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everal cash-strapped municipalities, burdened by costly water improvements,

have considered turning their water systems over to private water utilities.
Water privatization, however, could have environmentally damaging
consequences and contribute to destructive sprawling development patterns.

Rather than let private utilities take over under-funded The long main extensions
publicly owned systems, our country needs a clean water ﬁ:}' - required for low-density hous-
trust fund to protect natural resources and keep water o ing and the leap-frog nature of
systems in the hands of the public. The trust fund should Mg sprawl, coupled with the duplica-
dedicate the limited federal dollars for water infrastructure tion of water and sewer lines controlled
to the most deserving projects, including green infrastruc- by different utilities, ultimately lead to
ture. It should not subsidize private utilities that could 2 greater infrastructure costs per cus-
prioritize earnings over consumers and the environment. tomer.* Water companies profit from

' A their equity investments, but consum-
Private Water Utilities Can Profit - ers pay higher water bills. Sprawling

development increases the cost of

from Sprawl new water and sewer hook-ups by an
Private utilities typically choose projects /] - estimated 20 to 40 percent.”
that are most profitable, despite potential ' )
long-term environmental consequences. ‘ Sprawl hurts not only consumers

pocketbooks but also their water

resources. For example, low-

density sprawling areas use almost

400 million gallons more water
per year than compact high-density
communities, primarily because of greater outdoor water
use, including lawn watering.°

Because of how state regulators determine
rates, investor-owned utilities increase
their earnings when they invest in costly
water main extensions and infrastructure
projects.! This provides a strong finan-
cial incentive for them to expand their
service to low-density areas, contribut-
ing to sprawling development with

taxpayers paying for the damage. Increased development can also harm the water supply

because it changes the natural landscape. When rain hits
hard pavement instead of dirt, it cannot filter naturally into
the ground and recharge the underground aquifers that
supply water to wells, rivers, lakes and streams. Instead,
it is often diverted into storm drains and discharged into
surface waters, which can result in profound groundwa-
ter changes.” This can strain local drinking water sources
that rely on groundwater. It can lead to sewer overflows if
increased stormwater quantities enter the sewers and over-
load the pipes. It can also cause runoff and flooding, both
of which degrade water quantity and quality and contrib-
ute to higher water treatment and flood mitigation costs.?

Private water and sewer utilities,

in fact, facilitate new sprawling
developments. Unlike municipal
utilities, they are not restricted

by political boundaries and

can build new treatment plants in
developments remote from exist-
ing systems.? The financial burden
of building and servicing sprawling
development falls on the taxpayer and
ratepayer.?
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Two Ways Private Water Utilities
Contribute to Sprawl

Private utilities contribute to sprawling development pri-
marily in two ways:

Developer Deals

Investor-owned utilities frequently seek out growth ven-
tures with private real-estate developers to provide water
and sewer services to new satellite developments.? In do-
ing so, they facilitate new construction and growth in areas
far from existing systems.'?

Since municipalities typically cannot or do not want to
spend public resources to serve sprawling areas outside of
their tax base,'" developers often turn to private utilities,
which can draft the required plans and acquire the neces-
sary permits for new systems.'? As private utilities build
new lines to meet developers’ demands, the main exten-
sions “leap-frog” over the landscape and contribute to a
sprawling development pattern.'

Water Line Extensions and the Misuse of
Public Funding

Private utilities may use public funding to finance projects
that contribute to sprawling growth and development.

In several states, including Pennsylvania, private utilities
frequently seek public funding from the Drinking Water
State Revolving Fund, which provides federally subsidized
grants and low-interest loans to help improve drinking
water systems. In most states, private utilities can access
this taxpayer-supported funding'* and use it to expand their
service areas through the creation of new water systems

and the extension of water main lines, if the plans meet
certain eligibility criteria.’

Although regulated utilities do not earn a return on debt,
cheap loans can finance projects to facilitate future ex-
pansions, keep debt costs down to enable higher returns
on equity and free up other capital resources to invest in
projects to boost profits.

Examples

Pennsylvania American Water Using Public Funding
for System Connections and Extensions

Pennsylvania America Water, a subsidiary of American
Water, the largest U.S. water utility corporation, receives
considerable funding from the Pennsylvania Infrastructure
Investment Authority (PENNVEST). PENNVEST provides
federal and state funding for water infrastructure and other
environmental projects throughout the Commonwealth of
Pennsylvania. Pennsylvania America Water has received
almost $80 million from PENNVEST between 1988 and
2007, and it received more than half of all PENNVEST
funds distributed to projects in Clarion County.'®

Part of the public funding went into line extensions and
new system development. For example, the company used
$2.4 million in low-interest loans to construct a water main
extension in Washington County and a three-mile pipeline
in Allegheny County to provide water services to new cus-
tomers." In effect, it used public funds to grow its business
and perhaps contribute to sprawl.

New sewage systems enabled the expansion of sprawling
development into rural areas of southeastern Pennsylvania
during the 1990s. For example, during that decade, half of



new homes in Montgomery County sprang up in areas with
recent sewer availability.'® With private utilities owning
more than 40 percent of all sewage treatment facilities in
this area,’ suburban sprawl is becoming an ever-increasing
problem in the area.

West Virginia American Water as “the Spider”

West Virginia American Water, the largest investor-owned
drinking water utility in the state, provides drinking water
to more than 600,000 people across West Virginia.?* The
company thrives on expansion. It keeps detailed infor-
mation about ideal prospective service areas, and it has
been known to use its entire capital supply to access new
customers.?' This aggressive expansion strategy has earned
it the nickname “the Spider.”?

West Virginia American Water works with local munici-
palities to finance many infrastructure projects. Its partner-
ship with Oakvale Public Services District, a public utility,
resulted in the construction of 64 miles of pipelines that
connected several communities. The public utility took
out $15 million in loans to finance the extensions, which
it owns. The company operates and maintains the lines,
paying the public utility $670,000 annually to cover the
debt costs.??

In another case, West Virginia American Water used West
Virginia’s Industrial Development Bonds through a capital-
lease agreement to finance a large portion of its Fayette
Plateau project, which included a new treatment plant
and miles of piping. After completing the construction of
the facilities, the legal titles were transferred back to the
Fayette County Commission, rendering them public prop-
erty, thus allowing tax-free leasing of the facilities back to
the company.?

Despite the public subsidies, as the company aggressively
expands, consumers must shoulder growing water bills. It
charges the highest rates of all major water utilities in the
state. In 2008, the company sought another rate increase
in part to recuperate costs associated with line extensions.
According to the state’s deputy consumer advocate, the
company tries to justify the cost of building or improving
water systems by claiming that economic development and
growth would follow.?>

Through partnerships deals with public utilities and ever-
increasing rates, West Virginia American Water continues to
thrive and expand, just as “the Spider” nickname suggests.

Unaccountable Service in Huber Heights, Ohio

When a municipality sells its water system to a private
utility, it loses control over the system. The company can
construct line extensions and serve new areas outside of
city limits. It could lead to new development and sprawl-
ing growth that the city does not want.

Huber Heights, Ohio, tried to purchase its water system
from a private utility company, but lost out to another
private utility, American Water. The city worried that the
new company would increase rates and extend water lines
outside of the city, affecting the community’s economic
growth.?

As the city explored ways to take over the system, the
company rushed through a 25-year contract to extend a
pipeline to an industrial park outside the municipal limits.
The city would have required annexation before supplying
the water. The company agreed to sell one million gallons
of water per day to the industrial park, even though the
park used only 1 percent of that amount, 10,000 gallons
per day. By serving water to businesses outside municipal
boundaries without requiring annexation to the city, the
company cost the city potential tax revenue, and it may
have left the residents of Huber Heights subsidizing the
expansion without reaping any economic benefits.?”

A Better Option: A Clean Water
Trust Fund

Municipalities can get the funding they need for improve-
ments to their water and sewer systems without resorting

to privatization. A clean water trust fund can provide this

assistance to help renovate water and sewer systems, im-

prove water quality and protect watersheds.




The funding, however, should be available only to publicly
owned and operated water and sewer systems. Private utili-
ties are costly to both consumers and to the environment.
They must be excluded from the trust fund, so federal dol-
lars do not support their service area expansions and any
associated sprawling development patterns.

Instead, the trust fund will provide municipalities with the
means to update aging infrastructure systems, focusing on
green infrastructure projects and the repair of leaky pipes.
These projects include low-impact development, green
roofs, water harvesting and conservation.

Green infrastructure can help mitigate environmental
issues related to low-density growth and development.

In addition to protecting natural resources, well-planned
communities and green infrastructure development can
help keep water services affordable by decreasing the cost
of water and wastewater treatment.?® They can also keep
local water supplies healthy by ensuring that rainwater
can flow back into local groundwater or surface water
resources.?’

Communities and the environment will benefit from a shift
away from sprawling development patterns toward a more
conservation-minded model.

The privatization of water systems contributes to sprawl at
the expense of the taxpayer. Private utilities’ growth and
development can adversely affect the environment, includ-
ing water resources. A clean water trust fund, allocated
only to public utilities, will help prevent the privatization
of municipal water systems and protect natural resources.

Endnotes

10
11
12
13

16

18
19
20
21

22

23

24

25

26

27

28
29

Beecher, Janice A. et al. The National Regulatory Research Institute. “Meeting Wa-
ter Utility Revenue Requirements: Financing and Ratemaking Alternatives.” (NRRI
93-13). November 1993 at 63 to 67; Connors, Ryan M. Boenning & Scattergood.
“Compelling options exist for valuing water utilities despite negative free cash
flow.” B&S Water Digest. March 14, 2008 at 4.

Lawrence, Stratton. “Privatization of wastewater treatment plants raises concerns
about upkeep and sprawl.” Charlestown City Paper. March 12, 2008.

Hulsey, Brett. The Sierra Club. “Sprawl Costs Us All: How your taxes fuel subur-
ban sprawl.” 2000 at 10.

National Research Council, Transportation Research Board. “Transit Coopera-
tive Research Program Report 39: The Costs of Spraw| — Revisited.” (Project H-10
FY’95). 1998 at 46.

Island Press. [Press Release]. “Is Suburban Living Gouging American Pocket-
books? New Book Measures the True Cost of Spraw! for the Nation.” November
14, 2005.

Western Resource Advocates. “Smart Water: A Comparative Study of Urban Water
Use Across the Southwest.” December 2003 at 96 to 97.

U.S. Environmental Protection Agency, Nonpoint Source Control Branch. “Pro-
tecting Water Quality from Urban Runoff.” (EPA 841-F-03-003). February 2003.
Brown, Ann et al. Sierra Club. “Sprawl: The Dark Side of the American Dream.”
1998 at 4 to 5.

Aqua America. [Press Release]. “Aqua America closes more acquisitions, bring-
ing year-to-date total to 18.” October 5, 2006; American Water. “2008 Annua
Report.” February 27, 2009 at 20 and 22.

Lawrence, Stratton. “Privatization of wastewater treatment plants raises concerns
about upkeep and sprawl.” Charleston City Paper. March 12, 2008.

Pollock, Peter. “Controlling sprawl in Boulder: Benefits and pitfalls.” Land Lines,
vol. 10, iss. 1. January 1998.

Aqua America. “Building New Satellite Systems.” Retrieved on June 22, 2009
from https://www.aquaamerica.com/Pages/BuildingNew Systems.aspx.

Scott, Marianne. 10,000 Friends of Pennsylvania. “Sewage facilities and land de-
velopment study summary.” 2005 at 7; National Research Council, Transportation
Research Board. “Transit Cooperative Research Program Report 39: The Costs of
Sprawl - Revisited.” (Project H-10 FY’95). 1998 at 46.

U.S. Environmental Protection Agency. Office of Water. “Drinking Water State
Revolving Fund Program: Financing America’s Drinking Water From the Source
to the Tap — Report to Congress.” (EPA-918-R-03-009). May 2003 at 36; U.S. En-
vironmental Protection Agency. Office of Water. “Drinking Water SRF Assistance
Provided by Selected Category, by State. July 1, 1996 through June 30, 2008.”
DWSRF National Information Management System. October 10, 2008 at 2.
Hughes, Jeff; Richard Whisnant; Lynn Weller; Shadi Eskaf; Matthew Richardson;
Scott Morrissey; Ben Altz-Stamm. “Drinking Water and Wastewater Infrastructure
in Appalachia: An Analysis of Capital Funding and Funding Gaps.” The University
of North Carolina at Chapel Hill Environmental Finance Center, School of Gov-
ernment. July 2005 at 103, Appendix E.U.S. Environmental Protection Agency.
Office of Ground Water and Drinking Water. “Using DWSRF funds for transmis-
sion and distribution infrastructure needs.” (EPA 816-F-03-003). February 2003 at
4; 63 Fed. Reg. 59299-59300, (November 3, 1998).

Pennsylvania Infrastructure Investment Authority. “2006-07 Annual Report.” 2007
at 14 to 55.

Pennsylvania Infrastructure Investment Authority and Department of Environmen-
tal Protection. Drinking Water State Revolving Fund. “FY 2009 - 2010 Project
Priority List.” July 1, 2008 at 15; Pennsylvania American Water. [Press Release].
“State, local officials join Pennsylvania American Water to dedicate new water
service for Collier Township residents.” August 15, 2008.

Scott, Marianne. 10,000 Friends of Pennsylvania. “Sewage facilities and land
development study summary.” 2005 at 5

U.S. Environmental Protection Agency. Water Discharge Permits (PSC) Custom-
ized Query, accessed November 19, 2009.

“West Virginia American Water settles suit; will pay $2.5 million.” The State
Journal (West Virginia). October 18, 2009.

Hughes, Jeff et al. “Drinking Water and Wastewater Infrastructure in Appalachia:
An Analysis of Capital Funding and Funding Gaps.” The University of North
Carolina at Chapel Hill Environmental Finance Center, School of Government.
July 2005 at 105, Appendix E.

Hughes, Jeff et al. “Drinking Water and Wastewater Infrastructure in Appalachia:
An Analysis of Capital Funding and Funding Gaps.” The University of North
Carolina at Chapel Hill Environmental Finance Center, School of Government.
July 2005 at 100-101, Appendix E.

Hughes, Jeff et al. “Drinking Water and Wastewater Infrastructure in Appalachia:
An Analysis of Capital Funding and Funding Gaps.” The University of North
Carolina at Chapel Hill Environmental Finance Center, School of Government.
July 2005 at 102 to 103, Appendix E.

Hughes, Jeff et al. “Drinking Water and Wastewater Infrastructure in Appalachia:
An Analysis of Capital Funding and Funding Gaps.” The University of North
Carolina at Chapel Hill Environmental Finance Center, School of Government.
July 2005 at 103 to 104, Appendix E.

Anderson, Justin D. “Hearing set on water rate hike.” Charleston Daily Mail.
September 22, 2008.

Denger, Laurie. “Wrestling control of water. Heights has battle plan.” Dayton
Daily News. 15 December 1993.

Bebgington, Jim. “Lines pipe water to businesses: Miami industrial park seals
deal with supplier.” Dayton Daily News. November 16, 1994.

Benedict, Mark A.; Edward T. MacMahon. “Green Infrastructure: Smart Conserva-
tion for the 21¢ Century.” Sﬁ)rawl Water Clearinghouse. 2001 at 13-14.

United States Environmental Protection Agency. “Managing Wet Weather with
Green Infrastructure Action Strategy.” January 2008.

web: www.foodandwaterwatch.org ‘

email: info@fwwatch.org

phone: (202) 683-2500 (DC) ® (415) 293-9900 (CA)

Copyright © January 2010 Food & Water Watch

For more information:



