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ASSEMBLY THIRD READING 

AB 2777 (Committee on Environmental Safety and Toxic Materials) 

As Amended  March 26, 2026 

Majority vote 

SUMMARY 

Authorizes the State Water Resources Control Board (State Water Board), when administering 

loans under the Clean Water State Revolving Fund (CWSRF), to assess a fee instead of interest 

(also known as fee in lieu of interest) for financial assistance services rendered under the 

CWSRF.  Makes a technical change to recently enacted legislation dealing with recycled water. 

Major Provisions 

  

COMMENTS 

Clean Water State Revolving Fund (CWSRF): The federal Clean Water Act established the 

CWSRF program to finance the protection and improvement of water quality.  Many of the 

projects funded by the CWSRF program address wastewater discharge violations or enforcement 

orders issued by the Regional Water Quality Control Boards. 

California′s CWSRF program operates pursuant to an operating agreement between the State 

Water Board and the United States Environmental Protection Agency (U.S. EPA) Region 9.  The 

CWSRF functions as an environmental infrastructure bank capitalized by federal and state funds 

– providing a sustainable source of funds for water quality protection and improvement.  The 

CWSRF′s capital and its earnings are used to provide financial assistance to a wide variety of 

water quality projects.  States can target specific water quality problems, offer a variety of 

financing options, and customize terms to meet their water quality needs.  Financing options 

include loans, refinancing debt, purchasing, or guaranteeing local debt, and purchasing bond 

insurance.  Interest rates must be below the market rate.  The repayment period is generally the 

lesser of 30 years or the expected useful life of the financed asset.  Since 2009, federal CWSRF 

appropriations and California law have also authorized grants, negative interest rates, and 

principal forgiveness on a limited basis. 

California′s CWSRF has grown since financing its first project in 1989 and has executed more 

than $14.7 billion in financial assistance agreements with over 500 unique recipients.  The 

program has funded a broad range of projects.  The CWSRF can finance publicly owned 

treatment facilities, nonpoint source projects, and estuary projects.  The most common types of 

application received are for wastewater treatment plants and sewer systems.  Funding recipients 

are government entities, tribes, or non-profit organizations responsible for these projects.  The 

interest rate is half of the most recent General Obligation Bond rate.  The most common 

construction financing term is 30 years.  The CWSRF has significant financial assets and is 

capable of financing projects from less than $1 million to more than $100 million. 

When the CWSRF loans out funds, the recipient pays back both principal and interest.  Currently 

the principal is deposited in the CWSRF and a portion of the interest is also deposited in the 

CWSRF. 
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This bill: Replaces the interest that is attached to a loan from the CWSRF, with a fee (also 

known as a fee in lieu of interest).  The fee will be set at an amount no greater than what the 

interest would have been.  However, this change will provide the State Water Board with 

flexibility in administering the CWSRF and the possibility that more funds could be deposited in 

the CWSRF than allowed under current law. 

Recent enacted legislation dealing with recycled water: SB 31 (McNerney, Chapter 736, Statutes 

of 2025) clarified that the use of recycled water is authorized in various applications and under 

specified circumstances.  SB 31 provided that water discharged from a decorative body of water 

during a storm event is not an unauthorized discharge if recycled water was used to restore levels 

due to evaporation.  Additionally, the bill authorized incidental amounts of spray, mist or runoff 

to enter outdoor eating areas of parks and open spaces when irrigated with disinfected tertiary 

treated recycled water that complies with existing regulations governing the use of recycled 

water.  However, during implementation of SB 31, questions have arisen regarding the definition 

of incidental runoff.   

This bill:  In order to assist with the implementation of SB 31, AB 2777 defines ″incidental 

runoff″ as unintended amounts (volume) of runoff, such as unintended, minimal overspray from 

sprinklers that escapes the area of intended use.  Water leaving an intended use area is not 

considered incidental if it is part of the facility or system design, if it is due to excessive 

application, if it is due to intentional overflow or application, or if it is due to negligence.  This 

definition currently exists in the California Code of Regulations (California Code of Regulations 

23 Section 995) 

According to the Author 

This bill is designed to make technical, yet substantive changes to water quality law.  

Specifically, this bill will provide the State Water Board flexibility when administering the 

CWSRF at no additional cost to water agencies, with the goal of stabilizing and potentially 

increasing the resources available within the CWSRF.  Additionally, AB 2777 makes a technical 

clarification to recently enacted legislation dealing with water recycling. 

Arguments in Support 

According to the California Association of Sanitation Agencies and WateReuse California, along 

with a number of other water agencies, 

″This bill would provide additional flexibility for the State Water Resources Control Board to 

modernize the Clean Water State Revolving Fund (CWSRF) loan program.  

The CWSRF is a flagship state infrastructure program that provides low interest loans and 

principal forgiveness grants (for disadvantaged communities) to public agencies for water quality 

and recycled water projects.  In partnership with the Federal SRF program, the loan program has 

served as a low-cost alternative to commercial bonds since its inception in the 1980s, protecting 

California ratepayers by keeping critical infrastructure and water supply reliability project costs 

as low as possible. 

AB 2777 would provide the Water Board with more flexibility to stabilize the loan capacity over 

time by adjusting interest rates for large borrowers to account for the long-term solvency of the 

fund while maintaining appealing, below market-rate loan options for water infrastructure 

projects. 
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Additionally, AB 2777 would define in code, the term ″incidental runoff″ that was included in 

SB 31 (2025, McNerney).  A definition was inadvertently omitted from SB 31.  The language 

included in AB 2777 is the exact language that was vetted through a stakeholder process at the 

Department of Water Resources in 2024/25 and is included in Title 23 of the California Code of 

Regulations.  By including this definition in AB 2777, a costly proceeding does not need to be 

initiated at the State Water Resources Control Boad.″ 

Arguments in Opposition 

None on file. 

FISCAL COMMENTS 

According to the Assembly Appropriations Committee, enactment of this bill may result in an 

increase in the overall availability of funding in the CWSRF, which may be offset by larger loan 

amounts offered to eligible projects.  Additionally, the State Water Board estimates minor and 

absorbable costs for the section of the bill dealing with the definition of incidental runoff.  

VOTES 

ASM ENVIRONMENTAL SAFETY AND TOXIC MATERIALS:  7-0-0 

YES:  Connolly, Ellis, Bauer-Kahan, Castillo, Lee, McKinnor, Papan 

 

ASM APPROPRIATIONS:  14-0-1 

YES:  Wicks, Hoover, Aguiar-Curry, Calderon, Caloza, Dixon, Fong, Mark González, Krell, 

Pacheco, Pellerin, Sharp-Collins, Solache, Tangipa 

ABS, ABST OR NV:  Ta 

 

UPDATED 

VERSION: March 26, 2026 

CONSULTANT:  Josh Tooker / E.S. & T.M. / (916) 319-3965   FN: 0002736 


