communities with great needs, including environmental ones.  This increases chances for impact and
success in these efforts.

Limitations: The EZ/EC concept by it's very nature cannot reach the great mgority of
communities/citizens because it targets resources and benefits to alimited number of arees.

Reference for Further Information: U.S. EPA Environmenta Financia Advisory Board (EFAB) report,
Financing Brownfields Redevel opment: Linkagesto the Empower ment Zone/Enter prise Community
Program, Contact: Timothy McProuty a mcprouty.timothy@epa.gov. U.S. Department of Housing
and Urban Development (HUD), Office of Community Planning and Development, 451 7" Street, SW,
Washington, DC 20203, Telephone: 202-401-1020. U.S. Department of Agriculture (USDA), Office of
Community Development, 300 7 Street, SW, Washington, DC 20024, Telephone: 202- 619-7981.
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ENVIRONMENTAL INSURANCE

Description: Environmenta insurance can be a cogt-effective way to limit the risk of having to pay for
unforseen environmental cleanup.  Such insurance is an environmental management tool for managing a
party’s environmenta liability by transferring some of the associated financia risk to another party (under
the very limited provisons of the policy). Essentidly, it is an agreement that in return for premium
payment(s) and/or payment of a set negotiated deductible amount, the insured party is provided some
protection againgt unanticipated costs, third party clams, the acts or omissions of other parties, and
impairment of property values. Environmenta insurance policies may facilitate (make possible) somered
property transactions and help resolve environmenta liability disputes.

Actual Use: Through years of hard-earned experience, the insurance industry has gradualy developed
environmentd insurance as a discrete subset of property and casudty insurance. There can be many
different names for environmenta insurance policies, but the most three common types that apply to
brownfields and other contaminated properties include property transfer insurance, cleanup cost cap or
stop lossinsurance, and owner-controlled insurance. These policies are offered by a growing number of
firmswith typical coverage ranging from $2 to $10 million. Minimum coverage for most policies sarts a
$100,000 and maximum coverage for policies can reach $40 million. In 1996, environmentd insurance
premiums averaged $5,000 per $ 1 million of coverage.

Potential Use: Environmentd insurance is increesingly avalable and desirable for any and dl red
estate/business projects involving the assessment, cleanup and redevelopment of brownfields and other
contaminated properties.

Advantages. Environmentd insurance can transfer certain carefully-defined, environmentd risks. In
brownfiddsprojects, it may subgtitutefor, or shore up, indemnitiesand hold-harmless agreements|lessening
the purchaser’ sneed to worry about the seller’ sfinancid condition. It may aso eliminatethe need to report
brownfields as environmenta liabilities. Some environmenta insurance policies

require the insurer to pay covered costs up-front and not on a reimbursement basis after cleanup.

Limitations: Environmenta insurance policies may require asubstantia up-front premium payment, have
substantial deductibles, and set strict caps on monetary payouts. These policies may be prohibitively
expensve for some brownfields owners and developers.

Reference for Further Information: U.S. EPA publication 500-R-96-001, Potential Insurance
Productsfor Brownfiel ds Cleanup and Redevel opment, U.S. EPA, Office of Emergency and Remedia
Response, 40 M Street, SW, Washington, DC 20460, Mail Code (5101), Telephone: 202- 260-4610,
Fax: 202-260-3527. There are many environmenta insurance sites and home pages on the World Wide
Web. They can be accessed using the commonly offered web browsers.
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ENVIRONMENTAL LIABILITY RELEASESAGREEMENTS

Description: An environmentd liability release agreement is a benefit (concesson) granted by federd,
State, and/or local governmentsto ownersor operatorsof facilitiesof businesses(including commercid red
edtate properties) that frees them from al or part of responsbility for environmenta cleanup costs under
federd, State, and/or local laws. These liability agreements may be structured in advance for prospective
purchasers of properties or negotiated between the public sector and private owners/devel opers with
specified conditions delineating the extent of ligbility relief granted and the degree of private contribution
to any planned and/or unanticipated cleanup effort.

Actual Use: More than thirty State governments offer some type release of environmentd ligbility within
the context of voluntary cleanup or other programs to remediate contaminated properties. While these
liability agreements generdly focus on the less contaminated properties known as brownfields, they have
als0 been used at Stes that are on the federal Superfund Nationd Priority List. The most common types
of environmentd liability agreements offered by State governments include covenants-not-to-sue, no-
further-action letters, and certificates-of-release.

Potential Use: All fifty Statescouldincorporateenvironmenta liability agreementswithinvoluntary deanup
programs or other State effortsto support brownfiel ds redevel opment aswell as hazardouswaste cleanup
efforts. During Superfund preauthorization, protections in environmenta ligbility agreements may be
reexamined, clarified, and/or expanded with regard to municipalities, progpective purchasers, innocent
landowners, small businesses, and other private parties.

Advantages: Environmentd ligbility agreements may provide considerable comfort to potentia owners,
developers, lenders, and investors with regards to contaminated or potentially contaminated properties.
To the extent that these releases can help control and quantify the risks associated with investment in
brownfieldsand other contaminated properties, they will help spur the cleanup and redevel opment of those
gtes.

Limitations: The liability agreements envisoned are rarely tota, and coordination between al levels of
government is often not uniform or necessarily easy. Every liability release granted to a public or private
party currently or potentialy responsible for environmenta contamination cleanup costs represents
resources that must be found elsawhere,

Reference for Further Information: State Voluntary Cleanup Programs. U.S. EPA, Office of Solid
Waste and Emergency Response, 401 M Street, SW, Washington, DC 20460, Mail Code: 5101,
Telephone: 202-260-4610, Fax: 202-260-3527. U.S. EPA Environmental Financia Advisory Board
(EFAB) report: Financing Brownfields Redevelopment, U.S. EPA 401 M Street, SW, Washington,
D.C. 20460, Fax: 202-565-2587.
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ENVIRONMENTAL PROTECTION AGENCY
BROWNFIELDS ASSESSMENT DEMONSTRATION PILOTS

Description: Brownfields Assessment Demongtration Filots are an important part of the Environmental
Protection Agency’s (EPA) Brownfields Economic Redevelopment Initigtive. These pilots are designed
to empower State, communities, and other stakehol dersin economic redevel opment towork cooperatively
inatimely manner to assess, cleanup, and sustainable reuse brownfie ds properties. The pilots seek to test
redevel opment modes, removeregulatory barrierswithout sacrificing protection, and facilitate coordinated
public and private efforts at the federd, State, and locdl levels.

Actual Use: Through March 1999, EPA had awarded 227 Brownfields Demonstration Assessment Pilots
(170 Nationd Pilots and 57 Regiond Filots) distributing more than $42 million to awide range of States,
cities, towns, counties and Tribes. These pilots are funded through cooperative agreements that offer
assistance of up to $200,000 over atwo-year period. In addition, EPA awarded 24 of the Assessment
Filotsfurther assistancein theform of Brownfie ds Cleanup Revolving Loan Fund grantsof up to $350,000.
All told, these grants have leveraged over $1 billion for redevelopment and created over 2,500 jobs.

Potential Use: EPA expects to select up to 100 additional National Assessment Pilotsin Fiscd Year
1999. The Agency edtimatesthat it will obligate up to $66 million in cooperative agreements during Fiscal
Y ear 1999 for dl types of brownfields projects-- including Assessment Filots, Cleanup Revolving Loan
Fund Rilots, and Job Training and Development Demondtration Rilots..

Advantages. For the States, locad governments, and tribes awarded EPA Brownfields Pilots, the
assistance provided through these two Programs can help them overcome the barriers that brownfieds
assessment and cleanup cost may represent. Funding recipients may be ableto use thisfederd assstance
to leverage additional money, both public and private, from other sources.

Limitations. Thistype of federa funding assistance for brownfields projectsislimited to fewer than 100
governmentd jurisdictions. The funding available is only large enough to help fund the assessment and
cleanup of asmdl percentage of the total number of brownfields Sites nationwide.

Reference for Further Information: U.S. EPA, Office of Solid Waste and Emergency Response,
Outreach and Specia Projects Staff, 401 M Street, SW, Washington, DC 20460, Telephone; 202-260-
1223. U.S. EPA, Brownfields Applications, Superfund Document Center (5201G), 401 M. Street, SW,
Washington, DC 20460. The Brownfields web site located on the U.S. EPA Home Page at
http:/Amww.epa.gov/swer ogps/bf/pilots.htm has information on goplying for the pilot programs, aswell
as other mechanisms for funding brownfields cleanup and redevelopment.
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ENVIRONMENTAL PROTECTION AGENCY
BROWNFIELDSWORKFORCE DEVELOPMENT

Description: The Environmental Protection Agency (EPA) seeksto build partnershipswith States, cities,
locdl job training organizations, community colleges, and other federa agencies to foster job training and
workforce development in brownfields communities. These efforts help ensure that communities have the
trained workforce needed to revitalize contaminated properties and that community members have a
chance to compete in the economic mainstream. The Agency seeks to facilitate cleanup and prepare
trainees for employment in environment fields (e.g., sampling, andysis and Site remediation.

Actual Use: EPA funded deven Brownfidds Environmentd Job Training and Development
Demondration Pilot Projects in 1998, at an average of $200,000 each for two years. EPA and the
Department of Labor’'s (DOL’s) Employment and Training Adminigtration (ETA) are supporting pilot
projectsinwhich ETA providesinformation and technical assstance to state Job Training Partnership Act
(JTPA) liaisons and community-based JTPA programs. EPA is aso working with the Department of
Hedth and Human Services (HHS') Nationd Indtitute of Environmenta Hedlth Sciences (NIEHS) and
Office of Community Service (OCS) to ensurethat Minority Y outh Worker Training Program grants are
tied closdy to ongoing activitiesin brownfidds pilot cities. EPA and the Department of Education’ s Office
of Vocationd and Adult Education are identifying outreach mechanisms for local public schoolsregarding
brownfields efforts. EPA and the Department of Veterans Affairs are working to establish policies and
procedures aimed at providing trained veterans to work in brownfields projects.

Potential Use: Whilejob training and workforce devel opment in and around brownfieldscommunitiescan
make essentid contributionsto cleanup and redevel opment, it aso can equip thosetrained with knowledge
and skills required for further employment deding with hazardous chemicds and environmentd
contamination problems.

Advantages. EPA’s Brownfields Economic Redevel opment Initiative is designed to prove that economic
development and the environment can co-exist.

Limitations: Interagency and intergovernmenta coordination tends to be time-consuming and can be
difficult. Eligibility for this effortislimited to 121 brownfields pilot citiesand EPA’ s taff resourceslimit its
gpplicability beyond these locations.

Reference for Further Information: U.S. EPA, Office of Solid Waste and Emergency Response,

Outreach and Specid Projects Staff, Mail Code:5101, Washington, DC 20460, Telephone: 202-260-
6285, Fax: 202-260-6606, Internet: http://mww.epa.gov/swer osps/bf/.
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ENVIRONMENTAL PROTECTION AGENCY
SRF BROWNFIELDS LOANS
(Clean Water)

Description:  There arefifty-one Clean Water State Revolving Fund (CWSRF) programs (onein each
State and Puerto Rico). These programs are capitalized through federa and State contributions,

and operate as banks making low or no interest loans to communities and other digible public recipients
for water quality projects. Theloans are repaid over terms as long as twenty years and repayments are
recycled to fund other water qudity projects. See also the related writeup in Section 2.B.,
Environmental Protection Agency State Revolving Fund - Clean Water.

CWSRF resources may in certain circumstances be available to augment the resources available under the
Environmental Protection Agency’s (EPA’s) Brownfields Initiative to assess, cleanup, and redevelop
brownfields. Brownfields are abandoned or are under-utilized former industrial and commercia sitesthat
are or may be environmentaly contaminated. There are more than 450,000 of these brownfields Sites
nationwide.

Actual Use: The CWSRFs in some States may aready be making loans to communities for eigible
brownfields-related water quaity projects. However, the authors are currently (April 1999) not aware of
any firm loan informetion in thet regard.

Potential Use: Examplesof brownfie dsmitigation activitiesthat correct or prevent water quality problems,
and may be digible for CWSRF funding include the abatement of polluted runoff, control of sormweater
runoff, correction of groundwater contamination, and remediation of petroleum contamination.

Advantages. The CWSRFs have more than $27 billion in assets and fund nearly $3 billionin projectsa
year. They are established entities with proven environmenta and financid track record.

Disadvantages: Thetotd costs of the water quality needs of applicantsfar exceed theloan resources of
the CWSRFs. Any digible brownfields project must compete with al other water quality projects for a
place on the particular State's CWSRF priority funding list.

Reference for Further Information: The Clean Water State Revolving Loan Funds programs in each
State and Puerto Rico. U.S. EPA, Office of Water, The Clean Water State Revolving Fund Branch, 401
M Street, SW, Washington 20460, Mail Code: 4202, Telephone: 202-260-7359, Fax: 202-260-1827,
Internet: http/Amww.epa.gov/owm. U.S. EPA, Officeof Solid Wasteand Emergency Response, Outreach
and Specia Projects Staff, 401 M Street, SW, Washington, DC 20460, Mail Code: 5101, Telephone:
202-260-4039, Fax: 202-260-6606, Internet: www.epa.gov.brownfields.
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ENVIRONMENTAL PROTECTION AGENCY
SUPERFUND TRUST FUND

Description: The Superfund Trust Fund, also known as the Hazardous Substance Response Trust Fund,
was established in 1990 to pay for cleanup and enforcement activities at waste Stes. This dedicated trust
fund has higoricaly been financed primarily by petroleum excise taxes, chemica feedstock excise taxes,
and environmenta incometaxes. The fund has aso received moniesthrough cost recoveriesfrom parties
determined responsible for contaminating particular Stes, pendties, income taxes, and interest income.

Actual Use: The Superfund Program has cleanup activities, short-term remova actions and/or long-term
remedia actions, underway or planned for the agpproximately 1300 serioudy contaminated sites on the
Environmenta Protection Agency ‘s (EPA’S) Nationd Priority List. Actions at Orphan Sites, where no
responsible party can beidentified, arefunded by the Trust Fund. The Trust Fund also fundsactions begun
at Steswith respongble partiesbut prior to afina determination and acceptance of liability. Morethan 400
of these serioudy contaminated Sites have been brought to the “construction complete phase” -- an
advanced milestone in the cleanup process.

Superfund Trust Fund monies are dso being used to fund brownfields nationa demonstration pilots as part
of USEPA’ sBrownfields Economic Redevel opment I nitiative (seeSection 9., BrownfieldsAssessment
Demonstration Pilots).

Potential Use: Use of the Trust Fund to fund brownfields projects smilar to the pilot projects in the
Brownfields Economic Redevel opment Initiative could be further expanded to include Stesin communities
across the nation.

Advantages. The Trust Fund is potentialy alarge source of monies for the cleanup of hazardous waste
gtes, including brownfields. The Trust Fund's use in this effort could be further leveraged through
traditiond credit enhancement mechanisms such as leveraged revolving loan funds.

Limitations. There are Satutory restrictions on the use of monies in the Superfund Trust Fund monies.
In addition, any resources committed to brownfields Sites represent resources unavailable for use a the
more serioudy contaminated sites found on the Nationa Priority Lig.

Reference for Further Information: U.S. EPA, Office of Solid Waste and Emergency Response,
401 M Street, SW, Washington, DC 20460, Mail Code: 5101, Telephone: 202-260-4610, Fax: 202-260-
3527. U.S. EPA Environmenta Financid Advisory Board (EFAB) report, Leveraging the Superfund:
Ideas and Opportunities, USEPA, 401 M Street SW, Washington, DC 20460, Mail Code: 2731R,
Contact: Tim McProuty & mcprouty.timothy @epa.gov.
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ENVIRONMENTAL RISK-MANAGEMENT (REAL ESTATE)

Description: The red edtate industry faces serious environmenta uncertainties, representing potential
financd risks, that can negatively affect the willingness and ability of property owners, purchasers,
developers, investors, and lenders to participate in brownfields redevelopment. The environmentd risks
at these properties fal into three categories. cleanup, property value impairment, and persond injury.
Partiesinvolved in brownfields red estate transactions can reduce or eliminate these risks usng a number
of environmentd risk-management techniques. The techniques either absorb risks, transfer risks among
involved parties, or transfer risksto athird party. They include:

C Indemnification - The seller agrees to cover costs to the purchaser resulting from specific risks.
C Price Adjustment - The seller reduces the property price to reflect potential contamination risks.
C Self-Insuring - The purchaser sets aside monies to cover the costs of potential environmental risks.
C Third-Party Insurance - The sdller/purchaser buysinsuranceto cover potentia environmental risks.

Actual Use: These techniques are used by private parties to make red estate transactions work.
Indemnification has been used for a long time, but may be giving way to other techniques. Price
adjustments may be the most common private technique used in brownfields transactions. Sdf-insuringis
used mogt often by large and/or economicaly strong firms, or by firms confident of their environmenta
assessment. In addition, the use of environmentd insuranceisincreasing (seeSection 9., Environmental
Insurance).

Potential Use: Environmenta insuranceisincreasingly available and affordable. 1ts use may be expected
to continue to grow. All of these tools will continue to be used to some extent, especidly in transactions
that do not entail sgnificant contamination or in support of public sector assstance.

Advantages. Given favorable circumstances, dl of these risk-management techniques can fully transfer
risks and make otherwise unworkable brownfields redevel opment transactions occur.

Limitations: Many sdllers and buyers may be too smdl to beindemnitors. Anindemnity isworth only as
much as the indemnitor. Regulatory agencies will pursue a party regardless of indemnificetion. Price
reductions and risk assumptions may be too large for some parties or exceed the value of transactions.
Trandferring risks between parties may lead to contract disputes, or parties may be unwilling or unable to
meet their obligations. Insurance may not be affordable.

Reference for Further Information: Hollingshead, Susan, M., Environmental Insurance for Real
Estate Valuation, “Brownfields 96" Conference Presentation, September 1996, Pittsburgh, PA. U.S.
EPA report, Potential Insurance Products for Brownfields Cleanup and Redevelopment, U.S. EPA,
Office of Emergency and Remedia Response, 1235 Jefferson Davis Highway, Arlington, VA 22203,
Telephone: 703-603-8960, Fax: 703-603-9146.
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FEDERAL ASSISTANCE PROGRAMS

Description: The federd government through its departments, agencies, and other establishments offers
abroad range of programs, projects, services, and activities that provide assstance to eigible parties for
digible purposes. Thisassstancemay taketheform of direct payments, grants, loans, credit enhancements,
technical support, etc. Brownfields assessment, cleanup, and redevelopment activities are, or may be,
eigible activities under a subgtantial number of these federd efforts.

Actual Use: During the past two years, the Environmenta Protection Agency (EPA) has awarded $13.2
millioningrantsto 76 States, cities, towns, counties, and Tribesnationwideto fund Brownfields Assessment
Demongtration Pilots. EPA plans to award another 25 Assessment Pilots in 1997 and up to 300
BrownfiedsPilots over the next four years (see page 9-4, Brownfields Assessment Demonstration Filots).
The Department of Housing and Urban Development (HUD) approved in 1996 a $50 million project to
cleanup and redevelop a number of brownfields stes in Chicago. This is the first brownfields project
financed by aloan guarantee using entitlements under HUD’s Community Development Block Grant
(CDBG) Program as collaterd.

Potential Use: Federd programsthat may have the potentid to contribute additiona and/or new funding
to brownfidds activitiesinclude:

Appaachian Regiond Commission Supplemental Grants Program - see Section 2.C.;

CDBG Programs - see pagesin Section 2.C.;

Economic Development Administration Grant Programs - see pagesin Section 2.C.;
Empowerment Zone/Enterprise Community Program - see Section 9,

Rural Business-Cooperative Service Grant and Loan Programs - see Sections 2.B. and 2.C.;
Rurd Utilities Service Grant Programs - see pagesin Section 2.C.; and

Rura Housing Service Loan Programs - see Section 2.B..

Advantages. Federd grants provide State and loca governments with the means of meeting many
nationd gods. They may provide funds otherwise unavailable to State or loca programs, thus enhancing
equity, environmenta incentives, and financia leveraging considerations.

OO OO OO O OO

Limitations: Funds must be targeted to specific satutory goas. Brownfields activities must compete for
limited fundsand follow federa rules, termsand conditions. Grantsmay be very specific, limiting State and
locdl flexihility.

Referencefor Further Information: Catalog of Federal Domestic Assistance. Its World WideWeb
dgteisa http://aspe.os.dhhs.gov/cfda/index.htm. Requestsfor magnetic tapes, diskettes, or CD-ROM
should go to the Federa Domestic Assstance Catalogue Staff (MV'S), General Services Adminigration,
300 7th St., SW, Washington, DC 20407, Telephone: 202-708-5126.
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INDUSTRIAL DEVELOPMENT FUNDS

Description: Industria Development Funds are specia funds established by State and local governments
for the purpose of improving rea edtate properties in order to make them suitable for industrial
development. These funds are economic development tools that governments use to attract or retain
industry. Industrial Development Funds may be structured as direct pass-through funds or as specia
purpose revolving funds. They draw funding through a variety of mechanisms including specid property
and other taxes, industria development bonds, ungppropriated surpluses in the controlling government’s
budget, and the proceeds from the sale of real estate and other property.

Actual Use: Many States, cities, towns, and countieshavelawsestablishing Industria Development Funds
or related economic development funds. These funds may be operated by established government
economic development agencies or they may fal under the jurisdiction of specid-purpose authorities or
corporations. Oneexampleof thislatter form arequas-governmental, non-profitscorporationsthat answer
to the controlling government through an appointed board.

Potential Use: Industrid Development Fundsand related economic development fundsareidedly suited
to working with brownfields properties. They may aready have experiencein ng, cleaning up, and
redeveloping brownfields properties, or they may just need to expand their existing expertise acquired in
improving less-contaminated properties.  These funds could either handle brownfields properties as part
of their overall read edtate portfolio, or they could be reconstituted as brownfields development funds
handling only brownfields properties.

Advantage: These funds are well-established and familiar economic development tools. Their purpose
and expertise are closdy tied to many of the same types of activities and goals that are necessary in
successful brownfields redevel opment.

Limitation: The addition of brownfields properties may degrade an Industria Development Fund's red
estate portfolio. Such funds may not be economicaly viable if they handle only brownfields properties.
Legidation may be needed to establish an Industrid Development Fund and/or the sources of financia
capital required to operateit.

Reference for Further Information: Baker & Danids document, Local Government Funding
Sources, Seventh Edition, July 1995, Baker & Daniels, 300 North Meridian Street, Suite 2700,
Indiangpoalis, IN 46204, Telephone: 317-237-0300. Thisbook describesvariousfunding sourcesfor local
governments, focusing quite naturaly on Indiana
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LAND RECLAMATION BANKS

Description: Land reclamation banks are publicly funded or capitaized trust fundsthat actively acquire,
manage, assess, cleanup, and develop properties, including brownfields, on behaf of a State or local
government. Thesebanksmay befinanced inwide variety of ways, including tax-increment financing, land
transfer taxes, land regigtration fees, and property sdesand leases. Land reclamation banks may taketitle
to properties via tax foreclosure, eminent domain, or purchase. Once properties are cleaned up and
developed, the bank sdlls or leases them to generate income for future development projects.

Actual Use: The MinnegpalisLight Industry Land Acquisition Programisan exampleof aland reclamation
bank. The program on behdf of the City of Minnegpolis spends about $5 million per year to acquire,
assess, cleanup, and redevelop potentidly contaminated industria Sites.  Funds for the program are
generated by tax-increment financing plan and used for both Site purchase and cleanup. The City assumes
al liability for cleanup and resdlls the land to private purchasers following completion of redevel opment.

Potential Use: Land reclamation banks could be used in cities and communities acrossthe country able
and willing to fund or capitdizether sart up costs. They could prove especidly vauablein deaning up and
redeve oping propertieswhen used in combination with other financing concepts such as EZ/EC programs.
They could be specifically structured as brownfields reclamation banks to focus and direct local efforts
toward brownfields cleanup and redevelopment.

Advantages. Land reclamaion banks combine planning, financing, management, cleanup, and
redevelopment functionsin a single organization alowing loca efforts to be focused. Land reclamation
banks may dect to assume environmenta and financid liability risks that the private sector is unwilling to
bear.

Limitations. Legidation may be necessry to establish a land reclamation bank. Consderable
funding/capitdization may be necessary for a bank’s startup and operationa costs. There may be
inditutiona pressure againgt consolidating many functionsand authoritiesin asingle agency or entity. If not
run efficiently and successfully, they may be aresource drain on the public treasury.

Reference for Further Information: U.S. EPA Environmentd Financia Advisory Board (EFAB)
report, Srategies for Financing Brownfields Redevel opment, March 1996, U.S. EPA, 401 M Street,
SW, Washington, DC 20460, Mail Code: 2731R, Fax: 202-260-0710, Contact: Tim McProuty at
mcprouty.timothy@epa.gov.
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LAND RECYCLING COMPANIES

Description: Land Recycling Companies are 501(c)(3) non-profit organizations that seek to provide an
innovative and energetic response to the problems of potentially contaminated brownfiel ds properties that
affect communities across the country. These organizations identify brownfields properties, serve as
information clearinghouses, seek to bring together members of the communities, government agencies,
finandd inditutions, and the other private parties necessary to make brownfields redevelopment work.
Land Recycling Companies may aso help finance brownfields assessment and cleanup activities.

Actual Use: Land Recycling Companies have been formed and begun work in anumber of States. For
example, the Pennsylvania-based Phoenix Land recycling Company focuses on reducing brownfields
uncertainties by using its own resourcesto conduct assessments and develop cleanup plans. Phoenix was
founded by Clean Sites, Inc., arespected, nationd environmenta organization, with funding support from
the Viral. Heinz and Howard Heinz Endowments, as well as other philanthropic organizations. The
Cdifornia Center for Land Recycling provides a somewhat different mode for thistool. The Cdifornia
Center focusesonidentifying brownfiel dsdevel opment opportunitiesand worksto assemblethe public and
private partners needed to carry out successful projects. It will dso serve as an educationd partner by
documenting and publicizing the lessons learned during these projects. The Cdifornia Center for Land
Recydling isrun by the Trust for Public Land and was begun with a$2 million grant from the James Irving
Foundation.

Advantages: These types of companies can bring innovative and flexible approaches to brownfields
assessment, cleanup, and redevelopment.  They offer the opportunity to leverage not only their own
environmenta expertise and financia resources, but dso the public and private resources that they may
attract to specific brownfields projects.

Limitations: Land Recyding Companies may be limited by their Szeto involvement in asmal number of
pilot-type brownfields projects. State legidation and time may be needed to permit Land recycling
Companies to effectively participate in brownfields redevel opment.

Reference for Further Information: The Trust For Public Land, 116 New Montgomery Street, Fourth

Floor, San Francisco, CA 84105, Telephone: 415-495-4014, Fax: 415-495-4103, World Wide Web
home page -- http:/mww.tpl.org/itpl/.
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PROPERTY PARCELIZATION

Description: The“parcelization” of redl property that includesahazardouswastesiteisapotentia solution
to an often ggnificant financiad problem for the property owner. The remediation of environmentally
distressed red properties can be financidly facilitated by delising and sdling clean portions of the
properties to obtain the financing necessary to remediate the remaining environmentally impacted portions
of the properties. Cooperation from the appropriate regulatory agenciesis essentia and some portions of
the clean properties probably will have to be devoted to buffer zones, thereby reducing the market value
of the properties (see Section 9., Brownfields Cleanup Tax Deduction).

Actual Use: Parcdization isardativdy little utilized financing technique for avariety of ressons, including
the practical requirement that thereal property in question must be of an appropriate size and configuration
that permitsits divison into two or more economicaly and legdly vigble parcels. However, interest inthe
possibilities of using parcelization with regards to brownfields clean-up and redevelopment has been
increasing.

Potential Use: This red estateffinancing technique could be applied to any environmentaly distressed
property situation in which the origind parcd is large enough to be divided so that there is a marketable,
clean portion which can be sold or leased to hep pay for cleaning up the remaining contaminated portion,
and an acceptable buffer zone.

Advantages. When parcdlization works, the approach solvesamgor financia problem which otherwise
could keep property tied up for a protracted clean-up period and impose a substantia cash flow burden,
even in gtuations where only part of the property is contaminated.

Limitations. The parcelization gpproach can work only for properties that contain significant portions
which are environmentally clean. Loca zoning and subdivison ordinances may prevent the divison of
parcels and/or current property values may be too low to make parcdization a worthwhile dternative.

Reference for Further Information: See* Financing Remediation by Ddlisting and Sdling Clean Portions

of Affected Property”, Nestor & Adamowski, Remediation, Summer 1995, John Wiley & Sons, 605 3™
Ave., New York, NY 10158-0012, Telephone: 800-825-7750.
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QUALIFIED EMPOWERMENT ZONE FACILITY BONDS

Description: Private activity bonds are bonds issued by State or local governmentsfor public purposes.
To qudify for tax-exempt status, at least 90 percent of bond proceeds must be used by the State or local
government, and no more than 10 percent of the debt service on the bond may be derived from, or secured
by, atrade or business. Each State may only issue private activity bonds in amounts whose cumulative
vauein any year does not exceed $50 per capita or $150 million (the volume cap), whichever is greater.

In creating the federd Empowerment Zone/Enterprise Community (EZ/EC) Program, the 1993 Budget
Reconciliation Act also created a new category of tax-exempt private activity bonds for use in the
designated EZs and ECs, “Qudified EZ Facility Bonds.” At least 95 percent of the net proceeds of a
Qudified EZ Facility Bond must go to finance property or land inthe EZ or EC used by aqudified busness
inthe EZs. Thevaue of such bonds per qudified business may not exceed $3 million for each EZ/ or EC.
Also, totd bond financing for each principal user may not exceed $20 million for dl EZs and ECs.
Quadified EZ Facility Bonds are subject to State volume caps.

Actual Use: Information on the use of these Qudified EZ Facility Bonds in the eight previoudy exiging
urban empowerment zones is not clear. We are checking with the EZSECs themsdves to update this
information and plan to include it in the write-up of thistool on the Internet verson of the Guidebook as
soon as possible.

Potential Use: Thefederd government could (and plansto do so) name additiond communities as EZs
and/or ECs and extend digibility for these bonds to qudified businesses in those locations. The bonds
could be used to assist in the purchase, rehabilitation, and redevelopment of brownfields properties and
the structures and facilities located onthem. Federa law could be changed so that EZ facility bonds do
not count againgt State volume caps, or count againgt the caps at a reduced rate.

Advantages: Used in combination with other incentives available in EZs and ECs, these facility bonds
provide a potentialy powerful economic inducement to invest in these aress.

Limitations. EZ facility bonds by definition can only be used in federdly designated EZs and ECs, and
only by qudified businesses in those locations.

Reference for Further Information: OmnibusBudget and Reconciliation Act of 1993, Public Law 103-
66. U.S. Depatment of Housing and Urban Development (HUD), Office of Community Planning and
Development, 451 7th Street, SW, Washington, DC 20203, Telephone: 202-401-1020. U.S. EPA,
Environmental Financia Advisory Board (EFAB) report:  Financing Brownfields Redevel opment:
Linkagesto the Empower ment Zone/Enter prise Community Program, U.S. EPA, 401 M Street, SW,
Washington, DC 20460. Mail Code: 2731R.
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REAL ESTATE INVESTMENT TRUSTS

Description: A red estateinvestment trust (REIT) isaprivately or publicly-traded investment corporation
(whose shareholders may include ether or both retail and indtitutiona investors) that specidizesin buying,
improving, managing and sdalling red estate properties. A REIT isessentialy amutual fund that specidizes
in pooled investments in red estate. Most REITs have a particular rea etate investment focus such as
resdentid housing, industrial properties, general commercia properties, shopping centers, ic.

Actual Use: Hundreds of REITS exist across the country providing investment vehicles for billions of
dollars in red edtate properties located in thousands of communities. They are a mgor force in the
development of gpartment housing and shopping centers. REITsasan industry have been in existence for
more than thirty years and they are the vehicle for billions of dollarsin red estate investments each year
($6.5 billion in 1992).

Potential Use: REITs focusng on industrial and commercid red estate could begin to include sdect
brownfields propertiesin their portfolios. New REITscould be established that focus on buying, assessing,
cleaning up, redeveloping, and/or selling brownfields properties. They could also be structured to focus
investments on red estate properties located in empowerment zones and enterprise communities.

Advantages. RElITsarefully integrated companieswith professiona management and staff that put real
edtate planing, acquisition, development, management, and sales under one roof.  With thar investment
focus, REITscan assembleadiverse portfolio of real estate propertiesto spread and reducefinancia risks.
REIT dividend earnings can be tax-exempt for tax-exempt investors such as pension funds.

Limitations: REITs can be complex to develop and establish and they require skilled management and
deff to operate. They traditionaly promise fairly high rates of financia returns to participating investors
which may be difficult to manage with brownfields propertiesin their portfalio.

Reference for Further Information: U.S. EPA Region 5 Great Lakes Environmenta Finance Center
(GLEFC), The Urban Center a Cleveland State University, Economic Development Program, UB- 215,
Clevedland, Ohio 44115, Telephone: 216-687-6947, Fax: 216-687-9227, World Wide Web site:
http:/imww.csuohio.edu/glefc/  Other good sources include Nationa Rea Edtate Investor and Urban
Land magazines, which frequently have articleson REITs.

113



EFAB/EFC Guidebook April 1999

STATE VOLUNTARY CLEANUP PROGRAMS

Description: StateVoluntary Cleanup Programsarestructured to addresstheenvironmenta and financing
problems associated with brownfields and other contaminated properties. These programs seek to
encourage the cleanup of such gtesin atimely manner by diminating many of the procedura and economic
barriersto cleanup and reuse. They provide avariety of incentivesfor private companies and developers
to voluntarily clean up Stes. These programs set clear environmenta standardsand provide protection from
future environmentd liability. They include oversght, review, and gpprova mechanisms to ensure that
cleanup standards are met. While every program is unique, many contain most or dl of the following
elements. consolidated permits, land use-based cleanup standards, flexible and clear cleanup procedures,
lidbility release mechanisms, professiond certifications, proportiond ligbility provisons, tax incentives, and
voluntary agreements.

Actual Use: Since Minnesota set up thefirst State Voluntary Cleanup Program in April 1988, more than
thirty States nationwide have established smilar programs. Moreover, the pace a which these programs
are being established is accderating. In the last two years adone, twelve States have set up Voluntary
Cleanup Programs. The Environmental Protection Agency (EPA) has developed interim policies for
defining its relations with these programs and offers officid recognition via memoranda of agreement
(MOAS). To date, EPA has sgned MOAs with ten States and is negotiating MOASs with eight others.

Potential Use: All fifty States, Puerto Rico, Territories, and Indian Tribes could develop Voluntary
Cleanup Programs offering some or al of the features described above to help cleanup and redevelop
brownfields and other contaminated properties. In addition, these entities could define their programs
relationships with USEPA through MOASs.

Advantages. These programsoffer participantsthe possbility of considerable savingsintermsof timeand
money. They offer at least partial (Sometimes considerable) protection from environmentd liability. They
make contaminated Site cleanup easier and more understandabl e by standardizing cleanup proceduresand
greamlining State programs. Lendersmay fed more comfortable (may lend money to finance cleanup) with
properties processed through a State VVoluntary Cleanup Program.

Limitations: EPA does not have to recognize State Voluntary Cleanup Programs and/or honor any
lidhility protection they provide. Some cleanups cost more under these programs than if property owners
do it themselves. Once aproperty owner enters a program, they may not be able to opt out.
Reference for Further Information: U.S. EPA, Office of Solid Waste and Emergency Response, 401
M Street, SW, Washington, DC 20460, Telephone: 202-260-4610, Fax: 202-260-3527. U.S. EPA,
Office Enforcement and Compliance Assurance, Aried Rios Building, 1200 Pennsylvania Avenue, NW,
Washington, DC 20044, Telephone: 202-564-2440.
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TAX ABATEMENTS

Description: A tax abatement is a temporary moratorium on charging the usud tax rate on a new
investment. It may taketheform of afull or partid exemption from taxes such astangible persond property
and/or red estate. The exemption will only be in effect for a specific period of time such asfive or ten
years. Thetax abatement granted may be restricted to new development in specia designated areas such
as empowerment zone/enterprise community, or it may be targeted on a case-by-case basisto particularly
desrableindividud development. Tax abatements are individualy tailored regarding time and scope to
dlow the State or loca government to caculate the exact cost of the tax change, and thus, the exact tax
benefit offered aswell.

Actual Use: States and communities across the country use various forms of tax abatements to
encourage and support economic development. For example, Ohio, New York, and Minnegpolis,
Minnesota, are currently using tax abatements to attract economic development to specific locations,
including brownfields properties.

Potential Use: Many additional communities nationwide could direct the use of thistype of tax incentive
toward brownfields redevelopment and redlize substantia environmental and economic benefits. If more
States and communities nationwide used this financia tool in this way, it could become a mgor forcein
spurring increased brownfields cleanup and redevel opment.

Advantages. Tax abatements can make otherwise uneconomical projects attractive to property owners,
developers, and financia supporters. These abatements can often provide a subgtantiad incentive for al
parties to participate in particular projects. If the new development is properly structured and successtul,
the community tax base will grow at arate, and to asize, that more than offsetstheloss of taxesdueto the
abatement.

Limitations. Tax abatements detract from the resource base of States and communities. If given when
invesment would have occurred anyway, they represent the waste of an incentive and an unnecessary |oss
of resources. The granting of tax abatements only to select projects may raise concerns about equity.

Reference for Further Information: U.S. EPA Environmental Financiad Advisory Board (EFAB)
report, Financing Strategies for Brownfields Redevelopment, March 1996, U.S. EPA, 401 M Strest,
SW, Washington, DC 20460, Mail Code: 2731, Contact: Timothy McProuty at mcprouty.timothy
@epa.gov. Seeaso, Berger, Robert S., Campbell, Patricia, C., Crollelll, James, A, Marsh, Wendy A.,
et. a., Recycling Industrial Stes in Erie County: Meeting the Challenge of Brownfield
Redevel opment, Buffao Environmenta Law Journd, VVolume 3, 1995.

115



EFAB/EFC Guidebook April 1999

TAX INCENTIVES

Description: Therearethreebasictypesof tax incentives offered by federa, State, and local governments
-- exemptions, credits, and deductions. Exemptions provide a release from taxation. Credits provide
dollar-for-dollar reductions in taxes owed. Deductions allow certain costs or expenses to be subtracted
from income over one (exspensing) or more years (depreciation). Governments offer incentives to
encourage behavior deemed desirable for economic, socid, or other reasons. Incentives help to level the
economic playing field between brownfidds and greenfidds.

Actual Use: A number of States use tax incentives to promote brownfields redevelopment. The
M assachusetts Economic Development Incentive Program offers tax benefits to businesses in blighted
aress. Bendfits provided to digible projects (including brownfields requiring cleanup) include a5% State
Investment Tax Credit, a 10% Abandoned Building Tax, priority for State capital funding and specid
municipd tax assessment. Ohio's Brownfield Site Clean-up Tax Credit Program provides franchise or
income tax credits for the voluntary cleanup of contaminated Sites. The basic tax credit is 10% of eigible
costs or $500,000, whichever isless. In designated aress, the credit is 15% of eligible costs or $750,000,
whichever isless. Thecreditsare only available to companieswho have participated in the State V oluntary
Action Program and received a“Covenant Not to Sue.”

Potential Use: Thereareanumber of other tax incentives being considered by the States and the federa
government to promote brownfields redevelopment (see Section 9., Brownfields Cleanup Tax
Deduction which permits non-responsible parties, including owners and prospective purchasers, to fully
expense cleanup codts in the year incurred). This particular proposd provides a potentid $2 billion in
incentives over seven years and be targeted to existing and proposed empowerment zones/enterprise
communities, Environmenta Protection Agency (EPA) brownfields pilots, and areas with high poverty
rates. Another proposed incentive is a tax credit equa to 75 % of the costs of cleanups approved by
federal or State agencies. Findly, some have proposed making brownfields cleanup activities digible for
tax-exempt indudtrial bond financing.

Advantages: Tax incentives make it less costly for businesses to undertake brownfields redevelopment
activities. They may be combined with other incentives such as ligbility releases, grants/loans, and
insurance to leverage sgnificant private investment. They may dso motivate invesment by sgnding to
businesses that the development is desired and will get specid attention.

Limitations. Tax incentives represent adirect loss to the resource base of governments. They may be
so codtly that they can be offered to only alimited number of specid areas or projects. If tax incentives
are given when not absolutely needed, they can be a significant waste of resources.

Reference for Further Information: Northeast-Midwest Ingtitute 218 D Street, SE, Washington, DC
20003, Telephone: 202-544-5200, Fax: 202-544-0043.
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TAX INCREMENT FINANCING

Description: Tax increment financing (TIF) provides for the temporary alocation to carefully defined
redevel opment digtrictstheincreased tax proceedsin an alocation areagenerated by increasesin assessed
property vaues. TIF utilizestheincreased tax revenues stimulated by redevelopment to pay for the capita
improvements required to induce the development. In abasic TIF, property assessments are frozen at a
pre-development level in the specified area.  Bonds are then issued to finance a portion of the
redevelopment. As property vaues and assessmentsin the areaincrease, the TIF authority or the city use
the increment in tax revenues to meet the debt service on those bonds.

Actual Use: Tax increment financing has been used by local governments nationwide for yearsfor awide
variety of economic development projects. The technique was originaly used to raise the locd share or
match required for urban renewa projects. It is most often used for economic development projectsthat
provide specific, measurable benefits to a select, well defined group of taxpayers. TIF laws are on the
books in more than thirty States. The City of Cleveland, Ohio, has used this type of financing in a
specificaly defined geographic area containing a number of contaminated properties.

Potential Use: Tax increment financing could be used across the nation as one more incentive offered
by citiesto encourage and support the cleanup and redevel opment of contaminated brownfiel ds properties.
TIF dso might be used by State and local governmentsto direct development away from environmentally
sengitive aress (see the closdly related tool in Section 8., Tax Increment Financing - CBEP).

Advantages. Tax increment financing makes development sdlf-financed. TIF isvery flexible and very
focused. Loca control is retained and no debt limitation usudly applies. Redevelopment risks are shifted
from taxpayers to the bondholders.

Limitations: TIF bonds pose agreater risk to investors and, thus, bear higher interest rates than genera
obligation bonds. TIFs are complex and require considerable financid, development, engineering, and
other expertise.

Referencefor Further Information: Baker & Danielsdocument,Local Gover nment Funding Sour ces,
Seventh Edition, July 1995, Baker & Daniedls, 300 North Meridian Street, Suite 2700, Indianapolis, IN
46204, Telephone: 317-237-0300. This booklet describes numerouslocal government funding sources,
focusng on Indiana. See dso, U.S. EPA Environmental Financial Advisory Board (EFAB) report,
Financing Strategies for Brownfields Redevelopment, March 1996, U.S. EPA, 401 M Street, SW,
Washington, DC 20460, Mail Code: 2731R, Contact: Timothy McProuty at
mcprouty.timothy@epa.gov.
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TRANSFERABLE DEVELOPMENT RIGHTS

Description: Intraditiond transferable development rights (TDR) programs, rura property owners are
alocated a specified number of TDRsin exchange for agreeing not to develop, or to limit development on
their land. Thesemostly rural property ownersare permitted to sell these TDRsto real estate devel opers,
who are then permitted to use them to exceed zoning requirements on properties they own in other more
developed aress.

Actual Use: TDRshave been used by local governmentsto preserveland for agricultura uses, asforests,
or asnaturepresarves. Fauquier County, Virginia, and Montgomery County, Maryland, havelong standing
TDR programs whose purpose are to preserve land but not to generate revenues. Since the landowners
receive dl funds related to the purchase of development rights, existing TDR programs are either revenue-
neutral or are operated at-cost to local governments.

Potential Use: If loca governmentstook a percentage of each TDR transaction, enough funds might be
raised to use for land purchases and development. TDR programs might be adapted to encourage
brownfields redevelopment, thus protecting greenfields from development. Under a brownfields TDR
system, developers that agree to redevelop brownfields could be given additiona zoning credits thet let
themexceed dendity or height requirements, or provide some other flexibility. These credits could be used
at the brownfields Site or on other properties owned by the devel oper.

TDRs could aso be used within the context of acommunity-based environmental protection program to
distribute and direct growth in a designated geographical area such as awatershed. Development could
might be precluded on strips of land adjoining main waterways and tributaries.

Advantages. Properly structured TDR programs would alow loca governments to better control and
direct growth. They would enablelandownerswhose propertieswill not be developed to receive full value
for their land, and permit development to be redirected to already-developed aress.

Limitations. Ascurrently structured, TDR programs are not arevenue-generating mechanism. Evenwith
thisincentive, landownersand devel opersmay not want governmentsdi ctating what they do with properties
that they own and want to sdll and/or develop.

Reference for Further Information: Financing Alternativesfor Maryland’ s Tributary Strategies:
Innovative Financing Ideas to Restore the Chesapeake Bay, Report of the Governor’s Blue Ribbon
Panel, December 1994; The Growth Dilemma: The Chesapeake in the 21st Century (Conference
Proceedings), Maryland November 1989. Containsgood description of TDR programsand rulesof thumb
for implementing successful TDR programs.
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OTHER

Description:

Actual Use:

Potential Use:

Advantages.

Limitations:

Referencefor Further Information:
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COMPARISON MATRIX FOR FINANCING BROWNFIELDS REDEVELOPMENT

Criteria/ Actual | Revenue Admini- | Equity | Financial | Environ-
Use Sze srative Lever- mental

Brownfieds Tool Ease aging Benefits
BrownfieldsClean- | Low Mod. High High Mod. High
up Tax Deduction

*Clean Land Fund Low Mod. Mod. Mod.- | High High
(Revolving Fund) High

*Community Mod. Mod. Mod. High High High
Development
Financial
Ingtitutions

*Empower ment High High Mod. Mod. High Mod.
ZonesEnterprise

Communities

*Environmental High High Mod. Low Mod.- Mod.-
Insurance High High

*Environmental High High Mod. Mod. Mod.- Mod.-
Liability Releases/ High High
Agreements
EPA: Brownfidds Mod. Low- Low Low Mod.- High
Assessment Mod. High
Demonstration
Projects
EPA: Brownfidds Low Low Low Low High High
Workforce
Development
EPA: SRF Low Mod.- High Mod. High High
Brownfidds L oans High
(Clean Water)
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COMPARISON MATRIX continued
Criteria/ Actual | Revenue | Admini- | Equity | Financial | Environ-
Use Sze strative Leverag- | mental
Brownfields Tool Ease ing Benefits
EPA: Superfund Mod. Low- Low- Low- High High
Trug Fund Mod. Mod. Mod.
*Environmental High High Mod. Low- High High
Risk Management Mod.
(Real Estate)
*Federal Assistance Mod. High Mod. Mod. High High
Programs
Indudtrial Mod. Mod. Mod. Low Mod. High
Development Funds
Land Reclamation Low Low Mod. Mod. Mod. High
Banks
Land Recycling Low Low Mod. High High High
Companies
Property Low Low Mod. Mod. High Mod.
Par celization
*Qualified Low Mod. High Mod. High Mod.
Empowerment Zone
Facility Bonds
Real Estate Low Mod. Low - Mod. High Mod.
Investment Trusts Mod.
*State Voluntary High Mod.- High Mod. Mod. High
Cleanup Programs High
*Tax Abatements Mod. Mod. High Low- Mod. High
Mod.
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COMPARISON MATRIX continued

Criteria/ Actual | Revenue | Admini- | Equity | Financial | Environ-
Brownfields Tool Use Sze strative Leverag- | mental
Ease ing Benefits
*Tax Incentives High High Mod. High High High
Tax Increment Low Mod. Low- Mod. Mod. Mod.
Financing Mod.
Transferable Low Low Mod. Mod. Low Low-
Development Mod.
Rights

High - High use (over 25 States, many localities); other criteria score high (e.g., specific, easy to use,
avalable, flexible, highly leveraged and dmost dways results in actud redeve opment)

Mod. - Moderate use (10-25 States, some localities); criteria score in medium range, may not aways

result in project completion

Low - Low or rare use thus far; one or more mgor implementation problems exist

* Star indicates best-rated mechanisms
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10. TOOLSTO ACCESSFINANCING FOR SMALL BUSINESSESAND THE
ENVIRONMENTAL GOODSAND SERVICESINDUSTRY

INTRODUCTION

The United Statesisthe largest producer and consumer of environmental goods and servicesin theworld.
The U.S. Government definesthe environmenta goodsand serviceindustry (EGS]) asthose environmenta
technology companies salling specialized goods and services used for pollution prevention, abatement and
remediation. For example, EGSl businesses sdll goods to water and wastewater trestment facilities such
as in pumps, insruments, and trestment chemicals, and services such as engineering congruction and
environmenta monitoring and testing. EGSI companiesaso produce"green” products, or environmentaly
friendly dternatives to traditiona products such as chlorine, or new production processes such as dudge
dewatering or handling facilities. For solid and hazardouswaste, EGS| firms sell recycled paper products,
and biotechnology products or processes for waste reduction. For air pollution control, they s&ll product
dternativesto dry cleaning solventsor metd finishing, and indoor air pollution reduction equipment. Energy
reduction and dterndtive products for agriculturd production aso are included in the definition of EGS
technology.

A smdl business is often described as a business having under 50 employees. In this country, small
businesses account for over 90 percent of al busnesses but produce a clear minority of goods and
services. However, in the past five years, they accounted for most of the growth in the economy.

While large and medium-sized EGSl companies are prospering in this country, smal environmenta goods
and sarvices businesses Hill present financing chalenges. In genera, smdl businesses traditiondly are
difficult and cogtly to capitdize adequately because of weak credit consderations, inadeguate experience,
poor economies of scale, the lack of established markets and other factors, dl of whichincrease the cost
of cgpita. Small EGSl businesses remain relatively smal in number, particularly for “green” products
compared to specidized services, and smal EGSl businessesmust compete against much larger engineering
and technology companieswith market niches, in-house research and devel opment, and years of operating
experience, including oversess.

Whether the smal EGSl business sector remains fledgling because of a scarcity of capitd or inability to
access financing or other services is debatable. Some traditiond lending indtitutions such as commercid
banks report that even when they offer special programs to lower lending costs or waive other credit
requirements to assst smal EGSl businesses, the supply of financing gppears to exceed the demand. In
contrast, others argue that financia and environmental risk factorsinhibit the flow of capital to smal EGSI
businesses. Also included in the definition of the problems of smdl businesses is their access to EGS
technology and services. For example, asmdl dry deaning facility may find it difficult to learn about new
wet cleaning processes, and/or may find acquisition of such new technology unaffordable.

124



EFAB/EFC Guidebook April 1999

This Section of the Guidebook has been expanded to a considerable degreein the 1999 revison. The
tools presented in the Section continue to include both equity mechanisms such as venture capita, grants
and private placements, and debt mechanisms such asloans. A number of non-capita mechanisms/tools
such as the use of business plans and networking devices dso continueto be presented. However, for
the firgt time, government programs administered by the U.S. Department of Commerce s Smdl Business
Adminigtration and other federa agencies are covered in some depth.

Readers aso should note that in addition to the tools presented in this Section, a considerable number of
tools presented in other Sections may prove useful to small businessesand the EGSl. For example, many
of the types of information exchange tools described in Section 5: Tools for Delivering Financial
Outreach arevery applicableto these businesses. In addition, someof thetools (and/or the conceptsthey
embody) presentedinSection 2: Toolsfor Acquiring Capital, Section 3: Toolsfor Enhancing Credit,
and Section 6: Toolsfor Lowering Costs may prove helpful to small businesses and the EGS.
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10.A. EQUITY CAPITAL
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10. A. EQUITY CAPITAL

Description: Equity capitd isinvesment in a business made by externd sources, and generdly entalls
some ownership and/or partnership arrangement. Equity contributionsaso may be made viaspecid grants
or credit enhancements, or in-kind contributions.  As contrasted with the financia interest crested by
borrowing which creates a debt by the business to the lender, equity investments may not result in added
financid ligbility reflected on afirm's baance sheet. Mogt sart-up smal EGSl businesses require some
equity investment, since 100% debt financing is too risky for most lenders. However, equity investments
usudly are combined with debt tools in funding packages.

Equity invesment is a highly cregtive, entrepreneuria activity in this country, and in periods of economic
growthmay account for ahigh proportion of businessgrowth. Equity investmentsin smal EGSl businesses
can come from a variety of sources, including individuas, other companies such as venture capita
companies or parent companies, governments, and via the stock exchanges. Non-monetary equity
contributions can be made with contributions of and, buildings and equi pment, goods and personnd, and
the use of a larger company's name, technology, business plan or markets (including franchisng and
drategic aliances between businesses). A number of management tools such as investment forums and
networks, and the use of business plans for marketing purposes are presented.

Advantages. The greater the equity investment in asmal business, the less debt that must be incurred.
Equity investments can be more flexible than debt structuring, as terms are negotiated on a case-by-case
basis. Such investments may leverage additiona monies by opening the doors to more traditiona credit
sources.  Smal business managers sometimes can benefit greatly from the expertise and persond
commitment of equity investors. Theseinvestorsmay alow small businessesto survive short-term solvency
problems, unlike debt instruments which must be regularly repaid.

Disadvantages: Equity investors will demand some return on their money, ranging from norma interes,
dividends, and profit distributions to a large ownership stake, perhaps even a contralling postion, ina
company. They may demand repayment in ardatively short time period, for example, from three to five
years. Arranging equity investment is difficult and time consuming from the point of view of the amdl
business, particularly since invesment terms vary condderably, and outside advice such as attorney fees
can be very expensive. Different States have different laws pertaining to partnerships. Many investors,
particularly largeinvestors, avoid investing in start-up companiesor inhigh risk Stuations. Small businesses
may lose their sense of ownership or identity if outside equity contributors assume controlling positions or
become difficult to handle. The overdl economic climate subgtantialy influences the amount and kind of
equity investment.
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Summary: The equity tools presented here entail congderableinitiative on the part of the small or EGSI
business, but are widely available. With the exception of government grants, equity investments also are
highly expandable and frequently highly leveraged, and result in the kind of entrepreneuria innovation
representing the best of the American enterprise.
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*1.
*2.
*3.
*4,

*6.

*9.
10.
*11.
*12.
*13.
14.
*15.
*16.

LIST OF EQUITY TOOLS
(In Alphabetical Order)

Agriculture: Alternative Agricultura Research and Commercidization Corporation
Angels (Persond Investors)

Business Plans

Commerce: Small Business Administration (SBA) -- Angdl Capital Electronic Network
Commerce: SBA -- Small Business Innovation Research Program

Commerce: SBA -- Smal Business Investment Companies

Environmental Capital Network

Environmenta Opportunity Funding Corporation

Franchisng

Investment Forums

Investment Networks

Joint VVentures

Private Placements

Public Offerings

Strategic Alliances

Venture Capital

* Starsindicate most highly rated mechanisms as described in the Comparison Matrix at the end of the
narratives. See Introduction to the Guidebook for a description of the criteriaused. Ratings of “High”,
“Moderate’, and “Low” arefor comparison purposes only, as someratings are necessarily subjective and
data are incomplete.
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DEPARTMENT OF AGRICULTURE
ALTERNATIVE AGRICULTURAL RESEARCH AND
COMMERCIALIZATION CORPORATION

Description: The Alternative Agricultura Research and Commercidization (AARC) Corporation is a
federa-government-owned corporationwhich reportsto the Secretary of Agriculture and isauthorized to
recelve annual appropriations from Congress. It is a venture capitd firm that makes investments in
companiesto help commercidizeenvironmentaly friendly biobased industrid products (non-food and non-

feed) madefrom agricultura and forestry materidsand animd by-products. The corporation’ sinvestments
typicdly include an equity postion and/or a roydty on sdes. Preference is given to funding pre-

commercidization activities in companies that dready have marketable products. Any private individua
or company can apply for aninvestment. Applicant’smust demonsirate management, technica, marketing,

and financia expertise and are expected to provide at least one-to-one match.

Actual Use: Investments range from $100,000 to $ 1 million and the average initid investment in a
company has been $300,000. Initsfirs five yearsthe Corporation invested $33 millionin 70 projectsin
33 dates, leveraging $105 million in private funds. Innovations brought to market include kenaf fiber
eroson mats, soy-based cleaning products, and biodegradable, seed-based automotive engine and
transmission lubricants.

Potential Use: AARC Corporation investments can enable a firm to bring to market innovative,
environmentally friendly products which other venture capitalists might not be willing to fund.

Advantages. The 1996 Farm Bill established afederd procurement preference for products produced
in partnership with the Corporation. This gives companies receiving AARC Corporation investments and
advantage in marketing their products to the federa government.

Limitations: Thisis not a grant program. It is a source of venture capital investment for which the
Corporation expectsto receive a premium in return for the risk incurred. The AARC Corporations is a
relatively smd| player in the $35 billion organized venture capita market.

Referencesfor Further Information: Contact Alternative Agricultura Researchand Commercidization
Corporation, U.S. Department of Agriculture, 0156 South Building, 1400 Independence Avenue, SW,
STOP 0401, Washington, D.C. 20250-0401, Telephone: 202- 690-1633,

Fax: 202-690-1655, Internet: www.usda.gov/aarc/.
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ANGELS
(Personal Investors)

Description: Anangd isan individua who as a private invetor buys into acompany usudly in its early
sages. Many of these adventurous investors are highly paid professionas such as doctors, dentists,
lawyers, accountants, etc. Other types of angd investors can include, middle managers, entrepreneurs,
associates, friends, and even rdatives. While angds include wedlthy, sophigticated millionaire investors,
the average income of an angel is around $100,000. Angels are digtinguished by the fact that they are
inveging only their own money, not other people' s money. The average angd investment is less than
$50,000.

Actual Use: Angds are the largest source of risk investment capitd in the United States. Rdiable
estimates place the number of investor angelsin the country at nearly one million strong. Theseangd sinvest
over $27 hillion in business ventures each year with about haf of that amount going to fund early-stage
businesses. Moreover, 90 per cent of thisinforma venture capita goesto financing of lessthan $1 million
and 82 per cent to financing under $500,000. Angel investors review more than two million proposasfor
capital ayear and fund about 20 per cent. Thus, they providefinancing to 400,000 small businessesayear.

Potential Use: For small businessesand environmenta firms, investor angel srepresent the greatest sngle
source of capital. They are ided for start-up companies who are too new to qualify for bank loans,
expanding companies with growth potentia who are too smal to attract traditiona venture capitd, and
companies needing only asmal amount of money.

Advantages. More than 85 per cent of angel investors do not seek voting control of the businesses that
they finance. Angds are willing to make smal investments. Asagroup, angelsinvest 60 per cent of their
money in start-up businesses. They dso ofteninvest in other typesof risky businessdeds. Angel investors
are loca, numerous, and they are everywhere.

Limitations: Itisdifficult to raise more than $500,000 from angel investors. Angels are expensive, often
wanting areturn on their money ranging from 20 to 40 per cent. Alternatively, they may demand 10 to 30
per cent or more of the company. Further, angels expect to get their investment back relatively quickly
(four years). Mogt invest only in companiesthat are physcaly located within 50 miles of where they live
or work.

Reference for Further Information: Blechman, Bruce Jan, and Levinson, Jay Conrad , Guerrilla

Financing: Alternative Techniques to Finance Any Business, Houghton Mifflin Company, 2 Park
Street, Boston, Massachusetts 02108, November 1991.
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BUSINESS PLANS

Description: A busnessplanisadetailed, written description that outlineswhat the company’ sactivities,
gods, progress to date, plans for growth, and financia projections. The plan is both a strategic and an
operating document. It should include adetailed blueprint for action to which the enterprise’ smanagement
team has voluntarily committed. The business planis the most important document that a company will
ever produce as ameansto obtain financing. Every potentid equity investor will want to see a detalled
business plan which informs them as to what management intends to do with its monetary and human
resources. The plan may include information on what the company seeks from investors and whet it is
willing to give, what the potentia returns are for investors, and who management is and why they are the
right people to run the company.

Actual Use: Busness plans are used by amost every firm, large or smdl, in the private sector, and in
larger non-profit agencies. Ther use is expanding to the public sector. Some loca government
privetization or contracting-out initiatives resulted from the development of forma or informa business
plans. These documents identified the “business’ of the organization as the provison of a high qudity
environmentd service, and that the responsbility of the operations side of the business was to implement
this in the mogt effective and cogt-€efficient manner, which does not in al cases require public employees
to ddiver the service. Business plan software dso iswidely avallable.

Potential Use: Business plans can be used by any organization as a means to identify and integrate its
operations around its core services or products. Recently, business plans have been suggested as away
for smdler and medium-sze environmental and other utilities to bolster their financia, manageriad and
technical capacitiesto deliver services. Businessplanscan a so be used by governmentsto spur the optimal
in-house provison of environmental and other services.

Advantages. The business plan requires the managers and/or operationa staff to identify the “business’
they areengaged in, and to articul ate the directionsin which they wish to proceed. 1t encourages managers
and employees to think in a more efficient, cost-effective and strategic manner by placing day-to-day
operationa functionsin the context of a detailed plan based on carefully defined goas and objectives.

Limitations. Requires the andytic, financid, persond, and time commitments of management and staff
to honestly examine the business (products and/or services provided), devel op the detailed business plan,
and then implement it.

Reference for Further Information: Brandt, Steven C., Guide for Preparing a Business Plan,
Gainer & Associates, 863 H Street, Suite A, Arcata, California 95521, Telephone: 707-822-4448, Fax:
707-822-4457. A good example of software is BizPlan Builder, JAN 1996, 1975 W. El Camino Redl,
Mountain View, CA 94040, http:/Mmww.jian.com/.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
ANGEL CAPITAL ELECTRONIC NETWORK

Description: The Angel Capital Electronic Network (ACE-Net) is a nationwide Internet-based listing

servicethat providesinformationto accredited investorson small busi nesses seeking $250,000to $5 million
inequity financing. Sponsored by the Small BusinessAdminigtration's(SBA’ s) Officeof Advocacy, ACE-

Net requires companies seeking capital to submit a completed Small Corporate Offering Registration
(SCOR) FormU-7 and pay an annua $450 subscription fee. Entrepreneursfirst must complete and sign

an entrepreneur enrollment form and send it to the nearest Network Operator, who will then issue a
password to alow online completion of required forms. Entrepreneurs must be prepared to provide
detailed businessplansand financia statementsto potentia privateinvestors. Investorsaso must complete
an investor subscription form and mall it to the nearest Network Operator.  The system is designed for

companies to use the Accredited Investor Exemption for offerings under Regulation A or Regulation D
(Rule504). Accredited investors must have anet worth of $1,000,000 or have an annua income of more
than $200,00.

Actual Use: ACE-Net was announced in October 1996.

Potential Use: Firmsin aposition to raise funds under Regulation A or Rule 504 might use ACE-Net as
amethod for contacting potentia investors. ACE-Net is planned to become a private, independent, not-
for-profit organization.

Advantages. ACE-Net offers a formalized method for smal, entrepreneurid firms to contact potentia
investors. It operates on a secure server meant to safeguard confidentia information from unauthorized
access.

Limitations. Internet accessisrequired. Postings of SCOR forms on ACE-Net are securities offerings
and entrepreneurs should consult withasecuritiesattorney regarding possiblerequirementsto make certain
filings with the SEC prior to listing on ACE-Net. Legd and other costs probably make it impractical for
companies to seek less than $250,000.

Referencefor Further Information: Consult a securities law practitioner. Contact ACE-Net on the
Internet at: http://www.sba.gov/advo/acenet.html. Contact the U.S. Department of Commerce, Small
Business Adminigtration, Office of Advocacy, 409 Third Street, SW, Washington, D.C. 20416, Phone:
202-205-652, Fax: 202-205-6928, Internet: www.shaonline.sba.gov/ADVO.
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DEPARTMENT OF COMMERCE
SBA SMALL BUSINESSINNOVATION RESEARCH PROGRAM

Description: The Smdl Business Adminigration (SBA) Smdl Business Innovation Research (SBIR)
Programisahighly competitivefederd avard system. It seeksto stimulate technologica innovationsin the
private sector, strengthen the role of small business in meeting federd research and development needs,
increase private commercidization of innovetions derived from federdly supported research and
development efforts, and foster participation in technology innovation by women-owned and socidly and
economicaly disadvantaged smdl business firms. It has three phases, the firg two of which involve
contract or grant funding agreements between participating federd agencies (listed below) and qudified
amal businesses. A qudified smdl businessesisafor-profit firm which, incduding its effiliates, hasno more
than 500 employeses, is independently owned and operated, and is at least 51% owned by U.S. citizens
or permanent resident aliens. Phase | funding is up to $100,000 for up to six months, to conduct a
feedbility sudy to evauate scientific and technica merit of anidea. Phasell funding isup to $750,000 for
up to two years, to expand on the results of, and further pursue development of, Phasel. Phaselll relies
on other federad or private funds to support the commercidization of Phase Il results. SBA's
Commercidization Matching System helps SBIR awardees locate funding sources needed to bring their
innoveations to market.

Actual Use: Technical abstractsof previoudy funded Phase | and 1l projects are available from agencies,
including some on Internet Sites.

Potential Use: The program could help firms in the environmental goods and services indudtry.

Advantages. Phase | and Il funds are grants. However, commitment of private funds for Phase 111
increases the likelihood of Phase I1 funding.

Limitations. The program is extremely competitive. Some agencies offer less funding than others (e.g.,
USDA offered $65,000 for Phase | in fiscal 1998).

Reference for Further Information: SBA, Office of Technology (for federa-government-wide SBIR
program information and tips on proposa preparation), Telephone: 202-205-6450. Federd contacts
include Department of Agriculture, Telephone: 202-401-4002, Fax: 202- 401-6070; Department of
Commerce, Telephone: 301-713-0829; Department of Defense, Telephone: 800-382-4634, Fax: 800-
462-4128; Department of Educetion, Telephone: 202-219-2004; Department of Energy, Telephone: 301-
903-1414; Department of Health and Human Services, Teephone: 202-206-9385, Fax: 301-206-9722;
Department of Transportation, Telephone: 617-494-2051; Environmenta Protection Agency, Telephone:
800-490-9194, Fax: 202-565-2447; National ScienceFoundation, Telephone: 703-306-1390, Fax: 703-
306-0298; National Aeronautics and Space Administration, Telephone: 703-281-1745 or 301- 918-
1980.
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DEPARTMENT OF COMMERCE
SBA SMALL BUSINESSINVESTMENT COMPANIES

Description:  Smal Business Invessment Companies (SBICs) are privately organized and privately
managed investment firmslicensed by the Smdl BusnessAdminigration (SBA). Using private capita and
capital borrowed at favorable rates via the federa government, SBICs channe monies to small, fast-
growing companies, both new and established. They provide equity capitd, long-term loans, and expert
management assistance to qualifying businesses. Asprofit-motivated entities, SBICsexpect to shareinthe
success of the small businesses in which they invest. There are two types of SBICs, regular SBICs and
Specidized Small Businessinvestment Companies(SSBICs). SSBICsaretargeted totheneedsof socidly
or economically disadvantaged entrepreneurs.

Actual Use: SBA requires aminimum private capitd investment of $5 million from an SBIC or SSBIC,
and a$10 million investment if they intend to utilize participating securities. An SBIC or an SSBICin good
ganding may receive leverage equa to 300 percent of its paid in private capital. To obtain leverage,
SBICsissue market rate debentures which are guaranteed by the SBA. Thereare 271 SBICsnationwide
with $3.5 billion in private funding and $1 billion in federd monies to invest or lend. Some SBICs are
general-purposein nature, whileother focuson specificindustries, geographic aress, or typesof borrowers.
Some industries sponsor SBICsto encourageinnovation. SSBICsfocus on women, minorities, and other
socialy or economicaly disadvantaged groups.

Potential Use: An SBIC could beformed for the express purpose of providing capital to smal businesses
in the environmental goods and services industry, and/or to specific sub-segments of that industry. The
SBIC could focus its investment on start-up companies and/or on promoting environmenta technology
innovetion.

Advantages. SBIC funds can open the door to other more traditiona financing such as lines of crediit.
SSBI Cssupport businessesthat cannot qualify for investmentsfrom regular SBICsand venture capitaists.
SBI Cs benefit from government leverage and enjoy certain tax advantages. SBICs specidize in smdl
business financing and have considerable experience/expertisein that area. SBIC may make investments
or loans in cooperation with other public or private parties.

Limitations. SBIC funds have more requirements and involve government officids. SBICs may have
limited monies to invest and not be ableto help in future financings. They arerestricted in the kinds of red
edate investments they can make, and may invest no more than one-third of their portfoliosin red estate.
SBICsmay not invest in businesses whaose main activity involves reending or reinvesting.

Reference for Further Information: U.S. Small Business Administration, 409 3rd Strest, SW,
Washington, DC 20416, Telephone: 202-205-6600.
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ENVIRONMENTAL CAPITAL NETWORK

Description: The Environmental Capitd Network (ECN) is a project of the Center for Environmenta
Policy, Economics and Science, a 501 (3) not-for-profit, tax-exempt corporation. The ECN offers
sarvices to bring together environmenta companies and investors.  Its god is to hep individud,
professond, corporate and ingtitutional investors access early-stage and expansion companies
commerddizing environmental and “green” technologies, products and services, thereby aiding such
companies in more efficiently and effectively raising capitd. 1ts Services include a monthly Investor's
Bulletin, periodic Capita Forums, aBusinessPlan Review program, and an Environmental Business Capita
Access Site (EBCAYS) Internet sitein conjunction with the Angel Capital Electronic Network (ACE-Net)
(see Section 10.A., Angedl Capital Electronic Network).

The Investors Bulletin, mailed to registered investors, provideskey information about companies seeking
capita. Companies must complete a questionnaire and sign an application and pay a $350 fee for three
digributions of the company profile in the bulletin over twelve months. The Capitd Forums periodicaly
give entrepreneurs a direct audience with potentid investors for aregistration fee of $245. The Business
Plan Review program requires three copies of the company’ s business plan and a$500 fee. The business
planisreviewed by two independent, knowledgesble investors and its marketing/sales section is andyzed
by an independent business development center. The Environmenta Protection Agency’s (EPA’s) Office
of Pollution Prevention and Toxics helps pay for thisservice. The EBCAS will provide agateway to the
ACE-Net servicefor environmenta and energy technology companiesandinvestors. EBCASissupported
by an EPA grant and is ajoint venture with the Michigan Energy and Resource Research Associdtion, a
regiond network operator for ACE-Net.

Actual Use: Thisis ardatively new effort to use the Internet to facilitate contacts between potentia
investors and entrepreneuria environmental companies.

Potential Use: If it attracts enough favorable attention from investors, ECN could be extremely valuable
to both entrepreneurs and venture investors.

Advantages. The partid funding by EPA cuts the cost to companies for the business plan review.
Limitations: Internet access is needed. ECN is not registered as an investment advisor or securities
broker-dealer with thefederd Securitiesand Exchange Commission. But, it isregistered asan investment
advisor conducting business as afinder pursuant to the Michigan Uniform Securities Act.

Reference for Further Information: Environmental Capital Network, 416 Longshore Drive, Ann

Arbor, M| 48105, Telephone: 734-996-8387, Fax: 734-996-8732, E-mail: mccabe@recycle.com,
Internet: http://bizser ve.com/environmental.capital .networ k/.
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ENVIRONMENTAL OPPORTUNITY FUNDING CORPORATION

Description:  The Environmenta Opportunity Funding Corporation (EOFC) is a flexible funding
mechanismdesigned to broker capital packagesfor environmenta businesses and environmenta projects,
both public and private, where capitd is not otherwise available from conventiona sources. The EOFC
will be primarily used by the Environmenta Protection Agency-funded Environmental Finance Centers
(EFCs) to help package and meet the capita requirements of their smal business clients (seetheindividua
pagesfor the EFCsin Section 5.A.: Ingtitutional Arrangements). The EOFC will charge feesfor its
services and after aninitid injection of public/private donated capita resources will become sdlf-sufficient
within areasonable period of time.

Actual Use: The Environmenta Opportunity Funding Corporation isin the planning and developmental
gtage, and as such, is not currently operationd.

Potential Use: The EOFC will be established by an EFC or a group of EFCs as a non-profit 501(c)(3)
corporation under the laws of a State, probably in Cdifornia The EOFC will function nationwide and
locate an office or offices only as needed to provide prompt and efficient services to its clients. For
example, it could use the offices of individua EFCs on an as needed basis. The Corporation’s main tools
will beindirect financia incentives such asloan guarantees, surety bond guarantees, lettersof credit, interest
rate increments, or subsidies. These incentives will help to provide the inducements needed to motivate
private capitd investments. The EOFC will help develop financid packages that provide flexibility to the
recipient businesses and reasonable rates of return to investors.

Advantages. The Environmental Opportunity Funding Corporation will focus its efforts on smal
bus nessesin the environmenta goods and servicesindudry. Its brokering efforts and financing assstance
will behighly leveraged, using secondary financing mechanisms such as credit guaranteesto attract private
capitd. The EOFC will operate nationwide in a flexible manner with exceptionaly low overhead codts.

Limitations. The EOFC is not yet operationd and is till exploring ways to raise the needed Start-up
capitd. Until the EOFC is fully operationd and earning feesfor its services, it will belimited in the amount
of assgtance it can provide to smdl environmenta businesses.

Reference for Further Information: USEPA Region 9 Environmenta Finance Center, Urban
Environmental Research and Education Center, California State University at Hayward, Building 7,
AlamedaPoint, 851 West Midway Avenue, Alameda, California94501, Telephone 510-749-6867, Fax:
510-749-6862, Internet/World Wide Web: http://www.greenstart.or g/efcO.
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FRANCHISING

Description: Franchising is a partnership where one party, the franchiser, grants a second party, the
franchisee, the right to use the franchiser’ s trade name, trademark, or advertising to market/distribute the
franchiser’s goods and/or servicesin a particular territory.  The franchiser usudly provides expertise on
a proven business plan to the franchisee through training and ongoing support.  The franchisee may
prescribe amarketing plan or alow the franchisee to participate in group distribution. The franchisee pays
the franchiser for the right to become and remain adistributor or dealer. Thismay involvean up front cash
payment, as well as payment(s) above and beyond the wholesde price of inventory or goods. Besides
money, the franchisee brings to the partnership an owner’s motivation to make the business a success.

Actual Use: Franchisng comprised over $300 hillion dollarsin sdlesin 1992 and thisfigureis projected
to reach $1 trillion by the year 2000 (Internationa Franchise Association figures). More than 40% of dl
retall sdes are generated by franchise companies and one out of every twelve businessesis a franchise.
Perhaps, the most famous franchise in the world isMacDondd' s, but there are many othersin dl fields of
business, including environmentaly-related ones. For example, Environmenta Air Servicesisafranchise
firm that seeks to reduce the contamination in air digtribution sysems. The firm was started in 1992 and
has thirty franchised units and one company-owned unit. Roto-Rooter Corporation, the well-known
plumbing and drain care services firm, is a franchise operation with over 600 |ocations worldwide.

Potential Use: Franchising could be used to help provide any kind of service or product that can be
marketed and sold in awide number of |ocations based on astandardized plan of operations. The concept
can be agpplied to dmogt any category of business from water leak detection services to marketing
environmentally-friendly hair care and other persona products.

Advantages. Franchisng permits entrepreneurs to participate in a proven business usng the business
aready-recognized name and aready developed business and marketing plans. It leverages the
franchiser’ s expertise with the franchisee’ s money and hard work.

Limitations: The franchiser must come up with the money to buy the franchise and then generate enough
revenuesto pay any continuing fees. The business concept may not be equally gpplicablein dl areas. The
franchisee mugt carefully investigate the franchiser and its business concept.

Reference for Further Information: Internationa Franchise Association, 1350 New Y ork Avenue,

NW, Suite 900, Washington, DC 20005, Telephone: 202-628-8000, Fax: 202-628-0812, World Wide
Web site: http://www.franchiseorg.
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INVESTMENT FORUMS

Description: Investment forums are specid events designed to bring businesses together with investors,
economic development officids, and investment intermedi aries (underwriters, venture investment bankers,
finance conaultants, financid planners, loan brokers, venture clubs, etc.) for their mutua benefit. These
forums aretypicaly annua eventsin which sdlected businesses make presentationsto agroup of investors
and investment intermediaries. Forum organizers aso arrange networking opportunitiesfor the businesses
and investors during these one to three day events. Findly, organizers provide keynote speskers who
discussissues of interest to the private investors.

Actual Use: Annud investment forums may sdect high growth companies likely to gpped to venture
capitaligts, corporate investors, and sophisticated individual investor angels (see Section 10.A., Angels).
These forums usudly serve a State or region.  Examples of investor forums with an environmenta focus
include the Northeast Recycling Forum in Brettleboro, VT; the Southeast Recycling Investment Forumin
Columbia, SC; and the Midwest Recycling Forum in Lincoln, NE. The first National Environmenta
Capital Forum took place in New York City, NY. Privatization forums are numerous, however, most
investment forums are more generic events looking to aid many types of businesses, including smdl
businesses.

Potential Use: Investment forumscould be held that focus on small businessesin the environmental goods
and sarvicesindustry (EGS!). They might even be narrowly focused on an EGSl sub-sector such asfirms
working on biotechnology approaches to environmenta remediation. There may be alargely untapped
market of undetermined sze in this regard. The geographic range of businessesinvited to forumscould be
broadened to improve investment opportunities to better attract investors.

Advantages. These forums can be efficient and cost-effective ways to bring fast-growing, under-
capitdized, small businesses together with equity capita investors and supporting financia intermediaries.
Investment forums can heighten investor and financid inditution interest in a particular group of firms and
industry by educating them on the variety of investment opportunities. They aso educate bus nesses about
investor priorities and highlight barriers to business expansion.

Limitations. Investment forums bring limited number of businesses (10-40) and potentid investors
together at atime. Theforumsprovideno financia assistanceto attending businessesand do not participate
in business-investor discussons or negotiations once contacts have been made. Many are limited in the
geographic scope from which they draw businesses and investors.

Reference for Further Information: U.S. EPA Publication-30-R-96-012, A Financing Guide for
Recycling Businesses: Investment Forums, Meetings and Networks September 1996. U.S. EPA,
Office of Solid Waste and Emergency Response, Municipa and Industrid Solid Waste Divison, 2805
Crygtd Drive, Arlington, Virginia 22202, Telephone: 703-308-8254, Fax: 703-308-8686.
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INVESTMENT NETWORKS

Description: Investment Networks are for-profit or non-profit business services that match the interest
of investors with companies seeking capita. These networks operate very much like a computer dating
service (whichisinfact what they arefor firmsand investors). The match-making processes used by these
services usudly have four steps.

1) Companies submit business summary information, financia projections, and business profile
applications. At the same time, investors submit investment preference profiles. Both companies
and investors pay afee to be listed on the network(s).

2) The datafrom both parties are entered in acomputer database, interest matches made, and investors
sent summary business profiles of companies that meet their stated investment requirements. At
this point in the dating process, investor and company names are held confidential by the network.

3) Investors review company profiles and contact the networks to indicate whether or not they are
interested in meeting with any of the companies. If investors indicate interest in meeting, the
Investment Network provides both parties with information on how to contact each other.

4.) Once introductions have been made between investors and companies, both parties can begin
investment discussions. From this point on, it is up to them where the negotiations go.

Actual Use: There are agrowing number of Investment Networks around the nation. Most are State or
regiona in scope, but at least five are naiond in scope: the Technology Capitd Network (MIT) in
Cambridge, MA; the Seed Capita Network in Knoxville, TN; the Investor’s Circle in Chicago, IL; the
Capita Network in Austin, TX; and the Environmenta Capita Network in Ann Arbor, MI.

Potential Use: There agppears to be room for more regiona Environmenta Investment Networks.
Specidized ones could be formed for specific types of environmenta businesses such as recycling
companies, pallution prevention enterprises, and environmental remediation technologies firms.

Advantages. Investment Networks provide an easy, structured way for new investors to enter the
venture capital markets. They dso provide a confidential way for companies and investors to efficiently
broaden their range of business contacts. Participating in them can help business owners learn how to
improve their companies and their presentations to attract investment capitd.

Limitations. Investment Networks do not provide financial assstance themsalves and usually do not
provide any conaulting assstance. They have no role in the actud business negotiations.

Reference for Further Information: U.S. EPA Publication-30-R-96-012, A Financing Guide for
Recycling Businesses: Investment Forums, Meetings and Networks, September 1996. U.S. EPA,
Office of Solid Waste and Emergency Response, Municipd and Industrial Solid Waste Divison, 2805
Crystd Drive, Arlington, Virginia 22202, Telephone: 703-308-8254, Fax: 703-308-8686.
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JOINT VENTURES

Description: A joint venture differs from ether a corporate venture investiment or a strategic aliance,
dthough dl three are known as corporate venturing. It is a separate lega organization (corporation or
partnership), often with a separate management team, while a strategic aliance is a collaboration that
typicaly uses a research contract and marketing or licenang agreements, rather than equity or debt
transactions (see Section 10.A., Strategic Alliances). A joint venture that hasaspeculative purposein
addition to an expectation of profitsis sometimes called a“joint adventure’.
In ajoint venture, a partnership is established to take advantage of tax deductions for the partner ship
losses, then, after the research and development efforts are completed, t/he organization is switched to a
corporate form. There may be collateral restraints such as agreements between the parties to limit
competition between themsdlvesin certain areas. The joint venture agreement should include provisons
governingtermination, withdrawal, and buyout procedures. Some common termination proceduresinclude
a put, which requires one venture partner to purchase the interest of the other, a cal, which requires one
partner to sl itsinterest to the other, liquidation, which isan option smply to dissolve the venture, an offer
to buy or sdl, or aright of firs refusd. Under aresearch contract, a company performs research for the
gponsoring corporation for cash. However, there is an issue of ownership of rights to the technology
developed. Unlessit receivesexclusiverights, the sponsor may demand stock warrants asan equity kicker.
Under a marketing or licensing agreement, a company gets an up-front payment or a future payment
streamin return for giving an exclusive or nonexclusive right to another firm to produce or sell theformer’s
product as the latter’s own.

Actual Use: Joint ventures are a rdlatively common *“off-balance-sheet” financing technique among firms
seeking to bring new products to market.

Potential Use: A joint venture can offer asmdl firm an opportunity to bring an environmentaly friendly
technology or products to market.

Advantages: A rapidly growing company with limited resources can use ajoint venture with a larger
corporate partner to exploit its technology in an identifiable market.

Limitations: An ill-desgned joint venture can be financidly disastrous.
Reference for Further Information: Consult an attorney on applicable State and federd laws. Contact

the U.S. Department of Commerce, Small Business Adminigtration a 800-827-5722 for referra to the
nearest Small Business Development Center, to ask genera questions about joint venture techniques.

141



EFAB/EFC Guidebook April 1999

PRIVATE PLACEMENTS

Description: A private placement isthe sde of alimited number of shares of stock in acompany directly
to areatively smal number of pre-sdected buyers, often indtitutiona investors. While private placements
are exempt from most of the procedurd hurdles that apply to mgor public offerings, they il fal under
Regulation D of the Securities and Exchange Act of 1933. These regulationslimit the number and type of
investors who can participate in a private placement (usualy 35). The most common type of private
placement is the limited partnership. A typica limited partnership involves one generd partner who holds
full authority for dl business decisions and a number of limited partners who serve as angdl investors (see
Section 10.A., Angels).

Actual Use: Private placements are used by new companies that must raise a sgnificant amounts of
money, but are not likely to attract asingle investor to come up with the entireamount. They are aso used
by established businesses that need money but do not want to expose themsalvesto the scrutiny, expense,
and/or other difficulties of a public offering.

Potential Use: Private placements could be used very successfully by small and environmenta businesses
nationwide. They offer the real opportunity for firms such as these to raise substantid investment capita
withamoderateleved of difficulty. Thereissgnificant roomfor growthintheuseof thisfinancid instrument.

Advantages. Private placementsrequire much less paperwork and they arefaster, easer, and less costly
to complete than public offerings. They do not require abusinessto digtribute substantid profitsto alarge
number of investors. They access capital from anumber of investorswith very limited ownership interests.
Private placements are normaly very effective in raisng anywhere from $100,000 to $1,000,000, and
sometimes even more.

Limitations: Successful private placements require avery good business plan. They aso require that the
entrepreneur be a very good saesperson for their business. Private placements fal under both federd
Securities and Exchange Commission regulations and State laws (which vary sgnificantly from State to
State). They may require a good attorney and an experienced business plan consultant.

Reference for Further Information:  Blechman, Bruce Jan, and Levinson, Jay Conrad, Guerrilla
Financing: Alternative Techniques to Finance Any Business, Houghton Mifflin Company, 2 Park
Street, Boston, Massachusetts 02108, November 1991. There are numerous sources on the World Wide
Web for information on private placements and capital investments. Log on and use one of the generic
search engines such asLycos, Infoseek, Yahoo!, Excite, etc. to locate sites under these and related terms.
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PUBLIC OFFERINGS

Description: A public offering (PO) isthe selling of acompany’ s sharesto the public in the form of stock.
It requiresregistration with the Securities and Exchange Commission (SEC) and with State regulators. The
firg timeacompany selssharesto the publicisknown asaninitid public offering or IPO. Smal Corporate
Offering Regigrations dlow smaler companies to raise less than $5 million with fewer regulaions.

Actual Use: A few successful 1POs have been completed with companies that focus on environmentaly-
related technologies. The companies involved in these 1POs include Shaman Pharmaceuticas, Molten
Metas, and Recycling of America

Potential Use: Mog environmentd firms are growing only as fast as their own capitd, venture capitd,
or bank loanswill dlow. Public offerings of environmenta firms represents an areawith enormous growth
potential over the next twenty years as more environmenta industries and technologies are created and
introduced worldwide. Small Corporate Offering Registrations offer the most potentia for raising money
for smal businesses through public offerings.

Advantages. Public Offeringsareagood way for companies with well-established records of successful
performance to raise alot of money to invest in product development, marketing and business expansion.
Through these offerings, companies normaly raise at least $5 million, often raise tens of millions, and can
sometimes raise in the hundreds of millions of dollars.

Limitations: Public Offerings open up theinterna company operationsto intense, ongoing scrutiny from
the SEC and State regulators (aswell asto regulation), the financing community, the media, and the generd
public. Theseofferingscan betime-consuming, expensgve, and distiract management attention from running
the business enterprise. They usudly require outsde professond expertise in the form of investment
bankers, a top-notch accounting firm, and a good securities attorney.

Reference for Further Information: Securities and Exchange Commission, 455 5th Street, NW,
Washington, DC 20549, Telephone: 202-942-4150. The Small Corporate Offering Registration Network
(Scor-Net) offers information on SEC regulations and venture capita, as well as links to atorneys,
brokers, and investors. Scor-Net islocated on the World Wide Web at http:/iww.scor -net.com/. The
Venture Capitad Resource Library has information on the addresses of State regulators, the offices of the
SEC, and securitieslaw. It islocated on the World Wide Web at http:// www.vfinance.com/ .
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STRATEGIC ALLIANCES

Description: A drategic dliance is a partnership or agreement with another company who shares
common goals to undertake business activities together for mutua benefit. There may be some exchange
of equity in these corporate partnerships but both companies continue to operate as independent entities.
Strategic dliances are typically used in research contracts, marketing and licensing agreements, but they
can aso be used for financing, product distribution or many other business activities. The Strategic dly or
partner may share the same market, but provide a related product or service. They may have excess
demand or need the first company’s help in serving ther client base. A drategic partner may provide
finenangin somestuations. Thisfinancing can be structured asan investment, aloan, prepayment for work
to be performed, or as an exchange or sharing of resources such as space, personnedl, and equipment.

Actual Use: Moreand moresmall businessesare forming strategic alianceswith larger companiesto get
their products or services to the market fagter. Larger companies are increasngly investing in innovetive
amdl businesses, or sharing resourcesand facilities, inreturn for apiece of thesmdler firm. Thisinvestment
approach has been, and remains, particularly popular in many high technology industries such as
electronics, computer software design, pharmaceuticals, and bioremediation technology.

Potential Use: Over the next tento twenty years, there should be very good and increasing opportunities
for high technology, environmental businesses to find and pursue corporate aliances, if they so desre.
Prospects for corporate aliances should aso be good for any small businesswith productsor speciaized
personnd that larger firms warnt.

Advantages. Strategic partnerships can alow companiesto enter markets, grow stronger, and expand
much faster than they could on their own. It can be much less risky to use a corporate partner to help
finance a business as such partners often do not insist on control, but rather accept some business service

in exchange.

Limitations. Corporatedliances must be mutualy beneficid and the partnersmust share common goals.
Corporate partners must carefully screened each other, or there is the redl risk that one may be able to
economicaly damage or take over the other.  Good corporate partnerships depend to agreat degree on
mutud trugt.

Reference for Further Information: Blechman, Bruce Jan, and Levinson, Jay Conrad, Guerrilla

Financing: Alternative Techniques to Finance Any Business, Houghton Mifflin Company, 2 Park
Street, Boston, Massachusetts 02108, November 1991.
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VENTURE CAPITAL

Description: Venture capital is any money invested in business enterprises, particularly at early stages.
Traditiond venture capitaligtsareindividua investorsor groups (partnerships) who provide equity financing
to under-capitaized businesses. Venture capitaists al'so may provide expert businessand strategic advice
and support. In return for financing or other assistance, the venture capita firm usualy receives an equity
or ownership stake in the company. Some may become active owners, while others may take stock or
stock options assuming more of alender profile, dlowing the origina owner to run the company provided
acertain leve of financia performance is achieved.

Actual Use: There are fewer than 1,000 traditiond venture capital firms in the United States. These
companies fund about 2,000 businesses each year investing $3 billion of the $30 billion in tota annua
venture capital.  Start-up businesses represent around 15% of their tota investments, or fewer than 250
businesses. Traditiona venture capital firms require applicants to have a detailed business plans, and may
aso require extengive additiona information about the concern and its principals. Traditiond venture
capitdigsare highly sdective. Therearealimited number of green venture capita firms. For example, the
Environmenta R&D Capital Corporation was begun in 1994 to invest in emerging growth opportunities
in and related to the environmenta industry. Pauley Financid investsin environmenta and high technology
companies. A larger number of other firms such as Hambrecht & Quist and Ventures West include
environmenta businesses as one of anumber of investment specidities.

Potential Use: Traditiona venture capitaistswill beinterested in any smal and/or environmenta business
with apotentially vauableidea, product and/or service that has agood business plan and the management
skills to successfully implement it.  There is room for growth in the number of green venture capitd firms
or venture capital firms with environmenta investments as a ecidity.

Advantages. Most venture capita firms can provide a quick answer to a business seeking financing
assistance. Such companies can provide substantid financid assistance, usualy exceeding $500,000.

Limitations: Traditiona venture capital companiesinvest mainly in businesseswith extremdy high growth
potentia offering the opportunity for subgtantia investment returns within 3-5 years. Venture capitdists
may demand large ownership stakes in return for risking their capital on new or unproven products or
owners. They rardly invest in a service business as profit margins are too low.

Reference for Further Information: Blechman, Bruce Jan, and Levinson, Jay Conrad, Guerilla
Financing: Alternative Techniques to Finance Any Business, Houghton Mifflin Company, 2 Park
Street, Boston, Massachusetts 02108, November 1991. See dso Guerilla SHling and Guerilla
Marketing, Levinson et. a., 1992 and 1993.
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OTHER

Description:

Actual Use:

Potential Use:

Advantages.

Limitations;

Referencefor Further Information:
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COMPARISON MATRIX FOR SMALL BUSINESSEGSI -
EQUITY CAPITAL
Criteria/ Actual | Revenue | Admini- | Equity | Financial Environ-
Use | Sze strative Leverag- mental
Equity Tool Ease ing Benefits
*Agriculture: High Mod. - Mod. Mod. High High
Alternative Agricul- High
tural Research and
Commercialization
Corporation
*Angels High High Mod. Mod. - | Mod. High
(Personal Investors) High
*Business Plans High High Mod. - High High Mod.
High
*Commerce: SBA Mod. Low Mod. High High High
Angd Capital
Electronic Network
Commerce: SBA Mod. Mod. Mod. High High High
Small Business
Innovation
Resear ch Program
*Commerce. SBA High High Mod. High High High
Small Business
I nvestment
Companies
Environmental Low Low High Mod. High Mod.
Capital Network
Environmental N.A. Low Mod. Mod. Mod. Mod.
Opportunity
Funding
Corporation
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COMPARISON MATRIX continued

Criteria/ Actual | Revenue | Admini- | Equity | Financial | Environ-
Use | Sze strative Leverag- | mental
Equity Tool Ease ing Benefit
*Franchising High High Mod. Mod. High High
| nvestment Mod. Low High Low- Low Low-Mod.
Forums Mod.
*Investment High High High High Low Mod.-
Networks High
*Joint Ventures High Mod.- Low- Mod. High High
High Mod.
*Private Placements | High High Mod. Mod. High High
Public Offerings High High Low Low High High
*Strategic High High High Low- High High
Alliances Mod.
*Venture Capital High High High Mod. High Mod.-
High

High- Used by amgority of smdl businesses; other criteriascore high (e.g., investorswilling toincur risk
or lend expertise; rdaively smple and flexible, avalable at reasonable interest cogts; highly
leveraged and influences success/stability of busness)

Mod.- Used by many small businesses; other criteria score in medium range

Low - Low or rare use so far; risk-adverse, complicated, and expensive; one or more maor
implementation problems exist

*Star indicates best rated mechanisms
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10.B. DEBT
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10.B. DEBT

Description: Debt financingfor smal businessand the Environmenta Goodsand ServicesIndusiry (EGS)
includes|oans, notes, lines of credit, bonds, leases, and various credit enhancements. Debt financing isthe
mogt traditional method of financing, but is less credtive and flexible than equity financing. Under debt
arrangements, the lender or creditor acquires a prior clam to the income, earnings or assets of the
borrower for interest and principa repayment, which must be paid before equity investors'owners are
repaid. Borrowing may be short- or long-term, secured or unsecured.

Advantages. Debt financing may beardatively low cost intimes of low interest rates and for established,
credit-worthy customers. Moreover, many interest costs are deductible from taxable income. Debt
finanadng aso entails no dilution of equity in the business, snce creditors are entitled only to the rate of
interest specified and repayment of principa when due. Likewise, creditors have no voicein the conduct
of the business, except to the extent that restrictive provisons might be included, for example, in bond
covenants. Someformsof debt financing may be more readily available than equity financing, snce maor
indtitutiona investors such as banks and life insurance companiesinvest only or mainly in bonds and notes
and, in good economic times, represent stable and "rich” sources of funding.

Disadvantages: The disadvantages of debt financing are that the quantity and quaity of indtitutiona
lendingisinfluenced by swingsin generd economic conditions. Debt financing also ismuch lesspredictable
and more costly as a source of funding for smal, start-up businesses than for larger, established
corporations. Interest on debt isafixed charge that must be paid even when earningsdecline. If abusiness
suffers an operating deficit, itsloss will be increased by the need to pay interest and these |osses also will
offsat any advantagesto interest deductibility from taxes. Fixed interest chargeslimit manageriad discretion
informulating business palicies, and in difficult economic times the need to maintain interest payments may
lead to a decline in business investment in operations and maintenance and drategic inititives. There is
aways the threet that default may occur, and foreclosure ensue. Many enterprisesfind it advantageousto
preserve their borrowing power as alast recourse, but small businesses often do not have this option.

Summary: The debt mechanisms described here range form traditiona commercid loansand bonds, new
types of leasing arrangements and amultitude of federally-sponsored programs such asthose of the Small
Business Adminidration, credit unions, and even internationd programs. Smal business, in particular, may
wish to combine debt and equity financing. Government grants and loans may be lessintrusive than equity
finandng, since lenders may require only repayment and not any other persona stake in the recipient’s
company. Other debt financing and State/local government methods are availableincluding persond loans
and loan guarantees , some of which are described in Section 2.B.: Loans.
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*2.
*3.
*4,
*5.

*7.
*8.

10.
*11.
*12.

13.
*14.

15.
*16.
*17.

18.

19.

21.
*22.
23.

LIST OF DEBT TOOLS
(In Alphabetical Order)

Agriculture Rurd Business-Cooperative Service -- Intermediary Relending Program
Bank/Insurance Financing

Commerce: Small Business Adminigtration (SBA) -- Business Devel opment Corporations
Commerce: SBA -- LOWDOC and FA$TRAK Loans

Commerce: SBA -- Minority and Women's Prequdlification Pilot Loans
Commerce: SBA -- Section 504 Certified Development Companies

Commerce: SBA -- Section 7(a) Loan Guarantees

Commerce: SBA -- Section 7(m) Microloans

Commerce: SBA -- Short Term Loans and Revolving Lines of Credit
Community Reinvestment Act

Convertible Debt

Credit Andyss

Credit Cards

Export-Import (EX-IM) Bank

Foundations. Program-Re ated Investments

Leasing

Mezzanine Financing

Micro-Loan Funds

National Cooperative Bank

Nationa Credit Union Adminigration: Community Development Revolving Loans
Receivables Factoring (Accounts Receivable Financing)

Surety Bonds

Treasury: Community Development Financid Indtitutions Fund

* Stars indicate most highly rated mechanisms as described in the Comparison Matrix a the end of the
narratives. See Introduction to the Guidebook for a description of the criteria used. Ratings of “High”,

“Moderate’, “Low” arefor comparison purposes only, as someratings are necessarily subjective and data
are incomplete.
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DEPARTMENT OF AGRICULTURE
RURAL BUSINESS-COOPERATIVE SERVICE
INTERMEDIARY RELENDING PROGRAM

Description: The Intermediary Relending Program (IRP) provides loan funds for business facilities and
community development projects in rurd aress. Intermediary recipients include private non-profit
corporations, public agencies, Indian groups, and rura cooperatives, which provide loans to ultimate
recipients. The maximum loan to any one intermediary is $2 million. The maximum loan maturity is 30
years and the interest rate is fixed at one percent per annum. A reserve for bad debts of six percent of
outstanding loans must be accumulated over three years and then maintained. Loans made by an
intermediary to an ultimate recipient are limited to no more than 75 percent of the financed project costs
or no more than $150,000. Both intermediaries and ultimate recipients (borrowers) must be unable to
obtain the loan at reasonable rates and terms through commercia credit or other federd, State or loca
programs.

Actual Use: Thisis not a new federd program, but it has been administered by the Department of
Agricultureonly snce1995. Loanshaveranged from $250,000 to $2 million and have average $773,810.
In Fiscal Year (FY) 1997, 77 loans were approved from 135 gpplications and loan obligations totaled
$37.6 million. The Department estimates that |oan obligationswill be $37.1 million and $35 millionin FY's
1998 and 1999, respectively..

Potential Use: Pollution control and abatement aredigible purposesfor loansby intermediariesto ultimate
borrowers.

Advantages. The purpose of the program is to provide below-market interest rate loans to businesses
uncble to finance the proposed project through commercia credit or other government programs at
reasonable rates and terms. Loansto intermediaries are at avery low fixed interest rate of one percent.

Limitations: This is not a grant program, but a federd |oan to the intermediary, which cannot use loan
funds for adminigrative or technical assstance expenses. Applications for potentid intermediaries are
considered in a quarterly national competition. An ultimate recipient cannot be located in a city with a
population of 25,000 or more.

Reference for Further Information: Seepages6045-6063, Volume63, Number 25, Federd Register,
February 6, 1998. U.S. Department of Agriculture, Rural Business-Cooperdtive Service, Room 6321,
South Agriculture Building, Washington, DC, Telephone: 202-690-4100, Internet:
http://mwww.rur dev.usda.gov/r bslindex.html.

152



EFAB/EFC Guidebook April 1999

BANK/INSURANCE FINANCING

Description: Banks extend credit (commonly through loans and lines of credit) to businesses and
individuas for awide variety of reasons. A bank typicaly loans money for a specific period of time with
the borrower paying a fixed payment each month that conssts of a portion of the amount borrowed plus
an interest charge. The interest charge covers the bank’ s expenses and the risk it assumesin making the
loan. There are two types of bank loans, secured and unsecured. For secured loans, the borrower puts
up collateral such asred edtate, stocks, business assets, or something e se of vauethat the bank can take
if the borrower defaults on theloan. Unsecured loans are based on the credit of the borrower and often
have ahigher interest rate. Linesof credit are open accountsthat can be drawn upon as needed up to their
limit. They have ahigher interest rate than most loans

Actual Use: Thereare over 9,000 federdly insured commercia banksin the United States. These banks
make the mgjority of business loans in the country.  Banks usualy extend credit to stable, profitable
businesses and individualsto help pay for business operations and expansion. They finance just about any
asset for any businessreason except for most typesof businessstarts-ups. Bank loansfor small businesses
may rangein Szefrom afew thousand dollarsto afew hundreds of thousand. Small businesslinesof credit
generdly have asmadler upper limit than loans.

Potential Use: Bank financing is agood option for established businesses that are profitable and have a
good credit record. This generdization should hold true for any small businesses and any businessin the
environmenta goods and services indudtry thet fits this profile.

Advantages. Bankswill make loans and offer lines of credit at reasonable interest rates to established
bus nesses/people who need money for good reasons. Banks often lend to franchise businesses even as
start-ups. Bank loans are agood source of financing for specific large purchases or business activitiesthat
will incresse profitability. Banks may offer conveniences to their customers such as telephone or online
funds transfers, single-account credit cards and checks, and detailed record keeping on accounts.

Limitations. Banks rarely lend to start-up businesses and to businesses in financia difficulties. For
example, bankswill usudly not loan money to cover business operating losses. Banks may be hesitant to
loan money to even profitable businessesin indudtriesthat arein arecesson. Linesof credit are generdly
more expensive than loans.

Reference for Further Information: American BankersAssociation (ABA), 1120 Connecticut Avenue,

NW, Washington, DC, Telephone: 202-663-5221, Internet/World Wide Web site
http://www.aba.com/abatool/showme_rd.html?location=homepage or http:/Aww.aba.com/.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
BUSINESSDEVELOPMENT CORPORATIONS

Description:  Business development corporations or BDCs are specid-purpose ingtitutions owned by
private investors, financid ingtitutions or large corporations, that are chartered and licensed by States to
make loans to smal businesses with the primary goa of job creation. Funding for BDCs is generaly
provided by participating financid ingditutions and corporations who interests are tied to making small
business loans and increasing the availability of jobs.

Actual Use: Asof 1996, fifteen States had BDCs including Arkansas, Georgia, lowa, Kansas, Maine,
Massachusetts, Mississippi, Montana, Nebraska, New Hampshire, New Mexico, New Y ork, North
Dakota, South Caroling, and Wyoming. BDCs can make conventiond loans, enter into
purchase/leasebacks, make SBA-guaranteed loans, and provide venture capitd.

Potential Use: Business development corporations could be used to support or creste small businesses
working directly in, or in support of, the environmental goods and services indudtry. Alternatively, they
might support an industry sub-sector such as environmenta remediation firms involved in the assessment
and cleanup of brownfields properties. BDCs could potentially be developed and established in dl fifty
States. In addition, some Indian Tribes may wish to adopt this particular financing strategy.

Advantages. BDCsgenerdly qudify aslendersunder the Smdl Busness Adminigtration’ s501 program,
whichmeansthey can make loans 90% guaranteed by the SBA. Some BDCs own and operate their own
Smdl Business| nvestment Companies, enabling them to provide venture investment capital aong with debt
finendng.

Limitations: Businessdevel opment corporationsarelimited to the States supporting the concept and BDC
assiganceislimited to smal businesses.

Reference for Further Information: U.S. Smal Business Administration, 409 3rd Street, SW,
Washington, DC 20416, Telephone: 202-205-6600. Associationof Small BusinessDevelopment Centers,
1050 Seventeenth Street, NW, #3810, Washington, DC 20036, Telephone: 202-887-5599. State
Departmentsof Commerce or Economic Development are al so agood source of information about BDCs.
Informationon these and other State agencies can be accessed on the World Wide Web using FinanceNe,
the Internet’s home for public financid management information.  FinanceNet is located &t
http://www.financenet.gov.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
LOWDOC AND FA$TRAK LOAN PROGRAMS

Description: TheLowDoc (low documentation) and FA$TRAK loan programsarestreamlined variations
of the Section 7(a) Loan Guarantee Program limited to loans of no more than $100,000. LowDoc offers
asmple, one-pageapplicationform (Form-4-L) and quick turnaround onloanreviews. Theapplicant must
firg satisfy al of the lender’ s requirements, then the lender may request a LowDoc guaranty, up to 80%
of the loan amount. Completed applications are usually processed by SBA within two or three days of
receipt from the lender. Consequently, the loan decison process relies heavily upon the strength of the
gpplicant’s character and credit history. Business startups and firms with fewer than 100 employees and
average annud sales not exceeding $5 million for the past three years are digible.

FA$TRAK isapilot program with alimited number of lenders who are authorized to use their existing
documentation and procedures to make, service and liquidate SBA guaranteed loans. There are no
additional formsand no waiting for SBA loan approva. Under this program SBA may guarantee up to 50
percent of the loan but the terms, interest rates and uses are the same as for any 7(a) loan. Maturities of
term loans are usudly 5 to 7 years for working capita and up to 25 years for red estate or equipment.
Revolving credits must have a termination date not more than 5 years &fter the first disbursement. The
interest rate on afixed rate |loan must not exceed the Primerate plus 2.25 percent if the maturity islessthan
seven years and Prime plus 2.75 percent if the maturity is seven years or longer. However, for loans of
less than $25,000 the maximum interest rate . The SBA optional peg rate for variable rate loans is
caculated and published quarterly in the Federal Register.

Actual Use: In Fisca Year 1997, the SBA made 14,738 LowDoc loans and 4,103 FA$TRAK loans,
dthough relaively few lenders have been certified for FASTRAK.

Potential Use: Smdll firms can use a LowDoc or FASTRAK loan to pay for needed environmental
equipment.

Advantages. Becausetheloan decision processreliesheavily upon the strength of theprincipa’ scharacter
and credit higtory, good ideas may be given less weight.

Limitations: SBA limits on firm sze are lower for LowDoc guarantees and the percentage of the loan
guaranteed islower under FASTRAK.

Reference for Further Information: U.S. Smal Business Administration, 409 Third Street, SW,
Washington, DC 20416, Telephone: 800-827-5722, Internet: www.sbaonline.sha.gov/.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
MINORITY AND WOMEN’S PREQUALIFICATION PILOT LOAN PROGRAMS

Description: As variations on the Section 7(a) loan guarantee program, the Minority and Women's
Prequdificaition Pilot Loan Programs use non-profit and for-profit intermediaries to assist prospective
minority and woman borrowersin devel oping viable loan gpplication packages. To bedigible, abusiness
must be at least 51% owned and operated by racia/ethnic minority or women. It also must employ 100
or fewer and have had $5 million or less annua sdes for the past 3 years. Once the loan package is
assembled, it is submitted to the SBA for expedited consideration. The focusis on credit history, ability
to repay, and probability of success. A decision usudly is made within three days. If the gpplication is
approved, the SBA issues aletter of prequdification sating the SBA' s intent to guarantee the loan. The
maximum amount for loans under the programs is generaly $250,000, dthough some digtricts set other
limitsfor minority loans. SBA will guarantee up to 80% of loansno larger than $100,000 and 75% of loans
up to $250,000. Theintermediary then helps the borrower locate alender offering the most competitive
interest rates. Intermediaries (usudly small business development centers) may charge a reasonable fee
for loan packaging. Generdly, fees charged by for-profit organizations will be higher than those charged
by non-profits. Two different formsare used, Form MPQ-APPL for minoritiesand Form WPQ-APPL 1
for women.

Actual Use: The minority program has operated since April 1995, with over $26 million in guaranteed
loans. Both programs are pilots but appear likely to be retained.

Potential Use: Woman and minority owned firms can use SBA guaranteed loans to pay for needed
environmental equipment.

Advantages. The use of intermediariesto assst potentia borrowers in developing viable loan packages
has allowed SBA to expedite consideration of applications.

Limitations: The minority program is available a 16 pilot sites and the women's program is available
datewidein 6 states and esawhere in 11 metropolitan cities. Limitations of the Section 7(a) guarantee
program apply to both programs.

Reference for Further Information: U.S. Smal ;Business Administration, 409 Third Street, SW,
Washington, DC 20416; Telephone: 800-827-5722 or 202-205-6673, Fax: 202-205-7064, Internet:
www.sbaonline.sba.gov/.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
SECTION 504 CERTIFIED DEVELOPMENT COMPANIES

Description: Under Section 504 of the Smal Business Investment Act, the Smal Business Adminigtration
(SBA) guarantees debenturesissued by private nonprofit Certified Development Companies (CDC's) to
provide up to 40 percent of a long-term, fixed-rate financing package for mgjor fixed assets. The
guaranteed loans are to assst small businesses in the acquisition of land and building, construction,
expanson, renovation and modernization, machinery and equipment. Typicdly, the smdl busness must
provide at least ten percent equity and a private-sector lender must provide fifty percent of project cost,
in return for asenior lien. The maximum SBA-guaranteed debentures generally is $750,000, but may be
up to $1 million. Interest rates are pegged to an increment above the current market rate for five-year and
ten-year U.S. Treasury issues. Maturities of ten and twenty years are available. Feesapproximatethree
percent of the face amount of the debenture and may be financed with the loan. The project assetsbeing
financed are used as collateral and persond guaranties of the principa owners are aso required.

Actual Use: Thereareabout 290 Certified Devel opment Companiesthat can participate. SBA guarantees
have averaged approximately $350,000 and have been as much as $1 million. In Fiscd Year (FY) 1997
guaranteed |oan obligations were $2.65 million. SBA guaranteed loan obligation estimates for FY's 1998
and 1999 are $1.7 million and $3 million, respectively.

Potential Use: Section 504 debentures can be used in conjunction with senior private lending to finance
magor fixed assets needed to meet environmenta requirements.

Advantages. The SBA-guaranteed portion of atotd financing package serves as acredit enhancement.
CDC'swork with private sector lenders to make loan financing desls feasible,

Limitations: For fisca 1998 the estimated program volume is only $1.73 million. SBA expects onejob
to be created, on average, for every $35,000 guaranteed. The business cannot have atangible net worth
in excess of $6 million and cannot have an average net income in excess of $2 million after taxes for the
preceding two years. Inaddition, the business cannot be engaged in speculation or investment in rental redl
estate.

Reference for Further Information: Contact Office of Loan Programs, Small Business Adminigtration,

409 Third Street, SW, Washington, DC 20416, Telephone: 202-205-6485 or 800-)827-5722, Fax: 202-
205-7064, Internet: www.shaonline.sba.gov/financing/.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
SBA SECTION 7(a) LOAN GUARANTEES

Description: Section 7(a) of the Smal Business Act authorizes the Smal Business Adminigtration (SBA)
to guarantee commercia loansto small businessesthat cannot get financing on reasonable termsvianormal
lending channels. Eligibility is determined by the type and size of business, use of the loan, and certain
specid circumgtances. As arule, an independently owned and run business which is not dominant in its
indugtry will be digible. The SBA has developed industry-specific size sandards in terms of number of
employees or salesrevenues. Holders of at least 20% ownership in abusiness usudly must guaranty the
loan. The basic loan guaranty program is used for long-term loans to quaified firmsfor purposessuch as
real estate acquigition, working capitdl, or purchase of inventory or equipment. The SBA can guarantee
75% of the loan amount up to $750,000 and 80% of loans of $100,000 or less. The interest rate on a
fixed-rate loan of $50,000 or moreis not to exceed 2.75 over the prime lending rate. Maturities are for
up to 10 years for working capital and up to 25 years for fixed assets, however, they may be shorter,
depending on the borrower’s ability to repay. Equipment loan maturities cannot exceed the life of the
equipment. SBA charges lenders a guaranty fee of 2% of the guaranteed portion of the loan when it is
$80,000 or less; 3% of the guaranteed portion of the loan if it is more than $80,000 but less than
$250,000; 3.5% of the next $250,000, up to $500,000; and 3.875% of the guaranteed portion over
$500,000. All loanshavea0.5% annuaized servicing fee on the outstanding bal ance of SBA’ sguaranteed
portion of the loan.

Actual Use: Section 7(a) guaranteed loans account for more than 95% of the dollar volume of SBA’s
lending activity. The SBA approved 34,610 loans totaling $7.8 billion in Fiscd Year 1997. SBA loan
estimates for Fiscal Years 1998 and 1999 are $8.9 hillion and $10 billion, respectively.

Potential Use: SBA guaranteed loans could be used to buy equipment needed to meet environmenta
requirements and for purposes related to producing and marketing environmentaly friendly goods.
Advantages: The SBA guarantee gives smal firms access to loan funds not otherwise available by
protecting lenders againgt |oss.

Limitations: A bank may not be interested in processing an agpplication for an SBA-guaranteed loan
because of the limited interest rate. SBA guaranteed |oans cannot be used for real estate held primarily for
investment. Also, SBA sze standards for small businesses limit digibility to firms below certain revenue
or employment levels, asagenerd rule. Thereisa$500,000 loan limit.

Reference for Further Information: U.S. Smal ;Business Adminigtration, 409 Third Street, SW,
Washington, DC 20416, Telephone: 800-8-ASK-SBA, Internet: www.sbaonline.sba.gov/or www.
business.gov/. See dso: www.shaonline.sba.gov/regulations/siccodes for SBA smdl busness 5ze
standards by Standard Industria Classification (SIC) codes.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
SECTION 7(m) MICROLOANS

Description: Under Section 7(m) of the Small Business Act, the Smal Business Adminidration (SBA)
uses non-profit organizations with experience in lending and technical assstance as intermediary landers
to make short-term loans of fro under $100 up to $25,000. Although microloans may not be used to
purchasered estate or pay exigting debts, they may be used for working capita and to buy machinery and
equipment, furniture and fixtures, inventory, and supplies. Virtudly dl types of for-profit businesses that
meet SBA digibility requirements can quaify for a microloan and complete applications can usudly be
processed inlessthan oneweek. The average loan size has grown from $10,000 to $10,500 and theloan
meaturity may beaslong assix years. Interest ratesare pegged to no morethan four percent over the prime
rate. In most cases, any assets bought with the microloan serve as collateral and the persona guaranties
of the business owners are required.

Actual Use: Started as a demongtration program in 1992, the program has become a regular part of
SBA’scomplement of tools. InFiscd Y ear (FY), the program made available approximately $19.5 million
for direct |oans, $24.6 million for loan guarantees, and $12.9 million for technical asstancegrantsavailable
infiscal 1998. Program estimates for FY 1999 are $60 million in direct loans, $11.9 million in loan
guarantees, and $12 million in technical assstance grants.

Potential Use: SBA microloans have a maximum loan amount large enough for very smdl firmsto pay
for many types of environmenta measures which might be required or to provide working capital needed
by asmal environmenta services venture,

Advantages. Microloans can provide needed capitd to start an environmental services business or
produce/market environmentaly friendly goods.

Limitations: Interest rates are not subsidized and borrowers risk losing persona property based on
required persond guaranteesif they cannot pay back loans. Also, rdatively easy availability of microloans
can cause some businesses to borrow less than they really need.

Reference for Further Information: U.S. Smal Business Administration, 409 Third Strest, SW,
Washington, DC 20416, Telephone: 800-827-5722 or 202-205-6485, Fax: 202-205-7064, Internet:
www.shaonline.sha.gov/.
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DEPARTMENT OF COMMERCE
SMALL BUSINESSADMINISTRATION
SHORT TERM LOANSAND REVOLVING LINESOF CREDIT (CAPLines)

Description: A line-of-credit, or bank line, isamoral, as opposed to acontractual commitment, to make
loans to a borrower up to a st maximum during a set period, usualy a year (see Section 3., Letter of
Credit/Linesof Credit). Itis not typica to charge a commitment fee but it is common to require that
compensating balancesbe kept on deposit. A revolving line-of-credit isan agreement between abank and
a customer whereby the bank extends a line-of-credit during the term of the agreement, usudly ayesr or
more. The customer can convert it to aterm loan by borrowing as needed. As the borrower repays the
loan, an amount equd to the repayment can be borrowed again under the terms of the agreement. In
addition to interest on loans, the bank charges a fee for the commitment to hold funds available. A
compensating balance also may be required.

CAPLinesisthe SBA callection of five programsfor hel ping small businesses meet short-term and cyclica
working capita needs. Most of the regulations governing the Section 7(a) loan guarantee program govern
CAPLines. Except for the Small Asset-Based Line, SBA usudly can guarantee up to $750,000 from a
commercia lender. Seasond Liens are revolving or non-revolving working-capital advances against
anticipated inventory and accounts receivable during peak seasons for firms that experience seasona
fluctuations. Contract Lines pay the direct labor and materid cost of performing assignable contracts.
Builders Lines finance direct labor and materia cogts, with a commercid or resdentid congtruction or
rehabilitationproject ascollateral. Standard Asset-Based Liensarerevolving linesof credit for firmsunable
to meet credit standards associated with long-term credit. Small Asset-Based Lines are asset-based
revolving lines of credit of up to $200,000.

Actual Use: Lines-of-credit are common in commercia bank lending, particularly to meet customers
working capital needs. Guarantees of working capital account for a significant percentage of SBA’s
Section 7(a) funds.

Potential Use: Guaranteesor lines of credit can provide the capital needed by smal firmsto meet payrall,
acquire inventory or pay other costs involved in producing environmental goods/services.

Advantages. SBA guarantees let companies obtain otherwise unavailable or unaffordable capita

Limitations: SBA limits on firm sze could preclude some growing environmental goods and services
companies from digibility.

Reference for Further Information: U.S. Smal Business Administration, 409 Third Street, SW,
Washington, DC 20416, Telephone: 800-827-5722 or 202-205-6485, Fax: 202-205-7064, Internet:
www.sbaonline.sba.gov/ or www.business.gov/.
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COMMUNITY REINVESTMENT ACT

Description: The Community Reinvestment Act (CRA) of 1977 requiresfederdly insured banksand thrift
inditutions to make capital availablein low- and moderate-income communities. Regulations are issued
and compliance auditsare performed by the Comptroller of the Currency and Office of Thrift Supervision,
the Federa Reserve Board, and the Federal Deposit Insurance Corporation (FDIC). Ingtitutions are
required to prepare CRA Statementsindicating the types of credit they offer intheir local communitiesand
to maintain afile of public comments on their CRA performance. They are evduated by the regulatory
agencies on twelve assessment factors rel ating to ascertainment of community credit needs, types of credit
offered and extended, discrimination and other illegal credit practices, and participation in community
development. Possible performance ratingsrange from substantia noncomplianceto outstanding. Federd
regulatorsarerequired to congder ingtitutions' CRA recordsintheir reviewsof gpplicationsfor expansons
or restructuring. Although there is a tendency to emphasize economic development, the definition of
community development includes environmenta clean-up or redevelopment of an indudtria Site as part of
an effort to revitdize the low or moderate income community in which the property is located.

Actual Use: All federdly chartered or insured depository ingtitutions that grant credit to the public in the
ordinary course of business are covered by a continuing and affirmative obligation to help meet the credit
needs of their entire communities. Some indtitutions have better records than others.

Potential Use: The CRA requirement can be used to help persuade regulated financid inditutions to
participate meaningfully in environmenta clean-up. This can be hdpful to small firms needing bank loans
to finance environmenta equipment or pay for environmenta services.

Advantages. Regulated lenderstend to be more responsiveto credit needsin the communitiesthey serve.
Many are more receptive to participation in federal programs such as Small Busness Adminigtration loan
guarantees.

Limitations: Credit unions are not covered and smal ingtitutions are not required to collect CRA
information or report their community reinvestment activities.

Reference for Further Information: Comptroller of the Currency, Compliance Management Division,
250 E Street, SW, Washington, DC 20219. Federal Deposit Insurance Corporation, Office of Consumer
Affairs, 550 Seventeenth Street, NW, Washington, DC 20429, Internet address. www.fdic.gov/; Board
of Governors of the Federal Reserve System, Division of Consumer and Community Affairs, 201" &
Condtitution Avenue, NW, Washington, DC 20551; Office of Thrift Supervison, Compliance Programs,
1700 G Street, NW, Washington, DC 20552; Federd Financid Indtitutions Examination Council, 2100
Pennsylvania Avenue, NW, Suite 200, Washington, DC 20037. See dso EPA’s web ste at:
www.epa.gov/swer osps/bf/html-doc/cra.htm.
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CONVERTIBLE DEBT

Description: Convertible debt is loan instrument obtained from a potentia capitd investor that can be
converted to equity in the businessunder certain conditionsat somefuturedate. Thelender earnsinterest
on the loan until it is either paid off or the conversion option exercised. The decision regarding whether or
not to convert the debt to equity usualy rests with the lender. Convertible debt offers lender/investors
flexibility by permitting them to control some of the risks and rewards of their invessment. The lender or
potentia investor may be a venture capitd firm, a financia inditution, a Smal Business Investment
Corporation, or individual angd investors.

Actual Use: The most common forms of convertible debt issued by businesses are securities such as
debenturesor bondsand stock options. Many businesses, including small companies, use convertible debt
as a means of raising capital to finance business start-ups and/or expansion. In 1996 aone, U.S.
companies raised gpproximately $13 billion dollars through the issuance of an ever expanding array of
convertible securities. At the current pace, securities convertible into stock aone should condtitute three
to four percent of the total capitd raised by al companies nationwide.

Potential Use: The growing use of convertible debt is projected to continue over the next few years
athough maybe not at such dramétic ratesasenjoyedin 1996. Convertibledebt isavauablefinancing tool
that has the potentia to help any business.  Small businesses in the environmental goods and services
industry should certainly evauate this dternative when looking to raise capitd.

Advantages. Convertible debt is an option that is often suggested by the lender making its eventual
implementation more likely to succeed. Thisfinancing option is away that potentia investors can control
some of their risk when they may not fed totally confident about an investment. It dso affordsthe busness
the opportunity to negotiate down thefuture equity offer inreturnfor higher debt interest returns on the debot
up-front.

Limitations. Convertible debt is still debt and will be reflected on acompany’ s baance sheet. Thismay
meakeit difficult for the company to borrow in the future until the convertible debt is repaid or converted
to equity. Convertible debt is usualy more expensive than a straight business |oan and more complicated
than a sraight investment.

Referencesfor Further Information: INC. Magazine Archives, INC. Online. Thissourceislocated

onthe World Wide Web athttp:/iww.inc.com/incmagazing. Another good sourceisCFO Magazine
located on the Web at http:/Mmww.cfonet.com/.
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CREDIT ANALYSS

Description: A credit analysisis the process of measuring a credit applicant’s ability and willingness to
repay debt. Itisan assessment of the probakility that apotentia customer will pay ontimeandinfull. The
standard framework for credit analysis that has developed over anumber of yearsincludesthe “four C's
of credit,” capacity, capitd, character, and conditions. Thedefinition of thesetermsasthey apply to credit
applicants, both individua and businesses, are:

C Capacity: ameasure of ability to pay debts out of discretionary income (sdary lessliving expenses
and other debt) under normal conditions;
Capitd: the difference between the assets and liabilities (their equity or savings);
Character: the desire to meet or fulfill responshbilities based on references and prior debt-
repayment record; and

C Conditions: any specid circumstances that are beyond the control of credit applicants and will be
temporary in nature.

The information in these four areas is gathered through a review and andyss of the gpplicant’s credit
history (including payment practices), financid statements (looking at liquidity and solvency), and records
on file with credit reporting companies (such as Dun and Bradstreet)/ bureaus; discussions with bankers
and suppliers; and gpplicant interviews. The detail of the credit andysis will be based on a ongoing
comparison of the value of information obtained with the benefits gained.

Actual Use: Credit andyses of oneform or another are performed routinely by banks, savingsand loans,
other financid inditutions, investors, businesses, and individuas whenever extending credit to abusiness
or individud. Theintengty of the credit andysisis directly related to the amount of money involved.

Potential Use: If smal and/or environmental businesses seek credit from an established professiona
financing source, they will likely undergo a credit analys's, whether they know it or not.

Advantages. A credit andysis helps protect the lending party from poor credit risks. If shared with the
goplicant, credit andyss information can reved vauable facts about their business or finances.

Limitations: A credit analys's does not provide answers, only information. The credit decison must be
meade by the lending party and only time will tel whether the right decision is made.

Reference for Further Information: The credit department of any bank, savings and loan, finance
company, or other lending indtitution. Basic financid management textsin locd libraries.
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CREDIT CARDS

Description: Millionsof credit cardsareissued toindividua and businesses each year by banksand other
financial ingtitutions. These cards, both persona and corporate, represent de facto lines of credit or
potential debt. They can be used to pay for dmost any expense within the credit limits of the particular
account. Credit cards may be revolving accounts that roll over debt on a monthly basis while charging
interest rates of up to 21 percent or more. Alternatively, they may be the equivalent of smple cash
advances that must be repaid in full each month.

Actual Use: Smdl, medium, and even large-sized companies frequently use credit cards on a frequent
and ongoing basis to meet a wide variety of business needs ranging from travel and accommodation
expenses to the purchase of office supplies and smdl equipment. Many entrepreneurs/smal businesses
use credit cards (sometimes extengively) to help finance their busness sart-ups. Thefinancid entitiesthat
issue credit cards aso frequently supply their card holders with specia checks that can be drawn againgt
their credit card accounts. These checks can even be used to pay some business suppliers who normally
might not accept a credit card.

Potential Use: Properly used, credit cards will continue to represent agood source of modest amounts
of debt capitd for smdl- and other-sized businesses. These cards will remain an excellent choice for
mesting any business expenses that can, and will be, repaid in a short period of time (less than two
months). The use of credit cards for business-related travel is one area that is expected to continue to
enjoy strong growth. Many airlines, hotels, car rental agencies, and other travel-related businesses are
increasingly showing preference for travelers who use credit cards.

Advantages: Credit cards can be obtained even by start-up businesses that cannot get other types of
credit. Credit cards are a good supplemental source of money for meeting unexpected expenses and
making needed but unplanned emergency purchases. These cards are agood tool to use when you need
to isolate and/or itemize in detail certain specific types of business expenses such as travel and office
supplies.

Limitations: Credit cards are normaly not a good tool for financing large amounts of debt. Financing
business expenses with credit cards can be extremely costly if the debt incurred is not repaid promptly.
Credit cards must be used responsibly (with restraint) by businesses and employees or serious financia
problems may develop. Misuse of credit cards can serioudy impair the credit rating of businesses and
individuds.

Reference for Further Information: Credit Crossroads is a credit library with information on credit

cards, credit reports, bankruptcy, and credit repair. For information on Credit Crossroads, contact by
E-mail: moester @per due.cdu, Telephone: 765-494-8718, Fax: 765-494-0869.
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EXPORT-IMPORT (EX-IM) BANK

Description: The Export-Import (Ex-Im) Bank is responsible for assisting the export financing of U.S.
goods and services through loan, guarantee programs. Two assistance priorities are sm al business and
environmentd exports. The Environmental Exports Program includes a short-term loan and guarantee
programs. The Environmental Export Insurance Policy provides multi-buyer or single -buyer coverage.
It protects the exporter againgt loss for up to 180 days with 95 percent commercial and 100 percent
politica coverage, no deductible, and a “hold-harmless’ assignment of export receivables. Exports
generdly considered digible include toxic materia handling devices, effluent pollution control devices,
effluent pollution control devices, and instruments to measure or monitor air or water quality. Loan
repayment terms are the maximum permissible under Organization for Economic Cooperation and
Development (OECD) guiddines. Generdly, avallable financia assstance includes the Working Capitd
Guarantee Program, Export Credit Insurance, and Direct Loans and Guarantees. Working capital
guarantees cover 90 percent of the principal and interest on commercia loans to creditworthy smal and
medium-size companiesthat need fundsto buy or produce U.S. goods or servicesfor export. Guarantees
of commercid loansto foreign buyersof U.S. goods or services cover 100 percent of principa and interest
againg both palitical and commercid risks of nonpayment. Direct loans provide foreign buyers with
competitive, fixed-rate financing for their purchases fromthe U.S.

Actual Use: Ex-Im Bank programs are used extensively to support U.S. exports to higher risk foreign
markets, including nations where there are no political risks.

Potential Use: Ex-Im Bank programs can assst firmsin exporting environmenta goods and servicesby
subgtantialy reducing risks which might otherwise preclude ther involvement in exporting.

Advantages: Encouraging and assisting environmental exporting, particularly by smal firms, isan Ex-Im
Bank priority.

Limitations: Ex-Im Bank generdly will not assist exports of most military-related goods and services or
insure export sales of goods with more than 50 percent foreign content. Only firms quaifying as small
businesses under Smadl Business Adminigration guiddines are digible for the short-term Environmenta
Export Insurance Policy.

Reference for Further Information: The Export-Import Bank has aU.S. toll-free number, 800- 565-
3946, to provide information on the availability and use of working capita guarantees, export credit
insurance, direct loans and guarantees, and other programs. The toll-free number can be used for fax
retrieval by pressing 1, then 2, at the voice prompts. The mailing addressis 811 Vermont Avenue, NW,
Washington, DC 20571, and the Internet addressiswww.exim.gov. Regiond officesarelocated in New
York City, Miami, Chicago, Houston, and Long Beach.
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FOUNDATIONS: PROGRAM-RELATED INVESTMENTS

Description: A program-related investment isaloan or other investments made by afoundation to afor-
profit or non-profit organization for a project related to the foundation’s stated purpose and interests.
Foundations make program-related investments mainly to maximize the impact of their programs, provide
an dternative form of financing when grant making is ingppropriate or insufficient, and recycle dollars to
increasefunding availability. Program-reated investment toolsincludeloans, which areused most, and loan
guarantees, equity investments, asset purchases, and linked deposits. Investments are often made from a
revolving fund and may involve loan guarantees, purchases of stock or other kinds of financial support in
addition to loans. The foundation generdly expects to get its money back with limited, or bel ow-market,
interest, which will then provide additiond fundsfor loansto other organizations. Half of program-related
invesment dollars are used to provide capital to intermediary organizations, such as loan funds and
development banks, which in turn lend funds to development agencies and service providers. A smal
number of foundations use program-rel ated investmentsto acquire or improve property held for charitable
purposes. Less than 8 percent of program-related investment dollars go for environmenta purposes,
however, the share of support for the environmental doubled between 1990 and 1995.

Actual Use: Only about 250 foundations make program-related investments and the Ford Foundation is
by far the largest player in the field, accounting for perhgps athird of thetota. The next largest, the John
D. and Catherine T. MacArthur Foundation, has loaned or invested less than a third of the Ford
Foundation’s amount. Other top program-related investors include the Met Life Foundation, Packard
Foundation, Prudentia Foundation, and George Gund Foundation.

Potential Use: Program-related investments can be asource of low cost debt or equity capital to support
an organization's environmental projects.  Although only about 15% of foundations making these
investments have made equity investments, most provide cash flow or bridge financing.

Advantages. Program-related investments offer a technique for foundations to asss for-profit entities
ether directly or indirectly. Nearly athird of those making program-rel ated investmentshave been involved
in cgpitdizing and earned income venture.

Limitations: Program-related investments are not grants.  Although profit on the investment is not the
objective, foundations expect to get their principa back so it can be reused. The number of foundations
making program-related invesments in any one year is rdaively smal and fluctuates form year to year.
Evidence indicatesthat invesmentsincrease when the sock market inflatesfoundations asset vaues. The
median investments tend to be around $250,000.

Reference for Further Information: Contact The Foundation Center, 79 Fifth Avenue, New Y ork, NY
10003-3076, Telephone: 800-424-9836 or 212-620-4230, Internet: www.fdncenter.org/.
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LEASING

Description: A leaseisarenta contract covering a specific period of time during which the owner of an
asst (Iessor) alows another party (lessee) to use the asset according to set termsin return for a series of
regular fixed payments. There are two generd types of leases, operating leases and capitd leases. The
former isashort-term (five yearsor less) instrument offered by equipment manufacturersthat can frequently
be canceled by the lessee before the expiration of its term. Maintenance and insurance are typicaly
included in the operating lease payments. A capitd, or finance lease, generdly extends over alonger term
equd to the useful economic life of the asset and cannot be canceled by the lessee. In this second type of
lease, the lessee is respongible for persond property taxes, maintenance, and insurance.

Actual Use: Leasing is used by many businesses and its popularity is growing. U.S. Department of
Commerce figures for 1995 reved that twenty-eight percent of the estimated $571.1 billion spent by
businesses on productive assets, was used for leesing. Lease financing is available from banks, finance
companies, speciaized leasng companies, and equipment manufacturers or retailers.

Potential Use: Leasing could be used by any environmental and other business that has to make

important investments, but does not want to tie up large amounts of money. It could be avery efficient

way for high technology environmenta firmsto acquire and use equi pment that may soon become obsolete.
These firms must have a good enough cash flow to make the lease payments.

Advantages. Leasng doesnot requirealarge up-front cash outlay. 1t can protect afirm against equipment
obsolescence and inflation. Lease approvals can be much faster than [oan approvals. Leases terms can
be very flexible and customized to specific Stuations. Lease payments can be deducted as an operating
expense and written off faster than depreciation of owned equipment.

Limitations. Leasng can result in the loss of asubstantial depreciation tax deduction over time. Leasing
diminatesany salvage vauefor equipment that might be redlized when purchased equipment isfinaly sold.
Interest rates for leases can be very high. Y ou cannot borrow money in the future againg the vaue of the
lease as you can againgt equipment that is owned. The asset may be repossessed if alease payment is
missed.

Reference for Further Information: Great L akesEnvironmenta Finance Center Draft Report (prepared
for U.S. EPA), An Inventory and Assessment of Pollution Control and Prevention Financing
Programs, December 1996. Great Lakes EFC, The Urban Center, Cleveland State University, UB 215,
Clevdland, OH 44115, Telephone: 216-687-4590, Fax: 216-687-9277, World Wide Web site:
http://Aww.csuohio.edu/glefc/.
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MEZZANINE FINANCING

Description: Mezzanine financing is interim financing which fills the gap thet often exigtsin smal busness
finance between equity capital and conventiond, secured lending by banksand other senior lenders. Since
it is usually subordinated to debt owed to senior lenders, mezzanine finance can make acompany with an
otherwiseweak balance sheet more attractive to banks and other sources of financing. Private placements
of subordinated debt for non-investment grade companies generdly require aninternd rate of returnto the
lender based on the lender’ s costs of capital and perceived credit risk. This can be achieved by various
dructures. To compensate for the greater risk involved in their usualy junior or unsecured status,
mezzanine loans typicdly carry an interest rate one to three percentage points above senior, secured loans
and often include an equity kicker such as stock warrants or convertibility.

Companies that have outgrown the start-up phase but are not yet large enough for traditiona corporate
finance are candidates for mezzanine financing if they have strong management, identifidble growth
opportunities, and stable or growing cash flow. Mezzaninefinancing isnot permanent, typically lasting five
years, athough subordinated delot may last sevento nineyears. Theminimum termmay be aslittle asthree
years and the maximum isvery rarely over twelve. The amount financed may be as much as $100 million.

Actual Use: Mezzanine financing isacommon financid tool for rapid expangons, management buy-outs,
spin-offs of subsidiaries, and bridgestoinitia public offerings. Some Small Businessinvestment Companies
(SBIC's) spedidize in mezzanine financing (see Section 10.A., SBA: Small Business I nvestment
Companies). When used for leveraged acquisition financing it usudly is accompanied by senior debt
provided by banks or ingtitutiond investors, aswell astheissuance of common or preferred sock. When
used for growth capita it may be used exclusively or in conjunction with equity securities as a component
of amore comprehensive debt restructuring.

Potential Use: Mezzanine finance can be an excellent source of long-term growth capitd, in that it tends
to be less regtrictive than bank debt and less deusive and costly than equity capitd.

Limitations: Mezzanine finance is essentidly private placement of subordinated debt, dthough it may
involve some rights to equity. The cost of debt financing increases asthe proportion of debt in the capital
structure increases.

Reference for Further Information: Contact the Smal Busness Adminigtration Answer Desk at (800)

827-5722 for the location of the closest Small Business Development Center, which can provide
information on the use of mezzanine financing.
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MICRO-LOAN FUNDS

Description: Micro-loans are rdatively smal loans, generaly below the size traditiona business lenders
have tended to make or even consider making because of their transaction costs and overhead burdens.
Micro-loans funds have been established primarily by non-traditiond financia intermediaries, such as
community devel opment corporations, to provideresourcesfor loansin arangefrom afew hundred dollars
to a few thousand dollars. These lenders tend to target their micro-loans to low-income communities.
Thar borrowers tend to be low-income entrepreneurs who do not have access to the credit resources
typicaly used by their middle-income counterparts, who tend to take out second mortgages on their homes,
run up their credit card balances, or borrow from friends and family members for smilar sums. Micro-
lending tends to be based on character rather than collateral. The sources of micro-loan fundsinclude not
only federa programs, but dso program-reated investments by foundations and equity equivalent
investmentsand lines of credit from commercia banks, leveraged by state linked deposit programs and the
Community Reinvestment Act (see Section 9., Community Development Financial Ingtitutions;
Section 10.B., Community Development Financial I nstitutions Fund; Section 10.B., Section 7(m)
Micro-loans; and Community Development Block Grant topicsin Section 2.C.: Grants).

Actual Use: Since the Ford, Rockefeller, and Charles Stewart Mott Foundations funded one in 1983,
micro-loan funds have enjoyed increasing support. Over a hundred micro-loan funds have been set up
gpecificaly to serve low-income women. Most states now have numerous micro-lenders. For example,
the Indiana Small Business Development Corporation uses four intermediaries for micro-loans.

Potential Use: Micro-loanshave been enough to sart service businessessuch asenvironmenta consulting.
The dso may be sufficient for some smal pollution prevention projects needed to comply with federd or
state requirements.

Advantages. Micro-loanfundsprovideasource of debt financing otherwisegeneraly not availableto low-
income entrepreneurs.

Limitations: Micro-loans are debt which lenders expect to be repaid. Relatively smdl loans may prove
to be sufficient, leaving the enterprise under-financed.

Reference for Further Information: National Congress for Community Economic Development, 11
Dupont Circle, NW, Suite 325, Washington, DC 20036, Telephone: 202-234-5009; Council for Urban
Development, 1730 K Street, NW, Suite 700, Washington, DC 20006, Telephone: 202-223-4735, Fax:
202-223-4745, Internet: www.cued.org.
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NATIONAL COOPERATIVE BANK

Description: The National Cooperative Bank (NCB) and its subsidiaries -- the NCB Development
Corporation, Cooperative Funding Corporation and NCB Savings Bank FSB -- wereset upto assst with
the creation and support of cooperatives (see also Section 5.A., Cooper atives). NCB'’s programs for
independent retail er-owned cooperatives provideloansat relatively attractiveratesto the membersof such
cooperatives to enlarge or renovate their existing stores, buy new stores, and purchase equipment,
inventory and fixtures. Loanscan beusedto acquirered estate aspart of storeacquisition or devel opment.
NCB'’s private placement program with SPP Hambro, an investment banking firm dedicated exclusvely
to the execution of private placements, sells cooperatives debt security offerings directly to ingtitutional
investors.  Offerings can be secured or unsecured senior long-term notes, mezzanine financing, or
subordinated debt. The NCB Development Corporation (NCBDC) provides capitd to start-up and
existing member-owned businesses directly or via developers and intermediary organizations. NCBDC
participatesin thelife cycle of development, offering business planning advances, short-term lines of credit,
interim loans, and permanent financing. NCBDC providestechnica assstanceto community development
organizetions and serves as afinancid intermediary. The Cooperative Funding Corporation is a limited-
purpose, registered broker-dedler. 1t provides corporate financing advisory serviceswith aprimary focus
on asset securitization. NCB Savings Bank FSB isafederdly chartered thrift ingtitution providing deposit
and banking services to cooperatively-structured businesses.

Actual Use: NCB and its subsdiaries have provided significant financing and technica assstance to
numerous business cooperatives.

Potential Use: Because they are owned by their members, cooperatives can help smal businesses that
form them to solve environmentd, logistical, and marketing problems.

Advantages. Cooperatives can give smal, independent bus nesses advantages of larger scale and market
power in financing, risk management, advertisng, and certain logistical functions.

Limitations: The NCB and its subsidiaries assst only cooperatives. However, other forms of business
can establish a cooperative to meet their common needs.

Referencefor Further Information: Nationa Cooperative Bank, Washington, DC, Teephone: 800
266-7562. NCB Development Corporation, 1401 Eye St., NW, Suite 700, Washington, DC 20005,
Telephone: 202-336-7680, Fax: 202-336-7804. Cooperative Funding Corporation, 1401 Eye Street,
NW, Suite 700, Washington, DC 20005, Tel ephone: 202-336-7788, Fax: 202-336-7659. NCB Savings
Bank FSB, 139 South High Street, Hillsboro, OH 45133, Telephone: 800-322-1251 or 937-393-4246,
Fax: 937-393-4064, Internet: www.ncb.com/. SPP Capital Partners, LLC, 330 Madison Avenue, 28"
Floor, NY, NY 10017, Telephone: 212-455-4500, Fax: 212-455-4545.
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NATIONAL CREDIT UNION ADMINISTRATION
COMMUNITY DEVELOPMENT REVOLVING LOANS

Description: The Nationa Credit Union Adminigration (NCUA) has created an Office of Community
Development Credit Unions to provide counsgling to credit unions serving low-income residents of
distressed and financidly under-served areas and administer agency’s loan and technicd assstance
programs. The NCUA may lend up to $300,000 at below-market interest rates to a designated |low-
income credit union and may maketechnical ass stance grantsand contract with outside providersto render
technica assstanceto both federal and state-chartered credit unionsserving low-income communities. The
purpose of the Community Development Revolving Loan Program for Credit Unionsisto hel p credit unions
sarving low-income communities to provide needed financia services and stimulate the economy in the
community served. Designated federd credit unions serving predominantly low-income membersa so may
receive deposits, called shares, share drafts and share certificates, from nonmembers, such asfoundations,
gtate agencies and commercia banks.

Actual Use: There are over 11,200 credit unions with $351.2 billion in assets and approximately 1,500
of these are federdly insured community development credit unions, about 350 of which have been
designated as“low-income’. In 1996 NCUA made 21 community development loans for $3 million and
made 78 technicd assistance grants for $151,746. Grants have been used to purchase office equipment,
provide sdary assstance to hire qudified managers, train staff and volunteers, and secure professiond
audits of financia records.

Potential Use: NCUA |oans can bolster credit unions' abilitiesto meed loan demand. In turn, community
development credit unions can assist their members in financing home improvements needed to meet
environmenta hedth standards and can provide business loans to members who have smal,
environmentaly oriented businesses.

Advantages: Credit unions tend to charge lower fees than commercid or savings banks.

Limitations. Credit unions can lend only their members and there are lega restrictions on membership
digibility. Also, smdl credit unions have limited loan capacity and those serving low-income communities
have difficulty maintaining professiond management.

Reference for Further Information: Nationd Credit Union Adminigration, Office of Community
Deveopment Credit Unions, 1775 Duke Street, Alexandria, VA 22314, Telephone: 703-518-6610, Fax:
703-518-6619, E-mail: cdcumail@ncuagov, Internet: www.ncua.gov/. NCUA regiond offices are
located in Albany, NY.
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RECEIVABLESFACTORING
(Accounts Recelvable Financing)

Description: Recelvables factoring is a type of financing common to some private industries in which
items or payments receivable to the business are sold to aspecid lender, thefactor. The business getsits
money from the factor when it bills or invoices its cusomers. The factor buys the receivables a a
discounted percentage of their face vaue, usudly at somewhere between 75 and 90 per cent. Thefactor
usudly assumes the credit risks related to the receivables and takes responsbility for collection. The
factor’s primary concern is not with the creditworthiness of the business, but rather the creditworthiness
of the receivables (those businesses owing money for the receivables).

Actual Use: Factors are common in businesses with substantia lag times between orders placed and
recei pt of payment. Examplesof such businessesincludethe gppard/garment indudtry, retail firms, seasond
manufacturers, and any other business that is cyclica in nature and/or experiences unusua cash flow
patterns. The Guidebook developers are not currently aware of any extensve use of this financing
technique in the environmenta goods and servicesindustry, and would welcomeinformationin that regard
from readers.

Potential Use: Factoring may be a viable financing gpproach for environmenta firms that have a hot
product with numerous orders, but are experiencing temporary production difficulties. Itsusewould tend
to be dictated by very industry- and company -specific consderations.

Advantages. Factors will finance start-up companies and companies with poor credit that have
creditworthy customers. Factoring creates no official debt on the business balance sheet. Factoring can
be sdf-financing in that the more a firm’s sales grow, the more money there is available to finance the
business. Factors usudly provide credit and collection services, a which they are experts.

Limitations. Factoring isvery expensive and significantly reduces profit margins. It generdly cannot be
used by businesses with low profit margins. Factors will not want to do business with firms whose
customers are poor credit risks.

Reference for Further Information: Most factors can be found in the Yelow Pages of the loca
telephone book under “Factors’” or “Finance” Banks should aso have ligts of locd factors. There are
numerous sources on the world wide web/Internet for information on factors/factoring and related terms
such as accounts receivable financing. Log on and use one if the generic search engines such as Lycos,
I nfoseek, Yahoo!, Excite, tc. to locate sitesunder theseterms. Blechman, Bruce Jan, and Levinson, Jay
Conrad, Guerrilla Financing: Alternative Techniques to Finance Any Business, Houghton Mifflin
Company, 2 Park Street, Boston, Massachusetts 02108, 11/91.
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SURETY BONDS

Description: Surety bondsare atype of financia or credit guarantee underwritten by insurance and other
companies. They are not insurance, but three party agreements where the surety provider agreesto stand
in place of the principd (contractor), if the principa cannot meet its financia or performance obligations
to athird party, the obligee (owner). The obligee is the one who requires a principa to obtain a surety
bond before hiring it to undertake a project. 1n order to obtain a surety bond, the principal must proveto
the surety company that it can meet the obligation in question. The surety company expectsno lossesand
will seek reimbursement from the principd if aloss occurs.

Actual Use:  Surety bonds are widely used in the United States for large construction-related projects.
For federd public works projects, their use has been mandated for more than 100 years (since the Heard
Act of 1894). Thethree most common types of sureties are bid bonds, performance bonds, and payment
bonds. Each type provides guarantees, as appropriate, that contract obligations will be met, parties
properly paid, and obligees will suffer no financid loss. Surety bonds are increasingly being used in
environmentaly-related areas as such as landfill closures, waste and tire hauling, mining reclamation, and
remediation projects (petrochemicals, asbestos, lead, PCBs, etc.). While not generdly used by start-up
companies, surety bond useis growing with regard to small businesses. Industry recordsindicated there
were 137 companies writing security bonds for smadl construction companies (sales of $2 million or less)
in 1995, an increase of 25 from 1993.

Potential Use: The potentid for growth in the use of surety bonds gppearsto be strong in environmental
areas, paticularly regarding remediation. Suretiesmay bevery hdpful in ensuring the successful assessment
and cleanup of brownfields properties. There aso appears to be room for continued growth in writing
sureties for smal congtruction businesses,

Advantages. Surety bondsguarantee project completion and protect obligeesagaingtloss. They remain
in force for the entire life of the contract and provide 100 percent financial coverage. Surety bonds have
little impact on the principd’s credit rating as they are typically issued on an unsecured basis. Surety
companieswill monitor projects on a continuous and independent bas's, and investigate any complaintsas
they occur.

Limitations. Surety bonds can be expensive. Principas requiring surety bonds must undergo a pre-
qudification processin which al aspects of thelr busnesses, particularly their financids, are examined in
great detail. The surety businessisrisky and contract losses may be large.

Reference for Further Information: Nationd Association of Surety Bond Producers, 5301 Wisconsin

Avenue, NW, Washington, DC 20015-2015. Telephone: 202-686-3700. Fax: 202-686-3656, World
Wide Web ste: http:/mwww.nasbp.org/.
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DEPARTMENT OF THE TREASURY
COMMUNITY DEVELOPMENT FINANCIAL INSTITUTIONS FUND

Description: The Community Development Financid Ingtitutions (CDH) Fund, created by the Riegle
Community Development Regulatory Improvement Act of 1994, promotes economic revitalization and
community devel opment by providing grester accessto capita for communitiesthat face serioussocid and
economic problems. The Fund is a wholly-owned federd government corporation within the Treasury
Department which may providetechnica ass stance and makeequity investments, grants, loans, or deposits
on amatching basis. All financid assstance must be matched on at least a one-to-one basis with non-
federd funds which are a least comparable in form and vaue.

Higble community devdlopment financid inditutions are private for-profit and non-profit financia
inditutions with community devel opment astheir primary mission (e.g., community development banksand
credit unions, non-profit loan funds, micro-enterprise loan funds, and community devel opment venture
capitd funds). CDFI Fund investments become part of the leveragible capital base of these ingtitutions.
The CDH Fund aso has a Bank Enterprise Award (BEA) Program intended to encourage insured
depository inditutions (banks and thrifts) to increase their lending and services in distressed communities
and to invest in and support CDFI’s.

Actual Use: Infiscd 1997 the CDH Fund awarded $38.3 million in financid and technica assistance.
Intotd, it has awarded $75 million to nearly eighty ingtitutions.

Potential Use: With support from the CDF Fund, community development financid ingtitutions can
increase financing for small businesses producing or marketing environmentally friendly goodsor services.

Advantages. Community development financd inditutions are particularly well suited for involvement in
brownfiel ds redevel opment.

Limitations: The CDF Fund requires a one-to-one match, which means that applicants must have
subgtantial non-federa support.

Reference for Further Information: U.S. Department of Treasury, Community Development Financid

Indtitutions Fund, 601 Thirteenth Street, NW, Suite 200 South, Washington, DC 20005, Telephone: 202-
622-8662, Fax: 202-622-7754, Internet: http://www.tr eas.gov/cdfi/.
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OTHER

Description:

Actual Use:

Potential Use:

Advantages.

Limitations:

Referencefor Further Information:
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COMPARISON MATRIX FOR SMALL BUSINESSESAND EGS| -
DEBT TOOLS

Criteria/

Debt Tool

Revenue
Sze

Admini-
strative
Ease

Equity

Financial
Leverag-
ing

Environ-
mental
Benefits

Agriculture:
RB-CS
Intermediary
Relending
Program

Low

Mod.

Mod.

Mod.

High

*Bank/l nsurance
Financing

High

High

Mod.

Mod.

Mod.

High

*Commerce:
SBA Business
Development
Corporations

Mod.

Mod.

Mod.-
High

High

High

High

*Commerce
SBA LOWDOC
& FASTRAK
Loans

Mod.

Low-
Mod.

High

Mod.-
High

High

Mod.-
High

Commerce:
SBA Minority &
Women’'s
Prequalification
Pilot Loans

Low

Low

High

High

High

Mod.

Commerce:

SBA Sect. 504
Certified Develop-
ment Companies

Low

Low

Mod.

Low-
Mod.

High

Mod.

*Commerce: SBA
Section 7(a) L oan
Guarantees

Mod.

High

Mod.

Mod.-
High

High

Mod.-
High
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COMPARISON MATRIX continued
Criteria/ Actual | Revenue | Admini- | Equity | Financial Environ-
Use Sze strative Leverag- mental
Debt Tool Ease ing Benefits
*Commer ce: Mod. Low- High Mod.- High Mod.-
SBA Section Mod. High High
7(m) Microloans
Commerce: SBA Mod. Low Mod. Mod.- High Mod.-
Short-Term Loans High High
& Revolving Lines
of Credit
Community High Mod. Mod. Low- Mod. Mod.
Reinvestment Act Mod.
*Convertible Mod. Mod. Low- Mod. Low- Mod.-
Debt Mod. Mod.. High
*Credit Analysis High N.A. High High Mod. N.A.
Credit Cards High Low High Low N.A. Mod.
*Export-Import Mod. Mod.- Mod.- Mod- High Mod.
(EX-IM) Bank High High High
Foundations: Mod. Low Mod. High Mod. Mod.
Program-Related
I nvestments
*Leasing High Low High Mod. High High
*Mezzanine High High Low- Low- High High
Financing Mod. Mod.
Micro-Loan Low- Low- Mod. High Mod. Mod.
Funds Mod. Mod.
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COMPARISON MATRIX continued
Criteria/ Actual | Revenue | Admini- | Equity | Financial Environ-
Use | Sze strative Leverag- mental

Debt Tool Ease ing Benefits
National Mod.- | Mod. Mod. Mod. - Mod. Mod.
Cooperative Bank | High High
National Credit Mod. Low - High Mod. Mod. Mod.
Union Adminigtra- Mod.
tion: Community
Development
Revolving L oans
Receivables Low Low Mod. Low Mod. Mod.
Factoring

*Surety Low Low Mod. Mod. High Mod.-
Bonds High
Treasury: Low- Low- Mod. Mod.- High Mod.
Community Mod. Mod. High
Development
Financial
Ingtitutions

High- High use (mgority of States'small businesses); average credit over $1 million per business;
other criteria score high (e.g., creditors provide additional advice or assistance; easy to arrange;
reasonable interest cogts; highly leveraged and influences success/stability of smal businesses)

Mod.- Moderate use (10-25 Statessmany smdl businesses); average credit $500,000 - $1 million per
business; criteria score in medium range

Low-

* Star indicates good mechanism for future use

Low or rare use thus far; average credit under $500,000 per business; one or more magjor
implementation problems exist
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