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Unintended Consequences?

1. Reduced water sales -- and thus reduced 
utility revenue

2. Perception of rate hikes being caused by 
consumer conservation

3. Reduced flows in plumbing fixtures 
leading to documented pathogen growth

4. Potential drain line blockages in 
commercial buildings

5. Slower main line flows causing need for 
greater flushing and thus waste

6. Accelerated sewer line corrosion



But There Are More…..

 There are 2 major barriers to planning and 
implementing water conservation programs 
that are policy oriented

 We don’t talk about them much
 But if not solved soon, they could be fatal to 

the long-term effectiveness and financing of 
your utility water conservation programs



First Barrier:  Not Tax-Exempt

 Water efficiency is not federally tax-exempt

 This has always been a problem – not new
 Income from water conservation rebates is 

federally taxable to the consumer, unlike energy 
efficiency

 Some states made conservation tax-exempt at 
the state level (e.g. California)

 Utilities are affected by this
 All rebate income totaling $600 or more in a 

calendar year must be sent in a 1099 at the end 
of the tax year



Why Didn’t This Surface Before?

 We have been trying for years to get the 
attention of Congress to fix this

 AWE has a fact sheet on this issue that it has 
distributed to Congress since 2010

 Water utilities haven’t much appreciated the 
need for a legislative fix because so little of their 
consumer rebates in the past aggregated to the 
$600 threshold

 Legislation was attempted in the 1990’s by a 
Congressional Representative from Seattle – but 
no success



Why Is This a Problem Now?

 Landscape transformation rebates (often 
known as “cash for grass” rebates) are becoming 
popular, particularly in the arid West

 Many individual consumers now receiving 
much more than $600 a year

 Water utilities are now realizing their federal tax 
obligations to send out 1099s to consumers

 Consumer reaction has been very negative
 A disincentive to customer participation



Example

 In 2015, the Metropolitan Water District of 
Southern California provided nearly half a 
billion dollars in consumer rebates for 
landscape transformation in response to the 
drought

 When MWD’s 1099s for those rebates hit 
consumers, their anger exploded

 They believed they were doing a public service 
by taking out their lawn and conserving water

 Rightfully maintained that this “benefit” should 
not be personally taxable to them.  









What’s the Solution?

 Energy efficiency has been exempt from federal 
taxation for three decades. Section 136 in the 
IRS Tax Code

 Thus, energy utilities don’t face sending out 
thousands of 1099s every year to angry 
customers. 

 If water efficiency isn’t treated similarly, 
consumer participation in water conservation 
programs will wane and eventually disappear.

 Utility CFO’s will not want to deal with the 1099 
issue as well as angry customers



Creating a Coalition

 Formed by Western Urban Water Coalition and AWE
 Purpose:  to address and fix the tax-exemption barrier for 

water conservation and green infrastructure
 Work with IRS, OMB, and Congress
 Coordinate with energy efficiency advocates



Administrative vs Legislative Fix

 Congressman Jared Huffman (CA) briefed by 
AWE on this issue early in 2015

 Letter sent to IRS on December 11, 2015 signed 
by 34 Congressional Representatives asking 
Treasury if this could be administratively fixed

 Treasury responded on January 5, 2016 saying a 
legislative change to Section 136 is required to 
add water efficiency and green infrastructure as 
tax-exempt programs

 Treasury included this issue as a need fix in their 
“green book” of legislative changes



Administrative Fix

 Water Now Alliance still hoping to seek White 
House support for an administrative fix

 Argument is that saving water saves energy and 
thus should be treated as actionable under 
Section 136’s exemption for energy efficiency 
rebates

 Especially appropriate in states with emergency 
declarations (such as California)

 Letter to OMB and CEQ being circulated for local 
government signatures (see 
www.waternowalliance.org)



House Legislative Fix

 Bill introduced by Congressman Jared Huffman 
(CA) on February 25,2016 – HR 4615 with 1 
Republican co-sponsor (also CA)

 “Water Conservation Rebate Tax Parity Act”
 “Gross income shall not include the value of any 

water conservation and efficiency measure or 
water runoff management improvement (or any 
subsidy, rebate, or other amount for such a 
measure or improvement) received directly or 
indirectly from a water department.”

 AWE sent support letter on day bill introduced



Senate Legislative Fix

 Draft Bill ready for be introduced by Senator  
Diane Feinstein (CA)

 No Republican Senators would co-sponsor
 No action likely in this Congress due to 

reluctance to open up tax code in an election 
year

 Current strategy: to provide resolutions of 
support to key Senators and Congressional 
Representatives

 More resolutions needed!







Plan for 2017

 Give up on this Congress
 Still collect resolutions supporting a fix
 Be ready to launch House and Senate bills in 

next Congress
 Must have bi-partisan support to move 

forward
 At least Treasury supports a fix



2nd Barrier

 Water utilities cannot debt finance water 
conservation programs as part of their capital 
improvement programs

 We used to be able to do this
 Problem is definitional standards issued by the 

Government Accounting Standards Board 
(GASB)

 Unless the “asset” being debt financed is owned 
or controlled by the water utility (such as a 
meter or a pressure valve) the “asset” must be 
paid for with current year operating funds



Funding with Operating $

 This is absolutely the worst way to finance a 
long-term benefit program like water 
conservation

 You would never consider paying for a water 
supply source all at once in the first year

 For extremely large utilities this doesn’t have 
much impact as their operating budgets are 
large

 But for small to medium utilities it is a huge 
impediment

 And it will cause the need for rate hikes



Tracking Tool Navigation Worksheet





A Solution?

 Debt-financing is the smart way to fund long-
term benefit water conservation programs

 Otherwise, conservation programs will shrink in 
size to what is affordable from a tight annual 
operating budget – a budget  which is also 
shrinking due to reduced sales revenues 

 Upfront operational spending plus resulting 
sales reductions means needed rate increases

 Conservation programs are downsized or 
eliminated as a result



GASB
 Conservation programs and financing can be 

encouraged under GASB rules if the benefits 
could be treated as “assets” 

 GASB defines an asset as a “resource with 
present service capacity that the government 
presently controls”

 Most water conservation projects do not reflect 
“control” in a traditional sense, and therefore are 
not treated by water utility CFO’s as assets that 
may be capitalized



How to Fix This?
 Partnership with Water Now Alliance and CERES
 White paper being developed
 Two options for fixing this: 
1. GASB guidance provides that “a regulated 

business-type activity should capitalize all or 
part of an incurred cost that otherwise would 
be charged to expense” under certain criteria, 
which opens up the ability to treat certain 
water conservation program costs as 
“regulatory assets.”



Another Option:  Legal Control
 For green infrastructure or cash-for-grass 

programs, use easements and real property 
leases to limit future changes to the relevant 
property

 Example:  17,000 easements have been issued 
by the Southern Nevada Water Authority for 
cash for grass rebates;  the program is debt-
financed

 For water efficient appliances or grey-water 
systems, retain full ownership through personal 
property leases or an interest in the asset with a 
security filing



Moving Forward
1. Work with Government Finance Officer 

Association on recommendations for 
addressing these issues

2. Seek formal concurrence on the solutions with 
GASB officials

3. Develop specific guidance for nervous water 
utility CFOs

4. Enable once again debt financing of 
conservation and green infrastructure



AWE’s Role
 Help water conservation programs thrive for 

our members
 Create opportunities for policy advocacy on 

enact solutions to these two barriers
 Build coalitions with our membership (such as 

in Congress)
 Partner with other organizations 
 Train our members in implementing the 

solutions crafted
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