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he Reading City Council is considering opening up the city’s water system

to privatization. The city council president wants to allow for-profit,
private water companies to bid on a long-term lease to take over the water
services for decades.' This is a risky and potentially very costly ploy to raise
some quick funds to cover part of the city’s budget shortfalls and liabilities.
While Reading’s fiscal difficulties are serious, the city must address them
directly and avoid budget gimmicks like water privatization that will increase
costs for generations of Reading residents.

Taxing Through the Tap

“There are no free lunches.”? Households and local businesses
will ultimately pay the price of any funds that the city receives
from a long-term lease of the system. Consumers simply pay
for it with interest through their water bills instead of their
property taxes.’ Because a long-term lease allows the city to
raise water revenue to pay for general city services, in effect, it

taxes households and businesses through the tap.*

Rate Hikes

Reading should expect larger rate increases if it leases its
water system to a private company.® Because privatized water
systems generally are no more efficient than publicly run
ones,® a private operator must cut services or hike rates to
meet its profit goals.” For example, since private companies
took over the five largest privatized water systems in Pennsyl-
vania, household water bills have more than tripled on average
after accounting for inflation (see table and figure). Based on
the experience of other cities, for Reading, a complex formula
in the lease contract would likely determine the severity of the
rate hikes.?

Expensive Financing

If Reading leases its water system to a private company, the
utility would lose access to low-cost, tax-exempt government
borrowing, increasing the utility’s financing costs and forcing
the utility to retire its outstanding debt’ of about $95 million."

Typical Annual Water Bills Before and
After Privatization (For Households

Using 54,000 Gallons a Year, Adjusted for Inflation,
Constant 2014 Dollars)
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In its place, the private operator would use private financing (a
mix of corporate debt and equity), which typically costs 7.5 per-
cent to 14 percent or higher." In comparison, the Reading Area



Rate Hikes Following the Privatization of

Large Pennsylvanian Water Systems? (as of May 2014)

Typical Annual Household Bill Increase
L. . (inflation-adjusted Jan. 2014 (inflation-adjusted Jan. 2014
Municipality Corporation® | Date of dollars) dollars)
(Seller) (Buyer) Sale
Before After Increase Percent
(Public) (Private 2014) Increase
. . $1052° $562 537%
19 21
Bensalem Township | Aqua America | 1999 ($147) $667 ($520) (354%)
Bristol Borough . - $120% - $601 503%
Authority Aqua America | 1397 ($174) zee ($546) (313%)
City of Coatesville American 20015 $320% $73277 $412 129%
Authority Water ($422) ($309) (73%)
. . $181%° $539 297%
28 30
Media Borough Aqua America | 1995 ($278) $720 ($442) (159%)
West Chester Area , 3 $205% 3 $515 251%
Municipal Authority | \duaAmerica | 1998 ($294) 3720 ($426) (145%)
Average $526 343%
g ($449) (209%)
A Increasesin typical annual household water or sewer bills for the five largest Pennsylvania municipalities that sold their water or sewer systems
to for-profit companies since 1990.
B Current parent company.
C Inflation-adjusted to January 2014 dollars, based on the Consumer Price Index.

Water Authority’s tax-exempt revenue bonds have interest rates
of 2.1 percent to 5.25 percent.”? Consequently, a long-term lease
to a private company would force the utility to refinance the
system’s existing debt® at a higher interest rate while increas-
ing the cost of future capital improvement projects. Consumers

would foot the bill for this financial imprudence.

Impaired Service

Over a long-term lease, the water system could deteriorate,"
and the private operator could cut corners to increase its
profits at the public’s expense. A private operator may attempt
to cut costs by downsizing the workforce and scaling back
employee benefits. These practices could worsen customer
service. Downsizing can slow responses to service requests
and emergencies,” and scaling back compensation can impede

the utility’s ability to attract qualified operators.'®

Trapped for Decades

Privatization could interfere with Reading’s ability to re-
spond to changing circumstances and to protect the area’s
water quality. Long-term leases with private companies are
complex transactions, and the contract language can make it
difficult for the city to compel significant changes, including
certain improvement or water supply projects, or to exit the
deal early.” Over a long-term lease, residents will have little
recourse when the private operator performs poorly or fails to

address their concerns.

Fiscally Irresponsible Gimmick

Privatizing the water system will not reduce liabilities or ad-
dress the reasons why the city’s general fund is unbalanced.
Rather, the lease would just dig the hole deeper, increasing
the total debt burden while pushing it off budget and onto

generations of water users.”

Stop the City Council From
Opening Up the Water System
to Privatization

Reading faces some tough fiscal decisions to balance its bud-
get. While these decisions are understandably daunting, city
officials must rise to the challenge and face the issue head-on
in an open and transparent manner. They must avoid budget
gimmicks like leasing the water system to a private company,
which merely creates the illusion of balanced budgets while
increasing future costs for households and local businesses.
Instead of mortgaging its water resources and sacrificing local
public control over a vital service, Reading needs a real solu-
tion that fosters financial sustainability. Reading should keep

local public control of its water system.

Take Action

Act now to stop a private takeover of one of your most valu-
able public resources — your water. Tell the city council not to

lease your drinking water system to a private company.



Endnotes

1

12
13
14
15

Spatz, Don. “Reading mayor, city council try to win public supportin
clash over water system.” Reading Eagle. April 19, 2014; Young, Mary.
“Reading water system'’s future is subject of meeting of council,
administration.” Reading Eagle. February 9, 2014; Reading City Council.
“Statement by Reading City Council in response to mayor’s state-
ment.” April 19, 2014.

Vining, Aidan R. et al. “Public-private partnerships in the US and
Canada: ‘There are no free lunches.” Journal of Comparative Policy
Analysis: Research and Practice, vol. 7, iss. 3. September 2005 at 215.

Bloomfield, Pamela. “The challenging business of long-term public-pri-
vate partnerships: Reflections on local experience.” Public Administra-
tive Review, vol. 66, iss. 3. May/June 2006 at 403 to 405; U.S. Environ-
mental Protection Agency. “Response to Congress on Privatization

of Wastewater Facilities.” (EPA 832-R-97-001a). July 1997 at 10 to 13;
Vining et al., 2005 at 202 and 215; KPMG International. “Delivering
Water Infrastructure Using Private Finance.” January 2011 at 7.

Sherman, Ted. “Liquid assets.” The Star-Ledger. October 1, 2003.

U.S. Environmental Protection Agency, 1997 at 13; Bloomfield, 2006 at
403 to 404.

Bel, Germa and Mildred Warner. “Does privatization of solid waste and
water services reduce costs? A review of empirical studies.” Resources,
Conservation and Recycling, vol. 52, iss. 12. October 2008 at 1341 and
1342; Pérard, Edouard. “Water supply: Public or private? An approach
based on cost of funds, transaction costs, efficiency and political
costs.” Policy and Society, iss. 27. 2009 at 193 and 197 to 199.

Congressional Budget Office, Joint Committee on Taxation. “Subsidiz-
ing Infrastructure Investment with Tax-Preferred Bonds.” October
2009 at 3 to 4; KPMG International, 2011 at 12; Werkman, Janet and
David L. Westerling. “Privatizing municipal water and wastewater
systems: Promises and pitfalls.” Public Works Management & Policy, vol.
5, no. 1. July 2000 at 53 and 55.

Bayonne Municipal Utilities Authority and Bayonne Water Joint
Venture, LLC. “Bayonne Water & Wastewater Concession Agreement.”
2012 at 7.1 (b) and schedule 2; Allentown. “Allentown Water and Sewer
Utility Concession and Lease Agreement.” (Draft). February 2013 at 87,
75 to 77; Werkman and Westerling, 2000 at 67.

Rev. Proc. 97-13; U.S. Environmental Protection Agency, 1997 at 10 to
11 and 21; Malcolm Pirnie. Task Force on Privatization of the Wash-
ington Suburban Sanitary Commission. “Task Force Final Report and
Recommendations.” November 1999 at 3-13 and 3-24; Association of
Metropolitan Sewerage Agencies and Association of Metropolitan Wa-
ter Agencies. “Evaluating Privatization Il: AN AMSA/AMWA Checklist.”
2002 at 24 to 25; Bloomfield, 2006 at 403.

Spatz, 2014; Reading Area Water Authority. “Financial Statements
December 31,2012 and 2011.” September 18, 2013 at 23 to 24.

Office of the Inspector General, Chicago, lllinois. “Report of Inspec-
tor General's Findings and Recommendations: An Analysis of the
Lease of the City’s Parking Meters.” June 2, 2009 at 17; Smith, Harold.
“Overview of delivery methods.” In Raftelis, George A. (ed.). (2005).
Water and Wastewater Finance and Pricing: A Comprehensive Guide Third
Edition. Boca Raton: Taylor & Francis Group at 119; HM Treasury. Infra-
structure UK. “National Infrastructure Plan 2010.” October 2010 at 45.
Reading Area Water Authority, 2013 at 23 to 24.

U.S. Environmental Protection Agency, 1997 at 11.

Smith, 2005 at 120.

Ohemeng, Frank L. K. and John K. Grant. “Has the bubble finally burst?
A comparative examination of the failure of privatization of water
services delivery in Atlanta (USA) and Hamilton (Canada).” Journal of
Comparative Policy Analysis: Research and Practice, vol. 13, no. 3. June
2011 at 295 to 300; Smith, 2005 at 118; Food & Water Watch. “Water
Privatization Threatens Workers, Consumers and Local Economies.”
May 2009.

Fairfield-Suisun Sewer District (CA). Board of Directors Meeting
Agenda Packet. January 28, 2008 at 45, 54, 55, 61 to 62.

20

21

22

24
25

26

27

28

29

30

31

32

33

34

35

Dannin, Ellen. “Crumbling infrastructure, crumbling democracy:
Infrastructure privatization contracts and effects on state and local
governments.” Northwestern Journal of Law and Social Policy, 6. Winter
2011 at 64; Bloomfield, 2006 at 407 to 408; Smith, 2005 at 119; Vining,
Aidan R. and Anthony E. Boardman. “Public private partnerships: Eight
rules for governments.” Public Works Management Policy, vol. 13, iss.

2. October 2008 at 151, 154 and 157 to 158; Vining et al., 2005 at 204;
Werkman and Westerling, 2000 at 54 to 55, 57, 67.

Bloomfield, 2006 at 400 to 401 and 403 to 405; Werkman and Westerling,
2000 at 62 and 67; U.S. Environmental Protection Agency, 1997 at 12.

Philadelphia Suburban Corp. [Press release]. “Philadelphia Suburban
completes the largest municipal water acquisition to date in nation.”
December 6, 1999.

Gelles, Jeff. “Aqua America is thriving on liquid assets.” Philadelphia
Inquirer. August 16, 2005.

Aqua Pennsylvania, Inc. “Rates and Rules.” Supplement No. 130 to
Water-PA P.U.C. No. 1. July 1, 2013 at 7.

Philadelphia Suburban Corp. [Press release]. “Philadelphia Suburban
closes Bristol acquisition.” December 19, 1996.

Gelles, 2005.

Aqua Pennsylvania, 2013 at 4.

Pennsylvania-American Water Company. [Press Release]. “Pennsyl-
vania-American Water Company purchase of Coatesville water and
wastewater assets final.” March 22, 2001.

City of Coatesville Authority (PA). “Water Revenue Bond, Series of
1998." January 29, 1998 at 9; Kauffman, Gerald . and Kareem Ali. “Eco-
nomic Synthesis of Water Rates in Delaware and Surrounding River
Basins.” University of Delaware, Institute for Public Administration,
Water Resources Agency. August 21, 2000 at Appendix A.
Pennsylvania-American Water Company. “Rates and Rules Govern-
ing the Distribution and Sale of Water.” Supplement No. 286 to Tariff
Water-PA P.U.C. No. 4. April 5, 2014 at 9.

Philadelphia Suburban Corp. [Press release]. “Philadelphia Suburban
announces largest water system acquisition to date.” May 23, 1995.
Media Borough (PA). Response to Food & Water Watch’s Right-To-
Know Request. August 30, 2012.

Aqua Pennsylvania, 2013 at 4.

Philadelphia Suburban Corp. [Press release]. “Philadelphia Suburban
purchases West Chester Area Municipal Authority for $22.4 Million.”
January 22, 1998.

West Chester Area Municipal Authority. “Rate Schedule.” January 1,
1997.

Aqua Pennsylvania, 2013 at 4.

Food & Water Watch. “Trends in Water Privatization: The Post-Reces-
sion Economy and the Fight for Public Water in the United States.”
November 2010 at Appendix A.

U.S. Department of Labor, Bureau of Labor Statistics. “Consumer Price
Index, All Urban Consumers - (CPI-U), U.S. city average, All items,
1982-84=1000." April 2014.

For more information:

web: www.foodandwaterwatch.org

email: info@fwwatch.org

phone: (202) 683-2500 (DC) « (267) 428-1903 (PA)

Copyright © May 2014 Food & Water Watch





