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Founded in 1987, the Pacific Institute is a global water think tank that combines science-based thought
leadership with active outreach to influence local, national, and international efforts in developing
sustainable water policies. Its mission is to create and advance solutions to the world’s most pressing
water challenges. From working with Fortune 500 companies to disenfranchised communities, the
Pacific Institute leads local, national, and international efforts in developing sustainable water policies
and delivering meaningful results.
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ABOUT THE PACIFIC INSTITUTE

The Pacific Institute envisions a world in which society, the economy, and the environment have
the water they need to thrive now and in the future. In pursuit of this vision, the Institute creates
and advances solutions to the world’s most pressing water challenges, such as unsustainable
water management and use; climate change; environmental degradation; food, fiber, and energy
production for a growing population; and basic lack of access to fresh water and sanitation. Since
1987, the Pacific Institute has cut across traditional areas of study and actively collaborated

with a diverse set of stakeholders, including leading policymakers, scientists, corporate leaders,
international organizations such as the United Nations, advocacy groups, and local communities. This
interdisciplinary and independent approach helps bring diverse groups together to forge effective
real-world solutions. More information about the Institute and our staff, directors, funders, and
programs can be found at www.pacinst.org.

ABOUT AMP INSIGHTS

AMP Insights is a small management consulting firm working with clients on some of the most
vexing water and natural resources management issues in unique, creative and energizing ways.
AMP has expertise in all facets of water resources management consulting and provides strategic
advice, analysis and capacity-building to corporations, agencies, non-profits, irrigation districts,
cities and foundations. The firm provides clients with expertise in economics, law, policy, hydrology
and ecology. Engagements vary from on-the ground transactional work, to planning and assessment
studies for local governments, to facilitating stakeholder-led strategic planning efforts, to strategic
program assessments for environmental non-profits and foundations, and high-level legal and
economic assessment of enabling conditions for markets. More information about AMP Insights can
be found at www.ampinsights.com.
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Key Definitions

Corporate Water Stewardship (Water Stewardship)

An approach that allows companies to identify and manage water-related business risks, understand
and mitigate their adverse impacts on ecosystems and communities, and contribute to and help
enable more sustainable management of shared freshwater resources (de Souza et al. 2020).

Financing

A funding approach that provides funds that must be repaid; for the purpose of this white paper,
only mechanisms with low or zero interest rates are considered.

Funding

Monetary support for water stewardship projects either via a loan (financing) or grant (no repayment
obligation).

Grant

A funding approach that provides funds to support water stewardship with no repayment obligation.

Innovative Co-Funding

The use of a flexible funding stream like a corporation’s water stewardship budget in concert with
other funding sources (co-funders) to drive impacts that the corporation and co-funders’ individual
sources alone might not achieve.

Water Risk
The effect of water-related uncertainty on an organization’s objectives. “Water risk for businesses”
typically refers to the ways in which water-related issues can undermine business viability. It is
commonly organized into three interrelated categories (Schulte and Morrison 2014):

* Physical: too little water, too much water, water that is unfit for use, or inaccessible water.

e Regulatory: changing, ineffective, or poorly implemented public water policy and/or regulations.

* Reputational: perception that a corporation does not conduct business in a sustainable or
responsible fashion with respect to water.
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Executive Summary

The Colorado River Basin is experiencing acute water supply limitations. As the scale of the

water crisis intensifies, all water use sectors are at risk, with threats to the economic, social, and
ecological stability of the basin. Companies that operate or are exposed to water supply risks in

the basin are engaged in addressing some of these challenges through corporate water stewardship
efforts. While it cannot solve the basin’s immense challenges alone, corporate water stewardship
can have a meaningful impact at local as well as watershed scales. This report is focused on one
way to increase impact: leveraging corporate spending by pairing it with other existing and emerging
funding streams, referred to here as co-funding.

The intended audience is practitioners—people working within .

or consulting for companies—who are looking for ways to The premise of
increase the impact of their corporate water stewardship this paper is
spending. A secondary audience is public or philanthropic .
water funders, water project leads and policymakers in the th.at CO. fu-ndmg
basin. with existing and

emerging funding

The premise of this paper is that co-funding with existin .
P Pap & & mechanisms can

and emerging funding mechanisms can help corporations

tackle more complex problems at more meaningful scales help Corporations

in the Colorado River Basin and beyond. Corporations often tackle more Complex
have more flexibility than other funders, particularly federal

and state agencies, in deciding how to spend their water problems at more
stewardship budgets. This flexibility is an important asset, meaningful scales in

allowing funding to be deployed strategically. This white paper
defines innovative co-funding as the intentional and focused .
use of corporate water stewardship funding alongside other Basin and beyond-
funders and funding sources in new ways that expand the

impact of corporate spending.

the Colorado River

This report considers a limited set of existing and emerging funding mechanisms that fall into

two categories: (1) grants which fund projects with no expectation of financial returns (including
repayment of capital), and (2) financing mechanisms, which provide capital with the expectation of
repayment with or without interest and/or an equity stake in the project. Financing mechanisms
(which can involve public and/or private funders) discussed here include program-related
investments, revolving loan funds, and various impact investing approaches.
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7 EXECUTIVE SUMMARY

TAXONOMY OF EXISTING AND EMERGING FUNDING MECHANISMS

Each of the existing and emerging funding mechanisms are defined to highlight opportunities for co-
funding:

* Grants (both government and philanthropic) do not require a monetary return on investment
and are the most common funding pathway for water stewardship projects. Grants are often
awarded competitively, through broad or targeted calls for proposals.

* Program-Related Investments are loans from foundations to non-profits, for-profits, or other
entities with the expectation of below-market or no financial returns. To qualify, the primary
purpose of the loan must be to accomplish one or more of a foundation’s exempt purposes.

* Revolving Loan Funds are pools of capital from which low interest loans can be made for
projects; repayment of the loans and interest payments are then reinvested in the funds. The
most common type of revolving loan fund is a state revolving loan fund, though this paper also
highlights examples of private revolving loan funds.

* Impact Investing includes a range of financing approaches where one or more investors fund
a project in return for repayment of debt on favorable terms or in return for an equity stake in
the project. Two specific examples, water-sharing investment partnerships and impact bonds,
are discussed to demonstrate the potential for co-funding with corporate water stewardship
efforts.

Taxonomy of Existing and Emerging Candidates for Corporate Water Stewardship Co-Funding °

Funding
Mechanisms

Financing
Mechanisms

Program-
Related

Goverment Philanthropic

Grants Loans Investin
Grants Investments g

Revolving Impact

Water Sharing
Investment Other
Partnerships
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After defining the mechanisms that are candidates for co-funding, specific co-funding strategies
and a set of “blueprint” diagrams are presented. The discussion provides conceptual details on how
corporate funding could be paired with the described mechanisms and is guided by the overall goal of
highlighting how co-funding can drive greater impact. With this in mind, co-funding mechanisms are
organized into five categories:

* Seed funding to get projects off the ground;

* Required match funding for grants;

* Non-required match funding to increase competitiveness of grant applications;

e Funding to increase total project investment; and

* Funding to repay loan principle.

Roles of Corporate Funding by Funding Mechanism ,°
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ROLES OF CORPORATE FUNDING BY FUNDING MECHANISM

Next, a set of evaluation criteria are developed, which are meant to provide corporate staff and
others with a simple approach to evaluating the fit of the different candidates for co-funding based
on four criteria:

* Feasibility: the degree to which opportunities exist to utilize the mechanism in the near-term
(i.e., the next five years);

* Leverage: focusing on the likelihood that using a particular mechanism will result in more
impact than if each of the co-funders were to invest the same amount on their own;

* Complexity: or the ease with which a mechanism can be deployed or combined with corporate
funding; and

e Scalability: the potential for replication and growth in the near-term.

Joining Forces: Innovative Co-Funding to Enhance Corporate Water Stewardship Impact in the Colorado River Basin
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Before making recommendations, a set of challenges to successful co-funding are discussed. These
include:

* Missing links between corporations and projects at the right time: To ensure funding success,
corporations need to be linked with proponents implementing water stewardship projects at
the right time. When a funding gap occurs at the project design and planning phase, it can
mean missed opportunities to submit proposals for private or public funding, either because
of a lack of capacity to write large, complex grant applications, or because a project proponent
cannot find a commitment of funding for matching requirements.

e Missing links between corporations and potential co-funding partners: To date there are
limited opportunities to link corporations with potential co-funders, especially federal funding
programs.

e Technical monitoring and accounting challenges: Monitoring and accounting are at the heart
of corporate water stewardship. Without adequate, tailored monitoring and accounting,
corporations cannot make credible, transparent water benefit claims backed up by data,
and they cannot track progress toward lowering their water risk or offsetting their or their
suppliers’ water impacts. These challenges include allocating benefits and credits across co-
funding partners, claiming credit when corporate water stewardship funds are used for project
seed funding, timing and amount of revenue generation for projects with financing elements,
measuring project impact, valuing water benefits, and high-capital requirements for water
infrastructure projects.
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Investments in near- and long-term water stewardship are urgently needed to respond to the rapidly
growing water supply crisis in the Colorado River Basin. Corporate water stewardship can play a role
in this response in a number of ways.

* The basin is in dire need of strategic investments to achieve long-term water supply
sustainability.

* Co-funding requires a shift in how corporations think about corporate water stewardship
spending—from a focus on offsetting impacts from specific practices or links in a supply
chain to partnering with funders and project proponents whose focus is on place-based and
watershed-scale benefits.

e Corporations often have greater flexibility in deciding how to spend their water stewardship
budgets than other funders, particularly federal and state agencies. This makes them ideal
sources for matching funds or cost-sharing to unlock opportunities that, but for the corporate
spending, might remain unfunded or leave benefits on the table.

* Flexibility also means that corporations should consider providing seed funding to make sure
that no good project fails to get off the ground. Funding projects at early phases does come
with risks of project failure. Unlike paying for completed projects or packaged benefits like
watershed credits, some projects that receive seed funding may not be successful. However,
this strategy has significant upside and could create opportunities for corporations to expand
their impact and secure the right to fund the implementation phase of projects for which they
provide seed funding.

* The major challenge facing co-funding is broadening and deepening the links between
corporate staff and both project proponents and potential co-funders.

* Co-funding water stewardship projects requires carefully measuring and valuing water benefits
and proportioning credit based on funding amounts and additionality (ensuring that, but for
dollars provided by a given funder, specific benefit(s) would not have accrued).

As of early 2023, federal funding for water, environmental restoration, and climate change responses
is at an unprecedented level. Corporations should immediately focus on finding opportunities to
co-fund alongside these massive infusions of federal dollars. Corporations should also continue

to develop and deepen their networks of project proponents and potential co-funders. Finally,
corporations should consider increased involvement with project and funding strategy at the local
and watershed scale. Instead of engaging at arm’s length and seeking only to buy water benefits
from shovel-ready projects, corporations could engage with impact investors, foundations, utilities,
NGOs, and others to help design funding mechanisms from the ground up. Knowing that a corporate
funding partner is committed to a watershed or a project could provide the confidence a group of
investors needs to move forward with a new venture; the same knowledge could spur a foundation
to expand investment or to turn to innovative tools like program-related investments.

The need in the Colorado River Basin now and into the foreseeable future provides the impetus for
experimentation and innovation. Creative co-funding mechanisms are a natural fit in this context.
They represent a meaningful way for corporations to expand their impacts beyond offsetting water
use for specific business practices and provide a pathway to invest in water benefits at new and
expanded scales.

Joining Forces: Innovative Co-Funding to Enhance Corporate Water Stewardship Impact in the Colorado River Basin
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