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The President s Message

by jack E MeGregor

he rugged desere scenery provided a breathrak-

ing backdrop to NAWC's 1994 Annual Conference

in Scottsdale, Arizona, held the first week of Octo-
ber. Appropriately, in NAWCs 100th anniversary year, our
theme was 215t Century Excellence, focusing
on four components: legislative and regulatory
excellence, customer service excellence, em-
ployee excellence and financial excellence.

As this is my first correspondence to you as
president of the association, I'd like to eake this
Opportunity to eXpress my sincere appreciation
to the over 400 members whose participation
made the conference such a great success. A
special note of thanks should go to our speak:
ers and the panel moderators, all of whom did
such an outstanding job in covering a broad
range of topics so concisely and informatively.

The overriding message of the conference was that we
should do a berter job of relating 1o all of our constituen-
cies. In that regard, ['d like to suggest thar we begin by
focusing on the legislative arena, While the warter urilivy
industry faces a number of issues, the most pressing re-
mains reauthorization of the Safe Drinking Warer Act. We
as an industry made significant progress in 1994 by forg-
ing a coalition of 12 legislative, repulatory and trade asso-
ciations—each with its own set of issues and concerns—to
propose significant changes in the SDWA that would en-
sure safe, reliable drinking water at a reasonable cost to
DU CUSTOMErs.

Though political considerations killed the resulting com:
promise bill, HR 3392, sponsored by Congressmen Jim
Slattery and Tom Bliley, the new year presents a tremen-
dous opportunicy o bemefit all our various constituencies
by advocating a new and improved version that will re-
flecr more effectively the warer utilicy industry's position
on this issue, particularly as it relates to the "unholy trin-
ity” of relative risk assessment, the taking of private prop
erty and unfunded mandares. The association's intention
is to work with the coalition to introduce, early in the 104ch
Congress, a new version that returns to many of the origi-
nal positions advocated prior to the compromise bill, in-
cluding ensuring that risk is extensively considered in the

_ e B S W, D\ S5, |

standard setting process.

To accomplish this goal, however, we need to ger more
involved. Developing sponsorship in Congress is virally
important, and nowhere is this more evident that here in
Mew England. One of my goals this year is o
convince the Connecricut congressional delega-
tion of the legitimacy of our position and the
need to sponsor this bill. [ urge all of our mem-
bers to do the same in their home states and
regions. Government relations is not a specra-
tor SpOore

The new year means a fresh stare, with a new
Congress and with its new legislators and their
staffs. We need to bring them up to speed on
our position and work with them o develop
the kind of relationships that will lead to their
active support. There are a number of ways o

dov this:

« Send congratulatory lerrers to the returning incom
ing members, and include a brief mention of the im
portance of reforming the drinking water law,

= Wisit your Congressional representatives in cheir lo-
cal offices, Travel to Washington and meet with them
there as well.

« Get o know your legislators by inviting them and their
key staff members to your fileration plants for a re
ception and tour. Impress upon them the need for
practical solutions to the problems we face in meer
ing the current SDWA requirements.

+ Get your employees involved in the process as well.
As voters and constituents, they can be a strong force
in advocating the company's position to ctheir repre
sentatives in Washington.

The new year promises 1o keep us all busy on other tronts
as well, such as the issues surrounding the pending adop-
tion of the Information Collection Rule and our continu
ing efforts to repeal the tax on contributions in aid of con-
struction (CLAC) | look forward to reporting to you on
these and other marters, and | am delighted and honored
to serve you as president as NAWC begins its next century
of excellence. &
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08th Annual
Conference

Wrap-Up

The Scottsdale Princess was the site of
MAWC's 98th Annual Conference.
Sunny, blue skies and picturesque
stretches of desert provided the perfect
backdrop for NAWC members and friends
to gather and tackle the ropics relating o
the Conference theme of 215t Century
Excellence.”™

The Conference gor into full swing on
Sunday, with u full slate of tours, the ten-
nis touwrnament and a Southwestern
Celebration and Dinner, Guests az ehe din
ner were quickly eased into the southwest-
ern environment, viewing works by South-
western artisans, listening to relaxing
masic, enjoyving delicious food and, most
importantly, reoniting with old friends
and meeting new Friends.

The program began on Monday morn-
ing with a presentation by Bacry
Gioldwarer, a greeting by Conference
Chatrman Jack Mclregor, greetings from
AWWA, NARULC and the MARUC Wa-
ter Lommittes and a Flru:enl:u.l:im': tio
MANC s Intest Honorary Member. Some
of the highlights of the 1994 Conference

are summarized as follows,

o NAWC WATER

Innovative Ratemaking

The Monday afrernoon general session
was A panel on innovative ratemaking, fea
turing as moderator the Honorable
Reginald Smith from the Connecticut
Deparoment of Public Utilicy Conerol and
as panelists Jan Beecher, National Regula-
wory Besearch Insticure; che Honorable P
Ciregory Conlon, California Public Uili-
tes Commisstoner, and Al Pak, San Dicgo
Cias and Electric Company,

Commissioner Smith called on Jan
Beecher to start off the session by saying
that there is government regulation of the
water industry at several levels<EPA, D
partment of Health Services, Public Ser-
vices, Public Servioe Commission, etc. She
said that regulation hinders regulatory
oversight and thar chanpes were needed
in marker orientation which includes re-
defined roles with industry specific salu-
tions. These solutions should be proactive
and have a long term focus.

Commissioner Conlon from the Cali-
fornia Public Uklities Commission wants
to implement performance based regula-
tivn in the water industry. This would

eliminate the need for eraditional race
cases. Performance standards would be
developed o measure customer aaisfe.
tiom, safery and reliability. Revenue in
creases would be ded o CPl adjusted
by produccivity gains. Utilities would
keep any profits from productivity gains
above the benchmark, Commissioner
Conlon believes these changes in regula-
tion will lower the cost of service to the
customer a5 they have in England and
Morway,

Al Pak of San Diego Gas and Electric
stared chat the electric induscry became
ton bloated under the traditional regula-
tion. He belicves thar utilivies should be
rewarded for excellence with a higher rate
of return rather than a lower rate of
recurn, Traditional regulation has re
wirded poor performance with higher
rates of return. He cited the need to
decouple sales and profit bur to tie
profits to cost controls. He concluded
by srressing that there should be service
indicarors to ensure quality service and
that fi|1=|||:iu| incentives for excellence

shauld be continued.



Customer Service Excellence—
Views from Dutside the
uUtility Industry

Tuesday moming's panel, moderated by
psychologist De. George Gercken, focused
on customer service excellence=outside
the industry, Larey Reams of Cornerstone
Controls urged the group to develop “rav
ing fans"—not just sarisfied customers.
Encouraging the use of emerging technal-
ogy, he quoted Mark Twain's words, *Even
if you're on the right track, you pet run
over if vou juse sit chere.” By showing real
value to customers, Beams reported his
company has increased business 20-30%
and increased customer delight, without
adding any new employees.

William O'Donnell of San Pellegrino,
a bottled water company, acknowledged
the historical tension between his indus:
try and the warer utility industry, sug
gested thar both industries could be suc
cessful through strategic planning. He
also emphasized the importance of educat
ing front line employees, belng pro-active
with customers, and having officers malk
to the people who use the product.

Pepsico representative Michsel Tomlin-
gon opened his remarks by stating thar we
were his customers and that his industry
mensured it8 progress against us. In an-
swering the question, “Where is the util-
ity industry going!,” he suggested two
predominant trends: 1) to provide value
which bullds customer loyaleyy and 1) to
reduce costs. Tomlinson also provided
some candid ohservarions abour the wa-
ter industry's image, stating that he does
mot drink tap warer, thae we don't ell the
story, that we need to provide value to our
customers, and that people simply do not
understand. He urged us to be prepared
for deregulation by developing a vision
that allows our emplovees o listen o our
custoaners, resohre problems, optimize re
sources and maximize profits.

Ann McLaughlin

Former United States Secretary of La-
bor, Ann McLaughling spoke on "Em-
ployee Excellence® and some of the
changes thar will affect the way corpora-
tions do business in the 215t century.
There is no longer a good frame of refer
ence worldwide, Changes are taking place
so fast, ir seems almost impossible to sty
abreast of the changes, much less move
ahead. Competitiveness is being tomally

redefined. Worldwide communications
has given us a global ringside seat on all
of the problems of the world. Change is
immedintely visible, Economic and mar-
kizting chanpes are taking ploce worldwide
that make future business forecasting ex-
ceedingly difficult.

The greatest challenge facing America
is irs own domestic problems, Think about
the labor poal in the 21st century and the
technical and educardonal background
needed by employees to adjust to the vari-
ous skills thar will be required. The
American dream is getting more and more
difficult to pass along o succeeding pen-
erations. There will have to be changes in
the way we work. The customer expects
andd deserves better service. Corporations
will have to hire those persons who can
micet the standards of higher performance.
Extensive training will be necessary w
bring emplovees to higher performance
levels, More decision making will be made
on a lower level. All emplovess should be
empowered to higher levels of responsi-
bilicy and decision making. Teams should
be developed and inreraction should be
the norm on these teams.

Changes will take place in the demo-
graphics of the workplace, There will be s
higher percentage of women in the work:
place. Employees will be more mobile and
less loval, The averape age of the worker
at the turn of the century will be 47, Fewer
and fewer non-skilled jobs will be avail-
able. Too many people are entering the
work force today withour the knowledpe
and skills necessary to meet demands of a
high-performance, highsalue work place.
The majority of these people will become
unemplovable in the 21st century.

Corporations have to become value
driven, establishing lifelong learning skills
fur employees. Corporations will have o
redefine emploveremploves relationships
und become more committed to their
people. Familyfriendly policies will hove 1o
be developed due to the recognizable
changes of the family. Old compary polickes
may na longer apply. In the 40's, worlers
would adapt to the mnchinery and the work:-
place. The roles are now reversing, The work:
place should now adapt to the worker. On
the other hand, corporations will have o
develop a tougher work environment. “Don't
hire if you can't fire” could be corporate
policy in the 215t century.

The American educarion system is now

polarized, There are now forcy million
people in this country wha are illiterate.
Educational values thar shaped our past
no longer apply. Changes to the way we
educate the youth of this country have
be implemented now. Redefine and redis-
cover who we are and where we are going,
develop new employment securiry based
on employability, and led's hold on to the
American dream.

Diversity

John Merchane of the Conneeticur OF
fice of Consumer Counsel spoke on diver-
siy in the workplace., Diversity is more
than a word. [tis an event, an occurrence
and & realicy. Companies will have 1o de-
velop a method to interface and interact
with the minority community, wherher it
be female, rucial or otherwise,

All of our forebears came over by boat,
and none of us are going to go back, [&
would make sense thar we should all be
comfortable, Most of us have a common
il and chae goal {s happiness. In order
to attain that goal for its employees, com-
panies will have to establish leadership o
think and act in o diversified manner to
provide berrer relations with women,
blacks and other minorities. The workdoree
of most water companies does not reflect
the compantes’ customer base. Customers
are part of the community, the s and
the state in which they operate. People
seem reluctant to get to know one another,
yet they have o start. Think abour the
word racism, 1s there room for racism in
thie livies of the people in this soclery! The
word racism should be removed from the
dictionary. Companics have to become
more involved in the minority commuanity
in order to eliminate racism.

Look at the demographics of your own
organizmtion and determine who wirhin
the organization is on the fast rack. Are
there any women? Any blacks! No law says
thar you have o have women or blacks or
Hispanics on your fast track. Companics
should provide the level of leadership thar
would place these individuals on this type
of track.

Diiversity will not affect anyone’s bottom
line, nor will it offser the capacity o pro-
vide the level of service being delivered m
all customers. Diversity will not hurt che
functioning of a company oo amy extent

To start the process requires leadership

feontinued next page!
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Conference Wrap-Up, continied

and the skills of senior mansgement. A
way has to be found and accomplished to
motivare and reach out to minoritics
within this country. Corporare America
can no longer hide when it comes o di-
versification. Diversity can be called many
things; however, the best name for i
should juse be "America.”

Shareholder Value

Thursday moerning, Mew Jersey Board
of Public Utilivies Commissioner Edward
Salmon moderated a discussion of share-
holder value. Bill Patterson, managing di
rector with Smith Barney's utility group,
sald In che current merger and acquisition
environment, transactions between “stra-
tegic buyers™ have reemerged, replacing
the "financial buyers™ that abounded in
the 80s.

The water industry has significancly
ourperformed the other utility groups in
the last 12 months, Patterson said. “As a
resuly, many traditional investors in elec
tric and gas stocks are mking a renewed
interest in the warer industry”

He moted thar most water utilicies hawve
low growth rates in their core markets,
high dividend payouts, reduced allowed
returns on equity, pricing constraints
from regulators and high ongoing capial
reguirements,

Patrerson named strabeghes thar water
companies can use to enhance shareholder
value:

= stay in a familinr business, such as water
and relared services;

« make prudent sequisitions {(but recover
neguisition costs), create synergies
through operating and capital cost savings
(hur retain the cost savings),

* and pursue opportunities for privatization
and public-private partnesships.

Edward Tirello, senior global uriliy
analyst with MatWest Securities, has cow
ered the utility industry for 25 years.
“Sharcholder value is like space on the
supermarket helf, Analysts have limired
time: they must focus on several indus
tries. Water gets “shore shrift’ because the
industry is not sctive enough.”

Tirello said that a large component of
shareholder value is management action:
visiting, and maintaining frequent com-

° NAWGC WATER

munications with, analysts and porcfolio
managers. He suggested chat water com-
panies need o institute active invesoor
relations programs: Responsibility for in-
vestor relations should be clearly delin-
cateil, Some companies engape consulting
firms specializing in investor relations
guide their efforts and aid interface with
the financial communicy.

“What does the investor want!,” asked
Tirello. "Earnings growth and dividend
growth-—not high payouts.” Tirello added
thar the higher payour ratios thar charae-
terize water companies are "not as bad"”
since competition is lmived.

"Regulation in America is punitive,”
Tirello said. *I'm always ceying vo find the
lenst negative regulatory climate.” He en-
couraged the audience vo think about regu-
lation in non-traditional ways: “Get sway
from return-on-cquity, into price-capieal
regu|:|l'ir_'-|.‘|..'

Managements need to get more aggres
sive to be more competitive, Cut costs:
The savings sutomatically drop to bottom
lime, With the ek of competition, come-
panies should be able to earn thelr autho-
rized rates of return by cutting costs and
using price-capital regulation. "Ironically,
the utility industry's earning ability—as-
suming ir's just ar the ROE authorized—
has been substantially betrer than almose
any other industeial business,” Tirells re
miarked,

Tirello said the warer industey, and the
companies themsehres, are oo small. To
et more recognition, he advised, "You
have to step up your scquisitions, Bulk up.
You don't have a cholce.”

Acknowledging that oucright acquisi-
tiune may be difficuls to do because mu
nicipalities may mor wane to'sell their sys-
tems, Tirello sugpested that companies
seck longterm leases or management con-
traces. " Be creative.” He urged the andi
ence o think about straregic alliances and
partnerships, whether it's with domestic
or foreign companies.

People are looking for "specific types
of securites: enwvironmentally safe weili-
thes. They don't know it yet . . . you have
w tell them. Yalue is created in people
buying and knowing about the company,”
sabd Tirello.

Paradigm Shifts in the
Water Industry
At the final session of the conference,

Alan Manning, chief executive officer of
EMA Inc., introduced six ®paradigm® or
rule shifts that can make companies more
productive and efficient:

« Toeal productive maintenance is replac
ing operations and malnenance as twn
scparate organizations

* Planned mainrenance (*Fix it before it
breaks") is supplanting reactive main.

venance { IF it ain't broke, don't fix it");

* Lnattended operations—the optimum
usge of automatbon—is ediing out labor
intensive arrended operations;

= A Flexible work force where "everybody
does everything” is taking the place of
work separated by skill and craff;

» There's a move from technology as
"risky” w technology 2= strategy. Man
ning cited computer networks as a tre
mendous advance, but cautioned thar
networks must be planned and must he
sccompanied by a rechinking of the way
the organization does business;

» From organization as structice (o orgs
nization as strategy. © we need to start
giving up control and allowing people
to think . . . and function as an orches

He cired a case study of Arlzona Public
Service Company, in which a company
used the paradigms to achieve dramaric
iMprovements in customer foous and prof-
itabilicy, and ensure the company's sur
vival,

Manning said these new paradigms are
keys to successfully competing in the
changing world warer marketplace, and are
already in use by several leading European
companies in che warer indusery

Final Notes

Cither highlighes of this Conference
included a Wednesday nighe barbecue—
cowboy style, a successtul polf tournament
using the TPC Scottsdale Course and the
first NAWC Expo. As attendees prepared
themselves to return to their homes, more
than & few were heard to say, “See you in
Mew Orleans,” a reference to NAWC's
9och Annual Conference, to be held at the
Hotel Intercontineneal in New Orleans,
from Octaber 29 1o Movember 2.

Mate: Thanks to the NAWC Public 1n-
formation Committee for s coneribu-
tions to this article,
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Alan Manning {1 ta r} Edward Tirello, Eugene Chen,
The Hararaohie Ed Saiman ond i Patterion.

(I b r) The Honarable Reginald Smith, leaice Beecher, Rich Tompking predenting o certificate of appreciation (o
The Honorable B Gregory Contan and Al Pok, Gail Brady, cwtgeing chairman of the Accownting Committee

Rich Tormpiing precenting o ceveificate of oporeciation to Walter Rich Tormpkins preserting ¢ cereificate of oppreciotian to fahn
Brady, custipoing chairman of the Emplopee Relations Commifier, Alprognder, owtgoing chairman of the Smell Companies Commit fee.
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Rich Towrpdin _p.rr:.rnrl'ng @ cerdificote of uppmf:'u!.u}.rr 1o fohn leecke, Rich Tompking presents o water meter bookend or
autgodng charman of ihe Govermment Relation: Commilies, thanks [o B Senkpil Me Sankpdll will be retiving

frovm the Mistowr? Public Service Covmmission

Rich Tornpking precents o certificote of oppreciatian to Rich Tovmpking, post predioent of MAWC,
Jim Goed, former Directar of Government Relotions for NAWC, pasies o the gavel to new president fock MoGregor,
Mr. Gooad is now @ ¥Yice Preddent with Californie Water Service Co.

fack McGregor presents o gift bo cltgelng president of Rich Tompkin: precents a placgue 0o BT Hodmes, in recagritioe
MAWT Rich Tompkins, i appreciation foe i work of presigdemt of M, Hokmes' service on MAWCY Executive Committee
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WELCOME TO . ..

Our Newest Member
Companies

Back Creek Valley Utilities, Inc.

CGrerrardstown, WY

Biright Acre Water Co.
Kingston, MY

Chaparral City Water Co.
Fountain Hills, AZ

Jensen Water Co.
Cabazon in Riverside County, CA

Lake Suzy Utility, Inc.
Lake Suzy, FL

Mt Charlic Water Works, Inc.
San Jose, CA

Red Mills Water Co.
Porr Archur, NY

Rogina Water Co.
Talmage, CA

5B Water Co.
Cherry Hill, M)

Scotsdale Water & Sewer, Inc.
Fayetteville, MC

Seaview Water Co,
Longport, NJ

Swann Lake Water Corporation
Huntingron, MY

Valley Water Utility Co.
Morth Pale, AK

Dur Newest Associate Members

Wiley ]. Archer
Archer S Associotes
Providence, Rl

Herbert Bover
Water Privatization Services
Mew York, NY

Jorge A, Caballero
Deloitre & Touche
Pazsippany, N]

Peter Conner

Cleanwarer Orone Systems
Fort Wayne, IN

Rick DaSilva

DaSibve Coatings Co., Inc.
Farmingville, HY

Bruce Edelston

Cieorgin Power Co.
Atlanta, GA

James E Grrotton
Everetr |. Prescotr, Ine.

Concord, NH

Frank ]J. Hanley

ALIS Consultants—Lilicy Services
Moorestown, M)

Brian K. Hass

Corporate Decisions, Ing

Boston, MA

David Jones

Merer Box Covers, Ine

W hite Marsh, MD

Marty M. Judge, Esq.
Drinker, Biddle & Reath
Princeton, M)

Paul Klebahn
Donald B Frey & Co., Inc.
Fort Thomas, Y

Brian E. Marshall

Cathodic Protection Services Water
Works Diserict

Springhichd, M]

Gregory ). Mizioch

SW Services, Inc.

Phoenix, AL

Paul R. Moul

P. Moul & Associates

Cherey Hill, Wj

Jeremiah O'Connor
Mot West Advisory Group
MNew Yook, NY

John F Skadberg
Pizzagalli Construction Co.
South Budingron, CT

Joseph M. Schmidt, Jr., Esq.
Dirinker, Biddle & Beach
Princeton, N

John A. Stann

ALG, Bdwards & Sons, Inc.
5t Louls, MO

Michael R. Thomassen
American Express

New York, NY

Jeremy N. Townsend
Stewart Smith Southvest Ine.
Stephen L Wilson

Dedobtee & Touche

Houston, TX

Start making plans now to attend the 1995 Eastern/Midwestern Customer Service Conference, May 22-24 at the
Annapolis Marriott in Annapaolis, Maryland. Planned topics include customer expectations, conservation programs
and customer service training, as well as the time-tested Idea Exchange Luncheon and Fred Eckardt Memarial Open
Forum. These topics, combined with the beauty of the Chesapeake Bay, result in a program that you will not want

NAWC’s 1995 Eastern/Midwestern
Customer Service Conference

May 22-24, 1995
Annapolis, MD

o miss. For more information, call Jean Lewis at NAWC, 202/833-8383,
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NATIONAL ASSOCIATION OF WATER COMPANIES
HONORARY MEMBERSHIP AWARD—-1994

presented to Chester A, Ring, 3rd, by L Jarmes Barr,
al the 1994 NAWC Anreaal Conference

NAWC Chaieman af the Board of Directors | James Barr (r) with Honorary Member Ched Ring and Ris wile foon,

The person selecred chis vear for che
prestigious award of Honorary Member-
ship in NAWC has been an icon in the
water industry for over 40 years,

1 would guess hiz firse ineroduction o
water can be attributed to his birchplace
in a large logging rown on the Penobecote
River. He mever lost his New England ac.
cent and at times it"s a lietle hard o un
derstand him—just ask his secretary who
spent 27 years teying o figure our whar
he was saying during dictation. Meverthe
less, there is o |11|h|u|u:|1|.: this awardee's
dedicarion and devotion o the warer wtil:
1ty i1'||.|.|:|:<|:r'!.'.

He was an only child and was broughs
up tor be a true pentleman—a person who
showed his happiness and contentment
with life by whistling . . .

° NAWC WATER

always a smile

for everyone, always a joke o rell. This
man can find humor in any situation, a
lezzon I'm sure we could all benefic from
to reduce our stress level—and as an engi
neer, e was never without his trusted and
dependable friend: his slide rule. One
wotld mever find a calcularor on his desk,
Caring and considerate by nature, every
vear this man would sent his mother roses
on HI% birthday=to thank her for giving
him life.

Ag we grow and progress from infancy
into adolescence, it has been well docu-
mented that our life is pretey much de
fined by che time we reach the age of seven,
ancl we spend the rest of our life follow-
ing that chosen path. By the tme our
awnrdee was seven, he was glancing
through Fortune magazines, mesmerized

by the engineering designs on the fromn
of some of their covers,

Following graduation from the Liniver
sity of Maine in 1950 with a Bachelor of
Scbence Degree in Civil Engineering, this
yvear 5 waardee began his water works ca
reer with the Piromerer Associates in Picts
burgh as a Field Engineer.

I 1952 be joined the staff of the Ameri
can Water Works Service Company in
Philadelphia. He went through the Cadet
Engineering Program, went on 10 work a3
a Construction Inspector and then be
came Assitstant Chief Distribution Enagi-
neer. At Amerbcan Warer Works Service
Company, he was considered the
compay's " transmission main specialise,”
wravelling across the U5, vo all subsidiary
locarions solving warer rransmission prob-
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lems. When be eravelled, he was known
for going out of his way to find a good
meal in every small town. Find a restau-
rant with a good salad and he was a regue
lar customer!

It was while he was in Pietsburgh on
assignment with American Water Works
that our mwardes met and married his pare
ner for life=a pariner mot only at home,
bt on the golf eourse as well! Their first
encounter inan A& P led to a lifdong com-
mitment that produced a family with four
children, the oldest son carrying on the
tradition by becoming the 3rd gencration
engineer.

In 1959, our honotee left Philadelphia,
and the American Water Works Service
Company, and headed ro the Garden
State. There he accepted o position at
Plainfield-Union Water Comparny as Chicf
Engineer. Bob Kean fondly remembers the
first time he met with our awardee, who
wis late for their meeting at the Park Ho-
tel. Bob said it turned our that our
awardee, with his charsceeristic New En-
gland accent, kept asking people how to
ge o the " Pack™ Hotel.

In 1961 the Plainfield Union Water
Company merged with the Elizaberhrown
Water Company and he became Chief
Engineer of Elizabethoown. In 1967, he
went on 0o become Vice President of Op-
erations, and in 1978 he was elevated 1o
the position of Executive Vice President
of Elizabethtown Water Company, joining
Bob Eean and Henry Patrerson in the top
management of the company. In 1987, our
homoree became their new President and
served in that capacity until retiring in
1992, Henry Parterson fondly recounts an
early travelling experience with our
swardee. 1t was a flight by prop plane tw
an AWWA Conference in Toronto.
“Lucky for him the plane made frequent
uops,” remembers Henry. Despite his ear
licr nversion o airplanes, he went on to
become a seasoned traveller, rravelling 1o
most of the 50 stares. He also traveled o
South America, Europe and Russia, shar-
ing information about American water
treatment methods and echnology.

In 1975 our awardee was appointed by
Russell E. Train, then Administrator for
the United States Department of Environ-
mental Protection, to o |5 member com-
mittee of the Mational Drinking Whater
Advisary Council.

As an officer of AWWA, he attended

the conference of the International Wa
ter Supply Association in Amsterdam—his
wife excitedly sccompanicd him. One for
not extending or prolonging business
trips, he completed his business in five
dayx rather than seven so he changed their
plane dickets to return home exdier than
expected. Needless to say, his wife was noe
a hoappy camper. If's rumored that ac chis
point Elizabethtown Water Company's
Board of Directors was contemplating
holding its monthly Board meetings at
Mewark International Airport o scoom-
moudate his busy travel.

When he wasn't cravelling, he was be-
ing recognized for his dedication to the
industry

In 1974 our awnrdee received the Mew
Jersey Section ANTWA "Man of the Year”
Avvarcd, This award is given annually to the
one individual who has given outstanding
service in the water works ficld. In 1993
ihe Water Resources Association honored
him with the Samuel 5. Baxter Memorial
Aveard for outstanding contributions w
the water indusery.

During our swardee's tenure with
Elimbethtoan Water Company, he sow the
compary mature and grow chrough scquisi-
tions and population growth. The
compsy's franchise area grew and this man
managed the swesome msk of keeping the
water flowing. Keeping pace with growth
MEANT eXpansion . . . expanding the treat-
ment plants, expanding the operations cen-
rer, expanding the service rerritory, and ex-
panding the computer network,

As we have described, our awardee’s
credits extend well beyond the boundaries
of Elizabechrown Water Company and
extend well beyond the United States.

His “Presidency” did not start naor stop at
Elizabethtown. He was also President of The
Mount Holly Whater Company, o subsidinry
in the E'vown family; he is the enly person
to have served as preaident of ANMORA and
NAWC. He was President of the American
Warer Works Assoclation, President of the
Water Resources Association, President of
the Mational Association of Whater Compa-
nies, President of the Fanwood-Scotch Flains
YMCA, and President of the Fanwood.
Seotch Botary Club, Tt was when he vranied
to throw his hat into the ring for this Presi-
dency that his wife stepped in and puta lid
on it!

His first venture ot writing papers for
publication goes back to the thind grade

when he won the Humane Society Award
for a composition about his dog, Bingo.
From then on, he was on a roll. As 4 mem-
ber of ANWYWA since 1957, he authored
numerous articles and papers abour wa
ter works operations. He has served on
varbous chapter committees, and was e
tve on the natonal level. He became a
trustee of the New [ersey Section AWWA,
held the office of vice chairman and be-
came chairman im 1969,

In addition, he is a licensed Professional
Enginecr and past member of the Stane
Licensing Board for Water Works and
Waste Warer Operations in New Jersey.

He is also active in community affairs—
as previously mentoned he served as
President of the Fanwood-Scorch Plains
Botary Club, President of the Fanwood.
Scotch Plains YMCA, served as o mem:
ber of the Union County Chamber of
Commerce, was a member of the
Muhlenberg Regional Hospital Boilding
Fund, and sat on Plainfield Country
Club’s Membership Commirree.

For R&R, our newest Honorary Mems-
bers has only one form of recreation—golf,
a love no one will dispute and one that's
cotnveniently and happily shared with his
wife and daughter. Our awardee had an
exciting experience in 1987 a5 a marshall
for Plainfield Country Club when the
Club hosted the Women's ULS. Open Golf
Tournament. He and his wife accommo-
dated two international golf pros at their
home—one from France and one from
Spain, Word has it that evening golf talk
at home with the women proved very en-
lightening and improved his handicap ere-
mendously. In preparation for his retire-
ment in 1992, he purchased a home cloaer
to Platnfield Country Club where when
the sun rises, our awardee can frequently
be seen on the greens, using his infamous
slide rule to determine the best route to
the hole. Some people believe he was born
with a slide rule in one hand and a golf
club in the other! When asked who the
better golfer is in the family, one can only
go to Plainfield Country Club and look
at the six Women's Club Champlonship
Awards on the wall all under the name of
Mary Ring. Her father taught her well.

A you must have all guessed by noow,
our newest Honorary Member 1o NAWC's
1994 Hall of Fame is Chet Ring and his
first lady, Joan. Ladies and gentlemen,
please join me in welcoming them. 4
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1994 Management
Innovation Contest

This year, there were 10 entries in NAWC s Management [n
novation Contest. Winners were selected by a commitoee com-
prised of Ron Dungan of General Waterworks Co., Bob Luksa of
Philadelphia Suburban Water Co. and Flowd Wicks of Southern
California Water Co. The commictee selected three winners. MNew
Jersey-American won for its submission “Building Consensus
Through Public Information,” submitted by Kachleen AL Davis.
Sourhern California Water Co, won for its submission " Employves
Suggestion Program,” submicted by Randell ]. Vogel, and Ci
renis Utilicies Co, of Hlingis won for its submission "Partnering
with Schools Today,” submitted by William Euzia.

A list of all entries submitted follows. If you are interested in
receiving copies of the printed materials submitted with any of
the entries, please send a list, by number, of the entries that you
would like, to Mike Horner, NAWC, 1725 K 5, MO See 1212,
Washingron, DC 20006,

Rar D|..r15|m'1 prcsent Monogement Inmovalion Award to
Gxthleen Dovis of New Jeriey-dmericon Wrter Co.

| = Customer Welcome Wagon
Mew Rochelle Water Co,

21— Marketing Water Program
The Connecticur Warer Co,

3— Conservation PSAs
Eentucky-American Water Co,

4— Partnering With Schools Today . . .
Carizens Urilities Co, of 1L

Ry Dumgan pretents Monogement Innovalion dward fo
Marifpr Borance of Southern Coloarmo Water Co.

5= Water . . . Our Most Precious Besource
Philadelphia Suburban Warer Co.
b= Warer Quality Summary Report
Cittzens Uriliies of IL
T= Summary of Multiple Billing
California Water Serviee Co.
f—= Building Consensus Through Public Information
Mew lersey-American Water Clo,
9— Warer Loss Control
Southern California Warer Co.
10= Emplovee Sugpestion Program
Southern Californda Warer Co.

Ron Dungan presents Management inmovation Avaerd to
Willioem Kuzig of Cltlzens Ueilities Co. of Wimars

o NAWC WATER
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1995 NAWC WESTERN CUSTOMER SERVICE CONFERENCE

WEDMNESDAY, MARCH 22, 1995

COMFERENCE HIGHLIGHTS

730-8:30 am. Regiatration As companies move toward the year 2000, thelr employee numbers will
8:30-9:00 am. Introduction & Welcome shrink but those remaining employees will be better trained. Is your com-
NAWC and CWA pany going to measure up in the future? Outrageous, thrilling, cohesive are
a-10:30 a.m, Training the Traiver expletives which outline the program “Tradining the Triimer™ presented by
Dan Dell'Dss & Diane Rentfrow Dan Dell'Osa ard Diane Rentfrow from Southemn Californda Water Com-
: pany. This undversity concept written by Diane Rentlrow escalates the water
10301045 &.m. Codfer Break i ™ o I i eulininig and S y
] : Stan Ferraro with Californda Water Service Com will lend his expertise
12:400-1:30 purm. Lanch—[des Exchange el
; oy on “Hew Rate Dezign Happens® a program (o facilitate the removal of shad-
1:30-2:30 p.n. By Sargakairion oy A awy clouds that obstruct our understanding of rate design. Marketing Your
ecogia mermer Chgamization For Swecess by Georgia Messemer i= enleriaining a5 well as
230-4:00 p.m. Water—The Mirache of Delivery thstructional on sourd CEsbOmer Service nesponse,
Moderator: Jim Good
Ed Moans, Metropolitan Water District Is there anyowe in Califormia who really anderstands hoor our water geis fo
Steven Kasower, Dept. Water Resource nrkiere i fs going? Ed Means, Chsef of Operations, Metropolitan Water [hs-
400-4:15 pn. Coffes Brosk trict of Southern California will provide information on how the Colorado
e ; 5 River and the Siate Waber Progect mix bo dieliver our waler in South-
4:15-5:30 pm Asking the Questions emn California while Steve Kasower, Dept. of Water Resources will discuss
Randy Yogel the Bay Delta, The state wates project and water re-use (o provide the mix of
&30 pom.-till? Chewsecake Factory purchased waker and its effect shatewide,

THURSDAY, MARCH 23, 1995

Jasom Lavin and Pate Schuh will challenge our imagination with “Can You
Picture Serpice?” One more segment desigried o wiilize and improve our

T50-8:30 a.m, Coffee oustomer servioe skills. Commissioner Jessie Knight of the California Pub-

B30-10 30 3., Can You Picture Service? lie Utilities Commission has been invited to sddress the participants at the
Jason Lavin & Pate Schuh bronch which will conclude our event,

10:30-12:00 pum. Brunch The Conference will conclude with a brunch at 10:30 am. on Thursday. This
Comamissioner [, Knight {inviled) will Feature avwards given io the submitiors of the best ideas al the Jdea Ex-
CA Public Utilities Commission

Far hobel accosnmaodations, a block of reoms s avallable at a e of $109,
single or double, with an additional person charge of $20. NAWCs room
binck &s hebd until March 1, 1995, Flease reserve carly, To reserve, conkact:

Haliday Inn Crowne Plaza

change. NAWC Customer Service Conferences are always prased for the
wiealth of information that they provide as well as for sending participants
back with a renewed sense of enthusiasm for their work. Make plans bo at-
tend today:

Who should atiend this year's 1995 Customer Service Conference! Anvone
willing to bearn, accept new ideas, explore and assimilate better ways to do

Mmﬂﬂmﬁ? one’s job. The cost will be $200 per person, you can make reservations by
310/318-8888 contacting: Jean Lewis, National Association of Water Companies, 1715 K

Steeet, MW, Sle. 1212, Washington, DC. 20006 (3021 833-8383, Hotel accom-
modations need fo made directly with Holidsy Inn Crowne Plaza, 300 North
Harbor Drive, Redondo Beach, CA 0277 (310) 318-B888.

REGISTRATION FORM:
NAWC WESTERN CUSTOMER SERVICE CONFERENCE
MARCH 22-23, 1995
Registration Fee: $200 for NAWC Members, $250 for Non-NAWC Members,

Mame Title

Company

Strect Address

City, State, Zip

Telephone Number First Name for Badge

Please enclose payment with your registration form. Make chiecks payable to NAWC Western Customer Service Conference, and mail to Na-
thonal Assockation of Water Companies, 1725 K 5t, NW, Ste. 1212, Washington, DUC. 20006, before March 5, 19935, Refunds will not be issued for

mgisirations canceled after March 5, 19495,
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NAWC History: 1895-1920

by T. Word Welsh

To celebrate NAWCs Cemtennial, Wand
Welsh, formerly of American Water
Works Service Co., has written this his
tory of MAWCs fint quurtercentury,
The next three quartercenturies will be
addrezied by Mr. Welsh in the next three
editions of WATER.

What a different world confronted
those few dozen men from 16 small Penn-
syhrania warer companies who gathered in
1895 ar a mid-stare mountain resort o
form the business association that was o
become the National Association of Wa-
ter Companics.

The United States was a smaller nation
then: 44 suates with o population of abour
70 million, a quarter of what it §s today,
And abour 35 percent of those people
lived in juse five stares: Mew York, Penn.
sybrania, Ulinols, Ohio and Missouri.

Roads were unpaved. Horse-drown wag:
ong, carriages, trolleys and steam trains
were the way you got around. Young Henry
Ford was just starting to tinker in Detroit
in an experimental gasoline-powered car
risge. You got news by word of mouth or
from newspapers; there were no tele-
phones or radios, Home heating was by
wood and coal; lighring, by ol lamg,
though piped gas wis fueling lamps and
streetlights in America's more progressive
communities, Most people outside the
cities got thelr water from wells and went
out behind the house to use the privy.

Democrat Grover Cleveland had just
been elected president for the second tdme,
the only president to serve nonconsecu-
tive terms. The cconomy was in the
dumps: berween 1893 and 1897 more
than 15000 businesses failed—including
many fledgling water companies. A seven-
year-old organization, the American Wa-
ter Works Association, was beginning to
establish operating standards for public
suppliers. (Millions of people in England
and Germany drank filtered warer, but
only a few hundred thousand Americans
in scatrered cities enjoyed chat protection.)

o NAWC WATER

Focus on Fire Prolection

There were probably 600 public water
systems in the United Stotes in 1895, most
of them established in the 30 vears since
the Civil War. The driving force behind
these utilities was not houschold conve-
nience but fire protection and the need to
water the streets to control dust, All across
the country entreprencurs-—incuding pipe
suppliers—were raising money to put to-
gether water systems for communities.
Often a catastrophic downtown fire trig-
pered business support for the venture,
And invariably the new systems were in-
roduced with great fanfare invobring pa-
rackes, speeches and dramatic demonstra-
tonis of fire flows with pumps throwing
plumes of water high over the city park or
lake. The messape was that runaway fire
would no longer be o major threat w the
communicy.

The Greenwich (Connecticut) Observer
noted when the public water supply came
on line theres ®The advantages of chis en-
l:rpﬂs-: Cannot 1.1: n\'mu!im:!:d. Insur-
ance rates will fall 50 percent; dust on the
avenes will be no more and the fear of
disastrous fires will be something of the

past.”

Systems a Mixed Bag

The systems were a mixed bagr some
fairly sophisticared, others merely tacked
together to bring water into town as
quickly and economically as possible. In
1916, the president of the Pennsyhania
Water Works Association would look
back, observing:

“In most towns, the matter of supply-
ing water was left to enterprising citzens.
They were good bankers, lawyers and mer-
chants but many were mighty poor build-
ers of water plants, They were conserva:
tive men, especially so regarding the
money they themselves had o put up.
They were going to pay no engincer's com-
misslon on so trifling o matter as budld-
ing a water plant. It was merely a marter
of digging a hole on some hill, pouring
water into it, and laying some pipes 1o

conduct the water to town. In 1896, there
were some wellengineered planes, bur a
large percentage of the works in the stare
had been constructed in the above
method.” Subsequent managements
would pay dearly in headaches and capieal
to rebaild these systems, he said,

Many a start-up company failed becmuse
homeowners were slow to accept un-
treated gurface warer. Their own wells
were fine, thank you. In face, most early
public supphes could nor march well vwa.
ter for clarity and taste. And by the turn
of the century, the safety of those public
supplies was suspect in many cities,

A if ehese business challenges weren't
enough, Pennsybnia’s private water sup-
pliers fele threatened by the very act thar
provided for their franchises, The Gen:
etal Corporation Act of 1874 had mutho-
rized the formation of companies to sup-
ply water to the public and gave such
companies exclusive geographic fran-
chises, But im 1887 Pennsybrania’s legisla:
ture passed an act which the State supreme
court construed to repeal thot exclusive
righe, at least as it applied o new eompa.
nies, Lacer, in what came to be known as
the Millvale Case, the court held thar the
Actof 1874 precluded only the incorpor
atbon of competing private compantes and
did not prevent municipalivies from build
g water wosrks bo compete with EIREng
prlvate companies,

Ruling Could Undo the Industry

The water suppliers who congregated at
Cresson Springs in 1895 knew thar no
community that was being taxed o sup-
port o public system would voluntarily
support o for-profit one. Left unchal-
lenged, they feared, this ruling would ren-
der their securities—and their very enter-
prises—worthless.

And so they came=by stagecoach or
rail—to the beawtiful 1,000room Moun-
tnin House at Cresson Springs, buile in
the 1860 by the Pennsylvania Bailroad as
o summer resort and health spa for the
wellto-do, High in the Allegheny Moun-
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Centennial, contined

tuins, not for from the Pennsy’s hupe works
and yards ar Aloona, the hotel offered
clear mountsin air, local mineral waters,
riding trails, shooting ranges, tennis and
bowling. lrs commodious meeting and
dining rooms were finished in local cherry
and hemlock. Towas Pennsylvania’s answer
to the famous Greenbtier 200 miles fur
ther south in the Allephenies.

The court’s Millvale decision was al:
ready under attack, Two petitioners were
seeking a reversal. But the water company
operators who came o Cresson Springs
from as far s Meadville, 120 miles to the
northwest, and York, 100 miles o the
southeast, felt that their rights under vari:
ous chareers were not belng effectively
advanced. The situation called for con
certed action . . . and greaver vigilance
than they had been maintaining to date.

The group organized as the Pennsyha-
nia Water Works Association, formulated
a constivution and drafred bylaws which
were b0 serve the sssociation practically
unaleered for o generaton. They elected
). Denton Hancock, of the Franklin Wa-
ter Company, their firse chairman, And
the association joined the fight to reverse
the onerous Milkale decision. The follow-
ing year, the Smate Supreme Court re
sponded. It ruled that by granting a pri-
vate company a franchise w supply i
water, 0 Pennsylvanin municipality fore
closed the option m build a compering
system. The water supplicrs had reestab.
lished a critical principle.

Issues Were Not Unlike Today's

Oither issues on the asscciation’s plate
in those early years were the companies’
rights to protect water sources, the exrent
of their eminent domain powers, the stan-
dards used by the courts in fixing rames,
municipalities’ right to charge fees for
pipeline inspection, a fair way to esmblish
the value of a company being acquired by
a town. They weren't unlike the ssves of
today.

One big difference, thoogh, was that
there were no regulatory commissions.
Liriliries were regulated by che legislatures
and the courts. So those were the arenas
where the battles were joined.

Treatment technology was evolving
rapidly by the 1B90s. Slow sand filrers, in
use for almost 50 years, were shown to be

o NAWC WATER

cifective for removing both sediment and
bacteria from surface waters. And, more
recently, wood and iron rapid sand, or
mechanical, filters, an American innova-
tion offered in dozens of patented configu-
rarions, had been installed in Charleston,
West Virginia; Belleville, [llinois; Atlanta,
Louisville, Cincinnati and other cities.
The association met for one more year
ar Cresson Springs then moved frs meer-
ings—for the next 45 years, until World
War ll—to the Haddon Hall hotel in Ae
lantie Ciey, one of the cast coast’s premier
conference sites, Early on, it established a
hendquarters in Pictsburgh and formed
committees to monitor all legislation and
court dectsions, at first in Pennsylvania,
then nationwide, Laws or decisions that
impacted water suppliers were recorded,
filed and analyzed. Summaries were
matled to members and the association’s
counsel and other experts dizcussed the
most important (ssues at the annual meet-

ings.

Others Were Organizing, Too

The Pennsylvania associstion was not
the only water supplier association meet-
ing at the turn of the century. Crperators
in New England and other parts of the
country had formed associations, oo, Bt
most groups represented municipal sup-
pliers. The Pennsylvania group, described
by its president as “the envy of all ocher
states,” was growing by leaps and bounds
and was clearly the pace-seer in advane-
ing the interests of investorowned com-
panies,

In 1898, the LS. passed the first laws
barring the dumping of waste into navi-
gable warers and the LLE, Supreme Court
ruled thar urilities were entitled ro a fair
return on their investments,

What of the nation's water companics
themselves at the turn of the century!

One of the lirgest—perhaps the larges:—
was the 3-year-old Indianapolis Water
Company, growing rapidly afrer some
shaky early years. The company had been
founded and directed by movers and shak-
ers in the state’s capital. Three early di-
rectors were governors of Indiana in the
18705 and "B0s andd an early company law-
ver, Benjamin Harrison, had been presi-
dent of the United States from 1889 w
"33, In 1900, the vear that the (Hds com-
pany started turning out cars at the rate
of one o day, IWC was in the capable

hands of Thomas A. Morris, a retired
Civil War general and engineer who had
been instrumental in building Indiana’s
statchouse, its key rallroad, irs first curn.
pike and the city's trolley system. He and
his successors, local businessmen and
philanthropists Frederick Davis and
Linnaeus Boyd, could hardly have foreseen
that a young and ambitious cutofrowner
who was then developing small gas and
electric properties in Indiana, would, in a
few years, be the absentee owner of the
Indiannpolis Water Company. He would
also eventually own the Philadelphia Suls-

urban Water Company. But more later
abowut Clarence H. Gelst,

Kuhn Brothers Form AWWED

A number of the independent waner
eompanies in Pennsvbranis ot che rurn of
the century had been buile by Kubin Broth-
ers & Company of Connellsville. Euhn
Brothers had reorganized in 1886 as
American Water Works and Guarantee
Company of McKeesport to not only build
and purchase warer systems but to guar
antes the payment of the principal and
interest on their bonds. By 1900
AN EG owned o score of companies
from Pennsylvania to Missourl. It, of
course, was oo evolve, years lacer, into
American Water Works Company.

In San Jose, California, a farming come-
miunity midway berween San Francisco
and Monterey, early water company entre.
preneurs had tapped the valley's rich agui-
fer and built a wooden flume to import
the abundone rainfall from the nearby
Santa Cruz Mountaing, In the 1890s, the
San Jose Warer Company was feverishly
baying up watershed lands to the west of
the city and crying to negotinte water
rights to Coyote Creek, east of town. The
netghboring Bay Ciey Water Company also
was after those rights so it could sell the
water to San Franclsco and Oakland. San
Jose eventually prevailed.

As the 20th cenury dawned, the 30
year-obd Hackensack (Mew Jersey) Water
Company, which was serving a thriving
city and its environs, retained a Massachu-
setrs engineer, Allen Hazen, who had been
to Europe oo pather information on slow
sand filvers and had designed one thar had
deamatically curbed typhoid in Albany,
Mew York. Hazen and George W, Fuller, a
Louisville, Kentucky, engineer who was ex-
perimenting at the time with a rapid sand
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filter, were leading proponents of filcea
pion in America. Hazen recommended
rhat before undertaking a filver plane, the
company build a reservoir so it could serele
out the suspended macrer thar plagued lrs
source, the Hackensack River, Work was
begun immediately on a reservolr at
Ohradell, A year later, the company sacked
Hazen and retained Fuller, who had dem-
onstrated that he could do with two scres
o Filrers what Hazen was proposing would
vake 125 acres. The key to Fuller's systems
wis chemicallyinduced coagulation before
fileering. A technique using sulfare of alu-
mina as the precipitant had been employed
successfully in Omaha, Kansas Ciry and
Chester, Pennsylvania.

York, a Filiration Pioneer

Hackensack and most other companies
were following the lesd of The York Wa-
ver Company in filtration. York, founded
in 1BLE, was the oldest company in Penn-
sylvania and among the earliest in the na-
tion. The city=like many others—experi-
enced a high incidence of cyphoid in 1899,
Mationally, some 40,000 deaths a year
were attributed 1o the disease. The York
bacteria was traced to polluted wells, but
the company, fearing its source was vul-
nerable, contracted immediately to build
a3 four-milliongallon a day filter planc. It
was complered in 16 weeks and delivered
the city's firse filtered water in March
1894, v was the third filter plant in Penn-
sylvania, but the first deemed to be entirely
successiul.

At the turn of the century,
Connecticut’s Bridgepore Hydeaulic Com-
pany hod 14 reservoirs and two discribu-
tion tanks, all constructed since the
18505, Many of them reflected the vision
of the legendary showman PT. Barnum,
who was president of the company from
1877 o 1886, But it was becoming in-
creasingly obvious by 1900 that the sys-
tem would soon be inadequate to supply
the region, which was in the carly srages
of an induserial boom that would make it
ond of the Morcheast’s major manufacour
ing cenrers by the 1930s,

Around this time, BHC hired a young
Lehigh University engineer, Samuel P, Se.
nior, who would stay with the company
61 years—35 of them as chief executive of
ticer, Senior envisioned—and brought o
fruition—a vast expansion of the company’s
storage and diseribution nerwork.

Kean Feels Pressure to
Build at E'town

Elizabethtown Water Company, ap-
proaching a 50th anniversary at the turn
of the century, was pumping close o two
million gallons a day in Elizabeth, New
Jersey and had its eye on—and investments
in—other companies to the west and south
thar eventually became part of the E'town
system. The company president, LS. Sen,
John Eean (son of a founder and the
grandfather of the current chairman) was
also under rremendous pressure o find
new warer sources o serve the booming
Tegian,

In Mew York, the 15yearold Long 1s
land Water Company, with 2,100 custom-
ers and 50 miles of mains, was pumping
440 million p“:‘ml of water o year, Ie had
survived a financial crisis thar almost put
it out of business and, under the manage-
ment of one Franklin B. Lord, was look-
ing ahead ro better days.

Then, in 1901, when steamships began
ta outnumber sailing ships in the New
York Harbor, the City of New York an-
nounced plans to build an infiltration gal-
lery in che company's watershed. The com-
pany believed the move would jeopardize
itz own supply so it vigorously boughe up
as much land in the area as it could—al-
most 1,000 acres—to keep it our of the
hands of the city. The Long [sland “water
war” finally ended in 1909 when the com-
pamy and the city signed a coneract limit
ing the amount of water the city could
pump from LIWC's suburban warershed.

Oberlin, Chio, built the nation's firsc
large scale water softening plane in 1903,
using lime and soda ash, And copper sul-
fate was shown to be effective in remov-
ing tastes and odors associated with res

ervoir algse.,

A Business or a Profession?

In remarks to the Pennsyhania Water
Associution convened in Arantic Ciry
dbout this rime, Association President
Murrcay Forbes, of the Greensburg Water
Company, addressed a question seill raised
today: What is this work of ours, a busi.
ness of a profession!

“1 use the word ‘profession’,” Forbes
zatd, “for a man who has the management
of a private water company is, indeed, fol.
lowing a skilled profession, one which
requires an immense amount of tact, abil-

ity and knowledge.”

Clipping from York Daily in 899,

At the 1907 annual meering, a discus-
sion arose as to the advisability of read-
ing meers monthly or quarterly. C.F.
Drake, of the New Kensington Water
Company, cited a case in his company In
which “a customer’s water closet had been
leaking™ and “the (quarterly) bill went up
w 3167

"We went to thar woman and claimed
the rent,” he said. “But on investigation
we found that her hushband carned $1.50
a day and chat they had five children.”

“Would you collect water rent from that
man! " he asked. “1F you did, you would be
rotten-egged out of town. We dropped the
bill.”

Town's Low Death Rate Cited

Later at the same meeting, . LaRue
Munzon, of Willlamsport, told the group,
now concerned abour warerborne bacte
ria spreading disease, thar "our cicy has
the lowest death rate in Pennsylvania and,
I think, the second lowest in the whole
LLS. Whether it's because we live well and
behave ourselves or have pure water, 1
leave thar to you o decide.”

Munson later raised the guestion of
whether 3 water company, by agreeing to
provide water for fire protection, makes
irself an insurer. He thought not, he said,
*but that's a question for a jury to answer.”

Mot mendioned at the meeting was the
fact that the city of Nice, in France, had
begun using czone as a disinfectant, a
practice that would not gain favor in the
United States until the 1980s.

feontinued on next page)
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Centennial, continsed

In 1908, Henry Ford introduced the
Maodel T and chlorination was introduced
in Albany, Mew York and Jersey City, New
Jersey, leading the way for its widespread
use—and a sharp decline in typhold
deaths—in the next few years. At the
PAWYA meeting thar year a discussion
arose over whether water suppliers mighe
develop an alarm sysrem thae would alert
persannel in the event of a surge in de
mand that might indicate a main break.
One member volunteered that such a de-
vice mighe "ring you out of bed several
times a night™ when a large industrial user
opened and closed valves.

*This would be very bad practice,” Mr.
Forbes, of Greenburg, frowned.

Associalion Targels
"Inspection Fees”

That year Forbes expressed outrage over
a $30 a year per mile “inspection fee"
gome munbcipalities were levying on gas
and water lines. The nssociation scoffed
at the idea thar a police officer or a polit-
cian could claim to “inspect” a pipeline
by walking above iv. And even if they
could, Forbes said, one company had dem-
onstrated how long it would take some-
one to walk all its pipelines and had fig
ured, ot the prevailing wage rate {15 an
hout), that a fair annual fee for inspections
would be $7.20.

Forbes called the fee a “blatant fraud”
and the association vowed m fight it at
Every bur.

A year lnver, Willinm Howard Taft was
elected to succeed Theodore Roosevelt as
President and the pH system for measur-
ing acidity or alkalinity was developed. At
the meeting in Atlanric City, the member-
ship noted how household demand for
waler wis soaring as sinks, water closets
and bathtubs grew in popularity. In fact,
one member noted, “since the introdoc
tion two years ago of running water here
at the Haddon Hall Hotel, there has been
an increase of over M) percent in water
used (per guess),”

That year members also voiced indigna:
tion at Pennsybrania’s fallure to control the
discharge of waste by the state’s mining
companies and tanneries.

"Unless bae can send to the legislature)

sufficient members who have the man-

hood . . . to compel such companies to
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retain cheir refuse on their own premises,”
one member warned, “we are going to con-
tinue to have trouble. Already along the
rivers we find islands forming solely from
the discharge of refuse, We've pot to find
representatives with enough courage not
to become lackies of these corporations.”

“Corporation 15 a Public Servant”

*A corporation is a public servane,”
another member observed, “and it must
answer to the public as a servant to s
miaster. That is unguestionably the trend
of public opinion today.” That applies 10
member companies, too, he said, "and ifa
court or legislature says 6 percent is suffi-
clent return, we must obey.”

That year also the association noted the
establishment of o new method of urility
regulation in Wisconsin, where the first
Public Service Commission had been
formed. The commission was described
as "a body of trained experts which passes
on utility matters, thereby securing o uni-
formicy of decisions” and avoiding the
delays presalent in the courts,

In 1910, the vear che natlon's firse daily
radio show was nired and motion picture
attencdance reached a million viewers a
week, the Pennsyhania Water Association
marked its 15th anniversary. President
W.C. Howdey, who was o be either presi-
dent or chairman of the group through
1936, noted thar 15 years ago.
Pennsylvania's wrater suppliers had been "a
very inferior ot . . . with scarcely o legal
leg to stand on.” Mow, he said, "we are
unsurpassed in this or any other country
in construction, equipment and efficient
management.”

“Unexcelled Investmenis”

"And we now stand on a foundation of
legal decisions,” he said, "thar renders ua
more secure than {companies in) most
other states, thus making our stocks stable
and unexeelled imvestmienis.”

“And," Hawley announced proudly,
“our membership now includes almost all
of the water companics in the state™ and
that was nothing o sneeze at “when you
consider that Pennsylvania has more pri-
vate water companics than all of the New
England stares combined.”

Another topic of discussion in 1910 was
who should oversee the protection of the
state’s water supplics and the adequacy of
its water treatment plants. The medical

profession had been loblwing for more
supervision for years and, afrer opposing
the idea briefly, Pennsylvania’s water sup.
pliers were now on the bandwagon.

Engineers might be the appropriate su-
pervisors, Piesburgh civil engineer ].M,
Chester told the group, “but, unlike law
and medicine, engineering is not recop-
nized as o profession in Pennsylvanin.® He
cilled on the associarion to suppor legis
lation to change that.

Two Quiel Years

Things were fairly guier ar the
association’s 1911 and 1912 meetings. A
dozen new members were welcomed. Bills
in Pennsybvania to bar the use of alum a5
a coagulant and o form a public urility
commission had been defeated. A Penn-
sybvanda coure had ruled thar a monlcipal-
ity couldn't look at o private utility’s books
until it demonstrated cha it had the bor-
rowing power to buy the company., The
nssociation discussed—for the fifth tme in
seven years—what compensation was due
property owners when a company appro-
pristes o stream's water by eminent do-
main. Riparian landowners were claiming
that screams had the potential to power
mills or generating plants and that they
should be compensated for that potential
value, The court found for che udilities,
however, ruling that such property own-
ers should only collect for actual losses,
not theoretical ones,

The associstion reviewed other states’
experiences with their new public utilicy
commisslons and concluded char members
would benefie from the establishment of
one in Pennsybrania because they would
then have “nothing to fear from local poli-
tieians or the shifring of positions by the
courts." Also, they reasoned, “the antago-
alsm between the people and utilivies
should be largely removed.”

Members broached the Idea of extend-
ing their two-day meetings another day
and lecting manufacturers jodn and exhibic
their wares on the third day, They also
heard a paper, for the first time, on the
value of public relations ro utilities, not-
ing that the electric power and railroad
trade associntions both had public rels-
tions commitices.

Little Discussion of Finance, Rates
By and large there was very little dis-
cussion of financing or rates in those days,




ps opposed po operations—treatment tech
nicpees, quality contrel, accounting, e,
valuation methods, and, of course, legis
larion and litigation,

Clarence Geist bought Indianapolis
Warer Company in 1912, then, to the dis-
cust of Indianans, he married a Philadel-
phia debutante and decided to make his
hiome there, nearer his Adande Ciey Gas
fu Electric Company.

In 1913 che assocladon did, indeed,
expand its meeting, doubling the volume
of irs published minures. [c wok apart
point by point=ond ridiculed—a long aca-
demic paper on the 15 reasons municipal
ownership of urilities is better than imves
por ownership. The point was made how-
ever, that the new PLUC would require
municipal water deparements to keep their
books the way the private companies did
and thar would make cost comparisons
more meaningful. The formation of the
Pennsylvania PLIC was the big story of the
year and Chairman Hawley noted that che
act would “change the stacus of water com
panics in the state,” presumably for che
betser.

These were changing times for the na-
tion, oo, Woodrow Wilson became presi
dent. The first electric refrigerators went
on the marker in Chicapoa. Scylish sleep
ers tossed their nightshires in favor of pa-
jamas, Congress ratified the 16ch amend
ment, providing for the imposition of a
federal income tax.

War in Europe Boosts Economy

More imporant, Germany declared war
on Belgium and France igniting a waorld
conflice thar criggered unprecedented
arms production and mobilization—and an
econcmic boom in the Unived States’ in-
dustrial centers, War plant hiring ex-
ploded the populations of East Coast in-
dustrial centers like Bridgeport and
Elizabeth and, once again, warer suppli-
ers were scrambling to meer new demand

Thar didn't help American Warer
Works & Guarantes Co., however, Angry
bondholders put the company into receiw
ership after investments in irrigation
projecrs im the West went sour. The com
PRy WaAs r"':'l-'lrﬂarli:':li A8 AMETICAN II:‘I!'IH.[L'T
Works & Electric, which owned 32 water
companics in 15 states in 1915,

Ar the meering that year, Theodore
Cirayson, of Philadelphia, delivered a pa-

per on the predicament of water compa:

Clarence H. Geist (1B66-1928)

nies who are swed by customers claiming
polluted warer caused sickness or death.
The common defenses at the time were
thar che water company was performing a
municipal function and was therefore not
liable for lapses in irs quality control and
that it had lictle power to curb the causes
of pollution in its watershed. In mose
cases, Grayson noted, the plaintiffs failed
to show conclusively that water was the
cause of the iliness or the courts refused
tor hold the companies liable for pollution
they didn't cause or have the power to pre-
vent.

A popular pare of the associadon’s pro-
grams in early years was the Cuestion Box
in which members submitted writren
questions they wanted addressed at the

meeting. At several meetings, the chair
man curtabled discussion of orther apenda
topics to allow time for the Question Box.

Membership Reaches 160
In 1916, in a recap of the assocladon’s
firar 21 wyears, the executive committes
¢ited a number of achievements: progect
ing the legal righes of members, advane-
ing treatment technology and operating
standards and attracting members. The
group had 160 members thar year includ
ing American Water Works & Elecrric,
which had 70 zeparate municipal opera-
tions in rthe smare, and Citizens Warter
Ciompany, with 40.
Ima 1917 report on the effect of the
feomtineed om mext page)
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Centennial, continsied

war on water suppliers, Aszociation Presi-
dent |.H. Purdy, of ANVWEE, noved that
operations were disrupred ar the worst
possible time, when water demand was
growing apace. Construction and mainte
nance were being delayved by a shortage of
coal, oll, chlorine, iron pipe, valves and
machinery and by the soaring costs of
these materials when you could ger chem:
up to J00% increases for coal ond cast iron
pipes 175% for valves; 200% for iron flc
tings, and 150% for machinery and bail-
ETs.

Labor was impossible to find, Purdy
noted, 50 companies were finding it nec
eszary to pick from the ranks of strag
glers and the unreliable, ro pay 30¢ o 50¢
an howr iewice che prewar rate) and to pay
ot every night” o keep them. Addidonal
burdens were put on companics in
warplant or shipyard communities, when
the povernment built hundreds of thow
sands of rowhomes to accommodate work:
CrE,

Appeal Fails

The association cited the wartime emer-
gency in appealing o the Pennsylvania
P2 o postpone the imposition of 2 new
uniform system of accounes for wrilites.
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Springlickd Woter CompanyS finit pamping station on Crom Creex, weil of Phiocelphg
{1892} predeceisor to Philadelphia Suburban Water Co,

The appeal fatled.

Afrer che war, the association mesting
focused for the first dme on rates, specifi-
cally on the need to adjust rates o meet
inflated costs and vo permic the mainte-
mance and construction that had been put
off during the conflice. In addition, mem-
bers noted that the establishment of the
Public Service Commiszssion, which they
had anticipated would strengthen the po
sition of warer companles, had, in fact,
undermined their securities because inves-
rors were wary of the PEC's “arbicrary”
power to conttol earnings.

PSC Chairman Speaks

In 1119, the Chairman of the Pennsyl-
vania Public Service Commission {Will-
fam Ainey) addressed the association for
the first time. He chastised members for
blaming the commission for all their prob-
lerns, chen assured the group thar che P3C
would work wich their companies to over
come the setbacks caused by the recent
WHIT,

These were fast-changing times. The
population of the LS, had grown by 50/%
since the formation of the Association,
Telephones were in use nationwide; the
radio was becoming a universal houschold
appliance. A Navy pilos complered the first
eransAalante flighe. Congress outlawed

the sale of alcoholic beverages and pave
winmen the right o vote.

By 1920, President Hawley was even
more concerned about the impact of the
Pennsylvania PEC on member companies
In seven years, it had had 21 members (in
cluding only a few with utility experience)
because the turnover was g0 high. And a
new governor had just appoined new com-
mizsioners who had to be brought up o
spred on pending business. So much for
the “hody of trained experts.”

Even more serious, Hawley said, the
PSC law had made it “exceedingly ditfi
cult™ wo procure capital because ueilicy
bonds were paying considerably more than
the 7 percent allowed eare of rerurn which
had prevailed since before the war. "The
commission mist act before a disasrer over
takes the industry,” he warned.

Warer companies began to merge for
economic advantage and to buy wager-
sheds in outlving areas against the day
their nearby sources would be inadequate
or unfit for use. And, as the association
marked its 25th wear, the L5, Supreme
Court entertained Bluefield Warer Works
Case, which was w provide guidelines for
determining an appropriate rate of return
for warer suppliers.

Mext igine: The Depression; the Mundock
sears . . . and another war. &
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at the Deloitte & Touche
Northeast Public Utility Conference

Absecon, NJ

August 15, 1994

by J. James Barr

Vice President and Treasurer
American Water Works Company

Becently there arrived on my desk a
summary of industry news articles thar
struck me as a ressonably accurate illus-
ratbon of certain forces at work in “the
world of water service.” The headlines
rcud'.

"Sinedy Chiestions Safecy of Water Across

Lis"

"Under Treated Water Flows wo 50

Million™
"Officialy Defend Quality of NI Drinking

Warer”®
"Congress May Dilure Water Laus®
“hevere Ancient Dvoughts: A Wamning o

California®
“In Towns heit Miles Apart the Water

Supplies Differ Sharply™
ond finally, the one that really made my
dlay,

“Toiler Makers Flush with Water Sowing

Meas®

[ can't help but note chat buried in this
media summary, in keeping with the
prominence it received in the newspaper
was 3 hardly noticeable summary of our
2nd quarter earnings announcement.

[ beg your indulgence to my sensitivity.
We had just reported the highest Znd quar
ter earnings per share ever achieved and
vearto-date income which was above lass
year. Bur, 1 had o use a magnifying glass
to find that report obscurely included on
the last page of the financial section of the
NEWSPAPET.

1 amy certain it is olwvious [ am not the
least bit upset by chis,

I all seriousness, thar media summary
did a pretcy fair job of highlighting at least
some of the dynamics of the "world of
water service,” | say some of the dynam-
ics because, for this particular summary,
by coincidence, there was no reference o

an emerging shifr in the basic foundation
for water service in this country.

| appreciae this opportunity to address
these issues for just a few minutes and of-
fer o perspective of whar is happening in
our industry. For these of you in the audi-
ence who are with energy or communicie
thons urilities, you will no doubt recognize
what iz perhaps an ironke contrast o forces
ar work in your business,

First, let's @ik about warer qualing. Our
customer opinion research indicares wa
ter quality is a significant issue on the
rinds of our customers, No doubs the re-
cent hesdlines, and many other like them
over the past several years, have contrily
uted to this consclousness, Recently, those
headlines have been prompred by a news
conference in Washington during which
the Matural Resources Defense Council

feontinued on next page}
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Deloitte & Touche Remarks, continued

discussed their conclusions about drink-
ing warer quality drawn from data e
ported to EPA by various state agencies,

By way of background, the federal leg-
islation entitled the Safe Drinking Water
Act s undergoing the orourous process
of renuthorization. That act, which was
first passed in 1974, empowers EPA 1o
establish minimum standards for drinking
water qualicy. Stare health and environ.
mental regulators have the choice to imple-
ment those or more stringent standarnds
or allow EPA to regulate water urtilities in
the stave,

Mot surprisingly, every stote has chosen
o implement thelr own program and
many have adopred more restrictive stan-
dards than anything EPA has mandated.
In 1986, when the act was last resurho-
rized, Congress chose to impose certain
regulatory dictates on EPA rather than
allow the agency to follow their own
agenda, There are those who suggess that
when that happened, Congress was overly
influenced by “environmentalists™ and,
consequently, went too far.

A comlition of state clected officials,
MARUC and warer utilities is now seck-
ing to amend certain provisions that were
added to this legislation, At the same time,
EPA is seeking act amendments and there
are those who oppose these efforts,

As ir is probably apparent by now, [ am
just a bit skeptical about the tming of
HEDC's news conference. Let me try to
put all of this manevwering into some kind
of perapective. Many of us here will get
up sometime during the night tonight to
ger a drink of water, Thar will be done in
all probability without even turning on
the light. We will ingest warer withourt
even looking ot it. Therein, lies the per-
ception and realivy of deinking water qual-
ity

I say to you—without equivecation and
without regard to the headlines in my
media summary—there ks no reason any
one should hesitare to drink tap water. Day
in and day out, it is safe to consume. But
for the rare case, throughour the United
States people can, with confidence, take a
drink of water withour having to worry
about its qualicy. Water service provided
throughourt this country is o narional trea-
sure. It is a shame it is so seldom recog
nized for the value it represenes.
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The NRDC does a disservice to the
public. They cause concern when it (s un-
warranied by generalizing as they do with
their reporis which are sensationalized by
edivors who write headlines. The real trag:
edy in all of this is thar there is a problem
with the process of regulating drinking
water qualicy that goes unresobred while
the “palitical debate™ rages.

Same of you may recall the serfous ot
break of illness in Milwaukee, Wisconsin,
that was the result of a fallure in the wa-
ter treatment process, People got sick and
some died from contaminacion of the
drinking water. For several weeks, water
delbvered o homes and businesses in Mil-
watlkee was not safe to drink. | suspect
yiou will be amazed ar the realizadon char
throughout this episode, the city never
violated any drinking warer standard pre
scribed by EPA or the State of Wisconsin
under the Safe Drinking Warer Ace So
while peaple debate regulatory and polits-
cal agendas—Rome burns.

The fnct is, responsible water suppliers
typically go far beyond anyrhing man-
doted by either the federal or state gow
ernment when it comes o drinking water
treatmient and monitoring, Meanwhile, in
an atmosphere that {5 not conducive o
resalving anything effectively with regard
to water quality regulation, the debate
goes on abour the scr. In principle, the
concept sddressed by the SDVA i sound.
The concern we have is that the politeal
environment which surrounds this legis
lation Is prone to a relisnce on public
doubt or fear. Yet, the public is given no
reasonable alternative and, in fact, none
existe, Regulators must have appropriate
authority to set effective standards and
eniforce them. Politics has no place in this
process. IF the public has reason for con-
cern in this regard, it is thag polivics o
imlved.

Oine of the corollary issues which crops
up in these debares concerns the issue of
affordability. Some suggest that regulation
under the act will likely drive the price of
water service up to the point.that a sig
niftcane part of the population will be
forced o miake choices about discretion:
ary spending that may compromise their
well being. There is o leginimare discussion
absalutely essential in chis arena. [t con
cerns the difficult area of balancing risk
against the cost of its reduction or elimi-
nation, In & political setting, thiz s an

extremely challenging debate to keep ra-
thomal.

Several years ago, EPA announced its
conclusion thar people could afford o
spend about 1% of their income for water
service. Ir didn'v take the NARUC Water
Committee very long to fgure out what
thint meant in the way of rate increases thar
they would confront. Consequently, quite
a commotion developed. EPA, in a very
short time frame, probably found out
miore about warer rate regulation than chey
really wanted to know,

To EPA's credit, chey did recognize the
implication of their policy, and, conse-
quently, set out on a course to bring
MARLUC into their deliberations. That has
become an effective forum for regulators
on both sides to try and balance their con-
cerns. But, to again get to the bottom line,
the suggestion that the price of daily va
ter service is likely to approach o level
which is a significant economic burden to
the customer overstates an issue.

As we have all witnessed recently, in
horribly graphic scenes on nightly news
broadcases from Rwanda, safe drinking
water s absolutely essential o life. There
is o cost associated with making pure, safe
water available when and where needed.
That cost has and will continue over time
to increase. Bur, that cost does not and
will nor cival vircually any other product
or service you and | routinely rely or de-
pend apon.

The true tragedy of woter service in an
economic sense, 15 thar its cost is so far
below its value that people hove absolutely
no concept of the real bargain they have,
The abundant prevalence of water in our
environment and its essential role in pub
lic safety and health leads to the conclu.
sion that it should be available for use at
licthe or no cost. But justas is the case with
gas or electricity, unmanaged vater is by
irself lethal.

The warer utility industry has over the
years been extremely successful in provid-
ing water service at a cost well below a
threshald which translates the water ser-
vice bill into a consciousness in the
customer's mind, Excluding at least some
of the warer utility people here tonight,
and in keeping with our procdmicy 1o At
lantic Ciry, 1'd be willing vo wager a res-
gonable amount chat fewer than 10% of
vou can tell me the price you pay for water
service at home. I'll extend that bet o




include your personal chief financial of
ficer. In moday's world, that can't be said
for most other things we buy and use daily.

The faule here lies with the water util-
ity industry, We simply have foiled to de-
velop an appreciation for the true worth
of the ability to use or consume water
whenever we choose to do so.

Mow let me shift pears for a couple of
minutes and comment upon thar funda-
mental shift in the foundation of our in-
dustry | mentioned earlier. Unlike other
uitlicy services, by a large margin throwgh-
ot this country, water service is a func-
rion of government rather than business.
In face, about B0% of the population is
served by municipal sater utilities.

The industey [ represent is small and
highly diverse to the extent of size and ter-
ritory. There are only 18 water urilivy com-
panies regulary traded on one of the three
major stock exchanges, Amerlcan Water
Works Company recorded revenues in
1993 of just over 3700 million and has
ibour $3 billion in total sssers. Conse
quicntly, we are, in terms of size, two times
larger than the next largest water urility.
By these benchmarks, though, we are the
smallest utility represented in the room
ranight, warer excluded, of course,

Our business is highly capital intensive;
must contend with fixed costs which ap-
proach B0% of toetal cost; and operates on
a technology base which is largpely un:
changed from that our predecessors uti-
lized generations ago. Prirmarily as an out
growth of this economic environment,
water systems have evolved over time
which typically serve well defined, al-
though limited, areas.

Motwithstanding the dominance of gow
ernment in the business, there are many
exnmples throughout the country of daily
water service that is provided by business
enterprise albeit o monopoly service in che
truest sense. Regulation can and does pro-
tect the public interest,

With the benefit of this track record and
the fiscal pressures which are developing
in the municipal sector, povernment offi-
cinls are beginning o seriously consider
aleernatives, One of those alternatives is,
“Why are we in the water service busi-
nesal”

Given the economic environment of
water service and the limits on resources
municipal officlals face, they are looking
tor ways to convert assets to cash and

eliminare annual spending requirements.

The basle questions they consider—If
the city of Indianapolis or 3an Joze or
Baton Rouge or Chattanooga or Peoria can
live with a “privately owned”™ water uril.
iry, why can't we do the same ching! Obwl-
ausly, we and others think they can.

Ciiven the fact that B0% of the market
share is now not o part of the investor
owned warer supply indusery, | belivve you
can sense the potential for a shift in the
fundamental nature of the water business,
As you examine recent developments not
only in the United Stapes but internation-
ally, you will note what has been called
“the leading edge of o wave™ which is likely,
over time, to significantly shift the orga-
nizational arrangement of che business of
waber service.

Srrange a8 ir may seem, other countries
around the world have moved more rap
idly inn this directlon than we have so far
right here in the home of capitalism, But,
nevertheless, we are moving.

Oin the government side, we have seen
Indianapolis privarize the operation of
their wastewater treatment facilities, Right
here in Mew Jersey recently, Hoboken
turned to United Water Resources for the
operation of thelr water svstem, and shore
communities like Allenhurst have sold
their water system to Mew Jersey-Amerl-
can Water Company,

In souchern Mew Jersey, our subsidiary,
at the direction of stabe government, is
constructing a 3165 million reglonal wa-
ter supply project to supplement waber
supplies thar have been depleted by area
growth and development. This project is
quite similar in concept to the regional
wiater supply opération E'town Water
Company has operated for years in northe
ern Mew Jersey,

In West Virginia, state government has
moved to enhance water service through-
out the state by facilicating a reglonal sup-
plicr=West Virginia-American Whater
Company's ability to absorb public warer
districes. And the federal government has
agreed to help fund water service
privatization in West Virginia,

On the industry side, in the lase 12

months:

American and its subsidiaries in Indi-
ana, Missouri, and Ohio completed a
$125 million scquisition of warer sys-
tems which, in certain situations, might

otherwise have been sold to municipali-

tles.

* United Water Resources merged with
General Warer Works Company with
the expressed view of enhancing both
utilities” abilicy to grow. That transac-
tion was reportedly worth 3200 mil.
lion.

« And in May of this year, our subsidiary
in California announced its proposal to
acquire, for about $300 million, & pub-
licly owned water district in Orange
County, California.

This is a unigue and complex proposal,
Frankly, it is unsolicited and was triggered
by the renction of local residents o the
way the district has been managed. In or-
der to po forward, a local government
agency other than the district's board of
directors, and the California Public Ukili-
ties Commission, must approve the trans-
action. Currenty, a significant portdon of
the revenue stream of the district is a re-
sult of its ability to impose axes on land-
owners. Our proposal seeks to convert
that revenue stream to customer charges
which are regulated by the PUC and, in
the process, pur in place the discipline of
a business mind ser. Public opinion today
indicares a preference for this classic
privatization initiate.

Each one of those three transactions
either was or is the largest in the industry’s
history. Ler me conclude, as is perhaps my
compulsion a8 a financial officer, by go-
ing back to the bottom line.

There is change evolving in the water
business, [vis perhaps ironic that the dy
narmics of these trends are, in certain re-
spects, just the opposite of what those of
you in the gas, electric and communiea-
tions industey are dealing with today.

We tend to be moving toward the ex-
patsion of the role of rare base and cost
of service regulation while you face com-
petition and deregulation. All chat really
means is that we manage different busi-
ness enterprises.

T wish you well as you tackle che chal-
lenges before you—ask for your prayers as
we tackle ours—and seek the guidance and
expertise of those who provide consulta-
tion in these endeavors.

In the final analysis, we must never lose
sight of the swesome responsibility we
share—that s to create value for investors
by providing essential public services thar
people can depend on and enjoy. &
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THE CLEAN WATER INDUSTRY:

CHANGE, CUSTOMERS,
AND CHOICES

by Hamplon D, Groham

Cheairmarn of the Bagrd and Chiel Executive Officer

Excerpis from the rext of a speech presented
at the ANC Conference “Privatization and
Consolidation Opporteniries in the Warer
Indusery,® San Francizco, California, Seprem:
ber 8, 1994

Ar conferences and induscry meetings,
in articles and speeches, we have examined
and reexamined the remarkable changes
that have taken place in our industry in
juse che lase few years. Dramaric shifts in
the dymamics of the water and wastewater
business—what | call the clean warter in-
dustry=have taken place, changing the face
of the industey in the process. While once
we would have described our business as
a simple, monopolistic enterprise com-
prised chiefly of pumping water and read-
ing merers, now we find ourselves discuss.
ing competition and consolidation,
steategic alliances and privatization, Ours
has become a stimulating, complex imdus
eey and inherent in its complexity i3 a
whole new word of challenges and oppor-
cunities. It we are to take advantage of

o NAWC WATER

Jormaica Woter Supply Co.

Hampton D, Grehom

these opportunities, and 'm assuming
that those im atrendance at this conference
intend to, we need to pet behind the
change, understand what's driving it and
harmess it for our benefic.

| believe that there is one, fundamen:
tal factor deiving the change in our indus-
try and further believe that we've heen
myopie in identifving the cause behind
these shifts. It is, simply, the customer.




-

Owir industry has been shrouded for so
long in s protective monopoly shell that
the voice of the customer has gone un-
heard. As Dr. Bobert Hurd of Apogee
Market Steategles, who nuthored the 1993
AW WASAWWARF customer perception

survey, summed it up:

*One thing I've learned s char rare
payers need to be treated as custom-
ers. All of our polling shows that cone
sumers are much more sophisticated
roday and have higher expectations
than ever before. . . . And they have
come to expect from government and
public services the same kind of rreat-
ment they expect from consumer
products and other services. . .. They
are almost always willing to pay for
products and services, but they want
o know exactly what they are getting
and they expect o high value, Why
should ., . . your local water urilicy be
any different”

IFwe are to take advantage of che myrisd
opportunities now available to us we must
sdopt & different approach w doing busi-
ness, That means abandoning eraditional
views of what couses change in our indus-
try, listening o our customers and devis-
ingg new and ereative structures to respond
o fresh challenges. To provide perspec-
tive, I'd like to identify the factors that
traditionally motivate change in our indus-
try and explore how we can understand
them better and benefic from chem.

Traditional motivators of change, the
factors we're used o dealing with, include:

« warer quality ssues: contaminarion, ef
fluent quality, reclamation efforts

+ laws and regulations: the Safe Drinking
Water Actand Clean Warer Act

+ industry econombcs: supply, treatment
and distribution costs, labor costs, lo-
cal taxes and the cost of capiral.

How has our industry reacted o the
changes brought about by these traditional
motivators’ Predictably, we have reacted
with traditional responses:

* changes in operations o meet regula-
tory, economic and supply challenges

*+ more construction and the attendant
capital expenditures

* more rate cases of, for the municipals,

mix increases to  recover these addi

tional costs.

These are traditional, cost-driven re-
sponses to change: whabever it costs o
make changes, we, the industry managers,
have sought to increase rates Do recover
those costs. Bur the customer—the price
eonscious, quality-conscious customer—is
demanding that they recetve value for their
mioney, that unexpliined rote increases
stop, that we become more sccountable,
and that we contain costs while still deliv-
ering the highest quality product. It isn't
the regulators who are deciding the per
missible rates to charge. It's the customer.

The Customer:
Cardinal Change Motivator

MNew laws and regulations and the re
lated economic implications are not in
themselves the drivers of changes; they are
the resule of customer (ak.a., voter) atdi-
tudes and actions, The profound changes
we nre witnessing ooday in our industry
are coming from customers, either directly
or through their intermediaries. Our busi-
ness i3 selling clean water and returning
clean warer to the environment after use.
And, it's the customer who decides what's
"clean,” not the legislarors or regulators,
not the environmental agencies and not
even us, the industry managers. Admir
tedly, our customers can't simply switch
“brands” the way they might switch tooth-
paste or other consumer products. Bue, if
they aren't satisfied with the value of the
product we're selling, they will speak up
and, thus, become catalysts of change. We
have evidence of thar ar Jamaica Warer.

When | joined the company two-and.a-
halfyears ago, | was met by angry custom-
ers and regulators who suspected that mis-
management was at the root of the
company's escalating rotes and sub-par
service. In fact, the real problem was char
the company had not communicared with
its customers, had not asked them how
they rated their water service and had not
imvolved them in the sreps it was taking—
some of them costly=to protect water qual-
iy by complying with increasingly strin-
gent enwironmental standards. There were
allegarions of "overcharging” and a de
mand for “refunds” in extraordinary
amounes, Our complaineg rare vas above-
average and our employees were demoral-
tzed. Our customers were making them-
sehves heard, loud and clear.

We thus began a dialogue with our cus-
tomers, along with other "intervenors” in

the process, thar broughe about the remak.
ing of Jamaica Water—changes in manage-
mient, an organizational restructuring, &
I1stcentury collective bargaining agree-
ment and the adoption of new processes—
all leading to improved productivity and,
mire importantly, improved value for cus.
tomers, The settlement we resched with
our customers and regulators o resolve
the contentions and misunderstandings
allowed us to svoid costly litigation and
provided customers with more stable rages
and credits, instead. Also in response
the collective voice of our customers, we
are now taking steps to change the owner-
ship of pur company,

Undeniably, our experience in righting
these perceived wrongs was at dmes diffi.
culr, but, in the end, vastly revarding for
all imvobeed. Jamaica Water is a beteer com-
pany for having imvolved its customers, We
miade a concerted effort to reach our o
our customers via public forums, one-on-
one mectings with local leaders and the
press, customer roundtables and frequent
written communications. We listened and
what we learned is that, above all else, it
is the customers who drive the change pro-
CEss.

MNew type customer
participation: diagram

This iz nota lesson we will soon forget.
In fact, we've institutionalized the process
at Jamaica Warer. Dur collaborative ap-
proach to solving problems—with the cus-
DOMET 45 our partner—provides us with che
information we need to make the best
business decisions and allows us to reach
consensus with customers, What betrer
way o seek approval from regulators than
to approach them in partnership with your
customers who, through the collaborarive
process, trust and support your propos-
als! As ['ve illustrated, the artivudes and
actions of our customers can and do have
a substantial impact on the way we do
business in the form of new lows and regu-
larions, price resisrance, management and
ownership changes.

It is the customer, the cardinal change
motivator, who is driving the consolida-
tion and privatization process thus ereat
ing business opportunities for entrepre-
neurial and innovative management tearms
of companies in the clean warer industry.
We are proud to serve at Jamaica Water

Supply. &
WINTER 1995 o




The Reauthorization of the
Safe Drinking Water Act:
Costs and Risks

In preparing & presentation on the costs
and risks associated with the SDWA, |
found very little acoual cost data relsthve
to small water systems. One renson for
this, at least based on our experience in
Florida, is thar che seaall warer companies,
about 2,000 of them in Florida, are only
just beginning to feel the brunt of costs
related to the current SDWA. Bur, 1 have
resched the conclusion that there is an-
other reason for the difficuley in obeain-
ing even projected cost datn. That reason
is that there are socieral costs associated
with zafe drinking water which cannot be
measured. Unmeasured costs reflect the
costs bo society from pricing neccisary
commoditics bevond the reach of che im-
poverished or people on fixed incomes,
from failing o detect and protect the pub-
lic from water-borne diseases and illnesses
which could or should be detected, and
from allowing small nonviable water sys-
terns 1o be creared and o linger while
slowly poing toward their fiscal death. As
regulators we must keep these
unmeasurable costs in mind when evalu.
aring the costs and risks associated with
providing safe drinking water.

[ also find ir difficule o discuss the coses
of the SDWA on small systems without
also considering relared solutions, so, as
a part of my responsibility as a regulator
to identify adequare solutions to very real
problems, | am gratuitously including
some possible soluttons, | have concluded
that, although we may not be able to ad-
equately determine all of the costs of regu-
lation, we can be more proactive by pre-
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dicting the effects of regulation on water
systems and taking action before the pub-
lic is harmed either physically or economi-
cally, Specifically, 1 believe that a small
system viability assessment program
should be used vo determine wheeher a
WALEr BYSICML Can survive on-a goingfor-
ward basis, knowing that water service will
become increasingly more costly to pro-
vide. The Association of State Drinking
Warer Administrators cstimated in & re-
cent publication that the cost of drinking
witer will increase from an average of
$100 to $250 per year per household to
5500 vo $600 per year per houschold.

I would also note thar with water con-
servation also becoming imperative, par-
ticularly in Florids, some of the costs as-
sociated with the SDWA are not
necessarily bad because economists will
tell you that the rise in cost of drinking
water should reduce consumption to some
degree. We have not found that ro be uni-
versally true in Florida, but that is attrib-
utable o water having been o very abun-
dant, underpriced commodity until
recently,

| have prepared my remarks with a
smiall sysvem viabilivy assessment program
in mimd.

Why is there such an inrerest in the
SDWA and in the failed reauthorization
legislation! One reason is chat our abilivy
to monitor drinking water expands as
more sophisticared detection equipment
is developed. In addition, the potential
has increased for contamination from
growth in population, industry, waste dis-

posal, and the number of possible con-
tarminants {i.e., new chemical waste prod-
ucts which may be carcinogenic). Detect:
ing contaminants using sophisticared
detection and remediating viclations is ex-
pensive and can be exorbitant. Thus, the
costybenefic analysis included in the re
cently defeated legislation was offered as
a reasonable solution to measure the need
for detection and treatment versus the
cost, At present, in Florida, the otilities
muist tesr for the identified contaminants
and then they maust use the best available
creatment method for achieving compli-
ance before any variance may be consid-
erec. OF course EPA has authorized the
stares’ primary agencies to be flexible in
the granting of exceptions and variances,
but a5 o general rule, most of those state
primary agencies are reluctant to deviate
from the stelet EPA mandates . . . some
thing abour liability if someone became
ill. The more proactive mechodology
woaeld be to first measure the costs of the
regulntion versus the benefit to be derived
from it.

Whether you use EPA’s estimated an-
nual cost of over 1 billion dollars or in-
dustries’ lavest estimates of 4 billion dal-
lars, o recent AWWA Jowrnal article by
Eoberr 5. Raucher,' under the 1986
SDWA amendments, concluded that
nearly 99% of the toral carcinogenic risk
reduction is attained for about 80% of the
total costy the other 40% of the cost
achieves only 1% of the risk reduction.
The arricle further smates that if the regu-
lations were focused on systems serving




&80 or mofe, almose 90% of the total can
cer risk reduction would ocour st only 4 3%
of the cost.

Some costs associated with any safe
drinking water regulation are readily lden:
gifiable, if not readily quancifiable. Firse,
there are the costs associated with resting,
which are quantified by what is being
tested for, how often testing is done and
the equipment required. Additionally,
there are the costs of monitoring levels of
certain contaminants and of treatment
aszociated with whar is found during rese
ing. The cost of treatment is driven by the
chemicals, equipment, duration, and even
capital improvements required to provide
adequate creatment. There are also asso-
cinted maintenance costs,

Florida has approxmarely 7,200 water
syatems, half of which are non-communicy
1,200 are non-transient. OF the 2,400 com-
municy systems, B5% serve less than 300
preople and even fewer ERCs. In 1993, the
SDWA monitering requirements were
applied 1o the 350 systems with more than
L0000 customers. More stringent testing
for ground water became effective in 1994,
The sounce of 95% of Flocida’s drinking
water is groundwater. Therefore, we are
mow just realizing the financial impace of
the mandates of the SDWA. In February
of 1994, Florida's Department of Environ-
mental Protection did a massive mailout
1 the approximately 2,000 small systems
serving 15 to 10,000 customers, advising
of the testing requirements due by Diecem-
ber 31 of 1994, It is expected that these
testing requirements will cose systems
from 36,000 to $6,500 for the first year
and 3500 for the two fllowing years. So
far only 359% of those small systems have
submitted the required monitoring re-
sults. The response rate, with only two
months left to achieve compliznee is in-
dicative of the many small water systems’
limited ability o meet these regulatory
requirements, (This may suggest that these
systemis are unable o provide safe and
reliable service at affordable rates)) It is
anticipated chat many of these systems will
be abandoned or forced into bankruptcy
if mot absorbed by other wilitkes. Florida,
with its thousands of small systems, will
be particularly hard hir. Therefore, it is
Important to inject reason into the stan-
dard setring process and consider the cosr
of compliance. Without the SDWA
reauthorization's state revolving fund pro-

visions, this cost is ultimately borne by
utility customers. For example, daca we
received from North Caroling indicates
significant increases in customer's bills in
1994 due to current SDWA requirements,
The increases range from 5% o 133%,
depending on number of customers and
entry points, These increases result from
the cose of testing only, and do not include
any plant improvements or modifications
to correctany problems reflected through
(esting.

In Florida, we have a statutory provi-
slon which allows utilities ro pass-through
certain expenses, such as SDWA resting
costs, withour having o file a full rate
case. That is, the agency has given staff
administrative aucthority to spprove tess
ing costs requested by utilities, The Star
ute also provides pass-throughs for in-
creases in expenses for electric power, ad
valorem taxes and regulatory assessment
fees; however, in Florida the amount of
the allowed testing expense is amortized
based upon testing frequency. Therefore,
utilities are forced o pay the full amount
of the test in the inftial year even though
they will not recover the amount until the
end of the amortization period. For ex
ample, o rest done every three years is
amortized over three years. The Commis.
sion processed 33 passthroughs for wa
ter testing costs. In North Carolina, utili-
ties are allowed o collect the full amount
of testing in the year it is incurred through
a surcharge. The amount of the surcharge
would, of course, change from year to year.
Thiz surcharge would be difficult to pass
on to Florida consumers and Florida's
unique demographics have made such
volatility in rates unacceptable. According
vo 1980 dara, over 40% of Florida resi-
denes were retired and 1 of every 6 citi.
zens recelved o Social Security check. By
1989 almost 1 in 5 Florida residents were
retired and | of every & cirizens received
a Social Security check. By 1989, almost
1 in 5 Florida households had redrement
income and by December 31, 1991,
1,868,801 retirees in Florida were recebv-
ing Social Security and 2,728,646 Florid-
{ams were receiving some kind of check
from Social Security,

We also know, since the fatlure of reau-
thorization, that approximately 90% of the
Florida systems will fail the radon westing.
Treatment for redon usually consists of
aeration., Aeratlon causes corrosion which

then causes an unacceptable increase in
the amount of lead and copper found in
the water. Approximarely 25% of Florida
systems are already expected o fail the
lead and copper standards without consid-
eration of the effects of treatment for ra-
don at current levels, So much for some
of the costs,

In measuring risks, the EPA uses esti.
mates related o the number of incidences
of an illness that are avoided. That s, in
measuring the risk of carcinogens in drink-
ing water, the EPA makes o determination
of the number of individuals who are ex
pected 1o be spared from cancer thanks
o regulation. They also consider how
much money people are willing to pay w
reduce the risks. Years ago, treatment of
water reduced or eliminated the risk of
cholera, typhoid, dysentery and heparivs
at avery low cost. However, as | mentioned
earlier, the cost of treatment has risen with
the sophistication of the equipment to
identify contaminants and the growth in
the number of contaminants. In the
AWWA Joaernal article which [ referred o
earlier, several tables analyring costeffec
tiveness and risk svoldance of cancer were
published. Using the dara in the tables,
the authors of the Journal article conclude
that a significant portion of the risk re-
duction can be achieved through the regu-
lation of a limited number of contami-
nants that account for a relatively modest
share of the total compliance costs’ and
that using a cost benefic analysis can help
give decision makers more meaningful
choices,

This is where small system viabilicy as-
sessment comes in. Approximately two
thirds of the water systemas in the United
Seates serve 500 or fewer people. Small
systems have problems with meeting regu-
latory standards {due vo small size, dete-
riorating physical infrastructure, lack of
access o capieal, and lack of rechnical and
managerial capabilities). OF special con-
cern regarding compliance with the
SDWA is its impact on very small warer
utilities, for which environmental/reguls-
tory complinnce tssues are elusive, espe
clally in comparizon to issues of basic eco-
nomic and regulatory survival and
financial viability, SOWA hus sdded an
other layer of concern for wrilities and
regulators due to the mandared cost of
compliance, The SD'WA is enforced by en

feontinued on next page)
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Peauthorization, conrtimued

vironmenial ngencies, while the economic
regulation is done by the PSC. Environ-
mental and economic regulators need o
adope viabilicy assessment policies, agen-
cies must work together to regionalize fa-
cilities, encourage interconnections with
or sales of small nonwviable systems, and
discourage creation of new utilities, espe-
cially small underfunded systems, which
should be the subject of viabilicy analysis
prior to permitting. The intent of viabil-
iy analysis is o identify small systems
that are getting into trouble so that their
problems can be worked on before they
are entirely nonwviable, abandoned or
bankrupt. This also provides an earlier
opportunity for them to be absorbed by
larger, viable systems. A viable urilivy is
one which is selfsustaining and has the
commitment and the financial and rech-
nical ability to meet the regulatory stan-
dards on & longterm basis. We need o
look for incentives which regulators can
offer to viable urilities 1o encourage such
acquisitions or transfers,

Recognizing that many small deinking
water systems will fall as the provisions
of the SD%A are implemenced, we, as
regulators, must develop comprehensive
vinbility assessment programs to insure
that the public continues w receive safe
drinking water at a reasonable price. We
must coordinate with state environmen-
tal regulators to develop workable viabil-
ity plans, This was the chruse of the reso-
lution passed by NABUC at the summer
mieering. Many states already have mecha-
nismis in place to measure the viability of
new svstems which apply for permits from
the state regulatory agency. In Florida,
where we hove had a MOU with our stare
Environmental Protection Department,
mew systems must st obrain a certificare
from che PSC, which determines whether
the owner has the financial and vechnical
ability necessary to provide adequate ser-
vice. This is the type of inter-agency in-
teraction necessary to insure that new sys
tems are viable. However, in developing a
viability assessment policy, we must alsos
examine the viability of existing systems.

In adopting o Small Drinking Water
Syseem Viability Assessment Program and
cnlering into an interagency Memoran:
dum of understanding to facilitate coordi-
nation of the state public urlity agencies
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and other state ngencies involved in safe
drinking warer programs, [ would ensvision
one of the first steps to be to evaluate the
number of existing small systems in your
state and their finandal condition (look
arcapital, reverues, annual reports, needs
for system expansion or repair due to
growth or regulatory compliance), Viabil-
ity assessment models have been devel-
oped 1w measure the fiscal viability of sys-
teens and would be o useful rool in making
preliminary nssessments, After analyzing
the existing systems, a plan should be de.
veloped which addresses the needs of che
small drinking water systems and alterna:
tives for those sysremis which are croubled
or nonwiable. The plan should consider
legislarive changes, as well as intermal
policy changes and agreements with ather
regulntory agencies necessary to imple-
ment the plan. Initiatives already imple-
mented in some states o improve viabil-
ity of small systems include special rate
case assistance, accelerared depreciation,
emergency funding, simplified reporting,
and emergency assistance. For nonviable
systems the following have been used: ini-
tiating voluntary mergersacquisitions/”
receiverships; allowing positive acquisi-
tion adjustments; approving higher than
normal rtes of return for certain acquisi-
tion and improvement costs; interconnect:
ing with other systems. In fact, Mew York
issued o Statement of Policy on Acquisi-
tion Incentive Mechanisms for Small
Whater Companies on August 8, 1994, and,
among other things, made scquisition in-
centives available in appropriate circum-
stances. Among those incentives are ad-
justments to rate base, accelerated
depreciation, amortisation of scqulsition
costs, and to a lesser degree, departures
from cradittonal rate making such as us-
ing a ratio of reverues to D&M costs to
derermine revenue requirements, allowing
o premium on the rate of return, and de-
laying or phasing in recovery of codrs,
Some states have actually assumed re
sponsthilicy for operating failed syarems.
There are many tools available for us o
control the fatlure of systems and 1o in-
sure the continuous provision of safe
drinking warer to the public ar reasonable
rates. The key element, however, is for
commissions o act now and to take a
proactive role in safeguarding the finan
cial integrity of drinking water systems in
this country by developing meaningful,

comprehensive, viability programs and
adopting a Small Drinking Water Svstem
Wiability Policy Statement.

When systems are merged or acquired
by a viable utility, there can exist separate
rares for each system. The issue of rate
equalization or uniform rates for all sys-
temis should be sddressed by regulators in
order to fully realize the benefits of the
viable urilicy, such a8 economies of scale
and sharing of capital improvements
AIMONE SYSTEms,

In implementing uniform rates for ex-
Isting systems, regulators should anciclpate
adverse reaction from customers due to
the shore run perception of "winners and
lowers.” That is, some customers will see
an immediabe increase in rates and some
a decrease. For instance, an often-men-
tioned concern of customers is that the
impact of CIAC charpges is diluted due to
the inherent averaging in uniform races.
However, while uniform rates may be cre-
ating an immedinte subsidy for some sys-
tems, at some point all customers will reap
the benefits of uniform rates ar the dme
their system needs some improvement or
modification o meet enviconmenial e
quirements and these costs are spread
among the total customer base, The bot
tom line is that inequities occur in any rate
structure and whether a system is a “win-
ner o loser™ will change from time to tdme
as conditions change.

In summiary, 25 economic regulators, we
have a significant role in ensuring that
utilitbes can continue providing safe, reli-
able water service ar an affordable price.
We must urge Congress to include che
cost-benefit analysis requirement in the
next reauthorizdon of the SDWA. We
must also coondinate with the various state
environmental apencies to develop viabil
ity policies and programs. And finally, we
muist take o proactive role in the restruc
turing of drinking water regulation and
the related changes in the warer industry.
Thank you,

NOTES
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¥ Resobution Regarding Small Drinking Waper Sys
tem Vishilicy,” sponsoeed by the Comminee on
Water, adupeed July 27, 15994, reposted NARLIC
Bullerin, Mo, 320994, p 12,




The Reauthorization of the
Safe Drinking Water Act:
Costs and Risks

Today we have been asked o focus on
the Safe Drinking Water Act (SDWA), Its
costs and risks. The cost of drinking wa
tier b8 imiporoang, for chat cost has risen and
will rise even more dramatically over the
next fen years. Can the cost of drinking
water rise to the point where this sub-
stance, 50 necessary for life iwself, is
unaffordable for large segments of the
population! While some argue thar the
poar and those on fixed incomes are al
ready facing a erisis in chis regard and
having to decide which other necessities,
such a5 food, clothing and medicine, are
sacrificed in order that increases in the
cost of water are accommodated, | believe
that as bong as government prudently regue
lntes, municipal and ipvestorowned sys-
tems alike will find ways to ensure that
the cost of drinking water remains reason-
able and affordable,

In the water quality area particulardy,
povernment necds o regulate those cone
rnminants that are known to have adverse
health effects ot low exposure levels {i.e.,
microbials, human carcinogens and con-
tnminants with acure health effects) and
stop regulating contaminants believed 1o
have safe exposure levels, and low risk,

A 1993 srudy commisstoned by the
American Warter Works Association con-
cluded thar about twothinds of the 84
contaminangs currently regulated by the
EPA do not pose a major threat to public
health. In addition to consuming signifi-
cant tegounces, however, the current stan-
dand serting process ends up frightening
anid even misleading consumers, many of
whom are uneducared, indigent or elderly.

remarks by
Jormes B, Groff, Executive Director
Mational Association of Woter Companies

presented ot the
NARUC Annual Conference
Movermnber 16, 1984
Rema, NV

There have been significant increases
in the cost of drinking water already, Ernst
and Young report thar berveen 1988 and
19492, the sverage monthly residential bill
for water and sewer increased 13.4 percent
for over 140 citles. They went on to note
that Los Angeles’ rates had increased 73.9
percent, while Chicago and Boston's rares
increased T9.2 and 106.5 percent respec
rively, MAWC s own dats indicaes rate
increases ranging from 15 to 35 percent
over & comparable period.

As is discussed in more detail later, the
questions of risk cannot be simply charac-
terized as 0 one in a million or one in one-
hundred thousand chance of an oceur-
rence. Certainly if it is affordable, everyone
in this country should be able o ingest
water from their community water suppli-
ers distribution systems wich the confi-
dence that they stand no more than a one
in tenthousand or perhaps one in one
hundred thousand risk of an adverse
health effect. Bur remember thar 25 per
cent of the population have depressed
immune systems. That's one reason why
we boil baby formula. What confidence in
drinking warer should that 25 percent be
provided, and at what cost to everyone?
The answer lies in striking o balance, dif
ficult as that may be, between affordakble,
high cqualicy water, and low risk of an ad-
verse healch effect.

Also to be weighed is the risk of imme-
diate or acute pdverse health effects, pre
dominately from microbiological or viral
contaminants such as those thar affected
400,000 people in Milwaukee last year,
and the longer term risk from primarily

chemical contaminanes, that only may be
manifested after consuming ewo liters of
contaminated water per day for 70 vears.
To address affordability, the law must give
management greater Flexibilivy to address
such differences, to federal and primacy
agencies.

Mow to foous on the increasing cost of
drinking warer as ir affects the customer’s
disposable income and hence, T will ad-
mit that this focus provides an opportu-
nicy that | simply cannot forego,

During the deliberations on the reau-
thorization of the Safe Drinking Water Act
(SDIAY, the indusery was Frequently, and
i my view unfairly, sccused of attempt-
ing to weaken existing low, Mothing could
be further from the truth, The industry’s
involvement was simply to *fix" legislation
that everyone, including the environmen-
tal community, agreed was “broken,” and
make that legislation more practical, cost
effective and efficient.

Mot are sware that SDWA compliance
costs must be passed through 1o the cus-
tomer, since there is no other source of fi-
nancing required facilities. But most are not
waare chat it ks coneern for the impact of the
rising costs of drinking water on the cus:
tomer thar drives industry invobement in
the legislative and regulatory proceedings
addressing water quality. Without this con-
vern, there is livtle mothmmion for the indus-
try to be imobed in what are frequently
stornay debates and, in the process, risk ex-
podure to charges that it's objective s o
weaken public health protection.

(continued on next page)
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Beauthorization, contimued

Yet insofar as the investor-owned indus-
try is concerned, there has been little
acknowledgement of the efforts che indus-
try, supported by the NARUC, have put
forth, Those efforts included sdvocaring
inclusion of risk reduction analysis and
other reforms that will save consumers
[HERTE

I find this alleged lack of concern for
the customer particularly ironic in the in-
stance of the investor-owned industry,
since the imvestorowned industry stands
to earn higher rates of return by incorpo-
rating any and every requirement the pov-
ernment, by fiar, demands. Further, | per
sonally wonder why the industry found so
few consunier advocares in its corner dur
ing deliberations of this consumer issue.

But our focus today ks on costs and risk.
In this regard, you should be aware rthar
the NAWC is now embarking on an efe
fort that may, and | emphasize the word
“miay,” supgest chat che cost of SDWA com-
pliance pales in comparison to those costs
the industry will fuce to rehabilitate, im-
prove and extend its infrastructure, an
infrascructure we take for granted and
depend upon continucusly.

RBecently, one of our members analyzed
its distribution system costs and found
that pipe that was originally placed at
$1.88 a foot, was being replaced in 1993
at 504,36 a foor. (Yer ancther member's
analysis of SDWA versus infrastructure
costs revedled the former o be 26% of the
combined total over the past five years.)

These replacement costs excursions,
which are far above inflation rates, relate
not only to the intricacies of abandoning
old pipe and installing new, but also to
the complexities occasioned by the need
for traffic control, maintaining service,
environmental and safety concerns and
similar. In just the past three years, distri-
bution system replacement costs have es-
calated by over 20 percent and many of
our members anticipate these costs to in-
crease by a factor of 10 or more over the
next five years,

The Association’s Indckal attempr to
quantify the national costs for infrastruc
ture replacement and improvement sug
gests an amount approaching 34.6 billion
a year. Add this o EPA's 1.4 billion
SDWA compliance cost figure, or
AWWA's $4.1 billion compliance cost fig-
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ure, and precoy soon we're staring oo ealk

real money.

Mow gome municipalitics may be able
to concesl these increases in property
taxes, but for the investor-owned indus-
try, and many cities thot charge custom-
ers the true cost of drinking warer, the
potential for consumer rate shock is sig
nificant.

If one adds (bets spliv the $1.4 -34.1 hil-
lion difference) $2.7 billion 1o the 34.6
billion for infrastructure and divides the
result (87.3 billion) by 242.7 million
people, we find an increase of o little over
£30 ($30.08) per year for every man,
woman and child served by a community
witer system. Said another way, at 2.7 per
sons per household, that's over $80
(3B1.27) annually, =and it's o big if—the
costs are spread evenly among every home
in the counery. But, alas, costs are infre
quently, if ever, spread equally. Certainly
the economics of scale prevail in this in-
dustry, which is ) to # percent more cost
intensive than any other utilicy.

At the Grear Lakes Conference of Pub-
lic Unility Commissioners last July, Scott
Rubin, a leading public utility consultant,
observed:

(1) "Providing safe drinking water is an
absalutely essential public health pro.
gram. The safery of our drinking wa-
ter must be assured. , . .7

(2} "Public healch protecdon is nor free,
drinking water is not our only impor-
tant public health program and as we
all know, there is not enough money
to g around.”

He concluded that when the federal and
sfate government require poor people to
divert meager resources from one public
health need o another, government has
the responsibility to insure that it's obtain-
ing meaningful public bealth protection
for the dollars diverted. If government
does mot, it is simply harming the health
of the public.

Cirganizations representing governors,
meayors, county and city officials and state
healch agencies were setive participants in
1 “Coalition” that included regulators, the
MANC and other drinking water organi.
mtions. The Coalition strongly advocared,
a8 part of the SDWA reauthortzation, pro-
visions that would require EPA to compare
the bealth benefin to be achieved by pro-
gressively more stringent maximum con-
taminants levels (MCLs), to the additional

costs of trearment (and ultimately, the
additional costs to the consumer) required
to meet each more rigorous MCL. The
Coalition knew of no other mechanisem,
as imperfect as that mechanism might be,
given today's knowledpe of science and
processes, to ensure that *Meaningful
public health protection” is obmined for
the dollars diverted.

Few will arpue that assessing the addi.
tional risk to exposed populations of
higher, less strinpent MCLs and evaluar
img the funds to be saved or the ancillary
benefits to be achieved, is a burdensome
and a difficult task. Regardless, I agree
with Scott Bubin that there is significant
potential for grearer harm ro public health
if regulation drives the cost of water so
high that the public is forced to reduce
their expenditures for food, hear and
medical care, in order to consume water
that reduces their risk of an adverse health
effect from one in 100,000 to one in
10,000, Such tradeoffs must result in posi-
tive net benefits, to the extent that they
can be quantified.

The question then becomes, as elo-
quently articulared by D, Graham, Dieec-
tor, Harvard Center for Risk Analysis,
*Can we afford o devote encrmous aten-
tion to tiny, and in some cases, specula
tive and,or phantom risks, and neglect the
larger risks that can be reduced at rela-
tively modest costs o crizens!™

Unfortunately, there is both a public
perception, and a political ewmleaton of
risk. Dr. Graham points out that the
public's perception thar life is becoming
more risky is not well grounded in actu-
arial faces. Since 1950, life expectancy at
birth has increased from 65 to 72 years
for males, and from 75 ro 79 years for fe-
males. D, Graham continues that while
iv is difficulr to validate or iovalidate the
public’s perception that the overall qual-
ity of the ervironment is worse today than
itwas 5 or even 20 years ago, the bestavail-
able evidence sugpests that the quality of
air, water and food has improved steadily
since 1970, Regardless, the public’s under-
standing of relative risk is imperfect, and
he concludes char, “1f we are to make fur-
ther strides against premature deaths and
impaired bealth status, it is critical chat
citizens and policy makers focus our lime
ited attention span and scarce resources
on the hig risks."

And whar are those big risks! Accord:
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ing to Dr. Graham, the number of life
vears lost before age 65 are about compa:
palile for injury, cancer and heart disease.
Pt it is injury that is the dominant cause
of lifelong crippling conditions, such as
paraplegia and quadriplegin. He states
that, "As o society, we frequently refuse
p irvest 50,000 per life year saved in
prauma prevention when much larger in
vestments per life year saved are routinely
made to prevent various environmental
and occupational causes of cancer.” He
further notes that recent reviews of epi-
demiological and tosxdcological lirerature
suggest that considerably less than 5 per
cent of human cancer can be traced w
causes that are within the jurisdiction of
the U.5. Environmental Protection
Apency.

From a political standpoing,
policymakers are insisting that incremen.
tal risk of cancer be reduced to bess than
one chance in a million lifetimes. While
it is a fact that we know oo lirde abour
the causes of cancer as they relate w pol.
lurion and/or contamination, and chere
fore should be concerned about these in-
cursions into our pristine lifestyle, Dr
Graham points out that it is also true that
i baby born today has a four in a million
chance of being killed on the ground by a
crashing airplane during his or her life
time.

In considering risk, benefits and coast,
Dir. Graham states that increasing the fre-
quency of screening for cancer causes the
marginal cost per life year saved tw in-
crease Trom less than 510,000 wo over
$250,000 and comments that it is hard to
argue thar we should be investing much
more than 325,000 per life saved, since
a similar level of investment in prevention
of heart disease, trauma or AIDS would
be considered extravagant. In this regard,
| understand that EPA's water quality regu-
Intions are based on a 53 million o 58
million imvestment per life year saved.

Mow what can we do o bring some ra-
tionality to all of this! In my view, the
most important thing is to convince the
federal government and particularly the
Congress, that a greater share of svailable
resauroes has o be devoted o basic health
cifects research that addresses the con
taminants thatare found o occur in drink-
ing water supplies today. By identifying
those contaminants thar present the grear
est risks to exposed populations, quanti-

fying their relative threat and establish:
ing cost effective MCLs, the public will
be truly served. To accomplish this, how
ever, current law requires significant revi-
sfon,

We need to understand the fundamen-
tal tenant of toxicology, that *dode makes
poison” and how chat applies o each con-
taminant found in drinking supplies. We
also need to ensure thar each federal
agency makes use of the best available sci.
ence in the performance of risk analysis
and the results are available to the cus.
tomer in terms laymen comprehend.
People must understand that they are pay-
ing more to avold a real risk and chat they,
and their children and their children's

children, will benefit from the investment
they are making in their drinking water
Fystem.

In summary, [ believe this country
needs to shift its privricy from astempe
ing ro purify water to the point that it's a
little more than H2O, to sound health
effects research char allows quantification
of the risk posed by those substances
which sophisticated analytical techniques
are nanw finding to exist in both row and
finished drinking water. Only by establish.
ing such o process, can we continue m as
sure that limired resources are cost effec-
tively spend for the benefit of the public,
and that the cost of drinking warer re
mains reasonable for all Americans, &

NAWC Centennial

by Catherine Gibbs Harris, APR
West Virginia-Ameérican Water Co.
Chatr, Public Information Committee

Vien la 1995! Let's welcome the new wear with open arms and local plans o
celebrate the 100th birthday of the Mational Association of Water Companies. Much
has happened in the water indusery during this century and even more will ocour
in the near future.

The focus on drinking warer is aran all-time high level of exposure and scruting,
and we must not understate the tremendous scope of our responsibility to provide
quality drinking warer and quality water service to a populaton of 20,384,861
across the United Srates. As we all know, our responsibility includes a serious i
abilicy as well.

Clean, safe drinking water is an emotional isswe. Our product is ingested by
children, babies, the elderly and the chronically ill. As water purveyors, we should
all be proud of what we do and not shy away from telling others that we do it well
and with grear sincerity and expertise.

We are asking HMAWC members to take a moment and reflect on the advances
made over the past 100 years; the growth the industry has experienced, and the
many changes you've survived and that will continue to challenge your companies
and your personnel, Then, please rake some quality time and look at the future of
your company and service areas to prepare yourselves for the most intense decade in
the history of the water industry—1995 ro 2005.

MAWC will conduct a yeardong celebration of the investorowned water indus-
try which will consist of several items. To help commemorate our accomplishments,
MAWC will sponsor a Centennial Dinner in Washington, DC, in February; WATER
Magazine will publish a historical feature in each of the four 1995 ssues; and, the
Centennial Celebration will peak ar the Annual Conference in New Orleans in late
Dcrober.

The Public Information Committee has developed a "To Do List” of ideas to
implement during the year. You can promaote the centennial theme on your letter-
head, in advertisements and bill inserts, on company vehicles, and in many other
low cost ways., Let's step forward and remind our customers what a great job the
investor-owned water industry has done and will continue to do to provide the
most valuable resource and service—quality drinking water and quality service.
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MUNICIPAL UTILITY VALUATION:
From the Municipality’s

Municipal officials throughout the
LUnired States are, by and large, conscien-
tious in their role as custodians of public
assers, However, because of the nature of
the municipal beast, it can be difficult for
a municipal official to make the rransidon
1o viewing a utility as a profitable entity.

Indeed, the perception of value (s often
expressed in more qualitative erms (rang
ing from “"omigod, not chat again!™ o
"Wl What have we got here!”™) rather
than a3 a concept of asser value or rerurn
on investment, The "Bottom Line” for o
munleipalivy is often quite different from
thar of an irvestor owned urilicy.

A municipality will often have a com-
fore level in ignoring irs orility unless is-
sues of annexation or zoning oeccur, Bur,
as the realivies of complying with the Safe
Dirinking Water Act are brought into fo-
s, attention of an unwelcome $07t oo
curs, It is under these cinumstances that
opportunities for changes in unilicy orga
nigation can develop.

Here is the parados: A well run minici
pal utility can provide a positive value o
the community, whereas a utility that has
significant problems less sttractive o o
potential purchaser can be a negative factor.

Let's look at some of the perceptions of
municipal utilities, Unforcunately, many
of these perceptions are often true.
= "Cigar Box” nccounting: Municipal wtili

ties very often hanve fund sceounting more

subted to rax generated cash flows than
eniterprise activities. Concepes such as
book valwe and |J.¢|r|:e1.'ill:'i|.m nre ghﬂrn
nominal recognition, if ot all. Even in
those few states thae regulate municipal
witer utilitics, unrealistic depreciation
schedules and artificially low allowed
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Point of View

by James 5. Kelly; Financial Manager
Maoadison Wizter Uitility, Madison, Wi

rates of rerurn will be found, primarily

because municipal officials are unfamil-

inr with these conceps,

Basic utility operating practices may be

missing. Standard maintenance proce

dures, infrastructure replacement poli-

cies, and even dependable maps of the

SyElEm mEy nob exist.

= Licility goals many be secondary to
municipal policies. Such non-related
notions a5 annexation policies and zon.
img requests could find cheir way into
utility operations and planning. Other
unspoken policies may result in the
mayor's nephew finally finding a job in
the water department.

Small wonder, then, thar it takes some
thing like the Safe Drinking Water Act 1o
help officials "reengineer” the municipal
organization chart, Some states have rec
ognized the problem. The Mew York Seare
Public Service Commission has recently
set up a plant to aid acquisition of small
water utilities by means of rethinking tra
dittonal views of valuation and rate mak-
ing. Their Acquisition Incentive Mecha-
nism (AIM) provides for alternative ways
ro value small wtilities. Mew York hopes
to provide an incentive for very small in-
dependent firms 1o be acquired by larger
firms.

On the other hand, a well run munici-
pal urility can be a distinet asser. A urility
that has fully costed warer, good urility
r.-pi.-ra!ing Practioes, and an :i:‘:lfl':l.'i!!:'nl.'lurc
replacement policy can have the result of
not only being able to absorh overheads
and provide o reasonable return, but also
to dleal with che SDWA. Ohne of the major
differences berween the municipal urility
and investor owned utilivies becomes ap

parent here. Munbcipal urilivies eypically
have no access to equity funding bevond
that of thelr own retained earnings. An
other major difference les in the lack of
incentive to sccomplish chese goals. Real
istically, utilicy goals are often lomped
together with other municipal goals and
then suffer from lack of attention.

Another dimension eomes from the
role of the municipal official as politician.
Wearing this hat will invariably lead o the
question, "W hat abour the people!™ Inevi-
tably the private concern will strive o do
the job with fewer prople. As a selling
point o stockholders chis is an excellent
tool. However, the municipal “stock-
holder™ will often be the person in the
job being tarpeted.

The municipality, then, looks ot these
ISSLIES:

1) The ueilicy a5 an annexation or zoning
tonl:

2} The utilivy as a repository for person
nel problems;

1) The utility as a supplier of "free” ser-
vices, the costs of which don't find their
way to the mx roll,

4) The utility as a source of cash under the
gulse of charges that may or may not be
bazed on cost.

Modern planning and land use ap-
proaches minimize the usefulness of the
water utility a3 a ol w control annes:
ation or zoning. As the trend o effective
land use planning develops, municipal
officials will become sware that this tool
is meaningless.

In a serendipitous situation, a combi-
pation of early retirement, arerition, and
other jobs in the municipalicy will nullify
the effect of any lay-offs invalved In o




privatization bid. The problem may well

exist that the mayor's nephew would be

out of a joby no one ever said it would he

CisY.

The price elements for o municipalicy
will then indude:

+ The cost of “free” services;

» The values of charges made o the urdl-
ity

« Capital recovery of the invesement in
the wurility,

These elements must be balanced
against the real valoe of the utility as a
going concern composed of working assets
providing an appropriate return, If done
properly, this view of 3 utilivy will enable
the municipality to find whether or not it
is deriving real value from its imeestment.
By holding the value of the investment up
b ECTUTing, two major questions develop:
1315 the investment providing a real re

turn o the owner!

(Mote that fully costed rates must be
included in the analyals. A urlicy with
superficial pricing policies is passing
along an unknown subsldy every time
a hill is presented to a customer.)

2} Iz this capital besr invested in a urilivy
or in another municipal venture or in-
vestment! Long term preasuty securities
may be considered as a benchmark.
The vaater industry in che United Seares

is leery of change. One of the reasons is

that the quantum changes affecting the
energy and telecommunication utilities
have been slow to arrive at cthe water uril-
ity. Another is the structure of the indus-
try—large numbers of small municipally
owned wtilities. The major difference be-
tween other utilitles and water is that the
product is ingested, The Safe Drinking

Warter Act, then, provides much the same

incentive for change as the other urilicy

industries. A large, well run, municipal
utilicy will be able to deal with these
changes. Other communities may well
find an answer in having a proven inves-
tor owned utility provide water services,

fames 5. Kelly & the Financial Manager of
the Madizen Water Ueilivy, Madison, Wiscon

#in. He has over [T years experience in the

uriliry industry, and has authored the Wiscon-

sin Fection, AWWA, policy on "Privaization,

Comsediclazion, and Regionalization of Water

Livilicies im Wisconsin® Mr. Kelly iy the 1991

recipient of the George Warnen Fuller Auand,

ol holds an M.B.A. in Finumee from Loyola

University, &

WATER/WANTEVATER
PRIVATIZATION

by Robert W, Poole, Jr.
The Reason Foundation

Mineteen-ninety-three marked a con-
tinuation of the trend townrd water and
wastewater treatment privatization. Do-
mestically, the most notable developments
were the urllizarion of coneract operations
by larger ciries and the increasing scope
of services {e.g., entire public works de
partments) under contrace.

In Movember 1993, legislation to
amend the Clean Whater Act to provide a
definition of a "publicly owned trearment
work” based on purpose rather than owne
ership was introduced by Senator Frank
Lautenberg (DM}, By holding privacely
owned erearment planes to the same ereat
ment standards as publicly owned treat
ment works (rather than more stringent
standards), the bill is expecoed to remove
an impediment to private imvessment in
municipal wastewater treatment plants,

Two of the EPA's three pilot projects on
infrastructure privatization moved for-
ward in 1993,

In Movember 1993, Indianapolis
swarded a Syear, 387 million contract for
the operations and maintenance of its two
advanced wastewater treatment plants to
the Whie River Environmental Partoer-
ship, The contract will cut the city's an
rieal wastewater trearment operating bud-
get from 330 million o 518 million, or
40 percent. The cicy'’s facilities (combined
capacity of 243-mpd) will be the largest in
the country to come under privace man-
agement.

Another EPA pilot project sdvanced In
1993 and in early 1994, The villages of
Germantown and Carlisle, and the city of
Franklin, Ohio, passed resolutions autho-
rizing a consuleant o negotiare a 20wear
service agreement to shift ownership of

the Franklin Area Wastewuter Treatment
Plane to Wheelabrasor EQS (WEOS). The
4 5-mgd facilicy, which is owned by the
Miami Conservance District, has been
operated by WEOS since 1987, If com-
pleted in mid-1994 as expected, the trans-
actbon will mark the first full privagization
of a prantfunded wastewater treatment
plane ever, or of a municipal plant since
the 1986 Tax Reform Act,

The ciry of Silverton, Oregon, the site
of the third pilot project, has made less
progress given that fzs plan relies on
changes in the tax code. In terms of
privatization beyond contract operations,
two other projects are noteworthy.

The EPA has glven the city of Petaluma,
California, a 330,000 grant to decument
the city's progress in structuring a service
agreement for the design, construction,
operation, and possible finance of a new
$25-million wastewater facility. The city's
experience with a turnkey-private opera-
tion is expected to offer a viable
privatization model. As of early 1994, the
city was drafting a service agreemient and
preparing to issue RFPs by April.

The city of Laramie, Wyoming, & pre
paring RFQs for the upgrade and opera-
ton of its $1 3-million wastewater treat
ment plant. The project will be notable
because che turnkey portion of the con-
tract will be financed with State Revolv-
ing Fund loans. The city wis encouraged
to adopt this privatization strategy by an
August 1993-CH2M Hill study which
indicated that, compared with the tradi-
tlonal procurement approach, privatiza-
tion could reduce rotal project costs by at
least 10 percent pnd accelerare project de

feontinued on mext page)
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Privatization, continsed

livery.

I achdition to a lirge number of O&M
contracts pearded by small- and medium-
sized cities, a few large cities either
mwnrded O& M contracts or began review-
ing privatization options in 1993,

Im April 1993, Mewark, New Jersey,
awarded Profession Services Group (PSG)
a fiveyear contract to manage the city's
B0-mpd Pequannock Water Treatment
Flant, which serves 500,000 people. The
contract is expected to save the city $1
million annueally, or near 40 percent

In 1993, the Philadelphia Water Depart-
ment made two significant moves roward
privatization. Following a report by Camp
Diresser MceKee indicating thar the Phila-
delphin Water Department could secure
significant savings by privatizing its sludge
management operations, in October 1993
the department issued an RFP for those
SETVICES,

In carly 1994, the deparement selected
Camp Dresser McKee to provide assis-
tance in procuring & contract operator for
the city's Southwest Water Pollution Con-
trol Plant, & 200-mgd advanced secondary
wastewater plane.

Major sludge management contraces
included Waterbury, Connecticut,
Maussau County, MNew York, and San D
ego, California,

One notable trend in 1993 was the in
creasing scope of management contracts
to imclude entire water and wastewater
systems as well as entire public works de-
partments.

Saninsboro, Georgla, expanded its ser-
vice contract with OMI to include the re
maining public works depariment func-
tHons. OMI is now responsible for the
city's street, wehicle and cemetery mainre
nance, and building inspection, and ad-
ministration.

Roanoke, Alabama, avarded a three
year contract to PSG for operations of
entite water, wastewnter, and natural gas
systems, The 3300,000 per year contract
will reduce the city's utility costs by about
W) percent.

Alron, llinois (pop. 33,000, issued an
RFP for a contract for che city's public
works department, which includes water
and wastewarer systems, garbage collec
o, street maintenance, and golf course.

Similarly, PSG has been awarded five

o NAWC WATER

year coneraces by Moore, Oklahoma, and
Wakulla, Florida, which include respon.
sibilicy for 2 wide range of functions be
yond only wastewater treatment. These
broader-scoped contraces join Pikeville,
Kentucky (P3G Mustang, Oklahoma
(PSG), and Hinesville, Georgia (OMI),

Major International Developments

Britain's North West Water was very
active around the globe in 1993, The LLE.
water company led n consortium that was
awarded a 20year 52.43billion contrace
o build, upgrade, and operare Malaysia's
national sewage system.

In Bangkok, Thailand, Morth West
Warer's consortium won a 3260-million
turnkey contract for a 135-mgd wastews:
ver ereatment plane, 51-kms of intercepror
sewers, and 8 5-km tunnel, And the firm
was pwarded a $39-million contract wo de
sign, build, and operate o wastewater treat
ment plant for the Portuguese territory of
Macao,

Morth West Water also led a consor
tium which was one of the four o be
swarded a 10vear contract to modernize
Mexico City's water and wastewaper treat-
ment systems, Oher winning consortium
leaders include: Lyonnaise des Eaux-
Dumez, Severn Trent, and Compagnie

Crenerale des Eaux. Phase 1 of the contrace
includes census of users and installation
of meters, phase 2, establishing billing
systems, phase 3, infrastructure rehabili-
ration and expansion.

Cuernavaca, Mexico, awarded L1.5. Fil-
ter o | 2-year concession to design, bauild,
own and operate a 14-mgd secondary
wastewater treatment plant.

In late 1993, Wellington, New Zealand
{pop. 160,000) issued an RFQ for the de
sign, construction, and operation of a
wastewater treatment plant. The city is
interested in Build- Own-Operate Transfer
proposals offering private finanece oprions.

Price Waterhouse and Black and Vearch
were selected for privatization studies of
watersupply svstems in Jamaica and Chile,
respectively. The Asian Development
Bank is funding a study of the
privatization options for the water-supply

systems serving industrial and resort ar-
eas in Thailand.

Mr. Poole is President of the Los Angeles,
Californiabased Reason Foundation. The
Reason Foundation expressly retaing the copy

right to thizs marerial. Ary requests for pen
mission to reprint the article should be di
rected to the undersigned.

Copyright 583 1984, The Redson Foundation
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1994 Water Utility Compensation

and

Benefits Survey Results

by Gerry Stoffel, Managing Principal, Safe Consulting Group

The 3rd Annainl Invesror-Owned Wazser Uil
ity Compengation and Benefits Saorwey con-
sisted of the following nwo pars:

Part 1: 19¥M Investor-Ownied
Waler Utility Compensation
and Beneflts Survey

The traditional compensation and ben-
efits survey wis published and discribuged
iy participating companies in late July. The
survey analysed annual cash compensa-
tion (i.e., salary and annual incentives) for
21 executive, managerial, supervisory and
I'rTu:'lFl:nlnnal poaltions covering 322 in-
cumbents at 18 water urilities. The survey
was conducted over a three month period
between April and July 1994, In addition,
the survey gathered general policy and
practice information concerning 401(k)

plans.
Purt 2: Customized Position Analysis

This year, a number of urilicles re-
quested a more detailed competitive analy-
sis oof cheir company’s positions. The cus-
tomized analysis lets companies request a
detailed review for individual positions
from a list of 48 positions. The positions
covered in the “custom” analysis include
the 21 positions from Pare 1 and 27 addi-
tional positions.

PART 1:
1994 SURVEY HIGHLIGHTS

A Compensation
1. Salary
As with previous surveys, our analysis

..

showed a strong correlation between sal-
ary level and various measures of position
responsibility (e, revenues, customers,
pesets, pumpage and employees), Gener
ally, management at larger water compa-
mies are paid more than their counterparts
at smaller ueiliies, This relatonship is
most pronounced for senior management
(e, Chief Executive Officer, Top Finan-
cial Executive, ete.). A CED moving from
o company with 325 million in revenues
to a compay with $100 million in rew
enues could expect a salary increase of
479%, A CEO moving from a companmy
with $100 million in revenues to a com-
pary with 5200 million in revenues cosuld
expect o salary increase of 19%. A top fi-
nancial executive moving from a company
with $15 million in revenues to a com-
pany with $100 million in revenues could
expect a salary increase of 36%. A similar
executive moving from a company with
S100 million in revenues o & company
with $200 million in revenues could ex-
pect a salary increase of 1 7%,

For lower level, non-supervisory, mul-
tiple incumbent positions (e.g., engineers),
the size of this company has minimal af
fect on salary. However, for some super-
visory positions (e.g., Customer Service
Supervisor), we found & strong relation-
ship between salary and the average
houry rate of subordinares. A customer
service supervisor whose subordinates
make 313 an hour would receive o 14%
higher salary than a supervisor whose sub-
ordinates make 310 an bour. A customer

service supervisor whose subordinates

make 516 an hour would recefve a 10%
higher salary than a supervisor whose sub-
ordinares make %513 an hour.

2. Annual Incentives

Twothirds (12 of 1B) of the survey par-
ticipants provide annual cash incentives
to ot least one executive position, The
prevalence and size of incentives decreases
as we move lower into the organization.
For example, the median rarger incentives
for a Chief Executive Offtcer and Top Fi-
nancial Executive are 25 percent and 15
percent respectively,

B. #01{k) Practices

Prevalence and Participation
16 of 18 survey participants have 401 (k)

plans, On average, 30 percent of eligible

emplovess participate in the plan.

Contribufion

1. Employee Contribution: 10 of the 16
companies allow the emplowe to con-
tribute more than 10% (B companies)
or have no stated maximum contribu-
tion (5 companies). Note: the 1994 limit
by the IRS is $9,240.

1. Company Match: 9 of the 16 companies
match 50% of the employee’s contribu-
tion. 10 of the 16 companies provide
maximum contributions between 1%
and 4%. The type of company match
most frequently used is company stock
(10 of 16 companies).

feontinied on nexe page)
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Compensation, confinsed

Invesiments

1. 14 of the 16 companies have the em-
ployees direct the investment of their
400 (k) nssens,

1. 14 of the 16 companies provide guar-
anteed Income contracrs as well as mu-
tual funds, The mest frequently men-
toned (7 companies) number of mutual
funds offered is 5 funds {7 companies).
Also, no participant provides more

than 5 funds.

PART 2:
CUSTOMIZED ANALYSIS
HIGHLIGHTS

The customized analyses provides a

greater level of detailed analysiz for a

company's individual positions. The analy-

sis takes inno account:

1. Local salury levels for the geographic
aren in which vour positions are locared.
The local labor market in which you
compere for workers can significancly
intluence salary levels of lower level ex-
empt and non-exempt positions. For ex-
ample, secretaries and supervisors in
northern Mew Jersey or Los Angeles are
paid differently than in Maine,

1. Belevanx size or scope. There is a direct
correlation between the size of the com

pany (2.g., revenuess, customers) and the
competitive salary level for execurive
and wpper middle management posi-
tioms. The customized analysis will take
into account your position’s size and
scope in developing the overall compett
tive salary level,

3. Utilicy and general industey dara (when
applicable). For example, a General Ac-
counting Manager posttion 13 one that
can be found in both urilities as well as
non-utiliey firms, Therefore, the cus-
tomized analysis would present the com-
petitive salary being paid in compara.
bly sized urtilivies as well as comparably
sized general industry firms,

4, Significant responsibilicy differences
between your company’s pesition and
the survey position. For example, if your
customer service manager is also re
sponsible for management information
systerns, an adjustment should be made
to the General Accounting Manager
competitive market data to take into
account the additonal responsibilities.

The following exhibiv ilhestrares how the
Customized Analysis is presented.

SURVEY METHODOLOGY
The survey was developed through a
series of discussions and meetings with

F—

represenative participancs, This approach
helps ensure that the survey positions and
ropics are relevant for all pardicipans,

Participants represented o wide array of
investor-owned warer utilities wich respect
to size, business diversity and organization
STructure.

The annual survey is intended to pro-
vide management and cheir Boards wich
timely and useful compensation related
informarion which will assist them wich
either auditing their current compensation
practices or developing new programs.

ABOUT SAJE
CONSULTING GROUP

Saje Consuldng Group is a human re
source consulting firm based in
Langhorne, Pennsylvania. Saje peincipals
have consulted and worked with NAWC
member companies on compensation and
benefits related issues since 1984,

Safe is currently planning the 1995 sur-
vey, If you are interested in participating
im ehe 1995 survey or would like o receive
detailed information on a Customized Po-
sition. Aralyis for positions within your
company, please contact Cerry Seoffel or
Tom Howire ar Saje: Saje Consulting
Croup, Ing., 390 Middletown Bld., Ste.
#6072, Langhorn, PA 19047, relephone:

215/741.266%; fax: 215/752-2199. &

Survey Position/
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Safe Drinking Water:
At What Price?

Water Leaders Discuss Critical Issues and Trends
in the Water Industry as Part of a
CoBank Water Leadership Survey

CoBank executives recently interviewsd 33
waker industry leaders throwghout the United
Stares representing all facets of the warer in-
dustry, This @i their repore,

*The public is willing to pay more for
water that meets new safety stanclards,”
says James Groff, execurive director of the
Mational Association of Warer Compa-
nies. “The question is, how much more!™

It's clear to rural water industry lead-
ers that everyone wants good drinking wa-
ter. It gets murky when you try to answer
questions about how to provide quality
water:
= How safe is safel
+ At what price!

» Can rural water providers, especially
smiall providers, meer tougher health
standards and survive increased federal
regulation?

« What structural changes must water
companies make?

* What type of systems can provide the
best water service!

« What financing alternatives are avil-
able!

Een Hide, vice president and manager
of CoBank’s Bural Water Deparement,
observes that warer leaders are deeply con-
cerned abour resolving these issues, "De-
spite the tough issues, each executive in-
terviewed remains optimistic about his
company, the industry and even the na
tional economy,” he reports. *In face, 64

by Peter B van Dernoot
with Mancy Jorgenion

percent of the executives believe the
econcmy will improve through 1995, and
29 percent think it will remain casentially
the same. All anticipate increased rev
enues in the shore rerm, although coupled
with increased plant and testing expenses.
Vierunlly all expect o hire addicional
employees.”

Critical Issues

Whien asked ro name the three most criti-
cal issues facing the water industry, Jimes
Ciroff, executive vice president of the Ka-
tional Association of Water Companies
(MANC), bluntly expresses the view of
vy " Regulation. Regulation. Begularion!™

In face, 55 percent of the inferviewees
identified “increased regulation” as the
number one issue. © Regulations will drive
everything, and regulation is here to stay,”
says Tom Duck, excoutive director of the
Texas Bural Water Associarion,

Another 13 percent tag the cosely re
lated issue of financing as chelr principal
congern, Funding regulatory compliance
especially worrtes smaller company lead
ers as they have fewer customers oo share
the cost.

Most Critical Issues

55%—Increased reguladon

2 3%—Financing

22%—Restrucouring, aging plants, avail-
able sources of water

Ciiven anticipated Congressional reau-
thorization of the Safe Drinking Warer Act
(SDYAY, and che growing lise of regulared
contaminants, it's not surprising to see
regulation and financing ranked ar the
top, " There has been o quantum leap in
the regulation of contaminanes,” says Jack
Hoffbuhr, deputy executive director of
American Water Works Association
(ANIEAY, "Repulations on lead alone
grew from three pages to 500 pages.”

That's going roo far, contend some re-
spondents, "SDWA doesn't respect local
conditons,” says Jan Wick, president,
Avion Water Co,, in Bend, Oregon.
*Their view needs vo be moderared.” Adds
Groff: "EPA admits chey have regulated
contaminants without having all the nec
eszary scientific background.”

While SDVUA tearing requirernents are
burdensome, some believe they aré neces
sary to provide safe water. "We must suc-
cecd in making logic out of the regula-
tions,” says Jim La Plane, manager of the
Central [owas Water Association in New
ton, lovwa. “Mew research and develop-
ment, technology and financial resources
will make this possible.”

David Monie, manager of the Logan
Wells Water Co. in Cherry Hills, Mew
Jersey, says;, " Testing costs have become
much less of an issue than a few years ago
because of competition to get the testing

fconpinued on next pagel
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At What Price! continued

business. Ir will ger better for the water
inchustry, not worse.”

Sxtll, the regularory price tag sieepens.
EPA estimates compliance costs for new
regulations at $1 4.6 billion, of which $8.6
hillion will fall on the shoulders of small
WALET COMPpanies. =~ W hen you soo waber
bills go from 320 o $50 a month, will
the public be able to payl,” asks Charles
Hughes, commissioner, Morth Carolina
LUkilities Commission.

Structural

Tos deal with regularions and their costs,
induscey leaders expect major structural
change. “New regulations are driving in-
frastructure changes,” says Eddie Daniel,
general manager of Cash Water Supply
Co., in Greenville, Texas,

Of those interviewed, 35 percent expect
their own organizations to experience an
acquisition soon, and 69 and 64 percent,
respectively, expect more mergers and con-
solidations.

Structure Changes
B —mergers

4%—consolidations
35%—acquisitions

More water companies will look for
ways to share the expense of hilling, meter
reading and other activides, [ see forma-
tion of major water wholesalers,” says Rob
Johneon of che Matonal Bural Warer As-
sociation. " That's the way of the future,
the way EPA is pushing us.”

Consolidation cannot be avoided,
agrees Ken Peterson, o lnwyer with Cralg,
Small and Werkenthin, a law firm in Aus-
tim, Texas, "SDWA compliance will im-
pose higher costs on the public watér sup-
ply, which consumers will resise,” he says,
"Economies of scale just don't apply in
small companies.”

ANIWA encourages co-wp arTangenents
on equipment and supplies. AWWA's
Hoffbuhr notes that small systems them-
selves are beginning o see that they can't
afford specialized personnel and compli-
ance. “As state regulators find small sys-
tems out of compliance, they will urge the
companies o hook up with a neighbor,”
he says.

Mark Safty, an atrorney with Holland
and Harr of Derver, works with warer sys-
temis across the West, "If wearer operators
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are smart, they'll realize the financial ad-
vantages of size,” he says. “Economies of
scale ease costs such as atrorney fees, com-
pliance and general operation.”

But changes won't come easily notes
Melson Stader, a retired water company
mianager and s member of CoBank’s board
oof directors. " [ewill be hard for some com:
panies and managers to give up their his-
vorical vurf, but the need is there,” he says.

Rich LaBochelle is legislative director
for the Natonal Rural Electric Coopera.
tive Association (NRECA) “Some small
systems may be hesitant to merge with
another system,” he says. "Yet the realivy
is that environmental regulations and
economics of scale will drive a move 1o
ward consolidation. Everyvone believes
there will be fewer systems and that these
larger systems will be able to better serve
their communities.”

LaRochelle represents the nation's ru.
ral electric co-ops, which have become
mare interested in the water industry, He
says o significant pordion of people served
by rural electric co-ops are not served by
water systems. - MRECA's marketing sur-
veys show that 25 percent of all electric
co-ops inthe nation will do something on
the water fssue,” he adds. “Twenty percent
say they will own or operate a water sys-
tem in the furure.”

States will compel change as well. Ac
cording o Hoffbuhr, stares won't have the
rescairces to regulate 1,000 water systems
each. Watch for stare commissions forcing
developers to work with existing systems.
*The days of providing a silent service are
over,” says Hoffbuhr, “The industry will
have 1o be far more involved with the pulb-
lic o communicate increasingly complex
fssues,”

Enwvironmental concerns continue to be
complex and controversial lssues for the
industry, As water demand increases, so
will conflice berween agricultural and
environmental interests, Water companies
are caught in berween. "There i3 a natu-
ral tension between farmiers and cheir co-
operatives and their water companies,”
comments Tom Yan Arsdale, vice presi-
dent of environmental policy for the Ma
tional Council of Farmer Cooperatives
(NCFC). *Environmentalists promote leg-
iskation inm areas of wellhead proection
plans, ircigation, runoff, watershed and
groundwater. [t's an opportunicy for us all
to work together toward real warld solu-

tions. Our Environmenial Policy Commir
tee at NOFC works on those solutions.
And some of our member co-ops mke 5
holistic approach to dealing with these
problems.”

Funding Sources

Mew regulations and the inevitable
structural chonges and rising costs pose
another concern for water companies, as
Ken Perersen succinetly summarizes:
*Where is the money going to come
from?™

Financing needs include both increased
complinnce costs and upgrades as well as
plant expansion and line extensions. Esti-
mates of the amount of capiral oz o per-
centages of existing plant required during
the mext chree years range from 10 per-
cent to 400 percent, most of it longterm
debt.

Traditional financing sources include
Farmers Home Administratdon granes and
loans, state bond banks, community block
grants, and a few dedicared private sector
sources such as CoBank. However, fund-
ing does nor come as easily or quickly as
the leaders would like. Water company
executives would love o see faster ap-
proval of loans and more availabilicy of
both shore and longterm loans. They also
prefer fixed rares for debt financing in
order o better caloulate costs, though a
few want the option of both fised and vari-
able.

Eddie Danbel of Cash Water Supply cites
the need for faster turn-around: “Its un-
realistic to te down the engineering for o
project today when you can’t get federal
financing for rwo years.”

Chardes Hughes of the Morth Carolina
Unilities Commission points out a com-
mon complaing among small system bor
rowers. “Most banks still require water
company owners o use their personal as
sets a8 collateral.” he says.

O those interviewed, 67 percent think
federal assistance should help finance the
impact of the SDWA and the Clean Wa-
ter Act. Additionally, 75 percent feel thar
stnte revolving funds should be available.

“If the government mandates programs
such as the SDWA and the Clean Warer
Act, the government needs to pay for
them,” says Fred Curry, chief of the Wa-
ter Utilities Branch of the California Pub-
lie Ultilities Commission. “Otherwise, it
will keep on mandating more and more




rules, State revolving funds have to be
there to ball our the extreme situations.
Water is a healch and welfare issue.”

Stan Patey, manager of Neweastle Pul
lic Works Authority in Oklahoma, agrees:
“If the federal government puts the mon:
key on our hack, they should make the
money svallable”

Hoffbuhr says that, traditionally,
AR s opposed to revolving funds, but
somie state grant funds may be needed 1o
keep rates acoepable: "We need some sort
of revolving fund to help basket cases, but
there won't be enough for all systems. We
necd a variety of financial mechanisms.”

In Scotrsdale, Artzona, Gary Goodman,
president of Bermuda Water Co., echoes
the sentiment. “Without state revalving
funds, testing alone could bankrupt some
of the very small companies,” he says.

Bur not everyone wants public assis-
tance, state ot federal.

*1f your have a debs, you should pay ix,”
Melson Stader says, "Revolving funds
should be a last vesort.” Lawrence Rider
of Nittany Water Co. in Howard, Penn.
sytvania, sdomantly opposes a revolving
fuinads * Ie weill fuse ger burned up in admin:
isrration and won't help people.”

Jan Wick ar Avion Warer Co. says, "Pub-
lic assistance funding disguises the cost of
SDWA, and the citizenry needs to know
the real cost of government programs.”
Jim Gallagher, chief financial officer of
Southern California Water Co. in San
Dsnas, fires a final volley: ® Better govern:
mient is less government.”

The debate may be moot, Listen to Bob
HMash, LLES, Department of Agriculcure
uniersecretary for Small Community and
Rural Development: " There will never be
enough money for what we want to accom
plish withour the active involvement of the
private sector. Government cannot, and
should not, serve a8 the main funding
source for economic revitalization. 1'd like
to gee more public-privare partnerships
where our rural development agencies
wiirk with lending instirutions o leverage
federal resources.”

Clearly, privare financing will play a
larger role, “Federal guarantees would
help,” Rich LaRochelle comments.
"USDA's current palicies don't encourage
effective use of private funding sources,
We need to make sure there's a private
component to scretch available federal

dallars.”

Phil Sherman, a CPA at Sherman, Bar-
ber and Mullikin in Madison, Indiana,
notes. that while financial options have
incrensed, more options are needed. *Wa
ter companies are just beginning o learn
about commercial loans,” he says.

MAWC's Groff explains a benefic of
private financing: “You get funds faster,
and tirne Is money.”

Mark Safty at Holland and Hart repre-
senits many public water systems thar is-
sue their own debt. “The public debt mar-
ke is bound up with rules; a company hias
to go to thousands of bond holders to get
things changed,” he says. "The Flexibilivy
provided by private banks can save public
systems hundreds of thousands of dol-
lars.™

Bur can—and will-private lenders pur
up the money! While many leaders say
thiey'll rely on local and regional banks for
financing, they're wary about local bank-
ers’ willimgness to lend o the industry.

Pennvest is the bond underwriting arm
of the state of Pennsylvania. *There is in-
adequate credit available to finance the
water industry in rural America,” says
Paul Marcherti, executive director ar
Pennvest. "We can't meer demand—we
have very little capacity to fund private
EYSLEMiE.

If private lenders step forward, will they
understand local industry needs! *There
is 0 Nebraska way of doing things and
there is o Wall Streer way,” says John
Trecek, vice president and general coun-
sel of Municipal Bond Underwriters in
Omaha. "It's best when you know whiat
will work.”

What Price Water?

Wherever funding comes from, a glass
of warer is going 1o cost more in the fu
ture, " Texans are used to cheap warer,”
siys Eddie Dandel of Cash Water Supply,
"but the price is poing up. Water is our
most essential commodity.” Tom Duck
predicts rate shock: ®Some water systems
haven't raised rates in 20 vears—and brag
about it.”

Gene Whatley, executive director of the
Oklahoma Bural Water Association, ex-
pands. “Since water falls from the sky,
people think it should be free. Well, it
costs a lot to deliver. People don't under-
stand the impace of SDYWA"

Water leaders believe consumers will
pay much more than they do now for good

quality water. The question is, how much
miore!

Several suggest that the monthly cost
of cable TV is a pood upper benchmark.
But many feel rates could easily double,
and others foresee rare hikes as high as
200 to 300 percent where aging plant in-
frastructure requires replacement.

“Ir's whar you're used to,” concludes
Hoffbuhr, “1e may not be the rate as much
as the percentage increase that sets people
off.”

Who Can Frovide the
Best Water Service?

Uncertaingy about the price of a glass
of water raises yer another question:
Which delivery system provides s quality
glass of warer at the most economical
price! Those interviewed are evenly split
in their preference of consumer-owned oo
operatives or investorowned utilities
(IO Rsh, Ar ANFWA, Hofibuhr maintains
a neutral stance: “*The key is public in-
vidvernent, from the people who drink the
Water.

The Fulure?

As water companies, regularors, finan.
cinl institutions and ultimately the paying
consumer struggle with these wagh s
sues, what does the future of drinking
water look like in this counery?

Orne thing is certain: demand for qual-
iry water will only increase, pacticularly
in rural America. A March B, 1994, ar-
ticle in The Wall Sereer Journal noted thar
several of the 20 fstest-growing counties
in America are rural. “The shift ref lects
the restructuring of corporte America,”
the Jowrnal repores. *Businesses, o slash
costs, are moving large chunks of their
operations from downtown office build-
ings and suburban office parks to more
rural areas.”

Those businesses. and homes that will
rise with them, will need water.

"I's wiral,” says Rob Johnson of NEWA.
“If you don't have water and waste man-
agement, industry won't move in.” Thar's
one reason the natbon's rural electric co-
operatives are carving out a niche in the
water industry. “Electric cooperarives rec-
ognize water development as an oppartu-
nity to serve their communities,” says
MRECA's LaRochelle.

Many lesders emphasize educating the

fcomtinued on next page)
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At What Pricel contimued

public and regulators abowt water lssues,
"We have to get better crganized o edu
cate rejulators who aren’t familiar wich
local water issues,” sugpests Jim LaPlant
MAWC s Jim Groff sdds, *Educational
efforts must focus on the impact of regu
larion and how it's driving up cosrs.”

AR seps n need to educate the pub-
lic a5 much as regulators. “Technicians
cannot make the decisions o I!|'|.l:|r owi
sbout the critical issues of the induscry,”
Hoffbuhr says. *The public must be in-
volved.” Just as crucial—educating and ae-
eracting high-qualicy erplovess. ®Utilities
have focused on treatment, not maine-
nance,” he says. “Keeping systems main-
tained and clean will be increasingly im-
pormane”

The public’s role and public percepion
of the warer industry will be key, reflects
CoBank’s Ken Hide, in summarizing survey

resulis. “The good news is that quality bead-
ership i in place, We are confident that good
water will continse o be awilable 1o con-
sumers. The challenge will be explaining the
cost of qualicy mo the public.”

Pever K. van Dernoot {5 a consultant for
callank, Ruval America’s Coopemtive Bank,
which provides financing o ereditworthy
water and waste disposal syitems serving
largely incorporated aneas or communities of
20,000 or less population, Nancy Jorgensen
i manager of customer communications for
the bank. CoBank provides more than $1 59
million in loans and commitments to systems
in |8 sates. The bank also provides financ
ing to mieral electric coops, neral telecommi
nicabions syidems, ug:rin:uhnm] comperatives
ond other businesses serving rural America,
and finances exports for the benefit of LIS,
agricsliural cooperatives. For mere injorma:
teom om CoBank, call Denver, [ (800} 542-
8072, or Atlanta, | (8000 255.7429. &

An EPA Perspective

by Peter

Small Systems Coordinator
LS. Environmental Protection Agency

We believe the answer for small systems
is fundamenial structural change—not nec-
essarily shared pipes, but shared manage
ment. While a single small systern might
not be able o afford the services of a quali:
fied operator, o group of systems probably
Cif.

There are abour 20,000 communicy
water systemns which serve populstions of
less than 100 persons. There are ancther
20,000 systems chat serve 100500 per-
sons, Many of these systems are weak in-
stitutions and will be hard pressed to pro-
vide safe, reliable service and comply with
SOWA sandards,

Many of these systems could improve
their performance through restructuring.
Restructuring can take many forms. Some
systems can " pull themsehves up by their
bootstraps® by ralsing rates, installing
meters and adopeing financial and man-
agement discipline. Others will need to
contract out for operations and manmge
ment services. Still others will find it best
o plosically or adminiscratively merpe
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with another system.

Practical, appropriare rechnologies are
wailable, and maore are being developed,
for use by small systeins needing treat
menk. These technologies, coupled with
remote monitoring and control of che
technology, offer great promise for provid-
ing safe, reliable service to small systems,
even if the systems are peographically fso-
lated. Some stave drinking water program
are embracing these new technologics
while others are more conservative, EPA
hopes to gain new authority through
SDWA reauthorization to bester facilitate
the use of lower cost technology.

Many in the vwarer industry have de
voited great energy to secking reduced
regulation of water systems, | believe the
public interest would be berter served by
focusing this energy on addressing the
fundamenial, underying problems in the
industry, Many creative solutions are avail-
able. Collectively, we need to stop ealking
about it and start acting to improve small
system performance. &

Please send more
information about
NAWC to:

Mame

Pasition

Company

Address

Telephone

* Type of business:

] Regulated water utility
O Under $1 million revenues
C1 Ower $1 million revenues

0O Waler service company

O Equipment mir./supplier

[ Financial services

O Consulting

] Engineering

O legal services

O Other

* | have particular inferests or
guestions, as below:

Return jo:

National Association of
Water Companies

Suite 1212

1725 K Street, N.W.
Wiashington, DC 20006
(202) 833-8383



by jamies B. Groff

It's difficulr to believe that anocher year
has drawn to a close. It has been an
extremely busy one, replete with many
new ideas and initiatives. Successes in-
clude rhe Annual Conference In
Scottsdale;, the "Fly-In™ in February,
heightened small company acelvities,
greater interface with the federal agencies
and water programs areach NARLUC meer-
ing, to name but o few,

Cerrainly there was much o provide en-
courngement, but there were also frustra:
tions. Predominantly, the lack of success,
despite o great deal of hard work by many,
in repealing the rax on CIAC and reau-
thorizing the Safe Drinking Water Act
(SDWA).

The failure to repeal the tax on CLAC
wis particularly frustrating, because de-
spite the [R5 position not to opposs re-
peal of the tax, the strong support of Rep,
Bob Masui (DACAY, Andy Jacobs (DRI,
and many others, and the agreement of the
Chairmen of the Finance and Ways and
Means Committess not o oppose repeal
of the tax, the necessary provisions were
never carried 1o the House or Senate floor
because there was not tax legislation that
could act as a vehicle to carey these provi
LM,

Mor did the Safe Drinking Water Act
renuthorization fare any beoter. Despice
mnny, many hours of negotiations between
Coalition members and Senate and House
staff members, which ultimately resulzed
in compromise bills being enacted in each
house, time ran out before differences
coitld be resolved and a compromise bill
passed for the President’s signature and
enactment [nto Lo,

ExeclliibeRireclor 8 HHePortl

Mevertheless, something is amiss, Ax
this point in the year, life in the KAWC
offices should mot be nearly as hecde. Af
ter a very successful conference, staff
should be engaged in wrapping up izs de-
tails and planning and initiating 1995°s
effores,

However, thar is not the cose. Not only
are preparations already underway for the
Associntion's 99th Annual Conference in
Mew Orleans, seafl is also enmeshed in
developing the details of several special
activities, the first of which is scheduled
for February 28, 1995, commemorating
the Association’s 100ch annbversary, This
dare allows the Association to invite com-
missioners and commission stalf acten:d-
ing the Mational Association of Bepulatory
Litility Commissioners winter meetings in
Washingron, DUE., o the event. In order
to reduce travel, the Board wisely decided
to combine the Association’s mid-year
meetings (MNominating Committes, Execu.
tive Committee and Board of Directors

micerings) and anmual Congressional *Fly
in™ with this firse abhservance of the
Associarion’s centennial,

Complicating staff efforts, however, is
contractor work in connectlon with the
renovation of the Association's office
spaces in downtown Washington, DC.
The renovntion is being undertaken as a
part of the Association’s renewsl of s
office space lease for five years.

One of the first issues o claim the
Association's attention in 1995 will be
reauthorization of the Safe Drinking "Wa:
ter Act in the 104th Congress. In addi
ton, however, since the Republicans con
trol Congress and have promised o middle
income max cut as part of their *Contract
with America,” there should be an excel
lent opportunicty oo repeal the tax on
ClAC, Both of these issues will be at the
core of the Government Relations
Committec's deliberations as we enter o
potentially bountiful Congressionnl ses
sion. Look, however, for a different Con-
gress, partoularly in the House where not
anly will committes chairs change from
Democrats o Bepublicans, commitres
names may change from (for example)
“Ways and Means" to " Bevenue” and "En-
ergy and Commerce” to “Commerce and
Health.” Environmental issues (e.g.
SDWA, CWA, etc.) apparently will be
under the jurisdiction of the new "Emdl
ronment and Natural Resources” commir-
tee, whose chairperson has yet to be
named. Further, not only are there a num-
ber of defeated incumbents and their seaff
looking for employment, there are also
committee staff vying for new and/or re-

feontimeed on nexe pagel
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Executive Directors Report, continued

organized committees’ positions. Never a
dull morment in your narion’s capital,

Along with its Hill effores, the Asso-
clation will continue to pursue with Trea-
sury lengthening the rerms of &M con
rraces of government assets funded with
tax exempt financing, and broadening the
definition of “for the public good™ as it
applies to exemption from the mx on
CIAC.

The new formar, began last vear, for the
annual meeting of the Association’s Board
of Directors in Scotrsdale, Arizona, gene
erated interesting discussion and many
constructive ideas. Subsequent to opening
remarks by Board Chairman Barr, Board
members discussed, over lunch, staff pro-
vided summarics of the meeting's action
irems as well as other relevant issues, OF
ficers at each table then summarized the
exchanges after President Tompkins' and
the Executive Direceor’s synopses of As-
sociation activities for the year.

Al this meeting, the MAWC's Board of
Directors approved an infrastructure
white paper, revised the subsidy policy for
small company participation in Associa:
tion events, approved the Florida
Chapter’s bylaws revisions and a 1995
Association budpet rotalling $1.6 million;
elecred officers and the 1995 MNominating
Committee and reviewed szanding com-
mittees', regulatory relations’, government
relations” and the WICC s acrivities.

The Board approved budget for 1995
anticipates expenses exceeding projected
income by $116,000. Expenses reflect n
continulng increase in Associaton scrivi-
ties and a commitment to recogrize 100
vears of achievemient. They also reflect the
Associntion taking advantage of an oppor-
runiey o lease adjoining office space. Had
the Aszociation not taken advantage of
thiz opportunity, it would have forfeited
its change to expand during the remain-
der of s fiveyear tenure in this building.
Mevertheless, operating with a deficit de
pleres reserves, and, accordingly, the As
sociation may need to consider o modest
dues increase in 1996,

During his presidency, Bill Holmes ini-
tiated a program designed to revitalize the
Association’s committees, Subsequently,
im early March 1993, members of the Ex
ecutive Committee met to discuss and
frume issues for the Assoctation's commit-
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tees to undertake. During thar meeting ic
was agreed that, in general, committees
should be asked mo pursue specific issues,
as well as encouraged to develop responses
o concerns ralsed by commitves members.
It was also agreed the committes chairs
should discuss commirtes activities dur
ingan Executive Committee hosted break
fase for committee chalrmen ar each an-
nual conference. In Scottsdale, the
Executive Committee-Commitiee Chair
breakfast revealed that almost all of the
MANMC's standing committees were in-
volved in activities that will provide sig-
nificant benefir to the Association’s mem:
bers,

Because of space constraines, only a few
of the committees’ plans can be reported
here. Regardless, the following will give
some ides of the scope of committes ac-
thvities envisioned in 1995 and bevond.

The Accounting Committes worked
extensively on reformarcing the
Associntion's F&O report. This allows
separately listing holding company infor-
mation and sdds consistency to the report,
Committee members, principally Gail
Brady, also exvensively investigated, for
accuracy, the data submitred for the report
by member companies. In addition o
making presentations at various NARUC
meetings, this committee is attempting to
make itself more accessible to both exter-
nal organizations snd to the Association’s
membership. Positive response to these
effores is beginning to give the committes
greater recognition within the urility in-
duscry.

The Association’s Committee on Chap-
ters is striving to make all chapers more
active by coordinating the exchange of of-
ficers at chapier events, exchanging infor-
mation and hosting a meeting of chapter
chairpersons to share information and
promote organimtional initintives.

The Customer Service Committee will
coordinate both an Eastern and Western
Customer Service Conference; distribute
a customer service survey and develop an
“iden bookler” that will ultimarely be pro-
vided to the membership. The results of a
customer service survey, which is designed
o give each company o chanee to evalunte
irzell as well as evaluare its performance
against other companies, will be entered
into o database ar che MAWC's Washing
ton office for subsequent use by Associs:
tion members,

A healeh care benefit/cost (as a percent
of payroll} survey will be distriboted in
early 1995 by the Employee Relations
Committee. Committee members have
particularly gained from discussions of a
wide variety of employee related issues,
which sre in many instances unigue o
water utilities, during committee meet-
ings. The commirtes is seeking additional
members and is pursuing the development
of a system to collecr, and subsequently
disseminate, additional information on
healeh care matters, as well as issues relar
ing to lnbor lows,

The primary mission for the Finance
Committes is to expedite commission ap:
prowal of financing of capital intensive fa-
cilities. They also hope to proceed with
the development of a financlal database
and participate in meetings with the
MARLIC Water and Technology Commit-
tee that address financial matters. New
projeces for 1995 will consist of review-
ing company insurance needs for major
risks, such as catmstrophic coverage, and
enhancing the image of the investor
owned industey within the financial com:
Lt y.

The focus of the Government Relations
Committes will be to pursue federal leg.
tslation and repulations thar are burden:-
some o the indusiry or impede
privatization, including repeal of the mx
on CTAC and revisions to the SDWA, thar
will make the law more cost effective, effi-
cient and practical to implement.

In addition to imvestigating possible
improvements to WATER magazine, the
Public Relations Commirtee is participar-
ing in the development of events designed
to recognize the 100th anniversary of the
Association.

The Rates and Revenues Committes
has completed a deaft paper on "Construc
tion Work in Process and PostIn Service
Property.” The commitree plans to submit
this paper for approval to the Executive
Committee and subsequently discuss it
with the NARUC Seaff Committee on
Warer. In addidon, the committes is ask
ing chapters to repore recent rate decishons
and is purssing a "repulatory event” nogi-
fication process that would allow the com-
mittee o participate in such events in
pursuit of the Association’s goals. In this
regard, staff was asked o investipate the
need for a fax hotline, which could be used
e inform members of upcoming mectings,
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pridd imiciate o system of indexing the vari-  |eave to artend to matrers associated with  Jack MeGregor. Mot 1o be overdooked is
pus white papers and position papers that  his father’s sad and untimely death, the  the resourcefulness of Audra Zellner of
have been developed o dave. conference “came off without a hicch.,”  NAWC's saff, who stepped in and ook

In addition to presentations to the  That fact is not only a tribute o Mike's  over many of Mike's responsibilitics. As
MARUC Attorney's Conference, the  vision and planning, butalso atribute to an unusually involved participant in this
Regulatory Law Committee is pursuing s the dedicated individuals ar Bridgeporr  particular conference, | commend each
whire paper on the disrribution of the gain~ Hydraulic Co, {the host for this confer-  and all for their superb work, and thank

of sales on utility property. The
committee's efforts on the paper have been
delayed, but it should be complete by year
end.

The Begulatory Relations Committes
will use infrastructure and privatization
as the principle issues to be discussed
during the various MARUC repional con-
ferences in 1995,

Mow that the Small Companies Com-
mittee has an insurance program, a short
form bookleeping program and a financ-
ing program underway, it is looking to
provide a computerized booklkeeping sys-
tem for small systems. This committee is
also investigating expansion of the
Association's insurance and financing pro
grams in order to improve chelr svailabil-
ity to members, and exploring the poten-
tial for allocating state revolving funds on
w regionil basis,

The Taxation Commictes believes thar
It would be advantageous to develop a link
o MARUC and pardcipate in various
MARUC meetings. The commirtes will
provide support to the repeal of the tax
on CLAC effor and to the Association's
artempt to lengthen O&M contract terms
it 25 years, establish a clearinghouse of
tax rulings and continue to pursue the
consolidared rax adjustment kssue,

Last but not least, the Water Technol:
oy Committee provides technical suppore
on an “as needed” basis. The commitiee
pluns to become more invoheed in OSHA
ispecifically proposed federal sentencing
puldelines for corporate environmental
crimes), and analyze reports that misrep-
resent the drinking water industry.

1954 was an active year and 1995 prom-
ises even greater activides. We look for
ward to the new year and its challenges
wnsd le1'|. El.l..']': l.‘ml EVETY Dne uf Yol the
best for 1995,

S,

The success of the Association’s 98th
Annual Conference in Scotrtsdale, Ari-
mna, has been widely accliimed. Despire
the fact thar the Associarion's staff con-
ference coordinator, Mike Horner, had to

encel, and particularly Dan Mearon and
hiz "team,” all of whom were guided by

them for thetr ourstanding effores. #

The Matonal Begulatory Besearch In-
stitute (MRRI) recently relensed the re
port, " Revenue Effects of Warer Conser-
vation and Conservation Pricing: [ssues
and Practices.” The report was written by
Pr. Janice A. Beecher, MRRI Senior Re
search Spectalisyy Dr Parrick C. Mann,
NRRI Aszociate and Professor of Econom:
tes, West Wirginia Universioy; Dr. Youssef
Hegazy, MERI Senior Research Associate,
and John D Smnford, NER] Graduate
Research Associate.

Whater conservation can be exceedingly
beneficial to the environment, society,
and consumers, but not necessarily
water supply utilivies {especially in the
short term). Philosophical support for
water conservation invariable encounters
the practical issees of water utilivy eco-
nomilcs. Conservation beluvlor and con-
servation pricing affect the balance be
tween the price of water and the quandey
of water demanded. Depending on a
utility's predetermined revenue require
ment, changes in quantity or in price may
or may nod resultin revenue deficis, sur
pluses, or conscquential instability.

The disincentive for water urilities w
promote conservation appears to be
srrong, Traditbonal economic regulation
perds to reinforoe the disincentive for util-
irysponsored conservation. Repulated
utilities generally are more motivaced to
irvest in supply-side reésources and In-
crease sales than o engage in demand
management. Reductions in utility sales
through conservation can cause revenue
erosion and uncertatnty, which In tum
can reduce profits o imvestors amd in-
crease perceived risks. However, reduc
thomis in revenues may be asccompanied by

NRRI Report on
Revenue and Conservation

reductions in costs, Moreover, revenue
uncertabnty for warer utilites can be an:
ricipated and quanrified, nnd coping strae
eies can be developed through improved
wtility planning.

Commission paolicies and practices in
the area of water conservation are evobe
ing, as revenled ehrough a detailed NRRI
survey of commission siaff members, Gen:
erally, commission policies and prefer-
ences in the area of energy conservation
have not been transferred to the warer
sector. Althoupgh commission experience
im the water conservation area remnins
somewhat limited, staff members are
highly myvare of conservation and planning
izsues and their potential relevance
water utility regulation, Commission in-
terest in efficiency pricing and conserva-
tion-oriented rate structures appears to be
growing. In several states, policies related
to water conservation and planning were
under development at the time of the
MNRERI survey. However, some state com-
missions clearly have not embraced the
idea of warer conservation. In general, uril
ity conservation programs must be shown
£ be costeffective before cost recovery is
allowed by regulators, Like other urtlivy
pctivithes, conservatbon activities imahe
a degree of regulatory risk.

Developing induscryspecific policies
on conservation and conservation pricing
is n formidable challenge. In meeting this
challenge, water utilities and regulators
have begun to recognize efficiency as a
viahle resource option for the water sec
tor. Mamy of the concerns about the ef
fects of conservation on water utilicy rev.
enues can be addressed by raking a

longterm, efficiency-odented perspective,
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Regulatory Relations Report

try Sharon L. Gascon

The NARUC Water Committes met in
mid-Movember during the HARLIC s
106ch Annual Conference and addressed
a host of regulatory issues including wa
ter research needs, small system viability
and communication with ratepavers on
thie rising cost of warer. The ever growing
interest by regulabors in water issues has
caused this hard working commitee mo ex-
pand the length of its future committes
mcetings and request more water specific
economic reseanch.

O the commitres’s agenda is a semi
nar on privatization, to be held on Sun-
day, February 26, 1995, at the ].W.
Marriott in Washingron, DLE.,, during the
MARLIC Winter meetings. [F any of our
members are interested in attending this
semiinar, MAYC will be publishing more
information in NewsFlow as it becomes
available. The Staff Committee on Water
will also undersake, in the wear future, a
survey bo determine what viability pro-
grame exisc in stares that economically
regulate water, as well as the legal suthor-
ity for such programs.

The Whater Committes is pursuing ad-
ditlonal water research support from
MRRIL. Chairman Charles H. Hughes
praleed the value and qualicy of past MERL
research efforts in the water area over the
past several years, and expressed to
MERIl's Director, D, Douglas jones, char
the growing water issue agenda adopted
by the committee suppests that additional
research would be needed.

The KARUC Warter Committee and
Subcommittee on Public Information, in
cooperation with the LLS.EPA., has pro-
duced a brochure thar discusses why the
cost of drinking warter s rising. The bro-
chure will be mvailable to commissions for
distribution ro rarepayers after the first of
the year.

Dr. John D. Graham, Direcror of
Harvard Center for Risk Analysis, ad-
dressed regularors during a general ses-

o NAWC WATER

sicn at NARUC s Annual Conference on
the subject of "Making Sense of Risk.” Dr.
Graham reflected on the degree of pro-
tection EPA is secking with drinking wa
ter standands, a3 compared o the amount
of cost and risk chat are associared with
other enwironmental and health risks. He
pointed out that the public's perception
thar life s becoming more risky is simply
not well grounded in facts. Dr. Graham
went on to say that since 1950, life expect-
ancy at birth has increased from 65 to 72
years for males and from 75 o 79 for fe
males, He also pointed our thar the
public's perception of the overall quality
of the environment s worse today chae it
was five or even 20 years ago. Howewver,
the best svailable evidence sugpests thar
the quality of air, warer and food has im-
proved steadily since 1970, Repandless, the
public’s understanding of relative risk is
far from perfect and he concluded vhat if
we are to make furcher strides againse pre-
mature death and impaired health status,
it is crivical that civizens and policy mak-
ers focus their limited attention span and
scarce resources on the big risks,

The NARUC Water Committes also
sponsored & panel on the resuthorization
effores of the Safe Drinking Water Act.
Panelists included: Jim Groff, MAMIC s
Executive Director; Diane Kiesing, Com:
misstoner, Florida Public Service Commis-
sion; Diane YanDe Hei, Executive Direc
tor, Assoctation of Metropolitan Warer
Agencies, and Peter Shansghan, Small
Syatems Coordinator, US.EPA. The

panel wis moderared by Water Commir-
tee Vice Chalrmam David Williams. (A
copy of Commissioner Klr.ulin;q's and Jim
Ciroff’s articles can be found beginning
on page 28 and 31, respectively.)

Discussions by this pane were also o
cused on risk assessment -:tms:r]:rati.nm
debared during the Safe Drinking Water
Act reauthorization. EPA's representative,
Peter Shanaghan, took the opportunicy i
express his opinion that the reauthoriza:
tion seemed to be entirely too focused on
cost-benefit fssues. Observers, however,
predict that the debare over acceprable risk
levels and the cost of protection will con:
tinue to be an imporcant factor in future
SDWA deliberations,

In response oo questions and concerns
from regulators regarding the inability of
small systems o meee SDWA standards
and monftoring requirements, Mr,
Shanaghan offered that waivers were ganil
able through state primary agencies for
smiall systems. Commissioner Kiesling
pointed our that in her state wabrers were
not readily mvailable and, in face, the pri
MmEry agency was not grantng them due
to the possible liability associated with
such a deciston,

REGULATORY HIGHLIGHTS

MARUC Officers Elected at
106th Annwal Conference

The Mational Association of Regulatory
Urilicy Commissioners (NARLUC) elected
its officers during its annual convention
in Beno, Mevada, in mid-November,

Montana Public Service Commission
Chairman Bob Anderson was elected
pnanimously as the 104th President of
HNARLUC. He succeeds Commissioner
Keith Bissell of the Tennesses Public Ser
vice Commission. He was elected o the
commission in 1990, for a four year oerm,
and wus recently elected o another four
year term. Prior to joining che commis




sion, he was a consulting engineer. Com-
missioner Anderson has also been the
President of the Western Conference of
Public Service Commissioners, He is a
membser of MARLUCs Commitiee on En-
erpy Conservarion,

Elected to the office of First Vice Presi-
dent wus Commisstoner Edward Salmon,
a commissioner with the Mew Jersey Boarnd
of Public Uilities. Commissioner Salmon
is 8 member of the NARUC Commirtee
on Communbcations. He was appointed w
the Mew Jersey BRL by Governor Florio
in July, 1991, for a term that runs until
Maorch 1997, Before his appointment to
the commisstion, he held elected office for
more than twenty years, having been
clected twice to the New Jersey General
Aszembly and serving as the chalrman of
the Assembly’s Economic Growth Com.
mittee. He has also served as a freeholder,
mayor and municipal commissioner in
charge of public works. Commissioner
Salmon has also spent 27 years as an edu-
cator where he held che positions of
teacher, sdministrator and coach in three
SPOrLE,

Commissioner Bruce Ellsworth, with
the Mew Hampshire Public Utilides Com-
mission, was elected to the office of Sec.
ond Vice President of the Association. He
wis first appointed a8 0 commizsioner in
1986 by then Governor John Sununu, He
wis appointed to another six year term in
1986 by Governor Judd Grepg. Commis-
sioner Elloworth firse joined the commis
sion a8 o Gins Safety Engineer in 1972, He
is an active member of NARLUC and a
member of the Association’s Executive and

Cias Committees.

HARUC Awards Litility
Companies for Excellence in

Educalion Through
Community Partnerships

NARUC esmablished the Excellence in
Educarion Awards program three years ago
to provide national recopnidon o exem-
plary utility/education partnerships that
showed significant progress in achieving
the original six Mational Education Goals.
This past year, with the passage of the
Goals 2000: Educate America Act,
HARUC expanded the foous to recognize
those partnerships that target significant
results for school reform and system
change in schools.

MARUC encourages local urilites o

support these efforts through establishing

education parcnerships in thelr commu-

nities which will effect systemic change in

America’s educarion system. One of the

mast important factors in developing these

partnerships is to create a sense of owner-
ship and collaborative spirit by involving
utilicy employees, teachers, administra-
tors, parents, students and other comma-
nity members. The awards program is ad-
ministered and coordinated by the

Mational Association of Parcners in Edu-

cation, Inc., in Alexandria, Virginia.

Commisstoner Kelth Blasell, during the
Marional Association of Regulatory Com:
missioners Annual Conference, presented
the Thomas P. Harwoeod, Jr., Excellence
in Education Award w the Florida Power
Corporation=for their partnesship with
the Pinnelas County School Diserice. The
urility had a long-term commitment to the
school districe o address five of the eight
Mational Education Goals: readiness for
school; high school completion; student
achievement; teacher education, and pa-
rental involvement. Through creative, re-
sults oriented programming, the partner-
ship has helped achieve the following
milestones:

+ TO Pinellas public schools have a Door
ways Program that provides college
scholarships, tutoring, mentoring,
healeh snd support services for serisk
children;

« 380 children have received the commit-
ment of full-tuition college scholar.
ships;

» 130 schools have received training in
Total Qualiey Schooling

+ BOO students participate in tutoring and
mentoring activities;

+ the school district has revised its rech.
nical education curriculum, and

« school dropouts have decreased from
12 percent to 4 percent during the past
five years,

The selection of the Thomas P
Harwood, Jr., Excellence in Education
pwird was made by a panel of judges, with
representation from NARUC, Florida
Power & Light Comparry, (last year's sward
recipient) Fairfax County Public Schools,
MYMEX and Baltimore Ciey Schools.

MRRI Reaches Funding Milestone
The Mational Regulatory Besearch In-

stitute (NRRI) reached a funding mile-

stone late this summer when the Georgia

and Nebraska Public Service Commis-
sions agreed to begin funding the NRRI.
With the addition of those two commis-
slons, every state public service commis-
sion in the nation has agreed 1o fund the
MNRRL

State-provided funding of the NRRI
was begun in 1982 afver the NMARLIC at
its 93nd Annual Meeting in 1981 vored
i approve o funding formuls designed o
allow the NARLUC member states to fund
MARLUC's own research arm. For the early
years of MRRI existence, the LLS, Depare-
ment of Energy provided MERI's financial
support. Since 1981, the number of state
commissions funding che MERI has
grevamn from one which had agreed to fund
by the end of FY 1982, o twentyrwo in
1983, and to fifty-one, (including the Dis-
tebce of Columbia) at present.

MNew Commissioner
Appointed to Florida PSC

Commissioner Joe Garcia was ap-
pointed by Governor Lawton Chiles
complere former Florida Public Service
Commission Luis ], Jauredo's term end-
ing in January 1998, and rook office Au-
gust 19, 1994,

Prior to his appointment w the PSC,
he served as Executive Director of the
Cuban Exodus Belief Fund, o project of
the Cuban American Mational Feunda-
tion, since 1988, The organization is re-
sponsible for initiating and developing the
first private sector refupes rescrelement
program in L5, history,

Befure joining the foundation, Commis-
sloner Garcin was the Assistant Director
for the Sahadoran American Foundation,
where he coordinated fundraising efforts
for humanitarian relief campaigns.

Commissioner Garcia received o Bach:
elor of Arts degree in Politics and Public
Affairs, as well as a law degree from the
University of Miami.

Indianapaolis Water
Customers To Get Refund

The Indizna Uhility Regularory Com:
misston ordered a $325,794 refund o
customers of the Indianapolis Warer Co.
at the request of the urilicy. The refund,
which will result in customers receiving a
one-time credit of about $1 46 per meter
on their bills, was unanimously approved
by the commission.

feontinued on next pagel
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Regulatory Relations Report, comtinsed
The ueilivy sought the refund o prevent

double recovery of certaln raxes as a re-
sult of o policy change undertaken by
I'W'C, The policy change imvolved taxes
placed on developers that install new lines
and equipment which are eventually taken
over by the utility, Under I'WC's previous
policy, the utility paid those maxes and
recouped that money through rates.

Because the policy took effece In 1993,
I'WC sought the refund to alleviate any
eoncern regarding double recovery of the
taxes, The refund amount indudes an in-
rerest race of six percent from the date of
collection until the dare the refunds will
be made.

Massachuselts Investigating
Incentive Regulation
The Massachuserrs Department of Pub-
lic Litilities is conducting an imvestigation
into the potential impacts of replacing cra-
ditional cost-ofservice regulation with
performance based incentive alernatives.
Liilities and others have been asked o
provide recommendations on perfor.
mance-based incentives which will pro-
mote the following objectives:
+ control costs of service;
* increase operating efficiencies;
« peduce regulatory burdens;
= pnsure innovtion, and
+ gtrengthen utilivies’ financial integricy.

Uniform Rate Struclure

The Florida Public Service Commission
hias allowed Southern Stares Uriliries, Inc.
to implement statewide uniform rates for
water services, finding the averaged rate
structure superior to stand-alone charpes
for Individual service dissricts. The com-
mission also rejected alternative rate struc
rures including: uniform rares with sub-
sidy cap; standalone rates adjusted by o
uniform companywide amount uniform
rates excluding return on investment;
stand alone raves wich restdential rave cap,
and countywide rates.

The commission found thar while the
uniform rates involved the greatest level
of subsidies berween service districts, the
ribes structure produced charges that are
affordable for all of the utility's ratepayers,
even those at the poverty level. It also
added rhat spreading costs amang all
FatCpEyers was an important factor given

° NAWC WATER

the widespread need in the water indus-
ery to replace aging infrastructure while
ot the same time upgrading treatment fa-
cilicies po meet increasingly stringent en-
vironmental seandards. Furchermore, the
commission said that statistical analyses
performed by its staff showed no correla-
tion between significant cost factors and
revenies that might support individual
system rate adjustmencs. (Docker No.
240391.E], Order No. FSC94-1 1 06-FOF-
El, Sepr. 7, 19094.)

Strategic Planning

The New York commission has directed
all large warer utilivies in the stare (those
with annual revenues in excess of 31 mil-
lion) o file long-range strategic plans on
o yearly basis, It found chat formal plan-
ning requirements wore Necessary o en-
sure that the utilities and rarepayers are
adequately prepared o finance conscrue-
tion to meet Safe Drinking Water Act and
Surface Warer Treatment rules as well as
other corrective actions to an aging infra-
stricture necessary to maintain high gual-
ity service. (Case Mo, 040060, Aug, 31,
1994.)

Gain on Sale of Property

Rarepayers and shareholders of Califor-
nia Warer Service will splic the gain earned
by the utility on the sale of 26 properties
during the 1980s. The California commis-
sion has ruled that the customer portion
of the 388,115 gmin will be used o off:
set plant outlays for the next five years. It
found that the water utility had incorrectly
allocared che entire proceeds to sharehold-
ers and directed the application of inter
est to the galn account from the date of
the sale of each parcel. While stressing
that the sharing polley it hod upheld in
the order applied only to water utilitics,
which commonly hold significane
amounts of undeprecinble property, the
commission noted that such a formula
would also work to encourage utilities o
seek the highest sales price possible 1o
deprecinble property. (ASZ-11.000 et al.
Sepr. 1, 1994.)

Utility Procurement and
Alfirmative Action

The California commission has fssued a
series of policy determinations concerning
irs affirmative acthon procurement program
for the state’s urilites. While declining o

incrense the established goals of 15% for
minority and 5% for women owned busl-
nesses, the commission ruled that public
agencies working under the same stare pro-
gram had achieved a 30% total in sards o
epealified firms. It urged ohe urilites o “re
think their reluctance” ro voluntarily in-
crease compliance. Mevertheless, the com-
mission warned the utilities that any
rechnibeal or economic assismnce offered as
part of outreach activities should be admin.
istered on & volenmary and " rsce-neurral”
basis to avoid actacks on constitutional
grounds, (Declsion 94-08027, B 93004026,
Aug. 3, 1994.)

Mew York Citizens® Utility Board

A Mew York appeals court has over-
turned an executive order by Governor
Mario Cuomo dirccting the state commis-
sion to certify a single Citizens’ Litilicy
Board (CUB) to represent the inrerests of
residentinl utility customers throughour
the state. The New York Supreme Court,
Appellate Division, 3rd Department
found thar the povernor violated the prin-
ciple of separation of powers by exceed-
ing the legisliture’s policy on ratepayer
representation in utility proceedings, Ac-
cording to the court, state law charges the
commission, the state Consumer Protec
tion Board and the state Artorney Gen-
eral bo profect consumers in such utilicy
commission cases. (Mo, 70499, July 14,
1994.)

PSC Approves Water
Planning Agreement

The Nevada Public Service Commission
approved a settlement agreement involv.
ing Sierra Pacific Power Company's appli-
cation for approval of irs 199520015 W
ter Resource Plan. The declsion will allow
Sicrra to spend between $4.9 million and
$5.3 million on warer conservation and
WaLer Mesciiice managpement sctivitics over
the nexe four years, depending on drowghit
conditions, The agreement also delays ac
tion on several lssues relating o a pro-
posal ta drill bedrock wells, with hearings
on these issues expected in late January
1995,

The agreement includes a plan o pay
for installing water meters in homes our-
rently without meters; under stare law no
mieter retrofit customer would be imvolun-
tarily billed ar the metered rate until 90
percent of the system is metered. &




by Stephen B. Cenzer and Mark L. Muccl
LeBouel, Lamb, Greene & MocRoe, LLE

Pannsylvania Court Rules Da Facto

Utilities May Not Charge Rates

In a decision issued Auguse 19, 1994, the
Commonwealth Court of Pennsylvanin
ruiled that the Pennsyhania Poblic Uhilicy
Commission (PLICY may not approve rates
for a de facto public urility, only for utilides
which comply with the staturtory requine
ment for a certificare of public convendence
andd necessity. In Popowsly v Penneylvania
PUIC, Case Mo. 2151 C.D. 1993 (Augusc 19,
1994}, the Pennsybranin Odfice of the Con-
sumer Advocate (OCA) had challenged the
legality of rates charged by Public Service
Warer Company (Public Service) w610 as-
romers in an ares of Pike County known as
The Escape. Public Service had commenced
wiker service on July 1, 1992, but had mot
filed for a cerificate of public comenbence
of an initial tariff until Avguse 1, 1991, The
OCA filed an intervention in that proceed-
ing, and raised the issue of the legality of
rates then being charged by Poblic Service.
When Public Scrvice subsequently ar
termped o terminate service o 22 custom.
ers for non-payment, the issue of the legal-
ity of such terminations was included in the
proceeding. The matter was considered
nlong with similar procesdings for a related
sewer company, with the same result.

The decisions of the PUC and the ap
pellate court both addressed the issue of
whether, as a defacto utilicy, Public Ser

vice could charge for service, and termi-
nate service for non-payment of bills, On
Cretober 13, 1992, the PUC issued an
opinkon stating that a de facto utilicy could
continue to charge rates in effect during
the pendency of an application for an ini-
dal tariff, and could erminace customers
fOr mon: payment.

The appellate court considered first the
DA s contention that Public Service was
operating illegally, The PUC contended
that Public Service's operations were not
illegal, but that as & de facto utility it was
subject to PLIC regulation. The appellate
court disagreed, concluding that che lan-
gunge of Pennsylvanin’s public utility stat
utes required a utilicy vo hold a certificae
of public copvrenience and necessity before
rendering service, Since under the low a
utility could only charge its rariff rate, and
Public Service did nor have a wriff, the
rates which it was attemipting to charge
were not lowful, Thus, the PUC could no
recquire o customer to pay bills due under
the imvalid eariffs.

Finally, the court acknowledged the dif
ficulties inherent in its ruling. In deter.
mining that the PLIC could not authorize
tatiff charges during the pendency of an
application for a certificate of public con
vepience and necessity, the court TEC
nized thar the PUC hod an interest in en-
suring that service was rendered o

ciistomers during the application process.
However, the court nevertheless con-
cluded thar chis was a gap in the starutory
scheme which could only be remiedied by
the legislature.

Approval of Single-Tariff Rates
Upheld by lllinois Appellate Court

The Appcllate Coure of Wlinois has af
firmed a decision of the inois Commence
Commission (Commission) approving
singletariff pricing for llinois-American
Warer Company. Monsanto Compans, et al,
v, llinois Commerce Commission, Appellate
Court Mo, 5930213 (May 16, 1994), The
Court concluded that the Commission
had the auchoricy to conclude thar single
tariff pricing was appropriste, and rhar
such pricing was not unfair to customers,
The Commission had spproved single-tar-
{ff rates for the company’s Southern Divi
sion, consisting of its Alton, Cairo and
Interurban districts. The Commission
had concluded thar the single tartff both
provided benefits o all of the company's
cusiomers in those districes, through rares
stability, and was consistent with proper
costofservice principles.

The Appellare Court noted that, under
the linois public utility law, only “unrea
sonible” differentiation in rates beétween
customer clasces was ]'lr-::l11'i|.'||!|!'|.1. Thas, the

feemiimeed om next pagel
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Recent Regulatory Decisions, continued

Court concluded thar the Commission
could properly conclude that the single
tariff pricing was appropriate, due to the
lack of & material difference in the cost of
service, and due o a recognition of the

benefits of broader-based tariff razes.

Ilinois Commerce Commission
Authorizes Post-In Service AFUDC
and Deferred Depreciation

In o decision dated Auvgust 24, 1994,
the lincis Commernce Commission (Com-
mission) has authorized Indiana-American
Whater Company to continue the capitali-
zatbon of the Allowance for Funds Used
During Construction (AFLUDC), and to
defer the scerunl of depreciadon, for two
construction projects in the company’s
Eokomo and Seymour districes, Pevivion of
Indiang-American Water Company, Case
Mo, 39924 (August 24, 1994). The com-
pany had requested that the Commission
authorize the contnued capimlization of
AFUDC for treatment plant improve-
ments, and improvements to a pump sta-
tion, pending the inclusion of such
projects in the company's rates as part of
rate base, The company had provided res-
timony that the capital expense associated
with the two projects was very significant
to o utility the sive of the company, The
relief requested by the company repre-
sented approximately 15% of the
company & pretax earnings level. The com-
pany represented o the commission that
it would be filing a full rare proceeding in
the near future,

The Commission approved a settlement
implementing the company’s proposal.
The Commission found that the earnings
erosion which would result from denial
of the company's request would be signifi-
cant. The Commission also found thatthe
impact on individual customers would be
small. The Commizsion concluded that
the sccounting treatment reguested by the
company would benefit both the compamy
and its customers, by improving the
company's ability o obtain or atrract fi-
nancing at favorable terms.

Californla PUC Confirms Decision
Limiting Rate Base Inclusion of
Property to Original Cost

In a decision issuwed August 3, 1994, the
Californin Public Utilities Commission

o NAWC WATER

(PULC) denied & request for a rehearing of
its determination that California Water
Service Company could only indude the
original acquisition cost of land purchased
in 1963, but only recently placed into ser-
vice, in the company's rate base. Re Cali-
jornia Water Service Compary, Application
M, 9109006 e 5., Decision Mo, 9408
3 (August 3, 1994), The compary had not
included the land, which was used as a
parking lot, in a request for rave base creat-
ment until 1990, when the company first
dedicated the land to public service. The
company had not previously recetved any
regulntory treatment of the land oz plant
held for future use, The company had newv-
ertheless requesred char, in addidon o
original cost, carrying charges incurred
since the original scquisition in 1963 be
included in the calculation of the rate base
valwe of the land,

The PUC noted that the trearment
which the company had requested would
give the company more relief than if the
land had been created as plant held for
future use. The PLIC also criticized the
company for delaying its request for race
base treatment of the value of the land
unitll afver the PUC had already approved
the cost of constructing the parking lot on
the propercy for inclusion in rare base,
The PUC expressed the view thar it
shiould have been apprised of the full cost
of the parking lot up frone, instead of be
ing informed of an additional cost only
after issuing its approval.

The PLIC reiterated its policy tharonly
actuml purchase price, and not falr marker
vilue ot the time the land is placed into
service, could be placed into rate base.
Among the reasons cited by the PLIC was
thar such treatment would bypass che
pridency review which would be engaged
in by the PUC, when acquired plant waould
be included in an account for plant held
for future use. The PUC noted its skepti-
cism regarding the costeffectivencas of
utiliey acquisitions of property far in ad-
vance of the proposed use of property.

The PLUC concluded that, consistent
with its policy as expressed in prior cases,
only the original cost and not the appreci.
ared value of the land could be used for
the inclusion of the land in rate base, It
rejected any arguments made by the com-
pany on equitable grounds, on the basis
that the company had chosen o delay re-
questing rate base trentment for the land's

value. The PUC stated char, under s re
quirement that “original cost™ be deter
mined ot the time [and is placed into ser
vice, that such original cost would not
include simple apprecintion in value during
the time the land was held by the utility,

llinois Commission Approves
Accelerated Accounting Treatment
for Facilities Retired as a Result of

Safe Drinking Water Standards

In a decision dated July 7, 1994, the
linois Commerce Commission (Commis-
skon), as part of its approval of a purchased
water sdjustment, an accounting treat
ment for Eldorade Water Company for
plant which Eldorado proposed to retire,
instead of upgrading to meet new water
quialicy stundards. Hlinsis Commerce Com.
misgion v Eldovade Water Company, Case
Mo, 930219 (July 7, 1994), Eldorado pro-
posed b retire a reservoirn, treatment plant
and surrounding land, convending thae i
would be prohibitively expensive to up-
grade the trearment plane in order o
lize water from the reservoir, While the
Commission Saff did not disagree wich
the proposal to retire the plant, and for
Eldorado to instead purchase additional
water from another source, there was a
disagreement a3 to the proper sccounting
LrEatment.

Eldorado requested that the cost of the
reservolr and land, and the value of the
undeprecinied plant, be retained in rate
base, thar the ongoing costs to mainemin
the reservoir be included as an operating
expense, and that the remaining plant be
amortized over o 10 year period. The Com:
mission Staff proposed ro exclude the
plaric from rote base, and have the loss
incurred by the company recovered
through an amortization.

The Commisston concluded that, as the
plant was no longer in service, it would
neit include the land or the undepreciated
plant in rate base. However, the Commis-
sion did agree with the 10 year amortized
recovery proposed by Eldorado. The Com-
mission also agreed with Eldarado that the
utilicy plant in question would have no
salvage value, and thus approved full re
covery of the remaining value.

Thanks to 5. B, Givens of American W
ter Works Serviee Company, Louise A, Knight
of Malatesta, Hawke & McKeon, and Frink
L. Miller of Huber, Lauwrence & Abell, for
sending in items of mterest. &




Federal Agency Notes

by Mark Planning

As 1994 closed, legislarors, regulators
ind local elecred officlals were examining
with greater interest than ever the several
hundred examples of where private com-
panies are operating and maintaining pukb-
lic-owned warter supply and trearment fa
I."|1I!||'.'.'|. LT wl!u:'n: Iill.'.ll ':Jr".ll.'iiil Iii-l'i'[' HI:!IJ
their facilities to private partners. [tis not
difficulr o understand why.

Srrict environmental regulations resul:-
ing from federal water lows, combined
with cutbacks in or the total lack of fed-
eral assistance to comply with these man
ibares, is driving municipal interest in pub-
lic-private partnerships. In August, Victor
Ashie, President of the U5, Conference
of Mayors, said che Safe Drrinking Waser
Act {(SDWA), the Clean Whater Actand the
Resource Conservation and Recovery Act
(RCRA) cost local governments more
imoreey than any other federal statutes. In
fiscal year 1993, the Clean Water Act costs
cities with populations over 30,000 33.6
hillion. The SDWA, cost these citles $600
million.

In 1986, the last year the SDWA was
reauthorized, Congress specifically re
quired EPA to set standards for 83 con
tuminants but included no provision in
the Ace to allow EPA to refraln from regu-
lating the contaminants if they are not
found in drinking water supplies. The re
sult is that EPA expects public water sys-

Looking Back
t 1994

vems to pay abour $1.4 billion per year
through 1995 to comply with the rules for
the 83 contaminants that are currently
regulated.
comparision, run as high as $4 billion per
year. As mamy as |12 contaminants could
be regulaced by next year.

In 1986, Congress also required EPA
to sct standards for 0 minimum 25 addi:
tional contaminants every three years
searing in 1991, This mandare, if retained
by Congress during next 1 995's reautho
rization, will require public warer systems
to test, monitor and treat their water for
over 200 contaminants by the year 2000,
In addition to promulgating 25 new stan
dards every three vears, EPA s prohibired
from setting standards based on public
health risk reductdon benefits. This re-
siriction has resulted in expensive regula-
tions that too often provide lictdle or no

health benefits to the public,

Industey estimaces, by

Because many of the standards have
only recently gone into effect, most com-
mumnities are just beginning the inirial
monitoring to determine whether certain
contaminants are present in cheir water.
Two major regulations, which regulate 38
contaminants, took effect during the past
two years: the Lead and Copper Bule and
the Phase Il Rule. The Phase WV Rule, also
promulgated recently, established reguls
tons for 23 contamdnants. Burwhar aboat
the standards for contaminants currently
listed for regulation! These contaminants,
which include disinfection by-products,
radionuclides, arsenic and sulfate are
among the most expensive to regulate.
Requirements to meet the proposed radio-
nuclides rule, the proposed disinfection
by-prosduces rule and the anticlpated ar-
senic rule will require local officials 1o
spend billions over the next few years. In
fact, complinnice with these three rules
alone is estimared o eost more than
double the EPA estimate of $1.4 billion
to meet standards already in place.

Although EPA remains
underfunded, its newly centralized en:
foreement structure is taking more en
forcement actions against SDWA and
Clean Warer violators. According to the
FY 1993 Enforcement and Compliance
Assurance, the number of civil cases re
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Federal Agency Motes, continued

ferred by EPA o the Department of Jus
tice for violations of water |laws increased
during FY 1993, EPA referred 338 civil
jucicial cases, down 6 percent from: FY
1992, but program-specific increases were
reconded for Safe Drinking Water Actand
Clean Water Act programs, which, when
combined, rose 9 percent from FY 92,
Enforcement actions drive complisnce—or
they should—bur a5 new regulations rake
effect, compliance for many systems is dif-
ficul, if mot impossible to schieve, because
of insufficient financial rescurces, techni:
cal expertise, or both. As new regulatons
are implemented the number of violations
will continue to rise for many small
Systems.,

Another reason behind che growing
interest in public-private partnerships is
the infrascructure crisis, or the capieal
requirements cities face to restore their
waker infrastructure. In July, the Mational
League of Citics announced that infra.
structure needs are the second most ad.
verse factor affecting local budgers this
past vear, just behind the rising costs of
health care and ranking even with the
coats of complying with unfunded federal
and state mandates. For small citics, the
single most unfavorable fsctor causing fis-
cal problems comes from infrastructure
and capital needs, much more than crime,
health care or mandates.

Distribucion lines and related infra-

structure have been allowed o decay be-
cause repairs and maintenance are fre-
quently the first thing vo go when municl.
pal budgees get tight. Maintenonce can
always be put off, or 5o it seems, untl the
next year, But it is now evident to local
officials and the trade groups thar repre-
sent their interests in Washingron, that
they must start loaking at public-private
partnerships and other innovative solu-
tions to pay for the costs of repairing and
replacing failing infrastructure.

Last vear the Warer Environment Fed-
eration [WEF) surveyed publicly-owned
treatment works (POTWs) of all sizes
about their equipment (e.g., pumps), ser-
vice (e.g., mechanical and process designa)
and treatment chemical {e.g., disinfec-
tants) needs for 1994 and 1995, Toeal
needs for ongoing trearment efforts were
found to be about $1.9 billion for 1994
and $2 billion for 1995, Abour half of this
amount is for equipment replacement or
upgracdes, with the remainder for services
and chemicals. These needs do not repre-
sent new facilicy conscruetion. They rep-
resent only one part of the operations and
malneenance funding needs for the 15,700
POTYW s currently operating throughout
the country. The survey estimates char
demand from new facilities would increase
the treatment product needs by 10t 15
percent annially.

A similar survey released recently by the
Association of Metropolitan Sewerage

Apencies LAMBA) estimaces capirtal needs

for ies 100 members of $32.4 billion for
the period 1993 o 1998, AMSA states
thut rehabilitation costs reflect a growing
emphasis on the repair and replacement
of existing treatment systems, many of
which were built in che early years of the
Clean Water Act. According to the repaort,
federal assistance is expected o finance
only $2.3 billion, or 7.9 percent of the
voral $32 billion. Correncly, local govern.
ments, through rates and taxes, carry 84
percent or more of the capital burden, in
addition to 100 percent of the sharply in-
creasing operation, maintenance and re
placement costs, Projected funding in-
cludes Srate Bevolving Loans, which are
ultimately repaid with local funds, increas-
ing the real burden to local governments
to over 90 percent of the total wastewarer
capiral costs. AMSA estimates pew con-
struction needs for small and medium
municipalities, which are not represented
by the Association, at over $30 billion.

The AMSA report states, “the message
is clear . . . the call is for a bold, new di-
rection for our future clean water efforts.”
Testifying before Congress in May, WEF
urged Congress to remove statutory and
regulatory barriers to encourage publics
private partnerships.

For the first rirne in several years, policy-
miskers, regulntors and elecred officials are
looking to public-private partnerships for
pssistance with thelr compliance needs
and capital requirements. 1994 saw lots
of scrivity. 1995 may see even more. &

Quorum Call, continued from page 53

rization legislation in the House will be
in & significantly stronger position to
champion these issucs. Bliley will either
be chairing the Subcommictes with pri-
mary jurisdiction over environmental leg-
islation, or maybe even chairing the Full
Committes on Energy and Commerce,
which has final review of environmental
legislation before it goes to the floor of
the House,

Though Republicans will run the show,
they all don't agree. We can expect sharp
divisions within the Republican caucus
between the deficit howks and the supply-
stders when it comes o fiscal year budget-
ing and taxacion. That is, between those
who feel we must get the deficic down be-
fore all else and those who believe that we
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must cut taxes first in order to spur busi-
ness 50 we can grow out of the deficit in
the long run.

Similarly, we can expect o difference of
opinion from Republicans when it comes
to enwironmental legislation. There will
be those who want to rew rite environmen-
tal law in order to assure that resources
are focused on areas which can affect the
greatest public safety, and those who will
acdvocate turning more of the responsibil.
ity over to states and gerting the federal
government out of such minutia alto-
pether.

LLE ]

How President Clinton responds to the
Mew Majority reminins to be seen. We can
expect to see the as yer unused veto pen
from the President. However, it is in both

the President’s and Congress's best inter-
est o work rogether as much as possible.
Like it or not, they both need each other
if they wanc to ger anything done. How
ever, Presidential politics is already rear-
kg ies head, and as the 1996 Presidential
election moves into high gear later in
1995, you will see more and more postur-
ing and less and less co-operation.

This means, if nothing else, that the
coming months should be very interest.
ing. The 104th Congress could offer grear
opportunities for the investor-owned wa:
tet industry, but at the same time the rules
are changing and we must be ready o
adapt 1o 2 changed and changing land-
gcape.

* Ax of this writing, some resules from mees soill
pat covnfirimed,
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Quorum Call

The 1994 Congressional Elections

What Hoppened

Earthouake, Hurricane., Tsunaml. Sea-
change, These terms have all been used
tiv describe the 1994 Congressional Elec
tions. And chey might be inadequate meta
phors o truly convey whar happened o
Whashington that day. On Tuesday, Mo
vember B, the American people (not some
mindless geological force) returned the
power of the entire Congress w the Re
publicans after forty years., Many had
pucssed that the Bepublicans would rale
over the LLS, Senate, but few guessed the
House would go G.O.P. However, when
the 104th Congress convenies tn January
of nexe year, in face Republicans will run
both the House and Senate=chough by
slim margins as compared o those enjoyed
by the Democrats in recent years. The Sen
ate will have 53 Republicans and 47
Democrars, and the House will have 231
Bepublicans, 203 Democrats and one In-
dependent.”

The enormity of this can't be over
stated. It has been forty vears since Repubs
licans controlled the House. The Senate
has been in Democratic hands for those
same forty years except six from 1981 to
L7, W hae started as an anti-incumbent
year clearly turned into an ant-Demo-
cratic year—a year in which we saw for the
first time since 1862 o sitting Speaker of
thie Howuse il to win bis re-election bid.
Members with huge amounts of seniority,
power and money (Foley [D-WA],
Rostenkowski [[-1L], Brooks [D2TX]) went
down in this odd year. Younger members
with bright futures also falled (Sasser [D-
TH|, Synar [ROK]). Exactly why the elec-
torate turned so sovagely against Demo-
crats is a subject of vastly different
interpretations. However, it was ot just
une factor which caused this Democratic
meledown, but rather many different
forces, some long festering, some short
term, which coalesced in 1994, These in

clude: the convention thar & President's
party loses Congressional seats in non:
Presidential elecrion years; some expected
Bepublican gains brought about by redis
vricng which didn'r fully rake affec in
1992 due to Clinton’s wing Clinton’s own
unpopularity; general snri-incumbency,
the Healthcare Reform Initiative debacle
which made Congress look so wasteful
and Ineffectual; in the Senare, a colnei-
dence that many more Democrats than
Republicans were up for election (21
Democrars, 1|3 Bepublicans); and, simi-
larly, the fact thar more Demeecrats than
Bepublicans chose to retire or seek other
office bringing “open” seats ino play (34
Democrats, 20 Republicans), These and
dozens of local and regional facrors led o
the Republicans sweep which saw not one
incumbent Republican lose his or ber bid
for reelection,

Whot It Means

The 1 04eh Congress comvening in Janu-
ary of 1995 will be younger, and more fis-
cally and socially conservative, yer ironi-
cally with less reverence for the traditions
of Congress, particularly in the House.
Thar Congress—again particulardy in the
House—will also feel that it has a mandate
to change not only the way Congress does
business, but will also feel free o exame
ine and reconsider many federal programs
and statutes long considered sacrosance.

For the first dme since 1953, a Repub-

lican will be running every Committee
and Subcommittee in Congress, On the
floors of both chambers of Congress, the
RBepublicans will be setting the agenda,
controlling the debate, and ealling the
shots. Mewt Gingrich (R-GA) will be the
new Speaker of the House and that prom-
izes mor only very different policies but
also o very different style From that body
than we are used o, Gingrich will un-
doubgedly be more confrontational, out
spoken, and partisan than any Speaker in
recent times. As o true economic and el
rural comservative, we can expect bills and
initiatives moving through the House
which will challenge the Clinton Admin-
tration to its core, Bob Dole (R-KS) will
be the Majoricy Leader in the Senate, and
though the agenda of that chamber will
be the Republican’s ro ser, the style will
likely not change a3 radically as we can
expect in the House, Senator Dole was
bricfly majoriey leader in the 1980s, and
has & much more traditional style than
Gingrich,

The Tax Committess will be chaired by
Senator Packwood (B-SA) in the Senate,
and Congressman Bill Archer (B-TX) in
the House. From Packwood, we expect
little departure from what we have seen
in recent years. However, the House has
primary jurisdiction over tax legislation,
and soon-to-be Chalrman Archer has let
it be known that nothing is sacred. This
extends into the basics of our ax eode.
Archer has mentioned that his Commit-
ree may consider doing sany with income
tax as we know i, replacing it with a pro
gressive consumption tax. Though noth-
ing this grandiose will happen in the first
100 days, it does indicate thar potentially
everything is on the block.

O environmental |sswes: L:-I‘inﬂil'tﬂ
man Bliley, who co-sponsored the NAWC
endomed Safe Drinking Warer Beautho

fcontinsed on page 52)
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Tax Adviser

Planning for Non-Taxable Contributions

Ower the past cwebve months, the In-
rernal Revenue Service (the "IRS™) has
contineed to rule in favor of axpayers
with respect to contributions based upon
the "public benefit™ exceptions outlined
in [R5 Motce B7-82. The published rul-
ings summarized below provide exmples
of the non-taxabilivy of contributions o
capital under IBC Section 118 {a) as op-
posed o the taxable trearment mposed
by the Tox Beform Act of 1986 (the “Act™).
While the Acr expressly provided that a
contribution in aid of construction
(CIACT) made by a customer or a poten-
tial customer is taxable, the [RS has ruled
in specific situations thar certaln pay
ments are contributions to capital and ex-
cluded from gross income. A review of
these rulings may serve a3 examples in
structuring the receipt of future contri-
butions,

Background

The legislative history to the Act indi
cates thar the receipr of CLAC by urilities
is a prepayment for future services to cus:
tomers. Since passage of the Acy, the [RS
has ruled on the mxability of congriba.
tions by whether such prepayments resule
in an increase in services and/or a ben
efit to the person receiving che prepay-
ments: As puidance, the [R5 and taxpay-
ers have looked to the Committes Reports
for the Act which state:

A urility is considered as having re-
celved propecey to encourare the pro-
vision of services if the receipe of the
propesiy is o prerequisite to the pro-
vision of the services, if the recelpt
of the propercy results in the provi-
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by W Fronk

Price Waterhowte LLP Stamford, Connecticut

sion of services earlier than would
have been the case had the propercy
not been recetved, or if the receipt of
the properey otherwise causes the
transferer to be fvored in any way.”

However, where the contribution ben
efits the public as a whole, IRS Motice 87-
81 exempes such receipts from taxation.
The Commirtee Beports stare that "ir is
clearly shown that che henefic of the pub.
lic a3 o whole was che primary motvating
factor in the transfers,” It is this public
benefic exception thar urilivies should con-
sider in svoiding the taxation of contribu-
LS.

1994 Private Letter Rulings [(“PLR")

In 1994, che IRS has continuwed o is-
sue rulings where the public benefit ex-
ception has been cited. The first PLE
(9401035} issue in eatly 1994 on che is-
sue of CLAC ruled that state pranes to an
electric CoOpeTanve for the l\.!l.'hi.lll and
construction of a power transmission in
tertie betwoen various Towns were non-
taxable. The IRS ruled the grant re-
sembles the public benefic motivation
outlined in the most prominent case on
the subject, Brown Shoe Co., Inc. The IRS
concluded thar the prant was provided oo
enhance the local econony and the reli-
ability of the whole system. The IRS also
concluded the grant satizfied the criteria
for o non-shareholder coneribution wo capl
tal a5 described in Chicogo, Burlington &
uincy B Lo,

The second PLE, 2410018 (zee the Tax
Advizor column in the Eall 1994 fssue of
WATER for a more extensive analysis), of
firmed thar & urilicy may receive a non-

tazeable transfer of utilivy property where
the transfer was intended o benefic the
public atlarge. In this ruling, a public
water supply system was transferred, not
for the direct benefic of any particular cuis
tomers, bur to improve the fire protection
system for the town, While the residents
could have decided o connect to the pul-
lic water system, there was no assurance
of any expansion in the number of warer
CUSTOMErs.

A similar conclusion was reached in
PLR 941 1007, In that ruling, payments by
mobile home park owners o a natural gas
utility to comvert a master meter customer
tox aim individueal meter system were mot for
the provision and/or expansion of ser
vices, bur were to improve the safety and
the speration of the natural gas distriba:
tion facilitles pursuant o the stare’s puls
lic policy. Compliance with the state's
safery guldelines was also clred as a ben-
efir to the surrounding communiry.

Another example of the public good
ewception was in PLR 9427008, The IRS
ruled the purchase and upgrade of a group
of cities” street light systems was & mon
taxable CIAC. The IRS found thar the
contributions would benefit the public in
general through the incrensed safery pro-
vided by betrer lighring, and would not
clirectly benefit any particular customer,
Any addidonal lighring would be treated
as the provision of a new service, and
therefore would be taxable as CLAC. This
ruling also pddressed the cities’ contribu-
ticns in the transaction and concluded the
payments were non-sharcholder contribu-
tons,

And finally, PLRs 2448005 and
S44 8006 indicared char the county's con




priburions to a urility for relocation of ex
isting power limes would clearly benefic the
1:,|1|:-1|;|: a% o whole. The [RS ruled char the
improvements would not be made for che
direct benefit of any particular customers
of the utility in their capacity as custom-
ers. Furthermore, the relocation was un
dertaken for either reason of communicy
aesthetics, or in the interest of public
safery.

As on alternative to the public pood
exception to avold mxtion, PLR 9420012
provides another example. In this ruling,
o utilivy and an unrelated partnership
agreed ro develop o waste to energy facil
ity., Under the agreement, the parrnership
upgraded and refurbished the generating
facility. As the transactlon permitted the
sule of power by o non<ustomer, the |[RS
held che upgrades were nor mxable CLACS,

following the guidelines set forth in [RS
Motice B8-129 concerning certaln pay-
ments or transfers of property to a regu-
laved public urility by a qualifying facil-
ity

Im the final example (PLE 944 3019) for
1994, the [R5 ruled that a regulated puls
lic wtilicy did not receive taxable CLAC
when the line owners transferred replace
mentor modified cirouit-breakers in which
the utility had an ownership interest, The
IRS ruled that the upgrade and reinfioree
ment of the transmission system were nec
essary only for the acceprance and rrans-
mission of electricity. As o result, there
wis no increase in the ner capacity of che
co-penerated facility, and, therefore, the
receipt of the facilivies would not be
treated as o taxable CIAC, However,
where the urilivy received paymients from

the line owners o replace or modify the
cireuit breakers, income was recognized
from the construction in the same man-
ner as any other taxpayer constructing
similar property under contract (IRC See-
tion 46400,

Conclusion

The above published rulings were de-
cided on thelr spectfic facts and circum-
stances, W hile their individunl ciroum-
stances are different, they represent
examples of what should be considered in
structuring the recelpt of contriburions wo
avisid taxation of such amounts, Strucour-
ing a transaction to benefic the overall
publiz good while not increasing the over-
all provision of services, should be re
viewed and evaluated as contributions are
recebved. &

Pipeline to Small Companies

NAWC and Donald R. Frey & Company
Form Computer Software Alliance

The NAWC recentdy formed an alliance
with Donald R, Frey & Co,, Inc. As o part of
this pact, Frey and Compary will provide
accounting and weiliey billing software 1o
MNAWE members at exclusive prices

The syptems offered are designed for inves
tor puned water companies. All opemte on
generic Ohpen Systems like UUNIX (TMY,
MEDOS (TM) and local amea networks. They
featiere veal time, interactive processing. The
accouniing accepis the NARUC charofac
Do s,

The following was prepared 1o provide the
membership with a profile of the company and
itx extemsive background in specialized appli
cution software.

Iwenty years ago, very little packaged
software was mvallablie, What was available

by Donald B, Frey
Darald R, Frey & Co., inc.

was of poor quality and expensive because
writing it was very complex and laborious.
Documentation was almost nil since it had
tor be prepared on o typewriter, Suppon
was weak, Programs were usually written
by one or two individuals, When the pro-
grammers left the project, the knowledge
lefr with them.

Technology has changed. Alrernative
nppil::t:il::-n ol twnre .-.n:h]ul::inn.l are avaiil
able. Their design is sccomplished by pro-
fessionals. More powerful computers have
permitted greater program flexibilivy.
Chualicy suppoct is avnilable. Documenta-
tion is robust. The cost of a software pack-
age has become very attractive.

In order o compare alternatives, [t
would be helpful to describe evolution of
Frey & Compamy's operation over the last

twenty years. Then contrast our current
offering with those available in-house or
from customer providers, Two important
issues, Open Syarems and Graphical User
Interfaces, will be briefly discussed.
Since 1974, Donald R. Frey and Com-
pany has been developing and selling spe
cialized software for urility billing and
accounting applications In national and
international markess. Actually, the firm
sells more than programs. It offers over
thirty-five years of computer experience,
rwenty of those sérving the specinlized
needs for a muldrede of customers.,
Donald B, Frey S Co.'s saff is exposed
to many operations each year vin product
inquiries, customer support and trade as-
sucintion meetings. Annual user mectings
feontinued om nexe page)
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Pipeline to Small Companies, coninued

are held and surveys are conducred oo de-
rermine the needs of clienrs. This makes
us a valuable resource for ideas and prob-
lem solving technlques. The staff can of
ten provide fresh insight into problems
and their solutions. Our service goes well
beyond just writing programs.

In the early days of the business, sofr
ware was designed and written for specific
minkes and models of computers, We were
compelled ro do this because each system
had unique programming languages, op-
erating systems, etc. Each time a new line
of computers was relessed, 8 major con-
version of the software was necessary. It
wis like " reirventing the wheel.," Problems
also arose if a machine was not success-
ful. The software comversion investment
might not be recovered. Generic program-
ming longuages, operating systems and
machine designs were needed to make the
software business pracrical.

A search was begun for a generic pro-
gramming langunge. That is, one thar
would work in the same fashion on almost
ary computer. In the early 1980 a com-
pany was located that offered a truly ge
neric programming language. One could
design and write software on one com-
puker and install it on an entirely differ-
ent machine. The only requirement was a
special program called a runtime. The
runtime caused the software to work prop-
erly with almeost any computer. Frey & Co.
could now focus on developing more pow-
erful and versarile software. The burden
of comversions had been eliminated.

In 1981, o generic computer operating
system was being touted by AT&T called
LIHLIX (TM). An operating system i5 o
large complex program chat manages a
computer’s ressurces e, memory, print-
£r4, Slorage, Space, communications, eic.).
The OF, as we call ir, ks & wital pare of any
modern computer system. A lot of time
and training is required o master each
O5. New operating systems also take many
years to become fully developed and rea-
sonably error free. AT&T designed UNIX
to make it easy for its employees to wotk
on a varicty of computers. This operating
system hos been around since the early
1970 as an internally used system,

In thiz tme period, microcompurers
began evolving into viable systems for
commercinl use. Up to char poine they
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were primarily the venue of hobbyists.
Tandy Corporatdon introduced o micre-
computer called the Tandy 6000 which
offered o varisnt of the UNIX operating
systemn called XENIX (TM), It also sup-
ported che generie programming language
we were using, XENIX was a multi-user
syatemn thar could support multiple termi-
nals and printers. These capabiliries com-
pared favorably with minlcompoters cost-
ing five tmes mote, Soon, major vendors
like NCR and Sperry began offering larger
systems supporting LINLX.

In the mid-eighties, IBM announced a
new personal computer using an operat-
ing system called MSDOS (TM). It be
came an overnight siccess. These systems
also supported the generic programming
language, Cur software became available
on them almose immediately. Ower the
next five years, these systems became more
powerful and useful. Larer, they were ex
panded with the introduction of local area
networks (LAN). They were now capable
of being multiuser systems.

The nineties have started the beginning
of the demise of mainframe computers, as
well as proprietary operating systems and
languages, Most computer hardware has
become a commodity product. This is the
era of ODpen Sysvems.

What are Open Systems! They are a
concept. They offer the buyer the Flexibil-
ity oo mix and mawch hardware, operating
systems, programming languages and ap-
plication softeare o suit their needs.
Don't be misled! If the system doesn't have
all of these capabiliches, icisn'veruly Open.
Some companies are calling their systems
Open, However, they are only open in the
sense that they can communicate with
other systems of their own brand using
proprietary software and/or hardware.
This is called inreroperabilicy. It is not an
Open Systent,

Another major change is coming abour.
It is the way software is being designed.
Years ago, software developers fought con-
stant battles debugging software being
comverted from one computer to another.
When thae problem was eliminated, they
looked for ways o improve the produce’s
design, They also wanted o make sofi-
ware easber to use. Improved programming
languages and more powerful machines
have led to many major improvements.
Tosday, quality applications provide pop-
up windows that allow the user to look

up information onthe-fly as chey process
their work. For example, if one doesn't
know the sccount number for & customer,
you can search for it based on just a few
letter of their name. If the customer's ac.
count doesn't exist, you can create one
while you are in the midst of processing
an order for them, Press o key and the User
Cuide appears on the sereen, turned o
the correct page. Good software is now
consistent in the way it operates and ap-
pears,

In the early age of computers, the ex
pert was often the one who knew how
progeam the machine. That was their sole
specialey. They relied on the customer for
application knowledge, This was often a
hit or miss method of development. Criri-
cal derails of design were often not in the
program because they were overlooked. As
designs becamie more elaborate, it became
elear that the computer expert needed a
second disciplineg in order to do & good
job. Today, software developers are faced
with the additional requirement of provid.
ing human factor engineered user inter
faces. Thar is, they have to design pro-
grams that are consistent in behavior and
are casy o use,

Microsoft Windows and other GLUI
(Graphical User Interface) products are
becoming more common. They have borh
good and bad poines. These GUI's try to
simplify the use of a computer by provid-
ing n consistent interface (i.e, means of
communicaing with the user). They make
it ensier to control devices like printers.
They provide on-line help and allow che
use of pointing devices like a mouse. These
features can be useful when working with
a document (e.g., word processing) or
graphical (e.g., Palntbrush) applicagion. IF
you are doing procedural applications like
accounting, GUs ean get In yourway and
may even slow you down. A mouse is not
a helpful tool for order entry and general
accounting. The seftware industry has
introduced so many icons (those lirde pic
tures), that one almost needs a book on
ieon identification. They have become
overused.

Additdonally, there is a lack of consis
tency in the implementarion of many GUI
standards. IBM, Apple, Microsoft and
LINLX all have differing approaches. They
all have good and bad features. These in-
terfoces are also difficult to carry out and
malntain. GUI standards are still evolv-
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ing. They are on important parc of the sofr
ware process. They have raised che sofr
ware developer’s awareness of the impor-
ance of consisvent, user Friendly
inrecfces.

Before leaving the issue of GUL's, n
word is in onder about the amount of com-
puter power necded to use them. In cthe
days before the GUI, a 386 based PC
would operare comformably with a million
byres of memory and o foreymillion byte
hard disk. With che advent of a GUI sy
remis, Eypical requirements now dictate a
minimum of ewo-bundred million bytes of
disk space. They also need eighemillion
byres of memory o operate efficiently. 1s
the GUI interface worth the added cost?!

Another change coming is multimedia.
[t's here now and is growing rapidly in the
education and entertainment markes. In
the mext few vears, it will find & mulvicede
oof applications in the commercial market
place. Why not have a picture of the meer
locarion appear on the meter reader’s hand
held wnicd Why not get the customer o
authorize automatic utility bill payments
from their bank accounts? Why not record
custinner l:i.1|:||].1[:i:r|t oF service requess calls
on the computer for playback?

In view of the foregoing, it's appropri-
ate to consider how o go abour sarisfying
software needs now and in the future. The
approeach will depend, to o grear exrent,
on one's level of expectation,

Does vour firm concrace with someone
to write software based on the design you
diceare! Does chis individual have the ap-
plication, programming, and wser incer-
face expertise o provide a stareoftheart
result! Is it going to be cost effective!

If your firm has a dara processing staff,
the impulse may be to write your own soft-
ware. Be careful not to become vrapped
by this apparent solution. A lot of bagpage
comes with chis approach.

The staff may be attuned only o the
way the work s now done in your office.
They may lack the broad industry expo-
sure and muluple disciplines chae are
needed when considering different ap-
proaches. If this is the case, the reaulting
software moy be lacking. It may nor con-
tatn the hardware, software and industry
improvements thar might be useful o vour
operation.

Support is a problem routinely associ-
ated with inhouse and custom program
development. [fyou have a large staff, sup-

port may not be a major problem, IF that
is mot the case, employee rurnover or ill-
ness can create 8 support disaster,

Documentation of in-house sysrems is
something that is typically done when
things get slow. [f vou dispute chis, visica
computer stote, Select any quality appli-
cation package and compare its documen-
pation to yours. The comparison normally
apeaks for iself.

Costis important. Commercially devel-
oped software coses abour one-fifth of an
inchouse developed system, Don't be mis-
led by estimates offered by an inhouse
staff. Their figures are usually a fracrion
of what it will rake o do o complere job,
including thorough testing and documen-
Eaic.

Mew software contains many errors,
These are largely nvoided with established
packapged software,

Time i3 an important commodicy, It
cornes in limited quantities and chere is
never enough of it. Packaged solutions are
usually available almost immediately.
Compare this with the months or years
required o develop sysrems. There is also
the cost associated with the delay in mak-
ing these improvements available,

Some situations may nesd o custom pro-
gram or system. These may be legitimare.
An example might be unusual state regu-

latary requiremencs. However, before re-
signing yourself ro a voml customer sysern,
examine the costof a packaged sysrem with
modifications. A rough rule of thumb iz
ten percent. [Fyou can find a package chae
can be modified o meee vour needs and
the changes constiture ten percent or less
of the woral sofeware eode, do it Change
bevond that level tends o be so grear the
conflices develop with the original design
of the packnge.

A concluding comment needs to be
made abourt software acquisition. Don't
fall prey to the “1 have a friend who knows
how to program” teap. The worst decision
that can be made is ro contract with a pare
rime programmer who has no applicarion
knowledge to develop software.

Oue of necessicy, this discussion has
been brief. However, it does prowide a rea-
sonable reference point for management
[13] hﬂ;i.n. an ¢'|."u.|.1.1=.1.1'1:|n.

Frey & Company welcomes the oppor-
I|.1.n:i|'|I 35 ] l\:I't:.-l.'u.m VOUF current operating
ervironment. We also would be glad
offer sugpestions on how we can serve your
furure needs and incereses,

For more information, call Frey &
Company toll free ar 1780065937 39,
Their hours are 5:00AM-500PM EST,
Monday-Friday. &

Gierald M. Hill, direcror of rares for
United Water Resources Managemene
and Services Company, died on Movem-
ber 21 o3 the resule of injuries sustained
in an auwromobile accident, Hill, 53,
joined General Waterworks Corpora
tion in 1970 a5 senior rare analyst. He
represented the company's urilities with
regulatory agencies in cthe 14 staces
where they operate. Hill had recently
advanced o his position at Uniced Wa-
ter, which merged with General Water
works,

*Gary will be greatly missed both as
a friend and for his contriburions o the
company, said Ronald Dungan, presi-
dene of General Warerworks. "Gary was
an eneTgetic person with o positive atti-

tude who was well liked by everyvone.™

Gerald M. Hill (1941-1994)

A resident of Springfield, Pennsylva-
nka, Hill is survived by his wife Rita,
and their daughter, Jennifer. Hill gradu-
ared from Villanova University in 1964
with a B.5. in economics. He was ac

etive in che Lions Club,
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Company Profile
The Story of Bridgeport Hydraulic Co.

S E——

Bh'd'gcpqu!‘: first a¥stribution reservoin, depicted in this 1872 s tration, wos actueally g maionry fonk

Imagine Bridgeport, Connecticut, at
the turn of the [9th century, It was mot
vet a city, merely a borough of the neigh-
boring town of Stracford. Horse-drawn
wagons moved through its streets, The
firvest houses were those of the ship cap-
tains who called the community home.
And the busiest “center” was the water-
front, where local farmers and merchants
hawked produce and wares o the crews
of sailing vessels that put into port to trade
and replenish supplics,

O of the items maost in demand was
water, which was for sale by the cazk. [
was fresh water from nearby springs and
lakes. Mo one could rell exacely how long
the water had been in the casks, but, then
again, no one knew of any other way o
deliver it to the sailors, And then, im 1818,
the Reverend Elijah Waterman had a ber
ter idea,

Rev. Witerman's property atop
Bridgeport’s Golden Hill concained
springs of excellent warer that had been
used for centuries by the Pequonnock [ne
dians who had lived in o village on the
southern slope of the hill. The encerpris-
ing pastor cleaned and deepened the
springs and laid hollow log pipes under

o NAWC WATER
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the community’s streets all the way ro the
waterfront. There the water flowed into a
trough providing fresh running water 1o
the ships's crews. Bev. Warerman had de-
vised Bridgeport’s first water delivery sys-
e,

Bridgeporter Lewis C. Segee carried
forward Fev. Waterman's encerprise, and
next came a group of entreprensurs who
formed The Bridgepore Golden Hill Ag
veduct Company. That company pur-
chased the Witerman-Segee pipeline in
1826, a decade before Bridgeport was in-
corporated as a ciry.

In 1845, a pre-Christmas fire demon-
strated the necessivy for further improve-
mients in the city's warer delivery system,
The fire broke out in George Well's Ovs-
ter Saloon on Bank Street and spread rap-
idly from buillding o building in the
community's main business districcon the
waterfront. Fire fighters eried to combat
the fire with water pumped from che har-
bor, but the tide was low and an adequate
flow could not be maintained. When the
flames finally burned themsebees out, 49
wooden structures had been destroved.
The buziness districe was rebuilt along
Main Screer, but che “Grear Fire of 18457

would not soon be forgotten.

Abourt eight vears later, the cicy’s Come
mion Council granted ®Nathaniel Green
and his assigns” the exclusive privileges
of laying water pipes in the communiry.
Cireen was to furnish Bridgeportwith "an
abundant supply of pure water for all do-
e i||'||.I I.'ﬁIII.I'IIL"N.'Ii'II. I.'IHE!'«.H

Green and his associates formed the
Bridgepore Warer Company and set abour
to fashion a water system that would live
up o the Council's expectations. They
built Bridgeport's firse distribution reser-
visir, & masoncy tank into which water was
pumped from nearby Factory Pond. They
laid warer maing beneath the city's pri-
mary streers and complered Bunnell's
Lower Reservoir, formed by construction
of an earthen dam on che Pequonnock
Raver,

Perhaps the voung company had raken
on more than it could handle, for after
only two years in business s bonds went
inte default, and its property was taken
over by the bondholders chrough foreclo-
sures. It was out of business by 1855,

Under the leadership of Joseph
Richardson, & new water utility proposed
to pick up where the shorelived Bridge




The legendary shawman BT, Barrum, president
aff BHC from 1877 1o 1886, plaped o key role in
the company’s eorly expantion efforts.

port Water Company had left off. Estab-
lished through a special ace of the Con-
necticut General Assembly, it was incor
porated a8 an investor-owned company in
1857, assuming the assers of Green's de-
funmct organization. The new urility was
named "the Bridgeport Hydraulic Com-
pany,” subsequently shorrened o " Bridge
port Hydraulic Company,” or BHC.

Wirh lietle fanfare, BHC went about the
business of expanding the rudimentary
distribastion system it had inherived. Ma-
jor projects were out of the question dur-
ing the Civil War, so ir wasn't uncil the
18705 chat the company turned o ics first
program of supply system expansion. By
1876, BHC had completed its Island
Brook Supply System, which more chan
tripled its reservoir capacity.

Meanwhile, the famous showman
Phimeas T, Barnum was in the wings await
ing hiz opportunicy to influence the for
tunes of the company, Yes, the same
Barnum who had successtully exhibited
“Creneral Tom Thumb™ and the original
Siamese twins, and masterminded “The
Cireatest Show on Earth"=cthat Barnum
was about to take center stage in BHC s
business affairs,

T, Barnum was a bona fide residens
of Bridgepore. His interest in the company
had intensified during his onevear term
as¢ mayor of Bridgeport in 1875, The
miavor felt that the water rates were o
high, and in a rather badgering letrer o
the company’s Board of Directors, he sug
gested thar BHC sell iself to the civy or
elie assuce the civy thar it would pue all ies

works in good order immediately.

Two years later, another fire dramati-
cally underscored the city's need for am
ample and reliable supply of water. Again,
water supply proved inadequate to control
the blaze. This time, in addition o de-
stroying property, the fire claimed 11
lives. That same year, Barnum got his
chance o "put the company’s works in
pood order.” He was elected its second
president.

Phineas T. Barnum secved as BHC
president for nine years, Under his per-
sonal direction, the company constructed
addirional reservoir capacicy ar higher el-
evations. This move was caleulared to cor
rect the low-pressure problems thar had
plagued the city's fire fighters since the
carliest days.

With the panache that marked his show
business ventures, Barnum applicd his
energies to the public water business.
Horse Tavern Reservoir and Trumbull
Fond were placed in service during his ten-
ure. And, Easton Mo, 1 Beservoir was con-
structed by the Citizens Water Company,
another warer urilivy for which Barmum
was president. The T6year old Barnum,
meanwhile, returned o his firse love:
show business. He began immediately to
prepare his circus for a tour of London.

By 1889, the oncesleepy fishing village
on the Pequonnock Biver had become a
vibrant industrial center with a popula
tion of 70,000, Factories hummed with
activiry, turming out clocks, corsets, sew-
img machines, carcridges, and bowes; pas-
senger and freight railroads chugged in

and out of the city on regular schedules.
Abour the same time, rrolley lines were
being installed in Bridgeport to replace
the “horse railroad,” and coal and wood
stoves began to give way to a newfangled
idea called “cooking with gas.”

In response to a rising demand for as-
ter, several small water companies were
formed, each attempting to sérve a seg
ment of the Geeater Bridgeport area. Licdle
waker utilities seemed to be popping up
everywhere, Eventually, BHC acquired
these small companies as it broadened its
BETVIOE A0EA.

With Bridgeport growing by leaps and
bounds, it became essential o plan ahead
« o« way ahead . . . half 8 contury or more!
Leading this efforr was a voung Lehigh
Liniversity graduate named Samuel P, 3¢
nior. He joined BHC in 1901, at the age
of 27, as engineer and superintendent. He
wis destined o stay with BHC for 61
years—35 as chief executive officer.

Senior envisioned a vast expansion of
the existing waber storage and network and
digtribution system, and with the bless.
ing of company management, he led in the
planning and execution of a program thar
would anticipare the demands of the grow-
ing industrial area.

The new supply system would be com-
prised of “a large warershed with large stor-
age reservoirs at higher elevations,” and
interconnected for safery. Senfor person-
ally explored and swrveved reservoir sites
that were sufficiently removed from urban
envirens, and therefore less subject to

feonriniced on nexe puge)

BHC woter quabity comirel kab, 1914, Although lacking todoyd sophisticated technology, BHC even

then wpplied exceptionally high-guality narler

WINTER 1995 0




BHC, continued

pollution. Furthermore, the minimum size
of pipe in the distribudion system was ser
at gightinch diameter; virtually all o
moded four- and six-inch pipe was re-
placed by larger pipe.

The new policy began w rake shape in
1905, the year the 2.5 -billion-gallon Trap
Falls Reservoir was placed in service. Ir
was the first of BHC s four great reser
vizirs, which are still considered the back-
bone of the region’s water supply. Senior
planned them all. He direceed their con
struction, and they stand today as a trib-
ure o his foresighe and initiagive.

By 1914, the demand for water in the
rapldly growing Greater Bridgeport area
had reached eight billion gallons a year,
Then came the “war ro end all wars”
Bridgeport's arms and munitions factories
were pressed o the limits of theic capa-
bilities. Local sutomiobile, submarine, and
brass COIMpanies received war contraces,
toi, And the city began to swell with new-
comers who came to work on the war con-
traces. [ he population exploded by
H0.000 berween 1914 and 1916, And ev
eryone necded water,

By the time the war ended in 1918,
warter demand had surged to 13 billion
gallons a vear. But Senior's foresight had
paid off. The 3.8 billion-gallon Asperuck-
Hemlock Supply System and several small
reservoirs and river diversions were
Brought on line during the war, averting a
potential warer shortage in the metropoli-
fam aren.

In 1920, Sam Senior was elected presi-
dent of the company. For the next two
decades, Senior led the company theough
perinds of dramatic change—change for the
natbon, as well as for the water urility.

Inthe 19205, BHC concentrated on its
reservoll construction program. Obsodete,
low-elevation reservoirs were decommis
sionied, and the property was sold o rise
capital for expansion. Construction of the
5.8-billkon-gallon Eason Lake Reservair,
which had been postponed during World
War |, was finally complered in 1926.
Meanwhile, the company was proceeding
with the scquisition of land for the hujge
reserveir planned for the Saugaruck River
Yalley, And then came the Great Depres
sion,

During the financial crises that sweps
throughouwt he United Stares and Europe,
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Samuel B Sandor,
president of BHC from 1920- 955

the company held its own. In fact, Greager
Bridgeport managed che hard rimes ex-
tremely well: Major industries remained
open, and only two banks filed. Never
theless, it was not the most opportune
time to begin work on a major capital
Project, so construction was postponed for
the duration of the depression.

By the mid-1930s, Senior had overseen
the acquisition of 4,500 acres of the wa
tershed land needed to creare the
company s largest reservoar, the Saugatuck.
Before the decade ended, BHC had ob-
tained the additional acreape and rights
ofway needed, and ar long last began the
construction of a dam on the east branch
of the Saugatuck River.

During the Second World War, the
Cireater Bridgeport area was again in the

forefront of the nation's industrialized cie-
tes, filling war contraces for fighter plames
and helicopters, submarines and ammu-
nition, valves and uniform buttons. The
population of the metropolitan area had
grown to abour 200,000, The company
was in 8 race against time; the 11.9-billion-
gallon Saugaruck Reservoir was badly
needed to aupment the existing water sup-
ply.

The project was mammath! Land had
to be cleared of rrees and houses. A mass
of 80,000 cubic yards of concrete would
be used to construct the dam. The surface
area alone to be occupied by the great body
of water would be 870 acres. Six miles of
new roads and four new bridges were 1o
be built. A series of pipelines and runnels
would connect Saugatuck Reservoir to
Aspectuck Reservoir. [twas a big job, and
it was handled with the expertise and ef
fictensey thar had become a mack of the
company and its chief executive officer.

In January 1942, the Saugatuck Dam
was completed; the reservoir was allowed
to fill; and in July of that vear, the new
facilicy was placed in service. The reser
voir approximately doubled the capacity
of BHC's surface supply.

The company grew steadily after the
war, mirroring the growth of suburbiz. To
serve its enlarged franchise area, the com
pany extended existing water lines and
installed miles and miles of new water
mains, Still, rthe demand for water contin-
ued o grow,

The creation of additional large reser
voirs became a problem. Postwar residen
thal and commercial development made bt

AMCY back-office operations, 1929,
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impractical and expensive to assemble the
large blocks of land char would be neces-
sary, But groundwater sources held prom-
s,
BHC's vtilization of wells that tap the
underground reservoirs known as “aqui-
fers” intreduced a new, efficient, and eco-
nomical source of warer. Several well fields
were already in operation when, in 1952,
the company opened irs Housatonic Well
Field im Shelton. This well field raps one
of the largest supplies of porable under-
ground water in all of New England.
The company celebrared s 100th an
niversary in 1957, The communites it
served at the vime had a tosal population
of more than 270,000, They were using
an average of 45 million gallons of water

every single day—a far cry from the days
af B T. Barawm!

Frederick B. Silliman was BHC presi-
dent feom 19561973, during which oime
the Mortheast suffered one of its most se-
vere droughts on record, lasting from
1962 o 1966, Scrious warer shorrages
developed in neighboring communities,
bur BHC customers had no need for con-
cern. Mot only were its own customers
unaffected by the droughe, bur BHC was
able to help other water utilities meet their
requirements.,

Silliman presided over further expan-
sisn of the company’s service area with
acquisition of five small warer companies
in Linchfield County in the early 19605,
Im 1963, BHC acquired the Seymour Wa-
ter Company, adding three lower
Maupatuck River Valley Communiries—
Seymour, Oxford and Beacon Falls=to its
franchise area.

In the 1970%, the federal Safe Drink-
ing Warer Act ser stringent standards for
waber :p:lrl.t'tl:','. When it was determined
that warer from the Trap Falls Supply Svs-
rem chid not consistently comply with all
of the new standards, the company ser
about bo crente a state-oftheart treatment
planic vo be buile on 10 acres of land near
Trap Falls Reservoir in Shelton, Connecti-
cut, A complex undercaking, the projece
required three years and 318 million to
complere and was placed In full operation
in January 1951,

BHC's supply sources, which include
four reservoir systems with a total shore
ape capacity of 24.5 billion gallons supple
mented by substantial well field capacity,
provide a safe daily yield of 109 million
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gallons, approximarely 50 percent above
average daily demand. This ample reserve
makes it possible for BHC to sill help
meet the needs of other neighboring wa-
rer utilities. In 1989, BHC compleed the
Southwestern Regional Pipeline Intercon-
nection, a cooperative effort among BHC,
SV and rwo other water companies o
augment the warer supply w the lower
Fairfield County towns of Moreslk, Mew
Cangan, Darien and Greenwich.

That same year, BHC sold o 382-acre
rract of land, known as the Pequonnock
River Valley, for below-market value to the
Connectiout Deparoment of Environmen-
tal Protection and the Town of Trumbull,
Connecticut, to be preserved in perpetu-
ity as open space and for passive recre
arion. For its “inidative and cooperation
in the conservation of lands along the
Pequonnock Biver,” BHC received the
1991 Governor's Environment/ 2000 Rec:
ognition Award.

The 1286 amendments to the SDWA,
im particular che Surface Warer Trearment
Rule, further fightened water quality regu:
lations, and it was soon derermined char
the balance of BHC s surface water sup-
plies would need wo be fileered. In 1993,
the Easton Lake Reservoir Water Treat
meent Plant was placed into gervice, a 527
million facilicy with a 20 mgd capacicy.
[m 1994, BHC began construction of pwo
smaller filration systems in norchwsestern
Connecticut, and broke ground on a $50

Cirtting a one-half mile turmel throwgh solid rockto connect

million plant at Hemlocks Beservolr in
Fairfield, Connecticut. When completed
im 1997, the new facilicy will employ dis-
sosbved air Flotation and will have o 50 magd
capacity.

The company that began three years
before the Civil War to meer the needs of
a growing community 15 now the seventh
largess (based on revenues) investor-owned
water utility in the nation. A wholly
owned subsidiary of Aquarion Company,
a Mew York Seock Exchangelisted com-
pany with incereses in public warer supply
and environmental resting laboratories,
BHC serves a population of nearly a half
millicn in 22 communities in three Con-
nectiout counties. Believed o be the larg-
est private landholder in the state, BHC
owns abour 20,000 acres of warershed
land. Ik alsohas approximately 2,700 acres
of surplus, offwatershed land—most of it
in Fairficld County=which it intends to
sell on o gradual baziz as marker condi-
tions dictate, The proceeds will be used
to help finance the esdmared 5125 mil-
lion in filtration construction and other
water aystem improvements from 1995
through the year 2000,

As e approaches che 21ar cencury, BHC
FERews its commitment to provide its cus-
tomers with an abundane supply of qual-
iry water and o conime the high level of
service and record of environmental stews
ardship char have been the hallmarks of
the company’s remarkable past. &

o

BHCS Sougaiuck omd Aspeluck Reservairs, M40
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corporate changes

Promotions at SJWC

San Jose Water Co, recently announced
the promotion of W, Blchard Roth o
President and Chief Operating Officer.
Roth joined San Jose Water Co. in 1990
as the Chief Financial Officer and Trea-
surer and has worked as both the Viee
President-Finance and Senior Vice Presi-
dent. Roth recetved hiz M.B.A. in Ac
counting and Finance as well as his B.5,
in Microbiology from Montana State Uni-
versity, He is a member of the American
Trssiture of Certified Public Accountans,
California State Sociery of Certified Pub-
lic Accountants and a Trustes, San Jose
Cleveland Ballet. Prior vo working for San
Jose Warer Co., Roth was the Senior Man
aget, KPMG Peat Marwick, San Jose, Cali-
fornia.

San Jose Warer Company has also an-
nounced the promotion of Angela Yip w
the position of Chief Financial Officer and

Treasurer. Yip joined San Jose Water Co.
in 1986 and has worked in both the Fi
nance and Regulatory Affairs Depare
ments. Tip is & Cerdfied Public Accoun-
tant and has o Bachelor’s Degree in
Business Administration from the

4 b

Concordia Unbversity in Montreal and a
Maseers Degree in Accounting from the
Giolden Gate University in San Francisco.
Prior to joining San Jose Water, Yip
wotked in public accounting firms and
private industry,

Advancements at UWR

United Warer Besources has broadened
the responsibilivies of four execurives, sc
cording to an announcement by Domald
L Caorrell, chairman and CEQ. Ronald
5. Dungan and Frank ]. De Micco were
elecred senlor vice presidents of United
Water Besources Management and Ser
vices Company. Walton F. Hill has ad.
vanced o vice presidencregulatory law,
and Robert ], laculle was elected vice
president-rates for the management and
SETVIOLS COamnpranmy,

Correll said the moves are designed to
sharpen United Warer's focus on growth
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opportunities in its core water utilicy busi-
ness, and o achieve synergies from s re-
cent merger with the parent firm of Gen-
eral Warerworks Corporation.

Dungan will be responsible for Unived
Water's efforts oo assess investment and
acquisition opportunities in the water ser-
VIGE In-\ju:lrl.'. and will continue to serve
as president of General Warerworks Cor-
poration, which is now o United Water
subsidiary. Die Micco, who had been vice
president-operations for Hackensack and
Spring Valley Warer Companies, will also
pesume operating responsibiliey for Gen

eral Waterworks” utilicies,

Wirh cheir new responsibilicies, Hill
and lacullo will form a team to strengthen
Lnited Water's involvement with regula-
tory commissions in the 14 siates where
it utilities operate, Correll said. lacullo,
who was previously vice president-rate
development for Hackensack and Spring
Valley water companies, will oversee all
rate development activity. Hill, who was
vice presidencrates with General Water
works, will direce the legal aspects of the
regulatory process for all of the compa:
MEEE,
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New CWS Officers

Arits monthly meeting on October 19,
1904, rhe Board of Directors of Califor
nia Water Service Company elecred
Crerald F. Feemey and Cabvin L. Breed af:
ficers of the company effecrive Movember
[, 1904,

Feeniey was elected Vice President,
Chief Financial Officer and Treasurer,
Feeney replaces Harold C. Ulrich, who
retired Movember 1 after 32 years with the
company. Prior to his election o CFO,
Feeney served as Controller for the com-
pany since 1976, Before jolning Cal Wha-
ter, he was an account manager with
KPMG Pear Marwick. Feeney, a CPA, was
gradunted from Jan Jose Stare University
in 1969 with a B.5. in Accounting. Feeney
is married and has two children,

Elecred o fill Feeney's prior position
as Controller, Assistant Secretary and
Assistant Treasurer, was Breed, Breed i3
a new addition to the company having
moved from TCL International—a defense
contractor—where he worked since 1954,
most recently as Treasurer. From 1980 1o
1983, Breed worked s an auditor for
Arthur Andersen & Co., San Jose. Bread,
a CPA, was graduaced from California
Polytechnie Seare University, San Luis
Obispo, in 1977 with a B.5. in Account-
ing. Breed is married and has one child,

Russo Elected to Middlesex BoD

Middlesex Water Company has an-
nounced the election of Richard A. Russo
to its Board of Directors, effective Diecem-
ber 1, 1994, Russo has served as Viee
President-Operations of the company,
with responsibilicy for the adminisecarion
and management of the engineering, pro-
duction, treatment and distribution main-
tenance departments since Auguse 1989,
In 1994, he was named President of Tide
water Lilivies, Inc., a wholly-owned sub-
sidiary which serves over 5,000 custom-
ers in Delaware. Busso was formerly
General Superintendent and Chief Engi-
neer of Trenvon Warer Works. He gradu-
ared from Villanova University in 1968
with a degree in civil engineering.

- Tl
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Caivin L Breed

Wharton

Promoted
at IWC

Martha L Wharton has been promated
tovice president of custome  service of the
Indianapolis Water Co, Prior to her pro-
motion, she had been serving as the
company's vice president and manager of
customer relations. Wharton joined the
company in 1966 as an executive secretary.
She has been acrive In the Indiana Sec
tion of the American Water Works Agao.
ciation (ANSWA), serving in a serbes of
leadership positions induding secretary:
treasurer in 1983, In 1991, she was
awarded the Fuller Award for distin-
guished service in the water indusery by
ARTWA. Wharton was the first woman o
be honored with this award in the Indi

Aang section.

Senior VP
at UWR

Joseph Simunovich has been elected
SENIGT VIoe prc;h!uhl!-cx!crm] affairs and
markering for United Warer Resources
Management and Services Company, a
subsidiary of United Water Besources,
Chairman and chief executive officer
Donald L. Correll said Simunovich’s ad-
vancement is part of an overall strategy o
stremgrhen United Warter's focus on
gTuwl:'h :_:-np-t_:nrtunirw:.'in 1E% core Water sér-
vices business.

In his new role, Simunovich will over-
see a nationwide marketing initiative by
United Water for opportunities to expand
fes core warer business in innovative new
ways, Correll said. The chairman cived
Simunovich's central role in creating
United Waker's recent prececlent-setting
combract o manage the water system for
the city of Hoboken, Mew Jersey, as an
example of the public-private partnerships
thar are dramatically changing the nation’s
water industey. He will also provide sorme
regic direction and oversight for United
Water's legislarive and government rela-

tions effores,
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UWR Taps McGlynn

Richard B. McGlynn will join United
Warer Resources Management and Ser-
vices Company as vice president-general
counsel. MeGlynn was elected o the po-
sition by the company’s board of directors.

MeGlynn will oversee the corporate
legal affairs of United Water and its key
utility subsidiaries, Hackensack Warer
Company and General Waterworks Cor
poration, and will advise the board of di-
rectors and senior management on corpo-
rate matters as general counsel, Correll
said.

Correll sald, "Rich MecGlynn has ac
quired broad experience in wrility Law,
borh in his privace low procrice and in his
tenure a5 o regulatory commissioner and
o member of the judiclary. This back-
ground, coupled with his enormous in-
sight inro the workings of business and
government, make him o welcome addi-
thon B0 our management ream as Unieed
Water pursucs its aggressive growth strar
1’-.

“Fred Laurino has counseled United
Warer's sentor management team during

some of the most dynamic perlods in our
history,” Correll said. *During the Lare 70
and early BOs Fred oversaw the legal
aspects of approvals and construction of
the Wanague South projece, a complex
construction program in which we in-
vested more than a quarter of a billion
dollars in warer supply and purification
facilitics.”

MeGlynn is a partner in the law firm
of LeBoeuf, Lamb, Greene and MacRae,
and heads the firm's Mew Jersey wtilivy
department, based in Newark. Previously,
he was a partner in the Newark Low firm
of Seryker, Tams and Dill, From 1976 w
1980 he served as commissioner on the
Mew Jersey Board of Public Utilities.

Laurino, who retired December 1,
headed the legal staff for United Warer and
Hackensack Warer Compamy for most of
the last 26 years. In 1993, his responsi-
biliries as vice presidenclegal affairs were
broasdened when he was named general
counsel. From 1985 w 1993, he was also
president of Rivervale Realey Company, &
LUinited Water subsidiary.

Utilities, Inc.
Management Changes

O July 18, 1994, Perry Oweens, Chair
man of Utilities Inc., announced two
changes in the company's organizarional
structure. He appointed Jim Camaren to
the position of Vice Chairman and Larry
Schumacher to the position of President.

Camaren joined Urilives, Inc., in 1987
as the Vice President of Business Devel:
opment. In his role as Executive Wice Presi-
dent, his duties included the evaluation
of investment opportunities, negotiation
of wequisition candidares, and the coordi-
nation of in-house legal activities. In his
new role a3 Vice Chairman, Camaren will
work with Perry Owens in an expanded
position of responsibility to focus the com-

pany on appropriate directions and goals
for the future. Camaren gradusted from
UCLA with a Bachelor's degree in eco
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nomibcs and later received his Master of
Business Administration degree from
Carnegie-Mellon Universiy,
Schumacher has been employed with
Urilivies, Ine,, since 1992, Formerly as
Vice President of Finance, his duties in-
cluded rotal responsibilicy for the Corpo-
rate Finance Department, financial report-
ing, coordination of bramch office
accounting issues and management of trea-
sury functions. In his new role as presi
dent, he will continue his previous duties
and become invobred in the oversighe of
operations and regulatory activities of the
company, 8 well i pssume responsibilivy
for personnel relaped arens. Schumacher
recetved his Master of Business Adminis-
cration degree from DePavl University

and is a Cerrfied Publie Accountant.

Hartelius
Promoted at
NJ-American

Paul V. Hartelius, 111, assumed the re-
sponsibilities of manager of Mew Jersey-
American Water Company’s Short Hills
operation in July. In this capacity,
Hartelius is responsible for the manage-
ment of the company’s Shore Hills operar-
ing center, which provides water service
o miore than 240,000 people in 34 com-
munities throughout Essex, Morris,
Somerset, Union, Warren, Passaic, and
Hunterdon counties.

Harrelius joined the company in 1981
as A resident engineer. He hios held increns-
ingly responsible posivions, including
management of engineering, production,
and distribution activities ar the Short
Hills operating center. Prior to 1981,
Harrelius was employed as a principal en-
gineer for the Mew Jersey Board of Public
Litilities.

He holds his bachelor’s and master's
degrees in civil engincering from the Mew
Jersey Institute of Technology and is a reg-
istered professional engineer. Hartelius is
married and has two children.

New CWS
Director

Linda Randall Meter was elecved ro the
Board of Directors of California Water
Service Company, as of December 1, 1994,
She replaced L. V. "Bill" Lane, Jr, who
retired Movember 30 after serving as a
Director since 1989 and previously from
1967 o 1985,

Meier is on the Board of Directors,
Stanford Health Services Hospiral, where
she has served as o Director since 1978
and Chair since 1991, She also serves as
a Director of Stanford Universicy, Univer
sity Bank & Trust Company, Lucile Salter
Packard Children's Hospiral at Stanford
and the Stanford University Athleric
Board, serving as itz first woman chair
from 1984 to 1985, Meier is also active
ima number of local communicy acrivicies.




cleeicraelceleracloceiera

Middlesex Releases Book on its History

Middlesex Water Co, recently cel-
ebrated the release of its new book-
Middlesex Water Company, A Business
History—with a Heritage Day and book
signing af its Iselin, NJ, headgquarters. The
134-page hard cover book, written by his
rorian znd central Jersey residenr, Mark
Lender, chronicles the company’s growth
from its modest beginnings in 1897 w the
present time. It describes the company's
role in fostering economic growth as it
developed new supply sources, explored
new technologies, faced seringent legal
regulations and financial requirements,
and mer the increasing demands on irs
water supply through a remarkakle period
of change and challenge.

The book is a corporate biography of
Middlesex Water Co. in the context af
regional history. Written over a period of
five years, it offers the reader an overview
of the development of Middlesex County,
M, im the early 19005 and the need for
community water supplies. It also demon-
strates how a privare enterprise can main
tain its independence while serving che
public welfare. More specifically, it desails
Middlesex Water Company's organization,
struggles and achievements through the
oge of regulation, che Depression, wars,
and droughes, and demonstrates its ongo-
ing commitment o customer service and
the highest water quality standards as it
nears its second century of service

“The book 1= fascinating not only from
a company historical standpoing, but also
from the perspective of economic devel-
opment,” said |, Richard Tompkins, Chair-
man of the Board and President of
Middlesex Water Company. *Utilities
hanve and will confinie to rl|.'|'g.' an impors
tant role in advancing the economic
sraweh of the communities they serve,”
said Tompkins.

"We're gratefiul 1o all of those who were
consuleed during the writing of this
book=our past and present Directors,

Oificers, and emplovees—for their coopera-
tion, insights and recollecrions,” added
Tompkins. Copies of the book will be dis
tributed vo libraries and other business
reference sources in the company’s service

ATEEL
“Ax we approach our centennial anmi-
versary in 1997 and begin a new chapter

| Richard Tomphim (rl, with

Mark Edward Lendler, outhor

L of the newly published book,

o Middlesex Water Comprany,
A Business History

in our history, we have a solid foundation
on which o bulld, Ours is-a story of vi-
sion and growth and we have every rea-
gon to view the past with pride and our
future with great promise,” added
Tompkins. Amnyone interested in learning
more about the book can call Bernadetee
Saller 9086341 500,

The Pennsylvania State Liniversity no-
tified George W. Johnstone thar he is
one of fourteen individuals in 1995 to
receive the "Curstanding Engineering
Aluminus™ award from Penn State’s Col-
lege of Enginsering.

The ritle *Cutstanding Enginesering
Alumnus™ 15 a [HETmanene destgnation
which recognizes exceptional Penn State
engineering alumni for their success as
leaders in their field and for the impact
they have had and will continue to have
on sociery and their profession. These

George Johnstone Honored

designated alumni provide cutstanding
role models for current engineering stu-
dents.

Johnstone and his fellow 1995 addi-
tiens o the Outstanding Engineering
Alumni will recetve their awards ac a
special ceremony and dinner at che Uni
versity on March 31, 1995, Oueszand-
ing Engineering Alumni receive a
placque and have their name and like-
ness engraved on the Outstanding Ene
ginsering Alumni Awards plague which
hangs in Kunkle Lounge at Penn State.
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WV-American Holds

O Movember 2, ground was officially
broken for the largest water projecrin West
Wirginka in 22 years and what may be the
first public/private partnership of its kind
in the United Seares. Governor Gaston
Caperton, Congressman Nick Joe Rakall,
West Virginia Senator Leonard Anderson,
and other digniraries commemoraced the
lomg-awaited Mercer,Summers Regional
Water Supply Project under blue skies and
amid fall foliage.

Stare, county and federal officials; WY
Ameticen Water Company officers and
representatives; and citizens of the Four
Seasons ares came together to mark the
beginning of future expansion for south-
ern West Virginla. The eventwas attended
by appraximarely 200 people.

Chrizs Jarrerr, WVAWC President,
served as Master of Ceremonies for the
45-minute program held at the site of
where the intake building will be con-
structed. GUC. Smith, Sentor Vice Presi.
dent of Operations for the American Wa-
ter System, was the first of four speakers
followed by Congressman Rahall, Sena-
tor Anderson and Governor Caperton.

Phase One will meet the immediate
needs of 45,000 people in Mercer and
Summers counties and includes building
a five million gallon a day water ereatment
facility mear True, a raw water intake in
the Bluestone Lake, and a booster station
ncar Athens; installing 8,000 feer of 24-
inch water main, 107,000 feet of 24-inch
main, and 27,000 feet of S-inch mains; and
erecting a 500,000 gallon storage tank at
Pipestem.

The idea for this public/private partner-
ship was born in mid-1992; local afficials

o NAWC WATER

Wit Virginia Governor
Gaston Coperion ond
GO Smieh, Senfor Yice
Fresident of the
Americon Water Spatem

had been meeting since June, 1991, o find
a-solution to the warer supply problems
in the Pipestem area. Pipestem Resort
Srare Park was turning away customers and
needed to expand, but an adequare warer
supply to support economic development
was not available. So Senator Anderson,
the Begion One staff, both county com-
missions, WV-American Water, and the
Mayors of Princeton and Hinten met o
discuss altermatives. Their forward look-
img actitudes and enthusiasm o
strengthen southern West Virginia gave
birch to the public/private partnership
called the Mercer/Summers Water Supply
Project.

Everyone in both counties, as well as
Governor Caperton and his seaff and Con-
gresaman Rahall and his staff, has made
eremendous efforts o support this project
and make the dream a reality, but the ex-
citement is really jusr beginning. Phase
One will take approximarely 20-24
months o complete. Phase Two includes
extending branch lines to 600 more cus-
tomers, Ieis very possible that both phases
could be completed and placed in-service
simuleancously. Total cost of borh phases
is estimated ar $36.9 million.

Jarrert says, “The beauty of this pub-
lic/private partnership is we can duplicare
it anywhere in West Virginia and we
should. Water quality is evolving o the
poine that the bigger vou are, the berter
you can handle new drinking water stan
dards. It is best to have one rreatment
plant and a lot of pipe serving lots of
people, than o have a lot of small crear
ment facilities serving pockets of consum-
ers around the stare.”

Indiana
Merger
Approved

In an order {ssued Movember 9, 1994,
the Indiana Utility Regulstory Commis-
ston granted permisston for Indiana Cie
ies Water Corporation to merge ingo In-
diana-American Water Company, Inc.
Following the merger, the company will
serve 160,000 customers in 18 Indiana
communities including Crawfordsville,
Franklin, Greenwood, Jeffersonville,
Clarksville, New Albany, Kokomao,
Muncie, Newburgh, Noblesville,
Shelbyville, Somerset, Summitville, Rich-
mond, Seymour, Sullivan, Terre Haute
and Wakash,

An operational combination took efiecr
on December 1, 1994, ar which time all
Indiana Cities locations began using the
name Indiana-American Water Company,
Inc. To simplify yearend-closing, the for-
mal merger of the two companies took
place on January 1, 1995, Indiana Cities
no longer exists as a sepurate entity.

*Indiana Cities customers will begin to
see the new name and logo on Bill forme,
company vehicles, uniforms and other
itemis. The logo, a sun rising over {lowing
warter, symbolizes the universal and time-
less narure of the water cyele,” saild Rich-
ord Hargraves, president of Indiana-
American and Indiana Cidles.

The merger will allow the company o
take full advaneage of operating efficien-
ches. For example, the two compankes cur-
rently malntain separate accounting
records. Following the merger, only one
set of books will be necessary. The merger
will also reduce the equired number of
corporate proceedings, such as financing
and related record keeping. With irs in-
creased size and diversified service arcas,
the company will be more attractive 1o
investors, ultimately lowering ies financ
ing costs, These benefits should provide
reduced costs that will be shared with
CUSTOmers,
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RATE SCHOOL

| Basics of Rate Setting
| April 2-7, 1995
|
|

San Diego, California

Learn the basics of utility rate-making at our week-long
school in California. For additional information, please call
(904) 644-7547 or (904) 644-7541.

Sponsor

The National Association
of Regulatory Utility Commissioners Water
Committee (NARUC)

[ |
Co-sponsors
California Public Utilities Commission
|

Florida State University
Center for Professional
Development and Public Service

|
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