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Executive Summary
A number of operational challenges are faced by small rural water systems as they strive to provide safe, reliable, and affordable water service to their customers on a sustainable basis.  The manner in which a water system is owned, organized, and operated can provide some advantages and disadvantages in terms of meeting these challenges. 

This paper compares the advantages of alternative forms of “public” ownership.  For purposes of this paper, public ownership is defined to include (1) systems owned by local or county government entities (the criterion for US EPA’s definition of public systems) as well as (2) systems owned by private nonprofit organizations such as rural cooperatives or homeowners associations.  The latter category is included in our broadened definition of “public” water systems because they are inherently public in character; we include entities that are privately held but operate as not-for-profit providers of public services for the organizations’ owners (i.e., they are “quasi-public” organizations rather than investor-owned businesses providing services to others for a profit).

In this white paper, we describe a range of public and quasi-public ownership forms, and discuss the pros and cons of each. This is presented to provide public officials, system operators, and community members with some perspective of what their organizational choices might be as a public entity, and to help them evaluate these public options.  To a lesser degree, this evaluation also contrasts public systems to potential privatization by an investor-owned, for-profit entity.  Exhibit ES.1 provides an overview of our major findings and observations for municipal systems (i.e., owned by villages, towns or cities), county systems (e.g., larger-scale, regional versions of municipal systems), districts and authorities, homeowners’ associations, and rural cooperatives. 
	Exhibit ES.1: Comparing Various Forms of Public Options for Water Supply Systems

	Owner
	Comparative Advantages or Disadvantages

	Municipal 
	} Can share resources with other city or town public works agencies.

} Revenues and costs can get intermingled with other city/town activities, leading to competition in capital and operating budgets (except in larger cities, where mutual fiscal advantages arise when water system is a stand-alone fiscal enterprise).

} Reasonable access to capital (but dependent on city financial standing unless water department is a stand-alone enterprise).

} Can be influenced and constrained by local politics (e.g., capping rate hikes necessary for sustainable operation) and city employee agreements.

	County
	} Similar to municipally-owned systems (see above).

} Offers economies of scale and scope, and better access to capital markets, compared to individual smaller jurisdictions within county.

} Provides centralized mechanism to plan and manage (limit or stimulate) regional growth (e.g., what services are offered where, setting and capturing system development charges).

	Districts and Authorities
	} Provides some (but limited) independence from local governments and associated politics (still owned by and part of local or county government, typically run by Board appointed by local elected officials).

} Separates financial standing and capital market access from credit rating and debt capacity of local governments. 

} Offers economies of scale and scope, and better access to capital markets, compared to individual smaller jurisdictions within county.

} Provides functional mechanism to help form and manage regional systems to serve multiple jurisdictions (joint ventures of underlying local jurisdictions that may provide localities ability to help manage or even own local assets. 

} Provides centralized mechanism to plan and manage (limit or stimulate) regional or county-wide growth (e.g., what services are offered where, setting system development charges). 

	Homeowners Associations (nonprofit)
	} Access to capital can be very limited.

} Technical expertise for operations and management often lacking.

} Typically lack any economies of scale. 

} Liability protection for Board may be concern, insurance coverage available. 

} Eligibility for DWSRF funds may be precluded in some states.

} Economic regulation by state commission may apply.

	Rural Cooperatives
(nonprofit)
	} Facilitated by, and track record of success due to longstanding link to USDA programs (RUS and, previously, Farmers Home Administration)

} Familiar organization approach & proven mechanism for advancing common goals in rural setting. 

} Eligibility for DWSRF funds may be precluded in some states. But traditional access to USDA monies has been helpful.


INTRODUCTION

The fundamental objective of a water system is to provide safe and reliable water service at a reasonable cost. A number of operational challenges must be met day in and day out to meet this objective. More than that, however, the nature of the day-to-day challenges has changed significantly over the past few decades and will continue to change in the future, presenting a moving target. Water systems must not only meet today’s needs but also be capable of adapting to meet tomorrow’s needs as well.  The manner in which a water system is owned, organized, and operated can provide some advantages and disadvantages in terms of meeting these challenges. 

This paper compares the advantages of alternative forms of “public” ownership.  For purposes of this paper, “public” ownership is defined to include ownership by local or county government entities as well as ownership by private nonprofit organizations such as rural cooperatives or homeowners associations that are inherently public in character.  This definition of public organizational structures is broader than used by the U.S. Environmental Protection Agency (EPA), because it includes entities that are privately held but operate as not-for-profit providers of public services for the organizations’ owners (i.e., they are “quasi-public” organizations rather than investor-owned businesses providing services to others for a profit).

This paper is organized as follows.  First, the various forms of public ownership are described. Then, the relative advantages of each form are discussed, framed by the context of the growing challenges faced by water systems as they strive to deliver high quality services in an affordable yet sustainable manner.  This is presented to provide public officials, system operators, and community members with some perspective of what their organizational choices might be as a public entity.  It also is intended to provide information to help them evaluate these public options – primarily comparing one public form of public organization to the others and, to a lesser degree, contrasting public forms to privatization by an investor-owned for-profit entity.

BACKGROUND

In EPA’s Safe Drinking Water Information System (SDWIS), the public ownership category is defined to include water systems owned by either state, federal, or local governments. Most of these public systems are in municipal or county ownership. Unfortunately, EPA’s private ownership category includes both for-profit and nonprofit organizations lumped together. These consist of for-profit water companies and mobile home park operators, as well as nonprofit entities such as rural cooperatives or suburban homeowners associations. There is no means of separating out the nonprofit entities in the EPA database.  

Of the almost 53,000 community water supply systems regulated by the EPA, about 44,500 (84%) are classified as “small” systems serving fewer than 3,300 persons (approximately 1,000 service connections). Two-thirds of these, about 30,000, are classified as “very small” systems serving fewer than 500 persons (U.S. EPA, 2002). There are important differences in ownership patterns between systems serving more than 500 persons and those serving fewer than 500 persons. 

Of the 30,000 systems serving fewer than 500 people, almost 22,000 (72%) are classified by EPA as private. There are about one and a half times as many of the very small (<500 persons) water systems in suburban areas as in rural areas (USDA, 2003). By EPA’s definition of private ownership, the very small suburban systems are about 80% private, whereas the very small rural systems are about 60% private. In reality, many of these very small private systems are non-profit cooperatives – either suburban homeowners associations or rural cooperatives – that are essentially “public” in character.  These very small systems also tend to use predominantly groundwater or purchased water.  

In contrast, within the 500-3,300 persons served category, the majority (70%) of systems are classified by EPA as being in public ownership – meaning mostly local governments, county governments, water districts or water authorities. These relatively larger systems tend to be older and make greater use of surface water sources. 

TYPES OF “PUBLIC” OWNERSHIP

The following alternative types of “public” ownership are covered in this paper:

} Municipal Systems – These are water systems that are owned and operated as an integral part of town or city governments.

} County Systems – These are water systems that are owned and operated as an integral part of county governments.

} Water Districts and Authorities – These are separate organizational entities formed by local, county, or state governments for the sole purpose of owning and operating a water system.

} Non-Profit Homeowners Associations – These are cooperatives that are often established by residential developers to own and operate water systems serving suburban housing developments.

} Non-Profit Rural Cooperatives – These are cooperatives formed to own and operate water systems in rural communities.

In the sections below, each of these forms of public and quasi-public ownerships forms is described.  Later in this white paper, the comparative advantages of these alternative forms of public and quasi-public organizations are discussed. 

Municipal Systems
Municipalities own and operate water systems across a large range of types and sizes of systems.  The organizational structure of municipal systems varies accordingly.  

As illustrated in the EPA data presented earlier, municipal ownership and operation is most rare in the size range of systems serving fewer than 500 persons.  This is often because cities and towns have often not been incorporated in such small communities.  So while, there may be a water system in a very small community, there may not be a municipal government.  It is no surprise, therefore, that non-profit cooperatives are the most popular choice for “public” ownership and operation in such very small communities, as indicated in the EPA data.  

In slightly larger communities serving 500 to 3300 persons, the municipal form of ownership begins to predominate.  The larger communities are more likely to have an incorporated city or town government.  In municipal systems in this size range, it is common for the water system to be totally integrated into the local government organization rather than existing as a separate department.  In a small town’s government, the same few people do most everything.  The same trucks and backhoes serve all the city functions.  Significantly, the capital and operating finances of the water system may be completely intermingled with the town’s finances and there may not be a separate charge for water.

Proceeding up the size gradient, somewhat larger municipal governments are organized to operate water systems as part of a separate Department of Public Works (or comparable organization) that has a separate budget within the city budget.  The water system may still share people and equipment with other public works projects in this form of organization.  As cities become larger, a separate water department is often formed within the public works department with its own people, equipment and budget.  

At the largest end of the size scale, stand-alone water departments are organized as enterprise funds within the city government.  In this form of organization, the water system is separated from all other city functions in order to operate as a stand-alone business enterprise.  Its operating budget is separated from the city budget and it raises its own capital using revenue bonds backed by water revenues.  Its employees are still city employees and it may use other city services, but on a pay-as-you-go basis.  

County Systems
County governments vary tremendously in their form of organization and scope of services.  Those engaged in ownership and operation of water systems often reflect several broad stereotypes, depending on whether the nature of the county is urban, rural, or somewhere in between.  

One end of the spectrum is represented by heavily urbanized counties in which water infrastructure has grown to be so extensive that it is identical in nature to a city water system.  In this setting, the major difference between city government ownership and county government ownership is in the name.  Depending on size, the water system may be a department within the Department of Public Works or it may be a stand-alone water department established as an enterprise fund within the county government.  

Another familiar type is a non-metropolitan county that is experiencing considerable growth and is clearly on its way to becoming more suburban or urban in character.  In these settings, county governments have sometimes stepped into the role of water system ownership and operation in order to manage such growth.  Sometimes this involves the management of numerous small facilities built to serve residential developments throughout the county and sometimes it involves one or several growth hubs centered about a few of the larger towns.  The internal organization of such county water systems would again mirror that of comparable cities.  

Rural counties have also become active in the ownership and operation of water systems.  Some very innovative programs have been devised in which a county can assist its towns in raising capital by bundling all the capital needs together and applying for financing at the county level.  In other instances, counties have helped towns to get the operations expertise they require by providing a central staff that can service all the individual systems.  Such county-wide systems are also typically characterized by a uniform water rate that evens out the cost of water supply across the entire rate base in the county.

Water Districts and Authorities
Like counties, water districts and authorities take multiple forms all across the country.  This results from the fact that the capabilities of these entities are defined in state laws that are different from state to state.  Different types of entities also tend to exist at different scales of operation.

At the smallest scale, water districts or authorities often were formed to support residential developments and to serve the same purpose as homeowners associations (discussed below).  Some of these developer-created forms produced financial problems if the subdivision was unsuccessful.  Many states have since tightened their requirements for formation and oversight in order to prevent a recurrence of the creation of often nonviable water systems of this type and scale.  Some states have even extended regulation by the state public utility commission to include water districts and authorities.  

More commonly, water districts or authorities are formed by local or county governments.  This provides a means of further separating the water system as a stand-alone entity with its own finances, but it is still technically a part of the local or county government.  In most instances, water districts or authorities are governed by a Board of Directors that is appointed by the underlying local or county government.  However, by completing the financial separation from local government, it allows the water system to use its revenue base to raise its capital and operating costs while at the same time demonstrating to the financial community that water system needs and financial obligations should not affect the credit rating or the debt capacity of the underlying local or county government.  The net result is that the local or county government may obtain more favorable access to financing for other public purposes.  

Another popular use of water districts and authorities is in the formation of regional entities to serve multiple local jurisdictions.  In these arrangements, the Board of Directors typically contains appointees for each participating jurisdiction, sometimes in proportion to the level of participation.  As regional entities, water districts and authorities can be very flexibly defined to serve a variety of purposes.  The conventional approach would be to own and operate all the water systems within the constituent jurisdictions, spreading the cost as a uniform rate to customers.  Alternatively, there are also operating districts and authorities that provide only centralized operations while facilities continue to belong to the constituent local governments.

Finally, there are also wholesale districts and authorities formed for the purpose of developing and distributing raw water supplies throughout a region.  In many large metropolitan areas, regional districts and authorities have been formed by acts of state legislatures, empowering them with unusual capabilities such as the ability to tap into property tax revenues in some cases.

Non-Profit Homeowners’ Associations
In the vast suburban and outer “ex-urban” regions of the country, residential developers have frequently created homeowners associations to tend to the needs of common property elements that include water systems in many instances.  Technically, the water system is private property, but is owned collectively by the homeowners.  Their association is therefore a cooperative.  Since they are operated on a non-profit basis as well, they are included in the scope of water system ownership forms that are inherently “public” in character (even though EPA’s definition would place these systems in the “private” ownership category).  

Homeowners associations are typically operated by a Board of Directors elected from the membership.  Capital financing can be a challenge for homeowners associations.  Local banks and levies on individual members are the most common sources of capital.  The water system may be separately financed through a water rate or water service may be included in the association fees that cover operation and maintenance of other common facilities.  Homeowners associations often hire outside service providers to perform operation and maintenance services unless one of the residents happens to be appropriately skilled and willing to take on those responsibilities.  

Non-Profit Rural Cooperatives
In many rural areas, the establishment of central water and sewer service in small communities has been made possible through the financial and technical assistance programs of the US Department of Agriculture’s (USDA’s) Rural Utilities Service (RUS, formerly, the Farmers Home Administration).  Already popular in other agricultural programs, the cooperative form of organization is a familiar and proven mechanism for advancing common goals in a rural setting.  These institutions have been further strengthened by the good financial discipline imposed over the years by the assistance programs that require a fundamental set of best management practices in bookkeeping and reporting.  Rural cooperative are managed by a Board drawn from the membership.  A variety of means of providing for operation and maintenance are in use, ranging from outside services to training of local residents supported by technical assistance.  

COMPARATIVE ADVANTAGES OF PUBLIC ORGANIZATIONAL OPTIONS
Much has been written about the importance of assuring that a water system has the institutional capacity to meet the performance requirements that are expected of it.  This concept of institutional “capacity” has in fact been defined by EPA as consisting of three elements: financial, technical and managerial capacity.  The different forms of public ownership have different characteristics in terms of these three elements of institutional capacity.  To simplify the discussion a bit, the comparative advantages of the different forms of ownership are considered below in terms of just two broad categories: financing considerations and operating considerations (combining technical and managerial elements).  

Financing Considerations
There are two essential aspects of the financial capacity of a water system: (1) obtaining capital for re-investment or expansion and (2) recovering a sufficient cash flow from water rates to cover the routine costs of operation, maintenance and capital repayments (i.e., debt service).  Both of these functions are affected in various ways by the form of public ownership.  The differences are reviewed in the ensuing discussion, progressing from large public organizations to smaller ones.  

Large Water Systems (> 50,000 persons served)

As discussed above, large urban water systems in public ownership are very similar whether they are part of city governments, county governments, or established as stand-alone water districts or authorities.  The very largest city and county water systems are typically established as enterprise funds, thus segregating their finances from those of the underlying government.  This separation can make them as much of a stand-alone entity as a water district or authority.  

A significant benefit of these stand-alone, or autonomous forms of public organization is derived by the underlying governments because the financing needs of the water system are “off the books” of the government entity.  Repayment of loans or bonds taken on by the water system are guaranteed by the pledge of water revenues and do not require backing by the full faith and credit of the underlying government entity.  Water system debt obligations do not therefore affect the credit rating of the government entity and do count against the debt ceilings imposed on many local governments.  Revenue bonds issued by these entities can be very attractive because they provide a higher return than general obligation bonds issued by a city or county, and yet they are still tax exempt.

The autonomous entities that characterize the large end of the size spectrum also have an advantage when it comes to maintaining a sufficient cash flow to meet operating needs.  To meet the conditions required of an enterprise fund or a separate district or authority, it is necessary that the rate setting practices of the organization be removed from the influence of local politics and dedicated by charter to the concept of full cost recovery.  The executive boards of these organizations are likewise charged with the responsibility to implement full cost recovery. 

While there may be transactions between these entities and the underlying local government involving provision of specific services, the operations are largely separate from those of the underlying government.  This separation provides important assurance to capital markets and also assures customers that rates are based simply and transparently on the cost of service.  While some of these entities may provide an annual cash payment to the local government entity, it is generally regarded, quite legitimately, as the equivalent of returning a dividend to the owners and does not represent meddling in the water system finances.  The fact that the capital markets would not approve of significant unfounded transfers to local governments places natural limits on the practice.  In some places, state public utility commissions have extended their regulatory oversight to some water districts and authorities, providing an additional governor on rate setting practices.  

Medium Size Water Systems (10,000 – 50,000 persons served)

Municipal Systems. Municipal water systems in the middle size range are typically organized as a department within the town or city’s Department of Public Works (DPW), or a functional equivalent of a different name.  In this size range the capital needs of the water system will be included in the overall DPW capital budget which will, in turn, be included in the overall city budget.  On one hand, this means that water system capital needs must compete with all other municipal needs.  On the other hand, capital financing in this mode of operation is obtained through the issuance of general obligations (loans or bonds) backed by the full faith and credit of the city.  This form of financing provides assurance to the capital markets that repayment is guaranteed by a commitment to raise local property taxes if necessary.  The additional assurance is rewarded by a lower interest rate than that charged for debt that is backed only by water revenues.  

In terms of meeting the cash needs for operation and maintenance and debt repayments, water systems that function as part of a DPW typically require political approval for rate adjustments, thus placing the issue of cost recovery in the political arena.  While this is always a challenging process that involves some uncertainties, it helps to assure transparency and can provide a valuable avenue for public education and building support for rates.  

County Systems. At the county level, many water systems within the medium size range are organized within DPW’s  and face many of the same challenges as city systems.  An additional dimension exists when the county is in a suburban area and coping with growth pressures.  In this circumstance, the water system is likely to be positioned in the middle of political debates over the rate and form of urban growth.  However, it may seen as beneficial that the water system obtains approvals for both rates and capital expenditure from the same political leaders that are making the growth management decisions.  This can help to assure that infrastructure needs will keep up with growth.  Another advantage of a county system derives from the fact that a county-wide approach to providing water service can even the cost of bearing growth across all residents (including the collection of appropriate system development charges) and provide for the most cost-effective development of infrastructure at a regional level.

Districts and Authorities. Many water districts and authorities exist within the medium size range.  As described above for larger systems, these entities have the advantage of being a bit further removed from the political arena relative to their city- and county-owned counterparts when it comes to raising capital and rate setting, but they are not totally isolated from local politics.  These entities are created by underlying local governments and their executive boards are politically appointed.  In addition, as mentioned in the discussion of large systems, some states have extended regulation by public utility commissions to these entities to varying degrees.  For the most part, the advantages in raising capital and establishing adequate rates are the same for these medium size districts and authorities as for the larger ones – local governments benefit by getting water service “off their books” and revenue bonds provide an attractive offering in the capital markets due to their tax exempt status and higher returns.  

An additional benefit of the district and authority form of organization in the medium size range derives from the ability to form these districts or authorities as joint ventures of several underlying local jurisdictions.  This may be stimulated by a desire to manage growth within a region or to obtain economies of scale or economies of scope (i.e., more options to choose from) within a region.  Moreover, several small jurisdictions faced with an expensive proposition, such as developing a new source of supply, may find that formation of a new wholesale district or authority for the purpose can not only lower the cost, but provide an entirely new avenue of access to capital markets via revenue bonds.  

Small Water Systems (<10,000 persons served)
In the small water system segment of the water industry, the intensity of the use of capital in relation to the scale of operation becomes very extreme (Beecher et al., 1992). 

} Small water systems in the 500-3,300 persons served size category require about four times as much capital per gallon of water sold as systems serving more than 50,000 persons.

} Very small water systems serving fewer than 500 people require about 8 to 10 times as much capital per gallon of water sold as systems serving more than 50,000 persons.

City and County Systems. City and county water systems are the prevalent form of organization at the large end of this size range (about 10,000 such systems exist in the United States). Communities of this size tend to have a Department of Public Works, but the water system is less likely to be identified as a separate department within the DPW than in the medium size range.  At smaller and smaller sizes, the water system is more and more likely to be just a function of the DPW and in very small towns, there may not even be a DPW.  In these settings, the ability to obtain adequate capital resources and adequate cash flow from rates increasingly is a function of the efforts of a few people running the organization.  Cities and counties within this size range may not have access to the municipal bond market due to their small size.  Some states, however, provide the service of operating bond pools for small jurisdictions in which the offerings of multiple jurisdictions are bundled together into a larger issue that is accompanied by state credit guarantees.  In recent years, the emergence of the Drinking Water State Revolving fund (DWSRF) under the Safe Drinking Water Act has provided many small municipalities with a new source of loan financing at below market interest rates.  In addition the US Department of Housing and Urban Development’s Community Development Block Grant program favors small, disadvantaged communities and the US Department of Agriculture’s Rural Utilities Service provides grants and loans to small rural communities.

Districts and Authorities. For the most part, water districts and authorities exist near the larger end of the small system size range and are less common at the lower end.  As with cities and counties in this size range, it is much more difficult to access the bond market with very small issues.  As non-profit creatures of their underlying local governments, water districts and authorities should have equivalent eligibility for the available government financial assistance programs mentioned above.  By far the greatest potential advantage of a water district or authority to systems in this size range is the possibility of forming a larger multi-jurisdictional organization that would give the collective small entities the critical mass needed to access the bond market.  

Homeowners Associations. Non-profit homeowners associations are prolific throughout the smallest end of this size range.  These are probably the weakest of all the “public” forms of water system organization.  Their sources of capital are limited to levies on individual members, DWSRF loans (in some states), and bank loans (if available, based on a credit evaluation).  Early in the life of a suburban residential development, the water system may not require much capital replacement and a homeowners association may appear to function well since the co-op fee structure is a very suitable mechanism for collecting revenues needed to cover operating and maintenance costs.  However, when capital needs for infrastructure replacement and SDWA compliance materialize, it is no surprise that many residential developments are absorbed into larger systems, especially in growing suburban counties.  With little or no credit history and transient suburban populations, it is difficult for these entities to initially establish a credit history.

Rural Cooperatives. Non-profit rural cooperatives exist in large numbers in this size range due in no small part to the availability of grants and low interest loans from the USDA RUS.  This program focuses assistance on rural communities serving fewer than 10,000 persons that are served by either local governments or non-profit organizations.  Cooperatives have flourished due to the familiarity of this form of organization in agricultural programs and as a result of the good financial discipline imposed by the RUS lending requirements.  In many cases, the very establishment of central water service originated under a loan or grant from the Farmer’s Home Administration (the organization which became the RUS).  The program requires thorough and transparent bookkeeping and annual financial reports to document that all cash requirements of system operations are being fully covered through rates.  Over the course of time, it has, in effect, created creditworthy organizations by giving them the chance to demonstrate the reliability and adequacy of their revenue streams for repayment of obligations.  A very mature relationship has arisen between these cooperatives and the RUS.  It is noteworthy that, nationwide, only a very small proportion of the loans made by state DWSRF programs have been awarded to non-profit cooperatives.  

Operating Considerations

The form of public organization affects the technical and managerial capacity of a water system in several ways.  It affects the level of management attention focused on system performance, the attention devoted to adequate staffing and training, and the attention given to providing and maintaining adequate equipment and facilities.  These and other topics are reviewed in the following discussion, progressing from large to small sizes of systems.

Large Systems (> 50,000 persons served)

Operating practices of cities, counties and water districts or authorities in the large size range are very comparable.  The essential factor that makes them so similar is their autonomous nature that forces them to operate as a stand-alone enterprise, raising their own capital and recovering all costs through rates.  As officially recognized public enterprises, they are constantly compared to private sector performance benchmarks and typically apply all the same modern management practices in order to obtain comparable levels of performance.

Many of the larger public organizations have undergone significant changes in staffing and training over the last decade.  Competitive pressures have resulted in reductions in the total number of staff employed and in re-definition of job functions for staff at all levels to incorporate more cross-functional responsibilities.  Some of these changes have required very difficult labor negotiations.  In the end, however, changes have been brought about.  Although public sector labor relationships may be more involved than some that exist in the private sector, these organizations have achieved significant progress nonetheless.

On the facilities side of the equation, a major area of concern that has obtained much awareness in recent years is the presence of large infrastructure replacement needs in many older cities.  By their nature, assets like large cast iron pipes that have lasted over a century have never had to be replaced until now.  Hence the fear is that the insertion of these “new” capital needs into utility budgets will cause other needs to be pushed aside.  Again, with proper management of this challenge and available assistance, it is likely that the largest water systems can handle this additional need.  If additional infrastructure funding is provided to the DWSRF program to meet these needs, even the large public systems in the oldest cities with the biggest problems should be able to manage their way through.

Medium Size Systems (10,000 – 50,000 persons served)

Medium size city and county water departments organized within a DPW typically are in step with the same modern management trends that have been sweeping the larger stand-alone water utilities in the industry.  The introduction of quality management and competitive improvement practices has penetrated local government and carried to the water departments and their allied agencies.  The result has been the same changes in staffing levels and job functions achieved in larger water utilities.  

Many medium size water utilities face the same challenge in replacement of aging infrastructure as their larger counterparts.  With proper planning and support from programs such as the DWSRF, this should be a manageable problem.  The demands in this area should not supplant other needs to maintain adequate facilities and equipment.  

City and County Systems. The demands are often greatest in places where needs for replacement exist in addition to needs for growth.  In areas undergoing a new wave of urban growth or a wave of suburbanization, many medium sized utilities must cope with both demands simultaneously.  In such circumstances, it is advantageous to have a city or county water department since public provision of new infrastructure to meet growth requires a prior determination of the course of growth management at the political level.  Although it may seem at times like the water department is perpetually in the middle of this issue, it is the local democratic process that is in the lead, as appropriate.  Extending water infrastructure entails costs to be borne fairly and constitutes a long-term commitment to provide service.  Such commitment is a natural governmental function in such circumstances.  

Districts and Authorities. Water districts and authorities in such growth-oriented medium size communities may offer an additional advantage in moderating growth issues since their stand-alone financial status compels them to recover the full cost of growth and their potential to exist as multi-jurisdictional entities offers the opportunity to follow growth when it crosses jurisdictional boundaries.  Sometimes, local political officials prefer to settle the growth issue at arms-length by allowing the water district or authority board to decide the best manner in which to extend service on the basis of sound engineering and cost analysis, taking it at least partially out of the political arena.  Although board members are typically political appointees, boards are customarily balanced and charged to make the best decisions from an infrastructure perspective.

Small Systems (< 10,000 persons served)

City and County Systems. Small city and county governments providing water service in small communities face an increasingly challenging operating environment.  But in these communities, the number of staff employed in providing water service is already small and cross-functional (i.e., accustomed to wearing many hats in the course of doing their job).  The challenges in these systems arise mostly from the ever-increasing complexity of regulatory compliance requirements under the Safe Drinking Water Act (SDWA).  

As the complexity of water treatment systems and SDWA regulatory processes has grown over the last few decades, the challenges of providing adequate operations capability at small scale have grown also.  The number of operators per system has remained fairly static, however.  By far, one of the most significant challenges is delivering appropriate training to small systems (National Research Council, 1997).  Because small system operators are variously part-time, volunteers, or the lone person fully responsible for the system, it is often difficult for them to break away for a day and attend a training session that may be many hours’ drive away from their rural location.  Moreover, many state or professional association sponsored training programs are tailored to the needs of medium and large water systems and deal with topics that may have only partial relevance to small systems.  It is well-established that the most highly prized form of training is on-site, one-on-one collaboration such as that provided by circuit riders of state Rural Water Associations.  

Homeowners Associations. If the challenges posed by more complex SDWA compliance requirements are tough for small cities and counties, they are even tougher for non-profit homeowners associations that are typically much smaller water systems as well.  Such entities are inherently lacking in the technical and managerial skills needed to run a water system.  For many homeowners associations, the ultimate solution is probably contract provision of operation and maintenance services.  The major question mark then is the availability of such services.  Some locations may be within reach of the areas serviced by state Rural Water Associations while others may find private sector providers or large regional water systems closer at hand.  

Rural Cooperatives. Non-profit rural cooperatives are faced with all the same challenges of compliance with an ever more complicated set of SDWA compliance requirements, but are positioned to fare much better than homeowners associations, again due to the healthy legacy of the USDA programs that originally established water service in many communities and sustained it over long tenure.  From the beginning, these programs that funded water infrastructure have also provided protocols for financial discipline, mentioned earlier, and programs to provide technical assistance to operations and maintenance.  Both the Rural Water Associations and the Rural Community Assistance Program have supported these communities for many years and have created a culture of best management practices that has sustained existing infrastructure as well as provided the institutional infrastructure to cope with changes such as those prompted by the increasing technical requirements of SDWA compliance.  

Liability Issues

Within the non-profit sector, SDWA compliance is a particular concern due to the increased focus on liability arising from a water system being in a state of non-compliance.  Several high profile contamination episodes in large metropolitan water systems have resulted in substantial law suits in recent years.  Agencies of government such as cities, counties and water districts and authorities are often provided some level of indemnification under prevailing state laws and executive management is covered by general liability insurance policies.  In non-profit cooperatives, it is also typical to have general liability insurance that provides protection to board members and executive staff.  Within the context of these forms of indemnification and insurance protection, however, it is necessary to demonstrate continual adherence to best management practices.  Exposure to liability can always result if outright negligence can be shown.  Appropriate training, technical assistance and potentially contract assistance are the remedies that best suit this challenge of more strenuous SDWA compliance requirements.  

COMPARING PUBLIC TO PRIVATE SECTOR ALTERNATIVES

While the intent and scope of this white paper is not to compare public systems to for-profit private sector alternatives, there are a few points of contrast to be noted here. First, where a water system is owned and operated by a private sector entity, it will be obligated to pay taxes to the locality (e.g., property taxes) as well as corporate income taxes to state and Federal governments. Second, it typically will have less access to some financial support mechanisms  (e.g., DWSRF monies in some states, community development block grants). Third, some low interest capital instruments may be precluded (e.g., municipalities can offer tax-free bonds, but private entities cannot).  Fourth, shareholders will expect to earn a return on their investment (i.e., the firm will need to generate after-tax profits). These factors all contribute to upward pressure on local water rates faced by households.  On the other hand, if a private enterprise can operate the system more efficiently than its public or quasi-public counterpart (due to such differences as more flexible labor relations), then there may be cost-savings to pass on to customers as well. 

Some other potential advantages that public systems have over private ones include the power of eminent domain and a potential for more readily developing cooperative arrangements with other public agencies in local and/or neighboring jurisdictions. Public systems can also consider forming partnerships with private entities where advantageous (e.g., operating agreements).  Public systems may also be favored in some communities as the suitable provider of what is an essential public service (although some may argue the opposite; that an essential service should be left to the capabilities of the private sector rather than caught up in government bureaucracy and politics).

CONCLUSIONS

Exhibit 1 below provides an overview of the major forms of public and quasi public organizational options for water systems.  The comparative advantages (and disadvantages of each also are provided).  There are several public and public-like alternatives to consider, and these may be useful alternatives to privatization in some settings and circumstances.  

Finally, the key challenges facing rural water systems often stem from the difficulties associated with the scale of their operations.  Where some form of consolidation is likely to provide appreciable benefits to those rural water systems that are relatively small, the local communities should consider that there are several public sector organizational forms to consider that may offer several advantages.

	Exhibit 1. Summary and Comparison of Public and Quasi-Public Organizational Types

	Organization Type
	Comparative Advantages or Disadvantages

	Municipal 
	} Can share resources with other city or town public works agencies.

} Revenues and costs can get intermingled with other city/town activities, leading to competition in capital and operating budgets (except in larger cities, where mutual fiscal advantages arise when water system is a stand-alone fiscal enterprise).

} Reasonable access to capital (but dependent on city financial standing unless water department is a stand-alone enterprise).

} Can be influenced and constrained by local politics (e.g., capping rate hikes necessary for sustainable operation) and city employee agreements.

	County
	} Similar to municipally-owned systems (see above).

} Offers economies of scale and scope, and better access to capital markets, compared to individual smaller jurisdictions within county.

} Provides centralized mechanism to plan and manage (limit or stimulate) regional growth (e.g., what services are offered where, setting and capturing system development charges).

	Districts and Authorities
	} Provides some (but limited) independence from local governments and associated politics (still owned by and part of local or county government, typically run by Board appointed by local elected officials).

} Separates financial standing and capital market access from credit rating and debt capacity of local governments. 

} Offers economies of scale and scope, and better access to capital markets, compared to individual smaller jurisdictions within county.

} Provides functional mechanism to help form and manage regional systems to serve multiple jurisdictions (joint ventures of underlying local jurisdictions that may provide localities ability to help manage or even own local assets. 

} Provides centralized mechanism to plan and manage (limit or stimulate) regional or county-wide growth (e.g., what services are offered where, setting and capturing system development charges). 

	Homeowners Associations (nonprofit)
	} Access to capital can be very limited.

} Technical expertise for operations and management often lacking.

} Typically lack any economies of scale. 

} Liability protection for Board may be concern, insurance coverage available. 

} Eligibility for DWSRF funds may be precluded in some states.

} Economic regulation by state commission may apply.

	Rural Cooperatives
(nonprofit)
	} Facilitated by, and track record of success due to longstanding link to USDA programs (RUS and, previously, Farmers Home Administration)

} Familiar organization approach and proven mechanism for advancing common goals in rural setting. 

} Eligibility for DWSRF funds may be precluded in some states. But traditional access to USDA monies has been helpful.
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