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The President's Mess

by fack E McCregor

ike politics, religion and taxes, privabization is here to
seay. [t's 2 conmcept chae is no longer considered policcally
incorrect. [n face, it's fase becoming politically incorrece
not bo at leasr consider privacizing certain public secror services.

In the face of rising taxes and cthe nesd to cut services to meet

budgets, public sentiment today is clearly on che side of smarver,

leaner governmen.

The trend toward warer and wastewater
privatization, hardly a nowel concept in Burope—
from where our country took o many of its gow
erning principles—has been paining scceprance here
in the U3, over the last two decades, perhaps not
so codncidentally with che adopdon of che Safe
Drinking Warer Act and its implementing regula-
rions. The burden on finding 2 way oo fund and
administer complinnce with chese regulations has
fallen largely on stare and local governments, az
almost 85 percent of che UL5. popularion is served
by 3 povernment-owned régional or municipal wa-
[EF SYSOEML

Two developments in particular have given
added emphasis vo the privacization movement. The firse, in
1992, was Presidenc Bush's Execurive Order 12803 regarding
the disposicion of municipal assers chat had been sequired with
federal financial assisance. Then in 1994, President Clinton's
Executive Order 12893 established principles for the develop.
ment and maintenance of federal infrascrucrure [nvesoments,
which included a mandate to seek private-sector partcipation.

Against che backdrop of Whire House suppore, a number of
other significant forces have been driving the politics of
privatizarion. These include, in no particular order:

« A more favorable legislative and regularory environment. Leg:
islation enacred cecently in Mew [ersey, for mample, is de
signed o facilicace privatization of municipal warer sysrems.

= The high cost of regulation.

» The increazsingly complex rechnological and adminiscearive
procedures that must be followed ro achieve regulatory com-
pliance.

« An everaging infrastruciure,

» The shift in public sentimant away from big government o

smarter, leaner government,

The trend voward regionalization of water and wastewarer sys-

rems, and correspondingly avay from che ardficlalicy of town

boundary lines established cencuries ago.

* The recent privarization success stocies of other municipalis
ties, large and small.

Despire these seven powerful forces driving the engine of
privacization, the road ahesd is not withour a number of signifi-
cant obstacles. Among these are organized labor, which has
lacgely resisred artempes ac privaizacion in che past and undoubs-
edly has given the Clinton Administration some problems in
insisting upon compliance with his Executive Order regarding
privatization, and che paucicy of established successes over a long-
e period.

Zeveral familiar provisions of federal law have
significant impact on the warer supply induscey,
including the CIAC rax, 5BFs, mxexwmpr bond
financing, and FemHA financial-aid programs. The
net impact of these provisions, only one of which |
treats us roughly equally wicth municipals while
thieee hure us, weighs heavily apainse investorowned
water suppliers, The scales of federal jusdce are
badly our of balance.

Ironically, funded, 35 opposed o unfunded,
mandates may slow the movement toward
privatizaton. Mow that Congress has enacred inmo
law language chat requires the federal funding for
povernment to provide regulations costing over 3530 million,
municipalicies may detect a reprieve from environmental man-
dates and be less inclined to sell assers outrighs, Contract man-
apement should remain a viable aliernative however. 1deally, any
legislation authorizing state revolving loan funds should be wric
ren 5o a5 to make funding available only if che municipalicy has
exploted all other costeffective options, including privadzation.

These issuves notwithstanding, privatization i3 a trend thac is
waking hold. The American people, overgoverned, overcaxed and
underserved, will continue o bring pressure to bear on o
ernment waste and inefficiency, and privatizaron is a proven
antidote to both. Public warer supply and wastewarer services—
driven by marker forces such as consolidarion, the high cost of
compliance and modernization and inadequate resources ac the
municipal level—are owo of che mose logical service segments o
benefic from chis crend.

Te guote from Vice President Gore's Mational Performance
Beview: “Governments have bepun to contract competitively;
school diserices have begun to give their customers o chodce; pub-
lic managers have begun o ask what cheir customers wane, This
trend will not be reversed,”

Clearly, the proazation genue 13 out of the boetle, and all of
us=as citizens, businessmen and customers—can only benefit in
the long run, Thar shouwld be owr idea of being politically cor
recr. &
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The Water Companies
Came Marchin' In...

AW will celebrate its centennial this
vear at the [nter Continenml Hotel in New
Orleans, Ocrober 29 through Sovember 2.
Ciathering down in Dixieland 1o honoe 100
Years of Dirinking Wacer Achievement,” we
will reflect on the pase 100 years of the in-
dustry and forus on where we want o be in
the fucure, Plan to take 2 comprehensive lagk
arthe changes char the warer indwstry Is mak-
img, a5 widl a5 enjoy all that the unique ity of
Mew Odeans has oo offer.

Locared inm the heart of che city, the Hoel
Inger Continental is justa shore distance from
the hisroric French Quarer and a few min-
wtes from the Biveraalk and the French Mar
ker. WWith ies craditional Crecle cuisine, its
unigue blend of sights and sound and end-
less southern hosparalivy, che Crescent Ciry
is the perfect location for che 99th Annmeal
MANL conference.

Sunday

To accommodare early arrivals, conference
registration will be open from Meon untl
5:00PM on Satueday. On Sunday, segistra-
con will be open from 3:00AM o 5:00FM.

On Sunday morning NAYC will hold s
Golf Tournament ar Bayou Barriere, a pullic
course owned by Sentor Touring Pro Jim
Colbert. A contnental breakfast will be
served prior bo bee time,

This year’s MAWC Tennis Tourmament
will also be held on Sunday, an the indoor
coures atthe Hilton Bivercencer Racquer and
Health Club, part of the Sheraton Mew Or-
leans Hoeel.

Two rours will also be offered on Sunday.
“Mew Orleans a ba Caree, a tour of Mew O
leans’ famous sites, will be offered in the
morning and again on Sunday afternoon.
The rour will rake participanes chrough che
city; beginning in the French Chuarter wich a
sop ot Jackson Square, one of the most pho-
tographed spots in Morth America, and
where the city was founded. The neachy his-
rotic Fremch Marker combines an extraordi:
nary blend of history, anchitecture, food and
shopping. Once used as & crading post by che

o NAWC WATER

Choctaw Indians, icis now a collection of spe-
clalized markers in che French Chaarter with
putdoor cafes and unigue shops nestded in
berween them. The famous Farmers Markes
sells Fresh tomatoes, okra, melons, gadic and
sweer potaroes to bocal chefs. Following the
French Markez, the tour will stop on Espla-
nade forenue. Elegant homes wich bace baloo-
mies line chis tree shaded street that once was
the most fshionable promenade of Mew Or-
leans. The tour will also stop at an above
ground cemetery, 3 unigque way o bury the
dead rhar is pecessitared by Mew Odeans’
high water table thar makes it impossible for
below ground burials. Passing che beauriful
Ciry Park where duels were once fought, the
tour will continue along Lake Ponuchartrain
and past America’s second oldest yache club,
Returning to the heart of the city, the wur
will continue down 5o Charles Avenue along-
side che city’s historic streetcars, the oldess
srreet rallway aystemn in the countey. Before
returning, the mur will circle the Superdome,
the proud home of the Mew Odeans Saines.

*Magnificent Monsions of the Garden Dis-

[

trict” will alss be offeced on Sunday. This
our chrough New Orrleans’ garden discrice
turng back time to the haloyon dais of the
mid-minereenth cenrury. Mansions with
leacked glass doors, balconies, and stately col-
uming and surrounded by ingelcae iton fences
sit amidst bush foliage and gardens with mag-
nolias, ook trees, azaleas, camelliag, and fra
grang sweet ofive and jasmine. These presti-
FIOWE redideroes are home o MY Promanent
Mew Orleanians, many ofwhom have relgned
a4 kings and queens of Mardi Gras, A tour
through owo of these privare manstons has
been specially arranged. The tour will con-
oiruee with a stop ar Lafaverre Cemerery, a
beauriful example of the houselike tombs
unique o New Oreans’ burial grounds.
Beboarding the motorcoach, the wur will
continue down S Charles Avenue past
Tulame and Lowola Universities and cheough
unigque shopping areas before returning
home.

Zunday evening s ~ Taste of New Crieans”
reception will fearure o variery of colloguial
cuising including gumbo, jambalaya, red
beans and thee, exawtish stoulfes and many
ocher Mew Orleans delicacies sccompanied
by Mew Orleans style entertainment, all be
ing made possible by some generous span-
o
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Menday

The Conference will pet scarted with a rec-
ognition of NAWC s [00th Anniversary.
Keith Harrell, a former executive with 1BM
and presideneof Harrell & Associaes in Ar
lanta, will discuss the importance of a posi-
tive attétude in the workplace o improve pro-
fessional and personal potential,

Commissiones Bob Anderson of the Mon-
tana Public Service Commission, and Prest-
denr of the Madonal Associztion of Regula-
tory Utilicy Commissioners (NARUC) and
Commisstoner Charles Hughes of the Morth
Carolina Utilities Commission and Chair of
MARLIC's Whter Commirtes will speak on
the future of commissions.

Concluding with a presentation by Carol
Browner, Administraror of the ULS. Emvinon-
mental Protection Agency, we will take a look
ar the perspective of the Adminiscradon of
the EPA,

Chapeer luncheons will be held on Maon.
day, a5 well as che Spoase Luncheon, “Pan-
tation Homes of the Southern Gentry” The
luneheon will feazure a visic o cwo privagely-
owned plantation homes, Houma: House
Planstion and Motmoway Planration, Mestled
in a bend of the river, Houmas House is still
a frequent stop for stceamboars cruising their
way up-river as in bypone days when Houmns
Hoase was the prime producer of sugar canc
in America, Norroway Pantation, builc in
1865, covers 65,000 square feet making it the
larpest ancebellom home in che Sowh, aml
is one of the fnest restorntions in the area. A

Sourhernesovle lunch will be served ar o o1
the plantartons.

Following Chapter luncheons, D, halin [1.
Craham, Dizecror of the Harvind Comer lie
Risk Analysis, will discuss the puldic penep
tion of risk, the relagive risk drom drink iy
water versus ocher healeh elsks und rhe couses
benetic comparison.

Fellowing De. Graham, there will be thpee
speakers giving the perception of thuir vari.
ous organtzaons on the water imisery. The
afrernoon will conchude with a panel enirle,
*Haw Can the Warer Usilicy Tnipoovs irs [im-

age!

Tuesday

Tuesday morning will begin wirh 2
Rﬂﬂu.lﬂ-lﬂfll h.l'h:’l. '|'l'||.'|'l Eﬁ’l‘ﬂl'ﬂiaahrrwm Frowm
various states on the panel. Taul Foran,
foremer charman of NARUC s Whoer Conse
miceee, will serve 25 moderatoe of rhe sl

Fu“ﬂw‘ing the Regularors’ Panel, o TP
senrative of ENTERGY, an elecrrie uriliy
based in Mew Ordeans, will valk about the
changes in the dectric industry and their
potential impact on the water uriliry inis.
tey. John Barringron of The Wellsley Gironp,
Inc., will discuss "transitions amd oppores.
nities.” Tuesday sessions will conclinle wirly
a pandd discussion on reenginevring the wa-
ter industry.

Tuesday afternoon “New Orlenns a la
Caree” and “Mapgnificent Mansions of the
Garden Disrrice” will be availabde fir tlyase
who missed them on Sunday, as well as 4
“Mysteries of the Swamp® tour. The tour will
provide the fascinating story of rhe Cajun
people and their heritage as participanes
cruise through the seamplands of S hern
Louisiana. Alligamors, smakes, birds, amd
eria all dwell in chese marshes as well ms ong
bess vegeration including wild iris, carmils,
and mallow. The rour will beain with hinch
at the Poine ar Algiers Landing, an umuaril
restaurant with an antique and incimane e
mosphere, The restaurant is sivuated or the
sharpess bend in the river and has 3 perfecr
view of one of America's busiest porrs in ac
tion. Following lunch, participants will poout
on the seampland and be incroduced no the
Cajun French-speaking immigranes and rheir
way of life that in some ways has scarcely
changed since rhey came from Mewva Scooin
almost two hundred years ago.

Wednesday
O Wednesday, the day will benin wigh
“Breakfast ar Brenman's,” where you will dine

o the French Aristocrats of early New Or-
keans did. Mo trip ro New Orleans would be
complete without a visic m che world-famous
Brennan's for breakfase, which has long been
heralded as an incomparable, onecofakind
vEpEricne.

Alter breakfas, Jim Manwaring, Execurive
Darecror of American Warer Works Associa-
tion Resesrch Poundarion (AW WARF) will
begin the morning with a discussion abous
AW WARF and what it provides for NAWC
members. Then, *The Washington Scene”
will be discussed by a speaker familiar wich
the political climare in Washington, which
will be followed by a paned discussion on the
*D.C. Objectives of the Warer Utility Indus-
try.. The Wednesday morning session will
conchede with a discussion of "Sharcholder
Value—The Market's Perception.”

A "Creole Cooking Demonstration” will
be held on Wednesday afternoon, where par-
ticaipanies will learn how o prepace che cul-
sine that has made New Orleans famous. The
e will consist of gumbe, mmbalaya, bread
puhding, pralines and iced rea or Dixie Beer.
Learn the secrets of Cajun cooking as you
ure entermined with the history and origin
of Creale recipes.

Wednesdsy afrermoon will constse of con-
aurrent seminars given by various NAWC
Commirtees. The Customer Service Commir
tee Seminar enticled "How Important is Cus-
tonier Service to Your Compars?™ will be held
mt the same time as the Rares and Revenues
Commiztee Seminar entitled “Main Replace-
mient and Ratemaking Conceprs,” and the In-
formation Technology Seminar and Public In-
furmation Commirtee Seminar, *Sraving
Cool in Hor Water,” will follow.

Wednesday eveningwill be a Mew Orleans
style Halloween Parey. An elegant dinner
spiced up with New Ordeans-style enterrain.
ment will follow drinks and costume admi:

TaLMHL,

Transportation

American Aiflines s the official airine for
this Conference. Through American, savings
are avnilable for Conference participants fly.
ing into che New Ordeans Molsant Airport.
T check on rates, or to makes reservations,
eall American ar 18004331 790 and refer mo
soar file number STTOSAB.

Many of the artractions of Mew Orleans
ase a shoet walk or cab ride from the Inrer
Continental. For those who would like w
have a car, Hertz has been selected as che Cone
ference rental car provider. 4
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Registration Form _ronorrceue

MATIOMNAL ASSOCIATION OF WATER COMPANIES

99th Annual Conference SETURICENO

Hew Orleans, LA AT
Sunday, October 29-Thursday, November 2

BADGE ORDER

DELEGATE'S NAME BADGE SPOUSE'S NAME BADGE
Print or Type Clearly and Mail to:

MATIONAL ASSOCIATION OF o First Mame or Nickname
WATER COMPAMIES

1725 K Streat, M.W., Sulte 1212

Washington, D.C. 20006 First Mame Imiteal Last Mame | First Mame Initiad Last Mame
202-833-0383
Compary City & Stabe
REGISTRATION ADVANCE REGISTRATION ENDS OCTOBER 6

Enclosa a chack made payable o NAWC for full smount of ALL registration lnes. A 525 fes will be added o all registations received aitar Oclobar 6
Fidl rafands will be macs only o cancallationg recaied & wriling by Dclober 18 A 325 cancaliation fee will bo deducied from aach refund,

EVENT MO | AMOUNT TOTAL | EVENT O AMOUNT | TOTAL
Business Praogram Fegistralion £300.00 Hew Orieans a la Carte (please cinche Sma) $20.00
(Empiloyess of Active Membar Companips) each (Sunday, 10000AN=1 D0FM) aach
(Sunday, 1:00PM—4:00P M)
(Tuesday, 1:30P%=4:30PM)
Asgaciabe Member Reglstration SA00.00 Magnificent Mantions of the Garden District| s22.00
Business Program Registration aach {Pleaza crcle Hme) ach
(Sunday, 2:00PM-500PM)
(Tuasday, 1:30PM—4:30PM)
Hon-Mamber Reglstration 500,000 Spouse Tour; Plantation Homas of the SE0.00
Business Program Regisiration Bach Southern Genlbry mach
(Mondary, 10000MM=4-308 1)
Family Momber Registration 585.00 Mystarbes of the Swamp [Junch incl) £48.00
{spousachildran) gach [Tumsday, 1:00Pk=4:30FM) sach
Golf Tourrament £85.00 Breaklast at Brennan's 548,00
{Sunday, TO0AM) pach {Wadnasday, S-30AM=11:30AM) gach
Played's Mamais)
Tonnls Tournament 540,00 Crecle Cooking Demonsiration & Lunch 40,00
(Sanoay, 1:00FM-S00PM) BaEh (Wadnasday, 12:30PM-J:00PW) wach
Player's Mamais)
Sunday: Tasbe of New Orleans Rocapiion g Recagtion and Dinner Dance SR0.00
(Sunday, &30PW-5:000M) charga {Wednesday, 8:30Pk=11:00P%) mach
Hmm.m.ﬁumﬂmmhlﬂ Eﬂ
Chapter Lunch 2700
[Manday, [MNeon) Bash TOTAL AMOUNT ENCLCSED £
ACKNOWLEDGEMENT AMD RECEIPT SHOULD BE SENT TO: SEMINARS
Mame Fhaone { S Plaase check the saminars you plan bo attand,
Company Wadnesday, 145PM
: Cusiomar Service Commitlae Semimar .
Mailing Address Rates and Saveruss Committes Somenas e

Wednasday, I: 158
Public iInformation Commities Saminar e

City Siate Zip Inlgurnation Technokagy Saminar —
Hotel Reservations should be completed and sent girectly 1o New Oreans. Smail Cuﬁnimmf&mmﬁlm 2 il —.
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NAWC History
1946—1970

LT
bt T

by T. Ward Welsh

Constructian of the Green Lone Retervoir

This &5 the thind part of NAWC s himorsy,
prepared in comjuncrion with NAWCs Cen
ternital. The nexe issue of WATER will fea-
rere park four in the sevies,

new world was downing when the Pennsylva
nka Warer Works Association comvened its
Golden Anniversary meeting in 1946, The
war was over: Hitler and Mussoling, both
dead. The Unired Marions had held ics first
- mezting in London and had its eve on a site

for-a permanent headguarcers In New York.
Xerography, a new way to print, had just been invented. And en-
gineers at the Univessity of Pennsyhvania were fooling around with a

i Philodelmhia Suhurban Waeter Co.)

secret roomesized “numerical integrator,” the fiscall-electronic com:
purer.

The 161 PY%A members who gathered at Atlantic Cioy's
Traymore Hotel were looking forwacd o upgrading and expand.
ing their water systems now thar the sixyear wardme building
hiarus was over. Indeed, they were back in Atlantic Ciey, their
old stomping ground, for che firsc dme since 1941, having been
displaced by the Army and the Air Foree during the war years.

fconpinied nexe pagel
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They were optimistic, bur uncasy. War-
rime inflation, which they had expected
s moderate after the armistice, was suill
FApAnE, pUCting SXCreme pressure on the
hesteem line, There was real anxiery about
the spread of Russian communism. Mary
LW evely new government program of
repulation—and there were plency of them
unider President Harry Truman—as om-
nous encropchment. Conference speakers
warned that the American freeenterprise
system wis under siege and thar business-
e had berter man the barricades.

Murdoch Sets the Tone

in hiz sddress, John Murdock, juse
turied 60 and in his 17ch year as presi-
Jint of the P WA, said that 30 vears had
ot been sulfficient time to resolve many
of thie i3sues Pennsylvania water suppliers
Frced when they formed the Association.
Fuit, he sdded, chere were new problems
v, Ao them, intlation, labor unrese
amd “rhe proection of our economic sys-
pein Erom Comniinise troublemakers,”
amil B was poing to take some “original
r'|'||ll.t.:il1j;“ T dheal wich l'h'l.'m.

e NAWC WATER

e

The Creen Lane Retenvair, completed ln 1956,

Dr. Harodd Moulton, president of che
Brookings Instirute, warned the confer
ence that the most serious threar o Ameri-
can capitalism was not from abroad buc
from the rendency of economic power and
wealth to concentrase in the hands of the
few. Business and povernment lesders had
berter work to preserve competition, cre-
are jobs, disperse income, and safeguard
the weak and the distressed, he sald, or
communism would have rich soil on which
[0 ZTOW.

Another speaker concluded that the
miost important technical advances in che
industry since 1895 had been (1) the in-
troducton of chlorine as a disinfectant,
12} the development of rapid sand filters
and (3} the use of orher additives—lime,
soda ash, carbon, copper sulfase—o im-
prove water qualicy.

David Dunlap, a lawyer and urilicy con-
sultant who would later serve as secretary
of the Associntion, polnted our char six
mare Pennsvlvania water suppliers, which
served some 43,000 customers, had been
sold o public puthorities or municipali-
gies in 15946, saving cheir cuscomers

"_’1
|

$175.000 in federal raxes. "If govern-
ments are going o run businesses,
Dunlap said, “chey should pay che same
taxes as the rest of us.”

Enter Jlim MacIniosh

W James “lim” Maclneosh, a Philadel-
phia lawyer who was counsel o the Phila
delphia Suburhan Water Company, took
issue ar the meeting wicth the Pennsylva-
ria PLIC s allegiance o onginal cost ae-
countng. {Maclneosh was abour o get
together with Northeastern Wacer
Company's John Ware, who was seeking
advice on a strategy by which he could gain
contral of American Warer Works & Elec
tric Company's warter properties. T hey
were about to be spun off under the pro-
vizions of the Public Unlicy Holding Com-
pany Act. As a business historian later
wrote, “ic was like a Teiple A ballplayer
deciding he wanted o starc in the major
leagues.” Ware, who had just leveraged his
%5 million wrilicy holdings w buy Narth:
eastern bor 321 million, was now looking
at a group of warer companies woreh, per-
haps, vwice that, Maclnrosh helped him



pull it off and became a director of the
new American Warer Works and a lifelong
confidant of Ware.

[n 1947, the U.5. population was abour
[ 40 million, rwice whar it was when the
Association was founded (and just over
half whar iz is today). A million World War
I[ vererans were attrending college on the
Gl Bill. Congress passed che Tafr Hardley
Ace, resericting che rights of labor unions.
President Truman arciculared the
*Truman Docerine,” the nation’s firsc at
rempt fo contain cormmunism. And fackie
Robinson became thi first black player in
major league baseball.

The Association mecting chac year was
anocher homecoming of sorts. The group,
120 strong, convened at the Haddon Hall
Hotel after being away five years, Mundock
called ir *a long sopourn in exile” Talk ax
the rime was mostly abour cthe growing
demand for water as builders mass pro-
duced homes in the suburbs—the
Levitrowns—for exGls and cheir growing
fumilies. Rates just weren't keeping up
wich the costs of expanding systems. And
employers were smarting under new rul-
ings chae they had to pay workers for time
spene getting to o work site and overtime
afrer 40 hours.

Focus on Small Companies

Boger McShea of the Pennsylvania PLIC
told the conference there wore 470 inves-
tor-owned waber companies in the state,
and about half of them had revenues of
umcber 33,000 a vear. He urged larger com-
panies oo find o way 0 25358 O acquire
struggling small companies, whose
troubles, he said, reflected badly on the
entire indusery. Dr. E. Wight Bakke, a pro-
fessor of ecomomics at Yale, spoke that year
on building a libor-management team. A
widely respecred labor relstions special-
it and a convincing speaker, Bakke would
be a familiar figure ar conferences for che
next |5 years,

Azsociation expenses in 1947 (511,000,
including %6,100 for salaries) exceeded
income for the second straighe vear. This
prompred Murdock to cut the budger for
the annual conference from 53,000 o
51,200 in 1948 po ger che orgsnization
back in the black.

The pressure of inflarion was sharp
etoiigh in 1948 to induce 34 Pennsvlva
nia water cormnpantes o file for rare relief;

this was four rimes the number that had

filed rhe previous year. Still, as one
speaker nored ar che conference, it was
only about 7% of the state’s investor
owned suppliers. Most were making do
despite rising costs,

Seream pollution recurned o che
agenda char year, Pennsylvonia’s depucy
accorney general, Francis |. Gafford,
poinced ourchat che state was second only
o Mew Yook in densiey of populatton and
induscey and its rivers and streams were
in extreme jeopardy. “We've got to destroy
pollution before ix destrovs ™ Gafford
said, He also said better training was
needed for sewer and woterworks opera-
LoTE.

Training Need Achnowledged

Murdock acknowledged that warer
plane operarors needed bercer craining, not
only in technical matters, but in manage-
ment. “We sl have people who believe
ir's possible to drive men,” he said, "and
they're gecting very poor resules.”

Lawyer Jim Macinrosh, who had jusc
returned from a trip to Europe, decried
the splinrered politcal sicuation chere.
He said chat Europeans, far from appreci
ating the LLS." concriburion o che defear
of Crermany, were blaming Washingron for
letting the Communists seize easrern
Europe and were constancly bickering
about farmers', workers' and shop owners”
righrs.

“We can't let that sort of thing happen
here,” Maclnrosh sald. "\We've gor o ger
unions in the Bzpublican Party and capi-
talises in the Democratic Parry. We've gor
o think in terms of the nation, not spe-
cial interests.” He drew loud applause.

Ficesburgh accorney Joe Beck, who
would speak on national affaics at many
conferences in the 19305, seconded
Maclnrosh's remarks, “We have o look
for che most good for the most people In
solving our problems and dispures,” he
said. “and avoid splitting the nation by
class”

The following vear, 1949, as the cold
war heared up, the Motch Atlande Treary
Orzanizzoion was born. Chiang Eai-Shek
and his army withdrew from mainland
China o Formosa in che face of superior
communist forces and the Berdin airlifr
ended afver 277000 flighes carrying food,
clothing and medical supplies inco the
democraric island in communise East Ger-

many,

E. R. Hannum s Remembered

About 130 people showed up for the
conference that year ar the Claridge Hozel
in Atlancie Clry. They paused during the
opening session o pay cheir respects w
Ede B Hannum, of the Richland Warer
Company, who had died. Hannum had
been chairman of the Association's execu:
tive committes and both secretary and
rreasuter of the group. A young Ameri:
can Warer Works Service Company ac-
countant, William A. Kufs, succeeded him
45 SECTETAry-ITEIsurer.

Col. William Bockwell, of Rockwell
Manufacturing, told the conference thae
utility equipment manufacrurers had ben:
efired immeasucably from the rigoc of
wartime preduction. Synthetic rubber had
replaced natural rubber in all seals, he
said, and was proving o be a versarle and
economical material, A new inirtagive by
AWWA and manuficrurers o standard-
ize; hardware would benetic wrilines and
théir customers, Rockwell added.

A MeGraw Hill editor predicred a con-
tinuation of the postwar construction
boom "if we can avoid gerding mngled up
in serikes.” And E. Wighe Bakke, of Yale,
was back, urging arrendees o find a way
tor give their workers “a voice in the com-
pany,” rather than buillding walls thar o
lidified union power and incransigence,

Rate Case Workshop

About half the meeting rime in 1949
was devored 1o 3 long workshop/pane] dis-
cussion on the preparation and presenta-
thon of rate cases. Five engineers, a lowyer
and a utility manager, Jack Barr, financial
vice president of American Water Works
Service Company, made up che panel. Barr
would play a growing leadecship role in
the Association in the 19505 and '60s,
emerging a5 chairman of the board when
ir went national in 1967,

After five years of peace, the United
States went to war agun in 1950, Norech
Korean Communist forees invaded South
Eorea in June and within a few davs, Prest-
dent Truman ordered LLS. troops w join

a United Mations police action there.
Pennsybrania Water Works Assoctation
President John Murdock, in his opening
remarks at the Ocrober conference, ex-
pressed concern abour the LS, imohe
ment in the hostilities and che possibilicy
thatr Bed China might enter the war.
feomiinied mext page)
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(Within three weeks of his calk, Peking did
jusr thae.) Murdock also was rroubled by
il prowing Communist Party presence
#or home” and sugpesved it was time for
pncmibers vo dust off che planc securicy pro-
grams they had implemented during
Wherld War [L

Frederick Knighe, a Philadelphia lawyer,
revicwed developments in collective bae-
paining at the 1950 meeting, citing the
prowing demand for pension plans for
WisTkeTs,

‘Duisiders’ Join Meeting

More than 200 people atrended the
Asspcintbon’s 1951 conference, including
35 puests from the Mew Jersey section of
the American Warer Works Association.
Auwing the Mew Jersey contngent were
rovo young officers of Elizabetheown Wha.
wr Company exch of whom would one day
Il the Association: Mwyearold Robert
W Eean, e, who would succeed Jobhn
kinndock as presidencin 1967, and Kean's
Iswhoesd friend and Princeton roommate,
[lewry 3, Patterson, who would become
MAWE president in 1979-30.

Mundock rold che gathering in his spen-
ing mldress that che nation’s water supply
Isisinvss wis "as strong as it has ever been,
Jespine predictions of calamity due o so-
cil, veonomic and policlcal rrends.” Bux
b said che nation was "on 3 knife edge
herween world peace and World War 111.°

E. H. “Spike™ Aldrich, vice president
anad chief engineer with Ametican Water,
Jdiseribed the company’s experlence wich

an intwvntive filter plane be had designed
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for Alexandria, Virginia. The circular
plant was comprised of a 24-foot-diamerer
chemical mixing basin surrcunded by a 76-
foot sertling basin which, in turn, was
surrounded by an 84-foor donurshaped
filter bed. The fully-automazed plant was
more efficient, cheaper to build and
cheaper to run than conventional ones,
Aldrich said. American had three cthers
under construction in Piceshurgh and
Greensburg, Pennsylvania, and in Charra-
nooga, lennessee. By 1981, when he re-
tired, the company would have a dogen
“Aldrich units” on lime around the coun-
Ery.

Fluoridation Catches On

Maron Flentje, 2 sanitary engineer with
American, reported on progress wich
fluoridation. More than 1 50 communities
in the U5, were flusridaring in 1951 and
another 300 were preparing o do so.
{Newburg, New York, where it was firss
tried, had reporred a 49% reduction in
dental cavities after five vears of Fluaridac
ing.} Flenge said the crearment probably
would become universal unless a way
could ke found w targer ies application by
sdding it to milk, chewing gum or tooth-
paste,

Joseph Beck, the Piccsburgh lawyer,
noted the failure of secialism in Bussia
and England, where production was lag-
ging dramatically. He said he couldn’t see
how arpone could pin his hopes on such a
system, bue advised that Americans be on
guard for any movement in chat dicection.
The Labor Relations Committee brought

o the 195] meeting quotes on a medieal
plan for member companies’ employees. [t
provided up to 38 a day for hospitaliza-
cion and 3200 for major surgery.

In 1952, the Pennsylvania Warer Works
Aggociation moved its headquarters from
the old Telegraph Building in Harrisburg
to the Seate Theater Building. The lease
hadn't expired on che old office 20 it was
made available to members whao visived the
Srare capiral on business. The annoal
meeting that year was ar Aclancic Ciry's
Chalfonte Hotel, where it would stay un-
til 19635,

‘Face Facts," Murdock Urges

Murdock rold the 133 arcendees thar
operaring warer compantes wasn't getting
any easier. Things never had " normalized”
afrer World War 11, he said, All businesses
were still feeling the effects of infladon,
but most dida't have to contend with “the
reluctance of che courss and che regula-
ety commissions to discard obsolete pre-
cedencs and face the faces of economic
life,” Murdock said.

“The pressures on our members are
greater than ever: growing service areas;
inereased demand, espectally in the sum-
mer; inadequate storage and Creatment
capacity. You need imagination and vision
to 3¢ll needed expansion projeces,”
Murdock rold his colleagues. "and cour
age to take the financial risks they re
quire.”

The president of Fidelity-Philadelphia
Trusr Company sald ar char meeting chac
the wal chrear to the American economy
was not 3 direct government rakeover of
companies, a5 was happening abroad, bast
(1) government's controlling business by
regularing and subsidizing power, farming
and production, and (2) inflatien. The
vilue of the dollar had dropped by 51%
since 1939, he said. And the public debr
had burgeoned o 33,700 for every Amerdi-
can family. "The government is just e
big,” he zaid.

Bur Dr. E. Wight Bakke, of Yale, the
Adsociation's labor relations guru, rold
members not (o worey jost because chey
weren t getting their way in everything.
The beauty of the American system, Bakke
said, is thae “the great masses of working
people have a say in public palicy, too, and
that accounts for some of the things—
social programs, regulation—that ire gor
ing on roday.”



‘A Lot to Be Criticized”

*Juse because people crivicize capitalism
doesn’t mean they are socialises,” Bakke
said. “There's a lor o be eriticized in our
SYSIEM.

Harold A. Scragg, chairman of che
Penmsybeania PUC, told Association mem:
bers in 1952 char cheir opponents were
“more commirted and more impassioned
than they” and thar chey had betrer ger v
work comvincing consumers chat chey pro-
vide a valuable service. Many pen-pt-:' Want
gOVEITMENT [0 MOKAZe YOUE COMpAnics,
not regulate them, Seragg said.

Piresburgh lasryer Joe Beck, in hiz 34ch
address to the Association in af many
years, told the group char parrioes like Sen.
Joseph MeCarthy, of Wisconsin, had the
Communists “on the run.” About two
weeks afrer the meeting, American vorers
put two other Cold War bannercarriers,
Dwighe D, Eisenhower and Richard M.
Mixon, at the nation's helm. The White
House was back in Bepublican hands for
the firse cime in 19 years. (This also was
the year che Murchizon brothers, Cling
and John, of Texas, purchased s control-
ling interest in the Indinnapolis Warer
Company from the Geise estate. They
brought Howard “Scotty” Morse, who had
managed che company in che 19305 and

*40s, our of retirement o be presidenc.}

Korean War Ends

The foliowing summer, & treaty wis
signed under which Chinese Communise
troops withdrew from Souch Eorea and
the thresyear war there ended. The 11.5.
deach roll: 54,000, The year 1253 also
would be remembered for two “firsts.”
Daocoors linked cigarewes and lung cancer.
And America execured its first Cold War
apies, Julius and Echel Rosenberg.

The PPUYA meeting chat year drewr 115
members From &1 water companies and 31
manufacturers’ represencatives. John
Murdock, in his 25th presidential re
marks, scoffed ar a3 newspaper edirorial
that suggested that "just about anvone”™
could manage a water company. Mot zo,
he said. Bunning a water company re-
quired 2 man of exceptional personal in-
tegricy and professional comperence,
someone who could plan well encugh o
aviid emerpencies, but be ready o deal
with one if it arose, He had 1o be good at
fimance po keep the operation solvent, He
had to be a man who could listen to and

learn from his customess and who would
grow with experience.

*Oh, ne,” Murdock said, “not jusz ans
GRE Can Mmanage o water company. (s it
any wonder they loved him!)

PR Returns
Public relarions was back on che agenda

in 1953, probably because of the dressing
down the Pennsvlvania PUC chaieman
delivered at the previous mesding. Ralph
Cooney, a PR apency executive, described
i thresyear communications effort by a
Mew York water utility to fend off 2 me-
nicipal cakeover. The campaign encailed
1 50 different print and radio commercials
conveying 234 individual messages.
Cooney gave listeners the degils on che
execution of the successful program.

A panel of five speakers that year be-
moaned the ongoing problem of stream
polluton—partcularly mine drainage and
industrial waste—=and the State’s seeming
inabilicy to do anvehing abour e, Kenneth
Ciernmill, a Philadelphia lawyer who had
been part of a ULS. Treasury Department
ream charged with overhauling che Inter-
nal Revenue Service, ended the conference
on a bright nore. He said che reform
“should put more money in Americans’
pockers.”

A few months after the meedng—and
less than o year after the ceasefire in
Korea, President Eisenhower disparched
American advisors to South Vietnam,
where the Communist Vier Cong had de
feared the French ar Dienbienphu. The
L5, role would remain an advisory one
. + « For the nexe six years.

Back in "the Black’

The number of artendess ot the
Association's 19534 conference dropped
off a bit, to 103, But a record 43 manufac-
turers' repd were on hand, including four
people from Meprune Merer Company
and LS. Pipe and three from the Mueller
Company. T he Association was healehy
again financially, boasting a net worth of
$22,000 and a payeall of 56,600, It termi-
nared che [ease on the old Harrisburg of
fice in the Telegraph Building.

Murdock’s message thar vear was thar
water companies cught to stop focusing on
how low cheir rares were and szare routing
their excellent service. We calk abour our
low rates so much, he said, thay regula-
tors figure we're prowud of chem and wane

o keep them chac way, The remarks
evobved as his "Too Cheap Water™ ralk,
which was to be a hallmark of his presi.
dency. Also, he sald. che industey has 1o
start grooming leaders who will approach
regulators, "not like whipped puppies,”
but with energy, encthusiasm, pride and
imagination, leaders who will “stay ahead
of customier demand, instead of always tey-
ing ro carch up with "

Cannect Fleming engineer Charles
Kressler rold the group water companies
would never ger credic for being efficient
until chey came up with a way o prove
they were. While you alwaw claim effi-
ciency, he said, “you can't prowe ic”
Eresaler said mansgers should be more
aggressive abourt looking for ideas In mu-
nicipal operations and other urilities.
Then you've got o ser up some kind of a
“yardseick” ro rate efficiency. he said, *Un-
tl you do, the regularors aren’t poing to
take your claims seriously.”

‘Costs Won't Come Down’

Abel Wolman, of Johns Hopkins Uni-
versiy, moderating a panel discussion on
the code of service, said rhe induscey had
betrer stop walting for costs to come down
"becouse it's never going o happen.” In
fact, he said, water service was cheaper in
1954, relacively speaking, than it had besn
in the 19305,

Joe Beek, providing, as he usually did,
his own slant on national affairs, sakd he
was concerned that the nation was losing
Iz wiriliy. He decried, “che alarming num-
ber of boys in the U5, found unfic for
military service,” was more, he said, than
im any other councey. Beck said ic was all
the poliricians’ faule: they "juse tell people
what they wane to hear and promise secu-
rity from the cradle o the grave.” The
most serious threat o the LS., he said,
"is not other nations” ships or guns, bur
the decline in our vicilies.”

The Associarion polled i3 members in
1955 on whether they wanted 1o continue
meeting in Arlantke Cloy or try somewhere
else, The response was light, bur only one
member was tived of che seashore . ., and
that was before casinos.

‘Just Like Jesus’

For the first time in his 26 vears as presi:
denrt, John Murdock did not open the
meeting thar year. He had anocher com-

feontineed next puigel
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mitment, 0 he asked Joe Beck ro ser che
seage for the conference. He, in recurn,
would sum up at the end. Beck, who found
mary of his themes in his reading, drew
on the spiritual guide, "The Imication of
Christ,” and o history of the Mew York
Ciry water department, concluding thar
“we in the warer business are here ro serve,
juse like Jesus,”

American Warer Works engineer
"Spike” Aldrich reporred on develop-
ments in che ongoing controversy berween
Philadelphia and MNew York over Mew
York's diversion rights in the upper Dels-
ware River warershed. A regional commis-
sion had been formed to arbitrate the dis-
pute bur ic evenrually ended up in the
courts . . . and would be a point of con
tention for che nexe 40 years.

Murdock's son. Converse, a lawyer with
Ken Gemmill’s Philadelphia Firm,
Dechere, Price & Bhoads, spoke at the
1955 meeting about the “opportuniti=s
and pirfalls™ in employes pension plans.
He warned against selecting a plan for its
tax benefics, saying it mighe prove o be a
Pyrrhic victory over the RS, Racher, he
said, pick a plan chat will belp artrace and
recain comperent employess, “then see chat
it doesn't have any tax picfalls.”

Floods Hit Pennsylvania
John Murdock, in his closing remarks,

e NAWC WATER

paid tribute to the companies char had
“kepr the water running” during severe
floods in northeastern Pennsylvania char
year. And he praised a new emploves train-
ing program introduced by Fhaladelphia
Suburban Warer Company. He said ic
could be a model for the industry. Then
he ended with an appeal o the PLIC o
be “more reasonable.” Juse because rates
aren't confiscarory, doesn't mean they're
fair, Murdock said.

The Cold War heated up a bicin 1956,
Soviet troops entéred Hungary, sending
thousands of refugees Flesing, many o che
Linited States. And the Cuban socialist
rebel Fidel Castro returned o his home
land with o small puerrilla force to rake
on dictator Fulgencio Batista,

John Murdock recired from American
Warer Works Company that year at age 70,
but volunceered o stay on a8 Assocladon
president as long a5 they'd hove him,
David Dunlap, 2 Harrisbucp lawyer who
had been active in monitoring the legisla-
ture and the courrs, became Associarion
secreary. | he Pennsylvania legislacure, in
a marathon session chat year, had in-
creased corporate maxes and soreed up o
fire storm. Big companies like Westing-
house and che Pennsylvania Rallroad were
ralking about moving to other smies, Ir
could mean big rrouble for Pennsylvania’s
urilities, Dunlap said,

Fun with Fluoride
On a light note, a fluoridadion bill be.
fore the legislature had inspired a poem,
which was printed in a stare newspaper,
Drunlap shared it with che group:
“Axe! Pags che warered soorch around,
Though it be fluoridaced;

Whar mamer if such odéous souff
Is contraindicaced?

Let kidneys jzil and livers shrink
And marrow splic and dry,

We'll hawe the soundest sers of reeth
To smile wich as we die,”

The conference called a special session
arche 1956 meering oo honor che memory
ot Machan B. Jacobs, president and chiefr
engineer of Morris Enowles, Inc., and as
Associntion vice president for 213 vears,
Jacobs was eulogized by Joe Beck as "one
of nacure’s noblemen.” Murdock nocted
thar Jicobs had been srricken while in
Harrishurg on Association business, "so
hiis last professional work was for our ben-
efir.” !
A Pennsybvanin Superior Court ruled
char year thar a urilicy's rate of return
should be the same as the cost of money,
Assoclation Secretary Dunlap expressed
fruscrasion chat utilivies kadn't been able
to comvinee regularors or the coures that
"this isn't realisric.” There was some good
news From che goverament, however. Lib-
eralized depreciation rules in the Incérnal
Bevenue Code were allowing businesses
i book grearer depreciation in the eady
lite of an azser, thus permitting quicker
recovery of che investment.

‘0Old Days" Recalled

Murdock, noting char it was the
organization’s S0th annual meeting (cheir
having skipped 1944), cited the conrrast
“trom the old days,” when chey met be
hind closed doors and posted guards
see that no outsiders got in. There were
no regularors at the early meetings, no
guests from stare deparcments, he sald

*The public figured these men starting
waler companies were just scheming to get
rich at the expense of the public,”
Murdock said. "In face, people didn'e want
public warer supplies back then. They be
lieved that a well in each backyard veas all
that was needed.” Oh, how times had
changed.

The 1957 Associacion conference coin
cided with the birch of the Space Age. As
arcendecs arrived in Arlande Cicy in early



—

Cotober, the newspapers=and the conver
prion=were dominated by che Bussians'
successiul launching of a rematkable sac
ellice which was orbiting che earrh. It was
called “Spurnik.” And ivincreased Ameri:
cans’ anxiety about who really was abead
in the rechnology race. Eisenhower dis-
patched Li3. troops again, but not over
seas; this dme they were senc to Lile
Rock, Arkansas, where mandated school
desepregation had sparked mob violence.

{This wis also cthe year the Hackensack
and Spring Valley Water Companies dedi-
cated their 38 million DePorest Lake Res-
ervoir in Rockland Coanty, Mew York.
The concroversial five-milelong reservair,
proposed a decade earlier, had been
starved in 1950, che year George Buck
became president. Those first feor yenrs,
promotng—and defending—the reservoir
was & fullcime jok.)

Moses, Baxter Speak

Among the speakers ae the conferences
were 1w leading figures in che warer sup-
ply business: Thomas W. Moses and
Samuel 5. Baxeer. Moses, o lavryer and a
Murchizon protege from Dallas, had jusc
succeeded "Scorry” Morse as president of
the Indianapolis Warer Company and
would soon also be president of Philadel:
phia Suburban. He talked abour IW'C's
intersive—and often fruscrating—effort o
gain scceprance for the company's new
owners and managers. Baxter, an engineer
who was the Water Commissioner in
Philadelphin, talked about the dispured
Mew Yok Ciey withdeawals From che Dela-
ware River wartershed and his view of how
withdrawal rights should be allocated.

Murdock, in closing remarks, gave one
of his periodic pep talks abous the impor-
tance of warer service and members’ obli-
gation to make the public more sware of
the value of their work and the need w
invest to meet the next generation's water
needs. “If we can do that,” he said, "the
matter of rates will be secondary. Amen-
cans are far more interested in good ser
wice than in low rages.”

By the time of the Association’s next
meeting, Gov. Oeville Faubus of Arkan
sas had defied Washingron by closing
Lirtle Rock's public schools and reopen-
ing them as segregaved private schools.
The United Seates had answered "Sput-
nik” wicth its own orbiting satellive, "Ex-
plorer 1" and the rerm “beasrnik,” first

uttered a year earlier by writer Jack
Eerouac, was part of the American lexi-
con.

A Hint of Things to Come

The annual meeting in Atlantic City in
1958 was a sign of where the organizarion
was headed: six of the ning speakers were
from ourside Pennsvbrania. The PYW%A
was clearly looking bevond the state for
ideas, recognltion and suppore With reo
vears it would brooden its mission . . . and
its: membership. The formar of the
meeting's minutes changed chac year, too,
Mo longer did they list conference attend.
ees, officers and commicoees and carey
committee reports and financial state
ments; they justcarried che remarks of the
nine speakers.

Abel Wolman, of Johns Hopking, pre
sented an overview of the national warer
supply situstion, citing 3 huge need for
new investment in supplies, treacment
plants, storage and eransmission capacity.
The way the suburbs were sprawling,
Wolman said, tradidonal mechods of plan-
ning were no longer adequate. Mew re-
gional approaches were needed.

Frank Amsbacy, Jr., vics president and
manager of Long Island “Warer Corp.;
Wendell LaDue, superintendent of the
Akron, Ohio, Wacter Department, and
Oucar Newgquist, manager of Monmouth
Consolidared Warer Company in Mew Jer-
sey, each spoke about operating merhods
he had found effective.

And Joe Beck wound things up, observ.
ing thar "people in high places™ seemed
to have forgotten that it was the profic
motive that had made the American
ceonomy the envy of the world, Regula-
tors cught to harness its magic by creat
ing incentives for urilicies oo improve cheir

efficiency=and their bottom lines, he said.

Expansion Time

In 1939, Alaska became the nation's
4%¢ch state and Hawaii, its 30ch. Cuban
dicrator Fulgencio Batista fled o the Do
minican Bepublic and Cascro became pre-
mier of a new communist bastion 100
miles from Key West. And President
Eisenhower invoked the TafcHarcley Act
to break long serikes by che narion's soesl.
workers and longshoremen, The Pennsyl-
vanfa Warer Works Assoclation passed
into history that year when members ap-
proved a charter amendmenr expanding

its framchise to include Delaware, Mary-
land, New Yoek, New Jersey and Connecti-
cur. It's new name: The Easvern Water
Company Conference.

In 1960, Sen. John F. Kennedy of Mas-
sachusetes beat Vice President Richard M.
Mixon o rerake the White House for the
Democracs, At that vear’s annual confer-
ence, H.E. Hudson and AW, Savver, ene
gineers with Hazen snd Sawyer, of Mew
York, analyzed che impace of the dramatic
housing boom of the 1250 on warer com-
pany earnings. They predicted that many
companies earnings would fall shaeply in
the 19605 unless their rates were adjusred
more expeditously chan chey had been in
the "50s. They said construction coscs had
escalared an average of 1 3% o vear in the
"5 and, denied roge relicf, many compa-
nies would have to either reduce the
*safery margins” in cheir trearmene and
diseribution systems or cuc their divi-
dends.

"Customer growch without race relief
is & liabilicy,” chey said. “Ir can deseroy
VOUT E3FNIngs.”

Murdock Urges ‘Balance’

Murdock summed up that year by noc
ing thar che inrerests of customers, employ-
ees and stockholders appeared to be in
conflict, but really were not. “They're all
tied together,” he said, "and no class
should be sacriticed o advance the inger
ests of another.”

In 1981, che Russians continued to
blaze space trails. They put wo manned
satellites into orbit. The UL5., playing
camch-up, senc aseronours Alan Shepard
and Gus Grissom on separate 300-mile
rocket flights. In another Cold War de:
velopment, East Germany buile a wall be-
eween East and West Bedin to stem the
Flow of refugees o the west

The Eastecn Water Company Confer-
ence had 4 new board char vear thar
included five members from New Jersey,
rwo exch from New York and Connect-
cut and one each from Marvland and
Delaware. The Pennsylvanin companies,
with 13 directors, still concrolled the con-
ference. The three vice presidenes were
Bay Wendell, Pennsylvania regional man-
ager tor American Water; Fred Silliman,
president of Bridgeporr Hydraulic Co.,
and Bob Kean, president of Elizabethrown
Water,

feontineed next pagel
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Meutral on Fluoridation

A mew Legislarive Commites reported
on a Pennsybeania law which would require
water suppliers wo fluoridare in communi-
ries that approved it by referendum. The
conference debated whether to rake a po-
sition on the issue and decided iowouldn's

Creorge Dann, executive vice president
of Philadelphia Suburban and a manager
known as a "detail man,” told the group
thar year (1961} che real measure of a man-
ager was not how much paper wark he
turtied out bur “the decisions he makes
that bring profic and goodwill to the com-
pany.” The manager's toughesr jobs, Dann
safd, were keeping a firm hand on expen-
ditures and keeping in rouch wich whar's
going on around him, boch inside and
outside cthe company.

Yale sconomics professor Wighe Bakke
observed chat year that union power in the
United Stares had peaked and probably
was headed for a decline, unless unions
changed cheir ways. He said managements
could speed chis decline by managing
“with the advice, consent and participa
tion of theirworkers.” (In face, union mem-
bership hod peaked at sbour 35% of the
wotkforee in 1943, was down o 31% by
1961, headed for a low of abour 12% w-
day:}

Leo Lowis, presidenc of the Long Island
Warer Company, spoke about the advan-
cages of investor ownership over munici-
pal ownership of utilicies. He claimed spe
clal insighr on che subjece because he had
managed & municipal warer svstem for
many years. He sald member companies
ought to be stressing cheir unique operar

° NAWC WATER

farmes Balenger

ing advantages at svery oppoftunicy.

Cold War Flares

The Cold War flared up briefly in 1962
when Zoviet ships approached Cuba de-
livering an ocder of missiles o Castro,
President Eennedy chrearened an arcack
unless the ships turned aroupd. Across
the U5, thousands of American families
stocked their cellars with food and water
and many planced bomb sheleers under
their lawns against cthe threar of Russian
rizsiles. Eventually che Kremlin backed
down.

i T his was the year John H. Ware merged
his Morcheascern Warer Company and
American Warer, which he had boughr in
1947, Just before he died, a vear [ater, Ware
passed most of his interest in the company
along oo his owo sons, John, L who was
to serve in Congress in the 1970s, and
Willard, a Miami banker. Lawyer Een
Ciemmill, a director of the company, and
irs president, Jack Barr, alio were given
blocks of stock.)

The Eastern Water Company Confer
ence gor an earful thar vear ar bos Ardancic
City meeting from Donald Rogers, the
financial editor of the New York Hevald
Tribnine, Rogers, in o ik entided ®There
Cioes Free Entecprise,” said if President
Kennedy and his liberal economic advis-
ers weren't reined in, “they'll screw up
indusery the way chey screwed up agricul-
ture.” He predicted “economic disascer,”
given the way costs were inereasing, the
low level of capital investment in che U5,
and the growing economic strength of
other nations, “Corporate profits were

312 billion (n 1961," Bogers said, “the
same as in 1930, yet Americans’ individil
income increased by 7 539% during that tme.”

John Murdock, then 76, spoke only
briefly 4t che meeting, thanking outside
puests and speakers for pordcipatng and
the manufacturers” reps "for the Wednes.
day cockrail party,” a pesture thar became
a popular feature of the meetings.

Troops: At Home and Abroad

President Kennedy disparched 3,000
troops to Birmingham, Alabama, in 1963
e protect civil righes demonstrators after
the Bev, Martin Lucher King was arreseed.
I Auguse, 200,000 civil rights marchers
descended on Washingron, D.C. The com-
miunisgs were marching, too . . . in Vier
nam, 0 the LS, increased fes “milicary
sdvizor” contingent there to abour | 5,000,

This was an ausplcious vear for the Ease
ern Water Company Conference, [k broad-
ened i3 franchise again, chis tme to in-
clude all 50 staces. It elected direcoors
feam 23 stares and changed its nome, for
the second dme in four years, o che Ma.
vional Water Company Conference.

(Tom Moses stepped down as president
of the Indianapolis and Philadelphia Sub-
urban water companles in 1962 o head
Irvestors Diversified Services, which che
Murchizons had ncquired. He was sue
ceeded ac [WC by Daniel P. Morse,
“heoktys son, and, in Bryn Mowr, by
James M. Ballenger, an old friend from
West Virginin who, by 2 circuitous route,
ended up with Jim Maclneosh's Philadel-
phia low firme and on che Philly Suburban
board. Moses would rerurn o che INVC
presidency in 1969.)

Public relations returned to the
MYWOC s annual meeting agenda in 1963,
Three speakers from Bozell & Jacobs, the
Mew York Cicy agency thar did work for
the iron pipe manufacturers, and the PR
direcror for the Mueller Co., ralked abour
communicating effectively and fending off
municipal predators, Their tips: pracrice
PR every day, and per professional help in
crises. A.J. (. Priest, a professor of law ar
the Universicy of Virginia, wld the con-
terence that “fair” regulation served che
incereses of all Americans and ecould be
instrumental in fending off socialism. He
urged members not to ery o hamstring
regulators, but "ro work with them
make che sysfem work better.”

For cthe first dime in 34 vears, John



Murdock did nor speak ac che 1963 meet
ing. Just o month after the conference ad-
journed, President Kennedy was assassi-
pated in Dallas and Vice Preswdent Lyndon
Johnson succeeded him.

Vietnam Heats Up
By the summer of "84, America was

again af war. After Morth Vietnamese gun-
boats artacked a U5, destrover in che Gulf
of Tonkin, President Jehnson ondered re-
raliatory air steikes and Congress autho-
rized him to do "whatever is necessary to
maintain the peace.” Ar home, racial vie-
lence broke outin Mew York, Philadelphia
and other cities. A pew fad caprured che
nighelife scene: discothegques, and their
entertainment, go-go girls.

The Marional Water Company Confer-
ence, now with almost 300 members, in-
troduced & new publicadon in 1964, The
Cuarterty. [t would be the organization’s
voice untll it was redesigned in the "80s
and renamed Water magazine. Douglas
MeWilliams, of the Roaring Creek Water
Company in Shamokin, Pennsylvania,
stepped down as chairman of the execy
tive comemictee, & post be had held for 17
yEArs:

Murdock, opening the meeting in Ar
lantic City that year, said it hod been “a
shakedown year™ for the now-national or-
ganization. He emphasized, however, that
the conference’s mission hadn't changed,
that it would continue to be the voice of
investor-owned water companies. The presi-
dent also said it was crucial that the
MWYWCT ace by consensus, rather than
majority vote, because its members, all
volunceers, weren't really bound by
conference’s declsions and policies.

Suggestion Is Challenged

Murdock suggested chat member com-
panies might follow the lead of municipal
suppliers and seek higher raves in outly-
ing areas where service was more costly.
Butr Phil Walsh, president of Southern
Californiz YWarer Co., challenged thas
idea.

"Warying raves would be the worse thing
fesr our cﬂmpaniﬂ,* he sabd, "They would
cause fragmentation and invice municipal
takeovers.” His company had just fended
off municipal scquisition infraives in teo
Drange County communities,

Edward Thornron, a former Mew York
PUC commissioner, told the conference

VY ATE R

that utilicy operators were always extolling
the free enterprise system. " Then, when
you have a problem,” he said, “vou run o
the government o solve it for chem.™ You
can't have a licde government participa-
ton in your industry any more chan an
individual can have a litcle cancer,
Thornton said.

Camille A. Garnier, president of Sub-
wrban YWarer Svatems in California, spoke
that vear about che special problems of
operating water systems in che -:!tﬂ-e:'l;.
There were grear opporrunicies in the
Southwest, Garnier said, "as long as one
cani distinguish between a vision and a
mirage.”

At Odds on Yietnam

The LUnited States got serious abour
YWiernam in 1965, purdng 23,000 troops
there by midyear . . . and 184,000 by year
end. Bur many Americans weren't buying
it and demonstrators ok o the streets
in cities across the councey. Raclal vie-
lence continued—in Monrgomery, Als-
bama, and in the Watts discrice of Los
Angeles, And-pollution lows also gachered
momentum as enviconmentalists emerged
a3 o political force. And questions arose
abourt ueilivies’ reliability when a power
station failure in Onrario blacked our
parrs of cight northeastern stares and two
Canadian provinces.

A droughe which had dogoed the norche
gast for four years—and aggravated che

Mational Association of
COM Pt

76

Frank E. Dolsan

Mew Yook Ciry-Philadelphia water rights
dispure—dominared East Coast communi-
cations that yeor. And everyone's worst
mightmare, more government encroach-
ment, was coming to pass. The Warer Be-
sources Planning Act became Laow. [t artiou
lared & broad Federal wacer policy which,
among other things, encouraged conser
vation and authorized the formation of
river basin commissions. The Housing
and Urban Redevelopment Act and the
Public Works and Economic Development
Act also passed, providing grants of up o
50% of the cost to communities building
and improving water and sewer facilicies.

John Murdeck, in his opening address
to the conference, discussed water shoro
ages and blamed povernment policies un-
der which large cittes ke New Yook didn's
even merer customers and many investor-
owned companies couldn’t afford ro build
much-needed storage.

Murdock’s Final Appeal

The last thing the induscey needed,
Murdock said, was more government in-
trusion. He urged NWCC members 1o
help gee his message o Congress, (IE was
to be Murdock's lase appeal 1o his col-
leagues.} Jim Milligan, jusc hired as admin-
istrative director of the Conference, said
that in the past five years, American com-
munities had defeated 3539 bond issues
proposed for the improvement of mumnici-

feantinued next pages
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Centennial, contimued

pal warer works. Thar local failure w act
created @ void chae che Federal governmene
was filling, he said.

Ceorge Bloom, chairman of the Pean-
sylvania PUC, told the conference thar
same ukility companies had staff or cone
sultanes who spenc all cheir time frager
nizing and building friendships with mem-
bers of Congress and scare legislators.
*That's the only way you can get your mes-
sige across,” he said, "You warer suppli-
ers should be working harder to keep the
Federal governmentoutofvour business.”

Fred Allen, chairman of the Maine Pub-
lic Uriliey Comemizsion, addressed char
meeting and was recognized as an ener-
getic regulator with a keen interest in wa-
ter supply issues. Allen could hardly have
realized then what 3 key role he would play

i the induscey in a few years.

The Murdock Era Ends

In February, 1966, John H. Murdodk
died at age 79 at his home in Wynnewood,
Pennsylvania. He was scheduled o speak
in April at a meeting of the Missouri chap-
ver of che ANWA. His speech, on che
impact of che new Federal laws affecting
the indusrry, was read by Chicago lowyer
Robert Wilcax,

Murdock was eulogized by George
Diann ac che annual meedng of the Con-
ference in Philadelphia, the first outside
Arlantie Ciey in 20 years. He deseribed
Murdock as "the center and circumfer-
ence” of the organization which he had
headed for 37 years. He remembered
Murdoek's forthrightness, his kindness,
hiz broad knowledge of che urtilicy busi-
ness and Deility law, his readiness o lis-
ren to—and counsel-his colleagues, and
the pride in the industry he personified
and communicaced. Jim - Milligan, ac 31,
acknowledged thar he wouldn't be able to
fill Murdock’s shoes but said he would
give ir his best on an incerim basis. Jack
Barr was elected chairman of the execu-
tive committee and he and President Fred

Silliman serabout finding o successor for
Murdock.

Reich Touts Marketing

Jack Beich, chairman of the Indianape-
lis Water Company, told members thar
year thar warer companies "can't afford w
sit round on their monopolies,” that they

o NAWC WATER

hod to create and macker new products
and services. Reich, whom Murdock had
once said was good for the business
because he knew noching abour ir, old
how IWC, despite objections from
Indianapolis plumbing contractors, was
selling and installing sprinkler systems
and garbage disposal unies. Jack Barr
moderaved che firse regulator-industry
panel discussion thar year—on main
exrension policy. I included commission-
ers from four states and company execu-
tives From four ochers, Each advanced his
views an how to finance and recover
rates the cosc of two hyporhedeal main
SRIENSIONS.

In January, 1967, wo conference offic-
ers, Bob Kean of Elizmberhrown and Frank
Dholzon, of St Louts Councy Water Com-
pany, went oo India ar che behest of LS,
Surgeon General William H. Srewart to
help warer suppliers there address some
proflems,

By then, che war in Vietnam was seri-
ously dividing the nation, The Linired
Stares had almose 300,000 rroops there
and marchers=both anti- and prowar=
were in the streets in New York, San Fran
cisco and Washingron. Racial viclence
alse flared that summer in Newark, Cleve-
land and Derroic

[o that summer’s NWCC Quarcerly,
Milligan noted thar the huge influx of
Federal money into municipal warer sys-
tems was putting some 5,000 investor
owned systems in jeopardy. NWCC mem-
bers were paying faxes to SUppOTT grants
for thelr competitars while officials of che
powns chey served were ralking acquisition
o gt access to the federal funds, Milligan
said. Some way had to be'found o make
investor-owned systems eligible for the
gramts.

(That was the year Philadelphia Subur
ban YWarer Company, looking desperately
in ity booming services area for a site for
a new reservoir, boughta 33acre, 400-foor
deep quarry from Bethlehem Steel Com-
pany as a billion gallons of readymade
srorage. )

At the annual meering in Pictsburgh
thar year, the Conference accepred
Milligan's resignation. He had landed
another ceade assocthition job. The execu-
tive committee suthorized funds to engage
a parttime consultant vo improve liaizon
with state regularors, George Dann suc-
ceaded Silliman as president.

The following year, 1968, was a tumul-
tuous one in American polities. Mardn
Lucher King, Jr., was assassinaced in April
and presidenrial candidare Roberr F
Eennedy was fatally shot owo monchis later
as he celebrated a California primary vie-
tory. Bioting marked che Democratic Ma-
tonal Comvention in Chicago. Richard M.
Mixzon won the White House in Movem-
ber.

Allen Takes Over

In January, 1968, Fred Allen accepted
the job as administradve director of the
Conference, Allen, who was 53, had
served in both houses of the Maine legis-
lature. He had been a urility regulacor for
14 years and chairman of the Maine com
missicn for nine years. He was instrumen-
tal in gerting warer issues on che agenda
of MABUCs regional conferences and in
the formation of the new NARUC Water
Committee.

Allen said he ook the job over three
ocher "hard” offers because che organiza-
rion was small; che job, challenging, and
he was impressed by the Conference lead
ership. He, in turn, impressed the execu-
tive commirtee with his energy and his
willingness to question some of the
DEgANEEALION's Ways.

Allen’s First rasks were to maove the
Conferences’ headgquarrers from suburban
Philadelphia (where ir had been sicuated
tor Murdock’s comvenience) o Washing-
ton, and o srrengehen the MYWCC's lini-
son with stace regulacors. He also worked
to start state sections and for legislarion
1o broaden the Federal granes progeams
to include investor-owned warer suppliers.
{Allen said he was raken abuack, afver head-
ing a commission with a staff of 115, o
find just kimself and a secretary in the
Conference office.} He hired owo people
that firsr year,

Federal legisladion oo creare & Marional
Warer Commission was moving through
Congress char spring, but it gor ted up
with the Central Arizona Project and its
PrOApECcTs WweTe uncertain.

In February, 1969, President George
Dann wrote his first report to members
from Washingron. He rold of commitmes
meetings at the new Washingron office (ar
475 1 3ch Se. WW) and of luncheon meer
ings with members of Congress and their
sides. The chruse of his repore was char
the Conference was now where the sction



was, and it was washing no cime r:||n:|:|'|[_
advantage of (ts new scrarepic locarion.,
{In fact, Allen said, [ack Barr had of
fered to make room for the Conference at
American’s Alexandria Water Company
headquarrers and Tom Moses had offered
office space in Indianapolis. But the ex
ecutive committee opted for the DC of-

fice.)

A Warning from Kelly

Im April, James M. Eelly, a Peninsylva:
nta PULC commissioner whoe had sue
ceeded Framk MNunes of Fhode Island as
chairman of MARLUCs Water Comenittes,
told a commites conference at lowa State
University that neither water suppliers not
stare regularors were doing cheir jobs in
Washingron. That failure was opening the
door for Federal warer legislation, he said.
The hour was late, Kelly said, and unless
the industey gor busy, the government was

Fred Alfen with Edmung Moskie

going to end up running all che warer com-
panies.

This was che year the Linived Seates
started withdrawing from Vietnam.
America put its first men on the moon.
And Sen. Edward Kennedy drove a car off
a bridge on Martha's Vineyard causing che
dearh of a woman passenger . . . and eclips-
ing any presidential aspiration he might
have had.

The 1968 NWCC meeting was in Ar-
lingron, YWirginia. [twas the organization’s
biggest meeting ever—as Allen recalls, che
registration was about B0=and the first
ever held outside Pennsvbrania or Mew Jer-
sey. Frank Dolson took over as president
and Jack Barr was elected chairman of the
board. The conference drew abour 20
repulacors despive the face char MARLIC s
annual meering in Dener followed ic by
just a few dayi. Allen, Barr and Dodson
wene righe from Arlingron to Denver. Barr

and Drolson, speakers in Depver, told the
regulacors che warer business was in poor
health and could not long survive on the
puny rate adjustments companies were
getting. Dolson said water compamy stocks
were “polson ar the box office.” All they
wanted, he said, was the same rate of re-
turn eleceric and telephone companies
were getting and to be able to compete on
an even playing field with municipal sup-
pliers.

Cut of the Ardington meeting came a
whiole new agenda for che 1970s. It was to
include "midyear” board meetings in the
spring and an exera day ar the annual con-
ference for commictes meetings, Allen sex
a frenetic pace that was to characeerize his
14 wears as administrarive director. 4

Mest: Enwironmentalism grows, the EPA
raises guality standards and mergers help

address smallcompany problems,
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Expanding Your Product and
Service for Increased Profitability

“| Seen My Opportunities and | Took “Em

OR

presented by formes L Good

rr

Vice President, Corporate Commurications and Morketing

Good afternoon. My name i3 Jim Goed.
[ am Yice President of Corporate Commu-
nications and Marketing for the Califor-
miz Warer Zervice Company, known as Cal
Water. It is indeed a pleasure to address
the Second Annual Clean Warer Indus-
try Conference on the topic of "Expand-
ing your product and service lines for in-
creased proficabilicy.”

If vou're like me, when you rend this
title in the program, you probably
scratched your head and thought, "Hub!
Whar does thar mean!”™

Cieorge Washington Flunkett, a5 you
students of history will know, was a mem-
ber of Mew York Cicy's infamous Tammany
Hall, the political machine char ruled the
Cicy off and on for nearly 2 cencury

@ NAWC WATER

Colifornio Water Service Company
ot the

2nd Annual Water Indusiry Conference:
Parinerships i Privatization
April 12, 1995

The Helmsley Park Larne Hotel
New York, MNew York

'.'E:-
George Worhington Plunkeit

Sometimes known as the Sage of
Tammany Hall, he is renowned for two

sayings concerming the operations of the
Hall. One was explaining che difference
betwesn honest graft and plain old ordi-
nacy grafe. His orher famous saying was,
*I seen my opportunities and | ook "em.”
[n business jarpon, we would call this ap-
proach "Asser Maximization." Both of
these slogans aptly describe woday's topic.

Why Moximize lsabs?

Mow thar vou know what my topic is,
vou might be wondering why you should
maximmize assers, | here iz really no reason
oo cbo this in a regulaced wrilicy since chey
can always hle a rate case secking more
revenues when chey fail o meer cheir au-
thoried rate of return—with the impact
on rerail raves a secondary concern ar best.



Ar least, thae's che old way of thinking
about warer urilivizs. Mow, with competi-
tion for service, there i3 incentive to keep
the price of regulated warer service down,
Ope way 0o do this i3 ro—ar lease—main-
roin the same rate of rerurn by realizing
seofits from under utilized (and usually
anregulared) compary zssets. Every il
ity here=regulated or not=has the capabil-
icy to ncrease or mainealn profics by maxi-
mizing the use of such assers.

This 2 precisely what we are doing at
Cal Warer. Before | provide examples of
asset maximization, a little intormation
about che company is in order. Cal Warer
fas been in operation since 1 926, We now
wovide service o 365,000 customers in
38 communiries statewide. No strangers
o privatizatlon, we have raken over B0
sysrems since 1926, 215 since 1980, We
also opernte three :||1'|.'|n||.1.':|p.‘|| and one mu-
eusl wrarer system under concrace This is
seandard fare for o water utilicy. However,
we also engage in some unregulated acrivi-
ries that demonstrace the principal of "as
et maximizarion.” These activities fall
into two primary categories: recycled wa.
ter and utilicy billing services.

Recycled Woter

Recyeled warer is reclaimed wastewrater
used for non-potable purposes such as ir-
rigation and some industrial processes.
Basically, recveled wrarer is che process of
gerting wastewarer from here:

To here:

You can use your imagination o fgure
the process cuc. Or, you can consult the
chart below.

You can see the variery of uses for which
tertiary erenfed wastewnter—recycled wa-
ter—can be used.

The use of recycled warer is growing in
California. Despite record rains this year,
over the longterm, the State is expected
to face water shorrages even in normal
precipication years. In Movember 1994,
the California Department of Water Fe
sources issued Bullerin 160-93 which
stated chat by 2020, California would have
water shortages of 3.2 to 5.7 millien acre
feet in average warer years and 7 vo 9 mil-
lion acre feet in drought vears,

To help meet che shorefall, i is Seare
policy o encourage the use of recycled
water, | he Waeer Reeyeling Act of 199]
has as irs gim che use of 700,000 acre feer
per year (AFY) by 20100 California is well
on ity way o mecting s goal—already
400,000 AFY is used.

Two of the largese recyeled warer
projects are in LA's West and Cencral
Basins. We operate large portions of both
discribution sysvems for a flac fee and cose-
plus basis. We are overseeing the prepara-
tion of the West Basin system and have
been designated the lead contractor for O
& M on the Central Basin. The company
was recently invited to design and over-
see construction of a 13 mile extension of
the Central Basin system. Wich the expe-
rlence gained in this area, Cal Water is
quickly becoming a leading experr in re-
cycled water distribution svstems, We fully
expect o win ocher such contracts in the
state, In chis case we have maximized our
MOsE IMPOrTARE asset—our personnel,

Utility Billing

Another area thar is very promising for
us i3 adding municipal urility charges wo
our bills.

Cal Water has one of the moscadvanced
billimg sysrerns of any industry in che couns
iry. Don't believe me! Belisve the sooris
tics: Average of only 1 mistake per 100,000
ftems processed: an award from che
Linited Stares Poscal Service; and rwo

RECYCLED WATER PROCESS

IFRIMART EFFLUENT
(Remaval of sawage salids]

SECOMDARY EFFLIFENT
|Oxidized and disinfected)



Expanding Your Profic . . ., continied

MNANT Management Innovanon awards,
Oy beeter ver, come look tor youcself. T'm
happy to show our billing operadon wo any
interested party.

Every month 400,000 accounts are
billed. That means every day 20,000 ac
eounes are processed and by only four
emplovees. And we hove excess capacicy
which we are purting ro work billing for
orher urilities.

This area has expanded considerably
because cities have reached 3 point where
thev must decide if they are going o mod-
ernize cheir billing systems. One alterna-
tive is to have us da i If we are already in
rhe service ares, we cando it for less. Even
when we are outside the service area, we
can often do it for less chan a cicy can since
we have few varjable costs to cover.

Cal Warer bs currently billing for seven
municipalities end negotiating wich many
more. Lleilicy billing for municipalicies is
one example of moximizing a physical as-
SEL: COMPUEET FIME.

Other Services

Two other promising areas look o be
system design work and meter reading
water systems. As | mentoned, we have
been asked o design a recycled water dis-
eribution system. We can waually do ix
cheaper than a consulting engineer. Flus,
we don't over-design.

The other ares is merer reading: We are
actively bidding for several merer reading
conceaces. Again, we can be fairly compet:
tive here since there are few variable coses
tO COVEE.

But with every opportunity comes come
petitton, Even [n che water uddbicy field
there is lots of it. For example, in Southe
ern California the local elecrric urilivy is
aggressively (and successfully) secking
meter reading conteacts. They have even
approached us abour reading our merters.
At which point we informed them of our
interest in reading theirs. Despite the com-
perition, we expect (0 win some coniTecis
in this area.

Zo what is the benefic of asser maximi-
mtion?

Well, as 1 srared earlier, ic is a way o
maintain oF increase your company's prof
icabilicy. Bue iris also a way o differen-
ate your product, thereby making yourself
more atiractve o prospecrs and increds-
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ing the number of contraces you win,

W hen most people think of water urili-
tes—if they think of them at all=chis iz
what they think of:

YWhat's the difference’ We all provide
the same product pretey much at the same
lewel. There is very licde product differ-
entiation. After all, water i fungible.

Those of us in rhe industry know chis
is not exactly true. Every company 18 in
eealicy different from every other, with
different strengths and weaknesses. Cal
Warer happens o be the besr at every-
ching, but all the ocher companies can
point to at least one area where chey clearly
cucshine the comperition. Buc the essen:
tial poine is chat to laymen—and especially
laymien who serve on city councils=thers
is ny difference from one water urilicy o
ancther.

On top of selling a fungible produet in
a regulared secror we have anocher prob-
lem, Resistance, Let's face it. Most munic-
palities don't want us in—even when the

only asset they can sell to get back o sol.
vency is the water sysrem. CHten times
they believe cthey run their systems more
efficiently than we can! Therefore, spend.
ing hundreds of hours of valuable staff
time on proposals that many cities don't
want and which they won't distnguish
between anyway can be frustrating, Fruje
less and profidess.

To guard against wasting resources, Cal
Warer has learned vo differentiate tts prod-
uct. By maximizing our assets and capa-
biliries we can provide more than mom
tradicional O & M services, When we
make a proposal to a city to buy or oper-
are the warer system. we break out some
of the services. This way, even if we don't
get the waer system, we might ger 4 ser-
vice like billing or meter reading. This
concribuces o the botromline, provides
us 3 way {0 rémain competitive in an in-
creasingly competitive marker and helps
maintain earnings even when there is pres-
sure mot to file for rare increases. &

Tammany Hall, Aavon Burr and
Investor-Owned Water Utilities®

Tammany Hall-the quintessendal ur-
ban polirical machine, Ik ruled Mew York
Ciey off and on for a century. Believe it or
don't, one of its earliesc lessons in pracri-
cal polivies came from Aasron Burr
through his esablishment of o private
water utility serving Mew York Ciry.

In the late 18ch Century, before it rep-
resented ethnic immigrants, Tammany
Hall represented small businessmen and
other less monied interests, At the time,
in order to vote—and only men could—one
needed to own land. Then, as now, the
easential ingredient o owning land was
money which, as always, was available pri-
marily from banks. But the city's only
bank, the Bank of New York (founded,
incidencally, by Alexander Hamilton)
wiould not lean o che “*kind of person”
who belonged o Tammany,

The Seare of New York—ar Hamiloon's
urging=would not chorver 8 rival bank.
Enrer Aaron Burr (famous for ourdueling
Hamilton), It was from Burr thar early
Tarmmany Hall members learned many of
their methods oz aides during his bid for

the Presidency in 1800, Out of office and
casting abour for projects on which
dedicare his skills, Bucr ser about crear
ing a rival bank.

While Tammany Hall members needed
a bank, so they could borrow money
buy land and vore, Mew York City needed
a dependable warer supply. Burr put o
gether a coalition in supporr of a sate
charger for the formation of the Manhar
tan Company to supply warer. As the leg
islation moved chrough the legislature, w
the last minure, Burr added a provision
to the charter permitting the Manhactan
Company to invest surplus funds in any
manmner thar did noc concravene the laws
of the Srare. Thus was born the city's wa-
rer supply company, the Bank of Manhat
ran Company {which eventually became
the Chase Manharran Bank) and che seed
money for Tammany Hall's early power

base, &

'Freely mxoorpted from The Threr, Oliver £ Albes,
Adilison Wesley Publishing Compary, 1993
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Tri-County Water Supply Project
Will Bring a Reliable Long-Term Water Supply
to a Region in Need

by Howard [ Woods, .

Vice President, Mew Jertey-Americon Waler Compony

In 1984, the M.]. Department of Envi-
ronmental Projection (DEP) designated an
area of southern MNew Jersey as a Warer
Supply Crivical Area because the Poromac-
Raritan-Magorhy [PEM) aquifer chat
serves the region was being depleted faster
than nature could replenish. The DEP
alsa idenrified che Delaware River as the
only reliable long-rterm alternative water
source to the endangered PRM, In re
sponse, Mew Jersey-American Warer Com-
pany proposed the Tri-County Water Sup-
ply Project, which will crear Delaware
River water, as the solution to the region's
wrater supply problem. The DEP endorsed
the Project os the most viable option, and
requested the warer company o design,
finamce and construct an intake, pumping
srarion, treatment facilities, and reansois
sion mains roosaisfy regional warer needs.

The Project

When compleced at the end of this year,
the Tri-Councy Water Supply Project will
draw water from che Delaware River, treat
it in a stare-cbrheace fileradon plane, and
deliver it chrough an extensive pipeline
systemm BO af many 8% 33 communities in
Burlingron, Camden and Gloucester coun-
ties in Mew Jersey, Unil now, southern
Mew Jersey has relled almos: exclusively
on groundwater sources for its water
needs, Mow the sivvaclon will change,
With the completion of the TriCounty
Project, the region will, for the firse tme,
depend on a surface water source for a
major portion of the water supply. Howe
ever, sucface water is more expensive o
treat and maintain than groundwater.
This means thar residents of sourhern
Hew Jersey will be paying the same for
witter a5 their peighbors in other areas of
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Herddon Heights, Mew fersey

Howard | Woodt, .

the state who already rely on surface wa-
ter supplies.

In developing che plans for the Project,
Mew JerseyAmerican consulted with lo-
cal, stave and federal authoricies o ensure
that reliable water service and protecting
the environment were the top priorites
considered in the desipn and constructisn
of each component.

The Pumping Station

Abour 300 feer from the Delaware
River's bank in western Burlington
County, a new raw water pumping station
is being constructed. River warer will flow
by graviey mo the pumping station through
two nearly 1800-fooclong pipes, boch 54
inches in diameser. The ends of the intake
pipes are located in che river abour 1,000
feer from the bulkhead line at the shore,
within the Mew Jersey stare boundaries
and oatside the designared shipping chan:
nels.

As part of its environmeneal commit
ment, Mew Jerser-American consuleed
with the DEP's Coastal Resources Divi-
slon, the LLS. Fish and Wikilife Service,

the Army Corps of Engineers, and oche:
regularory agencies during the desipn of
the intake. As a resultof those effors, the
decision was made o locate the intake 5
feer above the river bortom, which is
nearly 15 feer below the average low dide
level. The ends of che intake pipes are con
structed of wire screens similar to well
screens. Functionally, the sereens prevent
debris from damaging che equipment and
pipe. More impareanely, cthough, they also
reduce the impact that pumping will hawe
on river life. The screens’ openings are
small encugh to prevene fish and ocher
wildlife from getting drawn into the in
take pipes, ver large emough o allow the
pipes to function effectively. The screens
and che intake pipes are visibly marked ar
the water surface with buoys or other
markers.

Mew Jersev-American and the environ-
mental agencies also agreed that chlorine
will be added occasionally at che incake
to help dean the raw water line leading to
the rrearment plane. In addition, the pro-
cesses being established at che intake will
help the company control zebra mussels,
should they be detecred in the Delaware
River. Zebra mussels have fouled many
intakes in this country and could be found
in the Delaware River in che future.

The incake pipes lead ino ewo werwells
located in the pumping station. Two
pumps in each wet well will deliver the
water to the treatment planc. This configu-
ratlon provides the necessary celiabilicy
and permits rourine maintenance. Pows
ered by electric mators and controlled by
A COMpUEEE system at the treatment plane,
these pumps will be backed up by genera-
tors o supply power during eleceeical fail-
ures,



Mew Jersev-American has a warer allo-
cation permir to allow for che withdrawal
af up to 40 mpd from the Deloware River.
This withdrawal is very small compnred
pe the amount of water in cthe river: che
minimum amount of warer that flows past

4o ippake site during a severs droughe is
nenrly 2,000 migd; afrer 2 heavy rain, the
amount might be as much as 7,750 mygd.

The Treatment Plant
The rrearment plant’s indctal capacicy of
30 mgd s expecred o meet the region’s
most immediate water demands, including
Mew |ersey-American’s customers needs,
“he planc is designed to allow for capac
v expansion in 10 mgd increments up o
| 00 mgd, a5 demand for sarer from the
Project grows. The plane is designed o
conform with disinfection byproduce
regulations that may be adopred in the
future by che LS, Environmental Protec
tion Agency or the M.], DER
From the pumping station, raw water
from the Deloware River will be pumped
-hrough a Z-miledong, 34-inch diameter
pipeline wo the trearment plane site. From
chere, it will flow ineo o 1 3-million-gallon
seorage basin locaved ar che lowest point
of the property. Warer will then be
pumped oo the cresrment plant where it
will flow by gravicy through the remain-
der of the treatment process.
Before entering the rreatment process,
he warer will Be rested while it is in che
sastoe e idencify normal flucuations in
the quality of row water so any irregulari-
tiez can be derected early and crearment

Critical Area #2

= Depleted Area Boundary
=% Marginal Area Boundary

sdjusted asccordingly. Becavse of che
bagin's capacity, It can provide a rempo-
racy supply of water in case the intake ever
needs ro be closed for some reason.

To identify the best crearment methods,
Mew Jersey-American conducted a pilot
soudy in 1990, The company needed to de-
termine the most effective method of ereae.
ing the warer from the Delaware River w
ensure thar it will meetor be betrer than all
stare and federal warer quality sandards,
The results of the pilot sudy derermined
that the best approach {3 a process using a
rumiber of seps and crearmenis,

The pilot study showed thar ozone
provides superior particle removal while
keeping the production of trihale-
methanes (1 HMs) and ocher disinfection
byproducts to a minimum. As a result,
ozone will be used as che primary oxidant
in the trearment process.

After the addition of chemical coagu-
lanes, most of che solid marter in che raw
water will be removed by a Super-
pulsator®. This unic is che most flexible
and cosceffective means of clarification
identified by che pilot study. [n addidon,
the unit is much smaller than more cradi-
tional devices. This size advantage pro-
duced lower construction costs by redue-
ing the amount of space needed compared
o ocher traditional designas.

Deep-bed, granular acrivared carbon
(GAC) filters will be used to remove addi-
rionzl solid particles and conreol raste and
odor. GAL filters will also give additional
protection in case of an oll or chemical
spill in the river.

The final disinfection process will use
chlorine, primarily because it is che disin.
fectant now used by Mew Jersey-American
and the other warer suppliers who may
purchase warer from che Project. Mew Jer-
sey-American conducted extensive re
search in cooperadon wicth orher warer
utilities in the area to examine the effects
of Bending treared surface warer with
ground warer supplies now in use. Resulcs
of thar research were used in che plant
design to ensure that Tri-Councy warer
will be compatible with and equal to the
qualicy of well water.

The Tronsmission System

An extensive pipeline system, incorpo-
rating cramsmission mains as large as 34
imches in diameter, will carey warer from
the rreatment plant o each of the come
munivies thar wish to purchase warer from
the Project. To keep construction and op-
eraring costs oo 4 minimum, New |ersey-
American is usingl existing local water
mains and distribution systems wherever
possible. In additon, pipeline rowres are
designed to protect the environment and
o minimize disruprtion of existing wrilities,
traffic patrerns and private property.

To select the specific pipeline rours
through the counties, New Jersey-Ameri-
can consulted extenzively with loeal,
county and stare transportation officials;
township councils; and utility represen-
ratives 0o develop a roure char would be
the least disruptive o the communities
chrough which it passes. Every possible

feontimced next pagel
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Tri-County Project, continued

route was analyzed for the following fac-
tors: the ability o install pipe with mini-
mial inrerference o existing urilicy lines;
new or pending construction of roadwiys;
incomventence oo bocal residents; potenial
for short or longterm environmental dam-
age; coat of construction; and che trodeofts
between installing che pipeling in exdsting
roadwive of on privice property obrained
through purchasing easements.

As the specific streets and easements
along the proposed roure were identified,
Mew Jersey-American worked with prop
erry owners and residents who would be
affected. Company officials explained the
route selection process, reviewed con-
seruction decails, answered questions and
addressed concerns, and solicired public
comments. Mew Jersey-American wanted
everyone who would be affected by con-
srruction o understand the Tri-Councy
Project and how it i3 the best reglonal so-
lution oo Souch Jersey's warer supply prob-
lem. To that end, the company held com-
munity meetings, established a woll-free
hotline, published and distributed a quar
terly information newslecter, and mailed
other relevane materials o people inper
ested in or affected by the Projece. The
mailing list for this information consists
of more than 5,000 people. The company
also worked wich the appropriate governs
ment officials to acquire the necessary
permics for construction,

Al The Tap

Az o resule of careful planning and éx
tensgive resedarch for che Tri-County
Projece, Mew Jersev-American plans to
deliver the highest qualiey water o the
region into the next cencury. When resi-
dents begin receiving water from the
Project nesc year, chey will be able o turn
on their faucets and receive a clean and
reltable water supply. In addirion, because
the warer from the Project will be mixed
with the warer they currently deink, most
people will experience very licde tasce dif
ference, if any. Onee created, warer From
the Delaware River will be o5 pood as or
better than water currently pumped from
the ground. The stare-of-the-are trearment
processes and the extensive pipeline sy
vemn of the Tri-Countey Projéce will help o
ensure that good, clean, safe water will
abways be available to the reglon when ics
needed. &
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NEW JERSEY-AMERICAN
WATER COMPANY TAKES THE
LEAD TO SOLVE REGIONAL

WATER SUPPLY PROBLEM

by Daniel L. Kelteher
President, Mew jersey-American Woter Company
Moddon Haights, New fersey

Whar do you do when you run dut of
water! Communities in southern Mew Jer
sey hope they never find oud. That's why,
when the M.]. Department of Environmens
til Provection (DEP) designaced an ares
of South Jersey as a Waeer Supply Crigical
Area im 1986, privare, public, municipal
and stare organizarions rallied cogether to
find o solurion o prevent this worstcase
scenario from coming true. The Potomac-
Raritan-Magothy (PEM) aquifer, the ma-
jor water source for Budington, Camiden
and Cloucester counties in South Jersey,
was being depleced fasver than nature
could replenish i, [f the sicuarion contin-
wed unchecked, the PEM could become
permanently contaminated, rendering it
ugeless; the tri-county ares in southern
New Jersey would be withour a longterm
reliable warer supply.

According the DEF, che Delaware Biver
was, and i, the only reliable longrerm
alternacive water source to che endangered
aquifer. Concerned groups, such as the
Debaware Valley Begional Flanning Com-
mission, the Tr-County Water Cualicy
Management Board, the Delaware River
Basin Commission, and water suppliers in
the Critical Area including Mew Jersey-
American War Company, worked with
the DEP o identify the moar cosveffective
and viable way to use the Delaware River
Waker.

These organizations determined that a
regional project to provide water from the

Danmiel L. Kellpher

Delaware River would be the best ap-
proach. Mew Jersev-American Warer Com-
pany ook the lead and proposed the Tri-
County Warer Supply Project ro solve the
supply problem. The Project would be
developed in keeping with the company’s
environmental and community commit:
ment, while also making sound business
sense. The DEP endorsed the Tri-Councy
Praject as the most viable approach and
requested the company w plan, design,
and build an intake, pumping station,
rrearment facilicies, and transmission
mains to satisfy regional warer needs,
Today, the company Is proud of {ts ac-
complishments. It is ready to deliver, on
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time, the largest public warer supply
project ever undertaken in New Jersey, In
addition, the 3186 million cost for the
Project i within the 1986 cost estimare
forecasted by the DEP's consultants.

EW JERSEV=AMERICAN
WATER COMPANY

Mew [ersey-American Water Company
Jecided o take the lead on this vieal re
gional projece because the company is the
largest water supplier in the rri-county
area, currently serving more chan 250,000
people in 34 communities throughour
Burington and Camden counties. Plus,

¢ company has vested incerest. Tt i3 lo-
cared in the Critical Area, and many of
ity emplovees live in the affected area as
well. For these reasons, it was a logical
chotee thar Mew Jerseyp-American cake the
lead in solving the problem.

THE BENEFITS

Even though the amount of time and
noney invested o make the TriCounty
Uroject a reality is significant, Mew Jersey-
American and the DEP are confident that
the investment is worth ir; the benefits of
the Projece are priceless! When compleced,
the Tri-County Project will ensure a reli-
able and adequate warer supply for many
vears to come. Southern Mew Jersey resi-
denes will be able to msintain the qualicy
 life they have come to enjoy without the

ireat of excreme warer restrictions such
as those imposed in other areas of the
country. Mew Jersey-American’s custom-
ers, a5 well as customers of other water
suppliers purchasing warer from the
Project, will continue to turn on cheir faa-
cets and receive high-qualicy water when-
ever they need i In addition, protecting
rhe PRM will help presecve other nearby

Juifers.

While it is true that some customers
will be paving more for waorer, the cose
far this essential supply of water is mini-
mal when compared with the costs of
other necessiies and [uxurics raken for
granted in most people’s daily lives. The
majority of residents would agres char
paving an additional monthly fee equal to
he postr of 3 medium pizza, @ premium

able channel, or a few video rencals, is
vorth it in rerurn for safe and reliable
water delivered ro their raps every day.
Compared with other uriliey bills, warer
is still o bargoin,

THE PROBLEM

The history of the region’s water
supply problem dares back o the early
1900's when population in Mew Jersey's
Burlingron, Camden and Gloucester
councies began vo grow steadily. Uncil
then, the dtea consisted modtly of wood-
land amd farms wich only a few rowns
dorting the area. During World War 11,
population in che triccouncy area flowr-
ished, and as the number of residents and
the amoune of industey grew over che
years, pumping from che PRM aquifer in-
creased to meet the heavy demand for
water. However, while pumping increased,
recharge remained stable. Thus, the level
of warer in the PEM declined for many
Years.

Alrhough populaton growdh has con-
tinued with undiminished force since
970, warer use from the PEM did begin
o level off around then, Atchat dme, fami-
lies began to do their pare to volunearily
conserve water, with smate and local gov-
ernments reinforcing that efforts. Indus-
crial growth char had boomed in che ori-
county area over several decades began to
taper off considerably.

Even though the amount of water be-
ing raken from the PRM remained stable
during the 19705 and early 19805, che
seave found char che aquifer’s average wa-
ter levels throughout the region were still
declining. In areas where growrh contin-
wed ata steady pace in the eady 1980,
water levels confinued to decline ar abour
2 feer per year. This declinie resulved be-
cause continued pumping from wells lo-
cared mear the river captured che recharge
that otherwise would have flowed through
the squifer to replenish parts of it further
east and south.

The overburdened PEM was in danger
of becoming permanently contaminaced
with hazardous marerials from sucface
recharge or by underground sale warer in-
trusion. The treatments needed to remove
hazardous marerials and salcare expensive,
a5 are efforts to use larger pumps and drill
deeper wells o compensare for lower squi-
fer water levels.

THE BEEST SOLUTION

The Tri-Councy Water Supply Project
represents 3 unigue parinership berveen
communities thar need an additional wa-
ter supply: the DEF which manages the
state's warer resources; and New Jersey

American, which is responsible for design-
ing, constructing and financing the much:
needed water supply alrernative.

Several years after designating the Criri-
cal Area, the DEP ordered water suppliers
who depend on the PEM to reduce their
withdrawals from the squifer. Because che
DEP endomses the Tri-Councy Project as
the reglonal alternarive needed 1o solve
the region's warer supply problem, che
cuthback mandate goes into effect in Janu-
ary 1996 when the Project poes on line
and is able to provide a supplemencal
source of water. Purchading water from the
Project will be one alrernarive available for
reducing dependence on the PRM, bur it
is not the only opdon. Warer suppliers are
permitted 1o explore all alternatives meail-
able wo them within the environmental
limies established under DEP regularions.

COwver the long verm, the Tri-County
Water Supply Project will be the most cose-
effeceive solution o the region's warer
supply problem, There is no "do nothing”
alternative to meet the DEP's cuthack re-
quirements, [t will cost money ro supple-
ment reduced PRM withdrawals, wharever
measures are taken. [P every community
were o develop its own projece for a
supplemencal warer supply, the cose eo the
region would be much grearer than for the
development of a single, regional projece.
Similarly, if New Jersey-American buile che
Project to serve only ies customers, the cose
of water would be much higher for chem.

Wich these realities in mind, the towns
that expect to purchase water from the
Project asked Mew Jersey-American to
miake the cosr for the water as low as pos
sible—and it has. A major component in
the company’s continuing effores to maln-
tain the lowest possible price for water is
4 financing arcangement made berween
Mew Jersey-American and che Mew Jersey
Economic Development Authoricy (EDA).
In Movemnber 1994, New Jersey-American
received a $100 million tax-exempt financ
ing package from the EDA. There has
never been a larger tak-exempt offering
izsued in the United Srates by an inves-
tor-owned woter utilicy,

This financing arrangement demon-
scrates the benefits of private industey
partnering with o public enrtity for the
public good, and was significant for New
Jessey-American for two reasons. Firse, i
demonscrared the company’s abilicy o

feontinned on nexe pagel
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Mew Jersev-American, contimued

obeain the same low-cose capieal ovailable
o miunicipal water authoricies and public
agencies. Second, the financing helped the
company concain che voral cost of the Tri-
County Projece. The bond package is ex
pecred o save customers up oo 32 million
u year in financing costs, for a toal of up
ra 5580 million over the $0-year financing
period.

SUPPORT AND RECOGNTTION
Mew Jersey-American’s effores on the
Tri-Councy Project have received support
and recognition from many business and
environmental organizations, as well as
from government leaders. The Warer Re-
sources Association of che Delaware River
Basin gove Mew Jersey-American the 1993
Special Becognition Award for developing
the TrisCounty Project. The Chamber of
Commerce of Southern Mew Jersey has
recognized the environmental merits of
the Project with itz 1995 Pinnscle Award.
The Soucthern Mew Jersey Development
Council honored che Project with jes 1994
Environmenral Distinguished Achieve
mene Award. In 1993, the PENJERDEL
Council tzsued a formal resalution sup-
porting the Tri-County Project. And also
in 1993, then-Governor of Mew Jersey Jim
Florio recognized and commended New
Jersev-American Far irs work on che
Projece. The company has alse won recog-
nition for its public information and com-
municy invobrement programs from che
MHAWC, as well as from several chaprers
iPhiladelphia, Mew Jersey) of national and

regional public relations associations.

THE FUTURE

A Mew Jersey-American Warer Com-
pany encers the final year of a highly
successful construction program, the
company looks forward to the many
benefits chis Project will offer its custom:
ers and other residents in the Sourh
Jersey region, January 1996 will mark the
heginning of a new warer supply source
that will provide the residents of south:
ern Mew Jersey with a safe, reliable water
supply inoo the nexc cencury, Completion
of the Tri-County Warer Supply Propece
will be a significane milestone for the come
pany, the state, and the warer users of
South Jersev. &
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Safe Drinking Water
Act Compliance—
RATEMAKING
IMPLICATIONS

Presented to the National Conference of Requiatory Attormeys
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In many states cight now, water i hor
Well, Ter me rephirase chac We're here in
the middle of the desere, Whatever water
there is here is hor. Whar | mean s thar,
for weilicy commissions, water is becom:
ing significantly more impartant chan it
used o be.

The nuclear power plant cases of the
19705 and 1980s are behind us, The tele
communications industry is on its way to
being deregulated. The big narural gas is-
sues=Clrder 636 and che like—are behind
us. The elecrric industry is in che midst
of the same cypes of widespread changes
thar gas went chrough—poasibly leading o
a lesser role for state commissions,

Of che pradivdonal, natural monopolies
regulated by your commissions, warer is
the only one that's lefe. And, believe me,
no oné in the water industey is saving a
word about eliminating rate of return,
cost-plus regulation. Because cosrs are
SOIRE Up, investment i going up, returns
o stockholders are going up, and ves, wa-
Ter Tales are going up.

What's going on! You know the theocy
of "comvergence™! Mo, not the one in the
communications industry=where all the
whiz-bang technologies are going o come
together and be delivered to you over one
cable. I'm ralking about the kind of con
vergence that only a regulator could ap-
preciate. ["ve given it a simple acromym:
HITS=fer Healch, Infrascrucoure, Tech-
nology, and Size. OF course, those of you
who have dealt with the problemis of small

water systems may think that Size belong
first—I'll leave char up o you. Bur whar
ever you call it, it's all hicting the fan o
the same time.

Converging Force Mumber One
Healeh. The regulatory requirements for
providing safe warer have become much
more steingent. The LISEPA has issuec
dozens of new regulations during che pas
few years, and they're not finished yet
Each new ser of regularions carries an o
creased cost for testing and monitoring,
brings with it the risk of noncompliance
{resulting in possibly expensive capical
improvernents), and makes it even more
likely thac small water syseems will fail
That's the *H"=health-based require
menes for providing warer and becorming
maore seringent. And that means they're
becoming more costdy and more compli-
cared.

Converging Foree Mumber Two: Infra
structure. Even if the SDYWA require-
ments were not changing, the warer indus-
ey would be spending hundreds of
millions of dollars on its infrastructure
Warer mains don't last forever, In many
of our largest cities, the warer mains are
more than 100 years old. YWhen you see
the news dips of city streers flooding from
main breaks—thar’s not just “accidents will
happen™—its a sign thar our basic infra
structure is failing.

And ir's not only a big city problem and
it's not just an East Coast problem, The
huge-posewar bullding boom in the sub-
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urbs and in the West was 30 vears ago.
Many of the maoterials used in those sy
rerns were substandard—noc always be-
SAUsE SOMEDnE was cutting corners, buc
because high-qualiy marerials were in

ort supply after the war. As one wtilicy

scutive, who serves & lacgely suburban
perritory, told me: Water mains chao
should have lasted for 100 years are stare-
ing to fail after only 40 or 30 years. The
quality of the metal is just not good
enough and it has o be replaced.

Whar does it mean when we say that
water mains thae are 50 or 100 years old
hove to be replaced! Most of us use origi-

| cost ratemaking. These facilides are

i the books ar probably around $1 per
joot. To replace chem will cost somewhere
in the range of 350 o 3100 per foor
When we're talking about hundreds of
miles of maing having o be replaced dur-
ing the next two decades, we're talking
ghour a huge investment. And char means
d huge increase in rote base=and in water

1.

And it's noc justwater mains, Fileer plants,
uams, wells, pumps—none of it lasts forever.
Many water systems have been able oo cur
costs, defer maintenance, and put off their
prablems for che future. And the furure is
nows, 3o, my "1 =Infrastructure,

Converging Force Mumber Three: Tech-
nology. We're living through one of the
sreaeest rechnological revolutions in his-

«y. Just during the past twenty years
~omiputers have gone from something chac
fills a building in a university to some.
thing that will fir in your pocker. Com-
minications and computational technolo-
gies are mind-boggling—not o mention
fum, exciring, and expensive. And water
utilities are not above being dazzled by o
all, Whter companies are investng mil-

ms of dollars in new technoalog—and it

as noching o do wich the Safe Drinking
Water Act or any other regulatory require-
ment. They think thar che new technolo-
gies will make them more efficient, more
productive . . . or just let chem have new
tovs to play wich, Can things like SCADA,
automated meter reading, and GIS sys-
tems save money. in the long run—sure
they can, if they're properly planned and

nplemeneed. And if chey're noc properdy
Aanned and implemented—costs will go
up and we'll have little to show for it
Thar's *T" for Technology—it will force

costs up In the shore run. You bevter make

sure that there's o big pavoff down the
road, or we're just throwing money away.

Finally, my Forth Converging Force:
Size. The problems with small aater sys
rems afe coming o a head. Through a
combination of factors=the age of the sys-
remis, increased regulatory requirements,
incressed public awareness, among oth-
ers—it i becoming increasingly clear chae
many small water sysrems cannot provide
safe and reliable service to their custom-
ers over the long rerm. We are looking for
ways 1o deal with this problem—and none
of them are free. Physically connecting
svstems costs money. Upgrading small
syseerms costs money. Providing new man-
pgement networks costs money. Providing
lowrcost sources of capital costs money.
lgnoring che problem costs a lorof money,
Even srudving the problem costs money.

Whar does all of chis—HITE—mean w
you? It means the water utilities you regu-
late are facing significancly increased ex-
penges. [t means that they are likely to be
engaging in major capiral conscruction
projects. It means that chere will be merg-
ers and consolidations, bankrupteies and
recevership proceedings. It means char
water utilities will become riskier, mak-
ing it harder for them o raise money, and
incréasing che cost of capital. It means that
more rabes cases will be filed, pushing
rares higher, leading o more angry con-
sumers. This means more public hearings,
more tough decisions for commissions,
and more warer customers who can't af
ford to pay their bills.

Does chis sound like the eleetric indus-
try during the 1970s and 19807 It sure
does. And how did we—as commissions
and consumer advocates=respond! We got
innovative and cried o find ways o mod-
eTate Tare increases. We conducrted con-
struction prudence reviews. We argued
abour excess capacity, We implemenred
lifeline rares, percentage of income pay-
ment plans, discounes for che elderly, and
other ways to help lowincome consumers.
We wene o monthly meter reading and
billing. We encouraged demand-side pro-
grams, including elimination of seeeply
declining block rates. We instirured inte-
grated resource planning requirements,
We did everything we could o oy o get
some control over runoway electric rates,

And in chis decade and the mexr, we'll
find ourselves doing the same things with

vaarer. Some commissions already have

experience with construcrion prudence
and excess capacity reviews for warer utili-
ties, A plece of excess capaciy rrivia: The
first excess capacicy case in the LLS, Su-
preme Courr—daring back to che ourn of
the century=was a water case. History
does indeed repeat itself.

Several large water systems already have
special rate programas for lowincome cus-
romers. | assure vou char more will come,
and there will be bartles over who should
bear che cosrs of such programs.

Many water systems are converting o
monchly meter reading and billing. Ie's an
expensive proposition, but ic's a lot easier
for many people to pay monthly bills of,
say, £33, than it is to pay 3 quartedy bill
of $100. Thar's particularly true if you ger
paid monchly, as do many people who are
retired or otherwize live on fixed incomes.

Demand-side programs and incegraced
resource planning are finally catching on
in the water industry—because chere's no
choice. There is no better way to costef
fecrively meet the requirements of an ex:
panding warer system than chrough a fully
integrated planning process that consid:
ers the views of all srabeholders and places
supply-based and demand-based oprions
on an equal footing.

That's my quick overview of the prob-
lem. Water rares are going up. Ic's not just
because of the Safe Drinking Warer Acr,
though thats cerwainly parc of the prob-
lem. And, no, you don't just have to sit by
and warch ir happen. There are things vou
can do to moderate the rate increases.

You cin encourage utilivies o adopt
sound planning practices. You can imple-
ment progeams o help lowincome con-
sumers. Tou can give full considerarion oo
demand-side programs. You can engage in
thorough reviews of utilicy planning and
CORSTTUCHGN practices. Tou can work with
MARUC and orher national organizations
to modify legislation that would affect
waler CONSUMers.

And, above all, you can stop pretend-
ing thar it's beyond our contral. HITS
happens, bust ic doesn'c have o be devas-
tating when it does. As economic regula-
rors, you seill have a vically imporane role
to play in the water industry. [ urge you
w0 seize the opportonicy so thar we can
provide all consumers with safe, relinble,
and affordable water service for many years
o come. Thank vou for invidng me to jgin

vou foday. &
SUMMER 1995 0
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Safe Drinking Water
Act Compliance:

RATEMAKING IMPLICATIONS

In 1746, Benpmin Franklin wrore in
his Poor Richard’s Almanac,

"When the well iz dey, we know the
worth of water.”

It is helpful, I chink, to pur the price of
wiater inmo perspective. In the regubared
community, we often see reference to pro-
posed incresses im water races of 23%,
50% or even 100%,

These are blg numbers. Or, are they!
Let us assume thar a typical regulated
water utilicy rare i3 54.00 per 1,000 gal-
lonis, and that o 25% increase is proposed
tor miake the tare 55.00 per 1,000 gllons.
Ler us furcher assume char che increase is
based upon additional costs resulring
from the Safe Drinking Warer Acr

At 54,00 per 1,000 gallon, the rate is
50.0040 per gallon. Thacis, water secvice
is provided at a cost of 4/10 of 1€ per
gallon.

For chis 4710 of a penny, a gallon of
safe, healehful water @5 delivered inmo a
house on instanc demand.

Compare this cost to any other com-
modicy. For example, the cheapest generic
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bortled warer recails ar abour 70¢ per gal-
lon. That price is nearly 100 times the
price of the urilicy waree, and does nor
inglede the costof obraining it from a gro-
cery store. Recently, [ stayed at & hioeel in
Mew York for a conference. Ar breakfast,
orange juice cose 56 per § oz, plass. Archar
rate, 3 gallom would cosc 386, Thar is
24,000 times the cost of water in my ex:
ample.

At 31 per 1,000 gallons, the proposed
imcrease in rates in my exarmple is L71Q of
1% per gallon of water, From a customer's
perspective, thar proposed increase ig very
modest indeed.

However, from a utility’s perspective,
thar increase may be (ndispensable for fi-
nancial integrity. Withour the additional
revenue, the urllicy may nor be able o
comply with the SDWA.

Thus, the cost impaces of the Safe
Drinking Wacer Act may be severe for a
urtliey and may create a perception of sub-
stnnrial race impaces. In realivy, howewver,
the rare impact for the customer likely will
be modest, indeed.

Safe Drinking Water Act and What
It Bequires Water Utilities To Do

Warer utilivies are unique because, ir
addicion to cheir oblipations o provide
reliable service ar adequate quantities and
pressure, they must be concerned wich the
health and sestherics effects of their wa
ter on thelr customers. Water i3 the only
ueility service which is ingested. The fed-
eral safe drinking water ace, and relared
state laws, impose rigid requiremenss
upon water utilities to address these
health and aesthedcs concerns,

The standards under the original
SDVA provided for Umited concencra
tions of ten inorganic chemicals, seven
organic chemicals, three radionuclides,
coliforms, and turbidicy char may
be present in public water supplies. The
1986 amendments o the Federal Safe
Drinking Water Act have imposed serious
new risks for warer companies. Congress
mandated LISEPA 1o develop maximum
conraminant levels for 83 new coneami-
nants. [n addition, USEPA was required
ro develop ar least 15 additional pri-
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mary standards every three years. In

addition, USEPA has recently promul-

gated new criteria for filtration for all

surface warer supplies and shorely i3

expected to specify criteria for disinfec

siom and disinfection by-products of all
ret supplies.

The point s that compliance with the
Safe Drinking Whater Act is a constantly
moving targer. W har may be sadisfacoory
water quality one year may be a violarion
the mexe vear, with imposicion of millions
of dollars of new capical costs to mest new
standards.

LISEPA has estimated that the annual

sz 1o the water industry to comply with

ese new standards will be 2.5 hillion

per vear, and chat capital coses will be 39.3

billion. 1 might add char che water indus-

try believes thac these escimares are
understated. Furthermore, a planc up-
graded to meer new standards does not
gssure thar the plant will meer new stan-
dards promulgated the ﬁ:rlll:l{«uing year. As

+ resule, reperitive plane upgrades may be
seded.

| would like to give one example.
LIZEPA currently is developing a rule on
disinfection and disinfection by-products.
Cancern over the alleged possible carcing-
gen effects of certain disinfecrion by-prod-
ucts is driving this rulemaking. On the
other hand, concern abour changing es-
rablished chlorine disinfection trearment

ith resulting increased risk of warer
orne discases is another facror, [t has
béen estimated that new treatment pro-
cesses wo minimize borh risks would cose
as much a5 %3 billion per year, which is
more than all che other exdsting SDWRA
rules combined. Moreover. there i3 s0
lietle scientific dota wvailable chae there is
no assurance such new rules would be
aneficial or would not actually adversely
fect health.

So, in summary, the Safe Drinking
Warer Ace affects water utilicies in five
Mmapor ways:

1. It requires compliance with more stan-
dards. It requires U5, EPA o develop
limits for many constituents for which
there never previously were limirs. In
many instances, these constituents may
not be even mensurable, ler alone con-
trollakle.

. It requires complinnee wich more strin-
gent standards where standards previ-
ously existed. U.S, EPA has tended to

be conservative in imposing lmirs, fre-

guently without adequate research as o

the appropriscences of che lmirs se-

lecred.

3. e requires far more monitoring, testing
and reporting than previcusly required.

4. Ir requires che constructon of new fa
cilivies and implementation of new pro-
cesses 1o achieve higher levels of crear
mient to meet the new standards,

3. Ir requires utilities to incur substantial
capital cosrs and rhe necessicy o fi-
nance these costs in order o achieve
compliance.

&, l& requires utilities to incur addictonal
aperating costs, for more personnel,
chemicals, power, depreciation, e, in
arder to achieve compliance.

Many water urilicies also have wasewa-
ter properties. The Clean Water Act,
which applies ro discharges from wastewa-
ter freatment plants, imposes obligations
on wastewater unilies which generally sre
parallel to those imposed by the Safe
Deinking Water Act on Water operations.

Perhaps the moscdramaric effectof both
the Safe Drinking Water Act and the
Clean Wacer Act is chat compliance with
their requirements generally is not an op-
tlon—no matter how arbiceary chey may
be.

As a general proposition, costeffective
ness s not a relevant component of this
form of ervironmenal regularion, Begard-
less whether the benefits of compliance
miay be less than rhe coses, ehe udlicy muste
comply with the applicable requirements,

Sometimes, this fact can lead to absurd
resules, Let me pive vou some examples
from my own eXperience.

A warer utility rakes ics water supply
from a river which, during certain times
of the year, has high levels of nirrates.
These nitrates in the river come from run-
off and draimage from agriculcural land
that has been over-fertilized. Such dis-
charge generally is exempe from regula-
tion. Thus, the downstréam user of sarer
must bear the burden of contamination
caused upstream by agriculcural uvses of
land.

Mitrates affect only babies under the age
of six months. However, L5, EPA will noc
permit bortled warer or orher poine of use
or point of entry solutions, The water uril-
iry, and its cuscomers, which number
about 7,000, face an estimated capital ex-
pendicure of up ro 310 millisn for creae

ment or development of an alvernarive
wager supply o deal wich chis admitredly
intermirrent nicrare problerm wehich poten-
tially affects only a handful of babies ac
any one fme.

In anather example, wastewrarer urilicy
discharges effluent ro an intermirtent
stream. [n non-rain periods, chere Is no
flow in the stream, except for the efffu-
ent. The stream provides no habitae for
aquatic life in the zone of impact. Due oo
the lengrh of the scream it recovers prior
to any downstream portion which could
provide habirae le has no recreational
uses, LL5, EPA insises char che urilicy in-
stall a plant upgrade estimated to cost 34
million in order to meet stringene rertiary
treatment standards. An independent
study performed by o state agency found
thar the costs of the upgrade exceed any
benefics by a8 much az 26:1. Mevertheless,
the LL5. EPA requires che work o be
done.

The point of these examples is that che
prudence of the capital expenditure o
meer the SDWA cannor be an issue for
ratemaking purposes. Whether a plant
upgrade is prudent or not, from a cost’
benefic standpoint, is irrelevant [ois pru-
dent auromatically because U5, EPA re
quires it

How the SD'WA Affects

Cost of Service and Rates
The SDWA imposes addicional risks

upon water urilicfes, both directly and

imdirecely.
It imposes direct risks in the following

WEYS:

* leimposes o risk of non<omplisnce with
numerous desdlines. These deadlines
may be a5 mundane as due dates for fil-
ing of reports or as substancial as
complerion dates for plane or process
upgrades.

* It imposes a risk of fallure o cake
samples and to monitor production and
quality in accordance with all require
ments. For example; as you may know,
a recent EPA rule requires water urili:
ties to sample in cusromers’ howser for
lead and copper.

* It imposes o risk of equipment Bailure,
with the resulting possible conse-
quences of pressure failure or quality
failure, Generally, failure of plant equip-
TENE b5 RO an excuse,

feoncinued mexe pagel
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SDWA, conrinued

« It imposes a visk char human ereor will
result in a violation of 3 requirement of
the SDVEA, as well 35 a broader impace
upon customers. For example, ifa planc
operator overlooked a faulty gauge on
a chlorine tank, and finished warer was
not adequately chlorinated, the SDWA
may be violared and customers may also
experience a healch effece.

s [t imposes a risk of healch impaces in
ways that may not be readily measur
able or defensible. For example, a cus-
omer may claim to have acquired an
illness due ro the presence of che by
produces. of chlorinaton.

« It imposes a risk of responsibiliey for

whar goes on in o customer's howse, [t

long has been established that a water

utilicy’s legal responsibilicy ends ac che
property line. However, EPA regula-
tions such as che lead and copper rules
seck to make a utility responsible for
elevared lead or copper levels caused by
plumbing conditions within the home.

Another example 15 provided by che
eftorts of [EPA vo make [Hinois utilities
responsible for enforcement of local and
stare plumbing codes and for elimina-
tion of cross-connections with customer
premises.

Ir imposes risk of violation of the

SDWA, This risk embodies the costand

burden of licigarion, injunctions, court

supervision of compliance orders, and
penalcies. Furthermore, chere is an in-
creasing trend toward enforcement of
the eriminal offense provisions of the

SDWA,

The SDVA also imposes many risks

upon water utilities in an indirect man-

nieT.

» Foremost among such increased risk is
the risk involving the financing of plant
additions necessary o comply with the
2D%WA. These plant additions may in-
volve new facilities ar existing plants or
construction of pipelines to achieve new
sources of supply.

+ The most likely source of fimancing for
such plant upgrades is debr. However,
as debr becomes a larger pordon of che
capital structure of a waterwrilicy, itcan
be argued chac irs financial risk [n-
creases. Inother words, the SDOWA has
g double-barreled risk impace.

+ Moreover, plant upgrades o comply
with the SDWA are not revenue pro-

*
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ducing. Thus, a3 more debt is incurred
to finance upgrades, rates must increase
o epable a weilivy to recover the addi-
tional debe service,

« Om thie orher hand, smaller warer utili-
ties may never get to the firse seep—the
financing of plant upgrades. They face
the very likely risk of inability to fund
improverments required by the SDYNAL

« The smaller urilities, then, face a seri-
oiss chirear of loss of financial integricy.
Their only recourse may be the equiva-
lene of a forced sale. To a grear exvent,
the current movement toward consoli:
dation and regionalizadien of both in-
vestor-owned and municipal-owned
water and wastewarer utilities, and the
privatzacion of municipal-owned wrili-
tes, is driven by the economic fall-out
from che SDWA.

It also should be noted that approod:

maeely B0 of every dollar of cost of

service for a water utility is fixed cost.

That means chaconly the cash flow gen-

erated by depreciation expense and race

of teturn on tate base i3 available
fund most of the additional costs of ser-
vice resulting from rhe SDWA.

« With low depreciarion rates, and with
relatively low rutes of return on equity
determined by ceadicional DOCF and risk
premium meéchodologies, there is an
inherent risk that race relief will not be
sdequeare o recover the costs of service
associated with the SDWA,

« Finally, a water utilivy faces che risk rhar
it will be unoble to find feasible tech-
nology o achieve rimely compliance, or
where its current supply is not adequare,
the risk that |t will be ynable to find
alternative sources of supply.

How does the increased risk from the
SDWA affect rate of retarn? Obviously,
there iz no tormula or calouladon that will
show how many basis points should be
added ro o race of recurn determined by
the teaditional DCF or risk premivm ap-
proaches. On the othee hand, obviously a
rate of return caleulaced by these tradi-
tional formulas will noc reflect che addi-
tional risks of the SDWA,

It begs the question oo say that the eur-
rent market price for warer utilicy stock
refleces this additonal risk. Most water
utility stock does not vrade in 3 marker.
Those few that do trade generally are de-
pressed. If you examine the pay our ratios
of the publicly traded warer utilities, you

will find that che rados have penerall

increased over che pase 10 vears, reachin

in excess of 100% for some compantes, |
believe thar this tells us chat warer urili
ties are atempeing o prop up, throug
dividends, something which is nor ver

artractive o investors righe now. Incren:
ing pay out ratios, of course, also ar

counter-productive oo the need for fund

to miget the SDVWWA requirements. It als

evidences the Increased risk resultin

from the SDWA impacrs.

Che ehing, [ believe, thac is elear is the
the mechanical midpoing of 2 range of n
turn s not adequate for water urilities i
today's world, [ is dme o exercise judp
ment.

To reflect the increased risk, a reguls
tory commizsion should do owo things:

+ Require & warer urility to provids
evidence in the record of a rate cas
as o how the SDWA affects it

+ Exercise judgment to reflect thar Ml
by selecting a rate of return on eg
uity in the upper end of the rang.
developed by the traditional formu
las; or by moving the whole rang:
upward; or by doing both.

One example of this approach % con
tained in a recen rare order of the [linoi:
Commerce Commission for Inrer-State
Water Company, Docker 940270,

The Commission made findings as fol
lyws:

“The evidence shows thar the
Company's extensive infrasoructure im
provement program (initially discussed
in Docker Mo, 880030} is continuing
In 1992, Inper-Stace compleced dhe firg
step of that program and placed in ser-
vice 8 new warer treatment plane, struc
tures and related equipment at a cost
of approximately 5132 million. The
investment in the plant was included in
race base in the Compary’s [ase rate prov
ceeding, Docker No. 9101 76. The new
plane replaced am aged existing plant,
which had numerous significane defi-
ciencies. The new plant was critically
needed to meer existing and antcipated
federal warer qualicy standards and
imsure an adequace supply of safe drink-
ing water.”

*“The evidence shows that the Company
ancicipates overall additionsl invest
ments toealing approximately §9.5 mil



lion for the period 1995 chrough 1998,
As an example, in order to comply wich
applicable federal standards, a new
groundwater supply for the communicy
will need to be located. Federal drink-
ing warer regularions required the Com-
sy (o enter into a negotiated consent
Jdecree with the [llinois Enviconmental
Provection Agency o lower the nitrate
level in the water supply o a level be-
Jow federal standards by 1997, Manage-
ment plans to utilize groundwater o
dilure surface water to meet the nitrate
standard. The project will include
groundwarer exploration, land pur-
chase, well drilling, inscallation of
pumping equipment, and conscruction
of & transmission main from che wells
to the water plant. At present, the esi-
mated cost of che groundwarter project
is $4.35 million."”

The urility's expert rate of return wit
ness Charles Phillips ook this risk ineo
-onsideration in making his recommen-

itions, Ad the Commission’s order staves:

“In arrving ar his common equity cost
recommendadon, De Phillips relied on
the DCF analysis, but also recognized
the risk premium analysis. In addivion,
Dre. Phillips took into consideration the
unique risks faced by the warer indus-
try in general and [nter-State in particu:
lar. As Dr. Phillips exploined, the en
cire water industry is faced with large
expenditure requirements driven by
more stringent state and federal envi:
ronmental regulations, the need o re
build sging infrascructure, outside
threats to the quality of supply, and
increasing competition due o alrernane
sources of supply. As Dr. Phillips indi-
cated, warer urilities do nor have the
capability to offset these burdens with
productivity advances based on rechno-
logical change. Dr. Phillips also noted
that Standard & Poor's recently tighn
ened rhe criteria thae warer companies
miust meet to achieve specific bond rac
ings. This action indicates thae che risk
associated with an investment in warer
utilities i3 increasing. Dr. Phillips also
teok into account InterStae's specific
risks a3 discussed in the Direct Testi-
mony of the Compamy’s witness, Mr.
Charles Smith. Dr. Phillips indicated

that these elsks include the enviconmen:

tal impaces of the Safe Drinking Water
Act, a5 amended, and vulnerabilivy w
reduce usage by large industrial custom.
ers [due o increased reliance on privare
wells, conservation and recycling). Dr.
Phillips also noted char [neee-Seare faces
the uncertainty and associared risks of
Bringing frs water supgly into compli-
ance with the [llingis Environmental
Protection Agency's primary drinking
warer standard by April L, 19977

Lldmaredy, Dr. Phillips accepred Sraifs

recommendation, which was close o his,
andd the Comemisston concurped.

Rapid Amortization of Plant

Depending upon the pardcular circum-
stances, a SDWA compliance program
may resulein che asbrupe redrement of cur-
rent facilities which have remaining use-
ful lives. For example, to achieve compli-
ance, the most costeffective program for
a warer utilicy may be o abandon irs wells
and crearmenc plant and o constrict a
transmission main to recetve bulk water
from a new scurce of supply. This scenario
is occurring over and over agsin in my
home state of Mlinoks.

To assisc the water utility in maintin
ing irs financial integrity, regulatory com-
missions should permit a rapid amortiza-
tion of the remaining undepreciated
original cost of such abandoned plant.
Meeded cash flow will be recerved by the
utility, and in the long run, customers will
bensfir by a lower cost of service than if
the old plant remains in race base for years
o Chme.

Deferred Study Coats

The SDWA is nog a slam dunk for wa-
ver wrilicies. They are not able to lock at
the reguladons and say, “Oh, we will rake
this piece of equipment off the shelf, in-
seall ie, and we will be in compliance.”

Putting it in different terms, there 13 no
menu from which a utilicy can select
dishes for a happy compliance dinner.

To the contrary, the SDWA typically
requires all sores of studies, pilos planes,
surveys, and feasibility analysis before
plang decizsions can be made, and plantcan
be designed.

Such costs may be substantial. Regula.
oty commizsions should allow such coses
ta be recorded In deferred cost sccounts.
In rage cases, such deferred costs should

be allowed recovery. Either the deferred
costs should be amorrized o operating
expense, with the unamortized balance
included in rate base: or chey should ke
included in mte base and ulcimately trans-
ferred o depreciable plant accounts as
projects are complered. In the long run,
the first approach is less costly to
rarepayers,

Acquisition Adjustments

As [ have noted, the SDWA is cousing
consolidation in che warer indussry.

Smaller investor-owned warer urilivies
simply cannor afford che SDWA. For
miany, their only recourse for compliance
will be o sell o a larger utilicy.

The same consequence s true for mu-
nicipalowned water utilities. They also
cannot afford the SDWA. In increasing
numbers, municipal-owned systems are
seeking ro be privarized by larger, inves
rorowned utilities in order 1o achieve com-
pliance with the SDWA,.

When such sales and consalidations o
achieve complinnce with the SDWA are
in the public interess—and by definition
they are=regulatory commissions should
provide incentives to enable these trans.
actions b0 oCour.

The most likely incentive is che allow.
ance of recovery of positive acquisition
adjustments in cost of service.

Just because a smaller utilicy needs o
sell, it does noe mean that it will sell be-
leor ics rare base. Maose likely, a purchas-
ing utility will have to pay a premium
above the seller's rare base. This premium
or acguisition adjustment is what enables
the desl to go through. However, a pur-
chasing urility will not pay the premium
unless it will be able to recover it in cost
of service.

Thaus, ro facilitace action which is in the
public interese, a purchasing urilicy should
be allowed to recover the premium paid—
the positive acquisition adjustment.
Agzin, the most reasonable scenario would
be to amaortize the acquisition adjustment
“above the line,” over a relatively shore
period, with the unamortized balance in-
cluded in che rare base.

Several state commissions, including
Mew York, lllinois, Indiana and others in
recent decisions or policy statements hove
recognized the importance of allowing
recovery of acquisition adjusrments.

feontinued mext page)
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Litigation Expense

In many instances, it may be beneficial
tot 2 utlliey ro challenge che developmene
of a particular standanrd or rule under the
SOV, or che application of the standard
or rule o it

For example, If EPA's position would
result in che imposition of costly planc
addirions which the utilivy believes are not
cost-effective, the utilicy should be encour
aged to assert its belief whenever possible.
Likewise, it should be encouraged o de
fend enforcement cases when valid Jde
fenses are available.

To provide an incentive, regulatory
commissions should allow che recovery of
such licigation costs. The temptation to
write such cosrs off 23 non-recurting oc
out of the test year should be resisted.
Racepayers, in the long run, can benefi
from a weilicy’s licigation effores, even if
they result only in o compromise position,

Conclusion

dore chan anyrhing, che SD%A i3 caus-
ing all of vs=the regulared and the regu-
lators—to have an arcicude adjusement.

Mo longer can water utilicies be viewed
a% sate rcguln.tur:.l harbors or as regulatory
step children. To the conerary, water urile-
ties need the help and guidance of regula:
tory commissions who grasp the reality
that the SDWA means, in simple lan-
puage=—more Cosk

There is no way around che faco thar che
SDWA, as well as che CWA, are imposing
higher revenue requirements on warer and
wastewnter utilities,

In perspective, this hipher cost for
ramepayers makes water even more of a
bargain. Mase likely, water will stll cose
lzss than 1% per gallon delivered, on de-
mand, in the house. And, for thar cost,
customers will receive assurance of an
even more relinble and safe supply.

On the other hand, for che warer urdl-
ity, this higher cost may mean the differ-
ence between financial failure and success.
Zince the objectve of the 3D%A is high
qualicy water, this objective will be de-
feared if o utilivy cannor obrain speedy and
ndequate rate relief to enable it to comply,
om a timely basis, wich the ever expand-
ing requirements of che SDWA. And, if
the well becomes dey, we will know, oo
lare, the true worth of warer. 4
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PUC 2000:

THE WATER
UTILITY INDUSTRY

by D, jarnice A, Beecher

Dv. Beecher is currently o Senior Research Scientist ond the Director of Reguigtory
Studies for the Center for Urban Policy and the Enviranment at Indiana University.

b
Introduction

Although sometimes considered the
“srepehild” udlivy induscey with respece
to the practice of economic regulation, the
waser supply indusery presenes an increuxs
ingly significant challenge to che stace
public utility commissions with jurisdic-
rion in chis area. Rising costs, along with
structural and regulatory changes in che
water sector, will place new demands on
urilicy regulators,

Warer supply can be viewed as a par-
vicularly essendal service because waree
itself is essential o life and modern sani-
tacion. Warer delivery mechanisms are
substitutable oo some excent (for example,
botzled water for drinking or selfsupplied
water); some uses of water also can be re
placed by acher activities. However, water
itself has no substicures, Warer shormges
induce particularly emotional reactions.
Imporrandy, vaver urlices supply the only
utility product that people actually con-
SUme,

The strong public healch dimension of
community water supply cannot be over
stated. The consequences of failing o meer
drinking water standards, as recent epi:
sodes have confirmed, can be deadly.
Begulaory authority in the water area
excends oo the quancicy of water wichdeaa
ils, the quality of warer provided, and the
economis behavior of warer supply utili-
ties. Begulatory suthoricy also exrends o

standards for che disposal of warer (thar
is, wostewacer), Finally, che qualicy and
availability of the narion’s drinking warer
are intrinsically relaved o warer pollution
policies and practices.

While che warer induscry may appear
small through che lens of the stare public
urility commissions, it acevally is a very
large and complex induseey. In che United
Seares, nearly forty billion gallons of wa.
ter per day are withdrawn for public sup-
ply purposes, About owo-thirds of public
supplies come from surface sources; the
rest comes from groundwarer sources. By
one estimate prepared in the middle
19805, the U5, water economy, encom-
passing all public and privare facets of
warer, accounted for annual expenditures
exceeding 377 billion {about 1.5 percent
of the gross natonal product).' Much of
the economic water sector is at the local
level. Orfthe 577 billion, 512 billion wers
accribured o local warer supply opera-
tions, $14 billion were ateributed to local
wastewnrer operations, and 52.3 billion
were attributed to other local warer man-
agement activicies. Warer supply and
wastewater trearment also account for sigs
nificant demands on the economy in terms
of electrical energy and chemicals.

Market and Regulatory Structure
The water industry in the United States
is very fragmented and pluraliste, as in



Tatal affstream withdrawals
Public supply

Irrigation
Thermoelectric power
Orther industrial use

Public supply withdrawals
Domestic
Commercial
Public use and losses
Induwsirial
Thermoelectric power

Source of public supplies
Surface water
Groundwater

Rural & domestic livestock

19%91), 22 and 63,

Total U.S. Water Withdrawals and Public Supfply
Withdrawals in Billions of Gallons Per Day BGPD for 1990

408.0
38.5
7.9
137.0
195.0
30.0

38.5
21.9
3.9

A La Ly

.
ol
A

23.5
15.1

Source: Waoyna B. Sollay, et al., Estimated Uise of Waler in the United Shates in 1990 [Washingten, DC: U5, Gealogical Survey,

Parcent

100%
9%
2%

34%
48%
e

100%
7%
15%
14%
13%
=1%

61%
3%

the regularsey process. Thar is, a large
number of diverse warer systems are regu-
lated in a variety of ways by the different
levels of povernment. Virtually all warer
urilities are regulated with respect to Fed-
stal and state drinking water standards

ursuane o the 3afe Drinking Warer Acx
SDWA) and related legislation. Standards
relared po warer polludon and che waste-
warer industry are derived from che Clean
Warer Act (CWAY Generally, scare drink-
ing warer regulators have primacy for
implementing SDWA standards, which are

proffered by the LS, Environmencal Pro-
rection Agency (EPA)L Most water utilities
also are subject o environmental regula-
tions governing warer withdrawals and
pollution control. Thus, a state’s primacy
ageney of another state agency (such as a
departmenc of narural resources) may is-
sue permirs o other forms of regulatary
control, Addidonally, many warer urilities
are subject to regulation by interstare or
gonizations (such as the Delaware River
Basin Commission) or intrastabe organi-
sations (such as the Florida warer manage-

ment discrices), Alchough cheir aurhoricy
varies, these regional regulatory bodies
may have substancial auchoriey over uril
iry decisionmaking.

The U.5. EPA accounts for nearly
200,000 warer svsrems, although Fewer
than 60,000 are communicy warer sys-
rernd, One of many distinguishing features
of the LLE. warer induscey, in comparison
to other wtilicy industries, is che prevs
lence of public ownership. Alchough the
vast majority of water utilicy customers are

{cantinued next pagel

Total waler systems

Total communiry systems

Total noncoemmunity systems

Waler Uhilitias

Approximate Distribution of Water Systems

in the United States

Commission-regulated systems
Investar-owned systems

Source: U5, Environmanial Pratection Federol Reporting Dota Systemn and 1994 MNERI Survey on Commission Regulalion of

Number

200,000

142,000
58,000
11,200
&, 700
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secved by municipal water suppliers, a
large number of ULS. water systems are
privarely owned. These privacely owned
sysrems typically are much smaller in size
than their municipal counrerparts. Large
or small, investor-owned water systems are
regulated by the stare public urility com-
missions because chey are monopolistc.
Forty-six states regulave prices and
other economic activities of certain woter
urilities {and wasrewarer wrilicies) thar
meer the criteria for economic regulstion,
alchough the scope of jurisdiction varies
from state to stace, Mebraska began regu-
lating investor-owned water utilities in
1994, Water urilivies are not regulaced by
the regulatory commissions in Geargia,
Minnesota, North Dakor, Souch Dakora,
and Washingron, DL, The commissions
in these states do moe have cegulatory pro-
grams for water mainly because of the lack
of significant investor-owned water utilicy
presence. Also, the geographic dispersion
of the population, easily accessible water
supplies and the threar of bypass (chrough
individual wells) provide a check on the
potential abuses of monopoly power.

Marny (but cerrainly not all) of the com-
misston-regulated water systems are small
in size, which poses cermain public policy
problems. Particularly problematicare the
very small systems char were the product
of unchecked real esmace development and
lax local zoning policies. Many of these
systems are geographically isolared. which
often precludes inrerconnection wich an-
other system. Tradisionally, both eco-
nomic and public healeh regulacors have
been very focused on small system viahil-
fey issues. Warer syscem viabilicy is a
"threelepged stool” resting on finansial,
managerial, and rechnical capabilicy. All
three types of capability can be a prob-
lem for small syscermns. Small urilicles lack
economies of scale in source development
and treatment. They alzo find it difficulr
o secure financing for capical projecs.
Finally, small utilities may be more prone
o viclations of drinking water regulations,
particulardy monitoring requirements.

Diespire the problems of small systems,
three trends are spparenc. First is the di-
minlshing number of syarerns in the small-
esr size caregories due to population
growth, as well as mergers and soquisi-
rions. Second is the more effective preven:

tion of the emergence of new small sy
rems through more stringene certification
and permitting policies. Third is the ap.
parent improvement in the viabilicy of
many existing warer systems, due largely
to the collective effores of public uriliey
commissions and state drinking water pri.
macy agencies in the form of ratemaking,
financing, and rechnical assistance efforss.

Modern policies emphasize the impor
rance of establishing and mainesining wa
ver systems for which the popularion
served can suppore the cost of warer ser.
vice. The emphasis on water system viabil-
[ty ar the federal, stare and local levels will
make it harder for providers o gec operat
ing certificates and special financing. Po-
tentizl suppliers face considerable barri-
era to markes entry, including the rising
cost of meeting drinking water scandards
and acquiring water supply permits. ln
some states, groweh management policies
are calling for consolidadion of water sup-
ply through interconnecrion with existing
systems, All of these insatutional factor
are combining 1o gradually reduce the
number of warer systems in the Unived
Stares, although a very large number of
SYSTEmI remain.

Water systems
Investor-owned
Municipal
Water districts

Cithars
Total water systems

Wastewaler systems
Investor owned
Municipal
Water districts

Oithers
Total wastewater systems

Cooperatives/homecwnars

Cooperatives/homeowners

Water Systems Regulated by the
State Public Utility Commissions, 1994

Number

& 650
1,680
1,270
970
650
11,200

2,450
630
1590
20

10
3,300

Source: 1994 MRERI Survey on Commissien Regulotion of Water Unliies.

Percent

59%
15%
1%
9%
&%
100%

4%
19%
&%
1%
=1%
100%
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Tatal water use
Indoor use

COutdoor use

Indoor walar use
Toilets
Laundry
Showers
Faucets
Baths
Dishwashing

Source; Williom O, Moddous, Water Conservation [Denver, CO; American Woler YWorks Association, 1987, 22,

Typical Residential Water Use
in Gallons Per Capita Per Day (GPCD)

GPCD

123.3
78.2
45.1

78.2
274
17.2
14.1
10.2

7.B

1.6

The marker seructure and regulatory
eructure of the water industry are evoly-
ing in significanc ways. Through mergers
and ncquisitions (including regulatory in-
duced rakeovers of small systems), consoli-
dation is occurring stowly but surely. In
additen, much ateention is being paid to
the porential development of regional
warer supply and treatment. An increas
' imeecest in privatizadon also is appar-
. Regulation of the warer industry re
mning very pluralistic, and sometimes very
inefficient. Different regulacors sometimes
send wxilicies competing signals aboue
their performance. The potential for con:
flicz berween health regulacors and eco-
romic regulators is sl a relevant con
cern, Memorands of underseanding and
uther farmal and Informal methods of
nteragency coordination are ovencoming
bese instirutional barriers to more effec
tive regulation of the industry. Modern
information technologles, such as geo-
graphic informadon systems that incorpo-

rate marker and regulacory dara, would be
extremely beneficial for the purposes of
coordinared stare regularion.

Demand Characteristics

YWater supply unlities are designed o
meet the basic paramerers of warer de
mand. For many water atilities, domestic
or residential demand takes the lion's
share of motal water demand. For residen-
tial customers, most of the quantity of
warer demanded is for indoor use, which
is considered less discretionary and a rela-
tively price-inelastic consumer good. [n
ocher words, while changes in warer prices
affect warer use, the magnitude of chis ef
fect may not be substandal. By compari-
son, industrial water use i3 considered
more responsive o changes in price. In-
dusrrial customers may be more likely oo
seek costeffective alternatives (such as ef
ticlency improvements or even selfsupply)
as the cost of warer rises. For water utili-
ries, this raises the possibility of system

bypass, stranded investrnent, and the need
for remaining customers o cover fixed
costs. Some water utilities offer economic
development rares (which they helieve o
be cost justified) to retain largevolume
CUSLOMETS,

The peaking characreristics of water de-
mand scrongly influence che design of
water systems and can limit the porendal
for conservation savings in certain areas.
Baw water storage facilicies, such as reser-
voirs, penerally are designed to meet aver-
age annual demand; reansmisgion and
trearment facilities, as well as major feeder
mains, pumping stations, and local stor-
age facilivies, are designed ro meer maxi-
mum-hour demand, or maximum-day
demand plus fire protecion flow require
ments, whichever is greatest.’ Precipita-
tion rates can affect borh the supply and
demand for water. Traditional water sup-
ply planning placed s high emphasiz on
supply reliability, particularly for mirigar

feontinued next pagel
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irig the impace of deoughes, Cerain dreas
of the counEry are Now experencing meirly
eritical constraings on readily available
water supplies. Some previously far
ferched witer supply oprions, such as de
salinization, are being more seriously
considered because the cost of conven-
ticnal supply options is increasing and the
cost of some unconventional options is
decreasing,

Demand management for che water sec-
tor is being recognized a5 an increasingly
costeffective resource Option in COmpri-
son o conventional warer supply options.
Water conservation can be especially help-
ful in managing seasonal variarions in
demand and longrerm growth in demand,
Although conservation generally will not
allow wrilities o significantdy downsize
their existing operations, it can be instre-
mental in foreswalling che expansion of
sourceafsupply and treatment capacity,

and calibrating future operations o reflect
demand parverns modified by permanent
efficiency improvements. Demand man-
agement and conservation-oriented plan
ning and pricing are gaining increasing
importance in che warer sector, although
far more aggressive urban warer conserva-
ton programs can be found in che mu-
nicipal sector than in the provate sector.
Some large municipal svsrems (such as
Mew York, Boston, and San Diego) are fac.
ing severe resource constraines and already
recognize demand management as a least
cost alternacive for meeting demand.

Cost Characteristics

Drinking warer Is a valueadded com-
madicy. The value of publicly supplied
water derives almose encirely from the cost
of withdrawal, crearment, and distribaz-
tion of water by verdeally inregrated il
ity monopolies. Water urilities remain one
of the more eeied and true monopolies in

rermis of basic economic characreristics, [y
general, warer service can be provided of
ficiently by a verdically integraved supplier.
twnr or more suppliers lor redundane dis.
eriburion syseerms) im che same secvice arey
would greatly increase costs and rates. The
rechnology of water supply clearly demon.
srates economics of scale, mesning thap
unit average costs decrense with the quan-
tity of water provided. The prevalence of
many small utilities undermines the indus.
rries. overall efficiency.

Even in comparison to other fixed wrili
ties, warer utilivles require substantial in-
vestmene in fixed assers relarive ro the
variable cosrs of production (including the
cost of raw water, energy, and [reacment
chemicals). Lising the standard of capital
investment per revenue dollar, the water
supply 15 among the mostcapitalintensine
of all wellicy secvors. Capical invesement
in water supply mainly is a funcrion of the
need o esrablish production capaciey;

Telecommunications
ATAT
Telegraph carriers

totural Gas
Distribution
Tronsmission
Integrated companies

Total investor-owned

Electricity
Maijer investor-owned

Water Supply

Local exchange carriers

Reseorch lnstinge, 1993}, 3

Ratio of Utility Plant to Operating Revenues
for Major Public Utilities

Combinalion companies

Publicly owned generating

Major investor-owned [MAWC]

Source: Jonice A. Beecher, =i al., Meeting Water Liliy Revenve Requirements [Columbus, OH: The Malionol Regulatary

o
2.8
2.5

1.6
2.4
1.7
1.5
1.9

2.9
3.9

3.9
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maintain 3 complex storage, cransmission,
and distribution network; and meer both
fire-protecrion specificarions and peak
demands. In general, the water supply in-
Jusery has high fixed costs and low capi-
¢ Lturnover rates. However, the capiral

sty of the vearer supply industry also
can be explained by the industry's rela.
vely low variable (operating) coscs, which
sranslate inca relacively low operating rew-
enles.

Investments in warer supply tend o be
large and indivisible, the *lumpiness” fea-
rure thar also s evpical of orher public
prilicy industries. Many of these capital

estenenes including erearment plancs

| the transmission and discribution
infrastructure, may have very long service
lives. Because capacicy is added in farge
increments, chere may be periods of
pnderudlization, which can pose signibi-
cant financial problems in terms of cose
recovery. OF course, che utilicy wich plen-
riful capacity is in a good podition mo ac
mmodare demand groweh, IF indeed
sweh'is on the horizon. Lo reality, many
water utilities are not well positioned o
deal with demand growth {through sur
plus capacity) or the other additional cost
pressures hrough surplus financial re-
sources). The potential result is cose shock
for the utilicy and rate shock for custom-
ers.

Primary Cost Drivers

Water supply is a risingcost industry.
Warer supply urilicies, and cheir regularors
at the federal, srare, and local levels, are
increasingly aware of the warer supply
industry’s changing revenue require-
ments. 1hree key forces affecring the
industry's costs are (1) the need o com-
ply wicth repularory provisions of the Safe
Drrinking Warer Act (SDWA), (2) che need
o reploce and upgrade an aging water de-
livery infrasorucoure, and (3} che need o
meet population growth and economic
development. In addirion, warer wriliries
face a variety of secondary cost forces.
These Include che somerimes high cosg of
borrowing to finance capical projeces (g5
pectally for small syscems) and che shift
to nonsubsidized, selfsustaining opera-
tons (especially for publicly owned ays-
temsl,

The concurrent and mutually reinfore.
ing impace of these forces on many weili-
tes presents o substantial pressure on
borh capiral and operating coses, o pres-
sure not previcusly experienced by the
water supply induscey. However, the na-
ture of these coscs should not be raken for
granted bur closely serutinized. Moreover,
the warer supply induscey must be held
accountable for making prudent decisions
in response o ies changing cose profile.

The industry must be able to fully justify

the use of aleernarive approaches o meer-
ing revenue requirements (such as aumo-
macic sdjustment mechanisms and pass
throughs, as well as cost allocarion and
rave design mechods). Warer uellicy regu-
lntors should be open to the consideration
of altermarbres bur vigilane abour how
these methods are applied. Regulators will
want to be especially cautious about affect
ing the incencives thar determine whether
utility coses are effectively managed. Thus,
the induscry perspective on rising codts
and how to address chem should be tem-
pered by 3 reasoned regularary perspec
tive,

Each of che three sources of cost pres-
sure has distinctive relevance, Mo unique
faceor, including Federal -dri.nk:mg Witer
quality regularions, can be singled our as
the principal determinant of che
induscey's financial situation. Deapive the
political ferver over “unfunded man-
daces,” regulatory compliance costs asso.
ciated with the SDWA (which are mani-
fested primarily in che water trentment
area) pale somewhar in comparizon o pro-
jeczed capital and operating costs associ-
ated with infrastrucrure improvement and
demand growth needs.

Meering addivional revenue require
menis in che already capital-intensive
warter supply industry depends on the

feoniinuied on next pagel

Type of cost driver
SD'WA comgliance
Deferred infrastructure
Maeting growth

Atected focilities
Source and fronsmission
Distribufion system
Water treatmant

Improvemant, i%E87), 42.

Estimated Distribution of Required Water Utility
Expenditures by Cost Driver and Affected Facilities

Source: Wode Miller Associates, Inc., The Mavon’s Public Woarks: Reporr on Waier Supply. [Washingion, DC: Nakenal Cavneil an Public Wids

Percentage

8o 13%
37 to 49%
A9 o 55%

1400 21%
29 o 48%
24 o 57%
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Praduction

Customer accounting
Purfication
Tatal

Administrative and general

Transmission and distribution

Ex sS85
43,738,930
3,377,746
2,254,609
1,397,040
1,290,213
$11,972.771

Source: Authors' coleulations based an Naienal Asseciotion of Waler Companies Financial Date for 1991 [diskelte varsion).

Average Operation and Maintenance Expenditures for |
NAWC Investor-Owned Water Utilities in 1991

Percent
31.2%
28.2%
18.8% .
11.7%
10.8%
100.0%

oprmal incegration of financing and
ratemaking strategizs. A number of strar
egies are available, some conventional,
some uncomentonal, and ochers unoried
by warer supply utilities. Oprions available
o some utilities may not be applicable o
others. Begulation of imvestor-owned sys-
tems by srare public wtilicy cormmissions
superimposes an oversight and race-
making structure thar may affect che ap-
propriateness of certain oprions for juris:
dictional urilivies. For all eypes of uctlities,
regardless of their ownership, the empha-
sis on leastcost financing and ratemaking
options 5 growing.

Importantly, not all forces affecting the
warer supply induscey conrribure o the
upward pressure on costs and revenue re-
gquirements. Some forces have the poren-
tial o exeresignificant downward pressure
an coats, First, technological innovarions in
warer creatment and orher aspects of uril-
ity aperations can be expected. Second,
water utilivies can adopr efficiency improve.
ments to reduce waste, CONSErve rEsouTces,
and lower producton costs (such as en-
ergy costs for pumping). Thired, water sys-
tem consolidation can facilitare the
achievernent of economies of scale in source
development, water treatment, and wil-
ity management operatons. Fourth, mar
ket forces can lower costs by fostering com-
petition for contraces and services among
vendors. Fifth, screeegic manogement by

@ NAWC WATER

warer utilivies cam yield savings in such
areas as financing, adminiseration, and
purchasing. Finally, incegrared resource plan-
ning by water utilities, including a bal-
anced consideravion of supply-manage-
ment and demand-management options,
can promote least-cost strategies.

Pricing and Affordability

Warer pricing generally reflects che ba-
sic cost characreristics of the induscry,
Water rates generally take the form aof a
fixed charge char does noo vary with us-
age plus o variable charge that does wary
with usage. In warer utilicy rare design,
regularory analysts sometimes become
frustraved by che Face char eradivional eose-
ofservice principles can lead to very high
fized charges and very lowvariable charges
for warer utilities. This probiem can seem
to undermine the price-signal purpose of
the rare and run concrary o conservation
goals. When utility costs are shifted From
fized to variables charges, as may occur
with conservation-oriented pricing, rev-
enues can become less srable and predice
able,

Water urilities are facing some consid.
erable pressure to reexamine cheir cosc
allocation and rate design practices. Many
publicly owned systems can no longer rely
on funding sources other than user fees.
All types of warer utilices are beginning
to adope rate scructures thar recognize

modern pricing principles {such as mar
ginalwost pricing) and the role of pricing
in promoring conservation. The use o
decreasing-block rares has dedined in all
but che midwestern region of the country,
where water supplies are considered plen-
tiful.' Some urilities are using seasonal or
increasing-block rates as part of their de
mand-management steategics. Finally, che
imperest in other rate seructures, such as
lifeline raves, also is mounting.

For many water customers, the
affordabilicy of warer service is 4 growing
problem. The problem of affordabiliry af-
fects customers in terms of increased
arrearages, late payments, disconnection
notices, and actual service rerminations.
Affordability affects urilides in terms of
expenses associated with credir, collec
tien, and disconnection acriviries; revenus
stability and working capital needs; and
bad debr or uncollecrible accounes thac
other customers must cover. Orther rami-
fieations of che affordability issue also are
becoming apparent. If a customer base
cannot support the cose of water service,
porential lenders may be concerned about
the uriliey's financial viability and ability
o meer debe obligations. Moreover, ser-
vice disconnections can present a public
relations nighemare for wtilivies, particu-
larly because they involve essential ser
viees. Inereasingly, problems of bad debt
also exvend to nonresidencial urility cus-



pomers. Financial distress and bankrupt
ges in the commercial and industrial sec-
pors can leave wrdilicies holding che bag.
However, the larger issue of affordabilicy
iz primarily a concern with respect to low-
income residential consumers.

Aounting evidence suggests char rising

ser prices exceed both average growth
in income and che general rare of price
imereases,” For lowrincome customers, who
have little chobee bur o buy service from
the local urility, paying more for basic
warer service means poing withour less
essential and more discretionacy products
and services. Thus, rising water prices can
contribure to a deterioration in the quals

wf lite for lowincome urility custom:
ol

Changing Risks and Returns
The increasing capital and operating
requirements of the warter utility indusery
pose the question of whether the indus-
rry is becoming more risky and whether
increased risk will be translared inro
sher costs of equity capital for investor
yned warer urililes and higher costs of
debr capital for governmentowned warer
utilities. In the convexe of utilicy regula-
tion, the perceprion of higher risk trans-
lates into higher authorized rates of re-
turn. As a general rule, public urilities face
three principal sources of risk: business
risk, financial risk, and regulatory risk.
Undersrandably, representacives of in-
torowned warer utilities believe that

their industry is becoming more risky.
The argurment for increased business and
financial risk for che industry flows from
several factors associated with the chree
major cost pressures on the indusory, First,
much uncertainty sontinues o surcound
reauthorizadion and implementation of the
SDVA . as well as ather federal and stape
environmental mandates; the ultimace
complinnce cost impaces seill are un-
krnown. Second, even more uncerrainey
exists over the actual condition of the
wiiter supply infrascructure and whae im-
provements will be necessary to bring it
up o standard. Third, considerable uncer
raincy regarding future demand exists
given the potential for demand elasticity
effeces from large rare increases. Uncer-
tainty also surrounds the availability and
reliabilivy of warer supplies for meeting
demand growth. All of these factors can
complicate forecasting and planning.
The water utilicy industry also faces
ulatory risk, which indeed may be the
ind of risk chat concerns its representa-
tives the most. Like most forms of risk,
regulatory risk iz abour uncercainey, In
this case the uncertainty associared with
the crearment of costs by regulatory agen-
cies. Regulatory risk accompanies notonly
SDWA costs but all water urility costs,
including those associared with infrastruc-
ture improvement and demand growth.
Regulatory risk is manifesced in various
approval processes, prudence and reason-
ableness reviews, and general repulatory

lag and delsys. The prospect of rave-base
exclusions and revenue requirement digal-
lowanees during periods of rising costs is
especially disconcerting to urilicy manag-
ers. |he water supply induscey openly
strives to reduce regulacory risk through
the esablishment of cerrain and expedi-
ELOLS COst recovery mechanizms,

From an econgmic regularory stand.
poing, the SDWA may not be the sounce
of risk iv somerimes is porerayed o be. In
essenee, the stares are preempoed by fed-
eral drinking water regulations. The im-
plications of preemprion for economic
regulators are significant. In fact, man-
dared imvestments are in some ways less
risky than other expenditures in the con-
pexe of urilicy reguladon. [vmighe even be
asserted that che SDYWA actually provides
water utilities with a unigque opportunity
to expand the rate base wicth relacively
lieele regularory risk. Moreover, the cost
impaces associated with the Inidial scope
of the SD'WA are gradually becoming
mote known and prediceable. The argu-
mént that these costs pose special regula-
tory risks should be viewed with caution,
im che long term; infrascructure improve-
ment and meeting demand growth may
prove oo be far riskier for the warer sup-

ply indusery.

Competitive Opportunities
The rationale for regulacing privace-sec-
ror sctivicies 3 intrinsically relaved o the
feonginued nest page)

United States

Sreat Britgin

Global Comparison of Economic Regulation

Rotebase/rate-of-return regulation by state public utility

commissions

Incentive-criented price cops by o single-administrator ogency

France Municipal contracts with reviews, indexing, ond negoliations

Chile Yardstick competition reviewed by o notienal tariff board

Argenting Price-cap u?ancy regulation with cperational controcts and
leng-term planning

Souvrce: World Bank {Workshop, 19894].
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concept of market failure. The monopo:
listie character of public urilites undes-
mines opportunities for competition, leaw
ing public ownership and regulation as the
usual aleernatives, In some imporeanc re-
apectd, publicly and privatelyowned wa-
ver urilities compere for markee shares. At
any given time, some water utilides are
bring privatized; others are being trans
terred From private to public ownership.

Warer supply technolegy and cost chae-
acteristicsy greatly lmiv opportunitdes for
many forms of competition, Water is sup-
plied almose exclusively through verrcally
incegraced public urilities. That is, a single
entity contreds all of the assets necessary
to supply consumers wich wacer (from the
sourceofsupply to the delivery proceas).
The economies of scale in warer supply
development and in tresoment are substan:
tial. Achieving economies of scale In wa-
fer [reatment are more important chan
ever, because of rising rrearment costs.
Mork stringent drinking warer standards
place a disproportionare burden on small
sysrems. In addivion oo industry costchar
acteristics, insticutional forces can limic
competition. The concepr of municipal
“warer works™ invokes a crndition of pul-
licsecror orientation, which can present
political obstacles to boch competition
snd privatization.

Monetheless, forces of compertition
are affecting the water industey. Warer
syspems bn many pares of the wordd are
run by national povernments, making
them very large public utilicy monopolies.
In the past decade, however, many of these
systemms have been privatized. The reasons
for privatization vary from country to
country, but the key reasons seem o be
ideological and partisan polidcal move
ments, governmental reinvention and re-
foirm, the need o reduce government debs,
and the desire to attract privare capital for
building uriliey infrasteucrures. Grear
Britain, France, and Latin America stand
out in the privatization movement, al-
though examples can be found in virou-
ally every corner of the world. Rather
quickly; some of che newly privacized wiil-
ity monopolies have become effective glo
bal comperitors. French and Brivish fiems,
in pargicilar, have an increasing pressnce
in other parts of Europe, in Lacin
America, and in the LUnited States. In
some cases, these international firms are
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leading the way to competition by market.
ing operation and maintenance services;
in other cases, they are acoively seeking to
pssume ownership and conrrol of warer
uirilities.

While global comperition in the warer
supply industry is increasingly evidenc,
LL5. firms are relapively new entrants on
the global scene. Acchis dme, many of the
large engineering firms are mare active
competitors for coneract mainenance and
operations agréements wich gowvernment
entitles both here and abroad. As LS,
irvestor-gowned warer urilicies join che
compenition, regularory issues relared
holding company organizations, affiliated
interests, and protecting core customers
will arise. In peneral, comperition and
privatization are expected o lave positive
economic benefics for the warer induscry
and ancillary induseries.

Evolution of the
Regulatory Bargain

The rationale for economic regulation
of water ueilities is not unlike chat for regu-
locing ocher public utilicy monopolies.
Regulation is seen as necessary and in the
public interest when o firm provides an
essential service and has che properties of
a natural monopoly. Warer urilivies sadsfy
these criceria. While it is popular o e
gard stare regularion a3 a subsdcure foe
competition, regulation of a privace or in-
vestor-owned utility can just as well be
viewed as o substrure for public owner
ship. This reality is possibly more appar-
ent im the warer secror chan the other wil-
ity secior,

I regulating warer urilicies, the appeo-
priate scope of regulation is che central
issue. In exercising regulacory authoriy,
policymaksrs must balznce the benefiv of
repulation in controlling monopoly abuses
and promoting ravepayer equicy, wich the
administmtive and economic costs of regu-
lavion. Generally, che commissions recog-
nize that methods of oversight appropri-
ate for larger wcilities may not be
appropriate for smaller urilivies. Because
ey miany regulared waber syapemms are small,
the commiissions have developed 3 variery
of regulatory techniques specifically for
che warer indusery. These include stream-
lining methods such as simplified proce.
dures for rare filings and repores. In addi-
tion, seate laws and commission rules
often exempr very small svarems from

regulation based on size criterin reloted ;
the number of customers served or tl
magnitude of urility revenues. Geopolis
cal criveriz are somerimes used tor exeny;
tion as well. For exomple, municipalicic
usuially are regulared if chey serve outsic
of municipal boundaries. Finally, a fe
state commissions defer to local pover-
ing bodies to ser raves for cercain system
but review cases on appeal.

In pracrice. the stares have limired ol
regulation of the water industry in som
imporant cespects. Alchough the st
have strived vo simplify wacer utilicy regn
lacion, Few have aceually surrendered jo
risdiction for water utilities. Instead, th
sates have used selective eriteria to e
empt some utilities from reguladion or ces
tain aspects of regulation as long as th
specified criveria are met. A change in cir
cumstance, fuch as an increase in che num
ber of regulated customers or a petition
by racepaveérs, can bring o water systen
back inro the regulatory process.

For the past few decades., economi.
regularors have sought regulatory aleerna
rives for their jurisdicdonal wrilicies, in
cluding cheir water utilities. The large
mumber of urilities compounds the cose o
regulating the warer industry, and thes:
costs may be rising. The cost of regulation
is especially crue for stare agencies with
primacy for enforcing Federal drinking
warer standards, bur it is also crue for che
state public utility commissions, The com:
missions hove jurisdicton for thousands
of sater systems and chey face thousands
of warer-relared procesdings ench vear. The
relatively high caseload associnred with
water regulation is sometimes viewed osa
misallocation of commission resources.

Crities of regulation sometimes argue
that too many regulatory resources are de
voted o the water sector relative to the
apparent economic impace of che secror in
comparison to the other major regulared
industries. A compering view, however, is
that even smaller udilivies have a degree
of monopoly power over their customers
ond thar every urtilicy customer deserves
consumer protection, Moreover, the com
of regulation is usually evaluared in abso-
lute dellar terms, nor in terms of its ac-
tual cost-effectiveness from a socieral
standpoint. Thus, while costly, the ben-
eftes of warer uttlicy regulation for
eatepayers should nor be understated o
I|.:I‘1u1'e;|.
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(e option for changing the characrer
of governmental oversighe of the warer
prilicy industry is for the state public udl-
jry commisstons o relinguish thetr regu-
larory responsitilivy. Exempoons can be

wed as a form of conditional and tem-

rary decegulation. However, deregula-
rion can be a racher ambiguous concept.
Regulated private urtilities can either be-
come unregulated privace udlities or pub-
licly owned urtilities. Only uriliries thae
remain privacely owned are cruly deregu-
lared. In the case of municipal ownership,
spape eegulation ks replaced by local gow
cramental control, Deregulation affects
ilittes, rarepavers, and rezulatory agen-
pes. The market for water service is not
competitive. Thus, the marker does not
provide an effective check on monopoly
power. There is a strong tendency to main-
tairi the starus quo in regulation because
the uncertainty surrounding deregulation
i+ subsranmal. Areas thar would be affecred
by deregulation include: consumer protec
on, compliance with srandards, cost
snrrol, financial viabilivy, industry re
itructuring, resource planning, and insd-
rurional roles and responsibilities. In ana-
lyzing deregulation as a policy aption, each
of these areas should be carefully consid-
ered.

Today's institucional climate may be
especially suicable for examining aleerna-
we regularory approaches. The regulation

water utilities can be made more cost-
cifective and more effective overall in
achieving basic public policy goals. Even
in the penerally monopolistic area of wa-
ter supply. a keen interest in incentive
regulation iz emerping. One reason for
this incerest is the emergence of alterna:
rives to ratebase/rateofreturn regulation
in the global community. In realicy. the

mmissions already wse certain kinds of
serformance benchmarking in regulating
waber urilities. Examples include the use
of customer complaines o erigger regula-
tary interventon and che use of induscry
based costindexing methods 1o set rates.
A rrend roward more incencive-based mod-
els of regulation is expected. The various
torms of privanization may present addi-
“onal challenges. For example. the com-
nrssions could eventually serve as a court
if appeals to review municipal privariza-
tion contracts. Finally, aleernative dispute
resolution, whereby issues are resolved
ovurside of the formal cegulatory process,

miay become an important regulatory tool
in the increasingly cont licrual realm of wa-
ter regulation.

Conclusions

Ia sum, public water supply iz consid-
ered an essencal service and warer urili-
ties traditionally hove been viewed as
narural monopolies. These realities are
not likely to change. Given these mo-
popoly characreristics, regulatory proec-
tion of captive or core customers is a sa-
lient concern. It is a concern made more
salient by cthe fact char the cost of provid:
ing water is rising and the reality thar the
demand for warer is relacively price-inelas-
tic. It follows chat economic regulation of
water utilizy monopolies o procect
rarepavers and promote the public inger
est 15 3 legitimare concern of the sage.

Thiz is not to say thot the economic
regulation of the water supply indusery
cannot of will nor evolve in significanc
ways over the coming decades. Rising
costs, Industey rescructuring, and emers

ing competition will pose special <hal-
lznges for economic regulators. The role
oof the state public utilicy commissions will
haye conttnuing Importance in mesting
these challenges and serting standards of
analysis and pectormance not only for the
regulated sector but for che water indus-
try at large.
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Water Issues for the Year 2000

= Selting and meeting envirenmental standards

* Infrostructure replacement and improvement

*+ Demand growth and rescurce constraints

= Rising prices, affordability, and consumer protection
= Financial viability and reloted small-system issues

= Changing risk profile of the woter industry

* Economic efficiency ond marginal-cost pricing

= Structural change, regionalization, and consclidation
= Privotization of water and wastewater services -
* ‘Water conservation ond afficiency technologies

* Leaskcost and integrated rescurce planning

* Performance benchmarks for water supply ufilities
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Water's River of Change

. Mavrick Poyne is a senior partoer i bhe Mew fork-bared consulting firm of
Management Practice inc. (MPI). As @ twenty-five year commentator on
various service industries, he draws analogies beiween upcorming chonges fn
the water fndustry ond those which have olreody ocourred in banking ond
telecarmmuricatians,

Twenty yedrs ago there were 14,262
banks in che United States. Every com-
munity had at lease one bank. Today chere
are about 3,000 banks. Think of the sweep-
ing changes that have occurred: national
banking, ATMs, interest on checking, sale
of mutual funds, telephone access, the loss
of differendiarion bevween savings and
commercial banks, the merger of Chemi-
eal and Manufscrurers Hanover, and the
emergence of Nationsbank and Fleer
Twenty years from now the warer indus-
try will have experienced a similar revo-
lurion.

Three great changes are coming (see
table): (1) reengineering, (1) consclidation
and (3) privarization. These three apply
equally well to both the investor-owned and
municipal sectors of the industry. The cus
tomer, the only person who ultimately mar-
vers, does not care about how dhe industry
chooses to organize itself, What marvers is
product qualiey, service and races.

Reemgineering America's water compa-
nies hos only jusc begun, Owver the past

ten years, the avernge number of custom-
ers per employee is estimated to have im-
proved only & percenc, & much smaller
increase than the 16 percent realized in
the banking Industry, or the 22 percent
obtained in the twelecommunications in-
dustry.

While significant improvements have
been made in the quality of drinking wa-
ter, management still ndeds to be flar
tened, decisions delegated, rechnology
adopred, and productivicy improved. The
key is to better utilize computers, to em-
power berter rrained managers, and o be
wougher about underwtilized assets, par
vicularly employees.

The impediment to re-engineering is
inertia, which may rake che form of regu-
lators’ unwillingness to allow a fair rate
of return, management's reluctance o
sdopt new technology, labor's insistence
on antquated work rules, or a relucrance
of all parties to eliminare overstaffing and
WRslE.

Consolidation is both inevitable and

desirable. There are oo mary small wa.
ter systems, both investor-owned and
municipal. OF che 38,000 warer aysrems.
only 2.5 per cent serve over 15,000 people;
many small sysrems are, or will shorely
become, nonviable, Just like communicy
banks, the industey needs ro consolidate
ireo larger unics where a critical mass of
expertise can be sustained and a large cus-
tomer base can absorb the cost of infra-
structure improvement. The Jafe Drink-
ing Warer Act will push consolidation
along the way, but the driving force will
be consumerism and che media. In one
industry survey after anocher, consumers
have signaled their desire for betrer ser-
vice and more involvement in the trade-
otfs faced by che industry.

The impediment to consolidation is fre-
quently rigidity of thoughe of the water
urility owners, their executives and mu
nicipal managers. Owners are not yet
ready o consolidare their holdings into
larger, more economically viable organi:
:ations, Managers, both municipal and

Water's River of Change
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private, are not yet willing to face the loss
of power which they perceive will resulc
from consolidarion.
When the purchase price is high enough
or the operating costs of small systems
rolerable, owners and managers will
amptly seize the economies of scale.
Privatization i5 happening in many coun-
gries, bt mot yer to o marcerial degree in
the LLE, With America’s diseribution sys-
rems buile and water universally available,
the tme has come o focus on the most
effective way mo improve the infraserucrure
and oo streamline operations,
Compention i3 wually the most effec.
& way o improve efficiency. The issue
i3, whae iz the best way o introduce com-
petition INto OUr water systems, particu-
larly the municipals. Operating contructs

are far more likely to succeed than che sale
of assers because the US pax lows comvey
miany structursl advantages to municipal
awnership. On the other hand, competi-
tive hidding to design, install and operate
Amertea’s warer and waste facilities is
eminently possible, The process has been
going on for vears, and has recently re
ceived a boost from Mavors such as
Giuliani of Mew York and Goldsmith of
Indianapolis. Im 1992 owver 400 separate
contracts were let for about 3450 million.
By 1998 induscry sources estimare char
there will be over 500 outsourcing con-
tracts for water and waste water,

The impediment to privacizacion is fear
over jobeloss. City managers and union
represenacives are wary of the loss of jobs
which may result from contract bidding

among for-profit companies, each compen:
rively driving for productiviey improve
MEnis.

Onee the realivy of taxes, needlessly
high to subsidize water rares or feather-
bed municipal jobs, becomes conspicuous
o vorers, mayors and city managers will
choose political goodwill over a few jobs
in the warer deparement.

EHBIEREW

The river ahead is rocky, buc the pres-
sure o overcome each abstruction is
building, The industry has che rechnical
capabilicy and the ability to caise the nec
essary fimances. Whar may be lacking is
the willingness to evercome inertia, aban-
don rigid thinking, and welcome che sub-
seitution of eechnology for jobs,

“¥Flushed with Pride*’
Toilet Retrofit Project
Begins in Northern California

to Benefit

Low-Income Community

The Californis water industry has hit
spon an efficient way o both boost warer
nservation and provide praceical crains
ng and work experience in low-income
areas, The "Flushed wich Pride” program,
which has already proven successful in
Southern California, is now making a
splash in Bay Point, which is the first Bay
Aren communicy to take che plunge. Dur-
ing the sixweek project which began in
May, residents from a local homeless re-
‘overy shelter installed spproximately 400
Jeea-Low-Flush Toilers (LULETs) in Bay
i'oint.

The program is cosponsored by Cali
fornia Cities Warer {a local affiliate of the
Zouthern Californim Warer Company],

which is covering training and adminis
rration costs, and Concea Costa Water
Diserice (COWD), which provides 575
rowards the cost of each of the 400 free
Ulera Low Flush Toilets (ULFTs), CTS1
Corporation, which developed the orgi-
nal "Flushed wich Pride™ program in
Southern California, is managing the Bay
Poinr program.

The people power is being provided by
the Restorarion Ciry Missions, che larg-
est family homeless recovery shelter in
Contra Costa County. In early May, 12
participants from the Restoradon City
Missions recebred free oilet tnamllation
training by Bella Vista Plumbing at Local
159 in Marrinez. The Bescoration Ciry

Miszions participants work in teams oo
remeve and install toilers under the su
pervision of professional staff,

Ar the completion of the installation
projece, the Resvoration Ciry Missions
will receive 316,000 (540 per toilet) as
compensation for the moiler installadons.
The money will help sustain programs for
the Councy's homeless communiry. Be
maining project funds will cover crainees’
educarional scholarships and be applied
townrds renc for permanent housing.

In the Los Angeles and San Diego met
ropalitan areas, the “Flushed wich Pride”
program has enabled B0 participants from
local communiry based organizarions ro

feoneinieed néxr pagel
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“Flushed Widh Pride,” comeimsied
distribute approscimately 250,000 ULFTs
o lovedncome residents. The program was
firse launched in mid-1992 by CTS1 Cor
poration for the Mecropolitan Warer Dis-
trict of Southern California.

“Warer agency sponsors in Southern
California have found that the progmm
helped reduce che cosr of ULFT delbrery
and marketing by severnl million dollars
since the inception of the program. A por.
don of char savings, 34.4 million dollars,
was recurned to Southern California com-
mumicy groups. 1 his money made ir pos
sible to develop the 80 jobs that support
the ULFT diseribution program, as well
as providing additional funds for the
groups’ programs, including afrer-school
care, immunization, micro-business loans,
educational scholarships, and communicy
cleanwup and service programs. Drect
benefits to past “graduares”™ of the pro-
gram have included skills assessmens, job
shadowing, and emplovment apporruni-
ries.

5o, how did this program come abour!
“lrwas a meeting of the minds—having the
right people in che right place ar the righe
time,” according o Eirk Brewer, warer
conservation manager for Southern Cali-
fornia ‘Warer Company who's local affili-
are, California Cigies Water Company
serves the Bay Point aren. In late April,
Brewer led o tour of several low-income
housing sives for possible ULFT recrofics
with several water conservarion compa-
nies. One of che sives was Restoration City
Missions, the largest family homeless shel-
vér in Concra Costa County.

In talking wich Jermone Knott, execu-
tive direcror of che sheleer, Ann-Marie
Mitretf of CTSI Corporation, learned that
many of the current residenes ar the shel-
ter had many of the skills needed o dis-
ertbure and insvall rodlews. “Why nor have
the Mission residents be trained to insgall
toilets for your program!,” Microff asked
SCWC's Brewer, "Why not indeed!” re-
sponded Brewer, “It's a true win-win for
the ueiliey and suppores our local commu-
nity in Bay Poine”

Thus, a project and parcnership was
barn.

O Mav 1, 12 eager trainees, both men
and women, began che weekdong raining
session, conducred by CTSI Corporation,
that included an overview of California
water history, water congervation, cus-
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romer service, rolepliving, safery, recy-
cling of old toilets, warechouse and inven-
vory, and coiler insalladon. A local Bay
Poine Uinion plumber, Dave Custudio of
Belle Vista Plumbing, provided che de-
railed woiler installation training at the
Martinez Local 15% Plumbers and
Seeamfitters union training center. With
years of experience, Custudio provided
valuable hands-on information o be sure
thete are no mishaps in inscalladon.

For Restoradon Cicy Missions, this pro-
gram goes handin-hand wicth cheir mis-
sion—=helping people climb our of che
homeless cyele by providing craining, sup-
port, and hope. Mot only will the train-
ees gain useful experience and job skills,
bur Mission will be able to use the funds
to provide for the needed counseling sup-
pore services plus che daily needs of the
shelter's residents. In addicion, project
funds will also eover trainess’ educational
scholarships and be applied owards rent
for permanent housing. Far example, one
of the women trainéss is in the Adult Edu-
cation Program's Women in Non-Tradi-
tional Trades apprenticeship program.
The hands-on experience thar the
“Flushed Wich Pride” inscallation pro-
gram is providing her 05 2 part of the ap-
prenticeship program is exeremely valu-
able.

The mission has a mulei-phase recovery
progeam, lasting from 3 o 9 monchs on
the average that includes counseling, daily
classroom sesslons, 12 Swep Program for
those in need, assistance wich transition
to housing and/or work programs, and a
communicy service program. In 1994, che
Mission provided 21,000 nightly bed
spaces for men, women and children in
their progrom. [n furn, the Mission resi-
denes provided over 32,000 hours of com-
munity service,

On May B, the "Flushed With Pride”
Mission veam began toiler installarions in
the community, working in teams to re-
move and inscall roilers under che super-
vision of professional statf. They also in-
stall low-flow showerheads, faicer
perators, and provide conservation infor-
miarion o the residents. Ar projeces where
there is landscaping, they will also give
outdoor warering fips.

California Cities Water is proud ro have
provided quality water services to the
community of Bay Point since 1964, Cali-
fornia Ciries Water i a part of Southern

California Wacer Company,

Contra Costa Warer District serves ap-
proximacely $00,000 rerail and wholesale
customers in Central and Eastern Conrra
Costa Councy. In 1994, COWD launched
a rebate program, providing 375 rebares
ro residencisl customers who replaced
highwateruse toilets with approved UL
rea Low Flush Toilers.

Ultra Low Flush Toilets, which use only
1.6 gallons of warer {compared o approxi-
mately seven gallons of water used by older
toilers), can save an average of over 8000
gallons per vear in a cypical household.

While the 400 toilets in Bay Pointis a
smiall stare, this cype of service delivery
with the use of community-based organi-
2ation, such as Besroracion Ciry Missions,
is the start of a porentially powerful model
for Morthern California warer agencies. b

Welcome to . . .

Our Newest Member
Companies

South Shore Warer Warks ‘.:,'.!n.
Souch Shore, KY

Summit Management and
Uriliries, Inc.
Lake Harmony, PA

Dur Newest Associale
Members

Greg Foley
Kleinwort Benson
Mew York, NY

Ayman Hassan
Philip Uriliries Manageément
Corp.

Hzmilton, Onrario
Fobert McCarthy

Membee America Corp.
Timonium, MD

Joseph Starnes
ﬂgdnn Martin Svitems of
Hunesville, Inc.
Huntsville, AL




Executive Director’'s Report

v james 8. Groff

In recognition that change surrounds ws,
the Association’s Execurive Commitres mes
in early June in Willlamsburg, Virginis, to
lay the foundations for 4 strategsc plan de-
signeed 1o guide the Association through the
nexe Five to fen years.

While a number of decisions, albeit ten-

yive, were made, perhaps the real substance
of twio dave of intense meetings by in che
untrhibited broinssorming discussions dur
ing which members opined chan

« The core business of drinking water pro-
duction and delivery will remain & regu-
lared monopoly, However, state economic
repulation will change significantly, with
movement oowards incentive based rares.
Further, there will be growing relucrance
e approve race increases, while ar che
same time, utility expenses will reach
cheir highest levels in history.

+ Health standards, largely determined by
politics, will remain high and undoube
edly contentous, Gray (reclaimed) water
m.a',.'l.‘:ht on i more .':igrufil‘.':l.n! role 1 the
warer urilicy business. Beassuring the cus-
tomer that the water provided o their
raps is safe and healehy will become even
more importont Public relations and cus-
tomer education efforss will grow w be
as imporcant a5 the technical aspects of
delnrering safe water.

+ Achieving historical BOEs of 10 6o 11
percent will be increasingly difficule due
o higher capiral costs and service require
ments, combined with less ability to pass
through coses. Irvestorowned waeer urli
ties will recuire a " paradipmeshift” in how
they da business,

« Municipaliies, increasingly reluctanc o
Faise taxpes OF water rites o the levels nec:
essary o fimance SDVWA compliance and
infrastructure reguirements, will find
privacization of chelr warer and wasrews-
ter operations appesling. Privatimtion will
therefore compere with municipalities’
historical scrategies of financing water
utibiey service from multiple sources of

fumds such as vaxes, increased water rapes,
bonds et

+ Economies of scale will encourage
acquisicions - and consolidarions.
Begionalization of water utilities will be
driven by regulators. The compositon
of the Association will change.

« To rémain competitive, the indusery will
have to invest significanty in advanced,
cost effective technology.

+ Begional water discrices, unencumbered
by economic regulation, hold the poten:
tial vo become powerful and efficient, as
well a3 the potential to scquire investor
owned sysems,

» The price of water delivered to the con
sumer will have mo increase significancly
owver the next 10 years in order oo saxisty
infrasgructure, regulatory and cumomer
demands, Seven percent annual increases
will result in a doubling of rares in one
decade.

Anticipating che inevitable changes char
will seour in the indusery, in the country
and in the world, is crivical to ensuring
progress in che future. Geographic barriers
have been all bur eliminaved by unprec
edented advances in communications tech.
nobogy. As this echnology coeares neighbors
of heretofore far off lands, che difficuley of
keeping up with the armount of informacion
bombarding the industry, its regularors and
15 CsTOrmeTd, 1% hm:mmu |n-:‘.'r:;ui:‘1g|.'g.' dif
fioule. On che phus side, rechnology is also
providing tools o predice the future and
manage the factors thar will uldmacely de-
termine success. [f i3 therefore becoming
increasingly imporeant o become liverate in
the sophisticared snd complex rechnology

thar {2 available.

[ the imvestorowned warer uilicy busi-
ness, the rradidonal monopoliste culture
still reigns. However, the emphasis for pro-
gressive companies is shiftng o customer
satisfaction and service. Orgnnimtions are
being resrructured and redefined o align
with new and improved orzanizational
goals. Old and new concepts, performance
benchmarking, workfonce flexibilicy, cross
training and similar are being applied w
enmities evolving o increase their compets:
tiveness through che effective use of ralenr

The warer urilivy industry's changes are
being driven by increased sovernment regu-
laron, higher customer demands, comperi:
tion, resource constraings, an evolving
workioree and rechnolegy. Olvious is che
impormance of the Associadon and its meny
bers looking to the future wich vision and
crearing ohjectives char address these
changes.

In the pase, water uttlities have worked
diligencly to out cost, increase customer ser
vice, improve warer quality, erc. In cthe fu-
ture, however, given che technology now
available, irvestorawned waeer urilicies,
paraphrase the Chrysler advertisement, are
going to have to work even harder to " move
ahead or be runover.”

For example, pérformance benchmarking.
As difficulr as iz s wo define, i will become
increasingly significant for warer urilities.
Many Commissions that the
benchmarking successes in energy utilities
can be readily eransferred ro water urilities.
The reality is thar if the warer urilicy incus
try is not lesding the establishment of a
benchmarking process thar works, i will be
saddled wich a number of processes that re-
sulr in a disservice to the industry, its share
holders and s customers. [n the tme of
increased competition and porential oppor
tunities for privatizadon, such i3 unacceps
able.

Change is inevirable, a challenge, and an
opportuney. And change con be hishly dis-
rupeive. The furure i now, haowever, and the
Association and the induscry Ie serves st
change to sueceed romorrow, &
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Regulatory Relations Report

by Sharon L Gascon

Az WATER goes to press the Associa-
tion beging a flurry of representational
acrivities ar the numerous NARUC con-
ferenices arpund the councey.

AT has been successful in develop-
ing a number of opportunities for our in-
dustry o presenc its views ar chese
NARUC activides. However, to achieve
maximiin success, our members partici-
pation and support [5 excremely impor
tant, We urge all of our members to at
tend ar lease one of the MARUC Begional
Conferences to demonstrate their interest
in these impottant regulator sponsored
evEnts,

I don'e chink you will be disappointed.
MARUC conferences provide excellent
opporcunities for communication with
your regularors ourside the formal race
case setting.

STATE REGULATORY HIGHLIGHTS

Utility to Run Water
System After Sall

On May 22, che Mew Mexico Public
Lisility Commission gave final approval to
the Public Service Co. of New Mexico
(PSNM), allowinp the sale of ics warer uril:
ity w0 the City af Santa Fe

PabM will record o gain of about 36
million, from the sales price of 348.15
million. The cash proceeds will be used
to repay shortcerm debr incurred when

@ NAWC WATER

the compamy redred nearly 3130 million
in Palo Verde lease obligation bonds in
March.

The utility will conrinue to operate the
warer syszerm through its new energy ser-
vices business unit, pursuant to a conirace
with Santa Fe. PSMNM has made a request
with the PLIC to creare a separace subsid-
1ary to manage and operate warer wcilicies.
The issue will be considered by the com-
mission as partof a comprehensive review
of PEMM's recent reorganization.

Pennsylvania PUC Adopts
Acquisition Incentives

On May 10, the Pennsvivania PLIC
adopred a proposed policy staremene of
incentives for the acquisition and merger
of small non-viable warer urilities. The
action marks yet anocher step in a series
of commission activities designed o
strengthen viability of jurisdictional wa-
er systems. 1 he commission noted chat
the purpose of che proposed policy stare-
ment was to provide guidelines mo the ap

propriate viable warer urilivies as o how
the acquisition incencives can more readily
be udilized. The commission is encourag
ing consideration of these incenrives at
thiz cime in order o further regionalize
the states warer systems, Warer companies
were encouraged o urilize these options
or submic ochers, provided they are con-
sistencwith che guidelines sec forth in the
proposed policy statement. Each request
for an scquisition incencive will be con-
sidered on a case by case basis. In onder
o allow for public commene, the docu-
ment was first issued as a proposed policy
scaperment and che public will be ghren 30
days to file comments with the commis:
slon.

In effores to foster acquisition by viable
waler compantes, when such acquisitions
are in the bese public inmrest, the com-
mission seeks o afsist noquisitions by per
mitting the use of a number of regularory
imcentives incduding the following: (1) rate
of recurn premiums, (2) acquisition adjuse
ments, {3} deferral of scquisition improve
ment cost, (4} plant improvement sur-
charge and (5} operating ratios. A copy of
the proposed policy statement can be ob-
tained from NAWC.

Service Termination

The Pennsylvania PUC has issued regu-
larions requising utilicies o give 37 days
notice before terminating any service oo



hospitals and other healeh care facilities
thar have been delinguent in paying cheir
bills. Previous rule had allowed termina-
pon on a3 licele as chree days’ nocice.

[Duocker Mo, L220071(L-T06)]

e Regulated and
the Unregulated Side
of the Business

The Minnesota Court of Appeals has
upheld a Minnesora PUC ruling thar the
appliance sales and service business of
Minnegasce should be charged for the
value of goodwill related to Minnegasco's
name, reputation, and image. The coure

‘50 ruled that che cost of responding o
mergency gas leak calls should be allo-
cared becween che utility and s appliance
service businesses (Docker Nos. C5-94-
1820 and CT-94-1521).

The Minnesota Alliance for Fair Com-
petition had alleged thar Minnegasco used
the goodwill of its regulaced udilicy to sub-
sidize its unregulared appliance sales and
‘epair services business, and used irs emer-

2ncy gas lenk response program o aubsi.
dize Irs unregulared appliance sales,

The court agreed with the PUC that
Minnegasen's goodwill should be valued
to the exrent it benefits unregulated op-
eration, and the value should be imputed
as a percentage of revenue in subsequent
rare cases. (T he PUC had noted che “clas-
e precept” that goodwill has no value in

wnopoly sicusdons, bur diversificorion
reated authority to impute revenue for
goodwill benefiting unregulated opers-
tions). The coure also agreed char gas leak
response costs should be alloeaved in pare
to unregulared operations.

Alternative Regulation

A bill, 5.B. 232, has been introduced
1 the Hlingis legislarure char would aliow
e lllinois commission, on a trial basis,
to approve alternarive forms of regulation,
incleding incentve-based rates, for ucli-
ties.

Under the proposal, the commission
could approve a utility’s plan only if (1) it
i in the public interest, (2) resules in juse
and reasonable rapes, (3) responds oo ac
tual change in the induseey, and (4) pro-
luces benefirs for ratepayers.

The bill has been approved by the Sen-
ate Enerpy and Envirenment Commitoes,
and now must be approved By the Senate
before moving to the House,

Lifeline Rates

The Maine Public Urilities Commission
has decided to investigare wherher changes
are needed in exisring regulations for wa-
per races as 3 resule of “drascically in-
ereased” water treatment, filcration and
supply costs. While rejecdng a call for an
immediate change in rate design and a
shift o volumerric inter<lass eost alloca-
tion, a5 well as the establishment of spe-
cial low-income rare schedules, the com:
mission decided 1o open two separate
inquiries o derermine whether formal
rulemakings were required.

NMPUC Requests Briefs in
Rio Rancho Condemnation Case

The Mew Mexico Public Urilicy Com-
mission today asked parries o address
how scare low affeces che righe of the Ciry
of Rio Rancho to issue revenue bonds
be used to purchase Rio Rancho Uslicy's
water and sewer sysrem through condem-
nation. The commission also is requiring
addicional informarion regarding che
commission's authority over the sale and
abandonment of che urilities.

In itz Order, the commission asserted it
has ar least some authority over the nght of
the Ciry oo issue the bonds and said che Cicy
{3 not exempt from the state law that requires
ciries o get commission approval 1o issue
the bonds they may need o finance che ac-
quisition of public utility propercy.

The commisslon has ordered che City,
Riz Bancho Utilities Corporation and the
commission seaff vo file briefs by April 14,
1925, on the details of how che law ap
plies to city's proposal o issue the bands.
The porties then will have the opporru-
nity to respond by May 4, 1995,

Im its ovder the commission found thar
the potential exists for “jurisdictional com-
peticion berween the Districe Courr and
the commission,” and chat ir is reserving
judgement on these issues until the par
ties can submicv briefs, The commission
declared chae the determination of just
compensation {5 entrusted solely o che
Diserict Court and that this function and
the commission's power 1o approve rev-
enue bonds do not conflice

The City filed a perition lase Ocrober
im Mew Mexico’s Thirveench Judicial Dis-
trict Court, Sandoval County, to con-
demn all of the utilicy's assers. On March
2, 1995, the court granted the Cicy's peti-
rion o rake immediate possession, bur

made no rulings on che jurisdicoon of the

commisston. [a January, Rio Rancho

Lilities asked the commission o declare

thar the commission has jurisdiction be

case it regulared Rio Bancho Urilicies.

In February, the City asked thar the

utilicy's peticion be dismissed.

Im its Orrder the commission denied the
Ciry's Modon o Dismizs the case and
agreed ro consider the urilicy's petition for
a Declaratory Order. The commission re
served any further rulings uncl che par-
ties can address several questions the com-
mission has asked abour this case.

Concerning the revenue bonds, the
commission has asked che parcies o ad-
dress the three questions thar follow:
¢+ Does che Clry propose mo issue revenue

bonds ro fingnce the 353 million de-

posit ardered by the District Courtasa
condition of the City's taking immedi-
are possession of BRLs utilicy svstems!

» Does che Cicy propose 1o issue révenue
bonds ta finance the amount the Dis-
crice Coure may uldmarely detecmine to
be just compensation for the Cicy's con-
demnation of RRU's water and sewer
urilities!

« Would prior approval by the commis-
sion for any revenue bonds issued and
sold by the City in order to finance the
%53 million deposit for immediate pos-
session be required’

IWC Post-Retiremeant
Benefits Issue Resolved

The Indiana Utility Regulatory Com-
mission has taken acdon o resolve an i3
sue that was not settled in the August
1994 Commission Order on a rate in-
crease requested by Indianapolis Warer
Compary.

In che 1994 Oreder, the commission ap-
proved o 1,98 percent rabe increase for the
utilicy, bue ser aside a decision on how
IWC would be allowed o collect revenue
to cover the utility's postretirement ben:
efits ather than pensions. Today's Order
approves an agreement reached-between
INAC and the Office of che Ulicy Con-
surner Counselor that requires the utility
to establish a rrust fund that would be
used solely ro collect and invest revenue
thar would be used ro pay those postre
tirement costs,

YWorlng unanimously on the Order in
Cause Mos, 39713 and 32843, the com-

feontinsied mexe pagel

SUMMER 1995 o



Begularory Belations, continuwed
mission granped IVW'C che approval oo in-
crease rates across-theboand by .97 per
CENL

The rate increase approved in the 1994
Order was based on increases in the
company's expenses for caxes, employes
wages and emploves insurance plans.

Today's Order allows the urility w re
cover through rates the costs of provid-
ing poscretirement benefics other than
pensions but requires those revenues be
placed in o restricted fund thao would be
used only for chose postretirement costs.
The urilicy is furcher required oo file wich
the commission annual reports on the
fund. In the event the fund is no longee
needed for the postretirement costs, the
conrents of the fund would be eredited
buck to ratepayers under an arrangement
thar would require the conzent of the

OQUCC and che commission.

Delaware Consumer Advocate
Warns Competitlon Could be
Costly for Ratepayers

In an interview that appeared in the
May 1, 1995, Business Monday secrion of
the News Jowrnal of Wilmingron, Delaware,
Patricia A. Stowell, Consumer Advocate
for the stare of Delaware, warned thar utili:
ties are using competition o justify shife
ing costs onco their most Captive custom:
ers. Stowell explained char whar searred
with telecommunications has now spread
o narursl gas and slecericicy, ceaps ben.
efits for the large consumers bur does liole
for small business and residential custom-
érs. She explained, using examples of Dela-
wire companies, that discounts given o
large weility consumers by che otilices ar
the expense of captive ratepavers to keep
large consumers from leaving the system
are sometimes justified, though many
rimes are not. New legislation gives the
Delaware Public Service Commission au-
tharity to approve special economic devel:
opment rapes to keep jobs and areract new
business. Large consumers can demand
discounts from the utilivies and threaten
ta leave che syitem. Stowell concends char
one of the natural consequences to this is
that residential rares go up.

Governor Carper’s Public Utilicy Regu-
latory Task Force honored che Office of
the Public Advocate as an effective repre
sencarive for Deloware's urilicy customers
and encouraged adding in-house legal ca-

e NAWC WATER

pability thar would expand the public ad-
vocate staff to four.

United Water-Micron Southeast
Boize Expansion Plan OK'd

The Idaho Public Utilities Commission
roday approved a proposal by Unired
Waeer [daha (formerly Bolse Warer Corp.)
v expand irs southeastern Boize service
area and 1o install new wells and lines wich
the help of Micron Technology.

On March 8, United Warer applied o
expand irs service cerricory and an-
nounced an agreement by which Micton
would spend some 35 million on new fa-
cilities to serve the soucheastern Baise
ares. Micron will recoup s coses chrough
hookup fees paid by land developers
whose projects are connected mo the ays-
tem during the nexe 20 years,

In approving the plan, the commission
noted thar irs scaff concluded that with-
out Micron's participation, Unired
Warer's Investment in the southeast Boise
area would be about 32,6 million (43 per-
centd more over the nexe flve years chan o
will be with Micron’s imvolvement. The
comrmisston also noted that the future of
the unlicy's heokwp fees is ar issue in-a
pending 1daho Supreme Court appeal by
the Building Contracrors Association of
Southwest Idaho.

“Should hookup fees be madified or
eliminated as a result of thar case, the re-
imbursernent from Unired Water o Mi-
cron may be different than contemplated
by the agreement,” the commission said
in an order. The commission also noted
thar roday’s approval does not constlvure
racemaking approval of che utlicy's expen-
ditures in the expanded area.

The FUC rurned down a request by
intervenor Sharon Ullman for a formal
hearing on the expansion proposal.
Ullenan guestioned the dollar impact of
the project on existing customers and the
ukilicy’s construction contracting prac
tices. Ullman has also intervened in the
urilicy's last cwo general rate cases.

Flerida PSC Proposes
Economic Development Rule

The Florida Public Service Commizsion
decided May 2 to propose rules govern-
img eleceric and gas wrilities” cecovery of
economic development expenses,

The 1994 Florida Legtslacure ennceed a
bill auchorizing the FEC w allow “public

utilities o recover reasonable sconomic
development expenses.” The legislation
required Florida's Deparcment of Com-
merce to develop criteria for the PSC o
uge a3 a prerequisite when it determines
whether an economic development ex-
pense is recoverable. Commerce's rules
define economic development as “those
activities designed 1o improve the qualicy
of life for all Floridians by building an
economy characterized by higher personal
imcome, berrer employment opporounities
and improved business access to domes-
tic and Ineernarional markers.”

The P3C"s proposed rule establishes o
limit on the toml amounr of economic
development expenses a utility may re-
cover From fcs ratepayers. T he amount of
recovery would be limived ro the amount
approved in each utility's lase rate case
escalared for customer growth: or B per-
cent of the expenses incurted for the re
porting perbod, notwo exceed 0.1 3 percent
of the utilicy's gross annual revenues or
£3 million, whichever is lesa.

The rule will become final on July -9,
1995, if there are no requests for hearings
or if no comments are received.

MNARUC Regulatory

Personnel Changes
1. The Honorable Galen D. Denio, Com-

mitssioner, Nevada Public Service Com-
mitssion, has been appointed as the Vice
Chair of the NARUC Commirtee on
Water.

1. Mr. Joseph Zugmier, Nebraskn Public
Sepvice Commission, has been ap-
poineed a3 & member of che Saif Suk-
committes on Water,

3. The Honorakle Ralph Melson, Commis
sioner, ldaho Public Utilities Commis-
ston has been appoinced as che Chair
of the NARUC Committee on Finance
and Technology to succesd The Honor-
able Jozeph Rhodes, Jr. of Pennaylva-
nia.

4, The Honorable Willlam M. Nugent,
Commissioner, Maine Public Service
Commission, has been appointed as the
Chair of the Subcommittes on' [ncen-
tive Regulation.

. The Honorable Lawrence B. Ingrom,
Chairman of the Mew Mexico Public
Liriliey Commikssion, was appointed o
the Marional Associsnion of Regulatory
Lriliey Commissioners’ (NARUC) Ex-
ecurive Committee,

Ly
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Florida Commissioner Kiesling

Appointed to

AWWA Research Foundation

Commissioner Diane K. Kiesling of the
Florida Public Service Commission was
recently appoineed by the Marional Asso
ciation of Begulatory Uilicy Commission-
ers (MNARLUC) o serve as HARLUC s rep-
resentative on the Public Council on
Wharer Supply Besearch of the American
Water Works Association (AW WA) Re
search Foundation,

Commissioner Kiesling, who was ap-
pointed by Goverpor Lawron Chiles in
Movember 1993 and reappointed foa four-
year term beginning January 1994, hos
been an active member of NARLUCs Com-
mittes on Warer and worked elosely with
MARLCs Madonal Begulatory Beseanch
Insticwre.

Az a member of the AW WA Bescarch
Foundation’s Public Council on Water
Supply Research, Commissioner Kiesling
will be imvolved in che foundation’s ongo-
ing research into all facers of drinking
water resource development and mainte
nance; monicoring and analysis; trearment
technologies; storage and distribution sys.
reen operations; fcilioy planning and man-
agement; and environmencal issues.

Commissioner Kiesling possesses an
exrensive background in law and, priorto
her appointment to the commission,
served as a Hearing Officer of the Florida
Division of Administrative Hearings
where she was directly responsible For uril-
ity siting cases. Prior to her service as @
Hearing Officer, Commissioner Kiesling
practiced law in o privace firm and, before
that, served as an ateorney for the Florida
Deparement of Adminiscratgon/Division
of Retirement.

Currently, Commissioner Kiesling
servies a3 chairperson-elect of the Public
Utilities Law Commirtee, a committes
within che Adminiscrative Law Section of
the Florida Bar, and i3 the Eunlinllil'lg
Legal Educarion Chair for the commirtee.
She is also a member of the Tallahasses
Women Lawwyers Assoclarion and the
Florida Association for Women Lawyers.

Commizsioner Kiesling recelved a B.A.

degres in are hiseory from Flortda Seate
Universicy, and a [.[% with honors from
the Florida Stare University College of
Law.

Commissioner Eiesling, in a recent in-
teeview in Florida, answered several ques-
THOME ON WaALET 1530es:

W hw are the media and policymakers
now focusing on waeer and wacer relaced
issnEs]

Az There are several reasons for the new
focus on water issues: federal mandates

vuch as the federal Safe Drinking Warer
Act (ZDWA)Y have increased the cost of
whater treatiment; the initial investment, ad
well as the repair and maintenonee, of in-
frastruceure u-'l‘\u:l!ﬂ:r aystema 15 InCTeEas-
imgly expensive; and recogniton char wa-
ter is a finite resource,

O How are these issues being ad-
dressed on o national [evel?

A: The SDWA reauchorization, which
is pending before Congress for the second
year, was proposed to emper the costs
associated with implementing all of the
scandands of the SDWA. Last years pro-
posal included a cost/benefit analysis de-
signed o weigh the cost of regulacion
srainst the benefic to be derived from re-
ducing or eliminating cervain healch risks.
It also contained an EPA proposal o man-
dare viability assessment by each stare's
primary agency.

The NARUC is involved in warer issues
on 2 patlonal level. NARLFC has partici-
pated in drafting reauthorization legisla-
tion. MARLIC has also passed a resolution
on small warer system viabilicy to encour-
nge state agencies to ideneify small warer
systerns which may become nonwviable and
tor intervene before these systems become
a problem or o healeh hazard.

Ck: Why is there concern about the in-
creasing expense relared ro bullding and
mizincaining woeer utilicy infrastructure?

As o Florida and elsewhere in che ULS.,
there is an increase in abandoned, bank-
rupt, and otherwise failing systems due wo
the increased cosrs associared wich che

SDVEA and aging infrastructure. Monwvi
able sysrems must be identified o insure
sate and reliable warer service to custom:
ers. Several staces have developed small
water system viabilicy models. Florida has
recently initiared ies small water svarem
viability program which will eventually
identify all ponviable syitems.

k: How can Florids assure thar viable
utilities will be able ro provide water for
Florida's furure!

A: First, let me define viability. A vie
able urility is one which is selfsuscaining,
and has the commitment and the finan-
clal and vechnical abilicy ro meer the regu-
lacory standards om o long-term basis.
Approzimately ewo-ehinds of che water sys.
remis in the Unived Scares serve 300 people
or less, Small systems have problems with
meeting regularory standards (due o small
size, dereriorating physical infrastructure,
Inck of sccess o capital, and lack of tech-
nibcal and managerinl capabilivies).

The intent of viability analysis is o
identify ernall sysrems char are gpecting inno
crouble so thae cheir problems can be
worked on before they are entirely non-
viable, abandoned or bankrupe. This also
provides an earlier opportunity for them
w0 be absorbed by larger, more viable sys-
ems. Environmental and economic regu-
lators need ro adope viability assessment
policies.

Q: What do you believe needs 1o be
done in Florida?

Arl would envision one of the first steps
o be 1o evaluare che number of existing
small systems in Florida and cheir finan-
clal condition (capital, revenues,. anmual
reports. and needs for system expansion
or repair due to growth or regulatory com-
pliance). Viabilicy nssessment models have
been developed wo mensure the fiscal vis
abilicy of sysremis. and would be a useful
tonl in making preliminary assessments.
Alrer analyzing the existing sysrems, a plan
should be developed which addresses che
needs of the small drinking warer systems

feontinued next page)
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Kiesling, continumed

and alternarives for chose systems which
are troubled or non-viable. The plan
shiould consider legislative changes, as well
as internal policy changes and agreements
with ocher regularory agencies necessary
to implement the plan. Incentives should
be considered o facilicace larger systems
taking over smaller, croubled systems.

2 Whar types of Incentives can be de-
veloped to improve the vinbility of small
ot failing syarems?

A: There are severnl incentives which
can be developed for small syscerms. This
Commission already uses a few of these
incentives. One good example thar has
been in place for several years in Florida
is special rate case assistance. Other in-
centives include: accelerared deprectarion;
emergency rates; simplified reporting; in-
voluntary mergers, acquisitons or receiv-
erships; positive acquisition adjustment;
higher than normal rates of recurn for cer
tain acquisicion and improvement costs;
and interconnecton with orher systems.

The key element, however, is for the
Commission to act now and to take a
proacrive role in safeguarding the finan-

cial integricy of drinking warer systems in
Florida by developing o meaningful, com-
prehensive viability program.

O Recognizing char water is a finive
resource, how can the Commission insure
that drinking warer will continue to be
available and affordubie!

A: The availabilicy and affordabilicy of
water is a major concern of the Commis-
sion. Florida, as well as the resoof che na-
tion, hos become increasingly awnre af the
need for conservarion as wacer has become
a limited resource. Additionally, the cost
of providing warer bas deamadcally in-
creased in part due to the unlices” nesds
ro reet the more seringent repulstory stan-
dards mandaced by the Federal Safe Drink-
tng Warer Ace. As a Commissioner, | hear
from customers an rare hearings chrough-
aut the state about the ever increasing coss
of warer and wasrewater service, which is
being driven up by federal safe drinking
wearer mandaces and other environmencal
requirements dven before costs relared ro
water conservation and reuse are included.
However, 3 comprehensive warer policy
based on inregrated resource planning is
necessary oo insure the continwed avail-

abiliry of warer, Such a comprehensive
policy must be balanced with the
cusromer's abiliey o pay and che cost
borne by che urlities.

Lk How ks the Public Service Commis
SO0 CTYINE [0 encOurags conservaton!

A: The Commission is active in promot
INg Warer conservarion in several ways.
First, in rate structure design, rapes can
be esrablished to encourage conservarion.
The basic rare design referred o as the
“base facility gallonage charge” rave strue-
EUrE i3 @ type of conservarion rate struc-
rure which i3 used exrensively by this
Commission. As the need arises, the Com-
misson also considers other rate struc
tures designed o effect conservation.

Alsa, in the reuse of reclaimed water,
the Commission has been given staturory
authority over setting rates for the recow
ery of urilicy invescment in plant designed
tor reuse of reclaimed water. The statute
auchorizes the PSC o spread che eost of
plant among the water customers, the
wastewater customers and the reclaimed
WAET CUSTOMErs, since everyvone benefics
from the reduced demand an the source
of the drinking water.

FPSC Commissioners Reappointed

Susan F. Clark was appointed by Florida
Ciovernor Chiles to the Public Service
Commission in August 1991 to fill an
unexpired rerm and is currendly serving a
two-yenr term a4 PSC Chairman, She
served as the PSC"s General Counsel from
1988 until her appointment a3 Commis-
sioner, Prior to thar, she was the Florida
Public Service Commission’s Associate
General Counsel and Deputy General
Counsel/Direcror of the Division of Ap-
peals 1980 to 1988, Before joining the
PEC, Clark was the soaff arcorney with the
Flarida Joint Administracive Procedures
Commites from 1977 o 1930, and was
the staff actorney for the Florida Senate
Legislarive Services from 1974 o 1977.

Commissioner Clark received her
bachelor's degree in paolitical science and

e NAWC WATER

her law degree from the University of
Florida,

Commissioner Clack said, *| appreciate
the Governot's confidence in me, and am
locking forward to serving another term.
[ will contnue ro work o mainoalin g dy
namic regulatory sysem thac keeps our
uriliries apace with our citizens’ need for
the highese qualicy utilicy services ar the
lowest possible rares.”

J. Terry Deason was first appoineed o che
Carmmission in February 1991, Prior to his
sppointment, Commibsioner Deason served
as Chief Regulatory Analyscin the Office of
Fublic Counsel. From L3981 o 1987, he
servied as Executive Assistant w former PSC
Commissioner Jerry Gunter. Prior to his
employment at the PSC, he served a5 a legis-
Lative annlyst wich the Office of Public Coun-

sel from 1979 wo 1981,

He acrended the Unived Seares Milicary
Academy ar West Point, and received his
BS degree in accounting, summa cum
laude, from Florida State Universicy. Com-
missioner Deason also received his Mas-
ters of Accounting from FEUI in 1989,

Commissioner Deason said, "l am gran-
fied by the Governor's confidence in me.
L am proud of the accomplishments of the
past four years and am even more proud
of the way the Commission conducts ics
business today. We have worked to earn
the trust of the people, and [ chink char
we have made grear strides in that respect.
I pledge to work during the nese four years
to show thot the rrust and confidence of
the Governar and the people of Florida is
deserved.”



Wilson Appoints Henry M. Duque to the
Public Utilities Commission

Covernor Pete Wilson anncunced the
appointmient of Heary M. Duque o the
Public Utilities Commission on April 3,
1995, He replaces Morman Shumway, who
resigned From the Commission in March,
[985.

“Henry has exrensive experience in the
private secror thar will help cthe PUCs ef
fort to foster an efficient and vigorous
California cconomy,” Wilson said. "His
knowledge of the business and finanecial
communicy will be a valuable addicion o
the Commission, and 1'm confident
Henry will serve in che best intereses of
the people of Califormis,”

Commissioner Dugue, of Los Alros
Hills, was Wice President and Senior Mar-
keting Officer for che San Francisco office
of Trust Services of America, Inc., a sub-
sidiary of California Federal Bank.

He has been wicth California Federal

Bank since 1983, He was Senior Vice Presi-
dent/Senfor Execunve for their Morthern
California division from 1988 to 1990,
and was Senfor Vice President/Morthern
California Division Head from 1983 w
1985,

Previcusly, he worked for Western Fed-
eral Savings and Loan Association from
1962 to 1983, where he served as Viee
Chairman of the Board {1981 =83}, Execu-
rive Viee President (1 974-81), Senjor Vice
President and Secrerary (1970-74), Ad-
ministeasive Yice Presidenc (1965-70), Re-
gional Vice Presidenc (1964-63) and As-
sistant Vice President (1962 -64).

A Republican, Commissioner Duque
is invoived in numerous community
activittes including: Director of the
Califernia Neighborheood Housing
Foundarion, Member of the Board of
Fellows for Claremont Universicy's Gradu-

are School of Business Commitess on
Investmene Budget and Finance, Director
of the American Bed Cross (Bay Acea),
past Chairman of the Americon Red
Cross {3an Francisco and Los Angeles
chaprers), and past Chairman of the Board
for Be. Francis High School in Mouatain
Wiew,

Commissioner Dugue earned a
bachelor's depree im policical science from
Staniford University in 1954, He studied
law ar che Universicy of California, Boale
Hall School of Law (1956-3T) and gradu-
ated from che Unlversity of Indiana,
Ciradunre School of Savings and Loan in
1967, Duque alzo artended the Building
Socieries Incernational School in Oxford,
England in 1971.

He will receive a salary of 588,061 re
flecting a 13% reducrion as directed by
the Governor,

Dr. Janice A. Beecher Joins
Indiana University Center for

Dr. Janice A. Beecher has joined che
Center for Urban Palicy and the Environ-
ment, Indiana Universicy, as a Senior Re-
search Scientist and che Director of Regu-
latory Scudies, The Center is locared ax
Indiana’s School of Public and Enviren-
mental Affairs (SPEA) on the Indianapo-
lis campus. Dr. Beecher also joined the
SPEA faculey a3 an adjunet assoctare pro-
fessor, and will reach graduace courses in
public policy and regulation. Drawing on
an interdisciplinary faculcy and seaff, che
Center has broad research capakility in
uthan and environmental policy and plan-
ning, and specialized expertise in wazer,
wiastewater, and sOTTWITET issUes.

Prior ro joining the Center, Dr. Beecher
managed the water research program of
the Mational Bepulatory Besearch Inssi-
tute (NRRI) at the Ohio State Universicy.
MERRI is the research arm of the NARLC.
Dr. Beacher also served for five vears a5 a
policy advisor o the Chairman of the 11

nois Commerce Commiszsion. NARLIC
passed 3 resolution this spring honoring
Dir. Beecher for her coneributions to che
association and her effores in the srea of
water utilicy regulation. She plans w con-
tinue to work closely with state regulatory
comemissioners and staff as pare of her
ongoing tesearch agenda. She also will
remaln active in the American Water
Works Associadion, where she serves on
the Rares and Chacges and Conservation
Committees.

Dr. Beecher 13 completing a study for
MEE! on *Regulatory Implications af
Warer and Wastewater Ukility Privatiza-
ton.” Her previous NRRI publicarions
include “Revenue Effects of Warer Con-
servation and Conservation Pricing,”
"Mesnng Warer Littlity Revenue Bequire-
menes,” © wiabilicy Policies and Assess.
ment Merhods for Small Warer Utilitles.”
*Inregraced Resource Planning for Water
Llicies,” "Compendium on Water Sup-

Urban Policy and the Environment

ply, Drroughr, and Conservation,” and
“Cost Allocation and Rate Design for
Warer Urilivies.™ Her research has been
presented ot numerous meetings and cone
feremces, and in various journals.

Dir. Beecher's areas of experrizse include
regulatary policy and decisionmaking,
with a specialization in che structure and
regulation of the water utilicy industry.
Her currene work focuses on privarization,
incentive regulation, performance
benchmarking, and regionalization. She
plso is working on 3 bock on integrared
resouree planning for water utilities.-
Through the Center, Dr. Beecher ls work-
ing on a number of sponsored research
projects across the councry.,

Dr. Beecher's address is Cenrer for Ur
ban Policy and che Enviconment, Indiana
University, 342 N, Senate Avenue, [ndia-
napolis, Indiana, 46204-1 708, Her direcr
number is (317) 261-3047 and her fax
number i3 (317) 261-3050.
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Ohio Governor Appoints
Ronda H. Fergus to PUCO

Commissioner Bonda H. Fergus was
appointed to the Public Utilities Commis-
sion of Ohio (PUICO) by Governor George
Y. Woinvich to o five year term beginning
Agpell 11, 1995,

Commissioner Fergus began her career
with the PUCO in Movember 1980, as an
adminiscearive law judge in the Legal De-
partment. In this position, she presided
over quasi-judicial proceedings involving

the regulation of relecommunications and
water and sewer companies. In December
1985, Commissioner Fergus was pro-
maoted vo chief of the telecommunications,
water and sewer section of the Legal De
parcment. By January 1989, she became
assisrant to the legal director and special
projeces coordinator, working on the
implementation of aleernative regularion
legislation in the relecommunicarions area

Ralph Nelson Elected
as Idaho PUC President

The ldaha Public Udilities Commistion
has elecred Commissioner Balph Melson
az Commission President. The Commis
ston President is ies chief execurive officer.
Under [daho law, the threemember com-
mission elects one of its members as peesi-
dent during the first week of April in odd.
numbered years. The president signs
contraces on the commission's. behalf, is
the final aurhoricy in personnel marrers
and handles other adminiscrative tasks.

Commissioner Melion is vice-chair of
the Finance and Technology Commicmee
of the Mational Associntion of Repulatory
Litiliey Commissioners and is past presi-

——-————--'ﬂ

9 you haven't registered for the

NAWC Annual Confenence,
do so today.

Call 202/833-8383 for more info.

dent of the Western Conference of Public
Service Commissioners.

Commissioner Melson wazs firse ap
pointed o che commission by Governor
Cecil Andrus in March 1987, In bnuary
1993, the Governor appointed Nelson o
1 second, sievyear verm thar expires In
1999,

Before joining the commission, Come-
missioner Melson, a cerrified public ac-
CoUntant, was in private practice in Coeur
d’ Alene, Idaho. He is a chird-generaton
Idahoan. His grundfacher, Ralph §.
Melson, served five erms in the [daho

Srate Senate between 1916 and 1930,
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and the development of a negoriated stape
wide appronch o lifeline telephone service
in Ohio. Commissioner Fergus was then
promoted oo chief of the relecommunica-
tions section of the Urilisies Department
im Diecember 1994,

Commizsioner Fergus is a graduate of
the Chio Scare Universicy and che Ohio
Ztate Low School. She is marred o John
iZ. Fergus Ll .and has a son, Corey.

Pennsylvania
PUC Elects
Commissioner
Lisa
Crutchfield as
Vice

Chairman

The Pennsybrania Public Udlicy Com-
mission has elecred Commissioner Lisa
Crurchfield as its Vice Chalrman. She sue-
ceeds Joseph Rhodes, Jr. in the position
on the five-member panel which is respon-
sible for supervising and regularing over
4,000 public urilities in che common-
wealch, Commissioner Crurchfield was
appoined to the Commission on April
28, 1993 by former Governor Bobere P
{Casey.

Price o her appointment to the Penne
sylvania PULC, she served s Depury Fi-
nance DHreceor for che City of Philadel
phia. Before her public service career,
Commissioner Crutchfield was ernployed
as an investment banker in Mew York Ciry.
She holds 1 Bachelor of Ares degree in
Economics and Political Science from Yale
University and a Master's in Business
Adminiscration. from Haevard Business
=chool,
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FLORIDA COURT OVERTURNS
SETTING OF UMIFORM RATES FOR
127 UTILITY SYSTEMS

In an appéal from a final order of the
Florida Public Service Commission (F3C),
the Florida Discrier Court of Appeal re-
versed a final order of the PEC in which
uniform statewide rates were ser for the
127 warer and waste warer utility systems
owned by Southern Sraves Urilivles, Inc.
(S5, Clorus Counry, Florida and Cypress
and Oaks Villages Assn. w Southern Srares
LUieilicies, Ine. and Flarida PSC, Case Mo,
93-3314, 934089 (April 4, 1995). 55U
serves approximarely 180,000 customers
throughour Florida chrough formerly
smiall independent water and waste water
urilicies which i has peqisired. On May 11,
1992 55U requesred an incrende in rates
for 127 of its systems, serving 73,000 wa-
ter customers and over 15,000 waste wa-
peT CLAtomers. A f‘n:l arder was {saued by
the PSC on March 22, 1993, granting an
increase in revenues and approving a new
rate steucoure in the form of starewide
uniform rates for che warer and waste wa-
ter customers served by the 127 wetlivy
systems. Citrus Councy and the Cypress
and Oaks Villages Associacion appealed
the decision of che PSC. The courc re-
versed, not on the separate issues argued
by the appellancs, but on che basis chat
the F5C has exceedsd its statutory author-
ity when v approved the uniform state-
wide races,

Linder Flodda Lo, che P3C may set rames
fior o uzilicy system composed of “facilives
and land used and useful in providing ser-

Recent Regulatory

vice and, opon a fnding by the Commis-
sicn, may include & combination of function-
ally relared facilittes and land.” Section
367.021011), Fla. Zat. {1921}, In other
wirrds, only if the utilicy Bcalities are 3 “com-
binaton of functionally relared fcilives amd
land™ o as ro constitute one systemn, would
the courr approve the serring of unifosm
rates for all customers of che symems, The
eourt noted the “apparent absence of evi-
dence chat the sysems were operationally
integrared, or functionally related, in any
aspect of utilivy service delivery ocher than
fiscal management.” In estimony provided
at the hearings below, witnesses on behalf
of 251 and ocher parties had stared chat
while 535U may in the hutere be ready for
uniform rares, set sccording o rare Bands
aggreganing similar systems together, the
utilivy was not yer ar a smage where such
prouping of systems or setting of rates would
be appropriate.

The court concluded thar the systems
involved were not “functionally related,”
ind chat the only reladonship was appar-
ently fiscal functions resulting from com-
mon ownership, As noted by the courr,
"53L0"s systems differ greacly in their lev-
els of CIAC, chelr size, their age, the nurm-
ber of customers served, the status of the
sysrem when 550 acquiced ir, their con-
sumprion levels, and the cype of treatmens
used.” The court concluded thar Florida
law did not suchorize the PEC o approve
uniform starewide rares for wrilicy systems
which are operationally unrelared.

The court also addressed a contention
on appeal by the Florida Office of Public

Decisions

Counsel (OPC) chae the F5C should have
recognized 33U’ pain on che sale of cwo
of its systems, The OPC argued char chis
resulted in & greater chan reasonakble care
of return being provided to 55U, The
coure srated thar che OPC had notcarsted
it3 burden of showing that the PR failed
w comply with the requirements under
Florida low that the rate of recurn not ke
made so high as 0o provide greater than a
reasonable rate of retwrn.” The court de-
ferred o the determination of the PSC o
decline o take the proceeds from the sale
inte account in determining 33Us rates,

INDIANA UTILITY REGULATORY
COMMISSION APPROVES
RESTRICTED TRUST FOR

POST-RETIREMENT BENEFITS
OTHER THAN PENSIONS

In an order daved April 26, 1995, che
Hlinots Urlicy Repulatory Commission
{Commission) approved che implementa-
tion of an increase in the rates of India-
napolis Warer Company (IWC) afver the
implementation of a restricted fund in
which o hold revenues collecrad for poats
rerirement benefics other than pensions
({OPERB). In the Matter of the Peticion of In:
dianapolis Water Company and Zionswille
Water Corporation for the Approwl of the
Merger of the Tuo Corporations and New
Scheduley of Fates and Charges for Water
Liviliey Servies, Cause No. 39713, 39843
LApril 26, 1995). IWC s restricted fund
proposal grew aur of an August 10, 1994
order in which che Commission approved
{conpinued mext pagel
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an incrense in I'W'C's rates, bur reversed
the issue of the collecton of OPEB rew-
enues, in order to meer expenses ser in
accordance with Srarement of Financial
Accounting Standards 106 (SFAS 106).
On Oerober 11, 1994, IWC filed a re
stricted fund proposal rogecher with sup-
portng testimony. On Aprtl 7, 1995, a
stipulation of settlement was reached by
I%C with the Office of the Urlicy Con-
sumer Counsel. In that stipularion, the
parcies agreed to the formarion of a
grantor crust which would receive, invest
and disburse all amounts received by TWC
ir rates po cover its OPEB obligations.

Under the terms of the grantor truse,
WA will eranster o the trust all amouncs
it receives to cover its OPEBR expense.
Through the trust, such funds will be in-
vested uniil needed ro make payments for
CIFEB purposss, and the funds will be used
only for OPEB payments. The crust agree
ment contins imeestment standards for the
rrust assers, including a limiraton thar no
more than five percent of the assess may be
irwvested im che common soock of any one
company, including IWC and its parentcom
pany. The rrust agreement specifically peo-
vides thar any changes to thet sgreement
would require che consent of the Ofice of
che Urilicy Consumer Counsedlor, and the
approval of the Commission.

Wich the approval of che resrriceed fund
in the form of the grantor trust, the Com-
enission authorized IW'C o implemencan
increase in its revenues in order to reflect
OPEB expenses compured [n-accordance
with SFAS 106,

VIRGINIA COMMISSION
CONFIRMS ACQUISITION
ADJUSTMENT FOR
STOCH PURCHASE

In an order on reconsideration the Vir-
ginia Ztace Corporation Commission
(Commission) confirmed (ts earlier deter
mination that it wis appropriace po grant
an acquisition adjustment to Po River
Woarer and Sewer Company (Company), to
reflect the amount of capital the new
owner has devored o public service in
excess of original cost less depreciation of
the warer company. Virginia Stare Carpo
razion Commission v Po River Water and
Sewer Company, Case Mo, PUES20039
(Feb. 10, 1995) The current owner of the
Company is Carlle Group, Ine. {Carlyle).
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which acquired the Company in Decemns
ber 1990, As found by the Commission,
the purchase price of 3300,000 was dever-
mined through “arms length® bargaining.
The Cammission determined further chac
“the investment was made prisdently for
the benefit of the cusromers and the uxil-
ity The prior owner of the Company was
primarily concerned with the real esoare
development in the area served by the
Company. 1 he Commission nored chac
Carlyle had over 20 vears of experience in
operating water and sewer systems, and
found the level of experience of Cadyle oo
be of benefie to the Company and irs eus-
comers. | he Commission found chat
Cariyle had brought financial seabilicy to
the Company, enabling iceo provide a ber
eer quality of service in the tuture, and
added thar the record showed char Carlyle
had provided the wrility with needed
tunds ro meet (5 bills a5 chey have come
due, The Commission concluded "rhe udl-
tty and its ratepayers have benefited from
this acquisition.”

The Commission noted thar, alchough
accquisition sdjustments cypically reflece che
purchase of utilicy plant, acquisidon adjuse
rents can be granted when utilicy srock has
been purchazed. The Commission stated
thar the fact thae the sequisiton takes the
form of a stock purchase does noc prevenc
the Commission from making the factual
determination that an acquisidon adjuse
ment is varranbed. The acquisition adjuse
ment wis amortized over 10 years, as an ap-
propriote period which does not unduly
buirden che rarepayers and alio allows omely

elimination of the adjustment.

MAINE COMMISSION OPENS
INQUIRY TO EXPLORE NEED FOR
LOW INCOME WATER
RATE DISCOUNT PROGRAM

[n response oo a reqgiest from che Maine
Public Advocace, the Maine Public Uili-
ttes Commission (Commission) has
opened an inquiry on the izsue of a low-
income water rabe program. Be Lowsdncome
Driscoune Race for Residential Houzehold,
Daocker Mo, 94-430, 160 PUR 4th 85 (Feb,
23, 1995). The Inquiry was Initdated in
order to explore issues raised by the ex-
pectation thar warer rates, which had his.
torically been relatively low, were rising
rapidly as a resul of costs incurred due to
the passage of the federal Safe Drinking
Warer Ace. The Commission stated: "W

recognize the potential for such sharply
higher rate levels to bring hardship to cus-
omers who previously had no difficuley
affoeding the charges for water service.”

The Public Advocare had proposed a
rule whereby every water utility in the
Seare would be required po adminiscer a
reduced cost service program for qualified
low-lncome residential customers. The
Commission declined to initiate a
rulemaking, bur opened an inguiry in o
der to gather informarion o assisc ic in
evaluating the proposed rulemaking. The
Public Advocare had also proposed oo al-
locate che furure race increases to ench
customer class in propordon o the vol-
wme of water sodd to each customer class
in the proceeding calendar vear. The Pub-
lic Advocare argued that supply-related
COSLS consnEube the maoriey of new coses
o water urilities, The Commission stared
that while it recognized that there were
difficult questions of inter-class rate design
fairness, especially in light of significant
WATET rare increases, that issue would also
be considered in the course of the inquiry.
The Commission recognized several con-
cerns as noted by its staff, wich the Public
Advecare’s proposal. Firsr, the allosation
presenved i che Public Advocare's pro-
posal may not be appropriate for all cases,
and chus & rule imposing a parvicular cose
allpeation would not be appropriace, Sec
ond, a3 che rule would necessarily be pro-
spective, its impact on the Staee’s udlicies
wolld be uneven given that the utilicies
are at various stages of compliance with
the SDWA_ Third, the Commission would
want o consider the abilicy of induscry 0o
absorb dramatically higher water costs re-
sulting From any proposed codr allocarion
methodology. Finally, the specific types
of costa that would be included as warer
sreatment, water filcracion, and orher wa-
ver supply-refared eonts would need o be
furcher defined in order to avold dispures
regarding the application of che Public
Advocare's proposed allocaton method.
ology. The Commission concluded thar ic
would urilize the inguiry to gather infor
marion regarding che impace of che pro-
posals.

Thaniks o Walton Hill af Linited Warer Re-
sovirces, 5.8, Giueas of Indidna-American
Water Company, and Frank 1. Miller of
Huber, Lavrence & Abell, for providing iesms
of EnEerest.



Lowis fenrmy

[ e 104ch Congress, begun In January
of this year, is.about 1 M4th complered vet
it has already been made clear tharicis a
very different Congress thon any we have
seen in some fime. Furthermore, it could
prove i be a Friendly Congress ro the in
vestor-owned drinking warer industry,
though noching is o sure bet in Washing
ten, DL

Congress converted oo Republican con-
trol o January of this vear and you don't
have o look hard o see the change in
emphasis this precipicated. For example,
there s clearly a new interest in all mar
ters refating to privatiztion in Washing
ton. 1 he new Speaker of che House has
named Congressman Scott Elug of Wis-
consin to the helm of a special Congres-
sional Task Force on privatizadion. In tes-
timony delivered last February o the
House Budget Commioes, Congressman
Klug spoke in detail of his agenda for
privatization and broke che concept down
into four basic areas:

1} Asser Sales or Leasing: He used selling
the Maval Pecroleum Reserve or the
Mational Helium Beserve as examples
of federal assets being sold o raize
money andsSor end federally Ananced
ProOgrams,

2 Congractiog Oyt The example of allow.

Quorum Call

ing the IRS to use privace collection
companies o collect delinguent raxes
was just one example of how che fed-
eral government could take advancage
of privare séctor experience and know-
how oo everyone's advantages,

3) Funerional Comversions: Privatizing the
Postal Service, Amtrak, or the Matonal
Wearher Service would be examples of
funcrional conversions,

4 Lifsing Legislarive and Administrasive
Privarization Barriers: This, of course,
is the area where the sctivities of the
MANWC's Congressional Belations ef
forts are focused and where [ will elabo-
Fate.

ClAC

There are encouraging signs chat Con-
gress may move o consider CLAC tax re-
peal legislation sometime this vear. As chis
column is being written the House Ways
and Means Committee has just announced
hearings to cover a broad range of “mis-

cellamecus™ tax measures, and the CIAC
tax repeal is one of chem. (The NANC
will of course be submitting testimony in
support of this provision.)

While merely holding hearings on o
given topic by no means assures thar
CIAC tax repeal will be passed inpo law,
it is @ good indication. [ris presumed chat
the many tax provisions which are the
subject of these hearings (231 in all) will
be che basis of a2 miscellanecous rax bill
which the commitree and then the entire
House will consider. The hearings rake
place the week of July 10, We will liksly
knew more once they are complered.

Since the separate or "stand alone”
CLAC mx repeal bills were inrroduced in
February by Congresswoman Mancy
Johnson (B-Conn) and Senaror Charles
Cirassley (Relowa), we have been focusing
on getting co-sponsors to the Bl We have
particulady been focusing o gecting Bep-
resentatives’ and Senators’ names on the
bill who are members of the respecrive tax
writing committees of the Senate and
House. And on that frone we have been
successful, thouph we could wse more.
Thits far we have 36 cosponsors on the
Heuse bill, 9 of whom are Wiys and
Means Comemittee members, and in the

feonpinmed nexe pagef
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Duorom Call, conpinued
Senare we have 12 co-sponsors, seven of
whom sit on the Flnance Commitree.

Overall co-sponsorship of the bills is
important because it demonscrares che
popularicy of the bill chroughout Cone
gress and the country, thereby increasing
their chances of final passage. Having co-
iponsors who sic on the respective tax
writing commirree is importane because
they make many of the key decisions an
rax legislarion.

W are ahways looking for more cospon-
sors, and Members of Congress are much
more likely to sign onta a bill if they hear
from cheir constituents thar the bill is
important o them. Therefore, | encour
AgE youL o welte i your Senators and Rep-
resentatives and ask thar chey co-sponsor
these bills. [fyou need information on the
bills, how ro gecin rouch wich your elecred
officials, or draft letrers, please do noe
hesitate to contact me ac the NAWC.

x ok kR

There is a whole host of other oreas
where the NANC has been aceive in leg-
islative iniriatives to remove barners
privatization.

Publicly Owned Trearment Works
(POTW)=Under current law, a wastews-
ter Facility owned privarely, ver pecform-
ing the same funcedon as an idencical mu-
nicipally owned wastewarer facilicy, can
be more seringentdy repulared. This, there-
fore, favors continued government own-
ership. This variadon (s due to che defini-
ton of & POTW in current law which s
based on ownership rather than use.

Ar the requestof the AW, the House
included language in its recently passed
Clean Warer resuthorizacion bill, which
corrects this problem. The Senare has yet
o meve on thetr version of che bill, bue
we are optimistic that should the Senate
consider Clean Warer legislation, ohis will
be included.

Executive Order 12803 Codification—
In 1592, Président Bush issued Executive
Crrder 12803 which pardally overrurns an
Office of Management and Budger rule
which requires stare and local govern-
ments o repay ony federal grancs when o
municipal facilivy which had received such
grants is privacized. Due o disappoindng
implementation of this order, there has
been an efforo vo pass legisladon codifw

e NAWGC WATER

ing this order and perhaps improving ic
by completely eliminating the need for
municipalities so repay these grants, pro-
vided che facilivy continues to provide the
same service to the public. Adoprion of
this will grearly increase a community's
water and wastewater oprions.

Thus far legislation has been intro-
duced by Congressman Meclntosh of In-
diana m do this, though strategy for pas-
sage is still uncerrain. Further, more
moderare language, like char of the ongi-
nal order, was passed as part of the Clean
Warer Reauthorizrion in the House,

Repeal of section 1926 (b) of the U5
Code=This section of the code was wric
eer in 1961 1o give provection 1o rural
waler associations repaying Farmers Home
Administrarion Loans. [t has since been
broadly incerpreced o provide complers
protection from competition regirdless of
whether the incegreivy of che loan Is in any
way jeopardized. Though chis was not the
legislative invent of che provision, ic has
proved o be a significant impediment to
privatisnon or annexation effores in ru-
ral areas. The HWAWC supports revision
of this section to assure a level playing
field berween municipal and investor
owned water systems, yet preserve the
provision's original intent

The HANC has pursued a "fix” for chis
provisien as part of the 1995 Farm Bill
moving through the respective Agricul-
rure Committees. Recent developments
have given us hope thar chis secoon can
be modified as part of chat larger legisla-

ron chig year.

Regulatory Sunser Legislarion—=legisla-
ton is being considered in the House
which would require the federal govern:
rveng oo, on a regular basis, review all fed-
eral rules and regulations and either re-
néw, revige, or delere them. We are
encouraged char language which che
MANC suggested will be included in that
bill which would force the federal regulac-
ing bodies vo take into account the con:
cerns of the private secror when review
ing such rules, This bill has yer to be
considered by the full House of Bepresen-
patives or the Senare.

SDwa,
Wich all of thiz acgivity on the
privatization frone, it 1s hard o believe

that we could be seeing a Zafe Drinking
Warer Act reauthorization this vear also,
but that may be the case.

Thus far licele formal activiey has taken
place, such as hearings or commitres mark
ups, but there have been months of dis-
cussions by scaff, parciculsely in rhe Sen-
ate, Sen. Kempthorne (B-ldaho) chairs che
appropriate Subcommittes in the Senare
and is poised to incroduce a bill and mowve
on it. The NAWC has been working
closely wich his scaff ro assure char a bill
can be written which will improve the
SDWA o everyone's sarisfaction.

The House Commerce Committee is
charged with SDVWA jurizdiction and due
o its very wide jurisdiction, thus far, their
effores have been elsewhere. However, the
committes staff has been actively working
on language and hopes to pursue SDWA
a5 $00n a5 possible.

In addidion to tracking the SDWA re.
surhorization in general, che MAWC has
been advocating language to be included
in cthe reauthorization package which
would provide a wacer uriliey with a de-
tense from state cort claims, provided ivis
in compliance wich SDWA regulitons.

NAWC President Jack McGregor came
o Washingron in June and merwith Sena-
tor Jjohn Chabes (BRI} and his staff on this
isane. (Sen. Chafee is the chairman of the
Senare Environment and Public Works
Committes which has jurisdiction over
SDWA reanthorizaion.) Though oz is a
potentially controversial issue, the meer
ing was positive and we will continue to

actively champion this amendment.

Wich all of the pro-privarizotion acov-
iey in Washingron, chere are many oppors
tunities for the MAWC and che entire in-
vestor-owned drinking water community
o nddress many of the concerns which
have been facing the industry for years.
To be sure, there is much ralk in Wash.
ington about the issuss we support, bur
thar does not mean chey will et raken care
.

The NAWET has developed and will
continwe o use many wols o maineain
it vodee in Washington's legislative pro-
cesk D hey include, buraren't Umiced o,
direct lobbying on cthe part of the NAWC
staft ard on che parr of NAWC Members,
“grassroots” letter writing, and of course

the MAWAZ-PAC.



Tax Adviser

New IRS Tax Exempt

Bond Rules Will Affect
Utility Management Contracts

Many urilities are considering aleerna-
rives o privatize, or manage, municipal
wWaler or wastewnter systems. [ he poten-
cially significant opporunities for operat
ing and maintenance (DG M) contraces
are increasingly competitive and muse be
carefully srructured. Wharever structure
is chiosen must consider the consequences
to the pax exempr stacus of any underlving
municipal bonds.

To be exempt from borh regular and
aleernative minimum tax, 2 bond must not
be a privace activity bond. If a bond s a
gualified privace scoivicy bond, it still will
be exempr from regular income mx bur
will be subject o alernacive minimuom
tax. The structure for most O&M con
eracts must therefore avoid comvertdng any
municipal bond into a private activity
band,

The Internal Bevenue Service (IRS) is
ssed proposed regulations on December
29, 1994 w provide guidance on the pri-
vare activicy bond restrictions, These regu-
lations provide o modification and liber-
alizarion of the safe harbor rules for
mARapement contracts contained in prior
RS guldance, but chey still contain broad
interpretacions which appear o go beyond
the intent of the statuce.

Private Activity Bond Test
The purpose of the privare activicy

by
Christopher H. Woshburn, CR4, Partner
Dovid R, Lauringitis, TP, Senior Manager
KRG Peat Marwick, Philadelphia

bond resr is to curtail arrangemencs where
the benefits of tax exempt financing have
the porential of being passed through o
a non governmental person. The regula-
tions state chag it is to be determined wich-
out regard to whether the benetits are ac-
turlly cransferred, clearly a broad
intecprecation of the statwte.

A bond is a privace activity bond if che
issue satisties sicher the private business
est or the privare loan financing test. The
private business rest i3 satisfied if che is-
sue meers both the private business use
rest, which relates to che use of bond pro-
ceeds, and the private security or payment
rest, which relates oo the manner in which
the issue iz secured or will be repaid. The
private loan financing test is met it pro-
ceeds of an issue are used o make loans
[0 4 MOT GOVETNOWENE Person.

Private Business Use Test

The private business use test is mek if
more chan 10% of the proceeds of an is-
sue is used in a trade or business carried
on by 3 non governmental person. A per
son uses proceeds for chis purpose I he
direcely or indirectly owns or leases fi
nanced property, is loaned the procesds
of ehe fssue, o has actual or beneticial use
of the financed propercy under a manage-
ment of incentive pay contract. ourput
CONETact, oF vther arranyement.

The IRS previously ser forch guidelines
under which it would rule that manage
mene and other service concraces will nat
result in private business use of bond fi-
nanced facilitles. Revenue Procedure 93-
19 prohibited manager compensation
based on gross profits and regquired chat:
1} Compensation be reasonable;

21 The rerm of the contract must not ex
ceed five years, including all renewal
options. The five year term was reduced
o three years for per unit fee arcange
ments and o Cwo years for arcange-
ments based on a percentage of rev
ETILES OF EXPemses.

31 In the case of five year contraces, the
pwner must be able to cancel the con-
cracts without penaloy after three years.
Under chiz early guidance, the max-

mum allowable reem of che contract was

five vears, obvicusly o short dme period
considering the marure of mese urilicy
maintensnce congracts. T he proposed
regulatbons setll provide for reasonable
compensation for services mot based in
whole or in part on a share of net profies,
bur also ser forth more liberal safe har

b bor the term of the contract based on

the type of fee srrangement. T he proposed

rubes provide that generally a management
contract resules in privare business use if
it i# not 3 qualified management contrace

feontinued nexr pagel
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Tax Adviser, continued

or if the service provider is creaced as che
lessee of the financed property. A quali-
fied management conrract must be de
scribed in ane of the following fee arrange-
MEnLs:

sets of a fBacilicy have been financed wicth
different issues, guidance should be pro-
vided po apply the tesrs oo each group of as-
sets separarely along with the respective
bond Bsues. Furthermore, there remiains a
subszangive issue whether even [ 5 years s a
sufficient rerm lengrh when considering

Fee Arrongement

of 100% fixed e arrangament
A fee does nol oil o quolify a3 o fized fee
ot o result of 8 ingle mceniive owand when
dﬂ:mgmumurmugik
feached, buf ned bath,

b| 80% fined tes arongament bor sach annual
penad of Ba controct.

ef A e 50% is Feod few for soch oespal
period, o oll the coniract is bosed on a
copivaticn fes or combssation of the teg,

d] &l compensofion i bosed on per unil fee oe
peticdic fixed e,
Par wnit fee must be specified in e conmoct,
o Al eompensation i baisd on o pareceniogs of
feis chorgad or o combinofign of per unit foe
ard a perceniogs of revenie of axpenis fee.

Term

Hat o encead lasser of S0% of usaful ife ar
15 weors, Useh like is the doss life of the
property whder Saciion 1438

Mot do suceed kaser of B0 of vsehi lile o

10 yean,

Torm must sl geoesd 5 years, Confroct must be
terminable by governmentsl penen alier 3 yeods
witheut lermingtion penalties.

Ma langer than 3 yeon. Terminable aher hwo
yHOry, without lrminetion panciias

Mo leogar thos 2 veors, Terminghls aher | yeor

The regulacions define & period fixed
fee a3 a stated dollar amount foc services
rendered for a specific period of ime. The
fee may be automatically increased based
on an independent outside standard such
as the CPL. In addition, the regulations
allow for incenrive payments to qualify as
fized fees only if they are a stated dollar
amount.

The regulations are nor clear, bur ic
would appear that an incencive award for
any given year cannot excesd the appro-
priare allowable percencage of the twal
fees for that year, Therefore, an incentive
payment fee for o given year could be
capped at 20% of the wotal contract price
if there is an 50% fixed fee arrangement.
le would be much more realistic if che regu-
lations would instead provide for a cumu-
lative ceiling on the incentive award in liew
of the annual test

Alchough the rerm of the contracts has
been extended, chere stll remains many
unanswered questions such as how the use-
ful life restrictions will be determined. A
reasonable interpreration would be for the
rerm of the concract o be based on the eto-
nomic useful life of the property when
placed in service, and notwhen the contract
is signed. In siruarions where separate as-
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water or wastewarer facilivies,

The regulations also provide a de
minimus use exceprion, snd a derailed dis-
cussion along with examples of how use
by the general public will not be consid-
ered privare business use. Generally, the
regulations provide more detniled guid-
ance and bright line rests in derermining
the public use exception than had previ-
ously been provided.

Private Security or Payment Test
The private security or payment test is
generally met if che payment of principal
of interest on more than 10% of the bond
proceeds is directly or indirectly secured
by propercy used for a privace business use
or payments derived From such properey.
Despite several specific rules, the pro-
posed repulntions create a difficulr distine
tion becween the tests for private business
use and privare security or pavment [c
appears that if o property is deemed o
mieet the privare business use test, it prob-
ably will meet the privare payment or se-
curiry test. In & very broad interpretarion
of the statute, the IRS takes the position
that payments by the general public for
water distributed by a facilicy that is the
subject of a management contract will re-

sult in private business use. In one spe
cific example, ciry P issues general obliga.
tion bonds to finance a hospital char i
owng. A management concract of the ko
pital resules in private business use. P wil]
use the revenue of the hospital to pay debe
service on the bonds, The IRS has deger.
mined that the bonds satisfy the privare
securicy or payment test because the rep
enue from the hospital are payments in
respect of propercy used for a privace basi-
ness use. The regulations appear 1o be
implying a direcr rracing of the facilicy
revenue to the bonds even though the
bonds are general obligation bonds.

For measurement purposes, the security
for payvment of debe service is detetmined
by the undedying bond documents and
any other arrangements. The calculation
generally requires 3 presenc value of che
property using the vield on the issue as
the discount rare.

Private Loan Financing Test

Aoy bond issue will also be considersd
a privare acoivicy bond if more than the
lesser of: {a) 5% of tax proceeds, or (b) 55
million of the sale proceeds of the issue is
used oo make or finance loans o persons
other than povernmental unics. A dever-
mination of 4 loan is based on che sub-
stance of the transaction.

Effective Date

The proposed regulations are penerally
effective for bonds Bsued on or after the date
&0 days after publication of final reguladons.
Taxpavers will be able to apply the regula
uons in whole, or in pare, o bonds ssued
after December 30, 1994 and before the of
tective dare, and o refunding bonds isswed
afver the effective dare, For any bonds isued
prior to December 31, 1994, prior law con-
tinues ro apply. This effectve date rele will
not offer relief for new management con-
craces for existing, older facilivies.

Summary

Although the proposed regulodons offer
a more liberal interpretasion of the privace
business et a8 it relates o management
conteacts, there are still some open issues
that mase be resobred. The regulations are
lengehy, complex, and still controversial,
Litilirles considering the possibilicy of man-
aging municipal facilivies must carefully and
creatively stricture rthe concrace to achieve
the desived reandts. &
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Transfer of Water System

to a Utility is a

Contribution to Capital

[n & recent Private Letter Buling, the
lawernal Revenue Service ruled that the
cransfer of facllines thar were o be used
to provide public fire protection and an
alternative source for water service is a
conrriburion to capital and cherefare not

ixable currently (PLE 941001 35)

Background

The raxpaver is a public warer utility
thar serves a number of cities and unin-
corporated communides. One parcicular
rown which receives parc of its water sar-
vice from the utility requested a propodal
Froan the urilicy eo serve those pares of the
town where there is currently no public
water supply. The rown made che request
because it wished to provide public fire
pratection as well as an aleernative warer
source to that part of town that did not
have public water service.

Im response to chie request for proposal,
the utility prepared a proposed warer dis-
reibution system layour and cost estimare
and indicated chat ic was unwilling to pay
for che improvements because itcould not
bre justified from an economic saandpoine.
It was decided thar the two would raise
the necessary funds for the water service
expansion by issuing general obligation
bonds which would require it o reain
legal ownership, The town would lease the
facilities to che utilicy on a long-term ba-
sis for 3 nominal charge and the utility
wauld supply warer through the leased
syarern and perform all necessary, admin:
istrative, operational and mainrenance
funcrions with an oprion w purchase the
facilities ac anytime afver the bonds ma-

by Jomes E McDiale
jorge Coballero

Defoitte & Touche, Parsippany Mew fersey

ture or in the event of default. The urilicy
conceded char from & tax perspectve
rransterring the benefics and burdens
the utility would be considered a contri-
bution of che facilities o it. The town
would grant the utility o warer service
franchise wichin its rown limits but the
potential customer would be under no
obligarion o purchase warer from the uril-
irw. The wtilicy would net earn & recurm
on the facilicies because jr would have no
imvestmient in them. [cis also anticipated
thar the availability of a public water sys-
rern and a bereer fice protection sysem
would encourage sconomic growth within
the portion of the own serviced by the
new facilities.

Analysis and Conclusion

The Internal Revenue Code provides
thar in the case of a corporation, gross
income does not include any contmburion
to the capital of the taxpaver providing i
is not derermined ro be a concribution in
aid of construction or a contribution as a
customer or a porential customer. (RS
Motice 8782 provides an exception relat-
ing to transfers determined e nov be
CIAC s if they do not reasonably relate to
the provision of service or for the benefit
of the person making the payment bur
rather relate to the benefic of the public az
barge.

The IRS indicated char in the insane
case the conrriburtion to cthe wedlicy for fire
protection improvements will clearly ben:
efir the pubdlic as a whole and chae the bm
provements will not be made for the di
rect benefic of any particular cussomers of

the weility in cheir capacity as customers
but racher reduce the threar of damuage by
fire and improve the economic possibili-
ries for the wwn and surtounding com-
miumity. Alchough some of the residents
may choose to be confiected to the public
warer system they are under no obligarion
and there 15 no assurance that the expan-
sion of the warer facilities will produce
additional customer to the urility.

Accordingly, the IRS ruled rhar che
deemed transfer of facilites o the unlicy
will be treated as non-shareholder contri-
bution o capital and cherefore not in-
cluded in gross income of the uelity.

[t I3 evidenr char each facility roansfer
has to be reviewed on the specific faets
and circumstances in order to determine
if iv should be included in gpross income.
In the instane case, even though some of
thie elemencs in determining a cransacrion
tor be maxable o3 CTAC were present (ie.,
potential for future customers and indi-
rect contributions from current and po-
tential customers in the form of increased
rax assessments), the overriding determi:
pation was that the transfer benefited the
public ax large and, cherefore, mer the ex-
ception related o inclusion in gross in-
come. The porential arrangements regard-
ing transfers of facilities should be
reviewed carefully and seructuced in a
mannet #0 thot chey may be properly ex-
cluded from gross income even though
some of the CLAC chaeacteristics may be
present. &

Excerpred from Delnitte & Tmeche, Public
Ueilicy Execurive Briefs.
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corporate changes

BHC Announces Exec. Appointments

Aquarion Company has announced that
its Board of Directors elecred James 3.
Melnerney Jr. president and chief execu-
tive officer of Agquarion's largest subsid-
iacy, Bridgeporr Hydraulic Company.
Melnerney had been presidenc and chiet
operating officer. He succeeds as CEQ
Jack E. McGregor, who continues as chair-
man of the board, BHC, as well as presi-
dent and chief executive officer of
Adquarion.

The Board also elecced Chaeles V.
Firlotte senior vice president and chief
operating officer of BHC. Fidotte, had
been vice president, operations for BHC
since 1991, with responsibilivy for supply
operations, enginecring management,
warer quality control services and environ-
mental management in addition to cus-
tomers and sdministrative services. He

continees os vice president, adminisera-
don and human resources for Aquarion,
a position he has held since 1991,

"The Board's actions signify its confi-
dence in Jim and Chuck’s ability o con-
omue oo lead BHC through a period of
unprecedented change in the water indus-
eey,” MeGregor said. "Borh have played
major roles in BHC's success in recent
vears, and will continue to do 3o a3 we look
to furcher grow the company through capi-
tal additions and acquisitions of other
warer companies.” MoGregor noted char
BHC is in the midst of the largest capithl
spending program in ics 1 38-year history
as a result of more stringent federal drink.
ing water regulatons.

Melnerney has headed Agquarion’s pub-
lic warer supply operarions since 1990,
when he was elected executive vice presi-

Cirello Named
SSU President

John Cirelle has been named President
and Chief Executive Officer of Southern
Scaces Ulilivies, Ine. (5500 in Apopka,
Florida. The company is Florida's largest
privately-owned water and wastewater util-
ity, serving more chan 140,000 cuscom-
erd in 25 counties.

He will alzo hold che ddes of Executive
Wice President of 35Us parent company,
Minnesora Power; Chairman of Heaper
Litilities, Imc. in Morth and Souch Care-
lina; and Board member of Topeka Group
Incorporaced. Hearer Lirilides and Topeka
Ciroup are also subsidiaries of Minnesota
Power, locared in Dulueh, Minnesora.

Dr. Cirello previously served as Presi:
dent ar Metcalf & Eddy Services, Inc., a
leading national contract operation firm
locared In Branchburg, New Jerseyw. He
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also held executive positions at Chemical
Wasce Management; International Tech-
nalogy Corporation; and Princeton Aqua
Sciences. Ar Mercalf & Eddy Services, he
guined extensive experience in contract
operarion services,

This experience will serve D, Cirello
well ar 55U where he will be easked o
take the company into new business ven-
cures. “We need o take advantage of our
size,” sald Dr. Cirello.

A nother main focus for Dr. Cirello will
be ro strengehen customer relatons. "The
way you treat your employees will be the
way chey rreat their cusromers,” said Dr.
Cirelle, "Cur customers. and emplovess
will always be rreated with respect and
kindness . . . and shown enthusiasm and
interest.”

dent and chief operating officer of BHC.
He was elected presidencof BHC in 1991,
and was elecred senior vice president,
utilities group, for Agquarion in 1992,
Melnerney iz a registered professional
engineer and a graduate of Manhattan
College, where he receved n bacheloc's
degree In civil engineering. [n 1991, he
graduated from Harvard Business
School's Advanced Management Program.
Fidotte joined BHC in 1957 a5 direc
ror of human resources and adminkstracive
services and was promoted to vice presi-
dentin 1988, Before joining BHC, he was
direcror of human resources and labor re
lations at Combustion Enginesring
Canada. He is 3 graduare of Sc Thomas
Liniversity in New Brunswick, Canada,
and received 3 masrer's degree in sodal
sciences from the University of Ortwa.

NW Indiana
Names New VP

Morthwest Indlana Warer Company
announced iT's appointment of Richard [,
Carroll vo the position of Vice President—
Administradon and Controller. Larry A,
Hensley, President and General Manager,
stared Carroll’s responsibilities will in-
clude the daywoday management of the
CUSTOMET service, accounting, human re
sources and information systems depart
ments of the company. Carroll was pradu-
ated from Marquerte University with a
Bachelar’s of Science Degree in Account
ing. He also earmed a Masters Degree in
Business Administrarion from DePaul
University in Chicago. He has 10 years of
professional experience in growth.ori
ented manufacruring companies, includ-
ing leveraged Amancing and plant expan
sions. Carroll i3 a member of the [llinois
CPA Zociery and of the American-lnst
tuee of CPA':.



SCWC Elects New Board Members

Following the, 1995 Annual
Shareholder's Meecing, William V.
Caveney, Chairman of the Board of South-
ern California Warer Company, an-
nounced che retirement of Donald E.
Brown from the Boaed of Direcrtors and
the election of three new Board members:
Mrs. Jean E. Auer, Mr. Robert F. Kathol
an Mr. Llowd E. Boss.

Brown, a resident of Omaha, Mebraska,
and Senior Wice President of Kirkpacrick,
Petris, 3mich, Polian Ing., joined the Board
af Dhrectors in 1971, serving as a mem-
ber of the Audic and Finance Commitrees.
Curing his tenure, Brown provided in-
valuable assistance in guiding the corpo-
ration through a period of significant
change in che scructure, operation and
regulatory environment of net only the
Corporation but che imvestorowned util-
iry indusory in general,

The Board vored lasr year o increase
the membership a3 pare of an overall plan
o expand che Board's geographic repre-
sentation and expertize. The three new
mermibers bring the roral number of Board
members o seven,

Jean E. Auer has moree than 25 years of
leadership service and involvement in
California warer igsues. She has zerved as

a consuleant to California Leadership
Warer Class, rraining emerging minority
leaders on water issues, and as a public
irvobrerment consuleant to the San Frane
cisco Estuary Project. She served as the
Public Member of the Seate Water
Besources Concrol Board for five years
and on two Begrional Water Chaalicy Con-
erol Boards, In 1991, she was also Presi-
dent of the Commonwealth Club of
California. Lase Movember, in recognition
of her "innovative leadership and
outstanding contributions to the
Deparcment’s warer resources and recla-
mation missions over two decades.” Mrs.
Auer was granted che Conservation
Service Award of the Department of
Incerior. Mes. Aver and her husband,
Carl, have three grown sons and live in
Hillsborough, California, where she
serves on the Town Council. She gradu-
ated from Ohio Universicy cum lasude.
Roberr F. Karhol joined Kirkparrick,
Pectis, Smich, Polian Ine., im 1971 and is
curcently Executive Wice Presidenc and
Direcror of Investment Banking. He Is a
member of the Mebraska Sociery of CPAs
and the American Instivure of CPAs, is a
past president and board member of che
Nebraska Securities [ndustry Associntion,

and serves on the Marional Gevernment
Relarions Committee of the Security In-
dustry Associarion. Kathol also serves an
the Boards of Carlton Systems, Inc. and
the Mebraska Independent College Foun-
dation, and is an Advisory Board Mem-
ber of Morwesr Bank/ Southwese. A pradu-
ate of Creighton Universicy, Kachol
artenided the Securicies Industries Insci
tute ac The Wharton School as well as nu-
merous seminars on all aspects of invest-
ment banking.

Leyd E Raoss is President and C.E.O,
of SMI Construcrton (3M1) in [rvine,
Californin. Boss began his career with
Sl im 1981, served in numerous mane
agement posicions, and atcained his
present position in 1976. Born and raised
in Colville, Washingron, he moved to
Calitornia in 1939 to actend Citrus
College in Azusa. Currently, Foss is a
Member of the Board of Directors of
PacifiCare Health Svstems, serving on the
Audie, Beal Estare and Compensation
Committees. He was also a member of the
California Chapeer of Young Presidents
Organization (YPO) from 1981-1991,
secving 33 Chairman in 1986 and as
Chairman of the Pacific Area Conference

YPOrin 1989

Lioyd E, Ross
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United Water Names Gerber, Jr., VP

Boberr A, Gerber, Jr, has been named
vicE p:':';i.,]:nl:—n,:-l;lrpurale By :I'n-t Lineeed
Warer Management &0 Services, a subsid-
fary of United Water Besources. In chis
capacity, Gerber will oversee corporate
government matters and will be respon-
sible for the legal aspeces of che company’s
finance matters and acquisition and diver-
siftcarton activithes.

"Bob had distinguished himself during
his seven yvears with our company,” said
Donald L. Corell, chairman and CEO,
“Hiz valunble legal guidance has helped
Unired Water become the nation’s second
largest investor owned water services com.

Spears Joins Citizens

Citizens Utilities has announced that
Ronald E. Spears has joined the company
a5 Vice President, Telecommunications,
spears will be responsible for managing
and developing all markers writhin Cid-
rens celecommunications sector, includ-
ing local exchange relephone and long dis-
rance telephone services as well as relared
markering and sales funcrions.

Prior to joining Citizens, Spears was a
maraging direcror of Bussel]l Reyvnolds As-
sociabes in Chicago. Before that, he was
chalrman and chief executive officer of
VideOwcart, Ine, in Chicago,

Feam 1979 o 1990, Spears was assoct
ared with MC] Telecommunications. Af
ter joining that company's engineering
department, Spears was promoted in 1982
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oo director, network engineering. He later
became senfor vice president of Western
Limicn Internacional and, in 1984, was
promoted to president of MCT Midwest,
responsible for forming one of the seven
operating divisions MCI used to manapge
its Equal Access marketing effores. Eardier
in his career, Spears was employed by
ATET Long Lines.

Spears is 3 praduate of the Unived States
Milieary Acaderoy at West Point, where he
earned a B.5. depree in Eleccrical Engi-
neering, and of Western Kentucky Univer
sity, where he received an M.E5. degree.
He served in the United Staces Army for
cight years, including & rour of ducy in
VietMam and as an instructor ar West

Paint.

pany. His input will become even more
ImporEane ag we continue o break new
ground in che warer services industry and
pursue our misdion to become the nation’s
PrEmier wirer Company..

Gerber joined the company as assistant
eorporane artorney in 1988 and was pro-
moted to corporate counsel in 1992, Prior
ey that hie was with the low fiem of DeForest
& Duer. A graduate of Western Maryland
College, Gerber holds a low degree feoom
Butgers Universicy. He is a member of the
Mew Jeriey Bar Association, the American
Bar Association and the American Corpo-
rate Counsel Association.

New Officers
at York

The York Water Company’s Board of
Drirectors, ac the annual srganization meet
ing, approved changes o the company's
organization scructure. William T. Morris,
the company's President and Chief Exeow
tive Officer, announced the Board's action
a5 follows: Trvin 5. Navlor continues as
Chairman of che Board; Horace Keesey L
was elecied Vice Chairman of the Board;
William T. Morris continues as President
and will also be Chief Executive Officer;
Roberr E. Skold continues ag Secretaryy
Treasurer; Jeffrey 3, Osman was dlecred
Wice President-Finonece; Jeffrey K. Hines
was elecred Yice Presidenv-Engincering;
Duane B, Close was elected Vice Presidenc
Operations; Alberr . Shule was eleered
Yice Presidenc-Human Resources, and
Lois L Shulz was elected Assistant Secre
rary/Assistant Treasurer.

Messrs. Osman, Hines, Close and
Shule are all long-rerm managers of che
company - who were elevated o Vice Presi-
dents in recognition of thelr contribution
o the success of che company. Mrs, Shulez
is the company's Customer Service Man-
ager and was the company’s Assistant Sec-
TEEArY.
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CWC Employees Elected To, and Recognized
By Water Industry Associations

At the Annual Conterence of the
Connecticut Secrion of the Ameérican
Warer Works Association and the Con-
necticur Warer Works Association
WAL, held May 24-26, several em-
plowees of The Connecteur Warer Com-
pany {CWC) were elecoed 1o represent
Connecticut’s water industey. Combined,
public warer suppliers in Connecticut
provide drinking water to over 700,000
customers of & population of over 2 1,2
million people in the state. The two
profesdsional organizarions provide rechni-
cal support, research assistance and policy
direcrion on water qu:l:t'g.' 153 UE8 &3
wedl as represenc the industry on regula-
tory and legislative marters affecring the
imduszry,

Maureen P. Westhroox, Director of
Covernment and Public Atffairs, was
elected Chair of the Connecticut Section
AWWA; Terrance P O'Neill, Vice Presi-
dent of Operations, was elected as Ma
rdonal Director for the Connecticur Sec-
tion AWWA; while Barbara Redmond,
Collecoon Manager was elecred as Diree
ror to the Board of CWWA,

[n addition, Willlam F. Guillaume,
CWAC s Vice President of Engineering and
Planning, received the George W. Fuller
Avward from the American Warer Works
Assoctation LAWWAY during the joint
conference T he Fuller Award is presented
annually to executives in water supply
management and engineering fields who
have proven themselves as ourstanding

pnd extraordinary leadess. Honorees for
thiz prestigious award, the highest
pearded within the industry association.
are chosen by cheir peers.

Guillaume began his career at CWC
in 19635, Inidally working as the company
engineerand eventually assuming respon-
sibilicy for many of the projects and plans
thac has ensured the contnued sources
of water supply for the company's
customer. During his employment ar
CWC, he has held several key positions
ir srare and nacional warer weilicy indus-
try associations, including Chairman of
the Connecricur Section AW WA and
President of CWWA, Guillaume conin-
ues ro serve as a member of several
ANSA Comimirtees.

BHC Selects New Customer Information System

Bridgeport Hydraulic Company con-
cracted with Oeion Group of Souch Bend,
Indiana, to install an entirely new software
system. The sysrem will provide major
improvements in customer service, billing
and general aceounting. The 51.8 million
conrract covers the software, installazion
and training over the nexe 18 monthi.

“We estimate complete pavback of our
imvestment in less than two vears,” pro-
elaimed BHC's Dan Meaton, VP Flanning.
*The coupling of a proven and tully de
veloped relational darabase wich powerful
modular software packages gives us great
confidence in our selection,” he added.

BHC specificarions called for a stare-
oftheart open system solution char could

take advanmage of their existing hardware
yer provide a clear pach o roday’s im-
proved cost/performance hardware in the
furure. T heir focus was on improving cus-
tomer service and to allow them to sched:
ule service rescurces with quick responses.

BHC's service call program is intent
upon being able to track, react and pre-
dice. With Prophecy and FMMS's func-
tionality, BHC will have the abilicy o al-
locare resources and schedule the
customer at the time chey log the service
requese T hey seek to auromate most of
their current highly manual rasks, Their
ultimate aim s lower cost of opecations
which will minimize furure rare increases,

They cite the benefits 35 berter collee-

Han, control and visibilicy of dara. Ir will
allow BHC o more closely monitor con-
sumption rates and patterns of repairs,
and reduce service calls through berer
dizgnosis. As a result of the new installa:
tion, more BHO emplovess will have more
access to more information than ever be-
fore. )

Prophecy and FMMS (Facllities Main-
tenance Managemene Software) offer a
simple user inperface and increased visual
indication of trends and data. [t allows all
rop executives of the company to have easy
access o key data as boch summary and
derail.

The installation is scheduled for
completion in April 1996,
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EMA Services
Celebrates Twenty Years

EMA Services, Inc, celebrates it 20th
anniversacy this year. Founded (o 1975,
EMA specializes in informarion and comn
trol rechnology consulring for water and
wastewarer industries. The firm began in
Zr. Paul with a small group of engineers
working on an aumomation project for che
Metropolitan Council Wasrewater Ser
vices (then che Merropolican Wasterwarer
Concrol Commission). Today, EMA has
offtces nationwide as well as in Canada
and the United Kingdom.

In recent years, EMA has guided the
planning, design and implementaton of
an integrated information and control
sysrem forone of the nation's largest waste
water treatment projects=cleaning up
Bosron Harbor, When complered, the new
Dreer Island Treatment Flans will process
wastewater for 2.3 million people and

5500 businesses.

EMA i3 alao acoively involved in che re-
search of new rechnology applications for
the warer wastewarer indusery. This eue-
rently includes a leadership role in rono
projecti: building on eleceric utllivy work
in reducing water utilities’ energy use; and
developing an objeet echnology method
for cransporcable sofoware modules. These
projects will help utilities optimize opera
rons and reduce costs. Following a-simi-
lar theme, there is a focus on helping wtili-
ties increase productvicy by adopting new
operating paradigms.

In pwenty years, EMA has evolved from
process control consultants oo informa-
tion and control rechnology specialises.
That success is based onm an approach
which balances the cost/benefic of tech-
nclogy with the cients’ needs.

Missouri-American
Bills for City

dissourt-American Warer Co., commit-
red to playing an integral role in each com-
munity it serves, has helped the city of
St Joseph o collecr neardy 5250,000 in
delinquent sewer bills over the lase 12
montha.

An sgreement between Missouri
American and the city is allowing the
municipality v collecr delinquent sewer
bills by disconnecting water service of
cuspomiers who don't pay up. For vears,
many people avoided paying che sewer
charge because che civy disliked itz only—
and expensive=recourse of digging up
sewer lines. Az o resuly, che chvy has lose
well over 31 million in revenue.

“Mow instead of digging up sewer lines,
we have a much more effectve way of col-
lecting the bills,” said Ciry Manager Par
Lilly. The Mizsouri Public Service Com-
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mission, which regulares Missouri-Amer:-
can, approved the agreement in Jancary
1994,

"W recognize char i is a benefic o che
city. amd o the residents of Sc Joseph,”
said Bill U'Ecuyer, vice president and man-
aget of Missouri-American. "We consider
it a part of our résponsibiliey.”

Linder che agreement, che ciry nodfies
Missouri-American of delinquent sewer
customers. Missouri-American then con-
ters customers by certified letter warn-
ing them char cheir warer will be dizcan-
nected if they fail o pay the delinquent
sewer bill. Missouri-American receives a
fee to cover the cost of disconnecting and
reconneceing service, The majority of de
linguent sewer bills are paid, however, and
only abour 20 customers have had cheir
water disconnected.

Sewer Billing

Service &
O&M
Agreements

Marthern Michigan Water Company,
serving 3725 customers in che Upper Pene
insula of Michigan, is the largest investor
owned warer utilicy in the State of Michi-
gan. | he company has been providing
water service to Calumet, Lavrium and
surrounding communiries in che northe
west corner of Michigan’s Upper Peninsuls
for the past 34 years. The Kevwenaw Pen-
insula is well known for its copper min-
ing herirage and scenic beaury with denge
second generaton forests and miles of
shoreline bordering Loke Superior,

In addition ro providing waber service,
the company provides billing and collee-
tion of sewer service charges ro customers
of six independent villages, rownships or
sewer authorities, ranging from 1215 1o
2700 cusromers. in size. The services in-
clude billing, collections of bills, account
ing reporong, and in certain cases track-
ing the customer’s usage 5o mainfenance
of cerrain facilivies such as septic tanks can
be performed on a dmely basis.

The company also has several lease and
Cha . Agreemenes with local municipali-
ties, Theie Agreements provide for opers.
rion of several municipally owned diseri-
bution systems thar are incegrated with
the company's avitem. Several of the lease
and O& M Agreements have been in place
tor aver 3 pears.

By providing these services, the com-
pany has demonstraced the cost effecrive:
riess of privace-public parrnerships in pro-
viding bow cost utility services to its own
customers a5 well as municipal sewer cus.
TOMErs.,



BHC’s Easton Plant Receives
Engineering Award

Bridgeport Hydraulic Company's
Easton Lake Reservoir Warer Trearment
Plancon April 22 placed third in the Hew
York Assosiation of Consulting Engineers’
(MYACE) 1995 Engineering Excellence
Competition.

During a "Black Tie" dinner and
ceremony at the Waldorf Astoria, NYACE
officials commended design firm Hazen
& Sawyer of New York and BHC for
the facilivy's efficient design. The project
was submitted to the competition by
Hazen & Sawyer. Gilbane Building
Company of Glastonbury, Connecricut,
was construction manager for the Enston
Facilicy.

BHC President and Chief Operating
CHficer James 5. Meclnerney, who scceproed
the avrard, said che recognition is "a trib
wte” 1o the combined efforr of che design
engineering firm, construction manager
and BHC personnel. "Whae resulted was
avolueengineered product chat is environ-
mentally comparible with the surround-
ings, operatonally cosc effective and func
tonally efficient,” he seared. *It's an honor
o have been parc of the eam that 15 re
spansible for this award.”

The 527 million state-ofthear facilicy
is designed to treat a maxamum of 20 mil:
lion gallons of water per day from the
Ezston Lake Reservoir and, on average,
provides about 12 million gallons per day

ra customers in Easton, Fairfield, Monroe,
Shelvon, Trumbull and areas of Bridgepore
and Fairfield.

The erearment plantis BHC s ehied, and
the first of four the company is building
during thiz decade o meet the require
ments of the 1986 amendments o the fed-
eral Safe Drinking Warer Act.

BHCs 550 million Hemlocks Facilicy
in Fairfield, schedule for completion in
1997, was also designed by Hazen & Saw-
ver. The Eascon plont was put in service
on June 22, 1993, BHC is also building
two smaller faciliies at Lakeville Reser
voir and Lake Wangum in Litchfield
County. According o Mclnerney, "We're
committed to providing a safe, reliable
vrater supply at an affordable price. This
plant i3 like & 52 T-million insurance policy
against waterborne disease.”

Mclnerney said BHC will continue o
utilize the same sound principles of engl-
neering, construction and management in
designing and building furuee fileradon
projects,

Locared off Buck Hill Boad in Easton a
1 0-acre site south of the dam ac Easton
Lake Reservoir, the plant includes a
58,000-square-foot crearment building,
two three-million-gallon water storage
tanks and owo pump stations. The facilicy
is highly sutomared and is monitored 24
hours & day by compurer.

Cal Water Gets Contract

Californta Water Service Company an-
nounced it has signed an operation and
malntenance agreement with the Board of
Directors of the Rancho Verdugo Mutual
Water company for the operation of the wa-
rer systerr, Roncho Verdugo, a small, mo
tunl water system on the westside of Bakers-
Field, will remin ownership of system assers,

“This agreement will greacly benefit
the customers of Rancho Verdugo,” said Mel

Byrd, Manager of Cal Water's Bakersfield
Dhstrice  They will reruin ownership of chedr

tacilivies and see their monehly water bills
drop neady five percent. They will also e
ceive around-theclock service from the
state’s lorgest investorowned warer urilicy
with its own water quality laboratory, engt
neering and other suppore staff, Wich Cal
Warer as the operator, the customers of
Bancho Verdugo will continue mo recsive the
same high quality service they have enjoyed
in the past.” Cal Warer began operating
Rancho Verdugo Murual Water Company
on June 1, 1993,

Outdoor Water
Survey
Offered by
LIWC

Lang Island Warer Corporation and
Cornell Cooperative Extension of Massau
County have reamed up to offer water
company customers free ourdoor water
surveys for waber company customers who
quealify.

“The surveys pravided by the Coopera:
rive Exrension will show customers how
they are using warer ourdoors,” swated
Danald Abrew, vice presidentconserva
tion officer for Long leland “Warer. "The
key to successful purdoor water conserva
tion is toconvince customers chacicis pos-
sible to have a green landscape withour
using more warer than necessary.”

The audit includes:

+ an eviluntion of the efficiency of sprin-
kler systems and recommendations for
proper scheduling,

+ an inventory and evaluation of che baind-
scape including the boan,

= suggestions for plancs and shrubs cthat
finimize water use, and
+ & Free raln shueoff swicch for pardcipar
ing in the nudi
To determine the efficiency of sprinkler
systems, 3 Cooperative Exrension horris
eulrurisevisits the customer's home a mini-
mum of pwo rimes oo conduce on-siee ine
spections, take soil samples, note the types
of shrubs and ceees on the property, and
derermine the number and type of sprin-
kler heads wsed in each sprinkler zone.
*Feducing the amount of warer thar is
used in the landscape definitely will con-
servie pur precious natural resource, and
€an save customers money as well,” com-
mented Donald Abrew. *We feel the one-
on-one interaction between the customer
and the Cooperarive Extension horrieul
turist will fasrer the behavior changes
necdid o help customers 1o conserve.”
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SOUTHERN CALIFORNIA
WATER COMPANY

The First Sixty-Five Years

Diversity and Tradition

Whether you ralk to che “sld timers” or
the “new kids on the block” abour Souch-
ern Californin Water Company, they all
come back to ewo major themes: one is
diversity=diversity of geography, climate,
warer supply, svstems, and communitles;
and the ather is tradition—a tradition of
excellence in customer service, emplovess,
and financial stability.

We'll start wich diversity. The name ie
self=Southern California Warer Com.
pany=belies its own diversicy. Firseaf all,
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by Charlotte 5i john
Public Affairs Monager

Southern California Warer Company's
operations extend throughout California,
in 73 communites, within ten counties,
with 41 different water systems. More
than 700 miles separares its northeen:
maost mountain community of Clearlake,
to irs southern-mose, Calipatria, located
in the remote desert near the Mexican
border. And the company actually proe
vides water and electric services. More
than 20,000 customers are served by the
company s Bear Valley Eleceric Service. In
irs early days, the company also provided

relephone and gas services and opsrated a
busy ice plant. The company also has the
dubious distinction of charging rates
which are smong both the highest and the
"owest in California.

One system sits &t {000 feet above sea level
({Bear Valley Electric) and ancther az 1 85 feet
belpw sen level (Calipatria). One area regu-
Larly experiences 110 degree temperatures
[Barstow) in the summer while another ie
quently pets below freesing in the winter
Mrightweod). The company provides ser
vices in the hosthe-bustle of urban nreas, in



Showe today, the Fair Qaks Plant
was built in 1931 to obtain
additional supply for the City of
Claremont. Because Jt was located
ort the campus of the Claremant
Colleges, the derrick, forebay tank
and boaster pump were enclosed
to blend with the campus
architecture —ba

the specracular beaury of the cenrral coaseal
regions, and the serenity of the high desert
and mountain communiries.

Even the water supply is diverse: some
areas depend entirely on wholesale sup-
plies, some on company wells; some areas
draw from rivers or lakes; and some sup-
plies are a combination. One resort area
with a population of approximazely 13,000
swells to over 100,000 during peak week:
end periods. The largesr integrated system
serves 50,000 customers from 19 wells
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and purchased warer, while the smallest s

system serves only 39 customers with two
wells,

The rradirions may be less tangible, bue
they are no less real. Take customer ser-
vice for example: more than fifty vears ago,
the company's emplovess were being en-
couraged to:

. remember that we are a Public

Service organization. . . . Every
phone call you answer, every cus-

BABRARAN A A

-

BAAEN AR

BhA AN

A&

tomer you talk wo . . . every public
contact you make in your daily row
tne of business presents an oppor-
tuniry ro screngehen those relarions.
Each of us, no matter what our posi-
tion, 15 Southern California Water
Company, and by our courtesy, effi-
ciency and thoughtful handling of
the immediare problem ar hand, we
collectively build chat foundation of
any service organization—public pood
will.”
{comtinued next pagel

Ccrmpf&'teiy outomated, the
Senoma Water Treatment Plant in
Cleariake wos put into service in
1992, with o copocity of 2.2
million galfons per day, Earlier this
year, the company signed an
agreement Lo treal 400,000
gallons per day for the Highlands
Misteral Water Company
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SCWLC, continued

Today, chat commitment to customer
service underlies every acovicy and opera-
rion within the company. The corporate
mission scatement says it besn

% . The Campany &5 commirted po pre-
viding quality pervice o ity customers
at the lowest cosr, consistent with fair
treatment of shareowriers, émployees and
the commanicies ios serwves ., 7

Other readitions are numerous. One is
the company picnic, which firse rook place
in 1931 and continues o chis day. The
event is always held at o local park=a day
focused on the children and filled wich
food, fun, games, rides, prizes, surprises
and aleays 3 “gong show.”

Arnocher is the emploves newsletter: the
first *Bullerin® was published on Movem-
ber 15, 1940, and consisted of three
typewritten pages and hand-drawrn are
wotk. Full of personal anecdotes, cormy
sbories, wouching poems, funny or sericus
edivortals, and arcicles, there is a strong
sense of company as " family.” Today the
newsletrer b5 called “connecrions,” and [t
continues the 55 year tradition of record-
ing the company's people, activities and

progress.
Another tradition: the company’s Em.
plovee Suggestion Program. Firsr an-

!'FH'E-‘E e 1|;::r{e--u-|'~:.l1

e-u:.'n Customer Service l.*.-r-lﬂ.rr is desigmed (o provide [elephaneg tervice

nounced in 1940, the program offered a
cash sward of ", . . 310.00 wo any employee
who sends o worthwhile sugpestion rhar
can b2 pur o use proficably.” (Mote: in
1994, SUVAD received its firss NAWC
Management Innovarion Award for che
company 5 new emplopee suggestion pro-
gram—"a Balt our of the Blue.")

There are alio company-sponsared
peams, special evenes and communicy
projects such as "Operation Gobble,” a
redatively new cradition. Each year for the
past five years, SCWC has joined orher
California warer companies in diseribue-
ing turkeys to charitable organizations,
This year, more than 25,000 curkeys were
provided to help those less forounace en-
jo¥ Thanksgiving dinner.

Financial stability and sceady growch
have been che company’s hallmarks, pro-
viding shareowner dividends for 65 years
and increased annual dividends each year
for the last 41 consecutive years,

On Decembér 31, 1994, the company
completed s 65th year of providing qual-
ity water and electric services to Califor-
nians. SCWCE also marked a number of
all time highs with oral operating rev-
enues at 5122.7 million, toeal assees at
%383.0 million, and rotal capicalizarion at
$214.0 million. And despite the lower
authorized returns, 1994 earnings solely

excellence Lo customert .i'-l'hm.n.pfr doy, 7 dopi @ week, in Englich ond Spanish. Above, C5R
Roquel Munoz reviews a customerS billing and payment hittory ot her subwmernged-sereen work
tigtian with ergonomicelly desigred keyboard ond cheir,
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from operations cied 1991 as the chird
highest in the company’s history; the first
and second highest being 1992 and 1993,
respectively,

Today, the company provides service to
258,242 cusromers—over a million people,
or one of every 30 Californiang=making
it the second larpest investorowned wa-
ter weility in California and the fifth larg-
©s0 mation-wide,

President and C.E.Q. Floyd E, Wicks
likes vo say SCVWIC s “juse a big company
made up of lots of small companies.” And,
acrually, chat's whar it was in che begin-
ning a5 well—a group of diverse systems,
brought together and consolidated under
one operation company. Which brings us
to the beginning.

“Our Labdy the Queen of Angels-

Founded in 1731, the Ciry of Los An.
geles began ics inceresting hiscory as a
small Spanish Pueblo named to honor
*Char Lady the Cueen of Anpels.” Because
early sertlements had to be locared neara
reliable warer source, the site chosen for
Los Angeles was just below the narrows
of what was o become the Los Angeles
River. The dich that was built to carry
water from the narrows to that small
pueblo continued as che warer supply
throughout the 1%%h Century.

In the late [800's, the settlement and
growth of communicies in California had
been—in nearly all cases—preceded and
pccompanied by the organizadon of pri-
vately-owned water companies. Only Sac-
ramenco started our with its own munici-
pal waterworks. However, the post World
War | boom found mose privare water dis-
triburors in Southern California unable
to cope with the rapid growth. As a means
to resobve this dilemma, many communi-
tied chode to incorporate into cites and
create their own municipal water depare
ments, financing the acquisition and im-
provement of the warerworks by issuing
municipal bonds.

In spire of chis, there was sall plenty of
room for development, which made for
good prospects for private witerworks, Yet
no one had pur topecher a group of warer
properties to be operated under centeal
management, privately-owned and fi-
nanced, That was where American States
Public Service Company [American States)
stepped im, confining its early endeavors
principally to Southern California.



o
*
-

SCWCT Reor Walley Electrc Moeman Dowld Burks ond Service Crew Farerman Bob Bocon
tighten hardward on 4KV circoit, high obove Big Bear Loke,

American States, incorporated in Dela-
ware on April 16, 1928, with headquarners
in Chicago, sent John C. Rath to Southern
California to undermake a program of buy-
ing warer companies. By the end of that year,
Rath had scquired 20 separate water com-
panies for American States for a total cose
of 55.7 million. Ragh pur the deals wogerher
with the valuable legal assistance of
¥ Mebreny & Myers—a relationship which
continues. to chis day. At the time,
¥ Mleheny & Myers also handled all mat
rers requiring Railroad Commission ap-
proval, the forerunmer of the California Pub
lie Liilirses Commission.

ring that same year, another water-
related arganization came into being: the
Merropolican Warer Disericr of Southern
California (MW D). [nitally composed of
the Cicy of Los Angeles and owelve orher
cities, the purpose of MWD was to pro-
vide on adequare supply of warer for “do-
mestie, industrial and ather beneficial
wEeE . 0 its member cities.

Today, MWD serves about 3O cities
and unincorporated areas in a 54,200
square-mile aren. Through ics 2T member
prencies, MWD provides warer o more

than 16 million prople from two sources:

a 242 mile long aqueduce thar brings Colo-
rado River water from Lake Havasu to
Southern California, and 2 444-mile-long
aqueduct char carries water from che Sac-
ramento-San Joaquin Delta oo state wmter
project concractors chroughour che stae,
Southern California Warer Company cur
rently pers approsimarely 30% of its e
ter from MWD,

On December 31, 1929, American
Srares Warer Service Company of Califor-
nin was formed as a subsidiary of Ameri-
can Srares, consolidacing all che Califor-
niad COMMPATIES iNt0 one Company with a
rotal of 42,935 water customers.

The Los Angeles Times gave its stamp
ot approwviil to the new company on T hurs-
day, May 29, 1930 by wriring;

the advarrages devived from che
consolidasion and formation of the
Amevican stares Warer Service Lom-
pany Rave beem many and obuvious, Te
sulting in marked rediccrions i admin-
istrative expense, uniform sandards of
service, meredsed purchasing power and
increased assumance of adequare water
siepbly 4y intercomnection of adjacent sy
T

"

The Fey Properiyc

Los Angeles Water Service

O all the properties acquired, the one
considered to be the keystone was the Los
Angeles Whater Service Company: it was
strategically located, served 7,000 cusom-
ers, had just completed a series of plant
improvemerts and had “good manage
ment,” according to Bath, And the price
was right: 3637 438, Alchough a pordon
of its Eastern Division was within che cicy
limizs of Los Angeles, destined laver 1o be
sold to the city, the larger porrion re-
mained unincorporated and experienced
subsrandial groweh. Today, ic constirures
the largest customer sérvice area in the
company—Southwest—which  serves
50,000 customers.

Un December 18, 1936, the company
name was changed o Souchern Califor-
nia Warer Company, bue it was 1942 be.
fore the first Annual Bepore was pub-
lished. That year total operating revenues
were repofted ot 315 millien, ner income
at 52112,556, and fiseed capical ac 3260,5340,
O pardicular concern to the company chae
year were the resericrions placed on new
construction by the War Production

{eontinued mex papel
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Board as well as growing tax demands. For
example, the firse year che company paid
income caxes was 1935, ar 4.28% of oper-
ating income, By 1942, that percentage
had jumped o 30.6%, causing chen-Presi-
dent M. Henry Gellerr to- thinky weil his
CONCETn:

. - in chese difficule eimes ., this
company can pride iweelf char is prow
ing earning power has to o considerable
extent made possible increasing concri-
burions o the war effore.”

In 1947, the company became indepen:
dent of American Stares and it was also
the year thar C.P. Harnish was elected
President, serving untll his rerirement in
1960, Iewis during Harnish's tenure thare
the Commission approved the firs con-
solidation of two rate discrices: Calipacria
and Miland. Today, the company contin-
wes to pursue, through the Commission,
consolidations of diserices for rate making
PUrPOLEs.

The 1954 Annual Report celebrated the
Company's 25th annbversary by noring
some highlighes:

In 1937, che company sold s firse pulb-

lic security issue, 3.4 millionof 481/

4% First Mortgage Bonds, followed a

year larer by o Preferred Stock offering

of $300,000 at 6%.

In 1942, when our councry had acoively

entered World YWar 11, the roral num-

ber of customers had increased o nearly

57,000,

[n 1947, a financial highlight . . . was

the successful consummarion of the

company's bond financing . . . of $5.1
million.

In 1951, the company sold properties

and businesses char lay wichin the city

limits to the Ciey of Los Angeles’ De

parvment of Warer and Power for 33.3

million and included 30,320 custom.

ets—about 31% of the rotal cusromers
served. The money was prompely rein-
vested [n the remaining growing areas,

In che late fifdes, the company actively
participated with the Wesr Basin Barrier
Projecr, a unique approach o stop sea
water intrusion ingo the basin, Vice Presi-
dent of Operarions Charles Scuart and
Chief Engineer Louis Alexander worked
with che Wese Basin Assoclation ro drill
14 fresh warer wells in a line from the
Alrport to Palos Verdes Hill. Originally
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funded with $730,000 from che State, the
project was turned over and complered by
the Los Angeles Councy flood concral
district.

According o the 1960 annual reporr,
the company continued to grow steadily,
showing the highest revenues, earnings
and dividends ever, and a rotal of 1 20,500
cuseomers. That year also saow approval of
the Feather River Project approved by
California voters ata cosrof 31,73 billion,
“one of the greatest engineering jobs ever
undertaken in the history of civilizadon,”™
sccording ro Harmish,

Philip F. Walsh assumed che presidency
im 1960 and during his 14 year renure
66,000 customers were added, more than
doubling the previous number of custom-
érs, Wwalsh also hired 2 young enginesr
named William V. Caveney to manage the
company's Bate and Valuation Depart-
mient. Caveney broughe with him more
than 15 years of experience a5 3 member
of the staff of the Public Ulities Com-
mission. Within one year, he was pro-
mioged to Vice Presidenc and in 1973 pro-
mioted again o Senior Wice President, the
year that Walsh died in office and Will-
tarn W Franklin assumed che presidency.

The 1976 acquisition of California Cic
18 Water was the largest purchase in the
company's history, At o cost of 33.4 mil-

fion, thiz purchase added more than
22,000 customers in Clearluke, Los Osos,
Sanca Maria, San Dimas, Wrighowood,
and Cowan Helghes.

The Fiftieth Anniversary

In 1979, SCWC celebrated irs 50th
Anniversary with the additon of over
5.800 nmew water and elecrric customers
and a growth in revenues to a high poing
of 532.5 million, or an increase of 10.1%
over the prévious year, lowas also che firse
vear thar erichlorethylens (TCE) was dis-
covered in five of che company’s San
Crabriel Valley wells, a problem char con
rinues to be addressed roday.

1980 marked an unusual year for the
company 45 common shares were sold wo
the public for the firsc time since 1948,
This sale of 350,000 new common shares
resulted in an increase of 38% in the num-
ber of shares ourstanding. 1980 was alsa
the year that saw President almu:l C.E.Q,
William W. Franklin move Jp o Chair
man of the Board and Caveney elecred
President. A new era had begun,

SCWC's Most Viahaable
Resource—IL% Pﬂlpf:

[n 199, the Board of Directors elecred
Caveney Chairman of the Board and chose
Flowd E. Wicks as its rench President and

Empowering Employees to
Learn, Change and Grow

SCWC University Logo



LB, Wicks currently serves ag the
Third Vice President of MNAWC and will
azsume ehe Presidency acthe Annual Con-
rerence im 1997, Under Wicks' leadership,
the company has become more proactive
at every level, promoting enhanced cus-
romer arid employes communicosions, ex-
panded employes development and train-
ing, incrensed scoivicy with public officizls
it the federal, srare and local levels, and
more open dinlogue and effective commu-
nication with Teg ulators.

For example, in response to a manage
mient audit of the company's entire opera-
tions conduceed by che California Public
Utilities Commission in 1995, the com:
pany initiared an aggressive in-house plan-
ning process imvalving dozens of employes
wiork teams to address each of the 114 rec-
ommendarions—an effort thac resulted in
"The Plan for Service Excellence.” The
“Plan” now serves as the bluepring for
guiding the company inte the 21se Cen-
rury, and Wicks likes to say thac the audic
wis “the best thing that has happened o
this company.”

The company takes pride in its most
valuable resources: its people. Emplovess
are being motivared and empowered by a
company-wide focus on emploves develop
mment th r4_1|.|:g"|'| APETELS Ve in-house *Train
the Trainer” opporrunices, Management
Development programs and technical
ceaining The 2CWCE “Universicy™—estab-
lished in 1993—encourages employees o
=. ., Learn, Change and Grow™ by pro-
viding regular classes in everything from
meter reading to water qu:ttl.!'g.' [4a] I.]I.I.IJIIZ'[
Customer service.

All etfores have been focused on im-
proving customer service, developing em-
ployee potential, enhancing communica
tions and positioning 2CWC for furure
growth and expanded operations activi-
ties. For example, the company recently
entered into a maintenance and operation
services contract for West Bazin Munick
pal Warer District’s reclaimed wastewater
pipeline system. That means SCWC is
now a water, eleceele and reclaimed waste:
whter ucilicy,

The foundation of providing service
excellence is formed by focusing on cus-
LodmeEr sati.:'l"u::u1n—1.1r'|-.itrl[:lnrji:llﬁ what
customers value—then finding ways to
competicively and profitably provide che
products and service they desire. The
company s 1995 Business Plan scares:
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Pump mechanic Joln Trocy Lon imstals @ pew matar of the
Rdn'.l.ing Hilts #1 parmp Los Osol, Thaugh Aot witible, the motar i
heinyg dropped nto ploce by o helfcopter due to the
ingeceisibility of the locotion of the pamp.

#. . .There should be no mistake that
SCWIC is 1 Company driven by a fo-
cus on providing excellence in cus-
COHTVET SETVECE . . .-

Towards thatend, the company recently
redesigned its organEzation oo Move DpeTa:
rions closer to the cusromer chrough the
establishment of three regions, cighe dis-
tricts and 17 customer service areas, A
Wice President of Customer Service was
placed in charge of each Region.

Region | is headed up by Donald K.
Saddoris, a veteran 2CWC employee with
27 vears of service. More than 49,000 cus-
tomers are served in Region [, which is
divided into rwo Districes. The Northern
Disrrice is managed by John Bedding and
includes the following Customer Service
Areas: Arden-Cordova, Bay Poinr and
Clearlake. The Coastal Discrice 15 man-
aged by Mikel Haresock and includes four
Customer Services Areas: Los Osos, Ofai,
Sunra Maria and Simi Valley,

Thomas |. Bunosky leads Begion 11,
which {5 locared in Los Angeles and Or
ange Counties and includes our largest
customer base with 1 36,272 connections,

There are two Districts in Los Anpeles:
Southwest Diserice, managed by Granville
"Busty” Hodges, and Central Discrice,
managed by Ronald E. Mullen. Southwess
is considered one Customer Service Area,
buc is, in Facr, our largess system serving
cloze o 50,000 customers. Ceneral Dis-
trict includes three Customer Service Ar
eas, Cenrral Basin Easr, Ceneral Basin
West and Culver City. The Orange
Countey Discrier {5 lead by Pacrick B.
Scanlon who's responsible for che
Placentia and Los Alamitos Customer Ser-
vice Areas,

Region 1l includes the largest and mosx
diverse peographic areas wich 72,834 cus.
tomers in nine Customer Service Arcas,
Joel A. Dickson heads up the region,
which includes three Districes: Foochill
DHserice, managed by LeFoy Barker, serw
ing Claremont, 3an Dimas and San
Gabriel Customer Service Areas: Moun-
tain/Desere Discricr, managed by Perry
Dahlstrom, serving Apple Valley, Barsrow,
Calipatria, Morongo and Wrighowood
Customer Service Areas; and Bear Valley
Eleceric Diserice, headed by Boger Kropke

feomrinuied mext fraxge!
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The management team is rounded out
with James B, Gallagher, Vice President—
Finance, and Chief Financial Officer and
Secretary; Randell . Vagel, Vice Presi-
dent—Cusromer and Operations Supporg
and Joseph F. Young, Vice Pres ident—
Begulatory Affairs, Government Belarions
and Conservation,

This new organizaton also shifred a
number of support functions directly to
the regions, such a3 engineering, warer
EsOUTOES, COnStTuction, production and
purchasing. Ar the same fime, a new, cen-
tralized Customer Service Cenrer was es-
tablishied at the General Office to provide
a higher level of service to cusromers con-
tacting the company by phone=14 hours
o day, T days a week—in English and Span-
ish—the first investor-owned warer com-
pany in the stare of California vo do so.
We are also establishing a reciprocal agree-
ment with another major California wa-
rer company o provide back-up customer
service in the svent of natural disaster.

SCWT s newest employee focus is called
TAFP (Teamwork—Action=Progress). TAP
TEAMS are designed ro-enhance produc
tivity, resolve conflict and increase efficien:
cles at every level of the orpanization. Cre
ated to fine tune the new organization, TAP
TEAMS wvrill be unique w0 each region and
will be utilized 1o work on everything from
meter resding mo organizarional effectiveness

o policies and procedures,

i 1957, SCWCS mointenance crews and wehicles ined wa fov @ photo ot the Imperiol F.lqr:l it

The Mext 65 Years

Southern California Warer Company
continues to build on its heritage of pro-
viding high qualicy customer service by
ensuring that the company provides the
highest value o its customer by deliver-
ing the desired benefics at the lowest cost,
Value is ereated by delivering benefirs thar
are worch more to customers than our
coses to deliver the benefirs. Vialue can be
enhanced by delivering greaver benefits ac
the same costs, the same benefics ata lower
cost, or addidonal benefics worth more
than the additional cost to provide them.

Like all California warer companies,
SOWC must be prepared to address water
supply issues. With 271 compampowned
active wells, we are balancing our needs and
reducing our reliance on purchased waser.
The water year char ended Seprember 3,
1994 weas one of the driest years on record.
Since that dme, however, precipitation in
southern California has been well above
average. Butchis does not mzan char we can
ignore conservation. Cite the contrary,
SCVC has one of che most proactive con-
SETVATION PIOErams AmMong investor-owned
water utilivies in California. We will con
tinue o work cooperatively with other wa-
ter agencies and local communities o de-
velop expanded conservarion programs thar
enCouUrage more efficient use of our exsting
WIET TEs0UTES,

Warer guality issues and environmen-
ral regulations continue to require our at

MNorwalk, Todoy the company bar 234 service vehicles, 80 of which are equipped with Tele- Trock
iyiterm allawing for immediote acalian igentification.

e NAWC WATER

tention, and costs continue to escalate, As
Congress addresses che reauthorization of
the Safe Drinking Water Act, we are work-
ing closely wicth others in che indusery o
support the passage of appropriate and
cost efficient regulations. In an effore 6o
work maore ¢lesely wich the U5, Environ-
mental Protection Agency, the company
recently joined a growing number of wa-
ter purveyots in signing the "Partnemship
for Safe Drinking Water,”

We are also committed to communicat-
ing more effectively wich our cuseomers
and the publiz sbout all aspects of their
urilicy service. We are moving to create
an intermal culture thar embraces change,
promotes innavation and creativity, en-
courages taking appropriate risks, and re-
flects high ethical standards. Ghange has
become a constant as organizational
groups throughout the company are chal-
lenged o rethink rradidonal pracrices
and orient activities toward how o best
deliver value to the customer.

Todey, Southern California Warer
Campany’s 463 EMPLOYEES are the pri-
mary foous of 2 company commiteed o
EXCELLEMCE IN SERVICE TO CLIS
TOMERS, COMMUNITIES AND
SHAREQOWNERS,

In the company’s only “official” history,
published in 1976, author C.P. Harnish
stared: "1 hope that . . . it has been maode
clear that it is our people, the many fine,
dedicared men and women molded inte
an efficient, continuing wam, who have
made possible the high degrees of success
actained.”

We couldn't have said it better our
selves!

ACKNOWLEDGEMENTS: The author is
indebeed to the lave C.P. Harnish, former
Peesident of Southern California Warer
Company and author of Seuthern Califor
nia Water Compamny Histors, 1928-1974,
publizhed by the company in Los Ange
les, California, 1976, She would also like
to thank the innumerable former and cue-
rene SCWC employees who conrribured
e 3 years of Annual Reports and 55 years
of emplover newslecters, which were grear
soupces of information for this arsicle. And
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NAWC

Florida Chapter Meeting
Orlando, Florida
September 13

California Water Association
BoD Meeting

San Jose, California
September 14

New Jersey Chapter Meeting
Jamesburg, New lersey
September 22

Pennsylvania Chapter
Annual Meeting and Dinner
Harrisburg, Pennsylvania
September 25

California Water Association
BoD Meeting

San Jose, California
October 12

Washington Chapter
Meeting

Fife, Washington
October 17

Pennsylvania Chapter BoD
Meeting

Hershey, Pennsylvania
October 18

NAWC Annual Conference
New Orleans, Louisiana
October 29-November 2

Pennsylvania Chapter BoD
Meeting

Hershey, Pennsylvania
MNovember 15

California Water Association
Sdth Annual Meeting
Monterey, California
November 15-19

New England Chapter
Meeting
MNovember 17

MNew Jersey Chapter Meeting
Jamesburg, New Jersey
Movember 17

Florida Chapter Meeting
Orlando, Florida
December 13

Pennsylvania Chapter BoD
Meeting

Hershey, Pennsylvania
December 13

NARUC

MNational Regulatory
Symposium on Computer
Information Systems
Colorado Springs, Colorado
October 1-3

23rd Annual Eastern Rate
School

Clearwater, Florida
October 8-13

NARUC Basics of Regulation
and Rate-Making Process
Course

Albuguergue, New Mexico
October 22

107th NARUC Annual
Convention

Mew Orleans, Louisiana
November 13-16

AWWA

AWWA Distribution System
Symposium

Nashville, Tennessee
September 10-13
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