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The President's MessQge 
by J. James [Jarr 

"Solid Ibundations-Our Bridge to the 
Future," the theme of the 9 1st Annual 
Conference ofNAWC in Orlando, sought 
to focus attention on our resources for 
dealing with the cha llenges and oppor
[Unities which lie before the inve5tor~owned 
water supply industry. 

The dimensions of these future events 
will take shape in unique ways for va rious 
NAWC member companies. They will 
produce different pressures and implica~ 
tions for individual utility sys tems. 

Thete is an old adage which suggests it 
is difficult deciding where to go without 
knowing where you are. Hopefull y, the 
O rlando Conference offered a meaningful 
perspective to both. 

By virtue of your support I' ll have the 
opportunity over the next twelve months 
to reptesent NAWC as its Pres ident. I 
value highly your confidence and recog
nize the responsibility attached thereto . 

During the next twelve months I will : 
• Actively participate in every NARUC 

meeting to which the water industry 
is invited. 

• A ctively participate in every industry 
conferen ce or meetin g open [0 

NAWC. 

• Attend as many NAWC functions as 
possible. 

• Accept any opportunity to talk about 
the in ves to r~owned water utility 
industry. 

NAWC is a mature organization. ltprof~ 

its from sound administration as provided 
by its Washington staff. It th rives on the 
dedication of its Executive Committee and 
prospers from the pol icy choices of irs Board 
of Directors. lr depends upon the advice 

of its committees and needs active state 
chapters. 

TIlis organizational arrangement, which 
provides con t inuity of purpose and ph i~ 

losophy, permi ts the Associa tion Pres i~ 

dent to devote time to broadening public 
understanding of the industry. Compre~ 

hension of our indust ry is critical to Ollr 
ability to successfull y negotia te a fu ture 
course which continues the legacy of the 
investor~owned water supply industry. We 
must better understand the constituents 
we serve, and they need to know more 
about us. Mutual sensitivity to each oth~ 
er's concem s and requirements lies at the 
heart of our success in the future. 

NAWC member companies have the 
task of providing the water service needs 
of more than 19 million people. The 
dimensions of this responsibility are stag~ 

gering. The personal and economic well~ 

being of a significant portion of the pop
ulation of this country rests in our hands. 
The implication of anything short of prop
erly sa tisfying these needs is so adverse it 
prohibits contemplation. 

More than $6 billion has been put to 
work to satisfy these water service requ i re~ 

ments. These funds represent a commit~ 
ment of money on the part of stockhold
ers, debt investors, banks, and customers, 
which could have been invested e lse
where. It is a well-established principle 
that the water utility industry has a vo ra ~ 

cious appetite for capi ta l investment. The 
most conservative es timates for invest~ 

ment growth suggest massive amounts of 
new funding wil l be required to provide 
proper water service in the fmure. 

Almost twe lve tho usand people are 
employed by NAWC member companies. 
O ur industry today is a product of the 
professional devotion of these people and 
their predecessors. Often the limelight 
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focuses on imgciy ceremonial acti ~ities and 
therefore misses the thoughtfulness of a 
kind word from a meter reader, or the 
dedica tion of a service crew which spends 
C hristmas Eve night in a wet trench 
repairing a broken main, or the prompt 
response by a customer service rcpresen~ 

ta tive to a customer's request . 
Ladies and Gentlemen of NAWC, the 

professional inves tor~owned water supply 
industry rests upon three distinct and 
equally suppo rti ve pillars. C ustomers, 
inves tors, and employees represent our 
fo undat ion. Each demands care and atten~ 
(ion. 

Over the next twelve months we will 
examine how customers perceive us. We 
will explore what they like and don 't like 
about what we do. Hopefully, this exa m
ination will offer a clue to what must be 
done in the future. 

O ver the next twelve months we will 
seek to develop a meaningful fin ancial 
summary of the industry. Hopefully this 
will permit those on whom we depend for 
new capital funding to gain confidence for 
their investment decbions. 

O ver the next twelve months we will 
attempt to review the status of employee 
compensation programs with a view toward 
providing some reassurance ,that these 
people on whom we are so dependent are 
adequately rewarded for their efforts. 

Many of you have been very kind in 
your words about the 9 1st Conference. I 
deeply appreciate your thoughtfulness. I 
accept your compliments on behalf of my 
associates in the American Water Works 
System who worked so hard to ensure a 
meaningful conference. I also acknowl~ 
edge the very special contributions ofthose 
who participated in the business program. 

I trust the 'bridge ' to our future has 
begun . .. 
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Conference Recap 
By Word Welsh 

Color Guard from the U. 5. Navol Training Station in Orlando. 

J. James Barr, President-elect of the 
Association greeted a record conference 
attendance in Orlando, Florida, Monday 
morning to what he described as "perhaps 
the largest hurricane party ever," an allu
sion to Hurricane Floyd, which was headed 
for central Florida. (It fizzled before reach
ing Orlando.) 

Barr cited the theme of the conference, 
"SOLID FOUNDATIONS: Our Bridge to 

the Future," and the importance of asso
ciation members' maintaining "that deli
cate balance" among customers, who 
depend on reliable service; investors, who 
expect a fair return on their investment; 
and employees, who seek an opportunity 
to do meaningful work with a degree of 
security. 

Water suppliers in the United States 
have an enviable record of providing 
abundant, safe water, Barr said, citing an 
AWWA Research Foundation report that 
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1. James Darr 

Randy Locke of the Orlando Opera Company 
who song the ''Star Spangled Donner" in the 
Opening Ceremony 

there hasn't been a serious water-related 
epidemic or supply failure in the United 
States in 20 years. In contrast, he said, 
the World Health Organization estimates 
that as many as 15 million people die each 
year-mostly in Third World countries
due to water shortages and contamina
tion. 

Barr assured those at the conference 
that the three-day program would meet 
the standards set by earlier conferences for 
substance and timeliness. 

Luther Cites Employees' Role 
NAWC President Dale B. Luther, in his 

welcoming remarks to the conference, urged 
industry managers to examine the way they 
are dealing with their most valuab le 
resource, their employees. 

"Every employee has the capacity to 
make something new or better," Luther 
said. "The trick is to create opportunities 
for our people to use their creativity." 

"It's time to examine our foundations," 
Luther said, "to see that we're not getting 
caught up in traditions. We have to make 
our employees and their creativity our 
highest priority." 

I 
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N orling Calls for Flexibility 
The Honorable Nancy M. Norling, 

Chairman of the Delaware Public Service 
Commission and of the NARUC Water 
Committee, observed some of the ways 
regulations-and the commissions them
selves-are changing as The National 
Association of Regulatory Utility Com
missioners approaches its 100th anniver
sary. She drew applause when she described 
NARUC's effort to amend the Tax Reform 
Act of 1986 to remove contributions-in
aid-of-construction from utilities' report
able income. 

Norling said she thought commissions 
should be more flexible in their treatment 
of acquisition costs to foster the takeover 
of small water companies that are having 
difficulty meeting new water quality stan
dards. 

Let's Speak Up, Bonk Urges 
Steven Bonk, President-elect of the 

American Water Works Association, 
brought greetings from the association and 
reported on current projects at AWWA. 

Bonk said he was concerned that the 
water industry's voice is being oversha
dowed these days by many vocal special
interest groups like the environmentalists, 
conservationists, and the bottled water 
industry. He urged that NAWC and 
AWWA work together to develop com
munications programs that complement 
each other. 

Steven Dank 

Dole D. Luther 

/ 
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Commissioner Nancy M. Norling 

Bonk said the "unprecedented progress" 
that AWWA had made in 1987 on a num
ber of fronts was marred by a charge of 
racial discrimination at the Association 
headquarters which gained media atten
tion nationwide. He said a committee was 
working to strengthen AWWA's affirma
tive action program and that he hoped 
that the matter would be put to rest by 
the end of the year. 

Bonk described AWWA's plans to dou
ble the office space at it's Denver head
quarters by next year. He said the associ
ation's staff would increase to about 130 
in the next 10 years and will be serving a 
membership of 50,000 by 1990. 

Powell Probes Industry Issues 
Former White House Press Secretary Jody 

Powell led a provocative discussion with 

three water industry CEOs about where 
the industry is headed. Allen Rosenberg, 
of General Waterworks; James LaFrankie, 
of American Water Works, and Robert 
Gerber, of Hackensack Water Company 
were the panelists. 

In his opening remarks Powell, now a 
public affairs executive and a nationally
syndicated columnist, said the water 
industry was generally "little noted and 
little appreciated." but in the last five years, 
it has been "budged, shoved, dragged into 
the public spotlight," he said. 

"The water industry shares an interest 
in clean water with environmental groups. 
Is the industry doing what it should to use 
those alliances? 

"If water is not safe, we'll make it safe. 
But at a cost. 

(continued next page) 
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CONFERENCE continued 
"In our laboratories we're finding things 

faster than we know how to interpret the 
information. We can't equivocate; we have 
to make the bald statement that the water 
is safe. It's been more than 20 years since 
any outbreak of waterborne disease in this 
country. 

"We need to develop a constituency for 
a reasonable approach to water quality reg
ulation. 

"Attention is needed to address policies 
that reward some water systems for bad 
management. Some municipal operators 
who fail to maintain their systems or address 
water quality or supply problems, get in 
enough trouble to qualify for grants-at 
the taxpayers' expense. Then they com
pare their rates with ours. Where's the 
incentive to do the right thing? 

"Will we be able to continue to provide 
the same quality of water for all purposes, 
when so little is actually consumed? Will 
we be looking in the future at recycling, 
dual systems? 

The panel concluded that: 
• We have to stimulate our employees to 

try new things, take risks and not allow 
their creativity to atrophy. 

• Our continued existence depends on 
quality service and customer satisfac
tion. 

• We must abandon our defensive pos
ture, take a more proactive role on pub
lic and environmental issues. 

JodyPowell 

"The issues facing your industry are 
complex," Powell said. "Journalists and 
politicians aren't. As with energy, neither 
the politicians nor the journalists under
stand it well enough to ask intelligent 
questions or make intelligent decisions. 
Often the most simplistic solution for the 
short-term pocketbook interest receive~ the 
greatest support." 

"The skills needed to operate in the 
glare of publicity extend beyond questions 
of ratemaking and new business," Powell 
said. "More attention is not necessarily 
more appreciation. It doesn't matter 
whether you believe the changed envi-

I to r: Allen Rosenberg, Jomes LoFron/~ie, Robert Gerber and Jody Powell 
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is good or bad, it's there. The 
question is to try and develop the skills to 
enable ... (the) industry to deal with the 
challenges. 

"The free press and the political process 
are indispensible in a democracy. All of 
the oversimplification, rhetoric, clashing 
interests and inefficiencies are inherent in 
the democratic process. We shouldn't get 
so down and disgusted that we lose sight 
of the fact that those thorns come with 
that beautiful, delicate flower-Democ
racy." 

Powell asked the panel to list the main 
problems facing the industry over the next 
decade: 
• Complacency and arrogance 
• Developing managers and finding new 

ways to do things, and 
• Developing a market orientation. 

The following comments are excerpts 
from the freewheeling discussion that fol
lowed: 

"We must respond to our customers. 
They want answers. They want a say in 
the kind of service they get. 

"When customers apply for service, do 
we overwhelm them with red tape, refuse 
to make precise appointments? Some of 
the..complaints we get are justified. 

"We're a pure monopoly. The public 
perceives that water rates are a cost recov
ery system. They think we don't care what 
we spend because we know we'll recover 
the cost. This irritates the public. 

"We're not running out of water, just 
cheap water. The United States is one of 
the best watered countries in the world. 
It's hard to imagine not enough water in 
the east. The problem often is economics 
and politics. The cure is complicated in 
the more populous areas. It takes 20 years 
to develop a new water supply. 

"What about the West? Can we have 
five million people in Phoenix with well
watered lawns, golf courses and swimming 
pools? Are the farmers and irrigation inter
ests going to lose out to residential inter
ests? 

"Conservation is balanced by those who 
want to use water and are willing to pay. 
Conservation is a real bind. It affects bot
tom line adversely-until you adjust rates . 

"The other thing that makes conser
vation difficult is that the moral impera
tive sometimes complicates discussion of 
the issue. 

• 
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Edward Limbach 

Michael Cook 

Arthur Davis 

Commissioner Paul Foran 

Edward Selig 

Robert Reinert 

Environmental Seminar 
Moderated by Edward Limbach of 

American Water Works Service Com
pany, this panel featured Michael Cook, 
Director of the EPA Office of Drinking 
Water; Arthur A. Davis of the Pennsyl
vania Department of Environmental 
Resources; Commissioner Paul Foran of 
the Illinois Commerce Commission; Rob
ert Reinert, Vice President of Bridgeport 
Hydraulic Company; and Edward Selig, a 
lawyer with the Boston firm of DiCara, 
Selig, Sawyer & Holt. 

A number of environmental issues were 
discussed during the two hour seminar with 
particular emphasis on the Safe Drinking 
Water Act. One panelist noted that the 
regulatory fallout to the implementation 
of the amendments to SDWA was just 
beginning. He noted that during the next 
few years the Water industry will see more 
and more stringent regulations. 

Another panel member pointed out that 
to condition consumers for the rate shock 
that will result from increased capital 
investment and operating expenses result
ing from compliance with the new stan
dards, it will require a massive education 
program by EPA, individual utilities and 
the League of Women Voters. 

One panelist challenged EPA's esti
mates for the cost of compliance with the 
SDWA amendments as being too low. He 
also indicated that EPA's standard of 
affordability was relatively meaningless. 
Mike Cook of EPA emphasized their con
cern for lead in drinking water and the 
need for Water Utilities to produce a non 
corrosive water. 

An industry spokesman expressed con
cern that the EPA requirement for mon
itoring for lead at the consumer's tap was 
not practical. However, Cook stated that 
lead monitoring at the consumer's tap would 
stand. 

I 

Don Vernine 

Customer Relations Seminar: Creating 
a Caring Corporate Culture 

Don Vernine, president of Vernine & 
Associates, a firm which conducts cus
tomer service training programs, said util
ities must create a caring corporate cul
ture. 

Too many companies hold shareholders 
above customers and employees, when the 
latter groups have a far greater investment 
in the company. 

Utilities, Vernine said, tend to treat 
customers like a statistic. "Customer sat
isfaction is the difference between perfor
mance and expectation. Expectations are 
rising, so performance must also improve." 

He said customers want three things: 

• Value 
• Hassle-free service 
• Personal attention 

The 90-10 Rule 
In dealing with our customers, employ

ees, even families, Vernine said, "We spend 
most of our time noticing the 10 percent 
that's wrong." 

To illustrate this "90-10 rule," Vernine 
suggests that customer service employees 
tally their daily transactions in four cate
gories: 

1. Customer comes in happy and goes out 
happy. 

2. Customer comes in unhappy and goes 
out happy. 

3. Customer comes in unhappy and goes 
out unhappy. 

4. Customer comes in happy and goes out 
unhappy. 

In almost every case, the transactions 
with unhappy endings are far outnum
bered by the happy ones. Yet the unhappy 
ones tend to occupy our attention. 

(continued next page) 
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CONFERENCE continued 

Make an effort to look at the 90 percent 
good things. The long payment record of 
a customer against one late payment. Con
sistent superior job performance from an 
employee versus an occasional late arrival 
for work. 

"No kidding!" 
Vernine explained that while the right 

side of the human brain is the creative, 
emotional side, the left side is the logical, 
structured side. Utilities try to deal with 
irate, emotional customers (right-brained 
behavior) with facts and logic (left-brained 
responses). This just gets them more upset. 

An upset customer is too often char
acterized as "unreasonable" or "illogical." 
So why try to address their problems log
ically? Use a right-brained approach. Put 
yourself in the customer's shoes. Listen 
carefully to what they have to say, then 
say "No kidding!" Let the customer see 
that you understand. Tell them that you'd 
be upset too if it happened to you. 

A program that exemplifies the caring 
corporate culture is the customer stock 
option program conducted by a gas utility. 
Customers are encouraged to purchase 
enough shares of company stock so that 
the dividends will equal their average util
ity bills. Dividends are applied directly to 
the customer's account through a budget 
payment plan. The customer becomes a 
strong company advocate. 

Vernine concluded that how much has
sle we'll give that customer is up to us. We 
should manage the customer's experience 
with our company. 

Fancher Welcomes Group to Florida 
Charles E. Fancher, representing the 

Florida Chapter welcomed the group to 
the Sunshine State on Tuesday and pre
sented an overview of the state's water 
resources and environmental regulation. 

No one owns water in Florida, Fancher 
pointed out. Fresh water is a public resource 
regulated by regional water management 
districts. Allocation is on the basis of 
reasonable beneficial use criteria, he said. 

In the next decade, Florida water sup
pliers are going to have to deal effectively 
with all of their constituencies-custom
ers, regulators, environmentalists, inves
tors-if they are going to continue to meet 
their responsibilities, he said. 
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Charles Fancher 

Gerold Smith 

Frederick Schlegel 

Fredericlf Elwell 

her followed up his presentation 
with an audio-visual presentation of Flor
ida's water supply, which was shown on 
Wednesday morning. 

Purveyor's Responsibility is Explored 
The second part of Tuesday morning's 

program was a panel discussion on the 
question of where the water purveyor's 
responsibility begins and ends. 

Panel members included Frederick E. 
Schlegel, a lawyer specializing in public 
utility and energy issues; Frederick H. 
Elwell, a Vice President of Camp, Dresser 
and McKee engineers, and a national 
spokesman on Federal water quality reg
ulation; and Gerald C. Smith, Pennsyl
vania Region Vice President with the 
American Water Works Service Com
pany. 

Schlegel opened the discussion by citing 
the legal precedents on the matter of who 
is responsible for contamination caused by 
the corrosive "finished" water. 

As a practical matter, he said, purveyors 
should consider themselves responsible for 
the water they deliver-right to the tap . 

Elwell cited NAWC's role in shaping 
Federal water quality regulation and urged 
that the Association continue to be active 
in that arena. 

He said the crux of the problem of sup
plier responsibility in the matter of dis
solved lead at the customer's tap is going 
to be whether first-draw tap water in new 
homes will meet federal lead standards. 
The most viable way to address that prob
lem is going to be to use the best available 
technology to control corrosion in the 
delivery system. 

Smith said he feared the new lead stan
dards would have a "profound social and 
economic impact" and that it behooved 
water suppliers to scrutinize the regulation 
and assess what its going to require by way 
of major capital investment. 

Smith argued that the water supplier 
should no more be held responsible for 
what happens to water in a household 
plumbing system than the newspaper 
delivery boy should be liable for what hap
pens to a newspaper after he puts it on the 
customer's porch. 

When lead leaches into drinking water 
from household pipe or plumbing, it's the 
plumbing that's culpable, not the water, 
Smith said. 
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In a parallel situation, Smith said, the 
gasoline supplier is not held responsible 
for lead in a car's exhaust if the car's cat
alytic converter fails or has been removed. 
The car owner is responsible for correcting 
the problem. 

Joel Weldon 

Weldon Speaks on Getting Things 
Done 

In a stimulating seminar on self-realiza
tion on Tuesday, Joel Weldon, a nation
ally-known motivational speaker, shared 
ideas and experiences on getting things 
done both at the office and at home. 

Weldon cited the coyote, the wild dog 
of the Southwest, as a model for achievers 
because it has been able to thrive for gen
erations, against all odds, by being adapt
able, persevering and courageous. 

Weldon pointed out the importance of 
being able to deal with change and noted 
that while change is seen as disruptive by 
many, others view it as an opportunity for 
growth. 

Weldon discussed characteristics that 
make for strong leadership noting that the 
effective leaders always create an environ
ment that fosters industry and creativity. 

He illustrated the importance of goal 
setting and provided a framework for an 
action plan for setting and achieving goals. 

Merry Mosbacher 

Hawkins Surveys Regulatory Views 
In the opening session Wednesday 

morning, Ronald Hawkins, Executive 
Secretary of the Maryland Public Service 
Commission, reviewed a number of cur
rent industry concerns-particularly the 
Tax Reform Act of 1986-and discussed 
various regulatory views that have been 
developed in recent months. 

Ronald Hawkins 

Investment Pros Suggest Routes for 
"Going to the Capital Investment 
Well" 

Three seasoned professionals from the 
investment community shared their views 
of the investor-owned public drinking water 
supply industry with 1987 NAWC Con
ference attendees and suggested strategies 
and tactics for meeting the industry's con
siderable current and future capital invest
ment needs. 

Merry L. Mosbacher, general partner of 
Edward D. Jones & Co., said water utili
ties in search of investment capital to fund 
Safe Drinking Water Act projects and other 
improvements should seriously consider the 
market among the same conservative indi
vidual investors who are attracted to water 
company common stock ownership for 
specially designed debt instruments. 

Noting that the retail market to which 
her firm caters is more predictable 'than 
the institutional market, Mosbacher said 
retail debt placement represents an attrac
tive financing alternative often over
looked by water companies. 

Edward Tirello 

, 
Edward Tirello Jr., senior vice president 

of Shearson Lehman Brothers, challenged 
water companies to do a better job of 
reaching out to the investment commu
nity. Getting the attention of major 
investment firms and investors, he said, 
"is like fighting for shelf space in a super 
market. You have to tell your story to get 
support!" 

While Tirello chastised the industry for 
maintaining too Iowa profile in the invest
ment community, he announced that his 
firm, based on its heightened interest in 
the industry, has instituted research cov
erage of major water companies with a 78-
page "Industry Review" published Octo
ber 5. "The next few years will be very 
exciting for the industry," he said. "We 
(Wall Street) are ready for it-we hope 
you are too." 

Michael A. Bryson, clean-up batter on 
the three-member panel and senior vice 
president of Mellon . Bank, zeroed in on 
private placements of debt instruments, 
which, he said, have yielded water com
panies the best available terms and will 
continue as a principal source of debt cap
ital. Bryson identified good regulation as 
the key to the water industry's future suc
cess in the capital markets. The financial 
challenges of the 1990s, he said, are going 
to require continued stability of the indus
try, and will demand good regulation. 

"You will have to adapt to attract new 
capital," he said, "and your regulators will 
have to cooperate." 

While differing in the vantage points 
from which they view the investor-owned 
water utility industry, all three panelists 
seemed to agree that the foundations of 
our industry are sound, and that we have 
a variety of interesting options available 
as bridges to the fulfillment of future 
financing requirements. 

Michael Bryson 
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CONFERENCE continued • Panel Addresses Regulatory Issues 
A highlight of the conference was a 

panel discussion on Regulatory issues mod
erated by Hon. James M. Kelly, a U.S. 
District Court Judge in Philadelphia, who 
was formerly both a regulator and a water 
industry executive. 

The panel was comprised of four Reg
ulatory Commissioners and four industry 
CEO's. The commissioners were Nancy 
M. Norling of Delaware; Thomas E. Ste
phens, of Nevada; Richard D. Heman, Jr., 
of Kentucky and Bernice K. Mclntyre, of 
Massachusetts. Industry representatives 
were Loren D. Mellendorf, President of 
American Water Works Service Com
pany; Perry B. Owens, Chairman of Util
ities, Inc.; Chester A. Ring, 3d, President 
of Elizabethtown Water Company, and 
Charles H. Stump, President of California 
Water Service Company. 

At Judge Kelly's prompting, Owens 
conceded that competent management can, 
indeed, make a healthy profit in small 
companies, which are widely thought to 
be at a disadvantage in today's regulatory 
environment. 

"But," Owens said, "you have to buy 
sound companies in states where there is 
enlightened regulation." 

"Regulators have to be flexible in times 
like these," Commissioner Mclntyre said. 
"They have to be willing to change poli
cies to meet market conditions." 

"But," she added, "regulators are still 
responsible to consumers and to the gen
eral public." 

I I 
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Judge James McGirr Kelly 

Commissioner Heman agreed that flex
ibility is the key to success in effective 
regulation. 

Dealing with the sticky question of who 
is entitled to the proceeds from the sale 
of utility property, Mellendorf said a cus
tomer's rates entitle him to quality service, 
but not an ownership interest in the com
pany, any more than the automobile or 
television buyer is entitled to ownership 
in General Motors or Panasonic. 

On the question of need for conserva
tion, Commissioner Stephens said it was 
clearly necessary in Nevada where water 
supplies are so limited, but he raised the 

possibility that conservation can be imple
mented by inverted block rates, which 
make large users pay more. 

Commissioner Mclntyre said she thought 
the issue of conservation was a difficult 
policy question but that suppliers ought to 
be able to create incentives to wise use by 
pricing water correctly. 

Stump said his California company con
sidered conservation a high priority but 
he was convinced that wise use habits can 
be achieved through public education. 

Mellendorf said it is the utility's respon
sibility to provide all the water the cus
tomer wants. If we want to encourage con
servation, he said, we ought to do it by 
pricing, and not by telling the customer 
what his lifestyle should be. 

Responding to a Kelly question, Owens 
said the water supplier's main incentive to 
being efficient was "to make a profit." 

Stump looked at it differently. He felt 
that the main incentive to efficiency was 
to maintain a company's "credibility." 

In any case, the Commission's burden 
is to create an "open market environment" 
for utilities in place of the competition 
that governs other businesses, Commis
sioner Mclntyre said. 

Commissioner Norling said there has to 
be an incentive to excellence beyond a 
financial one in the water business because 
of the unique importance of drinking water 
to human health. 

Ring and Commissioner Stephens agreed 
that "company pride," the desire to be the 
best at what you do, was the critical incen
tive to utility efficiency. 

-~ 
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Investor Relations Seminar 
Robert Amen, president of Robert Amen Associates, an inves

tor relations consulting firm from Greenwich, Connecticut, offered 
those who attended the Wednesday afternoon seminar a primer 
on corporate investor relations. 

Amen described the methods used by analysts to evaluate 
utilities and other companies, outlining the basic steps necessary 
to insure that a company gains recognition in local and national 
markets. 

Listing the available resources, such as publications and con
sultants, Amen described the basic procedures available to com
panies that would enhance their investor relations effort. 

Substance Abuse and Stress 
Dr. Robert W. Harrington, an Illinois obstetrician and gyne

cologist, addressed the problems related to substance abuse and 
stress at the second Wednesday afternoon seminar. 

His comments ranged from the ill effects of smoking to the 
problems faced by the loved ones of alcoholics and the difficulty 
of spotting drug abusers. The last thirty minutes of the seminar 
was devoted to a question and answer period during which he 
fielded inquiries relating to fitness and health. , 

Editor's Note 

• 

Robert Amen 

Dr. Robert Harrington Our thanks go to the members of 
the Public Information Committee 
who contributed the above reports 
concerning each of the sessions on 
the conference program. Their par
ticipation enabled those who were 
unable to attend the conference to 
have a better idea of the information 
provided by the various panels and 
speakers. 

Conference Golf Tournament 

Post Conference Tragedy 
It is with sorrow that we report that 

soon after leaving the Hyatt Regency Grand 
Cypress on Thursday, October 15, Mr. and 
Mrs. George B. Flegal, Jr. were involved 
in a tragic automobile accident on Florida 
highway 1-4. Flegal, of General Water
works Company, was driving a van when 
it crashed into the back of a trailer truck 
which was parked in the emergency lane 
of the highway. Martha McGill Flegal was 
killed instantly and George was taken to 
an Orlando hospital with multiple inju
ries. He was later transferred to a hospital 
in Wilmington, Delaware and at the time 
WATER magazine went to press he was 
expected to return to work soon. 

The weather didn't cooperate but 96 golfers turned out at the grand Cypress Golf 
Course for an 8:30 am shotgun start. As the edge of a hurricane drenched central Florida, 
golfers gradually retreated to the Club House, but 74 hearty souls finished the tournament. 

Our congratulations and admiration go to the winners listed below. 

LOW NET WINNERS-MEN'S DIVISION: 
1st-Gerald Hill 
2nd-Charles Smith 
3rd-Homer Hyde 
4th-John D. Russell 
5th-Harold Ulrich 
6th-Walt Pishkur 
7th-Gary Roberson 
8th-Russ Reidy 

LOW NET WINNERS-WOMEN'S DIVISION: 
1st-Debra Smeltzer 
2nd-Jeanne LeBuhn 

LOW GROSS WINNERS 
Men's Division-Dick Sullivan 
Women's Division-Barbara Nilsen 

Closest to Pin 
Closest to Pin 
Closest to Pin 

#3 South 
#8 South 
#5 East 

n 
n 
73 
73 
73 
74 
74 
74 

n 
74 

79 
92 

E. E. Martin 
Barbara Nilsen 
Debra Smeltzer 
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J. J. Barr Scholarship 

Milfe Zihal presents certificate and chec!f to Kandi Kay Stettmeier. 

Kandi Kay Stettmeier, a senior at the of the Board of the Association during the 
Florida Institute of Technology in Business early formative years thereby assuring the 
Administration with a major in Account- leadership so essential during that period. 
ing, was the winner of this year's J. J. Barr The award is made to a junior, senior or 
Scholarship award. graduate student. The purpose of the award 

The J. J. Barr Scholarship Award is pre- is to make the student aware of the poten-
sen ted annually by the National Associ- tial of a rewarding career in the investor-
ation of Water Companies to honor Mr. owned water utility business and to rec-
J. J. "Jack" Barr, now deceased, who was ognize achievement in scholarship, lead-
President and Chief Executive Officer of ership potential, initiative and promise. 
the American Water Works Company. Mr. The award consists of a check and a cer-
Barr was active for many years in the East- tificate. 
ern Water Supply Conference and through This year's award committee included 
his efforts this organization expanded and four past presidents of the Association: 
became the National Association of Water Mike Zihal, Chairman, Earl H. Graham, 
Companies. Mr. Barr served as Chairman C. Robert Morris and Gerald C. Smith. 

Stettmeier, who is from Reisterstown, 
Maryland, began to take college courses 
in the evening while she was a sophomore 
in high school. She expects to graduate 
from the Florida Institute of Technology 
in June of 1988, and take the CPA exam 
in November. After graduation she plans 
to work for an accounting firm while 
attending Johns Hopkins University at 
night to complete the requirements for an 
MBA. 

Letters of recommendation from her 
professors noted that "Ms. Stettmeir has 
constantly ranked in the top 5% of her 
classes. Her attendance record is perfect 
and she has been inducted into Delta Mu 
Delta, a business honor society that only 
admits the outstanding students in the 
Management Department." She was also 
selected as the top student, junior level, 
in the Management department of Florida 
Institute of Technology. 

Her ultimate goal is to become a Chief 
Executive Officer of a corporation and 
would welcome the opportunity to become 
associated with a progressive utility com
pany.' 

Management Innovation Awards 
There were 18 entries in the Management Innovation Contest this year. The judges were: Chester A. Ring, 3rd, David R. Wilson 

and Charles A. Buescher. 
Western Pennsylvania Water Company-Pittsburgh District, received the large company award for their "Implementation of Mobile 

Telephones for Service Vehicles," submitted by Robert Robowski. 
Pennichuck Water Works earned the small company award for their "Customer Information Booklet," submitted by Pamela Gorman. 
The special category award was given to a second entry, "Digitized Voice System Improves Customer Service," submitted by Robert 

Robowski of Western Pennsylvania Water Company-Pittsburgh District. 
Each of the winners received a framed certificate. 
A list of the entries appears below; Copies of any entry may be obtained by writing directly to the contact person. 

Chester Ring presents the large camp any award and the special category 
award to Robert Robowslfi from Western Pennsylvania Water campany
Pittsburgh District. 

12 NAWC WATER 

Steve Densberger of Pennichucif Water WOrlfS, receives the certificate for 
the small campany award. 
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.' . Management Innovation Contest Entries 

"Safety Poster" 
South Haven Water Works 
305 W. 700 N 
Valparaiso, IN 46383 
J. c. Toney, Contact 

"Junior High Science Fair" 
Kentucky~American Water Company 
2300 Richmond Rd . 
PO Box 7500 
Lexington, KY 40522 
Lynsey Snow, Contact 

"Customer Recognition Program" 
New Jersey Water Co. - Shore District 
700 New Road 
PO Box 405 
Linwood , NJ 08221 
B. M. Cabiness, Contact 

"The Speakers Bureau" 
Commonwealth Water Company 
233 Canoe Brook Road 
Short Hills, NJ 07078 
D. L. Conyers, Contact 

"Suburban U" 
16340 E. Maplegrove Street 
LaPuente, CA 91744 
Luz Gonzales, Contact 

"Portable Microfiche Distribution Records" 
Illino is~American Water Co.- Peoria Distr ict 
123 S. W. Washington Street 
Peoria, lL 61 602 

"Emergency Response Team" 
California~American Water Co.-Monterey District 
404 W. Franklin Street 
PO Box 951 
Monterey, CA 93942 
linda Morris, Contact 

"Customer Information Booklet" 
Pennichuck Water Works 
Four Water Street 
Nashua, NH 03061 
Pamela Gorman, Contact 

"Promotion and Expansion of Radio Watch" 
llIino is~American Water Co.-Peoria District 
123 S. W. Washington Street 
Peoria, IL 61602 
Susan Atherton , Contact 

"Watershed Maps, Supply Graph, Water Supply Chart" 
Connecticut~American Water Company 
PO Box 2529 
O ld Track Road 
Greenwich , CT 06836 
Maurice E. Posey, Contact 

"Customer Service Guide" 
New] ersey Water Company 
515 Grove Street 
Haddon Heights, NJ 08035 
Michael J. Chern, Contact 

"Project Water Help" 
Tennessee~American Water Co. 
1101 S. Broad Street 
Chattanooga, TN 37402 
J. Frances Alexander, Contact 

"Implementation of a 'Field-to-Finish' As-Built Mapping 
System" 

Bridgeport Hydraulic Company 
835 Main Street 
Bridgeport, CT 06601 
Erik M. Bernard, Contact 

"Exempt Time Distribution Analysis" 
Bridgeport Hydraulic Company 
835 Main Street 
Bridgeport, CT 06601 
Mark L. Johnson, Contact 

f'S hieldlLes Telecomputer" 
Seacoast Utilities 
4 200 Hood Road 
Palm Beach Gardens, FL 3341 0 
Andrea Pauley, Contact 

"Speaking Out in Behalf of Tap Water" 
California Water Service Company 
1720 No. First Street 
San Jose, CA 95112 
Kenneth J. Roed , Contact 

"Implementation of Mobile Telephones for Service Vehicles" 
Western Pennsylvania Water Company-Pittsburgh District 
410 Cooke Lane 
Pittsburgh, PA 15234 
Robert Robowski, Contact 

"Digitized Voice System Improves Customer Service" 
Western Pennsylvania Water Company- Pittsburgh District 
410 Cooke Lane 
Pittsburgh, PA 15234 
Robert Robowski, Contact 
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A Tribute to Raymond E. Pillow 

The naming of this year's Honorary 
Member took place at the Dinner Dance 
on October 14th. Following dinner, Rob
ert Gerber, chairman of the Committee 
on Honorary Membership, announced the 
selection of Raymond Pillow, a past pres
ident ofNAWC. 

Speaking to a crowd of 600, Gerber 
noted "No one here will be surprised when 
our new honorary member is introduced 
and asked to come forward. He satisfies 
all of the criteria one could ever develop 
to be so recognized. His rich array of per
sona l attributes commands universal 
admiration and makes me envious: unfail
ing good manners, self-assurance, com
mitment, humility, bright and wise thought, 
rectitude, a dignified presence, a friend of 
all. Combine all of these traits, and more, 
with a managerial talent that is bespoken 
by his long list of accomplishments and 
we see immediately why Ray Pillow must 
be set apart this evening for acclaim and 
praise. A son of the South, Ray inter
rupted one career with the City of Roa
noke to begin another with the ' Baton 
Rouge Water Company twenty-three years 
ago. For the last seventeen years, he has 
been president of that vibrant organiza
tion, which he continues to serve as a 
member of the Executive Committee. 

14 NAWC WATER 

Rosemary and Raymond Pillow 

In 1978, Ray was elected President of 
the National Association of Water Com
panies serving with distinction and dedi
cation, as we would expect of a World War 
II Marine. And his service to NAWC and 
the water industry continues on without 
interruption, even to this day. His com
plete involvement in our J. J. Barr Schol
arship program is just one example of his 
committed service to our Association. 

Perhaps it is only a part of his mystique 
that a bit of deja vu should surround Ray. 

You see, he arrived in Baton Rouge with 
Hurricane Hilda, and arrived here with 
Hurricane Floyd. But there, the compar
ison ends, for Ray is and always will be a 
constructive force. He is better charac
terized as the steady, good wind of the 
gentle zephyr, one of the most prized of 
our natural phenomena. Can there be any 
wonder then, that we declare our affection 
for Ray and the lovely Rosemary by con
ferring tonight the designation of Hon
orary Member on Raymond E. Pillow." • 

The American Team 

'. These are the people who war/fed to make the Conference such a great success. 



I 
Tradition and Recognition 

Dole Luther posses the gavel to new president J. James Darr. Jim Darr receives the silver troy of office. 

Jim Darr presents Dole Luther with a pen set as a reminder of his term as 
NAWC President. 

Jim Darr presents NA WC Conference Planner, 
Marilyn Miller with bouquet of flowers. 

1987-88 Committee Chairmen 
President J. James Barr announced the following committee chairmen at the 

annual Conference in Orlando. 

J. J. Barr Scholarship 
Accounting 
Committee on Chapters 
Customer Service 
Employee Relations 
Finance 
Government Relations 
Management Information Systems 
Public Information 
Rates and Revenues 
Regulatory Law 
Regulatory Relations 
Small Companies 
Taxation 
Water Technology 

Michael Zihal 
Frank McGuire 
G len W. Thornburg 
John C. Lane 
Kenneth L. Buczek 
Harold C. Ulrich 
Henry S. Patterson, III 
Henry M. Phelan 
T. Ward Welsh 
James E. Harrison 
Walter M. Braswell 
Dale B. Luther 
Robert B. Heater 
Phillip H. Peters 
Richard Moser 
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Chapter Luncheons 

Pennsylvania Indiana-Ohio 

California New England 

New YOrif Florida 

Illinois-Missouri New)ersey 
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REJARKS 
f3Y THE HONORAf3LE LINDA C TALIAFERRO 

COMJv1ISSIONER, PENNSYLVANIA PUf3L1C UTILITY COMJv1ISSION 
at the 

NA WC Pennsylvania Chapter Luncheon 
Orlando, Florida 

October 14, 1987 

l
am really delighted ro have the oppor
tunity to join you at your annual con~ 
Ference here in Orlando. The setting 

is lovely. The people-you're wonder~ 
fu l-and the conversation has been infor~ 
mative and stimulating. 

I am particularly pleased to have the 
chance to sit back and enjoy the confer; 
enee in its entirety, rather than simply 
showing up and departing, lIsually in a 24 
hour period. 

Very often I am asked, lately, "Linda, 
how long have you been on the Commis
sion?" We ll , this November will be eight 
years. FbI' many of you in the water indus
try, eight years is nothing. But for a reg
ulator, it is a long time. In particular it 

means that I've been arollnd long enough 
to see the errors of my ways and to have 
seen some positive changes in the rela~ 
tionship between your industry, the Com~ 
mission and other parts of State Govern~ 
ment. 

Inasmuch as many more dramatic 
changes will be occurring in your industry 
in the future, I think it is important for 
me to discuss what I see as the most impor~ 
tant changes to date. I recently reviewed 
the various talks I've given to both the 
Pennsylvania Chapter and the national 
conferences. 

In 1982 I referred to your industry as 
"the most neglected of utility services" 
from a regulatory perspective; your prob
lems with the Safe Drinking Water and 
Dam Safety Acti conservation and con
tamination problems and overall short
sighted regulation. I spoke of what I thought 
the Commission should do for troubled 
small water companies. 

Over six years, I often shared with you 
the litany of steps the Commission has 
taken to help turn your industry from the 
"most neglected" into one of our priority 
industries. I've cajoled you, verbally and 
financially lashed you, and have been 
compassionate and understanding as best 

I saw the need to be in protecting the 
public interest of Pennsylvania consumers. 

I would hope that the results of all our 
efforts to date have helped to make a little 
difference to the benefit of Pennsylvania 
consumers and to you as managers. 

But today, in 1987, you face some reaHy 
difficult cha llenges. I heard loud and clear 
the message of many speakers, that the 
1986 Fioderal Amendments are coming and 
that you are rightfully concerned. 

At the State level in Pennsylvania, 
however, you have a wonderful asset to 
ass ist you, perhaps even at the Federal 
level, as you wrestle with the new Amend
ments. That asset is the tremendous 
"goodwill and credibility" you have, on 
the whole, earned. The emerging part~ 
nership between government and your 
industry in Pennsylvania has many times 
exempted you from the grasping arm of 
legis la tive changes that would otherwise 
have included your industry, and with neg
ative results. We have a good record with 
our PA Congress ional Delegation. Perhaps 
this organizat ion could use it or seek our 
help from our Federal Intervention group. 

I think we can help. 
In spite of the Sunset Reform and reor~ 

gan iza tion of the Comm ission which 
seemingly is leading to an increased adver
sariai mode, your industry enjoys tremen
dous access and the genuine concern and 
desire by regulators to help. We know what 
is at stake here-Safe drinking water! 

The most important message I can leave 
with you today is to see that fact for what 
it is, use and do not abuse it . Use the 
access, the concern, the goodwill and you 
will continue to see a responsive Commis
sion. Use it credibly, forthrightly, creatively 
and we will all be the better for it. This 
is the "unwritten law" that has developed 
over the past 6 years and wi ll , I hope, 
continue far into the future . 

Your goodwill is on its way to being 
locked into the institutional memory of 

• 
Commissioner Linda C. Taliaferro 

the Commission. Some fixed utility indus~ 
tries have suffered as a resu lt of negarive 
inst ituti onal memories (c l ectric~gas). I 
think that the Commission is will ing and 
ready to do its part. 

In 1985 I told the PA NAWC gathering 
that the Commission as a group, is talking 
and publicly supporting takeovers of "Mom 
& Pop" water companies by other com~ 
panies better able to attract and manage 
the human and capital resources necessary 
to provide and maintain better service. 
We were and are actively participating in 
Water Loan Board activities. We were and 
are actively participating in P. E. D,A. pro~ 
grams and with DER, Under Secretary 
Davis, I believe our good relationship will 
conti nuc. 

I believed in 1985 and more so now, that 
the Commission is doing its job and has no 
reason to apologize. Howevet; as we change 
our rules, and laws and regulations, I do 
expect some questions in your mind and I 
also expect those questions to be asked of 
us in a timely fashion recognizing the real
ities of regulatory timetables. 

I reiterate, we have a long way to go and 
much to do. We are working on legislation 
now that will foster takeovers. We need to 
be involved more in your federal concerns. 
I know we do not have primary jurisdiction 
here but, we do have experience at the 
federal level with sister utility industries that 
are just as technical, just as complex; and 
we do have a succcss record of experience 
to borrow from and perhaps share. Again, 
we know what is at stake. 

Finally, let me share a personal obser~ 
vation. One of the most important things 
I learned as Commissioner and especially 
as Chair-is the art of diplomacy. I've 
heard diplomacy defined as the art of tell
ing someone to go to hell so well that they 
thank you for the directions. Your industry 
is going to need a lot of diplomacy as you 
wrestle with changing standards. Seri
ously, I wish you good luck, godspeed! • 
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The fo llowing orTicie wos reprinred from rhe October 2J, 198 7 issue of Deloirre Hoskins & Sells "Public Urifity 
Execurive Driefs." 

RECENT UTILITY TAX 
DEVEWPMENTS 

Treatment of Deferred ITC 
Following Sale of Public Utility 
Property 

In a recent Private Letter Ruling (PLR) 
and subsequently issued General Counsel 
Memorandum (GC M), the IRS has ruled 
that when public ut ility property is [rans~ 

ferred from one public utility (0 another 
in a taxable sale transaction I the un ~ 

amortized and un recaptured accumulated 
deferred investment tax credi ts (A DITCs) 
related to this property cannot be trans~ 

ferred to the buyer, but must stay with the 
seller. The IRS further ruled that the buyer 
would be in violation of the ITC normal
izat ion requirements of the In ternal Rev; 
enue Code (IRC) if rate base or cost of 
service were reduced for the amortizat ion 
of ITCs that were generated and claimed 
by the seller but were not transferred to 
the buyer at the time of the sale. [PLR 
87350 II & GCM 39656] 

Background 
This ruling involved the transfer of pub

lie utility property between twO unrelated 
regula ted public utilities. The purchaset 
(Buyer) was a regulated public utility pro
viding both electric and gas utility ser .. 
vices. The seller (Seller) was a regulated 
public utility providing retail and whole
sale natural gas services, and operating a 
pipeline system in several states. In order 
to further the goal of expanding its existing 
and related businesses, Buyer acquired 
substantially all of the assets of Seller in 
an arms-length taxable sale transaction . 

A t the time of the acquisition , Seller 
had A DlTCs recorded on its books related 
to the public ut ility property being sold to 
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Buyer. As a condition for approving the 
purchase, the State Regulatory Commis
sion required Buyer to request a ruling 
from the Internal Revenue Service (IRS) 
as to the proper regulatory and tax treat .. 
ment for Seller's remaining ADITCs under 
the p ro v isio n s of IRC sec ti o n 46 (f) . 
Accordingly, the IRS was asked to rule on 
the following two ques tions: 

1. In a taxable sale of public ut ility prop
erty from one regulated utili ty to another 
unaffiliated regulated utili ty in which 
the assets retain their pub I ic ut ility sta .. 
tus after the transaction , do the una .. 
mortized and unrecaptured ADlTCs 
related to that property follow the assets 
or stay with the Seller? 

2. Would Buyer vio late the normalization 
requiremen ts of section 46(f) of the 
Internal Revenue Code if Buyer's rate 
base or cost of service were reduced for 
the amorti za tion oflTCs generated and 
claimed by Seller, and not transferred 
to Buyer at the time of the sale? 

IRS Ruling and Analysis 
The IRS ruled that Seller's unamortized 

ADITCs must be removed from its regu
lated books of account at the time of the 
transfer of the related public utility prop
erty from Seller to Buyer. The IRS stated 
that if ADlTCs remained on Seller's reg
ulated books of account and were ratably 
restored to rate base after the related pub
lic utility had been sold, this would resul t 
in a violation of the fTC normalization 
rules under IRC section 46(f) . The IRS 
explained that a ratable restoration would 
be an addition to rate base for assets that 

Se ll e r no lo n ger own s. Beca use t he 
remaining A DITCs do not relate to reg
ulated utility property owned by Seller, 
Seller cannot pass the credi ts through to 
its customers. 

The IRS further ruled tha t Sell er's 
ADlTCs could not be transferred to Buyer 
as a resul t of this transaction. (That is to 
say that Seller's ADlTCs could not be 
added to Buyer's reserve for deferred ITC.) 
T he IRS explained that if the sale had 
occurred prior to the repeal of the lTC , 
Buyer could have claimed the ITC per
centage for used property, which Buyer 
would eventually have flowed through to 
its ratepayers, If Seller's ADlTCs were also 
flowed through to Buyer's ra tepayers, these 
ratepayers would rece ive the benefit of two 
ITCs for the same public utility property, 
Therefore , the IRS concluded that Seller's 
ADITCs cannot follow the property and 
be flowed th rough to Buyer's ratepayers. 

Editor's Note: In summary, the IRS pro .. 
hibited the flow-through of the ADITC 
benefits to the ratepayers of both the se ller 
and the buyer. However, the IRS did not 
specify a precise methodology for treat
ment of A DITCs in lieu of fl owing the 
ADlTCs rhrough to the ratepayers, Pre
sumably, the ADITCs could be passed on 
to shareholders upon disposition of the 
property, 

This ruling is consistent with another 
recently issued Priva te Letter Ruling (PLR 
8730013) where the IRS ru led that , when 
pub\ ic utility property is removed from ra te 
base due to the deregulation of a particular 
type or category of service, the ADlTCs 
related to that property cannot be used 
either direc tly or indirectly to reduce cost .. 
of-service or rate base (PUEB 81Z8/87) , 
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"Meter Reading and Billing 
Cycle" Accounting Method 
Qualifies for Retroactive Relief 
Under Tax Reform Act of 1986 

• 
In a recent decision by the u.s. Tax 

Court, the Tax Court held that the "meter 
reading and bill in g cycle" method of 
accruing utility income qualifies as a "meters 
read" method under section 82 1(b)(3) of 
the Tax Reform Act of 1986. Thus, for 
taxable years beginning before A ugust 16, 
1986, the "meter reading and billing cycle" 
method is to be considered a proper method 
of accounting for taxable income by public 
utilities. [Consumers Power Co. u Comm'r, 
89 T.c. No. 49 (Sept. 30, 1987)]. 

Background 
Prior to enactment of the Tax Reform 

Act of 1986, the metetteading and billing 
cycle accounting method was the method 
of accounting predominantly used in the 
public utility industry. Although the use 
of the meter reading and billing cycle 
method had been challenged on grounds 
that it did not properly reflect utility 
income, the U.S. Tax Court had consis, 
ten tly held that it was a proper method of 
accounting for Federal income tax pur,' 
poses. (See, for instance, Orange & Rock
land Utilities, Inc. v. Comm'r, 86 T.C. 199 
(1986) [PUEB 2121186]). 

Section 821 of the Tax Reform Act of 
1986, however, provides that for taxable 
years beginning after December 31,1986, 
public utilities must use a "full accrual" 
method of accounting for Federal income 
tax purposes. That is to say that utilities 
are now required to include "unbi lled rev
enue" in taxable income for the year in 
which utility services are rendered to cus
tomers. Section 82 1 thus effectively over
turned the Tax Court's ruling in Orange 
& Rockland Utilities (supra) and similat 
cases, upholding the use of the meter read
ing and bill ing cycle method of accounting 
for Federal income tax purposes. 

However, due to the large number of 
unresolved disputes between the IRS and 
various utility companies over the use of 
the metet teading and billing cycle method 
of accounting, Congress included a special 
relief provision under Section 82l of the 
1986 Act. Thus, Section 82 1 (b)(3) pro
vided that for all taxable years beginning 
before August 16, 1986, if a public utility 

had computed taxable income "on the basis 
of the pericx:l in which the customers' meters 
were read," that this wou ld be deemed a 
proper method of accounting for Federal 
income tax purposes. Thus, in' passing 
Section 821(b)(3), Congress intended to 
lay to rest the existing controversies 
between the IRS and public utilities relat
ing to the taxabili ty of unbilled revenue 
for a ll taxable years prior to the effective 
date of the new Act. 

Facts 
In th is case Consumers Power Co., a 

regulated public utility, had consistently 
used the metet reading and billing cycle 
accou nting method fo r taxab le years 
beginning prior to August 16, 1986. Under 
this accounting method , each year was 
divided into twelve meter reading and bill
ing cycles-i. e. , one cycle for each month 
of the year. The meters of each customer 
were read twelve times a year (or once a 
month) , and based on such readings , Con
sumers Power billed its customers twelve 
times a year {or once a month}. Because 
it would be impossible for the company's 
staff of meter readers to read all of its 
customers' meters on the same day of each 
month, Consumers' Power had divided its 
service area (and thus its customers) into 
twenty-one districts-based upon the 
premise that there are, on average, twenty
one working days in a given month. Thus, 
each district was assigned a particular 
working day of the month on which the 
customers' meters were read by the com
pany's meter readers. Within a few days 
after the meter reading date for any given 
district, bills would be prepared and mailed 
to a ll of the customers in the district, In 
this way, all of the company's meter read
ing and billing personnel would be occu
pied each working day of the year-each 
day reading meters and preparing and 
mailing bills to customers in one of the 
twenty-one districts, and each month 
repeating the process for each of the twenty
one districts . Under this method, there 
were , therefore, 252 (i.e., 21 X 12) sep
arate, district-wide meter reading days in 
each year. 

Under the meter reading and billing 
cycle accounting method used by Con
sumers Power, the company would accrue 
into taxable income the utility revenues 
attributable to 250 of the 252 meter read
ing days for the year. (This represented 

~pproximatelY 99.21 of the total meter 
reading days in any given year.) Thus, the 
utili ty income attributable to two of Con
sumer Power's meter reading days was not 
included in taxable income until the fo l
lowing taxable year-due to the fact that 
these two days fall at the end of December 
and the corresponding bills would not be 
prepared and mailed out to customers until 
early the following January. Thus, in Jan
uary of each year Consumers Power accrued 
utility income with respect to two meter
reading days that occurred late in the prior 
December, as well as the first 250 meter
reading days of the current yea r. 

In 1974, Consumers Power changed to 
the full-accrual method of accounting for 
financial reporting purposes. However, the 
company continued to use the meter read
ing and billing cycle method of accounting 
for Federal income tax purposes. The IRS 
had assessed a deficiency of $17,976,925 
for the taxable year 1974, based on the 
difference between Consumers Power's 
taxable income as computed using a fu ll ~ 

accrual method of accounting and its 
income as reported based on the meter 
reading and billing cycle method of 
accounting. 

This case was pending before the U. S. 
Tax Court at the time of enactment of the 
Tax Refonn Act of 1986. Consumers Power 
moved for summary judgement on the 
grounds that its method of accounting fell 
with in the ambit of Section 821(b)(3) of 
the Tax Reform Act of 1986, and that the 
court should therefore rule in its favor. 
The IRS, on the other hand, argued that 
Section 82 1 (b)(3 ) did not apply since the 
method of accounting used by Consumers 
Power was a "meter reading and billing 
cycle" method rather than a pure "meters 
read" accounting method. The IRS, in 
effect , argued that Congress only intended 
for Section 821(b)(3) to apply in those 
few cases where a utility had been using a 
pure "meters read" accounting methcx:l prior 
to August 16, 1986, rather than the "metet 
reading and billing cycle" accounting 
method-which was the standard practice 
in the utility industry prior to enactment 
of the Tax Reform Act of 1986. 

Tax Court Ruling and Analysis 
The Tax Court held that Consumers 

Power did qualify for the re troactive relief 
(continued next page) 
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UTILITY TAX DEVELOPMENTS continued 
prescribed under Section 821 (b)(3) of the ability of any other such accounting meth-
Tax Reform Act of 1986, even though the ods for taxable years beginning prior to 
company had not used a pure "meters read" August 16, 1986. Citing the Conference 
accounting method. Therefore, for the Committee Report, the court further noted 
taxable years at issue in this case (all prior that the clear intent of Congress in enact-
to 1987), the court applied Section ing Section 821(b)(3), was "to minimize 
821 (b) (3) of the Tax Reform Act of 1986, disputes over prior taxable years ." Noting 
and ruled that under the provisions of that that Section 821 (b) (3) was remedial in 
section, Consumers Power had been using nature, the court then cited the Supreme 
a proper method of accounting for Federal Court case of Miller v. Robertson [266 U.S. 
income tax purposes. 243, 248 (1924)] for the proposition that 

The Tax Court based its ruling on a 
thorough analysis of the legislative history 
of the Tax Reform Act of 1986 and the 
intent of Congress in passing Section 
821(b)(3) of the Act. The Tax Court 
observed that since the language of Sec
tion 821 (b)(3) addressed only the pure 
"meters read" method of accounting and 
did not state what other methods of accru-
ing utility income were to be allowed or 
disallowed, this indicated that Congress 
had intended to leave to the courts the 
responsibility of determining the allow-

remedial statutes should be interpreted 
broadly in order to effectuate the under
lying legislative purpose. The court 
explained that if Section 821 (b)(3) of the 
Tax Reform Act were to be construed nar
rowly, so as to protect only those public 
utilities using a pure "meters read" method 
of accounting, that the "remedial nature 
of the statute will be defeated" since few 
utility companies were using a pure "meters 
read" accounting method, whereas the 
majority of utility companies use some 
variation of the "meter reading and billing 
cycle" method. The court stated that if it 

were to adopt such a narrow interpretation 
of Section 821 (b)(3), it would be limiting 
the relief provided under that section "to 
such an extent that the statutory purpose 
would be undermined." 

Finally, the Tax Court observed that 
under the "meter reading and billing cycle" 
method used by Consumers Power, more 
than 99% of the company's income was 
accrued in the same year that the custom
ers' meters were read-the remaining one 
percent being accrued into income the 
following January. The court concluded 
that this slight deviation from a pure "meters 
read" method was "insignificant" and did 
not justify a ruling that would disqualify 
Consumers Power from the remedial pro
tection of Section 821 (b) (3). 

The Tax Court, therefore, ruled in favor 
of Consumers Power, holding that it had 
been using a proper method of accruing 
taxable income for the taxable years begin
ning priorto August 16, 1986. (The Tech
nical Correcti~ns Act of 1987 would extend 
this to tax years beginning before January 
1, 1987.) • 

Government Relations Committee Hears Update on Effort to Repeal Tax on CIAC 

Photo by Poul Arneson 

George Henry Tox Counsel from the office of Congressman Robert Matsui CD-CA), who spoke at the Government Relations Committee meeting 
luncheon, held July 28 in Washington. Congressman Matsui was the sponsor of legislation to repeal the Contribution-in-aid-of Construction portion of 
the tax reform oct. 
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GREAT "AMERICAN" HEROES! 

Gerold f3esick (feft) and Steve Mangels (right), who were honored by Iowa-American at their Annual Safety Recagnition Picnic. Steve Mangels will 0150 

be receiving a heroism award from AWWA. 

May 14,1987, was an ordinary day, with 
ONE exception. It was the day two Iowa
American production employees saved the 
life of a 13-year old boy who had fallen 
into the Mississippi River while playing 
with two friends. 

Filterman Gerald "Bud" Besick noticed 
three young boys walking along the three
foot wide seawall which borders the treat
ment plant and Mississippi River as he 
glanced out the windows in the filter gal
lery. Moments later, one of the boys had 
disappeared, and the two others were 
fran tically running along the seawall. 
Without hesitation, Besick dashed to the 
operator's station to alert Steve Mangels 
of the situation. While Besick telephoned 
police and firefighters, Mangels ran 40 yards 
to the spot where the boy had fallen into 
the river. 

"I just told the boys to grab my feet and 
hang on for dear life," said Mangels, a 14-
year veteran of the water company. As the 
two youngsters held his ankles, Mangels 
laid across the seawall and reached down 
about five feet to pull the boy out of the 
river. 

Prior to Mangels' dramatic rescue, the 
two boys had tried to help their friend 
reach a seawall ladder by having him grab 
a 12-foot piece of plastic tubing. But they 
were unaware that they were pulling him 
toward the plant's underwater intake 
opening in the seawall where the strong 
current would have pulled him under. 

By the time firefighters arrived, the 
soaked and shaken 13-year old was on dry 
land. After the incident, Mangels and 
Besick reflected on the day's events that 
brought them instant attention as "Heroes." 

Mangels said that at the time he had no 
thoughts of heroism or endangering him
self. "I had to act," he said. "I was in the 
right place at the right time." 

K. Brock Earnhardt, Vice President and 
Manager of the company, said he believes 
Mangels and Besick saved the boy's life . 
"I think they performed magnificently," 
he said. "I certainly do consider them 
heroes." 

Publicity generated from the incident 
spanned far outside the local area-with 
wire stories being run as far away as Cin
cinnati, Ohio, and Milwaukee, Wisconsin. 

Both Mangels and Besick have been 
nominated for local heroism awards as well 
as those awards sponsored by the Ameri
can Water Works Association. A local radio 
station featured both men as "Quad Citians 
of the Week" during its weekly program . • 
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Conservation and Ratemaking 
by Viro F. Pennocchio, Presidenr 

Coffin & Richordson, Inc. 

Presenred 
November 6, 1987 

DEFORE THE 
NEW ENGLAND CHAPTER OF THE 

NATIONAL ASSOCIATION OF WATER COMPANIES 
AT 

There is a growing concern throughout 
the country about the availabili ty of ade
quate and pure water supplies to meet fu ture 
growth, and indeed even to meet current 
needs. In N ew England , where an ablm
dant water supply has been taken for granted 
in the pas t , there is now deep concern 
about its water supplies. 

Population densities in the northeast 
have increased to the point that there are 
few sources of additional water supplies 
within or nearhy population centers , and 
existing supplies arc in greater danger from 
pollution. In fac t , the deterioration of 
existing supplies may become a more se ri ; 
ous problem than growth. 

Governmental water resource agencies 
are becoming more concerned about with; 
drawals of water in excess of the safe yield 
of river bas ins and water bearing aquifers. 

The New Jersey Department of Envi
ronmenta l Protection has been monitor~ 

ing the water levels in the Potomac~Raritan~ 

Magothy Aquifer system in the Camden 
area for years, and has announced its 
intention to designate the aquifer as a crit~ 

ical water supply area. Water levels in the 
aquifer have been steadily declining, and 
there is concern of contamination from 
salt water intrusion. As a result, this area 
will be targeted for a 35% reduction in 
existing water supply withdrawals. Plan~ 

ning is currently in progress to attempt to 
replace from outs ide sources some 55 mil ~ 

lion gallons per day of the present and 
future water supply needs of this area. 

The Nassau County, New York , Depart~ 

ment of Environmental Conservation has 
recently instituted procedures to develop 
a water use inventory and water conse r~ 

va tion plan. The centerpiece of the plan 
is a cap on the annual water supply with ~ 
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drawa l for each water ut ility in the county. 
These caps have already been set and impose 
a limit on the average annual volume of 
water wi thdrawn based on a ro lling fi ve 
year average. A slightly higher limit (+ 5%) 
is allowed for any individual year. These 
caps I understand have been se t so low 
that a number of water systems have already 
exceeded their caps or are in imminent 
danger of doing so. Another significant 
part of the plan is an imposed water con ~ 

servation effort . 
The State of Connecticut has enacted 

a statewide plan for the evaluation of pres~ 
ent and future water supply requirements. 
The plan subdivides the state in to Public 
Water Supply Management Areas and 
requires each water system serving 250 or 
more customers or 1,000 or more persons 
to prepare and fil e an extensive and com~ 

prehensive wa ter supply plan with the 
Connecticut Department of Health Ser
vices. The Connecticut Plan also provides 
for the preparation of a coordinated water 
supply plan for each water supply man
agement area. O ne of the requirements of 
the individual water supply plans is to con ~ 

sider water conserva tion . 
Massachusetts has also recently enacted 

a Water Resources Management Act which 
requires that all water systems averaging 
more than 100 ,000 gallons per day register 
their water supplies by January 1, 1988. 
Thereafter, based on a schedule ye t to be 
announced, permits will be required for 
all new water supplies and increments to 
existing registered water supplies of 100,000 
gallons per day or over. All existing water 
sys tems using in excess of 100,000 gallons 
per day, if not registered by January 1, 
1988, will be required to obtain permi ts 
for their existing water supplies. 

I thought it may be helpful to those of 
you from Massachusetts who may not be 
fu lly apprised of the new water supply reg
ulations, to prov ide a little more deta il at 
this time. 

First , le t me deal with the registrat ion 
of existing supplies. The regulations require 
that water systems taking over 100,000 
gallons per day from a designated ri ver 
bas in must register their water supplies 
with the DEQE, Division of Water S upply. 
Only one registration statement is required 
for all of the water supplies of a utility 
wi thin the same river basin. Withdrawa ls 
by the same utility from more than one 
river basin require the filing of more than 
one registration statementj that is, one for 
each river basin . 

The test for determining whether or not 
a utility must register its water supplies is 
based on the average da ily wi thdrawals 
over the period January 1, 198 1 through 
December 31 , 1985. If the average with
drawal for any quarter during this per iod 
from all supplies in the same river basin 
exceeded 100,000 gallons per day, the util 
ity is required to register. 

Registrations, once accepted , must be 
removed every ten years for ve rified with ~ 

drawals and every two years for estimated 
withdrawals. Verified withdrawals gener
a lly mean that the reported volumes are 
based on metered measurement. 

N atura lly, there are registratioo fees. 
These fees will vary with the magnitude 
of your existing withdrawal from each rive r 
basin as follows: 

Less than 1 mgd 
1 mgd to 10 mgd 
10 mgd to 100 mgd 
100 mgd or more 

$ 100 
200 
500 

1,000 

\ , 
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~ 
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These fees wi ll apply to renewal sta. 
mcnts also. 

The registration statement requires a 
considerable amount of information, 
including genera l data about the utility, a 
description of each supply, a description 
of the pumping faci lities, historical aver~ 

age day demands, projected future average 
day demands, currently ava ilable water 
supply ,capacity, plans for new supplies or 
increased withdrawals, and a description 
of present and proposed water conserva~ 
tion plans. 

The Division of Water Supply has pre
pared a set of gu idelines which detail the 
registration process, If any of you do not 
already have copies, I have a few with me. 

The registrat ion process requires a s ig~ 

nifican t effort but excludes the utility from 
the perm itting process which is morc 
extensive. The law provides that in cri t~ 

ical or stressed water supply areas, appli~ 
cations for permi ts can be turned down. 
Permits in non~stressed river basins will be 
good for twenty years. In stressed areas, 
permits will be subject to renewal at shorter 
intervals of not more than every five years. 

Safe yield figures are to be developed 
for each river basin in the State and per~ 
milS can be denied if the safe yield of the 
river basin is exceeded. After 1993, permit 
applicat ions must include an approved 
water management plan for the water sys, 
tern. Initially, as a minimum requirement, 
permi t applications will be required to 
include a water conservat ion program. 

There will be a five year review of all 
permits and ann ual reporting will be 
required. 

G uidelines for permitting procedures are 
scheduled to be available March, 1988, 
and there will be a fee schedule illcluded. 
Public hearings have been scheduled for 
November 10th and 12th and the public 
comment period closes November 20th. 

O ne might ask at this junccure, what 
does all this have to do wi th rate-making? 
Well these issues, conservation in partic, 
ular, wi ll a ll have an impact on water rates. 
Pric ing has long been felt by some to be 
a conservation too l. Hardly a day goes by 
when I don't hear, read or see something 
advocat ing adjusting water rate structures 
to promote conservation . 

The Massachusetts Water Resources 
Authori ty which was established to c1eall 
up Boston Harbor, also se ts the rates for 

water alld sewer services provided by the .p · t 
MDe wate r a nd sewer systc ms. The r01ec 
Authority's enabling legislation specifi~ J 
~a ll y states, the Authority is authorized" 7.ater Help 

to promote water conscrvat lOn and envl~ VV. 
ron menta l qua li ty through its schedule of M · h 
charges." eets WIt 

The Nashua Coullty water supply man-
agemellt plan specifica lly includes the S 
consideration of Uwater use restrictions and uccess 
water rate restructuring" as a means of 
promoting water conservation. 

The Massachusetts Department of Pub
lic Utili ties requires all major util ities to 
fil e a marginal cost study as an integral 
part of any rate design study. The Dedham 
Water Company was required to file such 
a study as a condi tion of its next rate filing. 
The filing was made but withdrawn due 
to the sale of the Company to the towns 
of Dedham and Westwood. 

Many munic ipal systems have restruc~ 
tured their rates in the hope of inducing 
water conservation and many more appar, 
cntly are heading in that di rection. There 
are a number of grant programs which 
provide fu nds to municipal water systems 
for various conservation efforts such as 
leak detect io n and metering programs 
(new) . The Massachusetts Water Resources 
A uthority will be pressuring member com~ 
munities to institu te water conservation 
policies, including rate structuring. 

Where does this leave the private water 
companies? Well , most likely they too wi ll 
be pressured by regulatory agencies to 
inst itute more vigorous conservation pol~ 
icies, including rate structure changes. 

Water conservation and punitive pric, 
ing of water have a lways been d irty words 
to the private water purveyors. They feel, 
and rightly so, that given the opportuni ty 
and without onerous regulation , they can 
cont inue to provide the water supply needs 
of their cllstomers without extreme con~ 

servation methods. However, you may not 
be given the opportunity, and the hand of 
regulation is already quite heavy in these 
areas. O bviously there is reason for con, 
cern. 

Water quality, . water supply require' 
ments and water conservation were much 
discussed topics at the recent nat ional 
conven tion. More discussion is needed and 
some policy or policies arrived at in the 
area of water conservation and the ro le of 
pr ic ing . • 

Tennessee,American Water Company, 
an i nvestor~owned company serving 6S,cx:x.J 
customers in C hat tanooga, Tennessee, 
recently launched a program designed to 

aid needy customers in paying water ser, 
vice bills. The program, according to 
Frances A lexander, Communi ty Relations 
Manager, is tai lor~made to the investor~ 

owned utility, because it is administered 
through the United Way of Chattanooga, 
has no overhead costs, every dollar given 
goes to defray a bill for water and/or sewer 
services and is complete ly unsolici ted. 

The program, called "Project Water 
Help," was patterned afte r a similar con ~ 

cept adopted by the local gas and e lectric 
utilities called, "Warm Neighbors." Cus~ 
tomers who wish to do so may add one 
do llar to their monthly bill for water and 
sewer charges voluntaril y. If the amount 
pa id is exactly one dollar over the tota l 
amoun t due, the one dollar goes auto' 
matically to a special account. A t the end 
of the month, monies in the account are 
cleared and sent to the Ullited Way. Nei
ther the compan y nor its employees are 
involved in the fi nal distribution of funds, 
accord ing to Alexander, But , "Ie does pro' 
vide the company a referral option to indi, 
gent customers obvioiusly in need, and to 

customers whose benevolence might be 
channeled in such a direction ." 

"Project Water Help" began in May and 
has proved popu lar in the first six months 
with 1,756 custome rs parti cipa ting . 
UManagemen t at Tennessee,American has 
always been cognizant of its comm itment 
to serve all its customers equitably without 
favor or partiality. "Project Water Help" 
lends itself [Q this concept whi le at the 
same t ime, shunning the appearance of 
administering a financi al assistance pro' 
gram. " It provides a channel for the needy 
uti li ty customer to rece ive help and an 
efficient channel for fellow customers who 
wish to help,'! A lexander said. • 
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Execufive Direcfor's Re 

by James £3. Groff 

The 9 1st conference of the National 
Association of Water Companies con~ 

cluded on October 15th. Many of the rec
ord 814 attendees went out of their way 
to ensure that President Jim Barr and I 
were aware that they felt that this was the 
most successful conference ever. Congrat
ulations to] im Barr and committee mem
bers Ward Welsh, Frances A lexander, 
Nan cy Ro ll ins, Jack Marke l, J ane 
McClellan, Marilyn Miller, and Myrna 
Murphey. The product was obviously the 
result of a great deal of hard work and 
dedication on the part of each of the above, 
and several unsung heroes. A Navy term 
expresses it best, HWeli done!" 

The 100th Congress is winding down. 
At press time, a firm adjournment date 
has not been determined. A good estimate 
is mid-December. Before this date, Con
gress will take a short break for Thanks
giving and then hopes to complete work 
on the budget reconciliation bill, claimed 
to be key to reducing the Nation's deficit. 
Trade leg islation is a lso hi gh on the 
Congressional priority list, as is approval 
by the Senate of an Administration nom
inee to the Supreme COllrt. 

Tax Reform 
S ince it was introduced in November 

of 1985 , NAWC has been working hard 
to overturn a provision of the 1986 Tax 
Reform Act that made contributions in 
aid of construction taxable as income to 
all utilities. There is now a small glimmer 
of hope in response to these efforts . Sec~ 
tion 10364 of H.R. 3545, the Ways and 
Means Committee's reconci li at ion bill 
which passed the House on October 29th 
(by one vote) , would reinstate the non~ 
taxabili ty of contributions in aid of con~ 
struction (CIAC) for "small" invesror~ 

owned water suppliers. Th is language would 
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exempt water utilities from the tax if the ir 
gross water "receipts" are less than $ 10 
million annually. While the reasons for 
treating C IAC as a capita l contribut ion 
apply with equal validity and force to all 
investor~owned water systems, Section 
10364 is limited in its application to those 
small utilities not affiliated with a "con~ 

trolled group." NAWC is working to "fine 
tune" the language in the House bill to 
make it more equitable to investor~owned 

utilities. 
The Association is well aware that the 

language in the House bill does not help 
many investor~owned util ities. It is, 
nevertheless, a beginning, and one that 
the Association may be able to build on 
as Congress cont inues to struggle with the 
Tax Reform Act of 1986. 

The Senate Finance Committee's ver~ 
sian of their reconciliation bil l does not 
address repeal of the tax on C1AC, and at 
this writing, it is frank ly difficult to be 
optimistic relative to the toehold that has 
been obtained as the result of the efforts 
of many. The political volatility of the 
issue of deficit reduct ion, as well as the 
stock market crash, have lent urgency to 
the need to develop sound budget recon
ciliation legislation. Senate leadership is 
meeting with the Administration in an 
attempt to deve lop a reconciliation bi ll 
that, unlike the House bill (H.R. 3545), 
would not allow any amendments to the 
tax law that would negatively affect T rea
sury revenues. If the Senate passed such a 
bill , and it was adopted by the House , 
there wou ld be no opportunity for confer~ 

ence committee inclusion of a provision 
to reinstate the nontaxabiliry of C1AC. 

EPA 
To date, EPA has published final rules 

for vo lat ile organic chemicals, monitoring 

for unregulated vo latile organic chemi~ 
cals, and public notificat ion. The Agency 
has also proposed surface water treatment 
requirements and coli form~bacteria stan ~ 

dards. As drafted, these rules require all 
public water systems using any surface water 
source to provide disinfection and fi l tra~ 

tion, unless granted a waiver by the pri ~ 

macyagency, if certa in conditions are met. 
The Agency also expects to propose reg
ulations govern ing Phase II contaminants 
(lOC's, SOC's and microbials) prior to 
the end of the year. 

In early 1988, EPA anticipates propos
ing Maximum Contaminant Level Goals! 
Maximum Contaminant Levels (MClOsi 
MCl s) fo r radionuclindes, and subse
quently, for over thirty add itional contam~ 
inants. Final rules for these contaminants 
should be published 6 to 12 months after 
the proposed standards appear in the Fed
eral Register. The Agency will probably not 
address dis infectants and disinfectant by~ 
products until 1990. 

Regarding lead, EPA's Director of the 
Office of Drinking Water, Mike Cook, 
stated recently that the Agency antic i ~ 

pates promulgating both an MCl and a 
treatment technique by early spring. The 
MCl would limit the distribution system 
contribution to no more than 5 parts per 
billion of lead, while the treatment tech
nique is intended to ensure that the water 
is treated to minimize corrosion. No action 
would be required if pH and alkalini ty are 
within specific lim its and less than 10 parts 
per billion oflead was present at the home
owner's faucet. Converse ly, if these 
parameters were exceeded, the utility would 
be required to provide treatment to min ~ 

imize corrosivity of the water. If the lead 
level was still exceeded after such measures 
were implemented, replacement of lead 
contributing fixtures in the home and ser~ 
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• vice lines, and educating the homeowner, 
would be steps to be considered. EPA is 
considering monitoring both first draw and 
draws representative of the main to deter, 
mine the relative lead contribution of the 
home and the service main. 

The rule currently being drafted does 
not require the utility to be responsible for 
anything beyond their authority, accord .. 
ing to Cook. He noted that many utilities 
arc voluntar ily moving towards acceler
ated replacemen t of lead service lines, an 
effort that EPA is encouraging. The final 
rule concerning lead may require accel
erated replacement of utility owned lead 
service lines over a 15 year period. Timing 
would depend on the volume of lead fix
tures under the utilities' jurisd ict ion. Cook 
acknowledged tha t existing data does not 
make it clear that replacement of lead 
service lines, orcomponenrs, are required. 

In comments made at AWWA's man
agers' seminar, Cook summarized the con; 
sequences of EPA's rule making. The large 
increase in monitoring will require over 
half of the 60,000 commun ity water sup
pliers to install additional treatment to 

meet new, more str ingent regulations. He 
felt that the safety of the drinking water, 
and the credibility of the water supplier, 
will be increasingly challenged by consum
ers. Cook antic ipates that media coverage 
of problem system noncompliance with 
(new) regulations wi ll continue to erode 
public confidence in drinking water. He 
felt, therefore, that it was incumbent upon 
all who are concerned about high quality 
drinking water, to help small sys tems 
achieve compliance. 

As a result ofNAWC's traveling around 
the country and speaking to commission .. 
ers and commission staff, as well as to EPA , 
there now appears to be an awareness within 
the Agency that state economic regulators 
are goi ng to be an active participant in 
the process of developing regulat ions for 
drinking water. Further, within the state 
regulatory community there is a growing 
recognition that EPA regulations are soon 
going to drive the cost of drinking water 
up. Accordingly, intensive discussions are 
underway between the NARUC Water 
Committee, chaired by Commissioner Nan 
Norling (Delaware), and EPA's Office of 
Drinking Water, as EPA proceeds to address 
their "prio rity contaminants," which 
include lead , radiological and microbio .. 

logical contam inants, disinfection, and 
disinfection by .. products. 

The Agency recognizes uncertainties 
about ul t imate treatment processes ere .. 
ated by new standards being issued over 
an extended period of time and is attempt .. 
ing to mitigate their effect by forming a 
task force to determine best available tech .. 
nology for each of the con taminants that 
EPA anticipates must be regulated in the 
future. S ince the task force wi ll address 
performance and costs of var ious tech .. 
nologies, utili ties may be able to look ahead, 
and wi th knowledge of contaminants in 
their supplies, des ign a treatment train 
that will reduce groups of contaminants 
in anticipat ion of future regulations. 

EPA is hosting a "Workshop on Emerg
ing Technologies for Drinking Water 
Treatment" January 19- 21 at the Westin 
St. Francis in San Francisco, California. 
Contact Sheila Rosen, JACA Corpora
tion, 550 Pietown Road, Fort Washing
ton , Pennsylvania 19034. 

NAWC 
One of the challenges the Executive 

Committee continually faces is reviewing 
Association objectives and adjust ing goals 
as times dictate. At this point in time, the 
Association has narrowed its focus on 
Capitol Hill to tax reform, and reduced 
its technical d ialogue with the EPA, in 
order to concentrate on increasing the 
awareness of the regulatory community to 
federal laws and proposed regulations that 
will soon impact them and the water uril; 
ity a t the state level. Recognizing limita .. 
tions on resources, the Executive Com -
mi ttee , a little over a year ago, concluded 
that NAWC's committees should focus 
principally on a ll aspects of economic reg .. 
uiations, such as rate of return, cost of 
capital, serv ice standards, acco un ting 
principles, etc. , and that AWWA shou ld 
review proposed EPA regulations and pro .. 
vide, primarily technical comments to the 
Agency for the total drinking water indus
try. NAWC's Water Technology Com
mittee must still review these regulations 
for discriminative impacts on the investor, 
owned segment of the industry, and advise 
the Executive Committee as to whether 
NAWC should separately comment on such 
aspects of proposed rulemaking. Members 
of NAWC's Water Technology Commit
tee serve in various capacit ies as members 
of AWWA's Technical Assistance Work 

• Groups (TAWG's), and have the basic 
responsib ili ty of ensuring that the inves .. 
tor .. owned industry's concerns are included 
in AWWA's comme nts on EPA rule 
making. Certainly C hapters should be 
active participants as this rulemaking is 
implemented at the sta te leve l. in this 
regard, a major activ ity that the C hapters 
can undertake is ensuring that there is 
good communication between the state 
health department, the public utility com'" 
mission, and the utility. If this three way 
communication breaks down, costs to the 
utility, and the consumer, can do nothing 
but go up. 

Within the Association there are sev .. 
eral new programs underway. Those of you 
who attended the Orlando conference heard 
about a Customer Satisfaction Measure, 
ment Program tha t should prove useful to 
all of us, as well as to the regulators. It's 
timed to be completed by April, 1988. 

In O rlando, the Board approved rais ing 
the J.J. Barr Scholarship to $2,500. That 
not only recognizes the increased cost of 
an education, but a lso the need to make 
students more aware of the opportuni ties 
in the drinking water industry ava ilable to 
highly qualified students. 

NAWC also has an aggressive member; 
ship program underway. While increasing 
dues income is very desi rable, the prin .. 
ciple thrust of chis drive is to increase our 
national representation. By presenting the 
industry in more sta tes, we obviously help 
utilities serve the public better, but we 
also, as an association , gain greater rec .. 
ognition as the representative of the inves .. 
tor .. owned industry. 

The Executive Committee also spends 
a significant amount of time on the Asso .. 
ciation's finances. NAWC's efforts to turn 
around the Tax Reform Act have been 
expensive. This, plus the loss of interest 
on A ssociation funds frozen in the First 
Maryland Savings and Loan Association, 
have caused NAWC todip into its reserve. 
President J im Barr did a study that showed 
that even by reducing legal fees, it could 
take a 10% increase in dues every yeat for 
as much as five years to reach a reserve 
equal to what we had just two years ago. 
The Board, in Orlando, approved a 10% 
dues increase for 1988, and wi ll be looking 
toward raising dues another 10% in 1989 
if the financi al situation of the Association 
has not improved significantly. 

(continued next page) 
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Miscellaneous 
The bidd ing process for the construe' 

rion phase of the C incinnati Water Works' 
granular activated carbon plant is lInder~ 

way. The $50 million facility is bi lled as 
the na t ion's first major project of its type, 
designed to rCIl"l.Ove low concentrations of 
organic chemicals from drinking water. 
After receiving its present treatment at 
the ex isting plant on the Ohio River, the 
average flow of 175 million gallons per day 
will flow through 12 large GAC contrac
mrs, providing a contact time of at least 
15 minutes. Carbon will be regenerated 
on,site , The facil ity's design is based on 
more than five years of pilot studies and 

research in C incinnati. Construc tion is 
expected to be complete in mid-1991. 

The U.S. Court of Appeals in Wash
ington , D.C., has upheld a Safe Drinking 
Water Act regulation es tablishing maxi , 
mum contaminant level goa ls (MCLGs) 
for eight volatile organic compounds that 
the chemical industry regarded as too strict 
and environmentalists as too weak. The 
Environmental Protection Agency's rule 
set MC LGs of zero for five chemicals, 
including trich loroethylene. The C hem
ical Manufacturers Associat ion and the 
American Petro leum Institute challenged 
the rule, claiming that EPA failed to exer
cise its discretion under the law to set 
MClGs above zero for cancer~causing 

chem icals. The court also rejected chal~ 

lenges from Diamond Shamrock Chemi~ 

Relations 

I by Sharon L. Bohrer 

NAWC has many people to thank for 
the success of the 9 1st Annual Confer
ence. It was particularly gratifying for the 
Associat ion to have 31 commissioners and 
comm ission staff attend our conference. 

A special thank you and expression of 
appreciation must go to Ralph Lindberg, 
who chaired NAWC's Regulatory Rela
tions Committee last year. His leadership 
in this area helped our industry build the 
solid foundation needed to bridge the 
challenges that lie ahead. 

During our conference, Commissioners 
Linda Taliaferro and Paul Foran expressed 
the need for increased communication 
between the water industry and regulators, 
as both deal with the increased cost of 
water in the 90's. 
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As an assoc iation , we will continue to 
strive to provide as many opportunities as 
possible to explore and exchange infor~ 
mation on issues of mutual concern. In 
the past, NAWC's annual conference, the 
NARUC Water Committee, and water 
panels at NARUC's annual and regional 
conferences have provided excellent for~ 

urns for these discussions. 

NARUC Supports Repeal of Income 
Tax on Contributions in Aid of 
Construction 

In letters to the New York Congres
sional delegation and members of the House 

• cal Co. and a trade group representing 
manufacturers of halogenated solvents that 
quest ioned the agency's decision to list 
TC E as a probable carcinogen requiring 
an MCLG of zero. 

Over half of the Senate joined Senator 
Denni s DeCo ncini (D-AZ) when he 
introduced S.]. Res. 185 designating May 
2-8, 1988 as "National Drinking Water 
Week." The Resolution was designed to 
highlight the importance of drinking water, 
or, as DeConcini put it , "to enhance the 
public's awareness of clean drinking water 
through public education programs, cer~ 

emonies, and activities." We should strive 
to ensure this Hevent" is a celebrat ion of 
the good quality of America's water and 
not a protest based on those relativel y few 
cases where the quality is questionable .• 

Ways and Means Committee and Senate 
Finance Committee, Peter A . Bradford, 
C hairman of the New York Public Service 
Commission, and President of NARUC, 
has asked Congress to repeal the tax on 

contributions in aid of construction imposed 
by the Tax Reform Act of 1986. 

Chairman Bradford wrote, "This taxa
tion requirement, which did not previ~ 
ously exist, has transformed a straightfor~ 
ward and often essential means of financ~ 
ing into a difficult and misplaced ecO~ 

nomic burden on the small utilities and 
the cllstomers they hope to serve. More~ 
over, this tax disrupts proper economic 
and regulatory objectives and unjustifiably 
produces windfall tax revenues for the 
treasury. The burdens imposed by the new 



law are especially hard to justify becau' 
the taxation does not make economic sense. 
The customer payments which are taxed 
under TRA-86 provide absolutely no profit 
to utili t ies' taxpayers, II 

He observed also that the utili ties must 
co llect the principal payment. the tax on 
the principal, and the tax on the tax with 
rhe result that at the max imum tax rate 
in 1986, customers must pay $1. 67 for 
each $ 1.00 that the utili ty can use for 
construction, providing revenues to the 
T rcasury far in excess of the top rate of 40 
percent in the law. Chairman Bradford 
suggested that the provision might have 
been eliminated from the original leg i::;~ 

iar ion had its effect been foreseen and 
urged that its repeal be included in a tech
nical correctionti bill. 

North Carolina Commission Eliminates 
Gross Receipts Taxes on CIAC 

The North Carolina U tilities Commis~ 

sian has modified its procedures related to 
state taxes on C IAC as a resul t of a letter 
received from the North Carolina Depart, 
ment of Revenue , in which the Depart, 
ment concluded that C IAC does not con
st itute taxable gross receipts with in the 
meaning of state statute. 

Each utility that had collected gross 
receipts taxes on C IAC was ordered to 
refund these taxes with interest to the 
contributor (Docket No. M-100, October 
20, 1987) . 

California Public Utilities Commission 
Rules on Treatment of CIAC 

Under a decision issued on September 
10, 1987, the California Public Utili ties 
Commiss ion ruled income tax liability 
imposed upon regulated utilities for the 
receipt of contributions in aid of construc
tion, and comparable advances, should be 
paid ultimately by the person making such 
contributions. 

Under the Commission's method for 
recovering the tax on C IAC, the utili ty 
would pay the initial tax , thus reducing 
deferred taxes, and thereby increasing rate 
base and revenue requirements over the 
usefu l li fe of the contributed property. The 
contributor, however, would pay a gross
up fee to the utility equal to the present 

value of the increase in revenue require- • The briefing paper was prepared by the 
ment net of depreciation taken over the NRRI at the request of the NARUCCom-
useful life, d iscounted by the uti li ty's mittee on Water. The Commi ttee was 
authorized rate of return . A ny shortfall concerned that little is known about the 
between the current tax liability and gross- costs of the SDWA and tha t those cost 
lip fee would be funded by either the share, estimates that are available, may be low. 
ho lder or the ratepayers, at the utili ty's The briefing paper, based on a review of 
option . ex isting literature on the costs of comply~ 

Small wate r companies, that could not ing with the SDWA , suggests that such 
pay the in itial tax , were authorized to col- costs fluctuate widely and estimates are 
lect the entire tax on C IAC from the con- based on li ttle field experience. For exam-
tributor. (Decision 87-09-026, 1-86- 11 - pie, the U.S. EPA estimates treatment 
0 19) costs of 41. 5 cents per 1,000 gallons for 

volat ile organic chemicals (VOCs); the 
EPA Water Engineering Research Labo

Unbilled Revenue Accounting 
A survey recently updated by Deloitte, 

Haskins and Sells and based on the 1986 
annual reports of 185 electric, gas, and 
water utilit ies, disclosed the fo llowing 
regarding the report ing of revenues: 

• Twenty,three utilities ei ther switched 
fro m the read -bill bas is to beg in 
recording unbi lled revenue in 1986, 
or indicated they were adopting the 
change in 1987. 

• Over half of the utilities surveyed 
now record unbill ed revenue (or 
deferred cost related thereto). Tll\ls, 
the industry practice of recording 
revenues on a read,bi ll basis, wh ile 
still used extensively, no longer is 
predominant. 

• O nly regulators in A labama, Iowa, 
Utah , and W isconsin require arnOT' 
tization of the c umulat ive effect of 
the change as a reduction of revenuc 
requirements for rate making pur, 
poses. 

The comple te survey can be obtained 
by contact ing the Deloittc, Haski ns and 
Sells Public U tilities Industry Specialist 
Group. 

NRRI Briefing Paper on the Economic 
Impact of the Safe Drinking Water Act 
Amendments of 1986 

Compliancc cost cstimates for the Safe 
Drinking Water Act Amendments by the 
Environmental Protection Agency (EPA) 
in Washington are conservative compared 
with estimates by EPA's own Water Engi, 
neering Research Laboratory, concludes a 
briefing paper recently released by the 
NRRI. 

ratory, in one stud y, est imated these costs 
at 91. 8 cents per 1,000 gallons. 

Est imates of the impact of the SDWA 
on water rates vary widely, reports the 
NRRI. EPA suggests that water bills wi ll 
go up by 20 percent- at most-for water 
systems that must treat VOCs to comply 
with the SDWA. The NRRI found esti
mates of water bill increases from 27 per, 
cent to we ll over 100 percent are poss ible 
for various treatment improvements, espe
cia lly for sma ll wate r systems. One early 
study estimated bi ll increases of almost 800 
percent for small systems for turbidi ty con, 
tro l. 

The NRRI briefing paper reviews the 
history and major requ irements of the 
SDWA, notes the nature of the health 
risks assoc iated with the contaminants, 
and highlights estimated costs of compli
ance with the SDWA. The paper reviews 
the impact of the SDWA on small sys tems 
and large investor,owned systems and the 
issue of affordability of treatment. The 41-
page Briefing Pa/Jer on the Economic Impact 
of the Safe Drinking Water Act Amendments 
of 1986 by G. Richard Dreese and Vivian 
Witkind Davis (NRRI 87-9, July 1987) is 
available from the NRRI for $10.00. To 
order a copy write the NRRI at 1080 Car
mack Road, Columbis, O hio 432 10 or call 
(6 14) 292-9404. 

In 1988, the NRRI wi ll continue its 
analys is of the impact of the Safe Drinking 
Water Act Amendments of 1986. As part 
of this task, NRRI will conduct an analys is 
of the cost of sUlfdce water treatment under 
theSDWA for comm ission regu lated water 
utilities, analyze the cost of other regula, 
tions as they are developed, and analyze 

(continued next page) 
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possible commission approaches to implc~ 

mentat ion of the SDWA. The expected 
availability date for the surface water treat
ment analysis is January of 1988. Other 
reports are expected by July of 1988. 

Regulators Urged to Reconsider 
Formulas for Setting Utility Rates 

A report issued by Associated Ut il ities 
Services, Inc. cautions public ut il ity com
missions against relying exclusively on the 
constan t-growth Discounted Cash Flow 
(DCF) mode! which has increasingly 
become the industry standard to deter
mine the common equity cost rate for util
ity holdings. 

The report, estimating the cost of public 
uti lity common equity, advises public ser
vice commissions to employ several for~ 
mulas when calculating potentia l return 
on common stock held by utili ty investors. 

Researchers found that the popular con
stant-growth DCF model does not accu
rately depict the proper usc of the cost rate 
for common equity. In addi tion , findings 
ind icate that applying the outmoded con~ 
stant-growth DCF mnde! often prov ides 
an equity cost rate that is barely above, 
and in some instances is actua lly below, 
the current yield on bonds and other long
term debts. 

To test th is formu la, the research team 
used market result figures from more than 
1O0 ut ilities during the period of 1967 to 
1986. More than 3 million computations 
were performed. The test revealed a very 
low correlation of growth in stock value, 
and growth in earnings, common divi~ 
dends, or book value per share. 

The report concludes that alternative 
methnds estimating the allowed rate of 
return on common equ iry, such as the risk 
premium method and the interest cover~ 
age method, should be employed. 

Joseph F. Brennan, President of Asso
ciated Utilit ies Services, Inc, summed up 
the impact of the report findings by stating 
that "neither ratepayer nor stockholders 
benefit from the use of an incorrect model. 
In the long run, both ratepayers and stock
holders are hurt . Use of a var iety of meth
ods wi ll better ensure more reliable and 
fair rate of return, so as to permit public 
ut ili ties to raise capital on a timely basis 
in order to fulfill their public service obli
gat ions," 
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Idaho PUC Adopts Rules Governing 
Certification of Small Water Companies 

Under General Order 174, the Idaho 
Public Uti li ties Commission adopted rules 
effect ive November 1, 1988 that would 
provide authority to deny certificates for 
proposed new small water companies when 
it is shown that there is no need for the 
service or that another company, whether 
municipal, cooperative or investor~owned, 
is wi lling and able to provide similar or 
better service. 

Under the public utilities law, a small 
water company is defined as one with not 
more than $50,000 annual gross revenues 
from water operation, or one that provides 
service to fewer than 300 customers or was 
proposed initially to provide service to fewer 
than 300 customers. 

The order sta tes that in issuing certifi~ 

cates for a small water company or in set ~ 

ting rates for a sma ll water company, it 
wi ll be presumed that the capita l invest
ment in plan t associated with the system 
is contributed capita l, i.e. , that this cap~ 
ital investment will be excluded from rate 
base. 

Maine Commission Adopts Formula for 
Fire Protection Charges 

The Maine Public Utili ties Commis
sion has adopted a formula for determining 
the percentage of gross revenues that water 
ut ilities should der ive from fire protection 
charges. 

A fire protection a llocation curve has 
been established by the new rule, by plot
ting a fract ion equal to peak flow divided 
by required fire flow (in ga llons per min
ute, based upon popu lation figures), a long 
the horizontal axis, and the revenue per~ 
centage, a long the vertical axis. 

The new rule also sets forth certain dr~ 
cumstances under which the allocation 
cllrve wi ll not be used to set a water util~ 
ities buyer protection percentage, and 
establishes procedures for the lISC of a l ter~ 

native methods. (Docket No. 87-5, Ju ly 
29, 1987) 

Legislation Permits West Virginia 
Water Utilities to Terminate Service 
for Non-Payment of Sewer Bill 

In 1986, the S tate enacted legislat ion 
that would allow sewer utilities the author~ 
ity to contract with water ut ilities for ter~ 
minat ion of water service when non~pay~ 
ment of sewer fees and charges exists, 

----. 

• . Prior to the promulgat ion of regulations 
by the West Vi rginia Public Utility Com
mission, sewer utilities were only autho~ 
rized to discontinue service to customers 
after exhausting all lega l remed ies avail~ 
able, and obtaining approval from the PUc. 
Under the new regulat ions, a sewer cus~ 
tamer must be given an opportuni ty to 
enter into a deferred payment agreement 
prior to terminat ion. In addition, termi~ 
nation would requ ire the proper no tice by 
the ut ility. 

Recent Regulatory Decisions 
W illiam leBuhn, Chairman ofNAWC's 

Regulatory Law Committee, submits the 
fo llowing case abstracts of interes t to Our 

industry: 
In an unreported opinion of the Supc~ 

rior Court , Delaware has joined the grow~ 
ing uminority" jurisdictions a llowing proof 
of negligence in an action for damages for 
inadequate fire service. Haynie, et al., v. 
Sheldon, Inc., e! al., No. SOC-DE-107. In 
this case, Artesian Water Company sup~ 

pi ied water and fire protection under con~ 
tract to the defendants. In its contract, 
the water company expressly denied li a~ 

bility for inadequate service and the defen~ 
dants expressly waived all such claims. I 
Artesian moved fo r summary judgment 
based on this con tract. The Court held I 
that the con tract was not a bar to tort I 
liability because Artesian had a duty of 
public service and since its monopoly pos i ~ I 
tion created a disparity of bargaining power' l 
The Court noted that public utilities have 
the capacity for bearing and distributing I 
potential losses, and that the ultimate cost l 
of applying accepted principles of tort lia
bility to water utili t ies was speculative and I 
did not justify an exception to those prin ' 
ciples. This court denied the water com~ 
pany's motion and allowed the case to 

proceed to trial on the issue of negligence. 

In Whitinsville Water Company v. Covich, 
507 N.E.2d 1059 ( 1987), the water com 
pany brought an action to recover charge~ 
for supplying unmetered fire protection '

l 
The case involved questions regarding the 
applicabil ity and interpretation of certai ~ 
provisions of the company's tariff on fil~ 
a nd approved by th e Massach ll setr! 
Department of Public U tili t ies, particu
larly the meanings of "service connection' 
and "hydrant connection." A lower cour 



undertook to interpret these tariff pro~. 
sions and rendered judgment in favor of 
the water company, and the defendant 
appealed. The Massac husetts Appeals 
Court held that it was the exclusive prov~ 
ince of the regulatory agency to construe 
and apply these tariff provisions, and that 
any further court proceeding be stayed until 
such an interpretation was issued by the 
DPU. The Court stated, however, that 
the DPU does not have the power to order 
reparations or to requirc that the defen~ 
dam be given credits against future charges. 
O nce the DPU has rendered the necessary 
interpretation or has determined that some 
other filed rate is applicablc, then the court 
may make findings of fact and perform the 
computations necessary to make an award 
of damages, reparations or credits. 

In a very similar case, 5watsburg Water 
Company v. Staatsburg Fire District, 527 
A.2d 354 (1987), the water company had 
filed an action to recover money due for 
fire h ydrant cha rges. The New York 
Supreme Court had den ied the company's 
Motion for Summary Judgment which was 
based on the fact that the New York Public 
Service Commission had issued an order 
determining the adequacy of the service 
provided. The Appellate Division held that 
the PSC was the appropriate body to deter
mine this question and that its determi ~ 

nation is conclusive and binding upon the 
Court in this action. The Supreme Court 
therefore had erred in not granting the 
company's Motion for Summary Judgment 
based on the PSC's determination of the 
issue, and the Appellate Division reversed. 

In Bridgeport Hydratdic Company, Docket 
86-04-20 (March 1987), the Connecticut 
Department of Public Utility Control 
denied rhe company's request for an advi ~ 

sory ruling approving ratemak ing and 
accounting treatment for proceeds of land 
sales. The company had requested such a 
ruling based on anticipated heavy con~ 
struction requirements to comply with fed~ 

eral and state drinking water and health 
standards, arguing that to record the pro~ 
ceeds into equi ty as soon as possible would 
provide the basis for issuance of lower cost 
senior securities to finance the required 
capi tal improvements. The DPUC found 
that it was more appropriate to vary the 
treatment of land sales proceeds to provide 
the proper incentives and equitable shar~ 
ing based on the facts in each case . • 

Pipeline to sml n Companies 
C ::J 

One Man's View of Small Water Companies 
by John F Alexander 

President, Tidewarer Urililies, Inc. 

Everyone talks about the problems of 
small water companies, but just what is a 
small water company? Why have so many 
small water companies been formed and 
shou ld they be encouraged! How can small 
water companies be helped and who can 
provide the assistance these companies 
need? These are questions that arc asked 
both inside and outside the industry. They 
are like the weather; everyone talks about 
it, but no one does anything about it. 

The problems of small water companies 
must be taken seriously and addressed 
properly, not just passed around and around 
without resolving or correcting them. Every 
year more small water companies are fonned 
and there is very little assistance provided 
to improve the viability of the existing 
companies, let alone the new ones. As 
everyone in the industry knows, the prob~ 

lems run the full gamut from personnel, 
to insurance, to financial, to regulation; 
in addit ion to the other problems of any 
small business. 

Everyone has his own definition of a 
small water company. O ne consultant said 
he considered a small water company to 
be one with gross yearly revenues of less 
than $1,000,000. The Small Business 
Admin istration sets this figure at 
$3,500,000. The majority of the compa
nies that are experiencing problems have 
revenues far below these figures. 

Small water companies fill a public need. 
If properly organized, they provide safe 
public water supplies, particularly in rural 
areas, and when metered, promote the 
conservation of water resources. They 

minimize the volume of waste water and 
protect the public health by conducting 
extensive testing of water quality, elimi~ 

nating the need to test at every dwelling. 
In addit ion, a public water supply limits 
the number of wells constructed in a given 
area and general ly requires a higher quality 
of construction practice-greatly rcduc~ 

ing the possibility of contaminants enter~ 
ing the water~bearing format ions. If the 
natural water quality does not meet public 
health standards or has other objection
able characteristics, it is much more eco~ 
nomical to provide treatment on a larger 
scale, which even a small system provides. 

Public watersupplies promote the estab~ 
lishment of fire protection water supplies. 
While a very small sys tem cannot be 
expected to provide this protection, it can 
be properly engineered so that it can even~ 
tually be interconnected with other sys~ 
terns, A number of smaller systems wi ll 
complement each other and fire protec~ 

tion can be provided without a significant 
economic impact on the customers. As 
these systems are interconnected, their 
reliability will increase due to multiple 
supply sources. Also preventive mainte~ 

nance schedules will be allowed without 
interruption of service or the need to per~ 

form work during low demand hours. Ded
icated individuals who are willing to make 
the necessary commitment to this business 
are the only way these sma ll sys tems can 
get started and grow into successful utili ~ 

ties. 
(continued on page 46) 
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Dusiness In Washington! 

by Nancy Olson Pascale 

Just when we thought it was safe .... 
Business leaders entered the fa ll season 

encouraged by the strength of their voice 
in Washi ngton, as well as by signs of the 
nation 's economic strength. The bulk of 
the organized labor agenda in Congress 
was stalled well beyond the earli er predic
tions of success. 

However, as the Congressional agenda 
moved along, a few shreds of the business 
successes began to unravel. Double~ 
breasting in the House, plant closing noti ~ 

fication in the Senate, and occupational 
disease notification in the House were small 
but signi ficant steps developing labor 
moment um. 

Then, of course, the October 19 "Mon~ 

day Massacre"-when the stock market 
plummeted a record 508 points on the 
Dow Jones-tore a chunk out of business 
confidence. The sharp drop in the market 
was an evident demonstration of concern 
over burgeoning federal deficits and the 
st ill ri sing trade deficit. 

O ptimistic voices in the business com~ 

mun ity had been pointing to countless 
signs of economic strength despite these 
threa tening forces. Decreasing interest 
rates, low unemployment, ris ing fam ily 
purchasing power, and a near record stretch 
of peacetime economic growth are just a 
few recent indicat ions. O nly inflat ion had 
taken a small step back on stage-4.5 per
cent in 1987 compared to 1. 3 percent in 
1986. 

The trade legislation passed this sum~ 

mer was·a marked attempt to address the 
trade deficit. The House and Senate ver
sions have been progressing in conference 
at a cumbersome pace, not unexpectedly 
with 190 conferees and 17 sub-confer
ences. The bi ll 's 1,000 pages contain pro
tectionist provisions likely to be ve toed, 
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which the Democratic Congressional 
leadership hopes to confront by moving 
the bill to passage before the end of this 
session. 

The crisis atmosphere of the Monday 
Massacre, however, has led to serious and 
swift atten tion to the federal budget def
icit. The fast track of th is act ion makes it 
impossible [0 beat the da ily news accounts. 
At press time the Hbudget summit" mect~ 
ings between Congressional and Admin~ 

istration leaders continue. They are trying 
to develop budget defic it solutions prior 
to the November 20 Gramm-Rudman
Holl ings (G-R-H ) deadline. At that time, 
automatic across~the~board budget cuts go 
into effect in the absence of alternative 
solurions reducing the defic it by the man~ 
dated $23 billion. 

Tax Increases 
Meanwhile, much of the ta lk includes 

tax increases as a major part of the solution 
to deficit spending. A t this time, the Pres~ 
ident has reversed his long~standing objec~ 
tions to any version of tax increases. Cau ~ 

tion is voiced by those who point out that 
revenue taken in by the federal govern~ 

ment has grown to a hefty 3 1 percent of 
ON P, though of course the federal spend
ing is even larget at 35 percent of GNP. 
In any event, act ions before the end of 
the year will resolve the current debate. 

A $12 bi ll ion "revenue enhancement" 
bill passed by the House less than two 
weeks after the market decline, part of the 
IIreconci liation" legislation to meet the 
G~R~H budget requirements, was the first 
major action on the credi t side of the fed~ 
eral ledger. This bill in cluded several 
debatable componen ts affecting business. 
Most significan t was a three~year exten~ 

sion of the "jobs tax"- a "temporary" 0.2 

• 

percent raise in the emp loyer~paid unem~ 

ployment tax schedu led to expire January 
1, 1988. Other provisions, with both pos
itive and negative impacts on the business 
community, were included. 

Before leaving this su bject, it must be 
pointed Ollt that beyond this immed iate 
attent ion, the dist inct possibil ity of fur~ 

ther tax increases will remain-both dur~ 
ing the remainder of this Congressional 
session and in the second session begin
ning in January 1988. Most commonly 
mentioned is the reduction of capi tal gains 
tax rates. Of interest to the NAWC and 
other tax-exempt Trade Associa tions is 
discuss ion of taxing the investment income 
of such entities. 

Other items on the lists of revenue 
options include taxation of employee ben~ 
cfits, " lu xury" excise and other consump
tion taxes, alternative minimu m tax 
increase, value added tax, home-equity 
loan interest deduction mod ificatio ns, 
business meal and entertainment expense 
restr ict ions, and even individual and COf

porate tax rate revisions and surtaxes. Many 
more proposa ls have been floated, a list 
too exhaust ive for this space. 

Personnel Issues 
The set of labor~management isslles of 

concern to business interests remains on 
the Congressional agenda, though moving 
at a slower pace than earlier anticipated. 
After the smaller than hoped for labor 
victory in the House this slimmer in the 
passage of double-breasting legislation, only 
two other labor successes followed by press 
time. 

As NAWC President Jim Barr men
tioned in his remarks at the Annual Mcet~ 

ing in O rlando, these personnel issues are 
to be tracked carefully for the ir impact on 

.. 
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water companies. Following is a brief update 
on labor~management issues, based pri~ 

marilyon information gathered by the U.S. 
Chamber of Commerce. 

The High Risk Occupational Disease Noti
fication and PTevention Act, H.R. 162, 
introduced by Joseph M. Gaydos (D
Penn. L passed in the House of Represen~ 
tatives on October 15 by a vote of 225 to 
186. The Senate is expected to act next 
year on the companion bill, S. 79, intro~ 
duced by Sen. Howard Metzenbaum (D
Ohio), unless added sooner as an unre~ 
lated amendment. Apparently, a potential 
Presidential veto could be sustained. 

A double~breasting provision was passed 
in the House in June by a vote of 227 to 
197. A companion bill, S. 492, may be 
included in budget reconciliation legisla, 
tion . 

A plant closings notification provision was 
included in the Senate version of trade 
legislation now in conference. 

Parental leave legislation, H.R. 925, 
introduced by Rep. William Clay (D-MO) , 
moved to the forefront in October when 
a "compromise" version was developed. 
Modifications were made to the number 
of employees needed to trigger the man, 
date and the duration ofteave, but obviously 
the basic concepts remain unacceptable to 
the business community. 

Mandated health benefits, S. 1265 and 
H. R. 2508, have been subject to hearings, 
but no action has been taken. Attention 
is likely next year on this policy debate 
attempting to increase the private sector 
role in meeting the needs of the uninsured. 

An interesting related point of trivia 
recently came from the U.S. Department 
of Health and Human Services, which 
reported that overall health spending, both 
public and private, increased last year to 

$458 billion , an increase of 8.4 percent 
during the same period in which inflation 
rose only 1.9 percent. Rising health insur, 
ance costs borne by employers is a serious 
concern to business. 

Minimum wage increa.ses remain under 
serious consideration by House and Senate 
Committees. Action is anticipated in the 
spring on bills (H.R. 1834 and S. 837) 
which would increase the minimum wage 
to $3.85 on Jan. 1, 1988, $4.25 on Jan. 
I , 1989, and $4.65 on Jan. 1990, with 
future increases triggered by comparable 
private sector hourly wages. 

The Administration's o pposition to 
minimum wage increases was restated by 
Secretary of Labor William Brock in early 
October, one of his last policy statements 
before he left the position to join the Pres
idential campaign of Sen. Robert Dole (R
Kan . ). Nominated to replace the Secre, 
tary was Ann Dore McLaughlin, who will 
continue the Department's progress in the 
challenging efforts to work with labor and 
business interests toward effective labor 
policy. 

Product Liability 
The progress of federal product liability 

legislation discussed in the last issue of 
WATER has slowed down in light of the 
pressing Congressional agenda. Hearings 
will continue on H.R. IllS and a com
panion bill, S. 2760, but action next year 
is more likely in the House than in the 
Senate. 

Infrastructure 
House and Senate hearings were held 

this fall to explore the needs and federal 
policy role in ensuring adequate public 
works facilities-with clear intentions to 
address the infrastructure crisis through 

legislation next year. Senator Daniel Pat, 
rick Moynihan (D-N.Y.) , Chairman of the 
Water Resources , Transportation and 
Infrastructure Subcommittee of the Sen, 
ate Environment and Public Works Com, 
mittee, held a series of hearings on the 
issues. In the House Public Works and 
Transportation Committee, several Sub, 
committee hearings have demonstrated a 
parallel interest. 

Common threads running through these 
hearings have been a focus on financing, 
problems resulting from the Tax Reform 
Act of 1986, and discussions on the appro, 
priate federal role in infrastructure. 

Privatization 

Finally, again looking further down the 
road, an increasing amount of attention 
has been paid to the private sector role in 
providing public services, evident in the 
blossoming of new organizations, news, 
letters, and conferences. Furthermore, the 
illustration of such arrangements found in 
the water supply industry has directed many 
inquiries to the NAWC. These are trends 
that the industry will follow closely. 

The White House also demonstrated 
interest in these developments this fall by 
creating the Federal Commission on Prj, 
vatizatiol1, which is charged primarily with 
exploring federal privatization potentials. 
In addition, the Office of Management 
and Budget added an Associate Director 
for Privatization, Mr. Ronald Utt. 

Again at the local level, a recent survey 
by the Privatization Council, Touche,Ross, 
and the International City Management 
Association found that privatization may 
triple to $3 billion by 1989. Almost 80 
percent of local governments expect major 
movements in this direction, with savings 
anticipated in the range of 20 to 40 percent . • 
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Implications of Tax Reform 
on Contributions in Aid of Construction 

The most significant changes in the Tax 
Reform Act of 1986 for regulated water 
utilities is the taxa tion of con tributions in 
aid of construction (CIAC). Prior law pro
vided that any money or property received 
by a utili ty from a deve loper or other party 
to install new water mains or other utility 
plant was non~mxable . By providing that 
such C IAC would be non-taxable, Con
gress made sure that utilities could invest 

: all"monies received in new plant. Effective 
for contributions received after December 
31, 1986, all C IAC received to provide, 
or encourage the provision of, services to 
or f6r the benefit of the transferor is subject 
to taxation. Unlike prior law, property 
purchased with the C IAC will be fully 
depreciable for tax purposes. NAWC sta
tist ics indicate that the industry would 
have paid almost $80 million in additional 
tax if C IAC had been taxable at a 34 
percent rate over the five year period end~ 
ing in 1985, and an additional $60 million 
over the same period if Advances for Con~ 
struction were taxable. This tran'slates into 
an annual $28 million tax cost for the 
industry. 

This discussion will provide an over~ 
view of the changes in taxation of CIAC. 
What qualifies as a taxable! contribution 
and who pays the tax are issues each utility 
must examine to remain fin ancially strong 
and competitive. How utilities structure 
taxable C IAC in the future ' is vitally 
important to consumers, developers and 

'others who will have the burden of paying , 
the tax. Finally, as a result of the efforts 
of the NAWC there is now proposed leg
islation which would provide adeast lim~ 
ited relief. 
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by Chrisropher H. Woshburn, CPA 
Peor MorwiC/< Moin & Co. 

DEFINITION OF TAXABLE ClAC 
Where a developer gives unrestricted 

cash or property to a utility as an incentive 
for the utility to construc t a water main 
to the developer's property, it seems clear 
that the C IAC is taxable. In most instances, 
however, the developer provides an advance 
for construction, where the utility must 
repay the advance depending on future 
hookups or volume. In most states these 
advances have a repayment schedule which 
is contingent; amounts not returned to the 
developer by a specified date become C IAC. 
Some utilities are developing arguments 
that such advances are bona-fide debt, and 
are not taxable until they become vested 
C IAC at the end of the contract period. 
TI,e IRS and apparently the Joint Com
mittee of Taxation for Congress, on the 
other hand, consider such advances to be 
currently taxable C IAC with a future con
tingent, deductible refund. So far, most 
regulators seem willing to agree that con~ 
tingent advances are wxable when received; 
in the absence of this consensus, the util~ 
ities would be forced to bearthcfull burden 
of a major tax risk. 

The Act's Committee Reports indicate 
that C IAC may still be exempt if it is 
clearly shown that the benefit of the "pub
lic as a whole" was the primary motivating 
factor in the transfer. This seems to exempt 
G IAC received from municipalities and 
government agencies, but it is no t clear 
who else may qualify to transfer exempt 
C IAC and under what circumstances. 
Questions remain as to who is the "public 
as a whole" and whether such contribu
tions must be funded from general reve
nues or special assessments . 

The Act has fostered creative proposals 
for avoiding taxable CIAC. These include 
having a developer, exempt association, 
or trust install the water mains and retain 
ownership. The utility never takes title to 
the mains and merely sells water to the 
association. T his scheme raises important 
questions of equitable ownership of the 
property and whether the association itself 
becomes a regulated public utility. Another 
proposal would have the utility sell and 
lease back the property, or alternately, have 
the developer contribute the property to 
a local municipality, which would then 
lease the property to the utility or con~ 
tribute it under the "public as a whole" 
exemption. These proposals raise impor
tant questions as to the substance of the 
underlying lease or other arrangement. 

WHO PAYS THE TAX ON CIAC? 
Given that C IAC in most instances arc 

taxable, there appears to be no universally 
accepted solution as to who should pay 
the tax. Most water utilities are small and 
rely heaVily on C IAC to expand their sys
tems. These utilities generally do not have 
the financial capacity to absorb any risk 
or pay the underlying tax themselves. Even 
if the utility can charge the tax to the 
developer, the investor-owned utility will 
find that the developer may go to a less 
expensive neighboring exempt municipal 
utility whenever possible. 

Each state regulator seems to be adopt
ing a d ifferent position, and some refuse 
to have a uniform policy. Most alternatives 
would have the developer pay some or all 
of the tax. Under one alternat ive, the 
developer pays the tax on the C IAC, and 
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since the amount paid is itself taxable, the 
developer also pays the tax on the tax. 
Thus a CIAC of $100,000 would require 
a payment of $151,000, assuming a 34 
percent tax rate. This altemmive places 
the entire cost of the tax on the developer, 
who passes it on through higher prices to 

those who purchase the homes. There is 
no additional cost to the utility or to the 
existing ratepayers. On the other hand, 
this alternative is the most expensive one 
for the developer, and may place the devel
oper and possibly the utility at a compet
itive disadvantage compared to municipal 
sys tems or even investor~owned systems 
using other alternat ives. The developer is 
forced to pay a tax, and a tax on a tax, 
without any real benefit to the utility, its 
customers or himself. 

Other alternatives would have the 
developer pay a lesser amount of tax. One 
wou ld convert the developer's payment of 
the tax into an interest~bearing loan of 
$100,000 and a loanof$34,000. The loan 
would be repayable over a negotiable period, 
which would take into account the utility'S 
tax benefits received from deprecimion of 
the property, the interest on the loan, and 
other factors. This alternative reduces the 
cost to the developer, but forces the utility 
to incur a liability for a future cash pay~ 
ment, an obliga tion which could cause 
financial hardship and affect the utility's 
credit. It also presumes that the utility 
always wi ll have taxable income, which is 
a quest ionable presumption for many small 
utilities. 

Instead of a loan, another alternative 
would have the developer pay the full tax, 
and tax on the tax ($151,000 as in the 
first alternative), but the utility would agrtt 
to refund any actual tax savings it realizes 
from depreciation of the property over its 
tax life. The utility, by virtue of the refund, 

also should have another deduction for the 
amo llnt refunded. This arrangement 
promises the developer some return, but 
it creates 20 years of administrative prob~ 
lems for the utility. and forces it to share 
confidential tax information with the 
developer. 

To overcome these objectives, the 
developer could pay the tax on the CIAC, 
less the net present value of future tax 
benefits that will result from depreciation 
benefits to the ut ility. The utility would 
be allowed to earn a return on the unre~ 
covered portion of the tax it has paid. The 
developer wi II pay something between 
$134,000 and $ 151 ,000, so less tax goes 
to the government, but the utility is forced 
to make an investment of its funds equal 
to the present va lue of the future tax ben ~ 

efits it is expected to receive from depre~ 
ciation of the property. The utility absorbs 
some risk becau~ it must estimate its future 
tax and interest rates. 

O ne innovative alternative accepted by 
some states would reverse the usual trans~ 

action and require the developer to place 
money in to a trust or escrow account to 
reimburse the ut ility for any revenue short~ 
ages until all customers can be hooked up 
to the new line. In this form of guaranteed 
revenue contract, the developer and util ~ 
ity must agree on the anticipated shortfall, 
and at the end of the period, the developer 
gets back any unpaid money, This forces 
the utility to make an up~front invest~ 

ment, which it adds to its rate base, but 
it knows it will have a guaranteed revenue 
stream to cover any shortfall in revenue, 
The amount in escrow is viewed as the 
developer's until paid to the utility. The 
utility and its existing ratepayers, how~ 
ever, not only must make a current invest~ 
ment, but incur a risk that the develop~ 
me nt's future revenues will not meet pro~ 
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jections and that the developer itself will 
ruo into financial difficulty which might 
force reversion of the escrow account to 
the developer's creditors. Thus, this alter~ 
native does not seem appropriate for most 
utilities. 

Finally, many stronger utilities are 
electing to absorb the entire cash flow 
impact of the tax themselves. The utility 
pays the tax on the CIAC and recovers 
the tax over the tax life of the property. 
The utility adds the unamortized tax to its 
rate base and earns a future return on its 
investment. The utility also can remain 
competitive in markets where a developer 
has a choice of which utility to use, but 
at the same time absorbs the ri sk that the 
development may fai l. The major disad
vantage is the up~front investment required. 

PROPOSED LEGISLATION 
Due to the efforts of the NAWC, pro

posed legislation recently was cleared by 
the House Ways and Means Committee 
which would provide partia l relief, retro~ 

active to C IAC received after December 
3 1, 1986, in taxable years eoding after 
such date. Under the proposal any CIAC 
received by a regulated corporate public 
utility with average gross receipts of $ lO 
million or less over the last three taxable 
years would be non~taxable, subject gen~ 
erally to the same rules and restrictions 
which previously applied to C IAC. The 
proposal would apply only to water utilities 
and the gross receipts tcst would include 
all companies within a controlled group. 
The NAWC is con tinuing attempts to 
increase the $1 0 million gross receipts ccil~ 
ing. limit the test to separate corporate 
entities and make certain that water util~ 
ities which also provide sewer services would 
be covered within the exclusion .• 
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Com Profil" 

American 

The new American Water Wor/{S headquarters building in Voorhees, NJ 

This has been an auspicious year for 
American Water Works Company. 

The company, the largest investor-owned 
water supplier in the nation, consolidated 
its corporate and management services 
activities in November in a new 42,000-
square-foot headquarters in Voorhees, N .J., 
a Philadelphia suburb. For years, the par
ent company had been in Wilmington, 
Delaware, and the American Water Works 
Service Company 40 miles away in Had
don Heights, N.J. 
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The company also marked the 40th 
anniversary of its incorporation in its pres
ent form as a healthy and growing enter
prise with some 3,700 employees in 27 
subsidiaries serving more than 1.4 million 
customers in 500 communities in 20 states. 

Twelve months' revenues topped $480 
million in September and net income to 
common stock for the period reached a 
record $56 million. 

In March, Company President James V. 
LaFrankie and Board Chairman Samuel 
H. Ballam, Jr., reported that American's 

earnings per share had enjoyed a com
pounded annual growth rate of 1 7% since 
1981; dividends have grown by 16% a 
year; operating revenues and the compa
ny's book value, by 10%, and its net utility 
plant, by 7% a year. 

Not bad for the concern first organized 
as a partnership in 1882 by two brothers , 
James S. and W. S. Kuhn, to put in water 
pipes at Connellsville, Pennsylvania, and 
Muncie, Indiana. Four years later they 
incorporated as American Water Works 
and Guarantee Company. 



AWW &G was an exciting and Prod~J 
tive company for a generation, but it suc
cumbed to that fatal corporate affliction: 
overoptimism and overexpansion, which, 
combined with cash-flow problems, forced 
the company into bankruptcy in 1913. As 
you might suspect, the immediate cause 
of the company's demise had nothing to 
do with water service. It resulted when 
farmers working company-owned lands in 
California under lease-purchase and irri
gation contracts failed to meet their pay
ments. The company defaulted on several 
bond issues and went into receivership. 

AWWA's fire went out, so to speak, but 
some embers-substantial physical assets
were still glowing and a committee of 
shareholders and creditors was able to fan 
them' back to life under a reorganization 
plan. 

In 1914, a new and revitalized company 
emerged: American Water Works and 
Electric Company, the immediate corpo
rate antecedent of today's American Sys
tem. 

The company was able to shore up its 
financial position during World War I under 
the able leadership of one H. Hobart Por
ter, a New York engineer of aristocratic 
bearing. By 1922 the company was in a 
position to acquire more water and electric 
companies, which it did. 

After the war, there emerged in Penn
sylvania another utility figure, John H. 
Ware, a man with an inventive mind and 
a vast knowledge of finance and manage
ment, who was to shape American destiny. 

In 1942, Ware, who had literally "made 
a million" in Eastern Pennsylvania as an 
electrical generating pioneer, purchased 
control of Northeastern Water and Elec
tric Corporation in Boston, which owned 
37 water utilities, one electric company, 
and one water-electric company. 

A few years earlier, two events had 
occurred-one corporate, the other gov
ernmental-which were to affect the for
mation of today's American Water Works 
System. 

First, the revitalized American Water 
Works and Electric Company, pursuing an 
aggressive expansion program, acquired the 
Community Water Service Company, with 
42 water companies like American Water 
Works and Electric to segregate their water, 
electric, and other utility interests. This 
led to the restructuring of AWW&E and 
the divestiture of the water properties. 

In 1947, AWW&E put its 67 water 
companies on the market, sold its electric 
and other holdings, and passed out of exis
tence. Thus American Water Works Com
pany, Inc., free of its association with 
A WW &E, was born as an independent 
company owning and operating 67 water 
utilities. 

Of the 2.7 million shares of American 
Water Works common stock offered for 
sale, 1.6 million shares, or about 60%, 
were purchased by Ware's Northeastern 
Water Company. In 1963, Ware merged 
Northeastern Water Company into Amer
ican Water Works Company, Inc. 

Running Ware's companies at the time 
were an engineer, Lawrence T. Reinicker, 
who was President of American for seven 
years, and a young financial vice presi
dent, John J. Barr, who was named Pres
ident in 1955 and was to be the leading 
force in the growth of the company through 
the 1960's and 70's. (Barr also was a founder 
and early leader of the National Associ
ation of Water Companies. ) 

The post-war years were marked by a 
substantial reshaping of the System through 
the sale and acquisition of water proper
ties. Notable dispositions, to local munic
ipalities or authorities included Birming
ham, Alabama, in 1951, Witchita, Kansas 
in 1957, and Fairfax County, Virginia, in 
1967. Among the many acquisitions were 
Norristown, Pennsylvania in 1962; West 
Virginia Water Company, in 1965; Cali
fornia-American, in 1966 and New Mex
ico-American (Clovis) in 1986. 

During Barr's 20 years as president, 
through 1975, the company's annual rev
enues grew by 350% to $160 million and 
its assets, by 220%, to $800 million. 

John A. Gubanich, Treasurer of the 
company, succeeded Barr as President in 
1976 and sustained the pattern of growth 
through a period of runaway inflation by 
a program of aggressive rate advocacy and 
cost controls. James V. LaFrankie, who 
had been in operations with the company 
for 35 years, succeeded Gubanich as Pres
ident in 1983 and has led American through 
years marked by militant consumerism, 
growing environmental concerns and vex
atious tax reform. 

American Water Works Company, 
through its management service subsid
iary, plays a strong role in the management 
of the operating subsidiaries. The beauty 

Loren D. Mellendorf, President of American Water 
Works Service Co. , Inc. and James V. LaFrankie, 
President of American Water Works Company, 
Inc. 

of this arrangement according to LaFrankie, 
is that it provides a full array of professional 
and technical services to each of the oper
ating utilities, regardless of their size. 

A Service Company vice president heads 
each of five regional offices in Haddon 
Heights, N.J.; Hershey, Pennsylvania; 
Charleston, West Virginia; Richmond, 
Indiana, and National City, California
and is president of the subsidiaries in his 
region. 

In addition, functional vice presidents 
of the Service Company for various dis
ciplines-Administration, Operations, 
Human Resources, Engineering, Water 
Quality, Accounting, Financing, Rate 
Design, Information Systems, Risk Man
agement and Communications-oversee 
activities in those areas System-wide. 

LaFrankie feels that the changing busi
ness environmenet of the 1980's is going 
to require American to continue a high 
level of capital investment to keep the 
System's treatment and delivery plants 
adequate anad reliable. In addition, the 
company will continue to merge its oper
ating units in each state into single com
panies to maximize efficiencies of scale. 

American's emphasis on customer ser
vice is being underlined this year in the 

(continued on page 40) 
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• AMERICAN WATER WORKS SYSTEM 

Cuslomen 

Eastern Region )0) 421 

Mid-America Region )56102 

Pennsylvnnia Region .142 159 

511uthern RCl,;ion 294 540 

Wt':nern Region 1\1 264 

Othcr Operating S libsidiaries 31021 

Non-O/Jt'w[ing Com/wllies 
American Commonwealth Company 

Occoquan Land Corporat ion 

Dedham Water Company 

PENNSYLVANIA REGION 
GERALD C. SMITH Curnmuniries 

Operating 
Revcnue:J; 

$1 iO 911 

IO! 271 

104 274 

94413 

40 346 

8169 

President Served Customcn 

PENNSYLVANIA 
PENNSYLVANIA.AMERICAN 
WATER COMPANY 

(Swenleen separarl' systems 
serving cummunities in eastern 
alld «nmtl Pemu,lvania) 

WESTERN PENNSYLVANIA 
WATER COMPANY 

(Thirteen separate systeTIU 
servin~ tWTt of rhe Cit] /Jf 
PillslmTKh (IIu/ OIlier mmmunirics 
ill western itnns)'lvGnia) 

MID_AMERICA REGION 

83 

121 

GLEN W. THORNBURG Communilid 

94980 

247 179 

President Served CI15tomt'fS 

ILLINOIS 
ILLIN01S.AMERICA.N WATER 
COMPANY 

(S~ven system.~ sewing A/loll, 
Bellevilk, Cairo, East St. umis, 
Granite Ci[y, Pekin, Peoria, and 
other cummunities) 

lNDlANA 

INDIANA·AMERICAN 
WATER COMPANY, INC. 

(Six separate systems serving 
Kllkomo, Muncie, Richmond, 
SeYflHmr, Sullivan and Terre 
Haute) 

IOWA 
IOWA.AMERICAN WATER 
COMPANY 

(T WI) separate l}Srems servillR 
Oavcllpm1 and its suburbs and 
Clin/fm) 

MISSOU RI 
MISSOUR·AMERICAN 
WATER COMPANY 

(TtVf) ."~tXlTil[e systems ~rvillg 
Joplin (Illd St. Joseph alld 16 
neil{hbllring c(mlmlmiriC5) 

OHIO 
OHIO·AMERICAN WATER 
COMPANY 

(Four ~parale 5yslems serving 
Ashrabllla, Lawrence Cmmly, 
Marion, Tiffin and neighboring 
communities) 
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56 140443 

22 84094 

4 50837 

18 45087 

12 35641 

THE AM~RICAN WAT 

EASTERN REGION 
WILLIAM R. COBB 
Presidcm 

Cummunities MONMOUTH 26 69397 

Sm.d Cus[mnen CONSOLIDATED WATER 
COMPANY 

CONNECTIClIT (Serving Shrewsbury mul a/her 
commlmilie.-; in eastern 

CONNECTICUT·AMERlCAN 4 Z4 5Z 1 M(II1mllulh CaIIllIY) 

WATER c..'OMPANY 
(Thre~ s~/XIrarc s),stems .rewing NEW JERSEY WATER 
Greenwich, Mystic and Darien) COMPANY 

(Sixteen separate systems servin..: 

59 1305]0 

commlmities in SOllthem mul 
centra! New Jerse:J) 

NEW JERSEY 
NEW YORK 

COMMONWEALTH WATER 24 68101 

COMPANY NEW YORK·AMERICAN 

(T WI) separate sysrcms serving WATER COMPANY, INC. 

cmmmmlie.-; in nl1TUtem Nell! (Serving PorI Chester and 

Jersey) neil{hboring communi/iI's) 

.1 10872 



'ER WORKS §YSTEM 

KENTUCKY Communities 
Served 

KENTUCKY -AMERlCA.N 6 
WATER COMPANY 

(Lexingron) 

MARYLAND 

MARYLAND-AMERICAN 4 
WATER COMPANY 

(Ref Air) 

TENNESSEE 

TENN ESSEE-AMERICAN 13 
WATER COMPANY 

(One 5Jstcm serving the 
Chattanooga area and nearby 
CIImnnmiries in Geurgia) 

SOUTHERN REGION 
EDWARD w. LIMBACH 
President 

VIRGINIA 
Cuslomcrs 

BWEFJELD VALLEY WATER 
69437 WORKS COMPANY 

VIRGIN IA-AMERICAN 
WATER COMPANY 

(Three separall!. 5)Sfems serving 
Alexandria, Dale Cil) and 

3624 Hop.w.//) 

WEST VIRGINIA 
WEST VIRGINIA-AMERICA.N 
WATER COMPANY 

(Thirlccn separall! S)5fems 
64 519 selliinx rhe Clt.ar/emm 

metropolitan area, flu! 
Huntingtoll area lind f)lher 
communilies in sOIl/hem and 
central West Virginia) 

75 

6 40808 

53 116077 

• WESTERN REGION 
ROBERT W. GREAVES 
President 

ARIZONA 

PARADISE VALLEY WATER 
CO 

CALlFORNIA 

CALIFORNIA-AMERICAN 
WATER COMPANY 

CfJmmunities 

Served Cusfomers 

3 41Z1 

26 95010 

(Six separate SyS/t'Il15 serving 
Coronado, the Mrffircrcy 
PcnillSu/a, mullhe Sail Gabriel 
Valle, and Ventura Count)' 
arcas) 

NEW MEXICO 

NEW MEXICO·AMERICA.N 
WATER c..'OMPANY 

(C/<ni,) 

12IJJ 

artiER OPERATING SUBSIDIARIES 

MASSACHUSETTS 

HINGHAM WATER 
COMPANY 

MASSACHUSETTS· 
AMERIO\N WATER 
(."'OMPANY 

(Two scparare sysfems scTtling 
Graflon and MilIbllry) 

THE OXFORD WATER 
COMPANY 

THE SALISBURY WATER 
SUPPLY COMPANY 

WANNACOMI::.J WATER 
COMPANY 

(Nolllucker) 

NEW HAMPSHIRE 

THE HAMPTON WATER
WORKS COMPANY 

Communiri!'s 
Serwd Customers 

3 iO 845 

4873 

Z 176 

J 642 

2736 

3 6749 

MANAGEMENT SERVICES CLIENTS 

PENNSYLVANIA 

Water Operalions 
Mlmicipal AurhOfiry of 

Westmoreland Clllinry 
Hazehon CilY Authority 
Hegins 7ilumship 

Aumariry 
McKeesport Mlmicipal 

Authority 
Municipal Authority of 

Shenandt~ 
Tower CilY Authority 
Weskm Berks Wafer 

Auchoriry 

Water and Sewer 
Operations 
Celt),s/m,&" Municipal 

AWMri!)' 
Muhlenberg Township 

Awhorir), 

Sewer Operations 
Washington- East 

Washington Juinl 
AUlhOTi!, 

MASSACHUSETfS 

Full Contract Operations 
Dedham-Westwood Water 

District 

RHODE ISLAND 

Management Services 
Bristol County Wafer 

Authority 
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Samuel H. Dal/am, Chairman of the Doard of 
American Water Works Company, Inc. 

1. James DarT, Senior Vice President 

COMPANY PROFILE continued from page 37 
company's comprehensive management George W. Johnstone, President of 
and employee training programs. And 
LaFrankie and American's other senior 
officers-Loren D. Mellendorf, President 
of the Service company, and J. J ames Barr, 
Senior Vice President are committed to 
telling American's story-and its posi
tions on today's issues-in the investment 
and regulatory communities. 

American's management services arm, 
American Commonwealth Management 
Services Company, is leading a new com
pany initiative, to enlarge the family of 
some 15 public water and sewer authorities 
managed by this division. 

"We enjoy a leadership position in the 
industry," Mellendorf recently told an 

George W. Johnstone, President of American's 
Management Services 

audience of investment analysts, "one 
which we expect to expand. 

"That expansion probably won't result 
from major acquisitions," he said, "but 
from doing what we do best: solving the 
water supply problems of small and medium
sized communities in the regions we already 
serve and, hopefully, in new markets." • 

More than 1200 American System supervisors have been through the company's weel{-Iong management training program in recent years. 
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• Cus' omer Service Re 

1988 Customer Service 
Conferences 

WESTERN CUSTOMER SERVICE CONFERENCE 
Long Beach , California 

The NAWC C ustomer Service Com
mittee announces plans for three CUS~ 
(Orncr Service Conferences to be held in 
three regions across the country in 1988. 
A basic program was developed with spe~ 
cific topics for each region. 

PROGRAM 

The NAWC Customer Service Confer
ences are designed for customer service 
personnel in the water utility industry, and 
have been very we ll received by attendees. 
By holding three Conferences, the NAWC 
intends to meet increasing demand. 

The firs t Conference will be held in 
California , at the H yatt Regency Long 
Beach, March 15-17, 1988. New topics 
of particular in terest in the West have 
been added to this program, such as dis
aster preparedness. Other topics funda~ 
mental to effective customer service remain 
on the program, including customer rela~ 
cions skills, communications, and clec~ 
tronie innovations. 

Two favorites from previous Customer 
Service Conferences are again featured. 
The Idea Exchange Luncheon serves as a 
vehicle to share practical solu tions to CU5~ 
tomer serv ice problems among colleagues. 
The Open Forum offers discussions of reg
istrants' concerns in an informal setting. 

The other two 1988 Conferences are 
planned for May 9-11 in Indianapolis, and 
May 18-20 in Philadelphia . • 

2,00 p.m. 

5,00 p.m. 

TUESDAY, MARCH 15 

Registration Open 
Vendor Exhibi ts Open 

Opening Reception 

WEDNESDAY, MARCH 16 

7:30 a.m. Registration Opens 
Vendor Exhibits Open 
Continental Breakfast 

9:00 a.m. General Session 
Bill Beard , Presiding 
PreSident, California 

Water Association 

NAWC Welcoming Remarks: 
James J. Barr, President 
James B. Groff, Executive 

Dircccor 

Opening Address: 
Stanley W. Hulett, President 
California Public Utilities 

Commission 

10:00 a. m. Skillful Customer Service 
Personnel 

Jack Markel , American Water 
Works Service Co. 

11 :30 a. m. How We Communicate 
Marc Ross, Long Beach City 

College 

12: 15 p.m. Idea Exchange Luncheon 

2:00 p.m. Creative Incentives for 
Employees 

Randall Vogel, Suburban 
Water Systems 

REGISTRATION FORM 

3,15 p.m. 

6,00 p.m. 

Open furum 
Dan Stockton, Fruitridge Vista 

Water Company 

Optional Bus Tour/Dinner 
Knotts Berry Farm 

THURSDAY, MARCH 17 

7:30 a. m. Vendor Exhihits Open 
Continental Breakfast 

General Session 
9,00 a.m. 
Panel, 

Disaster Preparat ion 
So Cal Gas 
So Cal Edison 
C ity of Long Beach 
San Gabriel Valley Water 
San Jose Water Company 

10:45 a.m. NAWC Customer Service 
Manual 

Ed Cash, Elizabethtown Water 
Co. 

II: I 5 a. m. Electronics in the Work Place 
Panel: Californ ia Water Service Co. 

San Jose Water Company 
Park Wacer Company 
Californ ia~American Water 

Co. 

12:30 p.m. Awards Luncheon 
Special Address: 
Nancy M. Norling, Chairman 
Delaware Public Service 

Commiss ion 

2:00 p.m. Adjourn 

(Speakers subject to confirmation) 

Registration Fee, $95 .00 for NAWC Members, $ 110.00 for Non-NAWC Members . Exhibi tor Fee, $400.00 
Name ___ ____ _______ ___ _______ Posit iol~i tle _ _ _ ___ ___ ___ ________ _ 

Company _ ___ _ _ ___ ___ _ _ ___ _ ___ _ Strect Address _ ___ _ _____ ___ _ _ _____ _ 

City, State, Zip ___ ___ ___ _ ___ _ _ ___ _ _ First Name to be imprinted on badge ___ ___ ______ _ 

Telephone ( I D will or D wi ll not be taking the bus trip to Knons Bcrry Farm. 
D I would like to attend the Western Customer Service Conference, Long Beach, CA. 
D I would li ke to exhibit for (company name) at the Western Customer Service Conference. 

Our product is ___ ___ ___ ___ ___ _______ ___ ___________ _ ___ ____ _ _ _ 

'Exhibitor fee includes registration fee fo r two representat ives. 
Additional representatives can register for 110.00 each. 

Please enclose payment with your registration form. Make checks payable to NAWC Western Customer Service Conference, and mail to 
National Assoc iation of Wate r Companies, 1725 K Street, N. W., Sui te 1212, Washington, D.C. 20006, before February 15, 1988. 
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corporate chQnge-s 

Owen Named President of Baton 
Rouge Water Company 

Eugene H. Owen was recently elected 
as President of The Baton Rouge Water 
Company. Mr. Owen replaces Raymond 
E. Pillow who recently retired after being 
affiliated with the company for the past 
seventeen years. 

The Baton Rouge Water Company Board 
of Directors named Owen as its newest 
member in 1978. He also serves as Chair
man of the Executive Committee. 

Owen's home state is Tennessee, where 
in 1951, he graduated Summa Cum Laude 
from Vanderbilt University, earning a 
Bachelor of Engineering degree. He served 
as a Captain in the U.S. Marine Corps 
and upon his return from military service 
he joined the Esso Standard Oil Company 
as a project engineer in Baton Rouge. In 
1956 he left Esso and formed the engi
neering firm, Owen and White, Inc., and 
in 1960 became President of that corpo
ration. He is also President of Louisiana 
Water Company which is comprised of 
seven water companies throughout south
ern Louisiana. 

Mr. Owen is a ' registered professional 
engineer in seven southeastern states. In 
addition he is active in several civic, busi
ness, religious and financial institutions 
and organizations in the Baton Rouge area. 
He and his wife, Cherry, live in Baton 
Rouge. 
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E'town Changes 
E'town Corporation's Chairman, Rob

ert W. Kean, Jr., announced the election 
of Chester A. Ring, 3rd to the Company's 
Board of Directors. 

Ring is president and director of Eliza
bethtown Water Company, a subsidiary of 
E'town, as well as president and director 
of The Mount Holly Water Company, a 
subsidiary of Elizabethtown. 

Serving on the executive committee of 
the National Association of Water Com
panies (NAWC) and currently a general 
vice president, Ring will become NAWC's 
president in the Fall of 1988. He has also 
served as director and president of the 
American Water Works Association. 

With his wife, Joan, Ring resides in 
Scotch Plains. He is a past president and 
director of the FanwooclJScotch Plains 
Rotary Club and past president of the Fan
wood/Scotch Plains Y. M. C. A. 

E'town Corporation's Chairman, Rob
ert W. Kean, Jr. announced the election 
of Anne Evans Gibbons as Vice President 
of the Company. 

Mrs. Gibbons is the owner of Elberon 
Development Co., a real estate holding 
company. She also is president of David 
O. Evans, Inc., a real-estate management 
and construction company. 

Actively a director for E'town as well 
as for its major subsidiary, Elizabethtown 
Water Company, and its recently estab
lished subsidiary, E'town Properties, Mrs. 
Gibbons will assist the corporation as it 
explores possibilities for new directions. 
E'town is a publicly owned company with 
shares listed on NASDAQ. 

Kean said, "I am delighted Anne Gib
bons has accepted this new role. She is a 
highly capable individual and her increased 
involvement will be an asset to E'town 
Corporation." 

Mrs. Gibbons' directorships also include 
the Constellation Bancorp. She is on the 
board of trustees for the Waterloo Foun
dation for the Arts, and president of the 
board of trustees of the Fund for Educa
tional Advancement, Archdiocese of 
Newark. 

Chester A Ring. Jrd 

Anne Evans Gibbons 

Mrs. Gibbons is a member of the board 
of directors of the National Association 
of Industrial and Office Parks and a mem
ber of the board of directors of the Regional 
Plan Association. 

Mrs. Gibbons graduated from Cornell 
University receiving a B.S. in Industrial 
and Labor Relations and an M.B.A. in 
Finance and Accounting. 

Mrs. Gibbons, a Harding Township res
ident, has served on E'town Corporation's 
Board since it was formed in 1985. 

Daly Joins PSC Environmental 
Services 

Martin P. Daly has joined PSC Envi
ronmental Services, Inc., as senior project 
manager. A registered professional engi
neer, Daly holds a master's degree in both 
hydraulics and environmental engineer
ing. He is a member of the American 
Water Works Association, Water Pollu
tion Control Federation, and American 
Academy of Environmental Engineers. 
Prior to joining PSC Environmental Ser
vices, Daly was employed by Black & 
Veatch. He has over 20 years of diversified 
engineering experience on water and 
wastewater projects. 
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PG& W Announces Iw Appointments 
Ie 

Southwest Water Company Elects 
New Board Member 

Chester C. Merli has been named Water 
Quality Coordinator for Pennsylvania Gas 
and Water Company (PG& W) in Scran
ton. In this newly-created position, Merli 
will be responsible for coordinating the 
analysis and resolution of water quality 
problems in the Scranton area. 

"We created this position so we can give 
proper attention to water quality com
plaints we receive from our Scranton area 
customers," said Paul Henderson, PG& W 
Vice President of Operations. Henderson 
said Merli will coordinate the activities of 
the Company's Customer Information 
Center, the Water Quality Laboratory and 
the Operations and Engineering Divisions 
in resolving water quality problems. In 
addition, he will help PG& W plan future 
water quality improvements in the Scran
ton area, Henderson said. 

Merli joined PG& Win 1979 as an Engi
neering Aide. He is a 1977 graduate of 
Pennsylvania State University with a 
Bachelor of Science degree. 

Henderson said a similar position has 
been created in the Wilkes-Barre area, but 
has not yet been filled. 

Pennsylvania Gas and Water Company 
recently announced the appointment of 
Jonathan L. Weir as Manager of Internal 
Auditing. 

He is responsible for the internal audit
ing operations of PG& W as well as for 
coordinating the efforts of external audit
ing firms used by the Company. 

Prior to joining PG& W, Weir was Senior 
Vice President and Auditor for United 
Penn Bank in Wilkes-Barre. He also has 
served as an accountant for Frank Bald
win, an electrical contractor, and for the 
Kanarr Corporation. 

A graduate of Wyoming Memorial High 
School, Weir received a Bachelor of Sci
ence degree in Accounting and Finance 
from the University of Pennsylvania, 
Wharton School, Wilkes-Barre Campus. 
In addition, he is a graduate of the Bank 
Audit and Controller's School at the Uni
versity of Wisconsin. 

Weir serves as Treasurer of the First 
Presbyterian Church of Wilkes-Barre. He 
is a former member of the Board of Direc
tors of the Institute of Internal Auditors 
and the Bank Administration Institute, 
Northeastern Pennsylvania Chapters. 

1. ."" 
Chester C Merli 

Jonathon L. Weir 

Anton C. Garnier, President of South
west Water Company, today announced 
the election of Monroe Harris to the Com
pany's Board of Directors. 

Monroe Harris spent 35 years with the 
Johns Manville Corporation in several 
managerial positions, including Executive 
Vice President and Chief Operating Offi
cer, Mining Group Vice President, and 
Senior Vice President for Growth and 
Planning. Mr. Harris received his BS degree 
in mining engineering from the University 
of Arizona at Tucson and his MBA degree 
from the Business School at Harvard Uni
versity in Boston. 

Mr. Garnier commented that "Monroe 
Harris brings to Southwest Water tremen
dous experience in the water industry 
through his years at Johns Manville. He 
has an excellent understanding of our busi
ness and a great deal of organizational and 
managerial expertise, in addition to being 
a growth-oriented individual." 

Reed To Head Public Utility Law Section 

Alan L. Reed 

Alan L. Reed, a senior partner in the 
Philadelphia office of Morgan, Lewis & 
Bockius, today became chairman of the 
American Bar Association's Section of 
Public Utility Law. He will hold this post 
for one year. The Section has approxi
mately 3,400 members who are involved 
in the public utility, telecommunications 
and transportation industries. 

A long-standing member of the National 
Association of Water Companies and for
mer Chairman of its Regulatory Law Com
mittee, Mr. Reed has been active in the 
corporate and public utility law fields for 
over 25 years. He currently is the manager 
of Morgan, Lewis & Bockius's Govern
ment Regulation Section which oversees 
the Firm's extensive electric, gas and water 
utility practices. He also serves as a direc
tor of the Philadelphia Suburban Water 
Company. In addition, Mr. Reed is an 
active member of the American Bar Asso
ciation's Section of Corporation, Banking 
and Business Law. 

Mr. Reed has been with Morgan, Lewis 
& Bockius, a national law firm, since his 
graduation from Harvard Law School in 
1961. He is a 1955 graduate of Williams 
College, and served as an intelligence offi
cer in the U. S. Navy for three years before 
entering law school. 
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General Development Utilities 
Breaks Ground o·n New Water 
Conservation Project 

Local res idents will have an opportunity 
to see how to conserve water and reduce 
monthly water bills through a unique pro~ 
gram developed by General U tilities, Inc. 
Called Residential Xeriscape (pronounced 
ze e r~ i~scape), the project demonstrates 
water conservat ion through creative l and~ 

scaping techniques. 
The xeriscape demonstration project, 

which is the first of its kind in Florida, 
wi ll enable residents to [Our a simulated 
"house" where they can see efficient irri~ 
gation ideas in action and learn what and 
how to plant at their own homes. Accord~ 

ing to S usan Stinson, GDU's employee 
and customer relations coordinator, IIThis 
project is perfect for people who move to 
Port Charlotte or North Port from other 
parts of the country, and are not familiar 
with what grows best here ," 

The water conservation project is cur~ 
rendy under construct ion at the Charlotte 
Vocational;Tcchnical Center, which is 
located on Toledo Blade Boulevard. Stu
dents from Vo;Tech's horticultural pro; 
gram will use the project as a learning lab 
and perform all maintenance. S tudents in 
the building trades program will assist with 
construct ion. Funding is provided through 
a matching $ 17,500 grant which was 
awarded to General Development Utili 
ties from the Southwest Florida Water 
Management District through their water 
conservation grants funding program. 

In addition to GDU, helping to put this 
innova tive program toge the r is David 
Lambert, a Charlotte County Extension 
Agent under spcnsorship with the U ni
versity of Florida's Institute of Food and 
Agricultural Sciences. Through his efforts, 
the 80 feet by 120 feet demonstration site 
will be a self- taught tour complete with 
plant signs and mulch, soil and irrigation 
displays. Guided group tours wi ll also be 
ava ilable by appointment. 

The xeriscape project, which is sched~ 
uled to open this Fall , will enable GDU 
customers, residents and students to see 
how they can save as much as 80% on 
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water usage through landscaping design 
using nat ive plants, special garden ing 
methods and water saving devices . Exam~ 
pies of these methods, a long with a variety 
of xer iscape brochures, will be avai lable 
at the site. 

"The water conservation project is part 
of General Development Uti lities' ongo; 
ing efforts to develop and offer customers 
convenient ways to conserve water, sa id 
Stinson . She added, " In addit ion to con
serving water, Residential Xeriscape enables 
people to create a pretty landscape around 
their homes which enhances the beau ty 
of their neighborhood." 

General Development Utilities, Inc . , a 
subsidiary of General Development Cor; 
poration , is Florida's largest private water 
and wastewater utility. Headquartered in 
Miami, General Development Utilities 
serves over 150,000 people throughout 
Florida. 

Luke Lukrofka Dies 

L. J. "Luke" Lukrofka, retired Execu
tive Vice Pres ident of Missouri Water 
Company, Independence, Missouri died 
October 13, 1987 a t the ageof65. He was 
born in Rolla, Missouri , and after being 
discharged from the U.S. Army as a Cap
ta in in 1946, he earned his degree in Civil 
Engineering from the Universi ty of Mis~ 

souri at Ro lla in 1950. He began his 32-
year career wi th Missouri Water Company 
in 1953 as Superintendent of Distribution. 

Lukrofka was an active membe r of 
AWWA, serving on various committees , 
and became a Life Member in 1983. He 
had served as Chairman of AWWNs Mis
souri Section in 1975, and received the 
Section's George Warren Fuller Award in 
1980. He was a member of the Missouri 
Water and Sewerage Conference and served 
as its Chairman in 1968. Lukrofka was 

- - - - - - - - - - -

Silliman Memorial Fund 
Established 

The Hydraulic Company announced 
today its establishment of the Frederick B. 
S illim an Memorial Fun d w ithin the 
Bridgeport Area Foundat ion to advance 
the community service interests of its for; 
mer chief executive offi cer, who died in 
August at the age of 72. 

THC President and Ch ief Executive 
O fficer Will iam S. Warner said the com
pany has made an initial contribution of 
$10,000 and has pledged to match on a 
do llar-for-dollar basis con tributions made 
by its active and retired employees and by 
its directors through October 4. 

"Fred S ill iman demonstrated his pro
found interest in the well -being of his 
communi ty-both through his active 
involvement in community affairs and in 
the way he ran THC and its public water 
supply subsidiary, Bridgeport H ydrau lic 
Company," Warner said. "This fund will 
give permanent life to the fulfillment of 
his community service in teres ts through 
the good works of the Bridgeport Area 
Foundation." 

A public, non~pro fit community char; 
itable organization founded in 1967, the 
Bridgeport Area Foundation funds chari
table, medica l, scientific, literary, educa; 
tional , cultural, research and religious 
endeavors of benefit primarily in the Greater 
Bridgeport area. 

Contributions may be sent to: The Fred
er ick B. Silliman Memorial Fund, % the 
Bridgeport Area Foundation, 446 Univer
sity Avenue, Bridgeport, cr 06604. 

also active in the National Assoc iation of 
Water Companies. 

He was a Registered Professional Engi
neer in the State of M issouri and a lifet ime 
member of the National Society of Profes
sional Engineers and the Missouri Society 
of Professional Engineers (Western C hap
ter), from which he received the Engi neer 
of the Year Award in 1977. He was a 
member of the American Society of Civi l 
Engineers, and an Honorary Member of 
C hi Epsilon , National C ivil Engineering 
Honor Fraternity. 
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• • New PG&W Water Treatment Plant 

Pennsylvania Gas and Water Company 
recently took another major step toward 
its goal of total filtration of its water with 
the breaking of ground for the Scranton 
Area Water Treatment Plant at Lake 
Scranton in Roaring Brook Township, 
Lackawanna County. The facility, which 
will treat and filter 33 million gallons of 
water per day, is scheduled for completion 
in late 1989. In combination with water 

North American Utilities Services 
Is Formed 

The Hydraulic Company and The E&F 
Construction Company, both headquar
tered in Bridgeport, and YWC, Inc., of 
Monroe, today announced the joint for
mation of a corporation, North American 
Utilities Services, that will undertake pri
vatization projects in the design, manage
ment and operation of public water supply, 
wastewater, and energy cogeneration facil
ities. 

Privatization-the design, financing, 
construction and/or operation of a public 
works facility by the private sector-has 
become an attractive and practical alter
native financing strategy to many com
munities now ineligible for federal grants 
as a result of last year's sharp decline in 
federal funding assistance for public water 
supply and wastewater treatment projects, 
according to NAUS President Donald P. 
Johnson Jr., who also is a vice president 
ofYWC. 

treatment plants to be built in Chinchilla 
and at the Brownell Reservoir, east of Car
bondale, and the Fallbrook Reservoir, north 
of Carbondale, both in Lackawanna 
County, the Scranton Area Water Treat
ment Plant will provide 100 percent fil
tration to the Company's northern water 
service area. 

"The start of construction of the water 
treatment plant is an important milestone 

"What makes privatization attractive is 
that it can enable a community to acquire 
new or improved public works facilities 
that it might not otherwise be able to 
afford," explained Johnson, "by substitut
ing private financing for a community's 
bonding. Privatization can provide an effi
cient alternative for essential public ser
vices through operating efficiencies, econ
omies of scale and managerial resources." 

A community interested in the priva
tization of water supply, wastewater treat
ment or cogeneration facilities will con
tract with NAUS to provide services that 
include financing, engineering, construc
tion and long-term contract operation of 
those facilities, said Johnson. 

"NAUS will offer prospective customers 
a full range of services that can be tailored 
to the needs of each client. We can play 
as small or as large a role as the customer 
wants, from simple operation all the way 
up to taking full charge of design, financ
ing, construction and operation of a facil
ity on a long-term basis," Johnson added. 

for both the Scranton area and Pennsyl
vania Gas and Water Company," said Rob
ert L. Jones, president of PG& W. "The 
quality water processed at this facility will 
help fuel the economic growth of this region 
as we move into the 21st century." 

Following his remarks, Jones joined 
PG& W Board Chairman Kenneth Pollock 
and state and local dignitaries in turning 
the first shovels of earth to start the project. 

"YWC is an environmental services firm 
that currently operates more than 70 facil
ities throughout North America," John
son said, observing that, "the comple
mentary capabilities that E&F, with its 
construction expertise, and THC, through 
its water utility subsidiaries, bring to this 
equation should position NAUS well to 
compete effectively in the growth business 
field at which it is targeted." 

NAUS' Board of Directors will consist 
of six members, with two representatives 
each from YWC, THC, E&F: Johnson 
and Stephen R. Kellogg, president ofYWC; 
Jack E. McGregor, THC executive vice 
president, and Robet H. Reinert, senior 
vice president-planning and development 
for THe's Bridgeport Hydraulic Company 
(BHC) subsidiary; and Donald T. Stewart, 
E&F director-marketing and planning, and 
Robert Roth, E&F deputy director-oper
ations. 

NAUS will establish its headquarters in 
leased space in a building occupied by YWC, 
Inc. at 200 Monroe Turnpike in Monroe. 
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PIPELINE continued from page 31 • Clearly, there is a need for the formation 
of small public water supplies. If possible, 
these small systems should be established 
by existing operating companies in their 
general area in order to provide economy 
of scale and trained operating personnel. 
There arc excellent opportun ities for well~ 
managed and well ~organized small water 
companies to expand their territory by 
offering their service and expenise to 
developers of new subdivisions. All [00 

often, the developer will establish the water 
supply company in order to promote a 
subdivision. When the project is com~ 
pleted the system is left to flounder. 

Regulating governmenta l agencies 
shou ld encourage new subdivisions to pro~ 

vide central public water systems operated 
by utilities, as the development takes place. 
To install public water supplies after the 
subdivision has been completed is need~ 
lessly expensive, The monies that were 
expended for installing on~s ite individual 
wells and pumps would better have been 
applied toward a central system. The on ly 
major disadvantage to the developer is the 
up~frol)t capital required to start the initial 
system. In many cases, the cost per dwell~ 
ing for a central public water supply system 
will be less than individual, on~site wells 
and pumps. If a substantial degree of treat
ment is required, the final cost to the con, 
sumer of installation and use can be COl)' 

siderably less with a central system. 
When the responsibility of running the 

water utility is considered, someone has 
to make a serious commitment. Often this 
fact is not recognized until too late. The 
company is usually operating when prob, 
lems develop. There has to be enough 
revenue to compensate for the magnitude 
of the responsibility, for the time necessary 
to maintain an adequate level of service, 
and to plan for the future . Too often water 
uti li ties are established to provide servicc 
as an afterthought. They are treated as a 
secondary business, generally to the devel, 
opment of an individual subd ivision. 

When the revenues of water utilities are 
compared to those of electric, telephone 
and gas ut il ities, and the degree of public 
welfare, service and investmen t requirc' 
ments are considered, the gross revenues 
per customer of the water companies are 
ridiculously low. With the time and cost 
required to effect ra te adjustments, a small 
company is often behind, and the real cost 
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of service is seldom attained. Therefore 
the allowed rate of return is not achieved. 
Cash revenues cannot be buil t LIp, and 
outs ide capital is not generally available 
to small water companies, 

The situation is compounded by the 
1986 Amendments to the Safe Drinking 
Water Act and the repeal of Section 118(b) 
of the Internal Revenue Service Code, 
Many small companies are possibly not 
aware of this repeal, unknowingly incur, 
ring tax liability by accepting additional 
facilities without collecting the tax. If the 
repeal of Section 118(b) is not reversed, 
many small compan ies will not be able to 
grow, They must compete with neighbor; 
ing municipal systems which serve pro~ 
spective additional customers at a lesser 
cost to the developer. As with any other 
type of business, well~programmed, logical 
growth can stabi lize small water compa, 
nies and enable them to become profit~ 
able, solid businesses. 

Very often small water companies are 
owned and operated by individuals who 
are protective of their holdings and their 
position. They do not care to share their 
problems with others. They may resist the 
offers of aid extended by regulatory agen
cies and other companies. If they would 
attend a National Association of Water 
Companies meeting, they could discover 
that they are not alone in the world and 
help is available. In many states, the com~ 
miss ions and other agencies will provide 
assistance, generally without charge, 

Small water companies, public utility 
commiss ions, and other government 
agencies mllst work togethe r to help 
strengthen companies by streamlining rate~ 
making procedures, fostering consolida~ 
tion of small systems, and enabling the 
companies to establish sound manage~ 

ment and capital structure. When acqui, 
sitions are in the best interest of the public, 
commissions should encourage them by 
making them financia lly attractive through 
several policies. For example, adjustments 
should be made to rate base calculations. 
A lso, au tomat ic justifiable pass-throughs 
should be allowed to enable the very small 
companies to establish sound financial bases 
without excessive rate proceedings. Com, 
panies will then be encouraged to improve 
the ir supply plants, distribution systems, 
customer relations, and business manage~ 
ment if they receive adequate compensa, 
tion' and encouragement, • 

1_------. 
1986 Financial 
Publications 

New copies of NAWC's 1986 
FINANCIAL AND OPERATING 
DATA and FINANCIAL SUM
MARY are now available. 

Appreciation is extended to the 
large number o f member companies 
who participated in this year's reports, 
Also appreciated was the assistance 
of the NAWC Accounting Com
mittee in this year's review of the 
survey processes. Members and the 
inc reasing numbers of interested 
orderers will be pleased with the 
results. 

The publications are sent free of 
charge, to each Active Member 
Company and each Associate Mem~ 
ber. They can be ordered by non
members for $25 each. 

To order th is year's publications, 
please send the form below, with a 
check, to: 

NAWC 
1725 K Street, N. W. 
Suite 12 12 
Washington, D.C. 

PLEASE SEND ME: 

Copies of the 1986 Finan
eial and Operating Data For 
Investor,Owned Water 
Companies @ $25 per copy. 

Copies of the 1986 Finan
cial Summary For Investor, 
Owned Water Companies @ 
$25 per copy. 

NAME ____________ __ 

COMPANY __________ __ 

ADDRESS _________ __ 

A check must accompany all 
orders. We wi ll not send invoices. 

• 
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Welcome To 

Our Newest Active Member 
Companies 

Cairo Wate r Company 
Cai ro, N Y 
Ludlow Utilities 
Seattl e, WA 
O lmstead Water 
Watertown, CT 
Shorewood Water Corp. 
Miller Place, NY 
South Jersey Wate r Supply Co. 
Mullica Hill , NY 

• 

Our Newest Associate Members 
G. Louis Ashley 
Mellon Bank 
Philade lphia, I'A 
Robert Bclan 
Rockwell International 
Unioncown, PA 
W illiam D. Carr 
Carr & Perper 
G lens ide, PA 

Louis Carter 
Louis J. Career Law Office.s 
Philade lphia, PA 
Ronald R. Collins 
jCM Industries 
Nash, TX 
Charles Ford 
Hayden Pines Water Co. 
Hayden Lake, 10 
W illiam E. Fredericks 
Deloitte Haskins & Sells 
Morristown, NJ 

Charles G. O'Hara 
Galsclon In ternational 
Blackpool, Lancashire, England 
T. G. Pappas 
Bass, Berry & Sims 
Na.s hvi ll e, TN 
Blossom A. Peretz 
Huber Lawrence & Abel! 
New York, NY 

Alex Phillips 
Smith Barney 
Los Angeles. CA 

Randall Ross 
North Caroli na National Bank 
C harlotte, NC 

Larry Stone 
Scafco Corp. 
Spokane, WA 

Frank Zahradka 
Eagle Control 
Yaphank, NY 
R ichard Zandi 
Smith Barney 
New York, NY 

DATES TO REMEMBER 
NAWC 

NAWC Customer Service Conference 
Long Beach, CA 
March 15- 17 

NAWC Mid Year Board of Directors 
Meeting 

Wash ington , DC 
April 28 

NAWC C ustomer Service Conference 
Indianapolis , IN 
May 9- 1 1 

N AWe C uscomer Service Conference 
Philadelph ia, PA 
May 18-20 

N AWC nnd Annual Conference 
Boston, MA 
October 2-6 

NARUC 

NARUC Win ter Meet ings 
Wash ingcon , DC 
February 28-March 3 

Southeastern Association of 
Regulatory U t ili ty Commissioners 

Charleston, SC 
May 1-3 

NARUC 8th Annual Western Rate 
Seminar 

Monte rey, CA 
May 1-6 

New England Confe rence of Public 
Ut ili ty Commissioners 

Rockport, ME 
June 12- 15 

Mid~America Reguiacory 
Commiss ioners 

Rapid C ity, SO 
June 19- 22 

Western Conference of Public Service 
Commiss ions 

Incl ine Village, NV 
June 19-23 

N ational Conference of Regulatory 
Utility Commiss ion Engineers 

Indianapolis, IN 
June 20- 23 

G reat Lakes Conference of Public 
U tility Commissioners 

White Sulphur Springs, WV 
Ju ly 10- 14 

NARUC Summer Committee 
Meet ings 

San Diego, CA 
July 25- 28 

NARUC 16th Annual Eastern Rate 
Seminar 

Ft. Lauderdale, FL 
October 16- 21 

NARUC l OOth Annual Convention 
San Francisco, CA 
October 3 I-November 3 

AWWA 

AWWA Annual Board Meeting 
San Diego, CA. 
January 21-26 

AWWA Annual Conference and 
ExpOS ition 

O rlando, FL 
June 19-23 

AWWA Distribution Systems Seminar 
Boston, MA 
September 10- I 4 

Other 

ASDWA Annual Conference 
Charleston, SC 
February 22-25 

Water Pollu tion Concrol Federation 
Annual Conference 

Dallas, TX 
Oetober 2- 6 

ASDWA 1988 Annual Conference 

The Association of State Drinking Water 
Adminis trators will hold its 1988 Annual 
Conference at the Mills Ho use Ho tel in 
C harleston , S.c., February 22- 25, 1988. 
General sessions will include: 

• risk managemen t/risk communication; 
• SDWA implemen ta tion act ivities; 
• ro le of d rinkin g wa te r o fficia ls in 

groundwater po licy; 

• ava ilable trea tment techno logies and 
barriers to introduction j 

• the growing importance of monitoring, 
analyt ical methods, and laboratory cer
tifica tion in the management of state 
drinking water programs; and , 

• var io us sta te ini tiat ives and o th er 
important non ~ regulatory issues (e.g., 
third party drinking water additives 
programs, state infras tructure studies, 
public education initiat ives, e tc.). 
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National Associatio,{< of Water Companies 
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Mr . Robert L. Kelly 
Palm Coast Utility Corporation 
2 Utility Drive 
Palm Coast FL 32037 
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NAWC Officers 1987-88 

L to R bock row: Sharon L. Bohrer, Charles A. Buescher, William D. Holmes, Joy W Weinhardt, David R. Wilson, and James B. Groff 
L to R front row: Robert A. Gerber, J. James Barr, and Chester A. Ring, Jrd 


