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Transforming Water Management

iNn Local Government

How public-private partnerships can unlock hidden asset values in municipal water systems

Water main breaks have become a consistent cocurrence for
cities across the country that — depending on their size — can
create a calamitous impaat for citizens and government lead-
ars alike, But they are also a very visual effect of a much bigger
problern that ocours below the surface, and often under the
ractar our crumbling water system infrastructure.

This growing need for infrastructure improverments to local
water systems is pervasive and urgent. U.S. cities deal with nearty
950,000 water main breaks a vear and sewage averflows threaten
drinking water. According to an estimate by the American Water
Works Association, the price tag to fix aging water systems will be
as high as $1 trition through 2035, This is leading — or has already
ied - to Increasing water bills for consumers. The American Society
of Civil Enginesrs (ASCFE) gave & “D" grade in its 2013 Report Card
on America's drinking weter and wastewater infrastructure.

The GOVERNING Institute recently surveyed state and local
govsrmnment leaders abolrt thair nesds for water infrastructure
improvemeants, Elghty-one percent of respondents expected to
make slgnificant investments in waier and wastewater infrastruc-
ture, while 82 percent of respandents said that they have signif-
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But these improvements,
replacemeants and general main-
tenance don't come cheap and
local governments, which ars stiil
reeling from the recession, often
have more pressing day-to-day
issues that capture their atter-
tion and iheir dollars. Budgets
are constrained, and increasing
taxes and water rates on similarty
stressed taxpayers and rate-pay-
ers are an unpleasant option. Nor
is the federal government a [ikaly
source of funding as much as it
used to ba. Fifty-six percent of
those surveyad by the GOVERN-
ING Institute sald funding is the
most significant barrier they face
i water infrastructure projects.

30 how do states and municipalities pay for these much-
needed projects with money so tight?

To help answer ihis guestion, in June 2013, GOVERNING
hosted a mesting of local government leaders, experts and
private sector exscutives to discuss the future of water manage:
ment, During the *Transforming Watsr Management: Building
a Fufure Levaraging Existing Resources” event, many leaders
returnad to the same conclusion on the best way forward:
public-private partnerships (P3s).

Why P3s Mow?

A decade ago, municipal governmants may have been able
o fund water improvement themselves with tax-exempt bonds.
But times have changsd, said Bradford 8. Gentry, director of the
research program on Private Invastment and the Environmient at
Yale University. The interest rate differential favaring tax-exempt
bonds over taxable financing has been reduced considerably,
creating an opportunity for privaie investors,

By partnering with a private water utllity, local government ens
ties can unlock the monetary value hidden in their waler assets,
obtain financing to pay for nfrastructurs pro;"ects and acguire the
latest tools in technoiogy innovations — all while retaining owner-
ship of their systems. Once unlocked, this money can be used
to not anly fund infrastructure projects and improvements, but
other budgetary needs, ranging from unfunded pansion liebilities
to lipraries. The unlocked money can aiso be used for important
projects that drive ecenormic devslopment.

P3s: Not an Either/Or Scenario

In the past, some P3s recelved an undessrved reputation
as being bad for government, with critics alleging that tax-
payers had glven away an important asset to a profit-making
company and that public sector employaes lost thair jobs 1o
private sector workers,

But Stephen Goldsmith, former mayor of indlanapalis and
currently a professor at Harvard's Kennedy Schoal of Govern-
ment, said there are several false choices for governments wher
it comes ta P3s, The first false choice is viewing this as a choice
between pubiic and private sectors. Goldsmith said it's more
about how to integrate the two together,

“The best run systems are the most amenabie to integrat-
ing the best of both public and private,” said Goldsmith, who



funds by half, to the lowest level since 1975,
at a time when more than two-thirds of the
metros in the country have not yet recov-
ered the jobs lost during the recession.

A recent Government Accountabil-
ity Office report was pessimistic. Tax
revenues for states and localities, it
predicted, “will remain below the 2007
histerical high through 2060 due to the
projected modest growth in receipts.” It
concluded that the declining fiscal con-
ditions mean that state and local govern-
ments will “need to make substantial
policy changes teo avoid growing fiscal
imbalances in the future.”

Seo what will those paolicy changes
be? Not surprisingly, the different
approaches in the states will reflect the
schism in Congress. The red states are
more likely to lower income and cor-
porate taxes, cut spending and refuse
to cooperate with Obamacare. The blue
states already have raised taxes to close
budget gaps and invest in education and
infrastructure, as well as set up their own
health-care exchanges.

A number of red states—Kansas, Lou-
isiana and Nebraska, among them—are
trying te cut or eliminate income taxes
by increasing sales taxes, with the idea
that the switch will attract investment
and eventually pay for itself. The problem
is that sales taxes are regressive, slower
to revive from downturns, and no lon-
ger track consumption since they rarely
caver services.

Judging from past experience, it is the
tax cutters who bear the burden of proof.
Most prominently, George W. Bush passed
the largest tax cut in U.S. history in 2003,
but his term in office proved to be one of
the least economically successful of any
president since World War IT.

5till, we need to keep an open mind.
Washington is hopelessly mired in the
muck, but states are not. We now are
experiencing the highest concentration of
partisan power in states since the 1940s,
with one party in charge in 43 states, So
lots of experiments are in the works. We'll
have to see how they turn out. G
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entered a P3 during his tenure as mayor to operate Indianapolis’
wastewater ireatment facilities and sewage collection system.
"We were smart enough to know we were good, but not great

The second false choice is that the only way for govern-
ment to save money 18 by being hostile to labor in Indlanapclis,
Goldsmith sald, municipal unions were unreceptive to the P3 at
first; they weara angry and scared. But after the deal was signed,
workers compensation claims dropped 80 percent and no
gavernment workers tost their jobs during the transition. "This
doesn't need to be done on the backs of labor” he said.

The third false choice is that the govemiment entlty will lose control
anct ownership of its water system if it enters intc a P3 with a private Ltk
ity. But Goldsmith said "that's Just an ftem in the contract,” noting that it
I3 critlcal for the government side o be well prepared 1o look out for its
interests, nat just at contract signing but throughout the life of the deal

Joseph P Baurann Jr, counsel for the Bayonne Municipal
Authority in New Jersey, which recently entered imio a P3, noted that
many such partnerships have failed due to their lack of oversight,

Benefits of P3s te Local Government
Done right, public-private partnerships provide many benefita
o focal governments, among them:

v Upfront payments to fund infrastructure projects and other
budgetary needs

In its P3, the Bayonne Municipal Authority in Bayonne, N.J.,
receivad an initial upfront payment of $180 million, which will
be used to eliminate the authority's existing debt and half of the
city's debt, The private partner is committed o investing another
$157 million over the life of the 40-vear contract.

Alleritown, Pa., earlier this yvear agreed to lease s water system
to a partner. The lease gives control of the system to the partner
far 50 years in exchange Tor a $220 million upfront payment,
which Allentown plans to use to eliminate its unfunded pension
llability, estimated at $160 million. The money will aiso be Lsed o
pay off $30 million of city water and sewer system debt and add
$20 milion to the city's genaral fund,

“We received mongy to fix other structural deficits that could
have everntually bankrupted the city" Allentown Mayor Ed Paw-
lowski said at the GOVERNING event,

v Rate predictability

Bayonne water customers were facing a 30 percent rate
incrsase shock foliowing several years of no rate increases.
According to its P3 arrangament, in exchange for an initial rate
increase of 8.5 percent, or apout $5 a month per residence,
rates will be frozen until 2015, when a 3.5 percent increase is

) iee

The Next Phase in P3s: Regional Authorities
Public-private partnerships can play an important role in the
creation and implementation of regional water authorities and

the cooperation of various governmental entities, each with its
own narrow interests.

In addition to providing financing and technical expertise,
the involvement of the private sector can often offer a means
to get all of the various political subdivisions to work together
effectively. “The private company can serve a diplomatic role to
get various political subdivisions to join together into a regional
authority,” Anthony Coscia, chairman of the United Water Board
of Directors, said.

scheduled, After that, 70 percent of annual rate increases are
fixed with the rast tled 1o an inflation index.

» Access to the latest technology

With just 31 employees, Bayonne's water department dian't
have access to or the expertise to take advantage of the latest
innovations, Baurmann said. But Its P32 arrangement will includs the
installatton of a new wireless meter reading system that transmits
data directly from hornes into the customer killing system, as well
as cther monitoring systems to help reduce watsr loss from leak-
age, priortize pipe replacement and inyerove oparational efficiency.

Deals llke Bayonne's "combine creative financial engineering
and aperational excellence,” Goldsmith sald,

v Higher credit ratings

Shortly after Bayonne signed its P3 contract, Moody's Inves-
tors Service raised the city's debt outlook from negative 1o stable.
Moody's also called Allentown’s lease of its water system a “credit
pogitive" for the city.

Moving Forward with P3s

While thara are clearly significant opportunities for F3s in
water, these partnerships can bensfit state and local govern-
ments in g host of other areas as well, including electricity gen-
eration and distribution; education, health care and correctional
facilities; garbage disposal and resource recovery, and even
municipal parking meters. The most impertant thing from the
government’s perspective is that it must first undarstand what it
is trying to accomplish, whether that be providing ongoing mon-
etary savings, financing infrastructure improvements, improving
access to technology or establishing predictable rates. Once
raalistic goals are set, the agency can establish what it must do
to protect its interests throughout the life of the agreement.

About United Water

United Water is one of the nation’s leading environmental companies, praviding water and wastewater services to approximately
5.5 million peopte in the United Siates. in addition to cewning and operating 16 water and wastewater uillities, Unlted Water cperates
90 municipal and industrial water and wastewater systems through innovative public-private partnerships and contract agreements.

About SUEZ ENVIRONNEMENT

Founded in 1868, United Water is a subsidiary of SUEZ ENVIRONNEMENT.

Natural resources are not Infinite. Each day, SUEZ ENVIRONNEMENT (Paris: SEV, Brussels: SEVB) and its subsidiariss deal with the
challenge af protecting rescurces by providing Innovative sofutions to industries and 1o millions of people, SUEZ ENVIRONNEMENT
supplies drinking water to 97 million people, provides wastewstsr treatmsnt services for 88 million peopie and collects the waste

produced by 50 milion people, SUEZ ENVIRONNEMENT has 79,550 employees and, with its presence on a global scale, Is a world

leader exclusively dedicated to ervironmental services, SUEZ ENVIRONNEMENT, reported sales wumover of 14.3 billion Euros ($19.5

billlon USD) at the end of financial year 2012,

watershed-areas; which-eften-invelve-many players-and require. -
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Politics +Folicy ‘ HEALTH

By David Levine

Reining in Health-Care Costs

California tackies runaway hospital pricing with a competitive experiment.

merica has the highest health-
care costs in the world, and
L nothing illustrates the problem
j %more clearly than the irratio-
nal world of hospital pricing, where the
same service with the same cutcome can
vary exponentially in cost. But the state of
California has brought some clarity to this
issue, and the rest of the country—beth the
public and private sectors—is taking notice.

In 2008-2006, executives with the
California Public Employees’ Retirement
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System (CalPERS), which manages the
nation’s largest pension and health ben-
efits program, drilled down to find the
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biggest health-care cost drivers. Given the
average ages of their 1.3 million members,
arthritis was predictably high on the Hst.
 “We dug into it a little more and saw that
price variation among hospitals for [single-
joint replacement] surgery varied from about $15,000 to arourd
$100,000, with the same outcomes,” says Ann Boynton, deputy
executive officer for CalPERS Benefit Programs Policy and Plan-
ning. “There really was no excuse for that variation in pricing”

So CalPERS asked Anthem Blue Cross, its health insursnce
carrier, to find a better approach. Analyzing data from hospitals
throughout the state, Anthem settled on an average price of $30,000
for single knee and hip replacement. The group identified hospi-
tals—from large medical centers to smaller commumity hospitals—
in each of the state’s 58 counties that could meet both that price
point and geographic demand. Beginning in 2011, CalPERS told
members that if they went to these approved centers, insurance
would cover it all, save for the usual 20 percent coinsurance, Hthey
didn’t, members had to pay the difference.

How did #t work? The average amount Anthem paid to hospitals
for a joint repiacement dropped from $34,742 to $25,611, an overall
savings of about $5.5 million during 2011 and 2012, with no loss of qual-
ity. Yes, that represents barely a drop in California’s overall $6.6 billion
annual health insurance bucket. But the modest savings hasled to a
more significant revelation: Pricingis not tied to quality; says Boynton.
In fact, that's the problem. It's still not clear what pricing is linked to.
“We want to find things that are market-changing” she says, “so the
people of California can change behavior in a positive direction. That's
an important aspect of what we do as a government purchaser”

As with any market-changer, there was pushback. Members
expressed concern that their doctors didn’'t have admitting privi-
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America’s health-care costs significantly exceed what other countries spenid,
yet the quality of care is about the same.

leges in: the program hospitals or that they would have to travel
farther. But no one was concerned enough, Boynton says, that
they opted to pay the difference. “We think this was successful
because now people had real skin in the game.”

Surgeons were sirprised to learn the wide differensces in hospital
costs. “They knew what they got paid but not what the hospitzals are
charging” she says. “This was a good example of shining a light into
a dark corner”

Tor other states or localities looking at competitive pricing
models, Boynton says that “your plan partner is crucial for suc-
cess. Anthem’s willingness to participate was very instrumental.”
Communication with members is also critical. “You don’t want
people getting shocking, horrifying medical bills out of the blue,”
she says. “Preauthorization intervention—so members are well
informed as they move into this kind of process—you can’t under-
estimate how important that is”

Be prepared for serious biowback from high-priced hospitals
too. “We had some fairly irritated hospital CEQs,” she says. The
upside, though, is that the prices they charged for hip replace-
ments also declined dramatically, from an average of $43,308 in
2010 to $27,149 in 2012,

Funny how competition works. “Government’s ability to find
ways to change the economic dynamics by forcing change,” says
Boynton, “is incredibly important” G
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