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REINVESTMENT AND REHABILITATION OF
OUR NATION’S SAFE DRINKING WATER DE-
LIVERY SYSTEMS

THURSDAY, MARCH 16, 2017

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ENVIRONMENT,
COMMITTEE ON ENERGY AND COMMERCE
Washington, DC.

The subcommittee met, pursuant to call, at 10:00 a.m., in room
2322 Rayburn House Office Building, Hon. John Shimkus (chair-
man of the subcommittee) presiding.

Present: Representatives Shimkus, McKinley, Barton, Murphy,
Blackburn, Harper, Olson, Flores, Hudson, Walberg, Carter, Tonko,
Ruiz, Peters, Green, DeGette, McNerney, Cardenas, Dingell, and
Matsui.

Staff present: Grace Appelbe, Legislative Clerk; Mike
Bloomquist, Deputy Staff Director; Jerry Couri, Deputy Chief Envi-
ronmental Advisor; Wyatt Ellertson, Research Associate, Energy/
Environment; Adam Fromm, Director of Outreach and Coalitions;
Giulia Giannangeli, Legislative Clerk, Digital Commerce and Con-
sumer Protection/Environment; Tom Hassenboehler, Chief Counsel,
Energy/Environment; A.T. Johnston, Senior Policy Advisor/Profes-
sional Staff, Energy/Environment; Alex Miller, Video Production
Aide and Press Assistant; Chris Sarley, Policy Coordinator, Envi-
ronment; Dan Schneider, Press Secretary; Jacqueline Cohen, Mi-
nority Senior Counsel; David Cwiertney, Minority Energy/Environ-
ment Fellow; Rick Kessler, Minority Senior Advisor and Staff Di-
rector, Energy and Environment; Alexander Ratner, Minority Pol-
icy Analyst; and Tuley Wright, Minority Energy and Environment
Policy Advisor.

OPENING STATEMENT OF HON. JOHN SHIMKUS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. SHIMKUS. If I could ask all our guests today to please take
their seats, and if we can get that door closed, the Committee on
Environment will now come to order. The chair now recognizes
himself for 5 minutes for an opening statement.

Today’s hearing gives our panel a chance to look broadly at our
nation’s drinking water infrastructure and examine questions
about what is necessary for the federal government to do in the
way of reinvestment and rehabilitation of these systems to meet fu-
ture needs.
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Currently, more than 51,000 community water systems treat 42
billion gallons of water for use by 299 million Americans daily.

This water, which is used for anything from cooking and bathing
in homes, factories, or offices to firefighting is delivered by publicly
and privately-owned water utilities stretching over 1 million miles
of pipe.

It is really a remarkable feat of engineering that demonstrates
our nation’s commitment to public health and a high standard of
living.

For more than a decade, there have been concerns raised about
this system and whether our nation is making the choices it needs
to make in order to ensure effective and efficient delivery of safe
drinking water in the future.

Many of the pipes now in use were installed in the early and
mid-20th century and have a projected lifespan of 75 to 100 years.

In 2013, the EPA announced that a bit more than $384 million
of investment was needed between 2010 and 2030 to improve
drinking water infrastructure and ensure the provision of safe tap
water.

This report was not a suggestion that the federal government
needed to provide all of that funding but it and other reports have
served as a wake-up call to the threat facing these systems and
begs the question as to whether Congress should be doing more.

Before the Safe Drinking Water Act Amendments of 1996, to the
extent that it was needed, Congress’ role in financing drinking
water infrastructure was confined to line items for specific projects,
a practice that has been substantially curtailed.

In 1996, Congress, realizing the biggest economic problem facing
drinking water systems was the cost of unfunded mandates, cre-
ated a State Revolving Loan Fund program to provide low-interest
loans that helped address compliance and public health needs.

Last year, the Water Infrastructure Improvements for the Nation
Act authorized $600 million between two new programs dedicated
to tackling lead pipe replacement and aiding economically dis-
advantaged and underserved communities.

In addition, this law tried to further invigorate loans not related
to Drinking Water Act compliance through the Water Infrastruc-
ture Finance and Innovation Act program.

While I think these are solid steps, we must also reauthorize
funding for the Drinking Water Revolving Loan Fund program.
This has been a very successful and important program whose pur-
pose is synergistic in view of other infrastructure programs, having
provided more than $20 billion in funding to over 12,400 projects
since 1997.

We must also explore other avenues that not only leverage in-
vestments in these utility infrastructures but also do it in a way
that promotes American workers and protect consumers’ health
and pocketbooks.

We need to be smart about our investments. This is not going to
be an easy discussion, but to be successful it is one we must have.

I believe we must not be afraid to spend more federal money on
this issue, but we must maintain local fees as the primary gener-
ator of funds for daily operation and maintenance of public water
systems as well as their long-term capital investment needs.
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That said, we must acknowledge that not only as a percentage
of household income, U.S. households pay less for water and waste-
water than other developed countries and that water rates have
dropped 3 percent more recently.

We also must remember that some systems have taken the very
unpopular step of raising rates.

But not everyone can do that, whether due to population contrac-
tion or local economic condition, because their rate bases aren’t
able to handle capital improvements as well as others do.

So long as we focus on trying to increase overall purchasing
power for communities, our constituents can enjoy their drinking
water for the next 75 to 100 years.

Before I relinquish my time, I want to thank our witnesses for
being here today, especially in view of the crazy weather and travel
schedules that you and we have had.

I also want to welcome the board members of the Association of
State Drinking Water Administrators. We appreciate all the work
you do and how important you are to the success of the Safe Drink-
ing Water Act.

[The prepared statement of Mr. Shimkus follows:]

PREPARED STATEMENT OF HON. JOHN SHIMKUS

The Subcommittee will come to order. I recognize myself for 5 minutes for giving
an opening statement.

Today’s hearing gives our panel a chance to look broadly at our nation’s drinking
water infrastructure and examine questions about what is necessary for the Federal
government to do in the way of reinvestment and rehabilitation of these systems
to meet future needs.

Currently, more than 51,000 community water systems treat 42 billion gallons of
water for use by 299 million Americans daily. This water—which is used for any-
thing from cooking and bathing in homes, factories, or offices, to firefighting is deliv-
ered by publicly and privately owned water utilities stretching over one million
miles of pipe. It is really a remarkable feat of engineering that demonstrates our
nation’s commitment to public health and a higher standard of living.

For more than a decade, there have been concerns raised about this system and
whether our nation is making the choices it needs to make in order to ensure effec-
tive and efficient delivery of safe drinking water in the future. Many of the pipes
now in use were installed in the early and mid-20th century and have a projected
lifespan of 75 to 100 years.

In 2013, the EPA announced that a bit more than $384 million of investment was
needed between 2010 and 2030 to improve drinking water infrastructure and ensure
the provision of safe tap water. This report was not a suggestion that the Federal
government needed to provide all of that funding, but it and other reports have
served as wake up calls to the threat facing these systems and begs the question
of whether Congress should be doing more.

Before the Safe Drinking Water Act Amendments of 1996, to the extent that it
was needed, Congress’s role in financing drinking water infrastructure was confined
to line items for specific projects—a practice that has been substantially curtailed.
In 1996, Congress, realizing the biggest economic problem facing drinking water
systems was the cost of unfunded mandates, created the State Revolving Loan Fund
program to provide low-interest loans that helped address compliance and public
health needs.

Last year, the Water Infrastructure Improvements for the Nation Act authorized
$600 million between two new programs dedicated to tackling lead pipe replacement
and aiding economically disadvantaged and underserved communities. In addition,
this law tried to further invigorate loans not related to drinking water act compli-
ance through the Water Infrastructure Finance and Innovation Act (WIFIA) pro-
gram.

While I think these are solid steps, we must also reauthorize funding for the
drinking water revolving loan fund program or DWSRF. The DWSRF has been a
very successful and important program whose purpose is synergistic in view of other
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infrastructure programs—having provided more than $20 billion in funding to over
12,400 projects since 1997.

We must also explore other avenues that not only leverage investments in these
utilities’ infrastructure, but also do it in a way that promotes American workers and
protects consumers’ health and pocketbooks. We need to be smart about our invest-
ments.

b This is not going to be an easy discussion, but to be successful; it is one we must
ave.

I believe we must not be afraid to spend more Federal money on this issue, but
we must maintain local fees as the primary generator of funds for daily operation
and maintenance of public water systems, as well as their long-term capital invest-
ment needs.

That said, we must acknowledge that not only as a percentage of household in-
come, U.S. households pay less for water and wastewater than other developed
countries and that water rates have dropped 3% more recently.

We also must remember that some systems have taken the unpopular step of rais-
ing rates. But not everyone can do that, whether due to population contraction or
local economic condition, because their rate bases aren’t able to handle capital im-
provements as well as others do.

So long as we focus on trying to increase overall purchasing power for commu-
nities, our constituents can enjoy their drinking water for the next 75 to 100 years.

Before I relinquish my time, I want to thank our witnesses for being here today,
especially in view of the crazy weather and travel schedules you have. I also want
to welcome the Board members of the Association of State Drinking Water Adminis-
trators—we appreciate all the work you do and how important you are to the suc-
cess of the Safe Drinking Water Act.

With that, I yield back the balance of my remaining time and recognize the Rank-
ing Member of the Subcommittee for 5 minutes to give his opening statement.

Mr. SuimMkUs. With that, I yield back the balance—well, I don’t
want to do that yet. I'd like to yield one minute to my colleague,
Congresswoman Blackburn, for 1 minute.

Mrs. BLACKBURN. Thank you. I think that one of the things we
can all agree on is that we are for clean air and we are for clean
water. And as the chairman has said, we know that there are ac-
countabilities that need to be met.

There is money that is going to have to be expended. We want
it to be done in the right way and we know that contaminated
water is not acceptable.

Of course, sometimes it can hit close to home, as it did right here
on our campus with the Cannon Office Building and anybody that
has worked there knows those stories.

So, I just want to welcome you all. I want to thank you for being
here and I want to thank you for working with us on this impor-
tant issue, and I will yield back.

Mr. SHIMKUS. Gentlelady yields back her time and I yield back
my time.

The chair now recognizes the ranking member, Mr. Tonko, for 5
minutes, who has an interest in this issue.

OPENING STATEMENT OF HON. PAUL TONKO, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEW YORK

Mr. ToNkO. Thank you, Mr. Chair. Thank you, and Chair Wal-
den for holding this hearing.

I know I sound like a broken record requesting a drinking water
hearing for the past 4 years but I am truly grateful to you for
bringing us together today.

I also want to thank our experts here for being in attendance.
We will hear from all of them, from water utilities to engineers to
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environmental stakeholders that our national drinking water infra-
structure needs are immense.

I also understand that they will present formally their report
card on infrastructure. I can tell you, if I received a report card like
that my parents would have had a response immediately.

They would have had an improvement plan in place immediately.
So let’s get going, nation.

The facts are startling. We lose over 2 trillion gallons of treated
water each year from leaking pipes. There are more than 240,000
water main breaks each year, which causes service disruption and
property damage.

Nearly 100 mid-size cities across our great country are facing
shrinking populations, meaning a smaller taxpayer base, to support
repairs and to support maintenance.

As Mr. DiLoreto will explain, the American Society of Civil Engi-
neers recently released their report card and have given our sys-
tems a grade of D.

It is clear we are not making the progress necessary to tackle
this issue. If anything, we are going in the wrong direction. EPA
has estimated some $384 billion is needed over the next 20 years
to keep our systems running.

And as we deal with aging systems, often with century-old pipes
and an alarming number of unregulated and under regulated con-
taminants, this estimate can only be expected to grow.

The bottom line is I do not see how the needs can be met without
significantly greater federal investments. I feel the need to say that
the proposed cuts to EPA outlined in President Trump’s budget are
not only senseless, they are dangerous.

While funding levels for the SRFs appear to be maintained, the
status quo is simply not good enough. We need additional funding.

For example, in my home state of New York, we receive a gen-
erous allotment from the Drinking Water SRF—about $40 annu-
ally. That money is leveraged with state funds which may allow for
about $700 million in projects this year.

The problem is there were over $4 billion worth of projects re-
quested, according to this year’s intended use plan. Projects that
are not funded will continue to be deferred, putting more stress on
already struggling systems.

So even for a state that is committed to addressing this issue,
there is still a tremendous gap between available funds and needs.

We cannot fool ourselves into thinking local and state govern-
ments can do this on their own. There is a federal responsibility.
This infrastructure is too important to continue to be neglected.

And let us make no mistake, there are real consequences—health
and economic—when these systems fail. Flint should have been a
wake-up call to Congress that we must do more.

The investments we can make now are minuscule when com-
pared to the cost of inaction. And Flint is not alone. These prob-
lems lurk below the surface throughout our country.

Here are just a few headlines from this past week. From NPR:
Kentucky community hopes Trump infrastructure plan will fix
water systems. From the Clarion Ledger: Weekend water emer-
gency ripples across Jackson. From the Associated Press: Six Madi-
son schools test positive for lead in drinking water.
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This is a national issue, and had this hearing been delayed until
next week I am sure we would have found plenty of new stories
from different states.

Last year’s water resources bill, the WIND bill, took a few steps
to address this issue. It created two great programs, grant pro-
grams, one for lead-lined replacement and one for small and dis-
advantaged communities.

Congress should fully fund these programs, but that is only the
start. Members of this subcommittee have good ideas on how to up-
date the Safe Drinking Water Act, which has not been significantly
changed for some 20 years.

Many of these ideas are supported by stakeholders from labor
and the environmental community. The AQUA Act would reauthor-
ize the drinking water SRF for the first time since its inception at
significantly higher levels.

Ranking Member Pallone’s bill, the SDWA amendments, incor-
porates a number of ideas from our members including mandating
new standards for lead and other emerging contaminants while
making it easier for EPA to set science and health-based limits and
treatment techniques in the future.

It also would give grants to schools to replace water fountains
that contain lead. Mr. Peters is working on a bill to provide grants
to systems for resiliency, security and source water protection in
the face of hydraulic changes and other emerging threats.

These are good bills that deserve consideration by this com-
mittee. Also, we must ensure water is included in any potential in-
frastructure package that will be considered by Congress.

We can no longer ignore our hidden infrastructure. I would en-
courage all members of our committee to visit a water system in
your district. Go speak to your mayors, your system managers,
your departments of public works.

It is likely you will hear what I heard in my district. This is a
real and vastly overlooked issue and Congress can help provide re-
lief for financially-burdened local governments and ratepayers.

Every life in this country depends on access to safe drinking
water. Every job in this country depends on access to safe drinking
water. The needs are great and the cost of inaction is even greater.
It’s immensely high.

So I look forward to hearing from our witnesses on the role that
our federal government should play to rebuild, maintain and pro-
tect this infrastructure which is vital to our constituents’ lives.

With that, Mr. Chair, I yield back and again thank you for the
opportunity of the hearing.

[The prepared statement of Mr. Tonko follows:]

PREPARED STATEMENT OF HON. PAUL TONKO

I want to thank Chairman Shimkus and Chairman Walden for holding this hear-
ing. I know I have sounded like a broken record requesting a drinking water hear-
ing for the past four years, but I am truly grateful to you for bringing us together
today.

I also want to thank our witnesses for being here. We will hear from all of them-
water utilities, engineers, and environmental stakeholders- that our national drink-
ing water infrastructure needs are immense.

The facts are startling:
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e We lose more than 2 trillion gallons of treated water each year from leaking
pipes.

eThere are more than 240,000 water main breaks each year, which cause
servicedisruption and property damage.

e Nearly 100 mid-sized cities across the country are facing shrinking populations,
meaning a smaller ratepayer base to support repairs and maintenance.

As Mr. DiLoreto will explain, the American Society of Civil Engineer’s recently
released report card has given our systems a grade of D. It is clear we are not mak-
ing the progress necessary to tackle this issue, if anything we are going the wrong

way.

EPA has estimated $384 billion is needed over the next 20 years to keep our sys-
tems running.

And as we deal with aging systems—often with century-old pipes—and an alarm-
ing number of unregulated and under regulated contaminants, this estimate can
only be expected to grow.

The bottom line is I do not see how the needs can be met without significantly
greater federal investments.

I feel the need to say that the proposed cuts to EPA outlined in President Trump’s
budget are not only senseless—they are dangerous.

While funding levels for the SRFs appear to be maintained, the status quo is sim-
ply not good enough. We need additional funding.

For example, in my home state of New York, we receive a generous allotment
from the Drinking Water SRF, about $40 million annually. That money is leveraged
with State funds, which may allow for about $700 million in projects this year. The
problem is there were over $4 billion in projects requested according to this year’s
Intended Use Plan.

Projects that are not funded will continue to be deferred, putting more stress on
already struggling systems. So even for a state that is committed to addressing this
issue, there is still a tremendous gap between available funds and needs.

We cannot fool ourselves into thinking local and state governments can do this
on their own. There is a federal responsibility. This infrastructure is too important
to continue to be neglected.

And let’s make no mistake, there are real consequences—health and economic—
when these systems fail.

Flint should have been a wakeup call to Congress that we must do more. The in-
vestments we can make now are miniscule when compared to the cost of inaction.
And Flint is not alone. These problems lurk below the surface throughout the coun-
try. Here are just a few headlines from this past week:

eFrom NPR, “Kentucky Community Hopes Trump Infrastructure Plan Will Fix
Water System”

e From The Clarion-Ledger, “Weekend water emergency ripples across Jackson”

eFrom the Associated Press, “6 Madison schools test positive for lead in
drinkingwater”

This is a national issue. And had this hearing been delayed until next week, I
am sure we would have found plenty of new stories from different cities.

Last year’s water resources bill, the WIIN Act, took a few steps to address this
issue.

It created two grant programs—one for lead line replacement and one for small
and disadvantaged communities. Congress should fully fund these programs, but
that is only the start.

Members of this Subcommittee have good ideas on how to update the Safe Drink-
ing Water Act, which has not been significantly changed for 20 years. Many of these
ideas are supported by stakeholders from industry, labor, and the environmental
community.

The AQUA Act would reauthorize the Drinking Water SRF for the first time since
its inception at significantly higher levels.

Mr. Pallone’s bill, the SDWA Amendments, incorporates a number of ideas from
our Members, including mandating new standards for lead and other emerging con-
taminants while making it easier for EPA to set science- and health-based limits
and treatment techniques in the future. It also would give grants to schools to re-
place water fountains that contain lead.

Mr. Peters is working on a bill to provide grants to systems for resiliency, secu-
rity, and source water protection in the face of hydraulic changes and other emerg-
ing threats.

These are good bills that deserve consideration by this Committee.

Also, we must ensure water is included in any potential infrastructure package
considered by Congress. We can no longer ignore our hidden infrastructure.
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I would encourage all Members of this Committee to visit a water system in your
district.

Go speak to your mayors, system managers, or departments of public works. It
is likely you will hear what I heard in my district—this is a real and overlooked
issue. And Congress can help provide relief to financially burdened local govern-
ments and ratepayers.

Every life and every job in this country depends on access to safe drinking water.
The needs are great, and the cost of inaction is high.

So I look forward to hearing from our witnesses on the role the federal govern-
ment should play to rebuild, maintain, and protect this infrastructure, which is vital
to our constituents lives.

With that, I yield back.

Mr. SHIMKUS. Gentleman yields back his time.

Chair now looks to the majority side to see if anybody wished to
make an opening statement. Seeing none, anyone on the minority
side? Seeing none, we will turn to our panel.

So we appreciate you all being here. I'll introduce you as you are
prepared to make your statement. Otherwise, I'll go through it and
then I have to go through it again.

So we want to first recognize Randy Ellingboe from the Min-
nesota Department of Health on behalf of the Association of State
Drinking Water Administrators. Your full testimony has been sub-
mitted to the committee. You are recognized for 5 minutes.

As you can see, this is an issue that we all find are very inter-
ested about and want to kind of move forward. So we are not going
to be militant on time. But if I do hit the gavel, you have gone way
over, OK.

So you are recognized for 5 minutes. And I think you should
press a button there in the middle and pull it, if you can, as close
as you can. All right.

STATEMENTS OF RANDY ELLINGBOE, MINNESOTA DEPART-
MENT OF HEALTH, ON BEHALF OF THE ASSOCIATION OF
STATE DRINKING WATER ADMINISTRATORS; JOHN J.
DONAHUE, CEO, NORTH PARK PUBLIC WATER DISTRICT IN
MACHESNEY PARK, IL, ON BEHALF OF THE AMERICAN
WATER WORKS ASSOCIATION; RUDOLPH S. CHOW P.E., DI-
RECTOR, BALTIMORE, MD DEPARTMENT OF PUBLIC WORKS,
ON BEHALF OF THE AMERICAN MUNICIPAL WATER ASSO-
CIATION; GREGORY E. DILORETO, CHAIRMAN, COMMITTEE
FOR AMERICA’S INFRASTRUCTURE, AMERICAN SOCIETY OF
CIVIL ENGINEERS; MARTIN A. KROPELNICKI, PRESIDENT
AND CEO, CALIFORNIA WATER SERVICE GROUP, ON BEHALF
OF THE NATIONAL ASSOCIATION OF WATER COMPANIES;
ERIK OLSON, DIRECTOR, HEALTH & ENVIRONMENT PRO-
GRAM, NATURAL RESOURCES DEFENSE COUNCIL

STATEMENT OF RANDY ELLINGBOE

Mr. ELLINGBOE. Good morning, Chairman Shimkus, Ranking
Member Tonko and members of the subcommittee.

Thank you for the opportunity to talk about our nation’s drinking
water systems and how state drinking water systems support
them.

Again, my name is Randy Ellingboe and I am with the Min-
nesota Department of Health but I am also president of the Asso-
ciation of State Drinking Water Administrators whose members in-
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clude the 50 state drinking water programs, five territorial pro-
grams, the District of Columbia and the Navajo Nation.

Our members and their staff help all public water supply sys-
tems provide drinking water that meets all the Safe Drinking
Water Act standards through monitoring of their water quality, fi-
nancial and technical assistance to public water supply systems,
and when needed, enforcement to help systems prioritize taking
care of deficiencies and violations.

Today I'd like to talk with you about how states play a role in
public health protection and sustaining the economic health of com-
munities by implementing three critical components of the Safe
Drinking Water Act: the Public Water Systems Supervision, or
PWSS program, the Drinking Water State Revolving Loan Fund
program and the Revolving Loan Fund set asides.

Sufficient federal funding for these components is essential for
maintaining the safety of drinking water across the country. Under
the Safe Drinking Water Act, states have accepted primary enforce-
ment responsibility for federal drinking water standards and tech-
nical assistance efforts for over 151 public water systems.

These regulations are for contaminants such as nitrate, bacteria,
arsenic, lead, and many carcinogens. A person can go virtually any-
where in the country and drink water from a public water system
and be confident that the water meets federal health standards be-
cause of the work that public water supply system operators do
with the assistance and oversight of state and federal drinking
water programs.

However, since the Safe Drinking Water Act was passed in 1974,
we have come to understand much more about drinking water con-
taminants and what it takes to manage and treat drinking water
to prevent illness.

This has led to increased challenges for both public water sup-
plies and state and federal drinking water programs. But safe
water is crucial for protecting people’s health and communities’ and
businesses’ economic well-being.

When we polled citizens in Minnesota about water resource
issues, drinking water consistently rises to the top. Safe drinking
Katle]il for all is one of the community conditions that supports

ealth.

However, state drinking water programs and many public water
supplies are extremely hard pressed financially as costs and the
funding gap continues to grow.

With the advent of the Drinking Water State Revolving Fund in
1996, states could provide low-cost loans to utilities to help them
upgrade their treatment plants and water mains, install more pro-
tective technologies and improve their aging infrastructure.

Many states have also used no-interest loans and principal for-
giveness to assist disadvantaged communities with their infrastruc-
ture needs.

Approximately $18 billion federal capitalization grants since
1997 have been leveraged by states into over $29 billion infrastruc-
ture loans to communities across the country.

Such investments are now being paid back and loaned out again
and pay tremendous dividends both in supporting and growing our
economy and in protecting our citizens’ health.
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States have leveraged the federal dollars with state contributions
to provide assistance to more than 10,000 projects to enhance and
sustain public health protection for millions of Americans.

However, the most recent drinking water infrastructure needs
survey identified $384 billion in investment needed across the
country in the next 20 years, as already noted.

With that great need we would recommend expanding the Re-
volving Fund to help increase infrastructure investment. It has a
track record for successfully funding a wide range of drinking
water infrastructure projects critical for the economic well-being of
communities as well as protecting public health.

Set asides are unique to the drinking water program. States are
allowed to set aside a portion of the Revolving Loan Fund for
source water protection, program administration, small system
technical assistance and water operator training and certification.

Set asides are an essential source of funding for states’ core pub-
lic health protection programs and these efforts work in tandem
with infrastructure loans. These proactive strategies and initiatives
increase the effectiveness of many state programs in their ability
to support drinking water systems.

In summary, sustaining or increasing the PWSS grants is crit-
ical, to protecting public health and our economy. Expanding the
Revolving Fund will improve the nation’s infrastructure and create
jobs, and the set asides are key resource to ensuring safe drinking
water.

Thank you for the opportunity to provide this testimony about
these critical drinking water issues.

[The prepared statement of Randy Ellingboe follows:]
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Good Marning Chairman Shimkus and Members of the Subcommittee. Thank you for this
opportunity to talk about our Nation’s drinking water systems and how state drinking water
programs support them. My name is Randy Ellingboe and | am the Manager of the
Drinking Water Protection Section within the Minnesota Department of Health. | am also
the President of the Association of State Drinking Water Administrators (ASDWA), whose
57 members include the 50 state drinking water programs, five territorial programs, the
District of Columbia and the Navajo Nation. Qur members and their staff are on the front
lines every day, ensuring safe drinking water and protecting public health. Their technical
assistance and support, as well as oversight of the drinking water systems, are critical to
providing safe drinking water and protecting public health.

Today, I'd like to talk with you about three critical components of the Safe Drinking Water
Act — the Public Water System Supervision (PWSS) program; the Drinking Water State
Revolving Loan (DWSRF) program; and the DWSRF set-asides and how these three
components are implemented in support of drinking water systems. Think of these
components as a Venn diagram with public health protection at the core of the three
interlocking circles of PWSS, DWSRF, and set-asides. No single component, taken alone,
provides comprehensive public health protection... but when taken together, the people of
the United States know that they can have confidence in the availability and quality of the
water they drink every day. Sufficient Federal funding associated with these components
is essential for maintaining the safety of drinking water across the country.
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Overview

For each of the 50 state drinking water programs, territorial programs, and the drinking
water program of the Navajo Nation, our principal and enduring goal is public health
protection. Vibrant and sustainable communities, their citizens, workforce, and businesses
all depend on a safe, reliable, and adequate supply of drinking water. Economies only
grow and sustain themselves when they have safe and reliable water supplies. Over 90%
of the population receives water used for bathing, cooking, fire protection and drinking from
a public water system — overseen by state drinking water program personnel. In addition,
the availability of adequate supplies of safe water is often a critical factor in attracting new
businesses to communities. Public water systems — as well as the cities, villages, schools,
and businesses they support -- rely on state drinking water programs to ensure they are in
compliance with all applicable Federal requirements and the water is safe to drink.

The PWSS Program

To meet the requirements of the Safe Drinking Water Act (SDWA), states have accepted
primary enforcement responsibility for oversight of regulatory compliance and technical
assistance efforts for over 157,000 public water systems to ensure that potential health-
based violations do not occur or are remedied in a timely manner. More than 90
contaminants are regulated by Federal drinking water requirements and the complexity of
these requirements has significantly increased in recent years. For example, enhanced
treatment requirements for surface water systems now include separate filtration
performance requirements. More recent regulatory requirements call for individual surface
water system evaluations for Crypfosporidium inactivation and removal. The Groundwater
Rule calls for individual disinfection determinations to be made. The Revised Total
Coliform Rule uses a “find & fix” regulatory approach where the answer to the problem
may not always be clear. These decisions are not made in isolation. These regulatory
evaluations and resultant actions are generaily made in consultation with the state drinking
water program to ensure that the evaluations result in the best choice for the water system
in terms of compliance, affordability, and efficiency. The primacy agencies accept these
responsibilities as part of implementing the PWSS program.

The federal regulations also require states to conduct top to bottom or full system
inspections known as sanitary surveys on a regular basis. These inspections provide
states with first-hand information as part of their oversight role for public water systems.

Beyond the contaminants covered by Federal drinking water regulations, states are aiso
implementing an array of proactive initiatives to protect public health from “source to tap.”
These include source water assessments and protections for communities and
watersheds; training and technical assistance for water treatment plants and distribution
systems for challenged utilities; and optimization of overall water system performance.
States also are responsible for their operator certification programs, to ensure that the staff
operating the treatment plants and the distribution systems are appropriately trained and
have the adequate experience based on the complexities of the plant and the distribution
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system. These components, both regulatory and non-regulatory, are the responsibilities of
state primacy agencies within the PWSS program.

Well supported state drinking water programs are a good deal for America.

1976 was the first fiscal year in which funds were appropriated for the PWSS program.
That year, all 50 states shared $7.5 million — or roughly $150,000 per state to oversee
implementation of slightly more than 25 contaminants. By 1996, 20 years later, the award
had grown to $70.3 million for states — and averaged about $1.4 million per state to
oversee regulation of around 70 contaminants. Now after another 20 years have passed
and the additional responsibilities of the 1996 amendments to the SDWA are being
implemented, the PWSS program received $101.96 million in 2016 — an average
distribution of $2 million per state but a jump of about 25 new contaminants and
increasingly complex regulations to be overseen.

While this may sound like a healthy increase in funding over the past 40 years, during that
same period, the population of the United States grew from 222.6 million to 321.9 million
and each of those individuals expected to be able to turn on their taps, wash their clothes,
and bathe their children in water that is safe. At the same time, the number of regulated
contaminants grew from around 26 to more than 90, and the regulations for these
contaminants have grown increasingly complex.

A success story? Definitely, as many substantial risks in drinking water have been
reduced with the increased number of contaminants being regulated. A sustainable story?
Not likely. State drinking water programs are extremely hard pressed financially and the
funding gap continues to grow. States must accomplish all the above-described activities -
- and take on new responsibilities -- in the context of a challenging economic climate and
increased expectations.

Originally, Federal funding was intended to cover 75% of the costs for a state to implement
the PWSS program. Over the years, that Federal contribution has decreased to slightly
more than 60%. State funding has historically compensated for this decline, but state
budgets have been less able to bridge this funding gap in recent years. State drinking
water programs have often been expected to do more with less and states have always
responded with commitment and integrity, but they are currently stretched to the breaking
point. Federal funding support necessary to maintain compliance levels and meet
expectations has been essentially “flat-lined” for the past several years. It is essential that
the PWSS funding be increased to meet these increasing regulatory needs. Insufficient
Federal support for this critical program increases the likelihood of contamination events
that puts the public’'s health at risk.

The DWSRF Program
The 1996 SDWA Amendments opened new doors and provided exciting new opportunities

for states to be able to support the infrastructure needs of their drinking water systems —
large and small. With the advent of the Drinking Water State Revolving Loan Fund
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(DWSRF), states could award project dollars to utilities to help them upgrade their
treatment plants, rehabilitate their distribution systems, install more protective
technologies, and generally improve their aging infrastructure. Many states have also
used no-interest loans and principal forgiveness to assist disadvantaged communities with
their infrastructure needs, but caution is needed in using these incentives due to potential
long-term consequences in the ability of the DWSRF to revolve. In the core DWSRF
program, approximately $18 billion in cumulative Federal capitalization grants since 1997
have been leveraged by states into over $29 billion in infrastructure loans to smali and
large communities across the country. Such investments are now being paid back and
being loaned out again and pay tremendous dividends -- both in supporting and growing
our economy and in protecting our citizens’ health.

States have very effectively and efficiently leveraged Federal dollars with state
contributions to provide assistance {o more than 10,000 projects — all, once again, to
enhance and sustain public health protection for millions of Americans. But the
infrastructure funding needs are huge and more effort is needed to provide a wide range of
tools for infrastructure financing. Last week, the American Society of Civil Engineers gave
the nation’s drinking water infrastructure a D grade (down from D+ last year) and EPA'’s
most recent National Drinking Water Infrastructure Needs Survey (2011) indicated that
drinking water system infrastructure needs total $384 billion over the next 20 years; $72.5
billion of that total is needed to prevent contamination of 73,400 water systems.

With that great need, the federal role needs to be increased, and we would recommend
expanding the DWSRF as one of the tools to begin to address the great infrastructure gap.
The DWSRF has the track record for successfully funding a wide range of drinking water
infrastructure projects to promote the economic well-being of the community as well as
protect public health.

A potential complementary new funding approach for infrastructure financing has resulted
from the Water Infrastructure Financing and Innovation Act (WIFIA). Both WIFIA and the
DWSRF programs are useful in meeting drinking water infrastructure needs; however, it is
important to understand that the programs serve different purposes and meet different
needs. One cannot and should not be substituted for the other. To offer just a few
examples, WIFIA loans are intended to support funding needs for primarily large scale
water improvement projects. DWSREF loans are designed to meet public health protection
needs and often extend beyond physical infrastructure to fund projects for source water
protection and system interconnections. The DWSREF, through its set-asides, also funds
programs to train and certify operators and help systems return to compliance. WIFIA
offers an opportunity for smaller systems to bundle their project needs to be able to meet
the $20 million minimum loan threshold; however, few small systems have the knowledge
and wherewithal to collaborate on such an application and coordinate the timing of their
funding needs. The states also do not have the capacity to bundle these small projects.
As of 2016, of the over 12,000 DWSRF project agreements, 71% have been for
communities serving less than 10,000 people. Additionally, the DWSRF provides loans to
these smaller systems individually in increments as low as $3,500, as evidenced by a 2010
project in my own state of Minnesota. The two funding programs are fundamentally
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different. ASDWA sincerely hopes that these distinctions will inform Congressional funding
decisions and that we never see a circumstance in which one program is funded at the
expense of the other.

Set-aside Program

Set-asides are unique to the drinking water program. They allow states to reserve up to 31
percent of DWSRF funds for specific purposes. There is a 4% reservation for state
DWSRF program administration that supports state administration of the loans and
oversight of the projects. A 2% small system technical assistance setaside helps train and
assist operators of small water systems where it can be a challenge to meet all the
drinking water requirements. States may reserve 10% of the DWSRF’s capitalization grant
in any year to support other PWSS program activities where there is an additional need.
Additional uses include implementation of a capacity development program to support
system needs for technical, managerial, and financial capabilities and training and
certification for operators. This setaside also provides funding for states when adopting
and managing the new rules while continuing to provide oversight for existing rules.

Another setaside provision allows a reservation of 15% (of which any individual use may
not exceed 10%) for: land acquisition/conservation easements; implementation of
voluntary, incentive-based source water quality protection measures; expenditures to
delineate or assess source water protection areas; and expenditures to establish and
implement wellhead protection programs. This setaside also provides assistance for water
systems through the state’s capacity development strategy.

Through these set-asides, states may offer training and technical assistance to
communities in need; help identify source water protection initiatives; enhance operator
training and certification; and further support traditional PWSS compliance initiatives. Set-
asides are thus an essential source of funding for states’ core public health protection
programs and these efforts work in tandem with infrastructure loans. Without the set-
asides, these proactive strategies and initiatives would not be possible, thus jeopardizing
the effectiveness of many state programs in their ability to support drinking water systems.

Looking Beyond Infrastructure
Two other elements of the SDWA program support the above three key components.

The Regulatory Process: Clearly, the DWSRF is critical to maintaining safe and reliable
drinking water in the US. Through the direct foan program, its attendant set-asides, and
the PWSS grant, Congress and EPA provide a foundation for the drinking water effort;
however, this foundation must not remain static. We cannot be so focused on
infrastructure and related funding needs that we neglect the science-based programs that
also assure safe drinking water. Congress, in the 1996 Amendments to the SDWA,
provided a robust, science-based process for identifying contaminants to be regulated.
This also included actions that develop appropriate limits, monitoring frameworks, and
treatment requirements. States agree that the bottom line for regulation should still be



16

6

whether there is a meaningful opportunity for health risk reduction. Having said that, state
primacy agencies also support the need to be nimble in our approach to rule development.
Using the experience gained through implementation of current rules and knowledge of
local conditions, states can also provide input to rule language that will assure that the rule
can be effectively implemented on the ground. That's a critical step to assuring
compliance by water systems.

Water System Security and Resiliency: Water systems and state primacy agencies
worked together after the Bioterrorism Act of 2001 to conduct the mandated vulnerability
assessments and the emergency response plans. Since those regulatory requirements
were completed, water systems and states have continued to grow in their collective
knowledge of system security and resilience, and to tackle new and emerging issues such
as regional resilience and cybersecurity. Water is considered one of the “lifeline” sectors
by the Department of Homeland Security (DHS), and, as such, needs to be considered as
a high priority when assessing funding options for water system improvements. Between
FYs 2001 and 2009, states received an annual $5 million grant to support their work with
water systems in the areas of security, all hazards preparation, and overall resiliency. For
example, states used those dollars to fund a “security coordinator,” participate in mutual
aid programs and initiatives, work with utilities to share information, provide training on
new tools and strategies, support smaller systems with their efforts to enhance their
security posture, and generally serve as a water security resource. That funding stream
disappeared and states have had to significantly scale back their support activities for
water systems. To enhance the capabilities of our Nation's water systems, those funds (or
more) should be restored.

Summary

In summary, these three SDWA program elements — PWSS, DWSRF, and the Set-asides
— and the supporting regulatory development and resiliency components, form an
integrated and mutually supportive framework to achieve the principal goal of state
drinking water programs ~ to protect public heaith. These three SDWA program elements,
along with the dedicated State staff, form the foundation for the technical assistance and
regulatory oversight that's necessary for safe drinking water.

ASDWA recommends that:
¢ The PWSS funding be increased to meet increasing regulatory needs;
+« The DWSREF funding be increased; and
+ Set-asides are maintained as these funds are essential for states' core public health
protection programs and these efforts work in tandem with infrastructure loans.
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Mr. SHIMKUS. And the gentleman yields back his time and we
appreciate those comments.

Another thing I should have said the Chair would like to remind
members that pursuant to committee rules all members’ opening
statements could be placed into the record.

And T also wanted to mention that you all are on the front lines
of these battles. We do really appreciate you being here and your
testimony, and I think as the questions will follow up to show be-
cause you're really trying to deliver the goods.

So I'd now like to recognize Mr. John Donahue, CEO of the
North Park Public Water District in Machesney Park, Illinois, way
far away from Collinsville, on behalf of the American Water Works
Association.

You’re recognized for 5 minutes. Thanks for being here.

STATEMENT OF JOHN J. DONAHUE

Mr. DONAHUE. Good morning, Chairman Shimkus, and members
of the subcommittee. My name is John Donahue, the chief execu-
tive officer at North Park Public Water District in Machesney
Park, Illinois, north of I-80.

I am also the former president of the American Water Works As-
sociation on whose behalf I am speaking today. I appreciate this
opportunity to offer AWWA’s input on reinvesting and rehabili-
tating our nation’s drinking water systems.

As you will hear and see in my written testimony, building and
maintaining sound water infrastructure includes addressing not
only water infrastructure, which includes pipes and treatment
plants, but addressing issues such as cybersecurity and the protec-
tion of source waters.

One innovative tool to help address this is a new credit program
known as a Water Infrastructure Finance and Innovation Act, or
WIFIA.

We are optimistic that once WIFIA really gets running and fully
funded it could become a valuable tool for financing projects beyond
the size and scope of those funded by other tools.

Just as in the transportation program called TIFIA, Congress
only has to appropriate funds for the risk factor to those loans.
Based on calculations from OMB, WIFIA appropriations could be
leveraged at a ratio of about 60 to 1.

For example, if the WIFIA program were to receive the fully au-
thorized $45 million for Fiscal Year 2018, it could provide more
than $2 billion in loan money.

Since a WIFIA loan will only support up to 49 percent of eligible
project costs, this funding could result in more than $4 billion in
infrastructure investment.

Other key federal programs for infrastructure finance like the
State Revolving Loan Fund programs, or SRFs, are also designed
to provide water and wastewater systems access to lower cost fi-
nancing for infrastructure projects, typically smaller than those
that can be funded through WIFIA.

While the SRF's are excellent programs, their efficiency could be
improved by working with stakeholders to streamline those proc-
ess.
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We realize that this next issue is outside the jurisdiction of this
committee but we need to mention and need to preserve the tax-
exempt status of municipal bonds as Congress considers com-
prehensive tax reform. More than 70 percent of U.S. water utilities
use muni bonds to help finance infrastructure improvements.

The decision to issue bonds is determined and approved by either
the local residents, the referenda or by their elected officials. These
bonds provide substantial savings for the cost of projects and con-
sequently to the ratepayers.

These are our recommendations to Congress regarding water in-
frastructure finance: provide fully authorized funding for WIFIA
and at least $1.8 billion for the drinking water SRF program; pre-
serve the tax-exempt status of muni bonds, reauthorize the safe
drinking water SRF program and work with stakeholders to utilize
the lessons learned since its creation to make it more efficient.

Cybersecurity is an increasing component in upgrading and pro-
tecting infrastructure and our written testimony contains our
thoughts on that issue. The protection of source waters are also
critical to the mission of any drinking water utility.

However, many drinking water systems have limited control over
upstream activities that may present risks to water. The Revised
Toxic Substances Control Act does contain provisions for requiring
consideration of impacts on drinking water sources for certain sub-
stances.

However, there are policy gaps in the form of inadequate infor-
mation sharing policies and a lack of notification protocols to alert
a utility of incidents that could impact a water supply.

The chemical spill on the Elk River in West Virginia in 2014 il-
lustrates the need for such notification and alerts. In addition, im-
proved collaboration between agriculture producers and water pro-
viders can have measurable results in reducing sediment and nu-
trient pollution.

Nutrients from agricultural runoff do impact drinking water
quality, as we saw in Toledo, Ohio, in 2014 when the water system
had to be shut down.

The federal farm bill is a key vehicle for agricultural land con-
servation efforts. We recommend that Congress support the des-
ignation of drinking water utilities as first responders in various
state and federal emergency response laws in regulation to facili-
tate information sharing.

We also recommend that Congress sustain and expand conserva-
tion programs in the farm bill that support collaboration between
agriculture producers and community water systems to improve
source water quality.

EPA’s 2012 integrated planning framework and related docu-
ments on affordability provided important new flexibilities for
wastewater utilities to provide regulatory obligations and infra-
structure investments.

Representative Bob Gibbs’ Water Quality Improvement Act
would help put the integrated planning framework in statute for
clean water mandates.

However, this legislation only deals with wastewater projects and
does not allow for integrated planning to fully acknowledge the cost
implication of drinking water mandates.



19

With that, I will conclude my remarks and look forward to your
questions.
[The prepared statement of John J. Donahue follows:]
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Good morning, Chairman Shimkus and members of the subcommittee. My name is John
Donahue, and | am Chief Executive Officer of the North Park Public Water District, based in
Machesney Park, lilinois. | also served as President of the American Water Works Association
in 2014, on whose behalf | am speaking today. | deeply appreciate this opportunity to offer
AWWA'’s input on reinvesting and rehabilitating our nation’s drinking water infrastructure. As you
will hear, having sound water infrastructure requires not only what we traditionally think of as
water infrastructure — pipes and treatment plants ~ but involves additional issues, such as

cybersecurity, protection of source waters, effective use of resources, and similar issues.

We have been among those leading the warnings that one of the most crucial challenges our
country faces is renewal of our water systems and assuring high-quality drinking water for all

Americans. As members of this subcommittee know, safe drinking water is vital to public health
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protection, fire prevention, economic prosperity and our gquality of life. Without adequate
supplies of safe and affordable water and well-maintained systems to deliver it, no country can

promise a brighter future for its citizens.

AWWA's 50,000 members represent the full spectrum of water utilities — small and large, rural
and urban, municipal and investor-owned. From this diverse perspective, we would like to bring
to the subcommittee’s attention several issues, shared priorities and opportunities for
collaboration. Working closely with Congress, we hope to stimulate reinvestment in water

infrastructure, top-shelf cybersecurity, protection of source water, smart approaches to

affordability, an efficient energy-water nexus and a focus on scientific integrity in our regulatory

processes.

Water Infrastructure Investment = Economic Prosperity

The top priority facing our nation’s drinking water and wastewater systems is financing the
repairs, replacement and expansion necessary o support our communities and assure a vibrant

economy.

Water infrastructure protects public health and the environment, supports local businesses,
protects us from fires, and brings us a high quality of life. The Bureau of Economic Analysis
(BEA) at the US Department of Commerce estimates that for every dollar spent on water
infrastructure, $2.63 is generated in the private economy. And for every job added in the water

workforce, the BEA estimates that 3.68 jobs are added in the national economy.

AWWA estimates that approximately $1 trillion dollars will be needed for the repair, replacement

and expansion of existing drinking water distribution systems over the next two decades. This

figure does not include the estimated $30 billion that would be required to replace every lead

service line in the U.S.
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One innovative solution is a new credit program, the Water Infrastructure Finance and
innovation Act (WIFIA). We are hopeful that once it really gets running and fully funded, itcan
provide much-needed access to low-interest financing for larger water infrastructure projects or
projects outside the scope of the state revolving funds. A WIFIA loan will support up to 49% of
eligible project costs, which might also involve municipal bonds, cash financing, an SRF loan,
and/or private capital. Just like in the already-successful transportation program called TIFIA,
Congress only has to appropriate funds for the risk factor for loans. Historically, the default rate

for water utilities nationwide is 0.04 percent.

Based on calculations from the Office of Management and Budget, Congressional
appropriations could be leveraged at a ratio of about 80:1. For example, if the WIFIA program
were to receive the fully authorized $45 million for fiscal year 2018, it could provide well more
than $2 billion in loan money, which would amount to more than $4 billion in infrastructure
investment. This program provides an exceptional vehicle o stimulate the investments needed

to sustain our nation’s drinking water and wastewater infrastructure.

To finance the remaining 51% of the costs for a project receiving WiFIA assistance, a utility has
several options, including tax-exempt private activity bonds. Congress provides states an
annual allocation of federal tax-exempt private activity bonds, based upon population. In 2015,
the state allocation or volume cap was the greater of $100 per resident or $301.52 million.
Historically, most of the tax-exempt bonds have been issued to short-term projects such as

housing and education loans.

The annual volume cap hinders the use of private activity bonds (PABs) for water and
wastewater infrastructure, which are generally multi-year projects. On average, only 1% of

exempt facility bonds are issued to water and wastewater projects annually.

Existing federal programs such as the Drinking Water State Revolving Fund (DWSRF) and

Clean Water State Revolving Fund (CWSRF) are designed to provide community water and
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wastewater systems access to lower-cost financing for infrastructure projects. We support
robust funding for these very successful programs. Under the SRF programs, states make loans
to a utility. The utility must repay this loan, and those funds are then lent to other communities,
and so on. While the SRFs are excellent programs, their efficiency could be improved by

working with stakeholders to streamiine the approval process.

We realize that this next issue is outside the jurisdiction of this committee, but we would be
remiss if we did not mention the need to preserve the tax-exempt status of municipal bonds as
Congress considers comprehensive tax reform. More than 70 percent of U.S. water utilities use
municipal bonds to help finance infrastructure improvements. They are a very effective tool for
implementing the infrastructure needs for different communities. The decision to issue bonds is
determined and approved by either the local residents through referenda or by their elected
officials. State and local governments on average save about two percentage points on
municipal bonds, which translates to substantial savings on projects. We also note that

variations of public-private partnerships often utilize municipal bonds.

Recommendations for Congress

1. Make reinvestment in America's water and wastewater infrastructure a top national

priority.

2. Provide fully authorized funding for the Water Infrastructure Finance Innovation Act

(WIFIA)and at least $1.8 billion for the drinking water SRF program.

3. Preserve the tax-exempt status of municipal bonds.

4. Eliminate the cap on private-activity bonds for financing water infrastructure projectsto

further promote necessary investments.
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5. Reauthorize the Safe Drinking Water SRF program and take advantage of the
opportunity to utilize lessons learned since its creation to make it more efficient, by doing
the following:

a. Require quarterly instead of annual reports from states on the amount of
unobligated SRF funds the states are holding. This would provide a clearer
picture of how efficiently money is moving and which, if any, states need
assistance in moving loans;

b. Provide for the redirection of large sums of unobligated SRF funds after a
specified time period;

¢. Make it clear in SRF authorization language that use of SRF loans for
consolidation or regionalization of water systems to improve water service to a
population does not violate the ban on the use of SRF assistance to
accommodate growth;

d. Direct EPA to provide guidance to states to help make applications scalable to
the size and scope of the project under consideration; and

e. Work with stakeholders to find areas in which administrative processes or

requirements could be streamlined.

Cybersecurity for Critical Infrastructure

Continued advances in automation and information technologies have brought great economic
advantages to many sectors. However, these capabilities have also introduced the specter of
cyber- attacks, a new and faceless threat to individuals, businesses and the critical
infrastructure upon which our economy depends. A punitive, compliance-based approach to
cybersecurity that places the burden solely on prospective victims/targets of cybercrimes and

attacks is ill-advised.
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Responsibility for cybersecurity must be shared with technology providers to ensure that the
systems to support infrastructure operations, to the extent possible, are not susceptible to
attack. In addition, technical support programs are needed to help systems — particularly in
small and medium-sized communities -- overcome the technical knowledge/skills gap

associated with many of the security systems that have been deployed.

AWWA has been proud to develop a cybersecurity resource designed to provide actionable
information for utility owner/operators based on their use of process control systems. That is the
purpose and objective of the "Process Control System Security Guidance for the Water Sector”
and the supporting on-line "Use-Case Tool." Both are free to water providers on our website.
These resources have been recognized by the Water Sector Coordinating Council and EPA as
the foundation of a voluntary, sector-specific approach for adopting the National institute of

Standards and Technology's (NIST's) Cybersecurity Framework.

The cyber threat requires ongoing public-private collaboration to develop solutions and mitigate

risks facing critical infrastructure.
Recommendations for Congress and the Administration

1. Support a voluntary, collaborative approach to cybersecurity that recognizes the
dynamic nature ofthe threats facing critical infrastructure, such as the existing work done

with various sectors, including water, and NIST.

2. Expand support for aggressive investigation and prosecution of cyber attackers.

3. Enhance programs, such as the Industrial Contro!l Systems Cyber Emergency Response
Team (ICS-CERT), that can support and build the cyber risk management capacity of all
critical infrastructure sectors and rapid information sharing for vulnerability mitigation

protocols.
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Source Water Protection

Protection and management of source waters are critical to the mission of any drinking water
utility and the communities it serves. In reality, however, many drinking water systems have
limited control over upstream activities that may present risks to water quality. The revised Toxic
Substances Control Act (TSCA) does contain provisions for requiring consideration of impacts
on drinking water sources for certain substances. This is an important step in developing

programs that place high value on source waters. However, there are critical policy gaps that

impede water utility consideration of prospective risks to source waters. These gaps are due to
inadequate information-sharing policies and a lack of notification protocols to alert a utility of
incidents that could impact a water supply. The chemical spill on the Elk River in West Virginia

in 2014 illustrates the need for such notification and alerts.

in addition, improved collaboration between agriculture producers and water providers can have

measurable results in reducing sediment and nutrient pollution. Nutrients from agricultural runoff

do impact drinking water quality, as we saw in Toledo, Ohio, in 2014, when the water system

had to be shut down.

The federal Farm Bill contains the largest funding source for agricultural land conservation
efforts, Not only is robust funding needed for such efforts, but they need to be focused where
they are achieving the greatest public good. One program within the Farm Biil conservation title
in particular has the greatest promise for helping farmers and ranchers undertake effective
nutrient management practices in critical watersheds: the Regional Conservation Partnership
Program, created in the 2014 Farm Bill. In this program, USDA’s Natural Resources
Conservation Service, state agencies and non-governmental entities provide financial aid and
technical assistance to farmers and ranchers to implement conservation practices that address
higher-priority natural resource concerns. The 2014 Farm Bill authorized $1.2 billion for RCPP

over five years, but federal budget sequestrations are cutting into those authorized amounts.
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incentivizing upstream adoption of best management practices for nutrient management, along
with structural and edge-of-field practices (e.g. riparian buffers, drainage water management,

tile nutrient management), are important tools in managing source water quality.
Recommendations for Congress

1. Support the designation of drinking water utilities as “first responders” in various state
and federal emergency response laws and regulations to facilitate information sharing

with a clear “need-to-know” status.

2. Sustain and expand targeted programs, particularly the conservation programs in the
Farm Bill, that support collaboration between agriculture producers and community water
systems to improve source water quality. We realize the Farm Bill itself is outside the
jurisdiction of this committee, but we seek your support in working with the agriculture
committees on the conservation title, to help provide the American public with the best

water possible.

Energy-Water Nexus

Drinking water and wastewater utilities use nearly 2% of electricity nationwide. Ultimately, the
water and energy sector are deeply co-dependent, with most energy production requiring water
and all water production/treatment requiring energy. Improving energy efficiency, energy
management, and deployment of renewables within the water sector lowers costs and improves
system resilience. This frees up more resources for infrastructure renewal and other priorities,

leads to lower emissions, and assists states in meeting their energy goatls. Collaborations with

the Department of Energy have provided the water sector with key resources needed to improve

efficiency and energy management.
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Recommendations for Congress and the Administration

1. Support voluntary Depariment of Energy programs designed to assist the water sector,
including continued expansion of the Better Plants program.Support initiation of a

Uniform Methods Project for water utility energy efficiency.

2. Support the development of voluntary state energy programs for the water sector.

Affordability

The core mission of drinking water and wastewater systems is to protect public heaith and the
environment. To accomplish this mission, these water systems must build and operate

increasingly complex treatment systems to meet various statutory and regulatory requirements.

These systems must also be built and operated in a manner that is affordable to the local

ratepayer.

Current affordability guidelines were developed in 1997 and are outdated. They rely on a single
economic indicator — median household income — and have not been revised and updated to
account for current economic circumstances. This is a major problem when the Department of
Justice seeks to place a public utility and its community under a federal enforcement order.
EPA’s guidelines must be revised to include new affordability criteria that evaluate a much

broader range of community affordability factors.

Studies done in collaboration with the U.S. Conference of Mayors have shown that some
regulatory actions do not fully take into consideration the larger context of public health needs
and benefits for a community. Since water and wastewater services are funded principally by
local ratepayers, the collective burden from muitiple regulatory actions should be considered in

the whole, as they would be by the families and businesses that will be required to fund them. A
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lack of integrated planning redirects constrained funding to address issues that may not

generate the greatest public health benefit.

EPA's 2012 Integrated Planning Framework and related documents on affordability provided
important new flexibilities for wastewater utilities to prioritize their regulatory obligations and
infrastructure investments. However, more action is needed to institutionalize integrated
planning in all aspects of EPA’s interactions with water utilities, particularly in wastewater
permitting. Integrated planning-based scheduling and sequencing must be available as an
option for utilities to consider in all future National Pollutant Discharge Elimination System
permits. However, integrated planning needs to be codified in the Clean Water Act (realizing this
is outside the jurisdiction of this committee) and drinking water regulation needs to become a

part of integrated planning as well.

AWWA was pleased to see that Rep, Bob Gibbs' reintroduced the Water Quality improvement

Act, H.R. 465, in the 115" Congress. Legislation like this bill would help put the integrated

planning framework in statute for clean water mandates. However, this legisiation only deals
with clean water, and does not allow for integrated planning to fully acknowledge the cost
implications of drinking water mandates. AWWA is committed to working with Mr. Gibbs, the
House Subcommittee on Water Resources and Environment, and the Subcommittee on

Environment to advance this legislation and eventually see it become law.
Recommendations for Congress

1. Integrated planning should account for the full cost placed on a community when
considering drinking water and wastewater regulatory actions to ensure such decisions

are not overly burdensome and thus undermine the very benefits sought.

2. Codify in federal law integrated planning for clean water and drinking water regulation.
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Scientific Integrity and Transparency

A core tenet of the Safe Drinking Water Act and AWWA is adherence to sound science. This
tenet is essential to ensure the integrity of the decision-making process, which must include
rigorous public review and comment. This process admittedly appears slow and there is
concern it results in too many regulatory delays. However, sound science requires a thorough,
methodical, science-based evaluation of potential risks. AWWA believes greater investment in
the necessary fundamental scientific research would mitigate the concerns about the length of

time required to address risks, expedite decision-making and benefit public health.

In the absence of critical information, especially health effects data, agency actions can result in
less-than-optimal decisions that may not serve the public interest. Decision-making based on
limited information undermines the credibility of the process with the public and often results in
costly diversions of limited financial resources. The absence of data and information can be

overcome with appropriate budgetary support for research.
Recommendations for Congress

1. Support the deliberative, science-based regulatory processes outlined in the Safe

Drinking Water Act to set health-protective standards for drinking water.

2. Authorize and appropriate funding to assist EPA in its evaluation of potential

contaminants.

What is the American Water Works Association?

The American Water Works Association (AWWA) is an international, nonprofit, scientific and

educational society dedicated to providing total water solutions and assuring the effective
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management of water. Founded in 1881, the association is the largest organization of water

professionais in the world.

Our membership includes more than 3,900 utilities that supply roughly 80 percent of the nation's

drinking water and treat almost half of the nation’s wastewater. Our 50,000 members represent

the full spectrum of the water community: public water and wastewater systems, environmental
advocates, scientists, academicians, and others who hold a genuine interest in water, our most
important resource. AWWA unites the diverse water community to advance public health,

safety, the economy, and the environment.
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Mr. SHIMKUS. Gentleman yields back his time.

Chair now recognizes Mr. Rudolph Chow, Professional Engineer,
Director of the Baltimore, Maryland Department of Public Works
on behalf of the American Municipal Water Association.

Welcome. You're recognized for 5 minutes.

STATEMENT OF RUDOLPH S. CHOW, P.E.

Mr. CHOW. Good morning, Chairman Shimkus and Ranking
Member Tonko and honorable members of the Energy and Com-
merce Committee Environment Subcommittee.

My name is Rudy Chow and I am the director of the Department
of Public Works with Baltimore City. It is my honor to appear be-
fore you this morning.

As director of the Baltimore City Department of Public Works,
I'm responsible for safe delivery of the highest quality drinking
water to 1.8 million people living and working in our metropolitan
region.

I have over 30 years of experience in the public water industry
from the operational, engineering and administrative perspectives.
It is a field I both love and respect.

I'm here today to speak on behalf of the Association of Metropoli-
tan Water Agencies, AMWA, an organization representing the na-
tion’s largest public drinking water utilities which collectively serve
more than 130 million Americans with quality drinking water. I
serve on the AMWA board of directors with other dedicated profes-
sionals from all over the country.

While our home jurisdiction may be different, I assure you that
our challenges are not. We are all challenged by the effects of aging
infrastructure and the costly capital projects that protect and im-
prove the quality of water we deliver to our customers.

It is a delicate balancing act we perform to prioritize and fund
these expensive investments that are borne locally. But the time of
kicking the can down the road is long over.

Through organizations such as AMWA and serious discussion of
these challenges in Congress through committees and subcommit-
tees such as yours, we hope to seize the moment the momentum
of this national conversation and forge a national commitment to
protect our drinking water.

The scale of this challenge cannot be done solely on our own. It
is too important. We do not want communities forced to choose be-
tween investing in necessary infrastructure and the safety of their
water. But here are the cold hard facts.

The EPA’s most recent drinking water and clean water needs
surveys identify more than $655 billion of needed water and waste-
water infrastructure investments over the next 20 years just to
maintain the status quo.

AMWA and the National Association of Clean Water Agencies
project that water and wastewater utilities could spend a similar
amount over 40 years just to adapt to extreme droughts, more fre-
quent and intense storms and rising sea levels.

In my own city of Baltimore, my annual capital program for
water and wastewater project can comprise 80 percent of the city’s
total capital investments. My six-year capital program for just
water infrastructure exceeds $2 billion.
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The work of this subcommittee and Congress make a difference
between our success or failure as a nation to protect our most basic
need: clean safe drinking water.

Congress passed the Water Infrastructure Improvements of the
Nation Act last year. It created a new program in funding to re-
move and replace outdated lead service lines and help low-income
customers absorb their share of replacement costs.

We need more programs like this to help support affordable fi-
nancing and assistance to communities in need. AMWA is asking
to continue this momentum to support the following efforts in pro-
gramming.

We need to renew commitment in the Drinking Water State Re-
volving Fund, SRF. The Drinking Water SRF is an effective na-
tional funding mechanism providing critical funding assistance and
that is a lifeline to many communities large or small struggling to
fund their capital programs. We ask a doubling of SRF to $1.8 bil-
lion.

The Water Infrastructure Innovation Act, or WIFIA, is a new
federal pilot program that AMWA believes will provide innovative
funding to help communities nationwide pay for large-scale water
and wastewater projects.

WIFIA will complement, not compete, with SRF funds and
WIFIA can help communities with large-scale investment that
some SRFs cannot provide. Support the use of tax exempt munic-
ipal bonds as they are the most prevalent water infrastructure fi-
nancing mechanism with at least 70 percent of U.S. water utilities
relying on them to pay for infrastructure improvements.

By reauthorizing the Drinking Water SRF, Congress will have an
opportunity to update and streamline the program. AMWA would
like to codify water facility security enhancements as well as allow-
ing a portion of the metropolitan service areas to qualify as a dis-
advantaged community use of these funds.

AMWA also supports the framework of the Safe Drinking Water
Act and its careful balance of public health protection and local cost
and feasibility considerations. Congress should consider options for
targeted low-income water rate assistance programs. They are
greatly needed.

Finally, AMWA believes water utilities should be recognized in
providing preference under SRF for taking steps to improve effi-
ciency and adopting best industry practices via sound water utility
asset management plan or who formulate cooperative water utility
partnerships.

On behalf of AMWA, I appreciate the opportunity to testify on
the importance of investing and rehabilitating our nation’s drink-
ing water infrastructure. Thank you again, and I am happy to an-
swer any question you might have.

[The prepared statement of Rudolph S. Chow, P.E. follows:]
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Summary of the Testimony of Rudolph S. Chow

Public drinking water utilities in the United States provide their customers with
some of the best drinking water in the world, but according to U.S. EPA our
nation’s water and wastewater infrastructure requires more than $655 billion
worth of investment over the coming decades to ensure current levels of service
continue.

In Baltimore, the Department of Public Works has launched a comprehensive,
long-term strategy to replace or rehabilitate 1,500 miles of city-owned water
mains that deliver safe and reliable drinking water to our 1.8 million residential
and business customers. Cities and towns across the country are undertaking
similar efforts to upgrade their water infrastructure.

Federal financing assistance is a key component of nationwide efforts to
rehabilitate water infrastructure. The Drinking Water State Revolving Fund is a
well-established program that helps community water systems undertake projects
and repairs that ensure continued public health protection. Since 1996 it has
provided nearly 13,000 water infrastructure loans with an average value of about
$2.5 million.

The new Water Infrastructure Finance and Innovation Act (WIFIA) pilot program
will deliver additional low-cost loans for major water infrastructure projects that
may be too large to benefit from the DWSRF. EPA expects to leverage Congress’
initial FY'17 appropriation of $17 million for WIFIA project funding into more
than $1 billion worth of loans to communities.

The federal tax code helps communities access low-cost infrastructure financing
by making interest earned on municipal bonds exempt from federal income taxes.
Without this exemption, AMWA estimates that water infrastructure financing
costs would increase by approximately 25 percent as investors would demand
higher interest rates on municipal bonds. This, in turn, could lead to higher water
bills for communities and their ratepayers.

The Association of Metropolitan Water Agencies stands ready to work with the
subcommittee in support of these programs and other initiatives that will renew
America’s commitment to robust drinking water infrastructure.
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Chairman Shimkus, Ranking Member Tonko, and members of the subcommittee:
the Association of Metropolitan Water Agencies (AMWA) appreciates the opportunity to
testify on the important topic of “Reinvestment and Rehabilitation of Our Nation’s Safe
Drinking Water Delivery Systems.” We are glad that Congress is turning its attention to
the state of our nation’s water infrastructure.

I am Rudy Chow, and I have served as Director of the Baltimore Department of
Public Works since 2014. One of the top priorities of the Department is to safely and
reliably deliver high quality drinking water to all 1.8 million of our residential and
business customers in Baltimore and the surrounding region. To ensure success in this
mission, the Department has launched a comprehensive, long-term strategy to replace or
rehabilitate 1,500 miles of city-owned water mains. And on the wastewater side, we have
initiated a program to comply with Baltimore’s sanitary sewer consent decree by
rebuilding hundreds of miles of sewer mains and by upgrading the capacity of our Back
River Wastewater Treatment Plant. Clearly, Baltimore has made a priority of
reinvestment in, and rehabilitation of, our water infrastructure.

Lalso serve as a member of AMWA’s Board of Directors. AMWA is an
organization representing the nation’s largest publicly owned drinking water utilities,
which collectively serve more than 130 million Americans with quality drinking water.
Our members are well aware of the urgent need to upgrade our nation’s water
infrastructure, and we are eager to work with the subcommittee to develop components of
any forthcoming infrastructure funding legislation that may help communities meet this

objective.
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1t is beyond doubt that America’s water and wastewater infrastructure is due for
an upgrade. EPA’s most recent Drinking Water and Clean Water Needs Surveys show
that the nation’s water and wastewater infrastructure requires more than $655 billion
worth of investments over the next two decades just to maintain current levels of service,
but even those estimates may be too modest. The American Water Works Association
has estimated that it may cost drinking water systems alone approximately $1 trillion
over the next 25 years just to upgrade and expand buried water infrastructure, and
AMWA and the National Association of Clean Water Agencies have projected that water
and wastewater utilities could spend a similar amount over 40 years as they adapt to
changing hydrological conditions such as extreme drought, more frequent intense storms,
and rising sea levels.

Fortunately, Congress has begun to give this issue the attention it deserves. Last
year’s passage of the Water Infrastructure Improvements for the Nation Act authorized
funding for a new program aimed at removing and replacing outdated lead service lines
and helping low-income customers absorb their share of these replacement costs. The
law also authorized assistance to help schools and child care centers test the quality of
their drinking water. AMWA hopes to see each of these new programs receive
appropriations in the next fiscal year.

All of this represents good progress, but we know that much more remains to be
done. And while we continue to believe that local water infrastructure should primarily
be paid for through local water rates, there is an important role for the federal government

to play in facilitating access to affordable financing and offering assistance to
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communities in need. AMWA supports the following programs to strengthen and
maintain our nation’s drinking water infrastructure.
The Drinking Water State Revolving Fund

Authorized by Congress in 1996, the Drinking Water State Revolving Fund
(DWSREF) is the most well established federal program to aid in the financing of drinking
water infrastructure. Each year after Congress appropriates DWSRF funding, EPA
distributes a share of the funds to ecach state, following a formula based on each state’s
identified drinking water infrastructure needs. States add a match of at least 20 percent to
their share of funding, and then use the proceeds to provide loans and other assistance for
eligible projects in their state, with a focus on addressing the most significant threats to
public health. Historically, the DWSRF has tended to focus on small or rural
communities that face water quality challenges.

According to EPA, through 2016 the DWSRF had provided nearly $32.5 billion
in funding assistance to communities nationwide through 12,827 individual assistance
agreements — an average of just over $2.5 million per project. Small communities
serving 10,000 people or fewer have received 9,044 of these assistance agreements since
the program’s inception — about 70 percent of the total — while metropolitan water
systems serving more than 100,000 people obtained 897 DWSRF loans through the end
of 2016.

While the DWSRF has been a great success, the program also is in need of a
renewed commitment from Congress. The DWSRF has never been reauthorized, and
annual funding levels have steadily decreased since 2010. While House and Senate

appropriators each approved FY 17 funding legislation that would provide more than $1
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billion for the DWSRF, those proposals are currently on hold along with the rest of
EPA’s final FY'17 budget.

Looking ahead, we are heartened that last year during the presidential campaign
President Trump called for tripling annual SRF appropriations, but we are concerned that
early reports about the White House’s FY 18 budget request may propose cutting overall
EPA funding by as much as 25 percent. These two objectives are simply incompatible.

Rather than drastic cuts, AMWA would prefer to see the SRF programs puton a
path toward sustained growth that will result in an eventual tripling of their
appropriations, in line with the position of the president’s campaign. To this end,
AMWA and others in the water sector support an FY'18 Drinking Water SRF
appropriation that doubles the program’s FY16 level, to $1.8 billion. Such an infusion of
funds could also be delivered through a comprehensive infrastructure funding package
that Congress may consider later this year.

The Water Infrastructure Finance and Innovation Act

The federal government’s newest water infrastructure financing program was
established three years ago with strong bipartisan and bicameral support. Enacted as part
of the Water Resources Reform and Development Act of 2014, the Water Infrastructure
Finance and Innovation Act (WIFIA) pilot program is an innovative financing
mechanism that will help communities nationwide pay for large-scale water and
wastewater infrastructure projects. Through WIFIA, EPA will loan Treasury funds to
cities and towns to carry out qualifying projects, but at a lower interest rate than the
community would likely obtain on the bond market. All WIFIA loans will be paid back

to the federal government with interest over the period of 35 years following substantial
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completion of the project — thus providing affordability to local ratepayers and a return on
investment to the U.S. Treasury.

Importantly, WIFIA will complement, not compete with, the existing SRF
programs. Unlike the DWSRF, which typically delivers modest-sized loans to help
communities respond to public health risks, WIFIA is intended to help communities
finance large-scale water infrastructure improvements that may not be positioned to
benefit from SRF assistance. For example, because the DWSRF gives preference to
projects that address the most serious risks to human health, a significant portion of
DWSRF loans often flow to small communities that require help to improve drinking
water quality. But other projects that are not directly tied to SDWA compliance or health
protection — such as investments to replace or upgrade aging infrastructure or to enhance
the reliability and.security of water supplies, particularly in metropolitan areas — often
struggle to obtain SRF assistance in amounts that will meaningfully reduce total project
costs.

A wide range of drinking water, wastewater, stormwater, water reuse, recycling,
and desalination projects expected to cost in excess of $20 million are all eligible for
WIFIA loan assistance — with WIFIA funding available to cover up to 49 percent of the
total project costs. WIFIA also accommodates smaller communities faced with lower-
cost projects, as the program will offer loans to a project costing as little as $5 million in
a community of 25,000 people or fewer.

The next several months will mark an exciting time for WIFIA. Late last year
Congress appropriated $20 million to support WIFIA loans in 2017 — with $3 million

reserved to cover administrative expenses at EPA. EPA expects to leverage the
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remaining $17 million into more than $1 billion worth of loans to communities across the
United States. In January EPA subsequently circulated its first notice of funding
availability to begin the process of soliciting WIFIA funding applications, with an April
10 deadline for communities to submit initial letters of interest that describe their
potential WIFIA projects. This timeframe could allow the first WIFIA loan funds to get
out the door to chosen applicants by the end of the year.

Looking ahead, WIFIA is authorized as a pilot program only through the 2019
fiscal year. Should WIFIA’s initial round of funding prove successful, AMWA will urge
Congress to quickly reauthorize the program to build on and sustain this initial
momentum,

Tax-Exempt Municipal Bonds

The most critical federal water infrastructure financing assistance mechanism is
perhaps also the most overlooked during infrastructure policy discussions. And though
decisions on the fate of this mechanism will ultimately be made outside of this committee,
it is important for all members of Congress to be aware of its essential role in financing
water infrastructure.

Since the federal tax code was established in 1913 interest earned on municipal
bonds has been exempt from federal income taxes. According to the Congressional
Research Service, tax-exempt municipal bonds are the most prevalent water
infrastructure financing mechanism, with at least 70 percent of U.S. water utilities relying
on them to pay for infrastructure improvements. And a study completed last month by

AMWA and the National Association of Clean Water Agencies found that in 2016 alone
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communities across the United States issued nearly $38 billion in tax-exempt municipal
bonds to finance water, sewer, and sanitation projects.

Municipal bonds make infrastructure investments more affordable for
communities because the lack of a federal tax on their interest payments leads investors
to charge lower interest rates than they otherwise would. These lower interest rates
directly translate to lower financing costs, and thus more affordability for local water and
wastewater ratepayers. Without this tax benefit, water and wastewater utilities across the
county would pay about 25 percent more in financing costs over their bond payback
periods — essentially an additional tax on water infrastructure investment that would be
borne by water utility ratepayers of all income levels.

In Maryland alone, cities and towns across the state issued roughly $46.5 million
worth of tax-exempt municipal bonds to support water and wastewater infrastructure
projects in 2016. AMWA’s data indicates that fully taxing municipal bond interest would
increase local financing costs on this debt by nearly $20 million over the expected
payback periods. Put another way, these increased financing costs represent about 42
percent of the value of Drinking Water and Clean Water State Revolving Fund assistance
delivered to Maryland in 2016.

As Congress plans to consider a comprehensive tax reform proposal later this year,
AMWA encourages members of this committee who prioritize affordable water
infrastructure investments to stand up in support of tax-exempt municipal bond interest.
Failing to maintain this effective and equitable subsidy would drastically increase the cost
of water infrastructure financing and permanently reduce the affordability of water

service to ratepayers in communities nationwide.
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A Renewed Commitment to Water Infrastructure

In addition to adequate funding, water infrastructure funding programs also
require a renewed commitment from Congress. The Drinking Water State Revolving
Fund should be reauthorized, giving Congress a chance to update and streamline the
program to position it for continued success in the 21* Century. Some updates favored
by AMWA include codifying water facility security enhancements as an eligible use of
DWSRF funds, and allowing portions of metropolitan water utility service areas to
qualify as a “disadvantaged community” that is able to receive additional subsidization.

More broadly, AMWA supports the framework of the Safe Drinking Water Act,
and its regulatory process that reflects a careful balance of public health protections and
local cost and feasibility considerations. But new EPA mandates may still pose
affordability challenges in many communities, particularly among low-income
households, so we believe Congress should consider options for a targeted low-income
water rate assistance program.

Finally, AMWA believes water utilities should be recognized for taking steps to
improve efficiency and adopting industry best practices. For example, communities that
have completed water utility asset management plans should be awarded additional
preference when applying for DWSRF assistance, and Congress should encourage the
formulation of cooperative water utility partnerships that can improve the operations and
management of water systems that have previously experienced compliance issues.

Again, AMWA appreciates the opportunity to testify on the importance of

reinvestment and rehabilitation of our nation’s drinking water infrastructure. Continued

10



44
congressional support for the DWSRF, WIFIA, and tax-exempt municipal bond interest
are all policies that will help our nation achieve this goal.

Thank you again, and [ am happy to answer any questions from the committee.

11
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Mr. SHIMKUS. Gentleman’s time has expired. We thank you for
your testimony.

The chair now recognizes Mr. Greg DilLoreto, Chairman of the
Committee for America’s Infrastructure, American Society of Civil
Engineers and nothing.

So we will recognize you for 5 minutes.

STATEMENT OF GREGORY E. DILORETO

Mr. DiLoreTO. Thank you very much, Chairman Shimkus, Rank-
ing Member Tonko and members of the subcommittee.

Good morning. My name is Greg DiLoreto and I'm a past presi-
dent of the American Society of Civil Engineers and the current
chair of the ASCE Committee for America’s Infrastructure, respon-
sible for the 2017 report card for infrastructure.

Prior to my retirement, I served as the chief executive officer of
the publicly-owned Tualatin Valley Water District in Portland, Or-
egon. It’s the second largest water utility in Oregon.

I am honored to be here today to testify on behalf of ASCE on
the state of America’s drinking water infrastructure as the sub-
committee examines reinvestment and rehabilitation of our nation’s
safe drinking water delivery systems.

You’re hearing a recurring theme from the comments by the
chair, by the comments from the ranking members as well as the
four people that have testified before me.

You're hearing this theme that we need to invest in our infra-
structure. Every four years since 1998, ASCE has published the re-
port card for America’s infrastructure which grades the current
state of 16 national infrastructure categories on a scale of A
through F.

Last week, we released our 2017 report card, which we’d like to
have entered into the official record. In this report card

Mr. SHIMKUS. Without objection, so ordered.

[The information appears at the conclusion of the hearing.]

Mr. DILORETO. Thank you. In this report card, we gave the na-
tion’s drinking water infrastructure systems a grade of D. Unfortu-
nately, that is the same grade it received in our 2013 report card.

But the good news from this year’s report card is that water con-
servation efforts through wise use of water seem to have paid off.

Municipal water consumption in the United States has declined
by 5 percent this decade, marking the first time in nearly 40 years
that water use at home has decreased.

Total freshwater withdrawals this decade continue to decline in
almost every sector including agriculture, industry, domestic and
thermal electric. This is primarily due to efficiencies and the reduc-
tion in withdrawals from retired coal-fired plants.

The bad news is that every day nearly 6 billion gallons of treated
drinking water are lost due to leaking pipes with an estimated
240,000 water main breaks per year occurring in this country.

It’s estimated that these leaky pipes are wasting 14 to 18 percent
of each day’s treated water, the amount of clean drinking water
that could support 15 million households.

To address these programs and bring the grade up to a B—good
condition, which we recommend—EPA has estimated, as you've
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heard, we need to invest, at a minimum, $384 billion over the next
20 years from all levels of government.

Importantly, EPA’s numbers do not account for population
growth and an estimate is limited in its scope of projects so it could
be higher. While drinking water infrastructure is funded primarily
through a rate-based user system, the investment has been inad-
equate for decades and will continue to be underfunded without
significant changes as the revenue generated will fall short of the
needs grow and as water utilities strive to meet safe drinking
water standards.

Additionally, many U.S. cities are losing population. This poses
a significant challenge to utility managers. Fewer ratepayers—a
declining tax base—make it difficult to raise funds for capital in-
vestment plans.

To respond, utilities must raise rates often in cities where jobs
and pay have not kept pace with the economy, putting a burden
on those who can least afford rate increases.

Conversely, in areas of the country that are growing, such as the
West and Southwest, utility managers must respond to an in-
creased overall demand.

So we'd like to offer the following recommendations. First, as
you've heard from my colleagues, reinvigorate State Revolving
Loan Fund program under the Safe Drinking Water Act through
permanent reauthorization. And we are going bold, tripling the
amount of the annual appropriation. This is the amount that the
president has called for.

Second, fully fund the Water Infrastructure Finance and Innova-
tion Act. Three, as with my colleagues, preserve tax-exempt munic-
ipal bond financing. Low-cost access to capital keeps lending for
water upgrades strong and accessible for communities large and
small.

And fourth, eliminate the state cap on private activity bonds for
water infrastructure to bring an estimated $6 billion to $7 billion
annually in new private investment.

Finally, the federal government cannot be the bank of last resort.
We understand and recognize that individual water utilities must
consider the need to increase the price of water to local users.

Water must be appropriately priced, however, to ensure invest-
ments to rebuild the infrastructure.

Thank you, Mr. Chairman. That concludes our testimony and at
the appropriate time I'd be happy to answer your questions.

[The prepared statement of Gregory E. DiLoreto follows:]
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Mr. Chairman Shimkus, Ranking Member Tonko, and Members of the Subcommittee:

Good morning. My name is Gregory E. DiLoreto, and 1 am a past president of the
American Society of Civil Engineers and the current Chair of the ASCE Committee
for America’s Infrastructure responsible for the 2017 Report Card for
Infrastructure. Prior to my retirement, , | served as chief executive officer for the
publicly owned Tualatin Valley Water District in the Portland, Oregon, metropolitan
area. The District is the second largest water utility in Oregon, serving more than
200,000 customers in the Portland area. [ am a licensed Professional Engineer in
the state of Oregon.

['am honored to be here today to testify on behalf of ASCE on the state of America’s
drinking-water infrastructure as the Subcommittee examines ““Reinvestment and
Rehabilitation of Our Nation’s Safe Drinking Water Delivery Systems”.

The American Society of Civil Engineers is pleased to offer this testimonyas the
Committee works to understand and improve the nations drinking water
infrastructure. ASCE represents more than 150,00 civil engineers worldwide who
plan, design, build, operate and maintain drinking water infrastructure across the
country.

Last week, ASCE’s 2017 Report Card for Infrastructure graded the nation’s drinking
water infrastructure a “D” Unfortunately that is the same grade received in our
2013 Report Card.

The United States uses 42 billion gallons of water a day to support daily life from
cooking and bathing in homes to use in factories and offices across the country.
Around 80% of drinking water in the U.S. comes from surface waters such as rivers,
lakes, reservoirs, and oceans, with the remaining 20% from groundwater aquifers.
In total, there are approximately 155,000 active public drinking water systems
across the country. Most Americans - just under 300 million people - receive their
drinking water from one of the nation’s 51,356 community water systems. Of these,
just 8,674 systems, or 5.5%, serve more than 92% of the total population, or
approximately 272.6 million people. Small systems that serve the remaining 17.4%
of the population frequently lack both economies of scale and financial, managerial,
and technical capacity, which can lead to problems of meeting Safe Drinking Water
Act standards.

Drinking water is delivered via one million miles of pipes across the country. Many
of those pipes were laid in the early to mid- 20th century with a life span of 75-100
years. With utilities averaging a pipe replacement rate of 0.5% per year, it will take
an estimated 200 years to replace the system - nearly double the useful life of the

pipes.
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Because America’s drinking water infrastructure provides a critical service,
significant new investment and increased efficiencies are needed as filtration plants,
pipes, and pumps age past their useful life, Every day, nearly six billion gallons of
treated drinking water are lost due to leaking pipes, with an estimated 240,000
water main breaks occurring each year. It is estimated that leaky, aging pipes are
wasting 14 to 18 percent of each day’s treated water; the amount of clean drinking
water lost every day could support 15 million households.

To address deteriorating water infrastructure, asset management provides utility
managers and decision-makers with critical information on capital infrastructure
assets and timing of investments. Some key steps for asset management include
making an inventory of critical assets; evaluating their condition and performance;
developing plans to maintain, repair, and replace assets; and funding these
activities.

While drinking water infrastructure is funded primarily through a rate-based user
pay system, the investment has been inadequate for decades and will continue to be
underfunded without significant changes as the revenue generated will fall short as
needs grow. According to the American Water Works Association, upgrading
existing water systems and to meeting the drinking water infrastructure needs of a
growing population will require at least $1 trillion.

The majority of funding for drinking water infrastructure comes from revenue
generated by rate payers. In the nation’s largest 50 cities, the rate users pay varies
greatly; the lowest average monthly water bill is $14.74 in Memphis, while Seattle
residents pay the most at $61.43. This large gap exemplifies the varied approaches
to rate structure, as well as the contrast of need and investment across the country.
While higher rates that reflect the true cost of service are important, public
assistance programs should be considered for low income populations. Between
2009 and 2014, state and local governments decreased capital spending for both
drinking water and wastewater by 22%; at the same time, federal capital spending
did not change significantly.

The federal government offers financial support to local governments and utilities in
the form of ioans through the Drinking Water State Revolving Fund, which provides
low-interest loans to state and local water infrastructure projects. The
Environmental Protection Agency (EPA) provides an allotment of funding for each
state, and each state provides a 20% match. Since the program’s inception, $32.5
billion of low-interest loans have been allocated. However, with needs far
surpassing the program’s budget, it is unable to meet all investment needs or fund
every deserving project.

In 2014, Congress authorized a new mechanism to fund primarily large water
infrastructure projects over $20 million through the Water Infrastructure Finance
and Innovation Act (WIFIA). In 2016 Congress appropriated $17 million in funds for
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the program. It is estimated that using WIFIA’s full financial leveraging ability that a
single dollar injected into the program can create $50 dollars for project lending.
Under current appropriations, EPA estimates that current budget authority may
provide more than $1 billion in credit assistance and may finance over $2 billion in
water infrastructure investment.

Municipal drinking water consumption in the United States has declined by 5% this
decade, marking the first time in nearly 40 years that water use at home has
decreased. Total freshwater withdrawals this decade continue to decline in almost
every sector including agriculture, industrial, domestic, and thermoelectric. This is
primarily due to increased efficiencies and the reduction in withdrawals for retired
coal-fired power plants.

Drinking water needed for public supply in the United States has been relatively flat
since 1985 even as the population has increased by approximately 70 million people
over the same period. Water conservation efforts, including water efficient fixtures,
have had a significant impact in reducing per capita water usage. Importantly, while
per capita demand has fallen, population trends have significantly challenged how
cities manage water. For example, the Government Accountability Office estimates
that 99 of 674 midsized cities in the U.S. are losing population. This poses
significant challenges to utility managers; fewer rate payers and a declining tax base
make it difficult to raise funds for capital infrastructure plans. To respond, utilities
must raise rates, often in cities where jobs and pay have not kept pace with the
economy, putting a burden on those who can least afford rate increases. Conversely,
in areas of the country that are growing, such as the West and Southwest, water
managers must respond to increased overall demand.

Drinking water quality in the United Sates remains the safest in the world. The EPA
sets legal limits for over 90 contaminants in drinking water. The Safe Drinking
Water Act (SDWA) allows states to set and enforce their own drinking water
standards as long as the standards meet or are better than EPA’s minimum national
standards. Smaller systems that serve under 10,000 people report that a lack of
resources and personnel can limit the frequency of testing, monitoring,
maintenance, and technical capability in their systems. With sufficient funding and
proper oversight, these risks to water users can be mitigated and water quality can
remain safe.

America’s drinking water infrastructure doesn’t stop at pipe, reservoir, pump
station, and treatment plant upgrades; many threats to drinking water
infrastructure can be attributed to the sources of drinking water, such as polluted
source water, depleted aquifers, and inadequate storage. As watersheds continue to
be impacted by shifting migration patterns, land use changes, consumption trends,
and extreme weather, water infrastructure upgrades will be required to meet new
demands. With proper planning, education, and conservation utilities are making
strides to ensure demand is met for decades to come. Water conservation and
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improvements in water-use efficiency appear to have gained a general acceptance
among water utilities as a sensible practice of water management. According to the
American Water Works Association, a majority of utilities ~74 percent - have a
formal conservation program, and 86 percent consider conserved water as one of
their water supply alternatives. Additionally, many communities that have separate
drinking water and wastewater departments are beginning to work together or
even consolidate, creating “one water” utilities that manage water more holistically.

Recommendations:

» Reinvigorate the State Revolving Loan Fund (SRF) program under the Safe
Drinking Water Act through permanent reauthorization and tripling the
amount of annual appropriations.

s Fully fund the Water Infrastructure Finance and Innovation Act (WIFIA) atits
authorized level,

* Preserve tax exempt municipal bond financing. Low-cost access to capital
helps keep lending for wastewater upgrades strong and accessible for
communities large and small.

» Establish a federal Water Infrastructure Trust Fund to finance the national
shortfall in funding of infrastructure systems under the Clean Water Act.

¢ Eliminate the state cap on private activity bonds for water infrastructure
projects to bring an estimated $6 to $7 billion annually in new private
financing.

o Encourage utilities to take regional approaches for water delivery to take
advantage of economies of scale.

o Increase federal support and funding for green infrastructure, watershed
permitting, and other programs that promote the concept of “one water” to
protect source watersheds.

s Encourage utilities to conduct revenue forecasting models to determine the
necessary rate revenues over a period of time and then institute rates that
reflect the true cost of supplying clean, reliable drinking water.

¢ Encourage utilities to undertake asset management programs.

e Increase federal and local support for vocational training in the drinking
water sector as engineers, operators, and maintenance staff begin to retire in
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large numbers.

Support and advance conservation ballot measures that protect source water
through dedicated funding to land and water protcction.

Utility managers must remain diligent to ensure science-based decisions
control operations and facility function. While lead and other contaminants
post significant health concerns when ignored, with proper funding safe and
clean drinking water can be cnsurced.
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Mr. SHIMKUS. Thank you very much, John.

The chair now recognizes Mr. Martin Kropelnicki, President and
CEO of the California Water Service Group on behalf of the Na-
tional Association of Water Companies.

You are recognized for 5 minutes. Thanks for being here.

STATEMENT OF MARTIN A. KROPELNICKI

Mr. KROPELNICKI. Good morning, Chairman Shimkus and Rank-
ing Member Tonko and members of the subcommittee.

As the chairman mentioned, I'm Marty Kropelnicki, President
and CEO of California Water Service Group. We provide water
service to approximately 2 million in the State of California, Ha-
waii, New Mexico and the State of Washington.

I'm also the current sitting president for the National Association
of Water Companies, or NAWC, which represents private water
companies across the U.S.

NAWC members have provided water utility services for well
over 100 years and today serve nearly a quarter of the population.

Before discussing how private water sector can help address the
nation’s infrastructure challenges, I want to start with a story, a
true story, of what happened in the state of California and what
the possibilities can be.

There are 400 residents in West Goshen, which is a small town
in Tulare County. The residents of West Goshen had two small
wells that had chronic water quality issues including nitrates and
bacteria contamination.

In 2012, the two wells failed. Then a portion of the their water
system pipes actually collapsed and we had people in this small
town that actually had sand flowing through their pipes instead of
water.

With the residents having to travel to nearby cities and towns to
take showers in portable shower stands, a timely solution had to
be found.

CalWater worked with several nonprofits in the local area, the
county and state to secure funding to connect the water system to
our existing system, which was a mile down the road.

Today, the residents are enjoying something they haven’t had in
a long, long time—a supply of safe, reliable and high-quality water.
This example illustrates how private water companies are already
helping overcome water infrastructure challenges.

NAWC estimates that its six largest members, of which we are
one, will invest nearly $2.7 billion annually in our water systems.
This is significant, given that the federal appropriations for the
State Revolving Fund program is about $2 billion annually. It illus-
trates the shortfall.

Federal funds alone will not fix the nation’s infrastructure prob-
lems, especially given that many are the result of poor decision
making and not necessarily the absence of funding.

Let me highlight for you several recommendations for Congress
to consider. First, we must ensure that any federal dollars are ef-
fectively and efficiently deployed and used. NAWC and its members
support EPA’s 10 attributes of effective utility management, which
include things such as financial viability, infrastructure stability,
and operational optimization.
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Applicants for public dollars should demonstrate that they are
managing their assets so that adequate repair, rehabilitation, and
replacement are fully reflected in management decisions including
water pricing.

Second, failing systems that are seriously compliant with water
quality standards must be held accountable. If a system is plagued
with a history of serious noncompliance it should be given an op-
tion to pursue a partnership that will lead to compliance or to be
consolidated with an operator or owner who can bring them into
compliance.

Finally, as Congress considers future funding of drinking water
programs, NAWC recommends that the private water sector not
only have equal access to federal funding but also that steps be
taken to further enable and incentivize private water sectors’ in-
volvement in solving the nation’s infrastructure problems.

Apart from the obvious tax base measures, these incentives
should include providing a safe harbor provision to shield would-
be partners from legal and financial liabilities associated with se-
rous noncompliant systems.

Quite simply, private water companies like CalWater have the fi-
nancial, managerial and technical expertise to help ensure that all
Americans have safe, reliable and high-quality utility services.

I sincerely appreciate your invitation to be here today. Along
with my many colleagues in NAWC, I look forward to working with
you to address the nation’s water infrastructure challenges.

Thank you, and I'd be happen to respond to any questions that
the committee may have.

[The prepared statement of Martin A. Kropelnicki follows:]
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Good morning, Chairman Shimkus; Ranking Member Tonko, and Members of the
Subcommittee. Thank you for the opportunity to discuss the water infrastructure
challenges facing the country and the actions the federal government can take to
unleash innovative and sustainable solutions to those challenges.

I am Marty Kropelnicki, President and CEO of California Water Service Group {Cal
Water), the third largest publicly traded water and wastewater utility company in the
United States. | am also the President of the National Association of Water Companies
{NAWC) — the association that represents the regulated private water utility service
industry and professional water management companies. NAWC's core belief is that by
embracing the powerful combination of public service and private enterprise, we can
not only improve our nation’s water infrastructure, but also ensure that future
generations have access to safe, reliable, and high-quality water utility service.

NAWC applauds you, Mr. Chairman, and this Subcommittee, for highlighting America’s
water infrastructure needs and the solutions that will best address them. Safe, reliable,
and high-quality drinking water is critical to every person, community, and business in
this country, and NAWC's members are proud to provide these services to our
customers.

NAWC members are located throughout the nation and range in size from large
companies that own, operate or partner with hundreds of systems in multiple states to
individual utilities serving a few hundred customers. Through NAWC's various innovative
business models, private water and wastewater professionals serve more than 73
million Americans, nearly a quarter of our country’s population.

Cal Water, for one, provides water and wastewater service to approximately two million
people in California, Hawaii, New Mexico, and Washington. Every day, Cal Water treats
and delivers more than 320 million gallons of water to our customers. For us, there is
nothing more important than enhancing the quality of life for our customers by working
each and every day to ensure they have safe, high-quality water each time they turn on
the tap.

Private Utility Role in Meeting the Nation’s Drinking Water Needs

Private water systems have existed in the United States for well over 100 years. Today,
the private water utility sector is highly regulated by state public utility commissions
{PUCs), which set water rates, the U.S. Environmental Protection Agency, which sets
federal drinking water quality standards, and state agencies, which are also responsible
for setting water quality standards. The private water utility sector focuses on long-
term planning by making appropriate and necessary investments in our nation’s
communities. As a result, private water companies have a proven track record of
consistently meeting the drinking water needs of consumers in many areas of the
country.

National Association of Water Companies v Page 1
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The private sector is already helping overcome water infrastructure challenges facing
the country. Ensuring the high standard of quality that private water companies deliver
requires extraordinary amounts of capital investment. NAWC estimates that its six
largest members alone are collectively investing nearly $2.7 billion each year in their
water systems - and these six companies provide service to about six percent of the U.S.
population. In Cal Water's case, we are budgeting to invest about $1 billion in our water
systems over the next five years.

It is significant that six of NAWC’s members are collectively investing more than $2
billion in their water systems when one considers that the current total federal
appropriation for the Clean Water and Drinking Water State Revolving Fund (SRF)
programs is approximately $2 billion annually.

One of the factors that enable the private water sector to undertake such significant
levels of investment is outstanding credit ratings. In fact, the corporate credit ratings of
some of NAWC’s members are amongst the highest in the U.S. For example, Cal Water’s
first mortgage bonds are currently rated AA-, and Cal Water has the highest credit rating
of any utility in the U.S., as rated by Standard & Poor’s.

In addition to helping to ensure our customers have safe, reliable, and high-quality
water utility service, NAWC members provide significant economic benefits to the
communities they serve. We pay federal and state income taxes, local property taxes,
local pump taxes, and permit fees for projects, all of which provide much needed
revenue to all levels of government in the county. We hire local employees, and provide
them with good-paying jobs and competitive benefits. We procure local goods and
services. And to help ensure our medium- and long-term financial stability, our
employees’ retirement benefits are fully funded. All of these things contribute to the
economic multiplier effect that benefits the communities that we serve.

Perhaps most importantly, NAWC’s members work diligently with our state regulators
to ensure that we meet federal and state water quality and customer service standards
every day. For example, analysis of EPA data conducted by American Water Intelligence
found that the “compliance record of major companies in the private water utility sector
has remained nearly spotless.”* NAWC’s members are at the forefront of efforts to
ensure the water we provide to our customers is safe. For example, Cal Water's
Director of Water Quality was part of the national group of experts who developed the
Lead Service Line Replacement Collaborative, which seeks to accelerate voluntary
replacement of lead water service lines. Similarly, in 2016, J.D. Power ranked California
Water Service, a subsidiary of Cal Water, and lilinois American Water, a subsidiary of
American Water, “highest in water utility customer satisfaction in their respective

! American Water Intelligence, “Data Show 10Us a Cut Above in SOWA Compliance,” October 2012, p. 10.

National Association of Water Companies Page 2



58
regions.”?

In summary, the private water utility sector stands able, ready, and willing to partner
with local and state governments, as well as the federal government, to help meet the
challenges our nation’s water infrastructure will face in the coming years and decades.
In addition to supplying necessary capital, private water companies can leverage
decades of experience solving complex water challenges to help bring new water
infrastructure projects online faster and cheaper. Two examples highlight the value
private water companies bring to the table.

+ The wastewater system in Fairview Township, Pennsylvania serves
approximately 4,000 customers. In late 2015, the Township sold its wastewater
system to Pennsylvania American Water for $16.8 million. In order to help
ensure residents have a wastewater system they can depend on, Pennsylvania
American Water will be investing $13 million in capital improvements. In
addition, the revenue from the sale has enabled the Township to pay off $21
million in existing sewer debt, avoid addition debt of approximately $14 million,
and reduce residents’ property taxes by 50 percent.

e West Basin Municipal Water District (West Basin) is a wholesale water supplier in
Southern California. West Basin’s Edward C. Little Water Recycling Facility is the
largest water recycling facility of its kind in the U.S.; it produces approximately
40 million gallons of useable water every day, Cal Water manages and operates
the recycled water distribution system, which includes approximately 100 miles
of pipeline that crosses multiple political subdivisions in Los Angeles County. Cal
Water was able to utilize our experience working with West Basin to help form a
partnership in northern California with the City of Sunnyvale, the Santa Clara
Valley Water District, and Apple that will bring more than 150,000 gallons of
recycled water per day to the new Apple 2 Campus in Cupertino.

Water Infrastructure Today

Our water infrastructure systems are the backbone upon which communities survive
and thrive. Water service is a critical part of the physical platform of the U.S. economy.
Not a single business in any community can survive, nor be established, without a
sustainable water supply. Communities must have reliable and resilient water
infrastructure systems to attract and retain industry, business, and qualified workers.
Simply put, capital investment in water infrastructure means job creation across the
country.

2 1.D. Power, “Robust Water Infrastructure Is Essential to Customer Satisfaction; Water Quality and
Reliability Are Critical, Says Inaugural J.D. Power Water Study,” May 18, 2016, available at:
http://www.jdpower.com/press-releases/2016-water-utility-residential-customer-satisfaction-study.

National Association of Water Companies Page 3
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Unfortunately, aging and deteriorating water systems threaten economic vitality and
public health, and communities nationwide are faced with massive fiscal challenges to
replace critical water and wastewater infrastructure and effectively manage their
systems. The network of pipes that every American relies on for drinking water spans
700,000 miles and is more than four times the length of the National Highway System.
Some of these pipes originally intended to survive 50 to 75 years, have been in service
for more than 100 years — well beyond their useful life. On average, there are 650
water main breaks every day across the country and two trillion gallons of treated water
is lost every year due to leaking pipes at an estimated cost of $2.6 billion.

As will be discussed by my counterparts today, the estimates for maintaining, replacing,
upgrading, and operating the nation’s water infrastructure are staggering. Water
related services require miles of underground systems and extensive treatment plants.
The complex nature of the water industry makes it twice as capital-intensive as
electricity and three times as capital-intensive as natural gas. The continued
deterioration of the nation’s water systems could lead to increased water service
disruptions, more barriers to emergency response, impacts to other public
infrastructure, as well as threats to public health for many Americans.

Water systems are the most expensive asset for a community to maintain, and many
municipally owned utilities simply cannot afford to improve their systems. They have a
limited revenue base which must service all the needs of the community, not just water
and wastewater services. In this context, the importance of bringing in private capital
cannot be underestimated.

On the other end of the spectrum, there are many instances where needed water
system improvements are indefinitely deferred as a result of short-term political
expediency. For example, during a recent trial in southern California, it was brought to
light that one local water supplier is currently on a water pipeline replacement cycle of
148,000 years.? in other words, it will take the water utility 148,000 years to replace all
of the water pipes in its system. Too frequently, these decisions are made in order to
keep the cost of water service as low as possible. Yet, having low water rates is not, in
and of itself, virtuous, especially considering how critical the nation’s drinking water
systems are to economic vitality and public health.

Addressing these dramatic needs will require focused, dedicated and robust
participation by both public and private sectors. Thus, it is important that the federal
government look to all sources of capital and expertise — both public and private ~ to
invest in water infrastructure. Federal funds alone will not bridge the growing
investment gap. As Congress examines future funding for drinking water and

3 Golden State Water Company, “Golden State’s {Proposed) Findings of Fact and Supporting Evidence and
Law,” in City of Claremont v. Golden State Water Company, Superior Court of the State of California — Los
Angeles County, Case Number BC566125, August 5, 2016, p. 35.

National Association of Water Companies Page 4
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wastewater programs as part of any infrastructure initiative, NAWC recommends that
all policies be examined to ensure that the private water industry is not disadvantaged,
but rather, is incentivized to add additional resources to this effort. And just as
important, we must ensure that any future federal funds are utilized to most effectively
address the nation’s vast water infrastructure needs.

Effective Utility Management and Accountability

NAWC and its members support EPA’s ten attributes of effective utility management
endorsed by all major water and wastewater associations, including the American Water
Works Association {AWWA), National Association of Clean Water Agencies (NACWA).
Water Environment Federation (WEF), Association of Metropolitan Water Agencies
{(AMWA), Association of Drinking Water Agencies (ASDWA), and the Association of Clean
Water Administrators (ACWA). The attributes include things such as financial viability,
infrastructure stability and operational resiliency, which reflect the basics of financial,
technical and operational capacity of sustainable utility management.

Failing and noncompliant water systems not only create a growing financial burden, but
they pose significant risks to public health and the environment. According to EPA’s
compliance database, in 2016, there were over 1,500 community water systems in
significant noncompliance.* These rates of noncompliance are unacceptable and
unsustainable. If we are to change the status quo, we must offer more “carrots and
sticks” in the regulatory toolbox.

As a good first step, and as a general rule, applicants for public dollars should
demonstrate that they have fully accounted for the long-term costs of their projects,
including any risks inherent in construction, operations, or maintenance, and have
selected the delivery model that provides the best value. For a community to maintain
and enhance the condition of its infrastructure long-term, water utilities should be
expected, at a minimum, to manage their assets based on a process where adequate
repair, rehabilitation, and replacement are fully reflected in management decisions,
including water pricing.

On this latter point, it is important to note one of the core differences between
regulated private water utilities, like Cal Water, and some of our public counterparts.
The water rates charged by regulated private water utilities are set by state public
utilities commissions to ensure they reflect the actual cost of service, including the costs
of operating, maintaining, and upgrading their water systems. We do not rely on other
sources of revenue that are not related to the water system, such as sales or property
tax revenue. Not only does this approach send an efficient price signal to customers,
but it also helps to ensure that the utility remains financially stable.

* Brent Fewell, “Encouraging Greater Compliance Requires a Change in the Status Quo,” Journal AWWA,
September 2016.

National Association of Water Companies Page 5
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As well, we would be wise to assess impediments to effective utility management
resulting from local procurement processes. Public procurement today tends to
overvalue low initial costs and undervalue future obligations, rewarding bidders who
can build cheaply, rather than those who offer the best value over a project’s lifecycle.
This often increases the costs down the road ~ both higher operations and maintenance
costs — and as repairs go unaddressed, infrastructure fails prematurely, requiring
expensive rebuilds, etc. This is fiscally irresponsible.

Partnerships and Consolidation

Drinking water systems must be expected to maintain their assets and operations in
compliance with health-based laws. If a system is unable to attain compliance and is
plagued with a history of serious noncompliance, it should be given an option to pursue
a partnership that will lead to a return to compliance or be compelled by the State to
consolidate or transfer assets to an able owner/operator. In this regard, NAWC has
been working closely with other water groups to promote legislation that would
encourage partnerships, ranging from peer-to-peer support and public-private
partnerships (P3s) to transfer and consolidation. We simply cannot continue to expect
failing systems to change unless good decision-making is incentivized and, conversely,
bad decision-making is discouraged.

While NAWC and its members are mindful of the socioeconomic and financial
complexities associated with our nation’s growing water crisis, communities must be
held accountable for failing systems. We should expect communities to proactively seek
assistance and support or they should get out of the business of water provision. Year
after year there is tatk of the growing water crisis, yet little is done to actually stem this
crisis.

One option to help struggling systems that is currently under discussion is to encourage
these systems to pursue partnerships in lieu of traditional enforcement or, alternatively,
the State should compel the transfer of assets and/or operational control where a
return to compliance is unlikely to occur. While traditional enforcement tools are not
always appropriate or practicable where, for example, communities simply do not have
adequate resources, these communities must be expected to do things differently.

Cal Water's experience with the unincorporated community of West Goshen in Tulare
County, California highlights the efficacy of an approach that focuses on partnerships
and consolidation. For years, the 400 residents of the community dealt with ongoing
water quality issues, including nitrate and bacteria contamination of their two water
wells. To'make matters worse, in 2012, West Goshen’s wells began failing. The
community received emergency funding from the State to replace the failing wells.
Unfortunately, a short while after receiving this funding, a portion of the water system’s
pipes collapsed; instead of water, residents had sand flowing through their taps.
Residents were forced to travel to nearby towns to shower, brush their teeth, and cook.
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Fortunately for the residents of West Goshen, one of Cal Water's service areas was only
a little over a mile away. Cal Water worked with several non-profits, Tulare County, and
the state to secure $3 million from the Safe Drinking Water State Revolving Fund to
connect the community’s water system to Cal Water’s. As part of the project, Cal Water
installed more than 8,500 feet of new water pipe from its existing system to West
Goshen, and installed a number of new fire hydrants to improve fire protection in the
area. Today, the residents of West Goshen are able enjoy something they did not have
for years: safe, reliable, and high-quality water service.

Suffice it to say that there are numerous opportunities for similar partnerships to be
employed across the country. What is truly needed is the will to make them a reality.
While many communities continue to clamor for more federal funding, more funding is
not going to solve this growing crisis. In many cases, water system failures — be they
related to water quality, reliability, or both — are not due to the absence of funding, but
rather are directly attributable to the failure of proper governance and poor decision-
making.

This point notwithstanding, we recognize there are many small and rural communities
where few, if any, viable partnership options exist due to the fact they are simply too
small or too remote to would-be partners. In those cases, the federal government
should increase and reprioritize federal funding and technical assistance to help support
those communities.

While public-private partnerships are in many cases an efficient and cost-effective
solution, there are numerous impediments to more P3s, including the legal and financial
liabilities of distressed systems. Such liabilities for past noncompliance, which can range
in the hundreds of thousands and millions of dollars, can be a “poison pill” to a
prospective new operator or owner. To solve this problem, Congress should consider
providing a legal “safe harbor” to encourage more private sector participation, including
investment. Without such liability relief, significant amounts of private capital and
investment remains on the sideline.

Specific Tax Issues

While we recognize that tax issues are the jurisdiction of the Ways and Means
Committee, NAWC has two priority tax issues that we want to highlight for you today.

Private Activity Bonds (PABs) for Water Projects

One of the most effective financing tools of the federal government for long-term,
capital-intensive infrastructure projects is the private activity bond (PAB)—tax exempt
financing granted to the private sector for public-purpose projects, like water. The PAB
is a critical too! for drinking water and wastewater projects. PABs make infrastructure
repair and construction more affordable for municipalities and ultimately for users or
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customers, The use of PABs spurs capital investment in public projects during a time
when governmental budgets are tight; and investors prefer PABs because interest
accrues tax-free.

While legislation has yet to be reintroduced this Congress, in past Congresses bills in the
House and Senate have been introduced that would remove water projects from state
volume caps for private activity bonds and thus spur increased private investment in
systems throughout the country. A removal on volume caps for water projects will bring
financing of this piece of the nation’s critical infrastructure in line with airports, high-
speed rail and solid waste disposal, all of which are currently exempt from existing caps.
This legislation has received extraordinary bipartisan support in the past, garnering 101
bipartisan co-sponsors spanning the full political ideological spectrum, and was
supported by dozens of business and other groups from the Clean Water Council to the
U.S. Chamber of Commerce to Operating Engineers and Laborers’ Unions and the U.S.
Conference of Mayors because of the measure’s undeniable merit. We are hopeful that
this legislation will be reintroduced in the near future.

Clarify Internal Revenue Code for Public-Private Partnerships (P3)

Most municipal infrastructure projects are financed by tax-exempt municipal bonds. As
a general rule, the tax exemption on such bonds is lost if a private-sector business
acquires a long-term interest in the project. However, the internal Revenue Service has
issued rules meant to give state and local governments a reasonable path for preserving
the tax-exempt status of these bonds in such an event. Unfortunately, as currently
drafted, these remedies are not practicable for water utility projects and, thereby, deter
beneficial water P3 projects. We look forward to working with Congress and the U.S.
Treasury Department to find a reasonable and narrowly tailored solution.

Recommendations

Our current water infrastructure crisis has been in the making for several decades, and it
may take several decades to change the direction and right the ship. Today’s dwindling
resources and increasing demand for safe, sustainable water resources requires a
fundamentally different approach than what we have taken over the last several
decades.

First, Congress should require as condition to eligibility for public funding, that water
systems develop a plan based on life-cycle cost and sustainable materials. Recognizing
that not every water system project is of sufficient size to make this level of screening
cost-effective, Congress could establish a size or cost threshold below which these
requirements would not apply. However, such a threshold should be set at a level, or
otherwise be constructed, to encourage opportunities for partnerships or consolidation.
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Second, failing systems that are seriously noncompliant with state and federal health-
based requirements must be held accountable with a return-to-compliance plan, which
could include an option for partnership in lieu of a traditional enforcement approach.

Third, Congress should provide more incentives for private-sector participation in the
form of public private partnerships, remove barriers such as the PAB volume cap and
resolve defeasance issues, and provide “safe harbor” to shield would-be partners from
the legal and financial liabilities associated with seriously noncompliant systems,

Conclusion

I sincerely appreciate your invitation to appear before the Subcommittee today and,
along with my many colleagues in the National Association of Water Companies, look
forward to continuing our work with you to ensure that all Americans benefit from
innovations in financing which improve the water infrastructure so essential to their
quality of life. Thank you and [ would be happy to respond to any questions you may
have.
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Mr. SHIMKUS. Thank you very much.

Chair now recognizes Mr. Erik Olson, director of the Health and
Environment Program with the Natural Resources Defense Coun-
cil, NRDC. You’re recognized for 5 minutes.

STATEMENT OF ERIK D. OLSON

Mr. E. OLsoN. Thank you, Chairman Shimkus, and Ranking
Member Tonko and members of the subcommittee.

I think we all take for granted where this water that is sitting
here comes from. It’s, in many cases, comes through water systems
that have been there for over a century.

For example, I've seen the DC original plans for the water supply
in Washington, DC signed by guess which president? Pierce. Start-
ed to be built during the Lincoln administration.

Mr. SHIMKUS. One of my favorites.

[Laughter.]

Mr. E. OLSON. We still get our water through lead pipes in much
of the city through lead service lines. We still have a brick aque-
duct that is used for some of the water that is delivered into the
city.

And DC is not unique. We have got I think a situation where we
take for granted where our water is coming from and it is out of
sight and out of mind.

But I'd liken this very much to an old house that is 100-plus
years old. It’s got a leaking roof. It’s got termites. It’s got a crum-
bling foundation. It’s got broken windows. It sort of reminds me
maybe of the house that Jimmy Stewart had in “It’s a Wonderful
Life” that was falling apart and about to collapse, and without
some tender loving care and real investment, unfortunately, in a
lot of cities and small towns across the country we are really at
risk of collapse.

It’s not just the small town in West Goshen, California. There
are a lot of other cities and towns that have this problem. You
know, and these have very real public health implications.

So CDC estimated a few years back that about 19.5 million peo-
ple per year get sick from drinking tap water from municipal water
supplies in the U.S.

Now, some of those people get really sick. There are deaths and
some of them get over the illness. But if you’re elderly, if you have
an immune system problem, if you're on chemotherapy, they are
very real, very serious health risks.

And that is just from the microbiological risks. We are not talk-
ing about lead. We are not talking about some of the carcinogens
and the other contaminants.

I will say that the U.S. has made enormous strides in the last
hundred years. Our water is a heck of a lot safer than it was before
World War L.

But, unfortunately, we haven’t made the kind of progress we
need and we haven’t been investing to keep our water infrastruc-
ture up.

I think we are sort of like ostriches with our head in the sand.
We don’t want to think about this problem. It’'s yet another prob-
lem to worry about.
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But this s the one infrastructure issue that touches every Amer-
ican and their—and their health every single day. We take a show-
er in the morning. Do we give it a second thought what’s in that
water?

We drink it. We use it for our cooking. We use it for making our
coffee in the morning. What’s in that water? We need to really be
thinking about this and the deferred maintenance that we continue
to see across the country, unfortunately, because of resource con-
straints is a very real problem that is affecting communities all
over the U.S.

And this has real implications. I was recently in Flint, Michigan,
where we are representing the citizens and I know you heard from
Melissa Mays about a month ago. She’s one of the citizens in Flint,
and we visited with Melissa.

We visited with other people in the community and you can
imagine what it is like. What if you didn’t feel like you could bathe
your kids in the water?

What if you felt like the water coming out of your tap was unsafe
and that you were being told for a long time that it was perfectly
safe—don’t worry about it—and then it comes out that it wasn’t
safe and you find out your kids are lead poisoned? How does that
make you feel?

It certainly erodes your confidence in government. It also erodes
your confidence in water systems and I will say that a lot of people
in Flint that we are working with I don’t they are ever going to
feel confident about their water and I am very worried that as this
problem escalates across the country we are going to see more and
more of those kinds of situations where people are not confident in
the water that is coming out of their tap. That’s a very real risk.

Another example that I cite in my testimony is East Chicago, In-
diana. We just filed a petition similar to the petition we filed in
Flint months before it became a big issue in Flint.

We recently filed a petition for East Chicago, Indiana. They've
got serious lead contamination problems in their drinking water as
well as in their soil. I cite a woman named Crystal that is one of
the people that is affected by this. She’s got two kids under the age
of 5 who are lead poisoned.

What’s going to happen to that community? How are we going
to restore confidence in the water supply in East Chicago and a lot
of other communities across the country?

So where do these problems come from? Well, certainly, first of
all, there is a lack of investment in our infrastructure. There has
been for decades. I don’t think this is a partisan issue. It’'s some-
thing where we haven’t been putting the money we need to put
into it and unless we take some action we have got a really serious
problem.

Secondly, we have had weak enforcement. We have deteriorating
lead pipes in a lot of communities, a lack of source water protec-
tion, and I have to mention that the budget cuts that were an-
nounced last night I would call it a bloodbath budget.

We are seeing huge cuts, although the state revolving fund is
protected huge cuts in Superfund, huge cuts in enforcement, huge
cuts in Great Lakes, Chesapeake Bay program, the water pro-
grams.
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We are very concerned that the effect of this is going to be more
problems, more health risks and it is not just EPA. I noticed also
that U.S. Department of Agriculture’s entire program for rural
drinking water and sewers is zeroed out—almost $500 million ze-
roed out.

The HUD programs, a lot of which pay for drinking water and
sewer

Mr. SHIMKUS. I am being very kind.

Mr. E. OLSON. That’s a serious problem. Thank you.

[The prepared statement of Erik D. Olson follows:]
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SUMMARY

The safe drinking water we all take for granted in the U.S cannot be considered a given.

Much of our nation’s water infrastructure is like a century-old house with a leaking roof,
crumbling foundation, termites, and broken windows. It's still standing, but unless we act
soon and make the investments we need to fix it, there is a risk that it will collapse.

An estimated 19.5 million Americans are sickened every year by drinking pathogen-
contaminated tap water, and that doesn’t include the impacts of lead or other toxics. Also,
tens of millions are served by water systems violating EPA’s drinking water standards.

We cannot be ostriches with our heads in the sand about the mounting drinking water
crisis. Deferred maintenance of our drinking water systems is a ticking time bomb that
harms public health, imposes enormous costs, and erodes public trust in government.

This is having devastating impacts on people. Flint resident Melissa Mays testified here
last month about the shattering effects on her family of the city’s ongoing water
contamination problems. And East Chicago, Indiana’s “system-wide” lead in tap water
problem has upended Krystle's family. Two of her kids under the age of five have been
diagnosed with blood lead above the CDC reference level. She's distraught because lead

may have seriously, perhaps permanently, harmed her young children.

The health risks stem from: weak enforcement; outdated and inadequate drinking water
treatment technology; deteriorating and often lead-laced water distribution pipes;
inadequate protection of source waters; decaying and insufficient wastewater and storm
water infrastructure. Often low-income areas lack any access to safe piped drinking water.
Infrastructure investment creates good jobs.

Protecting water sources helps to safeguard health and reduces treatment costs.

There are increasing challenges to water infrastructure from extreme weather, droughts.

Recommendations:

1. Fix Flint.

2. Fix Our Lead in Water, Including the Lead & Copper Rule, and Lead in Schools.

3. Fix the Standard-Setting Process Under the Safe Drinking Water Act.

4. Fix our National Water Infrastructure, Paying Special Attention to the Needs of Lower
Income and Disproportionately-Affected Communities.

5. Increase Federal Water Infrastructure Funding.

6. Protect Source Water to Reduce Infrastructure Costs.

7. Protect Water Infrastructure from Extreme Weather Events & Possible Terror Attacks.

8. Investin Advanced Water Technologies, Including Real-Time Monitoring.

9. Let Citizens Act Immediately Against Imminent & Substantial Endangerment to Health.

10.

Vigorously Enforce the Safe Drinking Water Act.
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Introduction

Good morning Chairman Shimkus, Ranking Member Tonko and members of the
Subcommittee. { am Erik D. Olson, Director of the Health and Environment Program at the
Natural Resources Defense Council (NRDC). I have worked on Safe Drinking Water Act
issues for over 30 years, beginning with my service as an attorney in the U.S.
Environmental Protection Agency's Office of General Counsel in the 1980’s, and continuing
as a former member of the EPA’s National Drinking Water Advisory Council and as a
member of numerous EPA advisory committees relating to drinking water. [ also served as
an advisor to the Government Accountability Office’s experts’ assessment of how to

improve water system security after 9/11.1 [ appreciate the opportunity to testify today.

As the drinking water crisis in Flint, Michigan, and more recently in East Chicago, Indiana
and other communities have highlighted, the safe drinking water we all take for granted in
the United States cannot be considered a given. And unfortunately, it's not just about lead.
Much of our nation’s water infrastructure is like a century-old house with a leaking roof,
crumbling foundation, termites, and broken windows. It’s still standing, but unless we act

soon and make the investments we need to fix it, there is a risk that it will collapse.

Deferred maintenance and the steady deterioration of the nation’s water and wastewater
infrastructure have been a serious challenge for decades.? Indeed, NRDC published a report
23 years ago calling for the modernization of our aging and outdated drinking water
treatment and distribution systems, noting that “Victorian water treatment” was “taking us
into the 21+ Century.” Unfortunately, here we are in the 215t Century, and progress since
our 1994 report has been slow. Similarly, we have long known that our wastewater and

storm water treatment and collection systems badly need updating.

Our inadequate drinking water infrastructure is posing very real health risks to millions of
Americans. The Centers for Disease Control and Prevention (CDC) has noted that there are
an estimated 19.5 million Americans who are sickened every year by drinking pathogen-
contaminated tap water from community water systems.* And that's just from

microbiological threats—it doesn’t include the devastating impacts of lead contamination,
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or from the numerous other cancer-causing and other toxics in our water supplies. NRDC
published a report last June documenting that about 18 million Americans were served in
2015 alone by community water systems violating EPA’s Lead and Copper Rule, with
violations including failing to treat their water to reduce lead levels, failing remove lead
service lines, and not testing for lead or reporting lead levels as required.’ We found about
4 million Americans were served by systems that exceeded EPA’s Lead Action Level in
2015, And communities across the country are dealing not only with lead contamination,
but alse problems with regulated and unregulated contaminants ranging from arsenic to
dangerous pathogens. These problems require improvements to our system of funding our

infrastructure, and of regulating and enforcing against vicolations.

We cannot remain ostriches with our heads in the sand about the mounting drinking water
crisis. Deferred maintenance of our drinking water systems is a ticking time bomb that

harms public health, imposes enormous costs, and erodes public trust in government.
The Human Costs of Our Inadequate Drinking Water Infrastructure

For many of us, these infrastructure problems may be out of sight and out of mind, but they
are having devastating impacts on real people every day. As this subcommittee heard from
Flint resident Melissa Mays in her moving testimony just one month ago today, that people
of Flint still lack water that is safe to drink. This remains so over 1,000 days after state-
appointed “emergency manager” made the fateful decision to save a few bucks by switching
to the polluted and corrosive Flint River as the city’s water source. That ill-advised
decision, combined with deteriorating water infrastructure (including thousands of lead
service lines in Flint), failure to use corrosion control as required, and the lack of
appropriate state and US EPA oversight led to the contamination of thousands of Flint
citizens’ tap water. It has been linked to elevated blood lead levels in many children across

the city® and reportedly to a Legionella outbreak that killed a dozen people.”

And Flint isn’t the only town suffering; other water threats continually come to the fore,

Another recent example is the lead-contaminated tap water in East Chicago Indiana, which
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NRDC and our colleagues have recently petitioned EPA to address on behalf of local
residents because it poses an “imminent and substantial endangerment” to public health.8
EPA conducted a pilot water study in East Chicago, released in December, 2016, that
revealed that lead levels in East Chicago's drinking water are well above the action level set
by EPA that triggers corrective action by public water systems. The data showed a
“system-wide” problem in the drinking water for this city of 29,000. Similar to the water
crisis in Flint, inadequate corrosion control and the existence of lead service lines resulted
in elevated levels of lead in drinking water. 9 Unfortunately, there also is lead in the local
soil from past industrial activity, and possibly from lead paint, posing camulative lead risks

to East Chicago’s kids.

One of the local residents is Krystle, a mother of four children, aged ages 8, 6, 4, and 2. She
lived in East Chicago, in the West Calumet Public Housing Complex from 2012 until July
2016. In late 2015, Krystle’s child - then two years old - was diagnosed with an elevated
blood lead level of 11 micrograms of lead per deciliter of blood (utg/dL), more than double
the level at which CDC recommends that action be taken to protect a child. Shortly after
receiving this distressing news, Krystle reported this by providing a copy of her child’s
blood lead level results to the housing authority. She was not informed about the lead
contamination that characterized homes in her building, and no steps were taken to

provide her family a lead-free source of drinking water.

In May 2016, Krystle's then one year-old son was also tested for lead. Her son’s doctor said
that he would likely test positive for elevated blood lead levels as a result of the “known”
lead and environmental contamination in the area. When his results came back, her son
was diagnosed with an elevated blood lead level of 7 ug/dL. Like his sibling, his blood lead
level also above the CDC reference level of 5 ug/dL. Krystle was distraught because she
realized lead could be seriously - and perhaps permanently - harming her young children.
Krystle moved out of the West Calumet Public Housing Complex in the middle of July to
keep her children safe. As of September 2016, Krystle and her children were living with a

relative whose home is in foreclosure.
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Widespread Health & Environmental Risks from Inadequate Water Infrastructure

There are thousands of stories like this in East Chicago, Flint, and many other cities and

towns across the country. Melissa Mays’ and Krystle's experiences, and those of

innumerable other Americans, illustrates the perils of failing to invest in solving our water

infrastructure challenges.

The health risks stem from several problems:

Often outdated and inadequate drinking water treatment technology. Most large
drinking water systems still use basic coagulation, sedimentation, sand filtration,
and chlorination as treatment. This technology has reduced waterborne disease and
served us well since before World War I a century ago, but is not up to the task of
removing many of today’s contaminants like industrial chemicals, pesticides,
nitrates and many other pollutants. The public health threat from our failure to
invest in our water infrastructure is enormous. We remain at risk from lead, arsenic,
bacteria and other pathogens, cancer-causing disinfection byproducts, the rocket
fuel component perchlorate, and many other regulated and unregulated
contaminants. America needs to switch to 215t Century water infrastructure.
Treatment technology such as granular activated carbon, membranes, and
ultraviolet light or ozone for disinfection, still has been installed by only small
minority of water systems. Moreover, while some water systems are effectively
using optimized corrosion control treatment, as Flint and East Chicago illustrate,
many others are not doing so, posing serious health risks.

Deteriorating and often lead-laced water distribution pipes. Many of the
underground pipes in our drinking water distribution systems are 100 years old or
more, often operating well beyond their design life. In addition, 6 to 10 million lead
“service lines” connect the water main to residences of up to 22 million Americans.!0

There are about 240,000 water main breaks a year due to crumbling pipes.
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« [Inadequate Protection of Source Waters. The best and least expensive way to
avoid drinking water contamination is to prevent pollution of the surface water or
ground water used as a water source in the first place. Unfortunately, many water
pollution sources still are poorly controlled, such as runoff from large industrial
farms, mining waste, and untreated or poorly-treated sewage. We anticipate that
these problems could be made worse by proposed or enacted rolibacks of the
Stream Protection Rule that was intended to protect communities from water
contaminated by coal waste, and of EPA’s Clean Water Rule.

o Decaying, outdated and insufficient wastewater and storm water infrastructure.
Our wastewater and storm water collection and treatment systems are too often not
up to the task. Combined sewer overflows (CSOs]} are common, when domestic
sewage mixes with collected storm water in combined sewers and during
precipitation events, causes raw or minimally treated sewage to flow into lakes and
streams. CSOs are, according te EPA, “a major water pollution concern for the
approximately 772 cities in the U.S. that have combined sewer systems.” These
CSOs and other shortcomings in our wastewater and storm water systems are often
causing sewage contamination of drinking water source waters, beaches, and
sensitive ecosystems.

s Underserved, often low-income areas lacking access to safe piped drinking
water. While most Americans take piped drinking water systems for granted, in
many areas, particularly lower-income rural areas and Native American lands, lack
access to safe and sufficient piped drinking water. Areas ranging from the Colonias
in Texas near the border, to parts of the Central Valley of California, to rural Alaskan
Native villages, to parts of Appalachia simply don't have access to safe and sufficient

tap water.

The Safe Drinking Water Act

We need to improve the Safe Drinking Water Act to ensure the quality of our tap water.
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The Safe Drinking Water Act requires the EPA to establish standards for drinking water
safety. EPA is required to set a health-based Maximum Contaminant Level Goal (MCLG) for
each regulated drinking water contaminant, at a level that is fully protective of health.11
The agency is then required to establish maximum allowable levels of the contaminant
called Maximum Contaminant Level (MCL) as close to the MCLG as is feasible, considering
technological limitations and costs. EPA has identified about 100 contaminants that pose

health risks and are regulated in our drinking water.22

If EPA finds that it is not feasible to ascertain the level of a contaminant in drinking water,
the agency must establish a “treatment technique” instead of an MCL. A treatment
technique sets required methods of treating the water to make it safe to drink.?3 Public
water systems are responsible for meeting the requirements of an MCL or treatment
technique, subject to the supervision of state drinking water officials, and ultimately the

oversight of the federal EPA.
The Lead and Copper Rule

In 1991, EPA established a complex treatment technique to control lead levels in tap water,
known as the L.ead and Copper Rule (LCR).}* Under the LCR, all large water systems
(serving more than 50,000 people) must treat their water to optimize corrosion control, or
demonstrate that they don't need to do so because their water isn't corrosive and they have
no lead problems. The LCR also generally requires water systems to control corrosion by
adding chemicals, since corrosive water can cause the release of lead from pipes and
fittings. Many systems use a corrosion inhibiter, such as orthophosphate, which coats the
inside of the pipes with a thin film that can reduce the amount of lead that leaches into the

water,

All water systems also are required to test a specified number of drinking water taps in
high-risk areas {with lead service lines that bring water from the water main under the
street to a residence, or areas with a lot of homes that are likely to have lead in their

houschold plumbing or fixtures). The bigger the system, the more taps must be tested.
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Under the LCR, if more than 10 percent of the tested taps contain lead above an “action
level” of 15 parts per billion, the water system must take measures to reduce lead levels.
These measures include removing lead service lines over a specified time period.
Unfortunately, under the LCR there are unintended but significant incentives for water
systems to monitor the lead levels in ways that fail to detect lead problems (such as using
monitoring techniques that are less likely to find lead).}® In the wake of the Flint crisis, in
late February 2016, EPA issued a guidance intended to discourage the tricks some utilities

have used to avoid finding lead problems.

Lead-contaminated drinking water remains a major problem around the country. The
EPA’s Lead and Copper Rule (LCR)—and the way states and EPA implement and enforce

it—needs a major overhaul.

EPA began developing long-term revisions to the LCR. In 2014, the National Drinking Water
Advisory Council (NDWAC) established a Working Group to address these revisions.
Between March 2014 and June 2015, the Working Group met and discussed a set of
recommendations for revising the LCR. EPA has indicated that it intends to propose
revisions to the LCR in 2017. The Flint crisis provides a blueprint for the types of

improvements that are needed.

It is critical that the revisions to the LCR, at a minimum, include the following: (1} a
mandate to fully replace all lead service lines; {2) improved corrosion control
requirements; {3) robust monitoring requirements that fully and fairly monitor problems,
and prohibit gaming the system to aveid detecting or reporting lead contamination
problems; and {4} a mandate for clear, ongoing, and culturally appropriate public

education and notification of lead problems.
Full Lead Service Line Replacement

No matter how optimally a corrosion control system is run, there will always be lead
contamination issues, as long as lead service lines are in the ground. The problem of lead
service lines is enormous and exists nationwide. While there is no comprehensive national

inventory of all of the lead service lines in the country, experts have estimated that 6 to 10
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million lead service lines are being used in the United States, serving 15 to 22 million

Americans.'® Most were installed 50 or more years ago. So it is critical that the revised LCR
contain an enforceable requirement to fully replace lead service lines on a strict timeline. It
is also critical that the service lines be replaced fully; that is, replacement of the service line

up to the customers’ home or residential building, including on the homeowner’s property.

We applaud the American Water Works Association (AWWA), the nation’s largest drinking
water utility trade association, for its support for complete removal of lead service lines

across the country, recently announced by its Board of Directors.??

Need for a Far More Robust Monitoring Program

Under the current LCR, it is too easy to develop a monitoring program that avoids finding
problems. Flint stands as a marked example of this ability to fly entirely under the radar,
since the system reported no violations of the LCR, despite its disastrous lead
contamination problems. EPA knows where these gaps exist and should ensure that the
LCR is revised to close these gaps. At a minimum, EPA should codify its sampling protocol
recommendations to stop the protocols that some utilities have used to “game the system.”
Specifically, states and water authorities should ensure that every test is valid hy
prehibiting water sampling instructions to: {a) remove aerators from faucets before
testing, since they often capture particulate lead and can be responsible for substantial lead
contamination of tap water; (b) pre-flush their tap water 6 hours before the testing, which
can reduce the levels of lead detected; or (¢} use narrow-necked bottles that make it
difficult or impossible to test water rushing out of a faucet at high velocity (as consumers
often do when pouring water for a drink or for cooking), when lead levels may be high due

to shaking loose of particulate lead.1®

In addition, the monitoring program should sample more frequently. It should retain and
enforce the existing requirement that tap-water sampling target high-risk homes (e.g,,

those connected to lead service lines or where composition of service lines is unknown.)

Improved Public Notification and Education
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The revised LCR should require clear public education notices and notification provisions
to ensure customers are aware of elevated levels of lead in the system’s drinking water.
This should include public education encouraging all homeowners to get their water tested,

even if they are not part of the utility’s sampling program.

Widespread Violations of the Lead and Copper Rule Threaten Health

NRDC published an extensive report in June 2016 that illustrates the extraordinary
geographic scope of America’s lead crisis.’® We found that in 2015, 18 million people were
served by water systems with lead violations. These violations were recorded because the
systems were not doing everything that they are required to do to protect the public from
lead issues, which could include failure to treat to reduce lead levels in the water (health
violations), failure to monitor the water for lead as required {monitoring violations), or
failure to report lead results to the public or the government {reporting violations). About

4 million people were served by systems exceeding EPA’s Lead Action Level of 15 ppb.

Even more surprising: Flint doesn’t even show up as having violations for lead in the EPA
database. This glaring omission illustrates the serious problem of underreporting and
gaming of the system by some water supplies to avoid finding lead problems, suggesting

that our lead crisis could be even bigger.

EPA Has Stalled on New Drinking Water Standards

In the 20 years since the Safe Drinking Water Act was amended, EPA has not set one single
new drinking water standard without an act of Congress. Rather than being an indication of
the safety of the U.S."s drinking water, this is an abject failure of the process and a

demonstration of the numerous barriers to getting contaminants out of our water.

Prior to the 1996 Amendments to the Safe Drinking Water Act, EPA established MCLs for
about 100 contaminants. The amendments created a new process requiring EPA to develop

a list of unregulated contaminants that are known or anticipated to occur in public water
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systems. This Candidate Contaminant List, or CCL, is published every five years. Once a CCL
is finalized, EPA must make a “Regulatory Determination” whether or not to regulate five of
the contaminants on the CCL every five years. A determination to set a drinking water

standard for a contaminant is based on the following findings:

{1) The contaminant may have an adverse effect on the health of persons;

{2) The contaminant is known to occur or there is substantial likelihood the
contaminant will occur in public water systems with a frequency and at levels of
public health concern;

(3) In the sole judgment of the Administrator, regulation of the contaminant presents a
meaningful opportunity for health risk reductions for persons served by public
water systems.

Since 1998, EPA has published three CCLs and a draft CCL4, which all told include more
than 100 chemicals and microbiological contaminants. Since 2003, EPA has made three
preliminary determinations on 26 contaminants: the agency determined to take no action
on 24 of them, delayed final determination on one (strontium), and determined to set a

drinking water standard for only one: perchlorate.

Perchlorate——a chemical commonly used in rocket fuel, fireworks, and explosives -
contaminates the drinking water of as many as 16 million Americans. Even at low levels,
perchlorate contamination in drinking water may be harmful to human health. Exposure is
particularly dangerous for infants, young children, and pregnant mothers, and may cause

developmental delays, reduced growth, and impaired learning capabilities.

In 2011, EPA determined that perchlorate met the three criteria under the SDWA for
setting a national primary drinking water standard. The Act requires EPA to propose a
drinking water standard within 24 months and publish a final standard within 18 months
of the proposed rule. Despite the concerns about the impact of perchlorate on fetuses, it has
been more than six years since EPA’s determination to develop a standard for perchlorate,
and EPA has not even proposed a standard. The agency recently agreed to propose a

standard for perchlorate by 2018 and to issue a final standard in 2019—more than eight
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years after it determined that a standard is needed, and 23 years after this subcommittee

took the lead and helped to enact the 1996 Amendments.

In fact, EPA identified during the CCL3 process more than 7,000 potential chemical and
microbial contaminants - and still not one single drinking water standard has come out of

this process.

All the while, communities drink water contaminated with hexavalent chromium,
pharmaceuticals, algal toxins, PFOA and PFOS, perchlorate, and many other widespread
unregulated contaminants. As we continue to produce tens of thousands of industrial
chemicals that can end up in our drinking water sources, we need our drinking water
regulations to keep up. The system in place does not allow any standards for unregulated

contaminants to develop in a timely way.
Weak Enforcement of the Safe Drinking Water Act

On the flip side, violations of regulated contaminants standards rarely lead to enforcement
actions either by EPA or the states. States with primacy under the SDWA (all states except
Wyoming) are supposed to carefully oversee drinking water systems to ensure that they
are in compliance with any EPA requirements such as the LCR. As part of this requirement,
primacy states are to regularly report viclations and certain other information to EPA.
Under the Act, if EPA finds that a water system is in violation in a state with primacy, EPA is
to notify the water system and state of the violation. If the state fails to take enforcement
action within 30 days, EPA is legally required to issue an administrative order or file an
enforcement case in court against the violator.29 EPA and states often ignore these

important mandates in the law.

Flint is but one example where neither state authorities nor EPA took enforcement action
until literally years after the problem began. But lack of enforcement in Flint was not
anomalous. In fact, according to NRDC's june 2016 report analyzing EPA’s enforcement
data, states and the EPA took formal enforcement action against just 11.2 percent of the
over 8,000 Lead and Copper Rule violations that occurred in 2015—leaving nearly 9 in 10

violations free from any formal enforcement action2! Formal enforcement actions were
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taken against less than one in five health-based violations (17.6 percent). Furthermore,
penalties were sought or assessed for only a tiny fraction {3 percent) of violations. This lack
of accountability sends a clear message to water suppliers that knowingly violate the Lead

and Copper Rule, with state and federal complicity: There is no cop on the beat.

Weaknesses in the Safe Drinking Water Act’s Enforcement Provisions

The Safe Drinking Water Act includes a provision authorizing EPA to immediately issue an
administrative order or to bring a case in court if a contaminant “may present an imminent
and substantial endangerment to the health of persons,” even if no violation of the law is
proven.?2 Unlike some other laws (like the Resource Conservation and Recovery Act?3),
however, the Safe Drinking Water Act does not allow citizens to bring an action in such
cases to protect their health from an imminent and substantial endangerment-—a major

shortcoming that should be rectified.

The Safe Drinking Water Act does authorize citizens to sue public water systems that have
violated the requirements of the Act, but only after providing 60 days advance notice to the
violator, the state, and EPA. Unfortunately, this can mean substantial delays while there is
an ongoing health threat. Moreover, unlike the citizen suit provisions in the Clean Water
Act and Clean Air Act, under the drinking water law, no penalties are available, so there is
little incentive for violators to come into compliance until ordered to do so by a court. In
Flint, NRDC brought such an action on behalf of local citizens including Concerned Pastors

for Social Action and other local residents.

Regrettably, as we have noted, stories of contaminated water are not limited to Flint and
are not limited to lead. Drinking water contamination incidents are all too common.
According to EPA’s most recent annual compliance report for public water systems, there
were 16,802 “significant violations” of EPA’s drinking water standards.?* The most

common of these more than 16,000 violations were:
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s Total coliform bacteria contamination, representing 48 percent of the significant
health standard violations;

e Chemical contamination with synthetic organic, volatile organic, inorganic {except
lead and copper) and radicactive contaminants, representing 22 percent of
significant health standard violations;

¢ Lead and copper treatment technique violations, representing 5 percent of the
significant violations;

e Disinfection byproduct contamination, representing 13 percent of the significant
violations;

s Surface water treatment requirements {to control pathogens like Cryptosporidium
and Giardia), representing 7 percent of the significant violations; and

s (Ground water treatment requirements (to control for pathogens and fecal
contaminants such as certain bacteria and viruses), which comprise 6 percent of the

significant violations.?®

Disproportionate Impacts of Infrastructure Inadequacies in Low-Income
Communities, and Communities of Color

As is well-known, the Flint community is predominantly African American {57%) and has a
high percentage of residents living at or below the poverty line {over 40%]), or who are
working but struggling to make ends meet. State officials were “callous and dismissive” of
the concerns these citizens raised about the water, according to the governor's

independent Task Force on Flint.26

The obfuscation by government officials, and the denigration of community members and
experts who raised concerns, illustrates a pressing nationwide problem. Low-income
communities and communities of color all over this country often bear the burden of

environmental contamination and the resulting health problems.

In recent years a series of peer-reviewed studies also have documented that unsafe
drinking water often is disproportionately associated with lower-income communities of

color.?? Examples include nitrate and other contaminants in drinking water in California’s
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San Joaquin Valley, contamination and substandard water infrastructure in U.S.-Mexico
border Colonias and some minority communities in certain Southern rural areas, and
bacteriological and chemical contamination on some Native American lands.?® Balazs et al.
have established that in areas of California “race/ethnicity and socioeconomic class were
correlated with exposure to nitrate and arsenic contamination and noncompliance with

federal standards in community water systems,”29

The Flint case is not an anomaly. There is a wide array of factors, including lack of access of
lower-income communities of color to resources and government political attention, that
help to create a disproportionate and “persistent drinking water burden” in these
communities.*® In sum, researchers have found that “unequal access to infrastructure

drives unequal access to safe drinking water.”3!

There are clear challenges to ensuring that every American gets safe drinking water, We
don't want to create a two-tiered system where the wealthy get water that is clean and safe
for their families, and the less well-to-do get second-class water that poses risks to their

health.

Thus, we need to create an infrastructure investment and structuring system that ensures
that communities that cannot afford to upgrade their water infrastructure get a helping
hand. The National Drinking Water Advisory Council’s Affordability Work Group report on
how to address affordability concerns provides an important resource. 32 Among other
ideas, the Work Group recommended the creation of a Low Income Water Assistance
Program (LIWAP), modeled after the Low Income Heating and Energy Assistance Program
(LIHEAP), which would help lower-income people afford their water bills if needed. Thus,
rather than providing substandard water, all consumers should get top quality tap water,
with some assistance to low income people if necessary. Access to clean, safe, affordable

drinking water should be available to everyone.

The Backlog of Overdue Investments in Infrastructure
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There is a huge backlog of overdue investments in the nation’s water infrastructure. The
American Society of Civil Engineers {(ASCE) has been ringing the alarm bell about our water
infrastructure since at least 200133, with its troubling report cards giving our water and
wastewater infrastructure a grade of "D” or worse every four years3* The engineers
highlight serious problems that result from the lack of investment in our water
infrastructure, noting that pipes and mains are often 100 years old and nearing the end of

their useful life, causing frequent pipe failures and other problems.

The evidence of these problems is widespread. For example, there are about 240,000 water
main breaks per year due to deteriorating and poorly-maintained underground drinking
water pipes.®s Even more water is lost to unseen leaks and breaks that never reach the
surface. Water losses waste not only enormous amounts of this precious resource, but they
also can cause serious damage to roads and property, they can pose significant public
health risks. For example, particularly when water mains are close in proximity to sewer
lines, fecal contamination can get into the drinking water after a rupture or pressure loss,

posing a threat of causing a waterborne disease outbreak.

In many cities, underground pipes are often a century old or more, and in too many cases

municipalities are on track to take 200 years to replace their aging pipes.

We routinely lose an average of 14 to 18 percent of our drinking water to leaking
underground pipes,® although this is just an estimate, since standardized auditing and
reporting of water loses is not required in most states.37 In some cases, such as Flint, water
loss rates of 40 percent or more have been estimated. These leaks represent an enormous
waste of water, energy, treatment chemicals, and money used to collect, treat, and pump
the water. Moreover, points of leakage of any size can provide pathways for contaminants
to enter the water system during short-term pressure fluctuations, known as “transients.”
Thus, leaks can cause water pressure losses, which can, much like catastrophic pressure
failures from water main breaks, allow pathogens to get into the drinking water, posing
health risks. Improved pressure management is an important component of both

infrastructure stewardship and public health protection.
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The American Water Works Association estimates that it will cost $1 trillion dollars to
upgrade, repair, and maintain our drinking water infrastructure to serve the population as
it grows over the next 25 years.38 Unfortunately, funding for drinking water infrastructure
is not keeping pace with the needs. In recent years, Congress has appropriated about $2.37
billion a year for water and wastewater infrastructure combined, funding a tiny fraction of
the work needed.?® While states and localities will need to bear much of the water
infrastructure costs as they have for generations, the current federal investment is not

making a dent in the problem.

Infrastructure Investment Creates Good Jobs

The good news is that investing in our water infrastructure not only helps to rebuild the
base of the nation’s economy, which is highly dependent upon reliable, safe drinking water
and wastewater service. But major investment in water infrastructure also will create

hundreds of thousands or even millions of good-paying jobs.

For example, in passing the bipartisan Water Resources Development Act, the U.S. Senate
found that for every one million dollars in state revolving loan fund spending, 16.5 jobs
were created.*? Furthermore, $34.7 billion on federal capitalization grants for the DWSRF

would create 506,000 jobs.4!

A more aggressive investment in water infrastructure would yield more jobs. For example,
a recent study found that an investment of $188.4 billion in water infrastructure (an EPA
estimate of wastewater-related infrastructure needs) spread equally over five years would
generate $265.6 billion in economic activity and create close to 1.9 million jobs.#2 The study
found, based on the economics literature, that such infrastructure investments “create over
16 percent more jobs dollar-for-dollar than a payroll tax holiday, nearly 40 percent more
jobs than an across-the-board tax cut, and over five times as many jobs as temporary

business tax cuts."#

Protecting Water Sources Helps to Protect Health and Reduces Treatment Costs
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We need a greater focus on source water protection. Uncontrolied and poorly controlled
source water pollution from polluters remains a serious problem. Unregulated or poorly-
controlled sources that can pose substantial pollution threats include agricultural runoff
and factory farm pollution, groundwater and surface water pollution from oil and gas
exploration and development, coal and mineral mining, certain industrial sources, and
spills and leaks from above-ground hazardous substance tanks. State authorities and EPA
could substantially reduce the public health and environmental threats from such poliuters,
and could reduce the costs of drinking water treatment, by better controlling these

pollution sources.

The experience of Des Moines Water Works, which serves 500,000 fowans with their tap
water, is illustrative of how state or EPA intervention to ensure that source water is
protected from upstream agricultural pollution could help to keep rates more affordable.

As a recent statement from Des Moines Water Works notes,

Des Moines Water Works meets or exceeds regulatory requirements for
drinking water established by the United States Environmental Protection
Agency.... However, the costs and risks in doing so are increasingly high as
fowa's surface waters demonstrate dangers levels of pollutants.

The increase in river nitrate levels is attributable to upstream agricultural
land uses, with the largest contribution made by application of fertilizer to
row crops, intensified by unregulated discharge of nitrate into the rivers
through artificial subsurface drainage systems.

“fowa’s political leadership, with influence from industrial agriculture and
commodity groups, continue to deny lowa’s water quality crisis,” said Bill
Stowe, CEQ and General Manager, Des Moines Water Works. “Defending the
status quo, avoiding regulation of any form, and offering the illusion of
progress and cellaboration places the public health of our water consumers
at the mercy of upstream agriculture and continues to cost our customers
millions of dollars.”

Des Moines Water Works seeks relief against upstream polluters and

agricultural accountability for passing production costs downstream and
endangering drinking water sources. In addition, Des Moines Water Works is
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actively planning for capital investments of $80 million, a cost funded by
ratepayers, for new denitrification technology in order to remove nitrate and
continue to provide safe drinking water to a growing central lowa.*

While Des Moines may be unusual for its candor, its problems with unregulated or poorly-
regulated upstream pollution are hardly so. Problems ranging from routine spills of
industrial pollutants on the Ohio River that have led Cincinnati and Louisville to install
advanced water treatment facilities at significant expense to ratepayers, are also

illustrative.

Similarly, EPA has failed to effectively regulate runoff of the widely used herbicide atrazine
which has caused drinking water systems across the country to find the chemical in their
water, often at levels in excess of EPA’s standard during peak runoff season.s In light of
EPA’s and states’ failure to control this problem, a large group of water suppliers sued
Syngenta, the manufacturer of atrazine, because they were routinely being required to
spend significant amounts to remove the chemical from their tap water.*¢ They reportedly
settled the case for $105 million dollars, and according to lawyers involved as many as

3,000 water utilities may be eligible to recoup at least some of their treatment costs.#?

Another example was the spill/leak of toxic chemicals from a huge above-ground tank at
Freedom Industries that contaminated the drinking water of 300,000 people in Charleston,
West Virginia in January, 2014.%8 EPA had been charged in the 1972 Clean Water Act with
issuing rules to prevent spills and leaks from above-ground tanks storing hazardous
substances, but has still not done so. Citizen organizations and NRDC recently entered into
a consent decree with EPA to have the agency finally issue those long-overdue rules®,
though the list of hazardous substances required to be covered by such rules still has not

been updated to include the chemicals that caused the Charleston disaster.

Many other municipalities have been forced to quietly install treatment to remove or
protect against potential contamination from other contaminants from upstream polluters,

without recourse against the polluters. A far better approach would be for Congress, EPA
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and states to crack down on uncontrolled or poorly regulated pollution sources such as
agricultural runoff and factory farms, mining, and oil and gas activities, to save ratepayers

the expense of cleaning up after the polluters.

Protecting Waters of the United States Will Help Control Infrastructure Costs

As a result of confusing court decisions, millions of miles of streams and tens of millions of
acres of wetlands lacked clear protection under the Clean Water Act. As a result, water
sources that feed drinking water supplies for 117 million Americans were vulnerable to
pollution. So were wetlands that filter contaminants and recharge groundwater supplies,
while also providing important flood protection and wildlife habitat. If these waters are not
protected against pollution by the Clean Water Act, downstream drinking water systems
will have a very heavy burden of cleaning up the water to remove the contaminants, costs
that—as in the case of Des Moines and so many other utilities—will be borne by

ratepayers rather than the polluters.

EPA and the Army Corps of Engineers finalized the "Clean Water Rule” in May 2015, which
helps to clarify which waters are protected under the act—about 60 percent of the nation's
bodies of water. The new rule helps to protect a variety of streams, ponds, and wetlands,
including those streams that one in three Americans relies on for drinking water. It is
important that we continue to protect these waters for current and future generations.
Unfortunately, President Trump recently issued an Executive Order on February 28, 2017

requiring EPA and the Army Corps of Engineers to reconsider the rule.5?

Increasing Challenges to Water Infrastructure from Extreme Weather, Droughts

With increasing challenges from extreme precipitation events, droughts, groundwater

depletion, and saltwater intrusion in many coastal areas, cur water infrastructure faces
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new and often unprecedented risks. We see this in the impacts of the California and
Midwestern droughts, the steady depletion of the Ogallala Aquifer, and the intrusion of
saltwater into the wells used for drinking water in many coastal areas in Florida and

California, for example.

It has become crucial for water utilities to plan for these challenges by integrating their
water and wastewater planning through approaches such as using “integrated water
resources management” or IWRM. Some have referred to this approach as “sustainable
integrated water management.” IWRM is “a process which promotes the coordinated
development and management of water, land and related resources, in order to maximize
the resultant economic and social welfare in an equitable manner without compromising
the sustainability of vital ecosystems.”5* Such integrated planning will become crucial as

the impacts of climate change and other challenges become increasingly serious.
Recommendations

There is an emerging bipartisan consensus that we need to increase our investment in
infrastructure. NRDC has several recommendations for improving federal water

infrastructure investments and controlling costs of such investments:

1. Fix Flint. Flint's water infrastructure must be immediately repaired and replaced,
and safe, reliable water (i.e. bottled water delivered to residents until tap water is
fully confirmed as reliably safe) must be supplied in the meantime. The Water
Resources Development Act, enacted in late 2016, will make some of the needed
investments, but clearly will not fully cover the full costs of all of the needed
infrastructure upgrades in Flint. In addition, we support the recommendations of
the independent Flint Water Advisory Task Force, including the recommendation
that there be a tracking system to ensure ongoing health protection for those
exposed and follow-up studies, treatment, and educational and nutritional

intervention, among other important steps.>?

2. Fix Qur Lead in Water, Including the Lead & Copper Rule, and Lead in Schools.

To help address our lead in drinking water crisis, we should:
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e Overhaul the EPA’s Lead and Copper Rule (LCR)-—and the way states and EPA
implement and enforce it. At a minimum, the LCR should be fixed to:
o Require all lead service lines to be fully replaced in a timely fashion;
o Strengthen corrosion control requirements;
o More fully and fairly monitor problems, and prohibit gaming the system
to avoid detecting or reporting lead contamination problems; and
o Require clear, ongoing, and culturally-appropriate public education and
notification of lead problems.

e Address Lead Problems in School Drinking Water. Tens of millions of children
spend their days in school, often drinking from fountains that deliver lead-
contaminated water. We need a national effort to ensure that lead tests are
conducted for school drinking water, that the results are shared with parents
and explained, and that swift remedial action is taken to ensure the protection of

children from lead in school pipes, fountains and fixtures.

3. Fix the Standard Setting Process Under the Safe Drinking Water Act. When
criteria to set a drinking water standard has resulted in no new standards in 20
years, despite the proliferation of drinking water contaminants, there is a problem.
Revisions to the cost and feasibility analysis as well as the criteria could streamline

the process and allow EPA to move in a timelier manner.

4. Fix our National Water Infrastructure, Paying Special Attention to the Needs of
Lower Income and Disproportionately-Affected Communities. We need major
investment in our water infrastructure, including:

e Accelerated replacement of deteriorating water distribution piping;

» Improvements to the processes that utilities use for treating our drinking
water;

+ Additional targeted funding for disadvantaged communities, including for
restructuring or consolidation of troubled systems, which can help improve

water quality and compliance, and reduce per capita costs;
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¢ Adoption of standardized water loss auditing and reporting methods, as
developed and endorsed by the AWWA,53 to provide the foundation for cost-

effective loss reduction and repair strategies.

5. Increase Federal Water Infrastructure Funding. Current Congressional funding
of $2.37 billion dollars per year combined for Clean Water and Drinking Water
infrastructure is paltry by comparison to the enormous need. As noted, we must
invest in clean water infrastructure to better protect the source waters of our
drinking water supplies, in addition to making investments in our drinking water
infrastructure. These investments must be substantially increased, at least to the
approximately $8 billion per year combined level funded under the American
Recovery and Reinvestment Act of 2009. I note that Mr. Tonko has proposed
legislation (HR. 4653) that would more than triple Drinking Water and Clean Water
SRF funding, a move we strongly support. As part of the funding strategy, EPA and
state agencies managing these investments should prioritize funding (including
grants) for water infrastructure improvements in low-income communities and
communities of color since they are so often most at risk and have the greatest
problems affording new investments. In addition:

e As part of this reinvigoration of the federal infrastructure investment, more
flexibility (grants, loan forgiveness) in the SRF is needed for communities
that don't have the ability to meet the criteria to pay back the loans but have
serious health threats.

* States and municipalities also must play a significant role and join in the

investment.

6. Protect Source Water to Reduce Infrastructure Costs. The better we prevent
source water pollution from a wide array of sources ranging from agricultural
runoff, to factory farm pollution from manure, to oil and gas-related pollution, the
less ratepayers will need to pay to clean up their drinking water. As we have seen
repeatedly in cases like Des Moines, the hundreds of water systems forced to sue the

manufacturer of atrazine due to poor regulatory controls on runoff that caused
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widespread water contamination, and many other examples, an ounce of prevention
is worth a pound of cure. A strong Clean Water Rule to protect waters of the United

States Is an important component of this strategy.

7. Protect Water Infrastructure from Extreme Weather Events and Possible
Terror Attacks. Improved vulnerability assessments are needed, and actions
required to protect our water systems from threats from extreme weather events
that are becoming more frequent with climate change, and to identify and address

vulnerabilities to potential terror attacks.

8. Investin Advanced Water Technologies, Including Real-Time Monitoring. We
need to invest in modernizing our treatment and monitoring technologies. For
example, if real-time monitoring for contaminants could be perfected and widely
deployed, it could lead to far more effective identification of problems before they
become a public health crisis, could help to identify unforeseen problems, and could

help citizens hold their water systems accountable if their water is subpar.

9. Let Citizens Act Immediately in Cases of Imminent & Substantial
Endangerment to Health and Provide for Penalties in Citizen Suits. In cases
such as Flint, citizens whose drinking water may present an imminent and
substantial endangerment to health should be authorized under section 1431 of the
Safe Drinking Water Act to immediately bring an action for relief when the
government has failed them. Moreover, the Act's citizen suit provision should
provide for penalties like the Clean Water Act and Clean Air Act, to provide

compliance incentives.

10, Vigorously Enforce the Safe Drinking Water Act. States and the EPA should

invest resources and staff to ensure far more robust enforcement of the SDWA,
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Mr. SHIMKUS. Thank you very much. I think we were getting
your point. I would just add that since you mentioned the budget
it includes $2.3 billion for the State Revolving Funds, a $4 million
increase over the 2017 annualized level, the budget also provides
$20 million for Water Infrastructure Finance Innovation program
equal to the funding provided in 2017.

So we will get to those points and we will have those debates.
But let me now just recognize myself for 5 minutes for opening
questions.

And before I do that, Mr. DiLoreto, I was in Portland with Con-
gressman Schrader two weekends ago and we were—all the cool
things that this committee gets to do we were observing the Wil-
lamette Superfund site.

So I was just interested, does the water systems there use the
Willamette or they—they’ve got retaining ponds from the moun-
tains or how do they

Mr. DiLoreTo. The water system in Portland comes from the
Bull Run. It was originated in 1895 under a grant by President
Harrison and so it is up in the Mount Hood Forest. It has no
human activities, no farmland activities. It’'s completely protected.

But it used to be the Willamette River in the 1870s and 80s and,
of course, it wasn’t treated and people got sick. The joke is that the
governor at the time, after they did Bull Run, said, “I am not
drinking any water that I can’t see,” and so he objected to it. But
the Bull Run is their source, not the——

Mr. SHIMKUS. Yes, it is interesting and I would encourage my
colleagues—that is another issue I really look forward to working
with in a bipartisan manner to start trying to bring some closure
and movement on Superfund sites. So it was a great trip.

Mr. Kropelnicki, you have mentioned the problem of fragmenta-
tion in the nation’s water industry. What recommendations can you
give to this committee to address that problem you’ve identified?

Mr. KROPELNICKI. Sure. There are approximately 52,000 to
54,000 small rural water systems out there and just compare that
to what you have on the electric and gas side.

You have 4,000 electric producers in the U.S. You have 1,600
natural gas producers in the U.S. and so enforcement with num-
bers of that size become very, very complicated.

Mr. SHIMKUS. It’s very hard. I represent rural America and actu-
ally USDA rural water grant program has been very helpful. But
you really have to talk to the local communities who are so small
that they really can’t sustain their own water infrastructure and
you have to really lovingly encourage them to get into a regional
system and I think that is what you’re addressing, right?

Mr. KROPELNICKI. Yes, absolutely, Chairman. One of the things
we just did in the state of California is we have consolidated a cou-
ple districts where we took rural systems where you have a small
number of people, where you have complex water supply issues and
we merged them with larger districts.

So essentially you spread that marginal cost over a larger base
and the end result for the customers in the smaller district is a sig-
nificant reduction in the water bill and our ability to go in and
make and continue to make the capital improvements to keep them
into compliance.
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Mr. SHIMKUS. Staying with you, what is one obstacle in the
water industry the federal government could remove that would
draw in more private engagement and investment into industry?

Mr. KROPELNICKI. Mr. Chairman, that is a great question. I men-
tioned the safe harbor provision. One of the problems being a pri-
vate water company or an investor in a water company is when we
fall out of compliance the fines we get are amazingly substantial,
whether it is from the state health department, a local or regional
water board or EPA.

So we are held to a very, very high standard and I am very
proud of the record. NAWC members have nearly a flawless record
at compliance with water quality standards.

However, when we take over a system that is challenged and out
of compliance, we run the risk of getting fined right away.

And so having a safe harbor provision or an amnesty period that
allows us to ramp that system up to compliance would certainly go
a long way in terms of incentivizing private water to come in and
take over smaller systems.

Mr. SHIMKUS. And I am sure this will be asked by my colleagues
as we start talking about the Water Infrastructure Finance Innova-
tion Act, which you've all testified about, and the Safe Drinking
Water Act and how they may interact or how they may help or
harm each other.

So if we just go through the whole panel—should the Safe Drink-
ing Water State Revolving Fund and the Water Infrastructure Fi-
nance Innovation Act—I hate acronyms so that is why—loan pro-
gram not just coexist but also complement each other?

And let’s just go Mr. Ellingboe and then we will just go down
real quickly.

Mr. ELLINGBOE. Thank you, Mr. Chair, and members of the com-
mittee.

Yes, I think having them complement each other would provide
additional resources needed in order to be able to sustain this in-
frastructure and I think that is really important, given the need
across the country. And so both programs are important.

Mr. SHIMKUS. Mr. Donahue.

Mr. DONAHUE. They do complement each other, Mr. Chairman.
The main differences from our perspective

Mr. SHIMKUS. Someone might have—I think if you can turn your
mic off once you’re done.

Mr. DONAHUE. The main differences between SRF and WIFIA—
sorry about the acronyms but WIFIA is designed to fund projects
that are typically greater than $20 million where SRF is substan-
tially less than that.

And historically, when a large project needed low interest fund-
ing or desired low interest funding they might have to split that
project into smaller pieces in order for it to fit into an SRF pro-
gram, and that took away resources for the smaller projects.

So low interest funding for large and small projects in the man-
ner of SRF programs and WIFIA is a vital portion of our plan to
move forward on infrastructure.

The only other thing I would add is that with the larger projects
through WIFIA the repayment opportunities for communities are
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up to 35 years where typically in the SRF program you're some-
where closer to 20.

Mr. SHIMKUS. Thanks, and because of my colleagues and out of
respect for them, we will just stop there. I am sure they will have
questions and I'll turn to the ranking member, Mr. Tonko, for 5
minutes for his questions.

Mr. TonkO. Thank you, Mr. Chair, and to the panelists again,
thank you and thank you for reinforcing and strengthening the
message of investment.

Many of you discussed the needs estimates for the next few dec-
ades. Is it fair to say that there is agreement on this panel about
the scale of need in this country?

We can debate the precise remedy to meet that need—how much
should come through the SRF, how much through tax-exempt
bonds, how much through increased water rates and local govern-
ment spending, et cetera.

But does everyone agree that it is going to take more federal dol-
lars to make any serious effort to bring down the national need if
we that across the board? Need for new additional federal dollars?

Mr. ELLINGBOE. Thank you, Ranking Member Tonko and mem-
bers of the committee. Yes, we do need additional federal dollars.

Mr. ToNkKo. OK. If T could just get a yes or no because I am on
limited time here. So Mr. Donahue.

Mr. DONAHUE. Yes.

Mr. CHOW. Yes.

Mr. DILORETO. Yes.

Mr. KROPELNICKI. Yes.

Mr. E. OLSON. Limited, yes.

Mr. ToNkO. OK. And Mr. Donahue, AWWA represents all types
of water systems. Can you discuss the importance of the drinking
water SRF for small and disadvantaged systems that may not have
the credit rating, the ratepayer base or capacity to fix their systems
or bring them into compliance with the law?

Mr. DONAHUE. Thank you. That’s a great question. Small sys-
tems in particular—and I have experience in that regard where I've
used SRF program money for a number of capital financing
projects—the main advantage to smaller systems using SRF is the
cost of money is much less.

They have to go through higher hoops to get that money so we
are hoping that we can make that process a little bit more efficient
for the—especially for the smaller systems who have fewer tech-
nical staff to help them. I think that would be advantageous.

I also think that using SRF money for smaller systems who have
a little bit of a tough time with their credit rating, normally the
conventional bond market is very good at supporting credit ratings
and municipalities that are AA or AAA rated and some of those
smaller systems that may not necessarily have such a high credit
limit or credit rating would benefit from a little bit of an easier
process through SRF.

Mr. ToNKO. Thank you. And there are obvious problems when
dealing with so many pipes at the end of their useful lives.

In my district alone there are pipes that go back to Rutherford
B. Hayes, if we are going to cite administrations. Water main
breaks disrupt service and the local economy. We saw some of
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those coming at the worst weather moments of the year, the coldest
weather.

They also make the finances of these systems even more difficult.
Mr. DiLoreto or any of our other witnesses, can you compare the
cost of doing emergency repairs with planned replacement and how
much more expensive 1s it to react? I know that a number of engi-
neers have recommended or suggested it is 10 times more expen-
sive at times to do these after they break than to have some sort
of mechanism that pinpoints weakness.

So Mr. DiLoreto.

Mr. DiLoreTO. Well, I don’t have an exact number. That sounds
approximate. You're absolutely right. If we can do a maintenance
program where we schedule it out, particularly using asset man-
agement, I know a number of colleagues here are introducing that
into their water systems.

We get all the data from all our water pipes we can then do a
modeling that says here’s where we ought to be at certain times
so that we can avoid the break. The cost is important. More impor-
tantly is your business shuts down. People have to get sent home.
You lose wages, and that is the real effect you have on the cus-
tomers and people.

Mr. TONKO. Anyone else on that issue?

OK. Oh, we do? Oh, Mr. Chow. I am sorry.

Mr. CHOW. So I will comment on that. So running a city, a public
works department, we often encounter emergencies rather than
what we call the preventive maintenance work, and I would say
the emergency calls is a heck of a lot more than if we program that
out and go through a normal procurement process where we bid it
and we certainly couldn’t get a much better favorable pricing com-
pared to emergency calls.

Mr. ToNKO. Yes. Thank you.

The problem is that many systems don’t have the necessary cap-
ital asset management practices to be proactive when operating on
shoestring budgets.

Therefore, a lot of that maintenance is reactive, which ends up
costing local government and ratepayers more.

Mr. Donahue, would you say that is a fair characterization for
some of your AWWA members?

Mr. DONAHUE. Absolutely, sir.

Mr. ToNKO. And the core mission of this statute is to protect
public health. So Mr. Olson, I want to ask what it means for our
country to achieve success with the safe drinking water law that
talked about the lifelong impacts and I'd like to hear some of your
assessments in that regard.

Mr. E. OLsoN. Well, I would say that both on the microbiological
side I mentioned that there are over 19 million people that get sick
a year. Addressing these problems could reduce that.

In addition, the lead contamination problem we did a report re-
cently that found very widespread contamination with lead across
the country, something in the neighborhood of 4 million served by
water systems that exceeded the lead action level, for example, and
there are plenty of other contaminants out there.

Mr. ToNKO. Thank you very much.

I yield back, Mr. Chair.
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Mr. SHIMKUS. Gentleman yields back his time.

Chair now recognizes the gentleman from Texas, Mr. Olson, for
5 minutes.

Mr. P. OLsoON. I thank the chair for calling this very important
hearing.

Welcome to our witnesses, and a special welcome to you, Mr.
Olson. You are one of the few, the proud, the rare Olson with two
Os, not O-L-S-E-N. So get a welcome.

Contaminated water has had national focus because of the trag-
edy that happened in Flint, Michigan. That was a failure of infra-
structure. Lead leached out of the pipes and got in people’s drink-
ing water.

It was in the water they drank, they bathed in, they prepared
food with, and only years will tell us the damage that is been done
to bodies with that lead exposure. It will take a long time.

But infrastructure doesn’t just fail over years. It can happen
overnight in a flash. It happened in Corpus Christi, Texas, the
week before Christmas this past year.

They lost all their drinking water for 3 %2 days because they had
a spill. A chemical from an asphalt plant leaked into their water.

Corpus Christi has a special place in my heart. I got my first
hour flight time at Corpus Christi Naval Air Station. The first one
was 1400 hours. I got my wings of gold there—a naval aviator. I
know that town like the back of my hand.

They have 320,000 residents. Flint had about 100,000. So three
times bigger than Flint. The local grocery stores were swarmed
buying bottles of water. Schools were shut down for the better part
of a week.

The mayor resigned after 37 days in office, just over one month.
He beat a long-term mayor on the issue of water. During her reign,
they had boiled water alerts three times in the last few years.

Against that background, I'd like to open my questions and talk
about my home, Fort Bend County, Texas 22. It’s about two-thirds
suburban and one-third rural.

It is exploding with growth. When a school opens, it is over-
crowded on day one. They have trailers come in. That puts a huge
burden on infrastructure and water.

If you drive away from a house one mile, go on University Ave-
nue, there is these big blue pipes probably 3 feet in diameter—
water pipes, to try to get ahead of the growth we have to have.

My first question is for you Mr. Chow. How with our existing re-
sources can we help growing committees like Fort Bend County
and Brazoria County and Harris County manage that growth and
serve new customers in a cost-effective way with clean reliable
drinking water?

Mr. CHOW. Yes. Any cities undergoing growth are going to be fac-
ing the challenges, first of all, with the infrastructure in the cur-
rent state it is and you're talking about expansion and that is the
reason why you got these above ground pipes trying to deliver the
water the best they can.

What T'll call the planning in terms of the growth of the city or
the township and so on, all that, the planning exercise is a lot more
important in terms of forecasting, projecting the population growth
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and that is where it really comes down to sound asset management
that we mentioned earlier.

Only through sound asset management you can project and from
projection you can be one step ahead in terms of have the infra-
structure in place in advance of the growth coming to your front
door. I mean, that is something that you just have to anticipate
through——

Mr. P. OLSON. Mr. Donahue, your comments on that issue, sir.

Mr. DONAHUE. Certainly asset management is a key factor and
when you're trying to balance growth with failing infrastructure
that you might already have it is a very challenging process for
water managers to try to deal with.

One of the things that AWWA is supporting is allowing the SRF
program to be used for growth related issues. Right now it is lim-
ited only to reinvesting in the existing infrastructure and primarily
those communities who have experienced some type of a compli-
ance issue and being able to expand those programs to allow for
growth to accommodate some of those needs.

And T've had experiences with schools as well that are bursting
at the seams in trailers in the playground. So it is a very chal-
lenging process to have.

Mr. P. OLSON. Sounds like a job for Congress. I yield back.

[Laughter.]

Mr. SHIMKUS. Gentleman’s time is expired.

Chair now recognizes the gentleman from California, Mr. McNer-
ney, for 5 minutes.

Mr. McNERNEY. First, I want to thank the chairman and the
ranking member for having this hearing.

Mr. SHIMKUS. You're welcome.

Mr. MCNERNEY. It’s a good time. And I want to thank the panel-
ists. All your testimony was very good and you came in here so I
really appreciate that.

My first question goes to all of you. A simple yes or no would be
appreciated.

Do you believe that the State Revolving Fund increases are need-
ed and we need to enhance the ability of cities to get municipal
bonds done for this project?

Mr. DONAHUE. Yes.

Mr. McNERNEY. Starting with Mr. Ellingboe.

Mr. ELLINGBOE. Yes.

Mr. CHOW. Yes, sir.

Mr. DiLORETO. Yes, sir.

Mr. KROPELNICKI. Absolutely.

Mr. E. OLSON. Yes, sir.

Mr. McCNERNEY. Mr. Chairman, I think we have unanimity here.

Mr. SHIMKUS. Amazing.

Mr. McNERNEY. Mr. DiLoreto, you indicated improvements in
water conservation. How can we continue to improve in that—in
that way?

Mr. DILORETO. Well, the fact of the matter is we kind of reached
a point now, if you look at the replacement of fixtures in your
homes, most of them have been turned down now so we have
reached that point where we've got low flow toilets, low flush show-
ers.
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We have reached that point now where we have probably
reached. There may be some little things we can do. Now we have
got to move on to encouraging people in outdoor water conserva-
tion, as your state is well aware of—the kinds of materials we
plant for our residence to make them natural to the area that we
live in.

Mr. MCNERNEY. So there is more room that can be—thank you.

Also, you mentioned leakage. Could you elaborate a little bit on
the technology detecting leaks? Are you the right one to ask?

Mr. DONAHUE. Water loss control is a significant part of the mu-
nicipal utilities action plan. There are a variety of options. Acous-
tical leak detection is available and it is traditional and it has been
around for probably a good 15 years or so and it is very accurate.

They can come out and pinpoint a leak. But there is also new
technology that I am just becoming aware of where there are com-
panies that can view via satellite your geographical region and
have some level of accuracy in the determination of where leaks
might be so that it focuses your energy and your money in going
in to find those leaks. So I am encouraged by the technology.

Mr. MCNERNEY. So we can invest more in developing that tech-
nology?

Mr. DONAHUE. Absolutely.

Mr. McNERNEY. I will bite on your cybersecurity remarks. Could
you elaborate on that a little bit?

Mr. DONAHUE. Certainly. Cybersecurity is a growing concern for
municipal agencies. I can tell you, as an example in my own town
we were attacked and our utility billing system was frozen out by
a cyberthreat from outside the country.

We had to pay a ransom basically to get our computer system
back. So one of the things that AWWA promotes is working not
only with agencies that develop those computer tools for utilities.

But working with the agencies that developed the software pro-
grams that prevent those threats from coming in I think a tremen-
dous amount of investment is needed in that regard.

Mr. McNERNEY. That’s horrifying that you would be ransomed.

Mr. DONAHUE. Well, we were just glad we could buy it back.

Mr. McNERNEY. Wow. Could you elaborate, Mr. Donahue, on
some of the way the federal money is leveraged?

Mr. DONAHUE. Oh, sure. So one of the things that has been spo-
ken about quite a bit here this morning is the SRF programs and
WIFIA as a new financing tool.

And for every one dollar that is invested in the WIFIA program
or is put in the president’s budget or in the Congress budget you
could get $60 in loans for those utilities.

So using low-interest money from the treasury and being able to
leverage that is something that will be very valuable to utilities
going forward as we continue with our infrastructure investment.

Mr. McNERNEY. Thank you.

Mr. Olson, could you talk a little bit about the weak enforcement
problem?

Mr. E. OLSON. Sure. We have been concerned about this for some
time and, frankly, the budget cuts are going to make it worse. The
problem is that there are literally tens of thousands of violations
every year of the Drinking Water Act and a lot of those are not
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major violations but there are a lot of health standard violations,
literally thousands of health standard violations ranging from lead
to microbiological.

And unfortunately a lot of those are never enforced against.
There is no formal enforcement. We found that 3 percent of the vio-
lations actually faced any penalties.

And we are not saying that every single violation requires a pen-
alty or something like that. But what we do need is a cop on the
beat, a clear signal that if there is a violation that there will be
consequences, especially if it is an ongoing serious one and EPA’s
own data shows that even the highest priority violations they are
not getting around to enforcing nor are the states in many, many
cases.

Mr. McCNERNEY. Simple yes or no: do you think it is a matter of
over regulation?

Mr. DONAHUE. I think it is a matter of under regulation and
under enforcement.

Mr. McNERNEY. Thank you.

Mr. Chairman, I yield back.

Mr. SHIMKUS. Gentleman yields back his time.

Chair now recognizes the gentleman from West Virginia for 5
minutes.

Mr. McKINLEY. Thank you, Mr. Chairman and DiLoreto.

I was there speaking—I am a fellow of the American Society of
Civil Engineers. Fifty years now I've been a member and——

Mr. SHIMKUS. How long? Can you say that again? How long?

Mr. McKINLEY. That’s 50 years.

But anyway, having said all that, I am fascinated with a lot of
this presentation and you all have done a great job on that.

But I get into some other issues that I want to follow back up
with the SRF program has been something that is been, you know,
much dear to me and I know a few years ago, about three years
ago the administration slashed that by half. They had to transfer
that money to educational processes rather than—so I am glad we
were able to get that restored.

But the AGC is still putting out in its literature that Congress
is still cutting back on the money to the SRF. So my question in
part is if we can restore it and, Mr. Chow, I particularly like you
saying double the amount of money goes to SRF.

You don’t get objection from me on that. But my concern I would
have and voiced over the years has been how do we do a better job
allocating the SRF money to rural communities?

Because when I go back to my area, I hear that time and time
again it is the larger cities getting the money and everything we
have been able to do confirms that.

So what would be the steps we should take here in Congress to
put our foot down a little harder on getting this SRF money to
rural communities?

Mr. CHOw. Well, certainly. The SRF fund, it’s really more fo-
cused on the smaller municipalities and I will answer it this way—
that many of these rural areas or small towns and all that they are
lacking what I call the technical assistance. So that means, unlike
Baltimore City where we have a good number of engineers that
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Mr. McKINLEY. Isn’t that what we did just a couple years ago?
We provided more technical assistance but we didn’t increase the
budget. So all we did was put more people in the queue to get the
same amount of money.

Mr. CHOW. Right. But the thing is that I think we as utilities,
as colleagues, and then I think there is a responsibility of us,
meaning utilities—large utilities providing assistance to those
smaller municipalities and smaller communities from the technical
assistance perspective for experience, lessons learned.

I think that will go a long way. I mean, if you don’t have a
project plan designed, what good is SRF? You got to get to that
stage so you can tap into that.

Mr. McKINLEY. Let me see how it goes. I've got a couple other
quick questions as well.

We know they’ve had the problem in the West and it’s been the
lack of water in the West—the drought they’ve had for 4 to 5 years
out there.

I know it’s not quite your testimony that you all were talking
about but is the AWWA or the ASCE—is anyone out there talking
about ways that we could replenish the aquifers in the West?

Is there anyone talking about that? Because I know there have
been some reports in the past and we are ready to work on that
if by putting some water lines out and just replenishing the
aquifers in the West by using the Missouri or the Mississippi.

Mr. KROPELNICKI. Yes.

Mr. McKINLEY. Thoughts, please.

Mr. KROPELNICKI. Good question, Congressman.

A couple thoughts on that. One, we have had a lot of rain this
last year. It’s been actually one of the wettest and largest amount
of snow possibly in the last four decades.

The other thing I would say to when we talk about conservation,
California’s done a great job with conservation. I know for our cus-
tomers we reduced consumption 27 percent in about a 3-month pe-
riod and then we have been able to maintain that.

The real problem in California is the fact that you have a popu-
lation of almost 40 million people and a backbone that the state
owns was put in place in the ’50s and ’60s when the population was
about 11 million people.

So the drought highlighted the need for more storage. Right now
in California the reservoirs so you have a lot of runoff happening
where that water is running off into the ocean.

So it’s really a long-term planning scenario. I think you’ve heard
that theme about asset management. It’s the same thing I think
with the state.

California has taken some big steps in terms of ground water ad-
judication. What you——

Mr. McKINLEY. OK. I'd like you, if you could—again, running out
of time here—if you could get back I'd like to know more about it
bec?iuse I think the idea of replenishing aquifers could be very
g00

Mr. KROPELNICKI. Yes.

Mr. McKINLEY [CONTINUING]. For other than California. The less
California can get to all of them—is the desalinization. I know we
just had a hearing yesterday about graphene is a product that
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could very well be part of the solution in desalinization of water to
give us more of a supply. Any of your associations dealing with the
graphene as part of a filtration process? I am seeing no, it looks
like, on that.

I've got one more question. I'll put it in the record. Thank you
all very much. I appreciate it.

Mr. SHIMKUS. I thank my colleague. Gentleman’s time has ex-
pired.

Chair now recognizes the gentleman from California. I was look-
ing at my list. We have got McNerney, Matsui, Peters, Ruiz—four
Californians right in a row.

So but it is Mr. Peters, and you’re recognized for 5 minutes.

Mr. PETERS. Thank you, Mr. Chairman.

First, I'd like to say thanks for having the hearing today. We
have heard from witnesses about aging infrastructure, wasted
water due to leaking pipes and water main breaks, overall risks to
the quality of drinking water.

We have seen that in Flint. I had the opportunity to travel there
last year and see it up close. Near my district in San Ysidro, Cali-
fornia, we saw similar types of lead, copper, metal contamination
in the drinking water and a lot of concern in our communities.

Actually, to help community water systems be better prepared to
protect drinking water from a variety of threats, aging infrastruc-
ture, industrial activity, the effects climate change or security
threats, I introduced a bill today with some of my colleagues on the
committee, the Secure and Resilient Water Systems Act, and that
bill will direct water systems to assess these kinds of threats with
guidance from the EPA, then establish grants to provide commu-
nities who are at risk and develop more innovative solutions to use
water more efficiently and to support the need to keep our commu-
nity safe.

Parenthetically, my own community is involved in a aggressive
recycling effort to keep water from going into the ocean from our
households.

I want to ask Mr. DiLoreto, because in all of this we think very
much about how we measure success, and you did a report card
and gave us a bad mark.

And we would like to know how do you think we should frame
our remediation plan? How do you think we should—is there some
sorts of priorities you have, measurements you have that would tell
us we are doing well and also that would help us with account-
ability to our constituents?

Mr. DiLoreTo. Right. Well, if you look at our report card we
come out with these eight categories that we graded in. Part of it
is funding and let’s be real, the biggest area is that we are under
investing in our water system at all levels.

Mr. PETERS. There seems to be a consensus about that here.

Mr. DILORETO. So the fact is we need to invest greater, at your
level, to things that we are going to do as a nation

Mr. PETERS. Right.

Mr. DILORETO [CONTINUING]. That cover whether you're in Alas-
ka or whether you're in Florida. At our level, we need to do things
that take care of the pipe system.
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If you talk to one of our colleagues that runs the water system
here, the first dollar he gets goes for water quality and if he has
any money left over he replaces the pipes.

Mr. PETERS. So thinking about that from a national standpoint,
do we have sufficient information from water testing to know
where risks are that we would have to address first?

Mr. DILORETO. We have information from the contaminants that
we know about through the EPA program. That’s how we provide
safe drinking water. Emerging contaminants continue to occur and
then we work through a way to do that.

Right now, we meet—our goal to meet the Safe Drinking Water
Act from EPA.

Mr. PETERS. Do you believe that the testing part is sufficiently
funded?

Mr. DiLoreTO. Well, we do that at our own agency. So I can only
speak for my own.

Mr. PETERS. OK.

Mr. DILORETO. And we believe that it was sufficiently funded to
do the testing we were required to do and then some above and be-
yond that so we can ensure our customers——

Mr. PETERS. When we think about under funding, we are think-
ing mostly about pipes, it seems like.

Mr. DiLoreTo. Well, yes, exactly. Our report card doesn’t look at
the source water. It looks strictly at the physical infrastructure. So
the underfunding that we report talks about underfunding in pipes,
underfunding in any physical assets at a water treatment plant,
pumps and so forth.

Mr. SHIMKUS. Would my colleague, can I——

Mr. PETERS. Yes, sir. I'll yield.

Mr. SHIMKUS. Mr. DiLoreto is with the engineers. I think some
of these questions are good questions to ask the operators—Mr.
Donahue, Mr. Chow and Mr. Kropelnicki—because I think you're
onto a point. What other things need to be used, and so I just want
to throw that in there. I am sorry for interrupting you.

Mr. PETERS. Oh, no. Thank you, Mr. Chairman.

I am thinking systemically from our perspective as a federal gov-
ernment. Suppose we gave these folks and their affiliates the
money that they said they needed. I am not sure that will be easy.
That only took two seconds to say.

What would we expect to see? How would I measure in 5 years
that the systems are doing the right things with the money? I am
asking you, Mr. DiLoreto, because you’re the teacher.

Mr. DILORETO. Well, clearly, what we would say is a grade of B
means condition is good. OK. You don’t see the 240,000 water main
breaks a year anymore. You're going to see some. That’s inevitable.

Mr. PETERS. Yes.

Mr. DiLoreTo. But you’re not going to see that anymore. We
start seeing our water quality and our pipe systems are both in
that(:1 good condition. Condition’s good. Funding is good. Capacity is
good.

Mr. PETERS. So you’d look at the number of water main breaks,
maybe miles——

Mr. DILORETO. Or measurement.

Mr. PETERS [CONTINUING]. Miles of pipes replaced?
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Mr. DILORETO. That’s right. We’d also be looking at the—we
don’t make this data up in the report. We get published data.

Mr. PETERS. Yes.

Mr. DILORETO. It’s from somebody else. We analyze it. We would
start seeing that number that EPA talks about going down. We
know that we fund it. You'd see reports from these agencies that
would say yes, I've got enough revenue.

Mr. PETERS. How about numbers of people exposed to metal con-
tamination? That would would seem like a priority, too.

Mr. DILORETO. It would be, although we don’t measure that in
our report——

Mr. PETERS. Oh, OK.

Mr. DILORETO [CONTINUING]. Because, again, we are looking
strictly at physical assets.

Mr. PETERS. OK. So for me, we did a whole sewage and water
replacement thing in San Diego when I was on the city council.

We used miles of pipes. It seems to me that there has to be some
sort of accounting for contamination and as a way to calculate
where you'd start.

I won’t take much more time, Mr. Chairman, but I would just
say that when I went to Flint I think the thing that amazed me
was the level of indifference to it from the Congress—I've dealt
with a lot of contamination issues and some are worse than others
but about the worst is metals and children—heavy metals in chil-
dren under six is about the worst contamination you can have be-
cause it’s so deleterious and so permanent, and I would just sug-
gest to my colleagues that starting with that kind of contamination
would be the place where we’d start to focus on replacing pipes.
And I thank you very much for being.

Mr. SHIMKUS. Gentleman’s time has expired. Chair now recog-
nizes the gentleman from Michigan, Mr. Walberg, for 5 minutes.

Mr. WALBERG. I thank the chairman and thank the panel for
being here. Mr. Ellingboe, let me ask you for your thoughts on how
we incentivize integrated asset management across roads, drinking
water, sewer, storm water management, streamline investments
and ensure proper planning investment and maintenance over the
life of infrastructure.

Mr. ELLINGBOE. Thank you, Mr. Chair and member, for that
question. I think one of the most critical aspects is supporting
training for water systems and for water operators and that really
is a critical part of the job.

In Minnesota where we see difficulties with asset management
it’s often the smallest systems, the medium-sized systems where
water operators may have multiple duties even and having the
time and attention to be able to think about asset management,
think about what sorts of financial investments are needed, what
sorts of technical changes might be needed to their system.

OK. At any rate, that support for operators and systems to have
the training needed to really identify and recognize what it takes
to manage their systems adequately, financially and technically is
crucial and that is where things like the set asides have been im-
portant for providing support to training efforts from rural water
systems or associations for operators, et cetera, and where the
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states can have the opportunity also to work with operators and
provide technical assistance to help them with that. So

Mr. WALBERG. Would there be any reason to make integrated
asset management a requirement to receive funding?

Mr. ELLINGBOE. I think the merits—certainly, that would not
only promote it and provide interest for operators in doing that but
it would provide the states with the backing, so to speak, to require
that of the systems as they develop these plans. And so, certainly,
this asset management piece is so important for the long-term life
3f the systems that that could be part of support for seeing that

one.

Mr. WALBERG. Thank you.

Mr. Chow, how can we ensure transparency in rates and system
needs in order to determine investments?

Mr. CHOW. Well, thank you for the question.

First of all, maybe I'll circle back and address some of your first
questions about integrated planning framework because that sort
of threads into your second question.

Mr. WALBERG. You've got the mic. I'll take the answer.

Mr. CHow. Well, I think the integrated planning framework, first
of all it’s understanding your assets to ensure that you are looking
at things more holistically.

You mentioned about water. You mentioned about the sewer.
You mentioned about the storm water and so on, all that.

And Baltimore is very fortunate. I am probably one of the first
that actually came up with a EPA integrated planning framework
document where we look across not only the sewer versus storm
water under the current EPA, you know, integrated planning
framework definition.

We expanded that to water as well. So you got to look at things
holistically. So when you talk about funding you got to make sure
you provide the funding to the ones that yield the most benefits.

And, clearly, you don’t have enough money to do all of it. You
have to start from somewhere and one of the things we talk about
how do we reduce the water main breaks over time is that you
can’t just go out and start replacing water mains. You got to sort
o}fl identify where is the most vulnerable piece and then go after
those.

And through those sound asset management methodology and
looking at things holistically you begin to have a good planning
framework in terms of how do you attack this so-called infrastruc-
ture crisis that we are facing because you can’t bite on this ele-
phant all at one time. You got to take one bit at a time.

Mr. WALBERG. Thank you. Yield back.

Mr. SHIMKUS. Gentleman yields back his time.

The chair now recognizes the other gentleman from California,
Dr. Ruiz, for 5 minutes.

Mr. Ruiz. Thank you. Thank you, Chairman.

I want to follow Mr. Peters and his concerns for the public’s
health. As a physician, I understand the direct link between our
nation’s drinking water quality and the health and well-being of
the people that I serve and that we all serve.

Water is a fundamental element that everyone regardless of po-
litical party, regardless of social status needs to survive. So improv-
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ing our nation’s water delivery infrastructure is crucial to improv-
ing our nation’s health.

In California, 85 percent of the community water systems tap
groundwater sources to supplement their drinking water supply
and deliver water to more than 30 million people.

But many ground water basins throughout my state and across
the country are contaminated, as we all know, by both naturally
occurring toxins like arsenic and hexavalent chromium as well as
human causes such as leaky septic systems.

The State Revolving Fund, or SRF, is a critical tool that enables
water agencies to build treatment systems or remove aging septic
systems.

In my district, the Mission Springs Water District has utilized
more than $10 million in SRF funds for its groundwater protection
project to remove more than 2,800 septic tanks and install more
than 33 miles of sewer line.

This project is critical to protecting the groundwater supplies
across the Coachella Valley and may not have been possible with-
out the SRF.

But not all communities even have access to treated water sys-
tems. Families in many vulnerable and rural communities like
Mecca and Thermal, which I represent, where I grew up, rely on
private wells that can have levels of arsenic more than 10 times
the national legal limit.

These families are forced to buy bottled water because they can’t
drink the water from the tap and this is simply unacceptable.

So we owe the American people more than just debate on this
critical issue. Clean drinkable water should be a priority for every
community across America because it affects everyone regardless of
your political party or politics.

So we must act to ensure our water delivery infrastructure is not
only up to date but also reaches every community in America. In
terms of the public health, the septic tanks are above ground.

With a little rain even in the desert where I live and represent
and grow up, those septic tanks can overfill and overrun onto the
unpaved dirt area where children and the elderly and everybody
else play and walk and going to school. So you can imagine we
have a lot of under developed areas in our nation all across rural
America.

This is for Mr. Olson. You mention in your testimony that de-
ferred maintenance of our drinking water systems is a ticking time
bomb that threatens the public’s health.

So what are the health impacts of drinking water contaminants
such as arsenic and chromium and can you elaborate on the re-
duced treatment costs for people if we protect water sources?

Mr. E. OLSON. Yes. Well, there are several contaminants that are
fairly common. You mentioned two of them—arsenic and chro-
mium, especially chromium. Hexavalent chromium is one that we
are worried about.

Arsenic is fairly widespread. EPA reduced the standard down to
10 parts per billion a little over a decade ago, I guess it was.

It’s widespread in California and many other communities. The
health impacts of a lot of these are cancer is one of the risks. We
are, obviously, worried about lead being a widespread contaminant
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that is affecting a lot of communities. It’s not just Flint or East
Chicago, Indiana. There are many other communities that have a
lead problem. And we believe that it’s really important to invest in
this.

You mentioned rural communities. We are seeing very significant

roposed cuts to deal with rural community water. For example, a
5500 million cut was proposed in this budget for the USDA rural
water program.

Mr. Ruiz. So those residents in the central part of America, in
rural America, are going to feel the biggest burden of this budg-
et

Mr. E. OLsoON. Exactly, and

Mr. RUIZ [CONTINUING]I. In terms of their drinking water?

Mr. E. OLSON. That’s right, and then obviously they are also pro-
posing cuts in the Mexico border program to zero that out for
water. Also, the Alaska native village program, zeroing that out
and many other programs.

Mr. Ruiz. So rural communities are going to get duped once
again?

Mr. E. OLSON. We are very concerned.

Mr. Ruiz. Yes.

Mr. E. OLsON. Those are where the health risks often are worse.

Mr. Ruiz. Yes. It’s unbelievable but it’s true and I see it in my
rural communities as well.

I got 10 seconds so I'll refrain from asking another question and
go ahead and give the mic back.

Mr. SHIMKUS. I thank my colleague and Chair now recognizes
the gentleman from Texas, Mr. Flores, for 5 minutes.

Mr. FLORES. Thank you, Mr. Chairman, and I thank the gentle-
men for joining us for this important hearing today.

I'd like to start with Mr. Chow. Mr. McNerney started with a
question for the entire panel where each of you said that municipal
financing tax exemptions were very important.

And so, Mr. Chow, I'd like to dig into that a little bit. A lot of
us, at least on this side of the aisle, would like to see a comprehen-
sive tax reform package passed this year and what I'd like to ask
you is what tax reform components are important to drinking
water infrastructure financing and why.

Mr. CHOW. Well, I mean, certainly, maintaining the municipal
bonds being tax exempt is going to go a long way. I mean, I men-
tioned in my testimony that our 6-year program is about $2 billion
and most often is going to be funded by bond markets and we are
going to have to go to the bond market and borrow that money.

Now, we do get some SRF from our state. But in relatively com-
paring to the overall needs in the SRF it just doesn’t go far enough.

Now, certainly, with the complement of WIFIA, it’s going to be
another tool that we are exploring in terms of availability to us on
larger projects. When we talk about the 1.8 million customers and
so on all that, our projects generally are larger in nature and the
WIFIA is going to go be very helpful from that perspective.

Mr. FLORES. Thinking outside the box for a minute, We talked
about muni finance and WIFIA and SRF. Just think outside the
box for a minute. Is there anything else that would help?
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Mr. CHOwW. Well, certainly, no one has mentioned P3, which is
public-private partnership.

Mr. FLORES. I know where I am trying to go, yes.

Mr. CHOW. That is an area that is a tool in our toolbox. So in
terms of financing our infrastructure, we go for state grants.

Then we go for SRF. Now WIFIA is available to us and, ulti-
mately, leveraging the private dollars in terms of our infrastruc-
ture needs because the fact that we can’t continue to raise water
rates at the pace that we have been raising water rates, particu-
larly in Baltimore with the population 40 percent is under so-called
the national meeting household income level.

So leveraging the private dollars, negotiate terms more perhaps
more favorable in terms of length of the payback periods, and so
on and all that. Those are the out-of-the-box sort of thinking and
has to be an avenue for us.

Mr. FLORES. Thank you. That’s helpful.

Mr. Kropelnicki—I hope I got close on that—ASCE has talked
much about the true cost of water in past reports and we know
that water rates generally not only pay for operation and mainte-
nance but long-term upgrades and expansion of the water system,
or at least they are intended to do that. How do you set your rates
to cover all of those costs?

Mr. KROPELNICKI. Sure. That’s a very good question, Congress-
man. Thank you.

We practice full cost for service rate making. So our state regu-
lator, the public utilities commission and our largest operations in
](Olalgornia does a very good job where we basically put costs in the

ucket.

So you have operating costs—things that are expenses. You have
investment costs—things that go into rate base. There is an au-
thorized rate of return that we are allowed to earn those invest-
ments.

So you add those things up. Cost of service plus your investment
gives you a revenue requirement. That revenue requirement di-
vided by your number of units sold gives you a price per unit.

And the state regulator regulates those things that are in those
buckets. So it allows us to forecast our costs and they come back
and then check our costs.

So all our capital is approved on a project by project basis. They
review our health results. I am very proud to say our company for
the last five years has met the primary standards, the secondary
standards and all the UCMR, which is unrelated contaminants for
the systems that we operate.

And it’s all under the purview of our regulator who does a very,
very good job at climbing through our drawers and seeing how we
operate as a company.

Mr. FLORES. How do your rates generally compare with others in
your area?

Mr. KROPELNICKI. That’s also a very good question and that is
where it gets a little more complicated, and it does for the following
reasons.

One, each water source is different and each water source will
have a different type of treatment requirement and the price of
that treatment varies dramatically.
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So that’ll cause variation in rates. The other thing that causes
variation in rates are things like for a investor-owned utility we
pay taxes. We don’t really rely on tax-exempt financing.

We are required, under generally-accepted accounting practices,
to fund our health and welfare plans, including our pension. So it’s
really full absorption costing, wherein municipal systems they fol-
low a government or a GASB standard for accounting, which is
really different than ours.

So when you normalize all those things out, our rates are very
competitive. But when you don’t have them normalized out, they
could sway dramatically. But it all starts with that water source
and looking at what’s required for the treatment.

Mr. FLORES. Thank you. Sorry I've gone over, Mr. Chairman. I
will say as a CPA, our government accounting standards leave
much to be desired.

Mr. SHIMKUS. Texas and California. So now we will turn to the
other Texan, Mr. Green, for 5 minutes.

Mr. GREEN. Thank you, Mr. Chairman, and I have a lot of ques-
tions. I won’t have 5 minutes to do them all in but be glad to sub-
mit the questions.

My first one is Mr. Olson. In your testimony you mentioned the
need to pay special attention to the needs of lower income and dis-
proportionately affected communities as part of your water infra-
structure rebuilding program.

I represent a district that has significant amount of unincor-
porated area. The city of Houston, we try to partner with these un-
incorporated areas. We have in Texas what we call municipal util-
ity districts and this provides water to tax based on that.

But we also have private water companies—I know someone on
the panel represents those—who some of their rates are those in
unincorporated are extremely high.

So we try to partner with the state to pay the infrastructure
costs and then they will hook up to the city of Houston’s systems
and pay the monthly bills. Could you describe the characteristics
of a disproportionately affected community?

Mr. E. OLSON. Yes. It’s a big issue because we are seeing this
across the country. Flint is not the only place that has this prob-
lem. There are a lot of small towns and rural areas that have the
problem as you’re suggesting in your district, Mr. Green.

There is a definition that is in the Safe Drinking Water Act for
disadvantaged community. The states will then put a finer gloss on
that as to what it means exactly.

But, basically, if you’ve got a fairly low income community that
is where you want to target those resources most because they can
least afford it and as we have heard full cost accounting for water
can cause rates to go up and that is where, I think, you want to
make sure you're dealing with the lower income folks and making
sure that you’re targeting resources to them and to the infrastruc-
ture there.

Mr. GREEN. Well, in this case, neighborhoods that are covered or
maybe surrounded by the city of Houston and they will not annex
them because, one, it would be such a drag because their property
tax base is not near enough to pay for the infrastructure and that
is one of our—and low income, which are throughout the country
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including Houston, Harris County, it’s not as bad as some of the
parts of Texas where we have colonias. People actually bought
houses. There were no septic systems, no water systems and they
ended up drilling their own wells and they become really a prob-
lem. South Texas and even parts of east Texas does that. Is the
Safe Drinking Water Act something available for those type of com-
munities?

Mr. E. OvLsoN. Well, I actually mention the colonias in my testi-
mony. It’s a serious concern in Texas and a lot of other areas but
especially acute there.

The Safe Drinking Water Act does actually have a colonias pro-
gram that needs a lot more attention, a lot more resources.

I think the cut in the rural utilities service budget of $500 mil-
lion that was just proposed is really going to hurt efforts to try to
deal with that as well the elimination of the Mexico border pro-
gram that has been proposed in the EPA budget.

Mr. GREEN. In your testimony you mention an idea of creating
a low income water assistance program similar to LIHEAP, which
also took a hit in the president’s budget.

Can you go into greater detail on how this program would work
and do we need to do authorizing legislation to do that?

Mr. E. OLSON. A quick answer is—there are a couple ways you
could do it. One is much like LIHEAP, which would be essentially
federally funded with some state matching money.

That would be a preferable way to do it. You would certainly
need federal authorization for that.

Local utilities have done this. EPA did a very interesting review
of what some of the states and localities are doing. Some have been
very progressive in dealing with these issues—the affordability
issues—and I can provide that for the record if that would be of
interest.

Mr. GREEN. But, again, it would be a partnership similar to fed-
eral government, state government, even the local community
pay—-—

Mr. E. OLsON. Exactly.

. 1\(/111‘. GREEN [CONTINUING]. A share but pay something they can af-
ord.

Mr. E. OLSON. That’s right.

Mr. GREEN. Mr. DiLoreto, I want to start with does your invest-
ment in drinking water infrastructure compare to the D? Is it safe
to say that there are more projects in need of funding and what
kinds of projects are these?

Mr. DILORETO. Well, it’s absolutely true that there are more
projects in need of funding. We look—it appears we have about
one-third of the money that is needed to make—to bring our water
system up to a grade of B.

Now, we don’t look at individual projects. We are looking at the
state of the industry. But throughout the industry we find city—
the special district like I used to work for, every one of them, hav-
ing water infrastructure projects that are not getting built with us.

Water mains being replaced and repaired, whether it’s pump sta-
tions that aren’t getting repaired and replaced. We have about a
third of the money between what we are getting now in SRF, be-
tween money we are generating as utilities to make that happen.
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Mr. GREEN. Thank you, Mr. Chair, and thank you for holding
these hearings.

Mr. SHIMKUS. Yes, this hearing is making me thirsty so I have
been drinking a lot of water.

The chair now recognizes the gentleman from Georgia for 5 min-
utes.

Mr. CARTER. Thank you, Mr. Chairman, and thank all of you for
being here. I appreciate this very much.

I have to share a personal story with you. I was a mayor of a
city way back when and I was mayor from 1996 to 2004. I started
when I was 10 years old.

But anyway, fascinating. When I was in pharmacy school I never
realized that I would know so much about water and sewer because
when you’re the mayor of a growing city like I was—I refer to this
as the nuts and bolts of municipal government and it is.

For most people, they turn on the faucet and the water flows.
They flush the toilet and the water goes away and that is all they
know.

But when you’re the mayor you got to know everything about it.
In 1996, our population was 4,500. When I left in 2004, our popu-
lation was 19,000.

You can imagine the challenges that we had, and we did it—in
hindsight I think it may have been easier for us in a sense because
we had, if you will, a private-public partnership with the devel-
opers.

We said yes, we will extend water and sewer lines and we will
go through the state revolving fund and we will get that loan on
the city but we need letters of credit from you to cover that.

It was a win-win situation because we were able to get low rates
that they took advantage of. We were able, a municipality, to be
able to be assured we were going to get a return on it. Otherwise,
we’d call in those letters of credit.

And I was just wondering, have you tried any innovative ways
like that? I suspect it’s going to be a lot different when you’re talk-
ing about repairing water and sewer lines because we were grow-
ing and we had a different set of challenges that we had to deal
with.

But that, in some ways, I think, was advantageous to us. I mean,
that we could do. But when you've got existing infrastructure that
seems to me like it would be more difficult.

I want to ask you, Mr. Donahue, you represent kind of a smaller
municipality. What challenges do you face there in getting the
funding that you need in order to do these kind of projects?

Mr. DONAHUE. That’s a very good question and thank you. It’s
a rather loaded question too, I might say. As a small utility man-
ager, trying to keep rates so that they are affordable to our lower
income, lower socioeconomic customers and still provide the type of
resources that we need to provide to maintain our capital is a dif-
ficult balance to try to maintain.

Back in the day when I had extensive growth we had developers
and we would put the burden on building that capital on the back
of the developer and then they would turn that capital over to us.
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But now, in trying to reinvest and rebuild that infrastructure,
that falls solely on the backs of the ratepayers and trying to main-
tain rates so that they are manageable is a challenge.

Now, water rates are still a bargain in most areas and I think
most of us on the—on the dais here would be hard pressed to argue
against that.

But we can’t leave the low income folks behind and we have to
come up with strategies that will help support them while we are
still growing our infrastructure or maintaining our infrastructure.

Mr. CARTER. OK. I've got limited time with so many questions.

I've talked to some of the water managers, if you will, in my dis-
trict and they are telling me a lot of their costs right there are with
the unregulated contaminants, having to test for those.

Are you all having that same experience?

Mr. DONAHUE. We have a groundwater system where I am from
and we test for unregulated contaminants every 2 or 3 years as re-
quired by our state agency.

It’s not a real burden for us. We manage that pretty easily. Now,
we are fortunate that we have good ground water but if we had
contamination issues then it would be a significant cost burden for
us.

Mr. CARTER. I want to ask anyone who wants to jump on this
and this is—I apologize, this may be off a little off of the beaten
path. But one of the problems we have in my area is that we draw
most of our water from the Florida aquifer.

Well, we are right on the edge and we are having saltwater in-
trusions so we are having to use treated surface water. Aquifer
storage and recovery—any opinions on that?

Mr. DILORETO. The agency that I ran for 14 years uses aquifer
storage and recovery and we would take water in the winter time
and we were able to inject it into the ground there and then we
pulled it out in the summer time. So it became another reservoir,
if you will, for water in the summer time.

Mr. CARTER. Any problems with it, though? It’s tough to get
them to take that step to do it because you feel like they are going
to contaminate our pure system.

Mr. DiLoreTO. Right. It started out that way but I am from Or-
egon. So, we don’t have some of those problems that you have per-
haps in other parts of the country.

Mr. CARTER. Right.

Mr. DILORETO. And so after we worked with our Department of
Environmental Quality and Health Division we were able to actu-
ally do a pilot project that showed that it worked quite well in

Mr. CARTER. OK. Can I have one last question real quick?

Mr. SHIMKUS. No.

Mr. CARTER. No.

Mr. SHIMKUS. Yes. I mean——

Mr. CARTER. One last—seriously.

Mr. SHIMKUS. Just a statement. We have got two colleagues that
have been waiting for a long time. So why don’t we just no? You
can submit it for the record.

Mr. CARTER. OK. All right. I will.
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Mr. SHIMKUS. Chair now recognizes the very patient gentlelady
from Michigan, Ms. Dingell, who I know had some questions for 5
minutes.

Ms. DINGELL. Thank you, Mr. Chairman, and I thank you for
holding this hearing because as somebody who comes from Michi-
gan, the Flint water crisis obviously stays in everybody’s hearts
and minds every single day.

And I strongly support increased investment in our drinking
water infrastructure. That should help our communities replace
lead pipes and fixtures quickly and safely.

I am actually even going to ask a question in a minute that is
unscripted, God forbid we ever go unscripted in these hearings.

But Mr. Olson, first, let me ask you how can federal infrastruc-
ture investments be used to protect communities from lead?

Mr. E. OLSON. Well, there are a couple of urgent needs. One is
there are about 6 to 10 million lead service lines across the coun-
try, according to industry estimates, and we are going to need to
replace those. American Water Works Association and others have
said we need to replace those. So that is a huge need.

There are also needs for treatment in many communities that
corrosion control treatment is not up to snuff and we need to ad-
dress that as well.

Ms. DINGELL. One of the issues that we really haven’t talked
about but I am really seeing in our communities, and I want to
build on the tax question of my colleague from the Republican side,
is because I had an idea that I am wondering if it’s something we
should pursue.

Many homes still have lead pipes in my communities and no-
body’s talking about that, and that isn’t the system’s responsibility.
But until we get rid of those lead pipes that is going to continue
to be a crisis and we are trying to map.

Mr. Chow, I'll ask you this. This is an unscripted question so
staff’s probably having a heart attack behind me. But is there
something we should be doing to help homeowners be able to re-
place these pipes as well?

Mr. CHOW. Absolutely. On the public side we can have the best
water bringing to the property lines and then once it gets into
homes if they have contaminant pipes such as lead pipes and so on
and all that it’s not going to be helpful in terms of water quality.

So we have to think outside of the box. So, for example, I'll just
introduce an example that we have in Baltimore. So we have aging
infrastructure just like everybody else and we recognize when we
have aging infrastructure it’s likely the homes who are tapping into
our system are equally aged.

So we are actually looking at our extended warranty companies
out there. They are looking at replacement of pipes when there is
a failure or something like that.

Low cost—in our case, we pay—our residents pay about less than
$10 for water and sewer protection on a monthly basis. Now, that
is an avenue.

But then, now, if you sign up a whole community, recognizing
there is lead pipe in there, again, these private companies are
going to have to take on the risk. So, again, it’s become a business
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decision they are going to have to make. But we, on the govern-
ment side, certainly can bridge that conversation.

Ms. DINGELL. And it’s real. Take Flint, for example, where there
are many homes that have lead pipes and there is no money for
those homeowners to replace it.

They are walking away from their homes because they simply
can’t afford to replace the pipes. So it’s a community issue.

As we are talking about Flint there is also an issue of confidence
by consumers. So we just had an incident down river, which is part
of my community, where the water was brown and smelled and a
thousand other things. So you can imagine in Michigan what any
discolorization and foul smelling does to people and confidence in
their water.

And, quite frankly, the official communication was poor that left
many questions unanswered and I ended up calling the head of
Great Lakes Authority with all the mayors and saying, this is un-
acceptable and what happened wasn’t good enough.

Mr. Ellingboe, what are states doing to provide more and better
drinking water quality information to customers?

Mr. ELLINGBOE. Thank you, Congresswoman. The communication
paricl—l need to remember to sit back—the communication part is
really——

Ms. DINGELL. I don’t either. I am always in trouble.

Mr. ELLINGBOE [CONTINUING]. Is really a critical part of our job
as state drinking water programs. And so——

Mr. SHIMKUS. Yes, why don’t we do this? Just turn yours off and
use Mr. Donahue’s.

Mr. ELLINGBOE. OK. Thank you.

Ms. DINGELL. It’s the mic. It’s not you.

Mr. ELLINGBOE. All right. So thanks again. The question is what
are state drinking water programs doing to help people understand
some of the aspects or risks associated with their drinking water.

Well, first of all, what’s really critical is that we work with our
communities as they need information to provide to their citizens.

For example, in the issue of lead, I think one of the major as-
pects is helping people understand what they might be able to do
in their homes to avoid problems or provide filtration.

We need to have the resources available that are important
through the set asides from the State Revolving Fund in order to
be able to provide that technical assistance to provide better infor-
mation from the state level to have as a resource for utilities to be
able to access.

And so it’s an ongoing challenge to provide effective communica-
tions.

Ms. DINGELL. And I am out of time. I would like to do more ques-
tions for the record because I think having just experiences there
are a lot of issues.

Mr. SHIMKUS. You are allowed to do that, without objection. So
the chair now recognizes the gentlelady from Colorado, Ms.
DeGette, for 5 minutes.

Ms. DEGETTE. Thank you very much, Mr. Chairman.

I am really pleased you are having this hearing and I hope we
have more like this. Several of our colleagues on both sides of the
aisle have pointed out that our constituents all just assume that
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when they turn on the faucet that the water will come out and it
will be safe and that it will—and that there won’t be a problem.

And I think we all agree that you really can’t have stable com-
munities without safe drinking water. We saw this in Flint when
the whole system collapsed, when the drinking water collapsed.

And this committee has a long and cherished tradition of making
sure that safe drinking water is a reality for most Americans.

And while the Safe Drinking Water Act is not perfect and we
have to update it, it really has been a tremendous success over the
years because it established national drinking water regulations for
toxic contaminants.

It funded urgent drinking water infrastructure projects in all 50
states through the revolving fund and it set up a framework of fed-
eral-state collaboration to protect drinking water resources under
the underground injection control program.

So I think it’s really been a success. It has been a model for col-
laboration with the state and federal government, which I think
has really been helpful.

And I have got this bill called FRAC Act and what my bill would
be to ensure that when we do hydraulic fracturing, which is a big
issue in Colorado and many other states—that we also comply with
the Safe Drinking Water Act to make sure that fracking is not con-
taminating our drinking water. That was, for some reason, in the
Energy Act of 2005 exempted and I think that the Safe Drinking
Water Act should cover everything.

Now, having said that, I just want to ask you folks about a few
of the elements of the Safe Drinking Water Act as we start to think
about how we are going to update and modernize it, and most of
these should involve yes or no answers.

Do you support preauthorizing the Drinking Water State Revolv-
ing Fund, Mr. Ellingboe?

Mr. ELLINGBOE. Yes.

Ms. DEGETTE. Mr. Donahue?

Mr. DONAHUE. Yes.

Mr. CHOW. Yes.

Mr. KROPELNICKI. Yes.

Mr. E. OLSON. Yes.

Ms. DEGETTE. Thanks. Do you think that, given what we have
heard today at this hearing, do you think Congress should put
greater focus on getting low income or small water systems into
compliance?

Mr. ELLINGBOE. Yes.

Mr. DONAHUE. I agree with that as well.

Mr. CHOW. I agree.

Mr. DiLORETO. Certainly.

Mr. KROPELNICKI. Absolutely.

Mr. E. OLSON. Yes.

Ms. DEGETTE. Now, do you think Congress should provide more
resources for water systems to improve resiliency and security from
threats like climate change and terrorism?

Mr. ELLINGBOE. Yes, absolutely.

Mr. DONAHUE. Yes, ma’am.

Mr. CHOW. Yes.

Mr. DILORETO. Yes, it’s one of our solutions.
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Mr. KROPELNICKI. Congresswoman, I go back to cost of service
rate making and making sure costs are fully reflected in the rates
and to the extent it’s an under privileged community that you use
a rate support fund or other mechanism to help true that up but
it—

Ms. DEGETTE. So is that yes?

Mr. KROPELNICKI. It’s a conditional or a qualified yes.

Ms. DEGETTE. OK.

Mr. E. OLSON. Yes.

Ms. DEGETTE. And do all of you support new financing options
to leverage federal dollars and lower interest rates?

Mr. ELLINGBOE. Yes.

Mr. DONAHUE. Yes, I do.

Mr. CHOW. Absolutely.

Mr. DiLORETO. Yes.

Mr. KROPELNICKI. Yes.

Mr. E. OLSON. Yes.

Ms. DEGETTE. Thank you. Mr. Chairman, I know I could come
up with some more provisions that we could all come to consensus
around but I really think what this shows with this wonderful and
diverse panel here is that we really can come to consensus around
changes to the law so that the EPA can issue new and common
sense standards for contaminants and we also need to work on
ways to improve compliance versus effective enforcement.

And so with that, I really want to thank all of you. I am cog-
nizant that I am the last questioner so I'll yield back. Thank you.

Mr. SHIMKUS. The gentlelady yields back her time and I appre-
ciate her comments. I would just caution be careful not to ask for
too much.

I do think there is a lot of areas in which we can agree and I
am pretty excited. Great hearing. Appreciate your testimony. We
will be submitting some additional questions to you. If you'd get
those back we’d appreciate it.

I ask unanimous consent to the following items being inserted
into the record: a letter from the National Groundwater Associa-
tion, a statement from the mayor of Syracuse, New York, Steph-
anie Miner, a letter from American Rivers and an article from the
New York Times dated December 24th, 2016 on drinking water.

Is there objection? Hearing none, so ordered.

[The information appears at the conclusion of the hearing.]

Mr. ToNKO. Mr. Chair?

Mr. SHIMKUS. Yes.

Mr. ToNKO. The letter submitted by the mayor of Syracuse is re-
sponding to some of the advice that was provided today by the
panel including making use of predictive analytics models so as to
best understand where the leaks may be, where the frequent re-
occurrences have been so as to have a better master plan, and then
sensors also that they are applying for their water leaks—a vibra-
tion system that then identifies.

So I think they are doing innovative things in Syracuse and it’s
the kind of message I think I heard here today—to be able to use
those innovative concepts to be able to stretch the dollars required
and to best manage with most efficiency as the outcome.

So I thank you for entering it into the record.
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Mr. SHIMKUS. Can the gentleman tell me whose congressional
district that is in?

Mr. ToNKo. It is not mine.

Mr. SHIMKUS. It is not?

Mr. ToNKO. No, it is in, I think, Mr. Katko’s.

Mr. SHIMKUS. What a good guy.

All right. So we appreciate you all attending and I will call the
hearing adjourned.

[Whereupon, at 11:59 a.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]

PREPARED STATEMENT OF HON. GREG WALDEN

While last year’s drinking water crisis in Flint, Michigan drew the country’s at-
tention to one community; we all have communities in our states that have discov-
ered they, too, have issues with their water supply and distribution systems. Today,
our committee begins a review of the financial needs of our entire nation’s drinking
water infrastructure. Of course, we need to learn from Flint to make sure the same
mistakes are never repeated, but it is important that we don’t simply confine our
view to just a few solutions. We need to think broadly about all the things that can
impact water affordability, reliability, and safety.

The president strongly supports making newer and larger investments in our na-
tion’s infrastructure and I agree that we need to protect these assets. But we must
ensure wise investments and diversified efforts make sense and make us better pre-
pared for our future.

It is not enough to look at the latest water needs assessment issued by EPA—
or any other group for that matter—and conclude the simple solution is directing
more federal money at the problem. Moreover, the price of pipe or a new treatment
facility is not the only cost driver—regulations are a significant cost and we know
that poorly designed ones can contribute to cost problems. To the extent that exist-
ing and new regulations, as well as emerging contaminants are an issue, we should
not diminish the importance of tools like the Drinking Water State Revolving Loan
fund, which has helped many water utilities afford compliance with federal man-
dates.

Obviously, these are serious issues and we must delve beneath the surface of
these matters and ask hard questions, like where the line should be drawn between
federal investment and local responsibility, what existing practices or resources can
become used in new partnerships to solve these problems, and where can technology
be applied in ways that make our systems smarter and not just newer.

I know these are not easy questions, but I know together we can find the answers.
I want to thank our witnesses for joining us today and I look forward to hearing
their testimony.
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Drinking water is delivered via one million miles of pipes across the country. Many of those pipes were
laid in the early to mid-20" century with a lifespan of 75 to 100 years. The quality of drinking water in
the United States remains high, but legacy and emerging contaminants continue to require close
attention, While water consumption is down, there are still an estimated 240,000 water main breaks per
year in the United States, wasting over two trillion gallons of treated drinking water. According to the
American Water Works Association, an estimated 51 trillion is necessary to maintain and expand service
to meet demands over the next 25 years,

The United States uses 42 billion gallons of water a day to support daily life from cooking and bathing in
homes to use in factories and offices across the country. Around 80% of drinking water in the U.S, comes
from surface waters such as rivers, lakes, reservoirs, and oceans, with the remaining 20% from
groundwater aquifers. In total, there are approximately 155,000 active public drinking water systems
across the country. Most Americans - just under 300 million people — receive their drinking water from
one of the nation’s 51,356 community water systems. Of these, just 8,674 systems, or 5.5%, serve more
than 92% of the total population, or approximately 272.6 million people. Small systems that serve the
remaining 17.4% of the population frequently lack both economies of scale and financial, managerial,
and technical capacity, which can lead to problems of meeting Safe Drinking Water Act standards.
Drinking water is delivered via one million miles of pipes across the country. Many of those pipes were
laid in the early to mid- 20" century with a lifespan of 75-100 years. With utilities averaging a pipe
replacement rate of 0.5% per year, it will take an estimated 200 years to replace the system — nearly
double the useful life of the pipes.




Because America’s drinking water infrastructure provides a critical service, significant new investment
and increased efficiencies are needed as filtration plants, pipes, and pumps age past their useful life.
Every day, nearly six billion gallons of treated drinking water are lost due to leaking pipes, with an
estimated 240,000 water main breaks occurring each year. It is estimated that leaky, aging pipes are
wasting 14 to 18% of each day’s treated water; the amount of clean drinking water lost every day could
support 15 million households.

To address deteriorating water infrastructure, asset management provides utility managers and
decision-makers with critical information on capital infrastructure assets and timing of investments,
Some key steps for asset management include making an inventory of critical assets; evaluating their
condition and performance; developing plans to maintain, repair, and replace assets; and funding these
activities,

While drinking water infrastructure is funded primarily through a rate-based system, the investment has
been inadequate for decades and will continue to be underfunded without significant changes as the
revenue generated will fall short as needs grow. According to the American Water Works Association,
upgrading existing water systems and to meeting the drinking water infrastructure needs of a growing
population will require at least $1 tritlion.

The majority of funding for drinking water infrastructure comes from revenue generated by rate payers.
Inthe nation’s largest 50 cities, the rate users pay varies greatly; the lowest average monthly water bill
is $14.74 in Memphis, while Seattle residents pay the most at $61.43. This large gap exemplifies the
varied approaches to rate structure, as well as the contrast of need and investment across the country.
While higher rates that reflect the true cost of service are important, public assistance programs should
be considered for low income populations. Between 2009 and 2014, state and local governments
decreased capital spending for both drinking water and wastewater by 22%; at the same time, federal
capital spending did not change significantly.

The federal government offers financial support to local governments and utilities in the form of loans
through the Drinking Water State Revolving Fund, which provides low-interest loans to state and local
water infrastructure projects. The Environmental Protection Agency {EPA) provides an allotment of
funding for each state, and each state provides a 20% match. Since the program’s inception, $32.5
billion of low-interest loans have been allocated. However, with needs far surpassing the program’s
budget, it is unable to meet all investment needs or fund every deserving project.

In 2014, Congress authorized a new mechanism to fund primarily large water infrastructure projects
over 520 million through the Water Infrastructure Finance and Innovation Act {WIFIA). in 2016 Congress
appropriated $17 million in funds for the program. It is estimated that using WIFIA's full financial
leveraging ability that a single dollar injected into the program can create $50 dollars for project lending.
Under current appropriations, EPA estimates that current budget authority may provide more than $1
billion in credit assistance and may finance over $2 billion in water infrastructure investment,
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Municipal drinking water consumption in the United States has declined by 5% this decade, marking the
first time in nearly 40 years that water use at home has decreased. Total freshwater withdrawals this
decade continue to decline in almost every sector including agriculture, industrial, domestic, and
thermoelectric. This is primarily due to increased efficiencies and the reduction in withdrawals for
retired coal-fired power plants.

Drinking water needed for public supply in the United States has been relatively flat since 1985 even as
the population has increased by approximately 70 million people over the same period. Water
conservation efforts, including through water efficient fixtures, have had a significant impact in reducing
per capita water usage. importantly, while per capita demand has fallen, population trends have
significantly challenged how cities manage water. For example, the Government Accountability Office
estimates that 99 of 674 midsized cities in the U.S. are shrinking. This poses significant challenges to
utility managers; fewer rate payers and a declining tax base make it difficult to raise funds for capital
infrastructure plans. To respond, utilities must raise rates, often in cities where jobs and pay have not
kept pace with the economy, putting a burden on those who can least afford rate increases. Conversely,
in areas of the country that are growing, such as the West and Southwest, water managers must
respond to increased overall demand.

Drinking water quality in the United Sates remains the safest in the world. The EPA sets legal limits for
over 90 contaminants in drinking water. The Safe Drinking Water Act (SDWA) allows states to set and
enforce their own drinking water standards as long as the standards meet or exceed EPA’s minimum




national standards. Smaller systems that serve under 10,000 people report that a fack of resources and
personnel can limit the frequency of testing, monitoring, maintenance, and technical capability in their
systems. With sufficient funding and proper oversight, these risks can be mitigated and water gquality
can remain safe.

America’s drinking water infrastructure doesn’t stop at pipe, reservoir, pump station, and treatment
plant upgrades; many threats to drinking water infrastructure can be attributed to the sources of
drinking water, such as polluted water bodies, depleted aguifers, and inadequate storage. As
watersheds continue to be impacted by shifting migration patterns, land use changes, consumption
trends, and extreme weather, water infrastructure upgrades will be required to meet new demands.
With proper planning, education, and conservation utilities are making strides to ensure demand is met
for decades to come. Water conservation and improvements in water-use efficiency appear to have
gained a general acceptance among water utilities as a sensible practice of water management.

According to the American Water Works Association, a majority of utilities ~74%~— have a formal
conservation program, and 86% consider conserved water as one of their water supply alternatives.
Additionally, many communities that have separate drinking water and wastewater departments are
beginning to work together or even consolidate, creating “one water” utilities that manage water more
holistically.

e Reinvigorate the State Revolving Loan Fund (SRF) program under the Safe Drinking Water Act
through permanent reauthorization and tripling the amount of annual appropriations.

»  Fully fund the Water infrastructure Finance and Innovation Act (WIFIA) at its authorized level.

e Preserve tax exempt municipal bond financing. Low-cost access to capital helps keep lending for
drinking water upgrades strong and accessible for communities large and small.

» Establish a federal Water Infrastructure Trust Fund to finance the national shortfall in funding of
infrastructure systems under the Clean Water Act.

« Eliminate the state cap on private activity bonds for water infrastructure projects to bring an
estimated $6 to $7 billion annually in new private financing.

= Encourage utilities to take regional approaches for water delivery to take advantage of
economies of scate.

* increase federal support and funding for green infrastructure, watershed permitting, and other
programs that promaote the concept of “one water” to protect source watersheds.

» Encourage utilities to conduct revenue forecasting models to determine the necessary rate
revenues over a period of time and then institute rates that reflect the true cost of supplying
clean, reliable drinking water.

* Encourage utilities to undertake asset management programs.

» Increase federal and local support for vocational training in the drinking water sector as
engineers, operators, and maintenance staff begin to retire in large numbers.




» Support and advance conservation ballot measures that protect source water through dedicated
funding to land and water protection.

e Utility managers must remain diligent to ensure science-based decisions control operations and
facility function. While Jead and other contaminants post significant health concerns when
ignored, with proper funding safe and clean drinking water can be ensured.

Non-community Water System is a public water system that is not a community water system and that
regularly serves at least 25 of the same people over six months/year. These may include systems that
provide water to schools, day care centers, government/military installations, manufacturers, hospitals
or nursing homes, office buildings, and other facilities,
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March 15, 2017

The Honorable john Shimkus The Honorable Paul Tonko

Chairman Ranking Member

Subcommittee on Environment Subcommittee on Environment

House Energy & Commerce Committee House Energy & Commerce Committee
Washington, DC 20515 Washington, DC 20515

Re: Drinking Water Infrastructure Hearing
Dear Chairman Shimkus and Ranking Member Tonko,

On behalf of the National Ground Water Association’s (NGWA) thousands of members across the United States,
we commend the attention your subcommittee is giving our nation’s drinking water infrastructure during its
March 16 hearing, “Reinvestment and Rehabilitation of Our Nation’s Safe Drinking Water Delivery Systems.”
NGWA is the largest organization of groundwater professionals in the world, whose mission is to promote the
responsible protection, management and use of groundwater.

As Congress considers a major infrastructure bill, NGWA stands ready as a resource to help ensure groundwater
remains a safe and reliable source of drinking water for over 40% of Americans. Nearly 20 billion gallons of
groundwater are used each day to satisfy the demands of public water systems and individual, household wells.

While much of the attention on drinking water needs is paid to large systems, we urge you during and beyond
this hearing to also focus on the safety and reliability of water supplies in rural areas. The needs of small
communities are often overlooked or are treated with a one-size-fits-all approach. Dedicated support to rural
communities must be considered in any effort to rehabilitate our nation’s drinking water infrastructure.

Thank you for your attention to this important matter. Please contact Lauren Schapker, NGWA's Government
Affairs Director, at Ischapker@ngwa.org or 202.888.9151 with questions or if NGWA can be of assistance.

Sincerely,
Kevin McCray, CAE
Chief Executive Officer

National Ground Water Association

cc: Members, House Committee on Energy & Commerce, Subcommittee on Environment
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L. Introduction

Syracuse is a City of 145,000 people located in Upstate New York. The fifth-largest City in the State of New
York, Syracuse is home to major educational institutions including Syracuse University, Upstate Medical
University, Le Moyne College, the St. Joseph’s College of Nursing, and others. Syracuse is building a
prosperous future for its residents thanks to the thousands of New Americans who call this city home. The City
has the fourth-highest rate of refugee acceptance in the nation, per capita, and these New Americans are starting
small businesses, rebuilding aging neighborhoods, and being active, involved public school parents. Syracuse is
a twenty-first century city on the move with a bright future ahead.

The City of Syracuse would not be on the map today without a major piece of infrastructure: the Erie Canal,
which celebrates its bicentennial this year. The Eric Canal served as the primary thoroughfare to send products
from Atlantic ports to the growing industries of the Midwest. Syracuse — along with other canal cities like
Rochester, Buffalo, and Utica ~ owes our existence today to this prescient investment years ago. Begun in 1817
and completed in 1825, the Erie Canal — constructed largely with the labor of Irish Immigrants - was the largest
transportation infrastructure investment in our young nation’s history and set the standard as manifest destiny
gave our nation a new frontier that required new methods of shipping goods and people from one place to
another.

As our nation grew, so did the City of Syracuse. In the late 1800s, we saw another enginecring marvel created
in the shadow of the Erie Canal: the Syracuse water system. Coming from a pure source, Skaneateles Lake, 14
miles away from the City, our water comes to us through a gravity-fed system built almost entirely by hand with
Jjust simple tools. This has enabled the City of Syracuse to enjoy affordable, clean water for over a century,
meeting the needs of our citizens and businesses.

Now, more than ever, it is important for cities like Syracuse to continue to have access to reliable, affordable,
clean water. We have seen with the erisis in Flint, Michigan that no community can take its drinking water for
granted. [t is critical that Congress and the Administration take measures to support our clean water systems.

203 CITY HALL « SYRACUSE, N.Y. 132021473 « (315) 448-8005 » FAX: (315) 448-8067
WEBSITE: www.syrgov,net
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11, Infrastructure Challenges

Cities today are faced with a wide range of challenges facing their infrastructure systems. Syracuse, in
particular, must address our major concern: the age of our infrastructure. Pipes were laid more than 100 years
ago in many parts of the City system. While the cast iron pipes have done an excellent job transporting water
from our source to our City, they are showing their age. In 2016, the City experienced 322 water main breaks.
In 2015 and 2014, we experienced 375 and 391, respectively. It was once the norm for water main breaks to
happen only in winter, when the freeze-thaw cycle would heave ground and break mains; now it is
commonplace for breaks to happen throughout the year. Already in 2017, the City has had 70 breaks.

Part of the challenge Syracuse faces is directly related to climate change: with colder winters, warmer summers,
and more dramatic freeze-thaw events happening both earlier and fater in the season. This leads to more breaks
happening more frequently, Our aging pipes cannot heave with the ground and, without fail, they break due to
our weather conditions.

Aging infrastructure is not the only source of struggle for America’s water systems; ensuring the quality of a
safe supply of clean, potable water is critical. In the cases of Hoosick Falls, New York and Flint, Michigan, we
have seen government decisions put the bottom line before the people we are sworn to serve. It is critically
important that the federal government support localities when they need to make decisions about water quality.
Careful testing for contaminants in water sources is important and strict standards — while beneficial — must also
come with support from the governments that require them. Mandates should come with financial assistance to
help municipalities meet the rules. No community should ever be forced to make decisions about importing
water for their residents from a system that has been contaminated and, with the right support from the federal
government, no city will have to again.

L Innovation and Opportunity

1t is said that necessity is the mother of invention; if that is true, then public budgeting is the mother of
innovation. Cities like Syracuse are learning to do more with less and develop creative new solutions to
addressing infrastructure challenges.

In 2014, the City of Syracuse opened its Office of Innovation, made possible with a three-year, $1.35 million
grant from Bloomberg Philanthropies. Syracuse was one of fourteen cities selected in 2014 as part of the
Bloomberg Philanthropies’ Innovation Teams (i-teams) program. The program aims to improve the capacity of
City Halls to effectively design and implement new approaches that improve citizens® lives. Grant funds allow
mayors to hire and fund i-teams for up to three years. These teams function as in-house innovation consuitants,
moving from one mayoral priority to the next. Using Bloomberg Philanthropies’ tested Innovation Delivery
approach, i-teams help agency leaders and staffs implement a data-driven process to assess problems, generate
responsive new interventions, develop partnerships, and deliver measurable results.

The first issue area our i-team was assigned was infrastructure. Through intensive study and collaborative
partnerships with other organizations, including the Eric and Wendy Schmidt Data Science for Social Good
fellowship at the University of Chicago, the City has done remarkable work to bring new ideas to the forefront
to serve our citizens and lead a national conversation on infrastructure, Syracuse has developed a predictive
analytics model to determine where water main breaks are most likely to occur based on the age of pipes and
the frequency of breaks in the immediate area. Using that study, the City is better able to plan for preventative
maintenance, rather than simply reactive repairs that leave customers out of water for hours.
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Syracuse has also begun installing sensors on water valves to help detect system leaks. These sensors were first
piloted in our Downtown neighborhood — which, after many years is now experiencing a renaissance of new
construction, apartment living, and thriving nightlife all built upon aging infrastructure. They work by
measuring small vibrations within the water mains, Should even a small leak occur, they transmit a radio signal
to the Water Department’s headquarters, notifying the appropriate staff who can schedule maintenance before a
small leak becomes catastrophic.

We are working on predictive technologies as part of a “Dig Once” philosophy. Repeated construction on the
same blocks not only tears up roadways but has the potential to damage infrastructure, even after it is repaired.
The City of Syracuse is working to coordinate infrastructure projects several years in advance with utility
providers so improvements and preventative maintenance can occur simultaneously and roads can be sealed
once and for all — saving on expensive reconstruction costs.

IV.Federal Actions
a. Supporting Grant Programs to Localities

The federal government needs to do more to provide funding for municipalities to address their ongoing water
system challenges. Several streams of funding do exist now, principaily through the Drinking Water State
Revolving Fund (DWSRF), but it is not adequate for all purposes. First, it is a loan, not grant program, and does
not add revenue to cash-strapped cities bottom lines. Additionally, with historically low interest rates, mid-size
and large cities like Syracuse are able to perform their own borrowing at lower rates than most state DWSRFs
are able to provide. The DWSREF is a critical support to smaller municipalities who do not have the bonding
ability a city like Syracuse enjoys.

Congress should examine additional ways to provide grant aid directly to municipalities to support clean water
systems and other infrastructure programs. This investment helps create jobs and creates a level playing field on
which businesses can grow, our economy can thrive, and jobs can be created.

b. Addressing Climate Change

We are long overdue for an honest national dialogue on the impacts of climate change. The ongoing effects of
climate change will continue to effect infrastructure systems across the nation. New temperature milestones —
both positive and negative — will heave the ground, freezing and thawing pipes and conduits. Super Storms, a
phenomenon New Yorkers know sadly all too well, will bring challenges to our clectrical grids. Burying lines
as part of a “Dig Once” policy, like Syracuse is pursuing, can be expensive but with the right incentives from
the federal government would be possible.

The debate on the causes of climate changes rages on but its impacts are being felt in cities across the country,
Leaders need to take action; begin the conversation today to prevent catastrophic system failures in the future.
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American Rivers

March 16, 2017

The Honorable Paul Tonko

Ranking Member

Subcommittee on the Environment
and Commerce Committee
2463 Rayburn House Office Building
Washington, DC 20515

v Letter for the record for the Hearing: Reinvestment and Rehabilitation of Our
Nation’s Safe Drinking Water Delivery systems

Dear Ranking Member Tonko:

On behalf of American Rivers more than 200,000 members and supporters across the
United States, I am writing to express our strong support for HLR. 1071, the AQUA Act
of 2017 and for including the Act’s language in the Safe Drinking Water Act
Amendments legislation. Increased funding for our water systems will help to ensure safe
drinking water for everyone. No one in the United States should be afraid to drink the
water coming out of their faucet.

There is an increasingly urgent need for renewed investment in our communities” water
infrastructure. This need is driven by the unfortunate reality that for many decades,
funding to maintain water systems has fallen short of the cost of providing safe drinking
water, The result is decaying or outdated infrastructure that cannot keep pace with
community need. The AQUA Act will provide authorization for an increase in funding
for the Drinking Water State Revolving Fund so that states can get the resources they
need to provide communities with clean, potable water,

The AQUA Act also increases funding for the removal of lead pipes which pose a
significant health threat, as demonstrated by the ongoing crisis in Fiint, Michigan. There
is no safc level of lead exposure and it is especially dangers to children as it can impair
children’s brain development. While corrosion control can help to mitigate the risk of
lead leaching into drinking water it should be viewed as a temporary fix and there should
be continued effort to replace the lead pipes.

In addition to fixing our clean water crisis through much needed investment in our
nation’s crumbling water infrastructure, American Rivers believes that every river in the
country should be safe as a drinking water source. Rivers and streams provide critical
natural infrastructure, Thus, protection, restoration, and sustainable management of our
watersheds need 1o be a priority, We believe that everyone should have access to safe
drinking water in their homes and that starts at the source and continues through to our
taps.

1101 14th Street, NW ¢ Suite 1400 Washington, OC 20005-5637 | phore 202.347.7550 © fax 202.347.9240 | AmevicanRivers.ong
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American Rivers appreciates the Energy and Commerce Committee’s Subcommittee on
the Environment for holding a hearing on how to better provide communities across the
nation with safe drinking water, If you have any questions please reach out to Meghan
Boian 202-243-7037 or mbolan@americanrivers.org.

Sincerely,
/. @@"2&;@

Meghan M. Botan
Associate Director for Policy & Government Relations

T 14th Street, NW Suite 1400 ¢ Washington, DU 20005-5637 | phone 202.347.7550 fax 202.347.0240 § AmerfcanRivers.ory
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BAYONNE, N.J. — Nicole Adamczyk’s drinking water used to slosh through a snarl
of pipes dating from the Coolidge administration — a rusty, rickety symbol of the
nation’s failing infrastructure.

So, in 2012, this blue-collar port city cut a deal with a Wall Street investment
firm to manage its municipal waterworks.

Four years later, many of those crusty brown pipes have been replaced by
shiny cobalt-blue ones, reflecting a broader infrastructure overhaul in Bayonne.
But Ms. Adamczyk’s water and sewer bill has jumped so much that she is thinking
about moving out of town.

“My reaction was, ‘Oh, so I guess I'm screwed now?”” said Ms. Adamezyk, an
accountant and mother of two who received a quarterly bill for almost $500 this
year. She's not alone: Another resident’s bill jumped 5 percent, despite the
household’s having used 11 percent less water.

Even as Wall Street deals like the one with Bayonne help financially desperate
municipalities to make much-needed repairs, they can come with a hefty price tag
— not just to pay for new pipes, but also to help the investors earn a nice return, a
New York Times analysis has found. Often, these contracts guarantee a specific
amount of revenue, The Times found, which can send water bills soaring.

Water rates in Bayonne have risen nearly 28 percent since Kohlberg Kravis
Roberts — one of Wall Street’s most storied private equity firms — teamed up with
another company to manage the city’s water system, the Times analysis shows. City
officials also promised residents a four-year rate freeze that never materialized.

In one measure of residents’ distress, people are falling so far behind on their
bills that the city is placing more liens against their homes, which can eventually

it
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lead to foreclosures.

In the typical private equity water deal, higher rates help the firms earn
returns of anywhere from 8 to 18 percent, more than what a regular for-profit
water company may expect. And to accelerate their returns, two of the firms have
applied a common strategy from the private equity playbook: quickly flipping their
investment to another firm. This includes K.K.R., which is said to be shopping its
90 percent stake in the Bayonne venture, a partnership with the water company
Suez. )

Rich Henning, a Suez spokesman, said that “Bayonne had chronically
underinvested in their water and sewer infrastructure, which has certainly
z%%%?é& PP increases during the past few years.” He added, “We

gg%% gé\gg% @%l}ﬁ%g increases create stresses for ratepayers.”

%g%(f%g%?gg énald J. Trump has made the privatization of public works a
g@éﬁpﬁf}ﬁg%&%@t&gy to rebuild America’s airports, bridges, tunnels and
rredeiddemberagbbis inner circle have sketched out a vision, including billions of
deltacatf caxrpddalifor private investors willing to tackle big infrastructure
PHi5&428%d Mr. Trump himself promised in his victory speech “to rebuild our
infrastructure, which will become, by the way, second to none.”

Private equity firms like K.X.R. have already presented themselves as a willing
partner, and Bayonne provides an important case study. Its arrangement is one of
a handful of deals across the country in the last few years in which private equity
firms have managed public water systems, While these deals are a small corner of
private equity’s sprawling interests, they represent the leading edge of the
industry's profound expansion into public services.

For residents, the financial trade-offs from these water deals can be painful.

The Times analyzed three deals in which private equity firms have recently
run a community’s water or sewer services through a long-term contract. In all
three places — Bayonne, and two cities in California, Rialto and Santa Paula —
rates rose more quickly than in comparable towns, which included both publicly
and privately run water systems. In Santa Paula, where Alinda Capital Partners

https:/

ir

com/2016/ } quity-water.hrr?_r=0
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controlled the sewer plant, the city more than doubled the rates. A fourth
municipality, Middletown, Pa., raised its rates before striking a deal.

Now, some of these cities are trving to take back their water. Missoula, Mont.,
wrested away its water system, which had been owned by the Carlyle Group. Apple
Valley, Calif., whose waterworks were also owned by Carlyle, has filed a similar
lawsuit, Santa Paula bought its sewer plant from Alinda last year.

Of course, there’s a reason many communities look for private partners to
begin with: Their water systerns are in poor shape. Budget shortfalls and political
mismanagement can represent a real threat to both infrastructure and citizens.
For evidence, look no further than the crisis in Flint, Mich., where the drinking
water became tainted with lead.

“Keeping rates down may sound like the ultimate righteous good for
ratepayers, but the truth is, not if you’re failing to provide basic care and
maintenance,” said Megan Matson, a partner at Table Rock Capital, the boutique
private equity firm that invested in Rialto’s water and sewer system. She added
that it helps for deals to “provide more obvious public benefits,” noting that her
firm partnered with Ullico, the nation’s only labor-owned insurance and
investment company.

Proponents of the public—ﬁrivate partnerships, citing recent studies in Canada
and Europe, argue that private businesses operate more efficiently than
governments do and that this translates into cost savings for citizens. And private
equity firms, lacking technical expertise in how to manage infrastructure, often
team up with private water companies,

Supporters also say that the deals require private equity to spend millions of
dollars a year to fix things (money that towns may not spend on their own), and
that the firms sometimes pay towns millions more up front. Bayonne, for instance,
got $150 million up front from K.K.R.’s team, which the city used to pay off a pile
of debt.

In a statement, a K.K.R. spokeswoman said, “Our partnership has provided
Bayonne residents with better service, modernized technology to detect leaks and

hittps
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conserve water, improved infrastructure and safer conditions for workers — all
without a tax increase or public expenditure.”

Desperate Measures

In Bayonne, a city of about 65,000 on a peninsula in the shadow of the fallen
twin towers, a crucial test for its private equity deal came in July 2012. By then,
Bayonne had already spent nearly a year haggling with some of K.X.R.’s top

negotiators.

Next, city officials presented the deal to a more skeptical crowd: their own
residents.

Bayonne's sales pitch to its citizens illustrates the bold steps town officials can
take — including making promises that are at odds with the actual terms of the
deal — to attract private equity money. Private equity, in turn, can earn significant

returns.

At a public meeting in city hall, a lawyer for the city promised that, after an
initial rate bump, there would be “a rate freeze for four years,” according to a
meeting transcript. Bayonne’s mayor, Mark Smith, later reiterated the four-year
freeze in a magazine article.

That promise turned out to be fleeting.

The contract allowed additional rate increases after only two years. There was

no four-year freeze.

fact, rates rose even more than the Bayonne contract predicted — in part
because K.K.R’s team had to'make unexpected infrastructure upgrades, but also

m@;ii gfamg less water than expected. The contract guarantees
i = than half a billion dollars over 40 years — so water
T@Wﬁ% in part, to make up the difference.

b4

Thg city said it saw the revenue requirement as a way for K.K.R.'s team to

eBF%Va\'t@@but not a windfall.

—— on
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PmtiitSanalysis showed that Bayonne's water rates grew almost 28
percent under the deal, growth that far exceeded that of three other municipalities

t A ne has compared itself,
Fropm. e om

(DayielVan Abs, an associate professor at Rutgers University who specializes
B&hlgg%em, said that a true apples-to-apples comparison of water rates
ig different tqwns was “extremely difficult” because of the different factors that
W@ic‘k , including the size of the utility, the municipality’s population,
droughts and infrastructure investment — or lack thereof. The Times analysis for
Bayonne did not include sewer rates.)

Former Bayonne officials who had promised the four-year rate freeze said in
interviews that they had not meant to mislead residents. They said they had
earmarked some of the K.K.R. team’s $150 million up-front payment to offset rate
increases in the contract’s early years.

But then voters ousted Mayor Smith. And once he left office, the new
administration put that money elsewhere. ’

“I think we could have accomplished that four-year minimum,” the former
mayor said in an interview. The town’s water rates, he said, are now “exorbitant.”

Tim Boyle, who took over Bayonne's utilities authority after Mr. Smith was
voted out of office, said that various regulations required the city to use that money
for property tax relief rather than to stabilize rates. He also blamed the previous
administration for guaranteeing too much revenue to K.X.R.’s team in the early
part of the deal, calling those figures “wildly optimistic.”

Bayonue officials also stress the deal’s benefits, including the up-front
payment that let Bayonne pay off more than $100 million in old debts, Within
three months, Moody’s Investor Service revised the city’s debt outlook from
“negative” to “stable” for the first time in five years, and it has since upgraded the
city’s credit rating.

K.K.R.’s team contributes about $2.5 million annually to pay for repairs to
water infrastructure, plus $500,000 to the city itself. K.K.R. and Suez said they

comy2016/12/24/busil quity-water.htrnd ?_r=0 8§12
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have upgraded their safety equipment and replaced inoperable hydrants around
town.

They also installed sophisticated water meters that can detect leaks in people’s
homes, and sent nearly 2,000 letters to customers warning when such leaks
occurred. As such, use has declined, according to Mr. Henning, who said Suez had
received “many notes of thanks” for the warnings.

But more-sensitive meters could lead to higher bills for some residents whose
water use wasn’t fully captured in the past. When negotiating the deal, K.X.R.
called this process “meter uplift,” according to emails obtained through records
requests.

“We gave away too much,” said Gary La Pelusa Sr,, a city councilman and
former commissioner of Bayonne’s utilities authority, which approved the deal
over his objections.

Bayonne originally promised residents that the city’s utilities authority would
oversee K.K.R. and Suez. But the City Council recently decided to shutter the
agency and handle the oversight itself.

Stephen Gallo, who headed that authority when the deal was struck, still
believes that it benefits Bayonne. “But you've got to watch them, you've got to keep
an eye on things,” he said, “I don’t know who’s doing that now.”

In interviews with The Times, more than a dozen Bayonne residents,
including Ms. Adameczyk, expressed dismay over the rate increases. One reason is
that people who fall behind on payments face long-term risks: Unpaid water and
sewer bills can be sold to investors who try to collect on that debt, a common
practice across the country. Failure to pay can ultimately lead to foreclosure.

In 2012, the year Bayonne struck its deal, water bill delinquenciesled to 200
government liens against local properties, tax records show. That figure more than
tripled the next year, the first full year under K.K.R.’s team. In 2015, the most
recent year with data available, the number remained elevated, at 465.

.comy2018/ il B quitywater himi?_r=0
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By DA cftygrb lishes its lien notices in the local newspaper and residents receive

BEded rpdency letters.
GRIFF
PaLMEHTL, DEDEMA Teporter asked one Bayonne resident, Carlos Jimenez, about a

Ralter and sewer bill lien that had been listed against his property, he expressed
surprise, saying he wasn’t aware of it. “I didn’t know this could happen,” Mr.,
Jimenez said. “I’s a different ballgame.”

‘There Is No “Free” Money’

One of the few things Republicans and Democrats can agree on is that the
nation faces an infrastructure crisis.

In water infrastructure alone, the nation needs about $600 billion over the
next 20 years, according to federal estimates. And yet federal spending on water
utilities has declined, prompting state and federal officials to try to play
matchmaker, courting private investors to fix what needs fixing.

For years, the Obama administration has been cheerleading public-private
partnerships. In a statement, the White House said it backed them “when they are
well structured, include strong labor standards, and when there is confidence that
taxpayers are getting a good deal.”

During the presidential campaign, Mr, Trump’s team outlined a new plan to
incentivize private investors to take on large infrastructure projects.

Wall Street has responded to the call to action. There are now 84 active
financial infrastructure funds, according to Pitchbook, a private financial data
platform, up 25 percent in just three years. Some belong to big banks like
Goldman Sachs, but many are run by private equity firms.

“Across our country, we need solutions for infrastructure deficiencies,” said
James Maloney, a spokesman for the American Investment Council, the private
equity trade group. “Private equity serves as one of these solutions,”

Some critics are wary of expanding private investment in public
infrastructure. Although cities may get cash up front in these deals, “there is no

COm/2018/1 i ivate-equity-water hti?_r=0
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‘free’ money” in public-private partnerships, says a 2008 Government
Accountability Office report. Using roads as an example, the report observed “it is
likely” that tolls will increase more on a privately operated highway than one run
by the government.

Ms. Matson, of Table Rock, who has attended White House meetings on
infrastructure, has tried to dispel concerns about these deals. Table Rock is part of
a team that finances and manages the water system in Rialto, Calif., a deal that
provided the city about $41 million to improve the water and wastewater
infrastructure, she said.

Rialto residents have seen their water rates increase about 68 percent since the
deal, according to the Times analysis, more than any other comparable city. But
Table Rock said rates were artificially low after the city had declined to raise them
for about a decade, giving it the lowest rates among those towns. And unlike in
most other deals, Rialto residents had a say in the increases and ultimately
approved them in a public vote, as required under state law. This year’s rate
increase was delayed,

When the deal closed in 2012, all the public water utility employees kept their
jobs. Bveryone has since received raises. And Table Rock, like its partner Ullico,
has committed to all 30 years of the arrangement.

“We don't do flips, we invest for life,” Ms. Matson said, meaning that Table
Rock doesn’t seek quick profits by unloading its investments. She also said that
Table Rock declined to make deals that provided big up-front payments to towns
without a sufficient commitment to infrastructure repairs. “Those deals give the
rest of us a bad name,” she said.

Gaining Control, but Then What?

In an upscale Washington, D.C., restaurant in 2012, an executive from the
Carlyle Group, one of the world’s largest private equity firms, put his arm around
the mayor of Missoula, Mont.

“Mayor,” the executive said, “are you ready to buy a water system?”

hitps iwnties cony2016/12/24/busir t Xty hted?_r=0
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Three years later, the comments by the executive, Robert Dove, were
recounted from a witness stand in the Missoula County Courthouse. The city was
suing Carlyle, which ultimately refused to sell to Missoula, to gain control of its
water system.

Missoula is one of several places in recent years that have tried getting back
their water systems from a private company. But after waging costly battles, the
towns cannot always guarantee the same services at lower rates.

At the time of that dinner in Washington, Missoula was the only city in
Montana that did not own its water system — and John Engen, Missoula’s mayor,
wanted to change that. So, months before, he had supported Carlyle’s purchase of
the regional water company (Park Water) that owned Missoula’s local system
(Mountain Water), believing that Carlyle would then sell Mountain Water back to
his town.

But the mayor’s plans derailed.

In October 2013, Missoula made an informal offer to buy its local system.
Carlyle declined. Missoula made a formal offer. Carlyle declined again.

Missoula then sued, and it won. But the court decided the system was worth
$88.6 million, substantially more than what the city had offered. On top of that,
the city must spend millions of dollars on legal and other fees and must also pay
some of its opponents’ costs, according to court records.

Those costs included lawyers’ fees, limo services and dinners at some of
Missoula’s finest restaurants. They also included at least one order of boneless
chicken wings at Hooters, and one bottle of Metamucil,

In a statement, a Carlyle spokesman said that the firm had considered the
city’s offers in good faith. “The city offered many millions less than the company
was worth, and an independent panel agreed,” the spokesman said.

He also said that under Carlyle’s wateh, “capital expenditures more than
doubled, leakage was reduced by 19 percent, water quality was excellent and
employment was stable.”

hitps:
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And under Missoula’s watch, water rates may rise anyway. Further costly
repairs are still needed, for one thing,.

For Carlyle, the deal was a financial success. The firm sold Park Water in
January to another private company for $327 million, more than double what
Carlyle had paid.

Missoula is not the only city seeking control over its infrastructure. Last year,
Santa Panla bought its wastewater recycling plant for about $70 million from
Alinda Capital Partners.

Alinda, which specializes in infrastructure investing, had teamed up with a
private water recycling company to finance, design, build and operate the plant
after the city awarded them the contract in 2008. The new facility, Alinda noted,
replaced an old plant owned by Santa Paula that had been violating state
environmental regulations, saving the city from paying fines.

But after years of raising sewer rates, partly to pay “service fees” to Alinda,
Santa Paula’s thinking changed: It would be better for Santa Paula to issue its own
debt to purchase the plant than to saddle citizens with annual rate increases. Now
the town — at the urging of its city manager, Jaime Fontes, and several council
members, including Ginger Gherardi — has started issuing rebates to citizens.

Still, there will be bumps along the road. After all, cities like Missoula and
Santa Paula are now responsible for running an important, and occasionally

messy, public service.

Soon after Santa Paula regained control of its sewer plant, an equipment
failure let partly treated wastewater pour from the plant. The discharge turned a
pond green and flowed onto a nearby organic farm,

And wastewater, Mr, Fontes said, is “not the kind of organic you want.”

Rachel Abrams contributed reporting from Los Angeles. Kitty Bennett, Susan Beachy
and Alain Delaquériére contributed research.

A version of this article appears in print on December 25, 2016, on Page A1 of the New York edition with the
headiine: In American Towns, Pumping Private Profit From Public Works.

comy2018/1 | Ivate-equi i7_r=0
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GREG WALDEN, OREGON FRANK PALLONE, JR., NEW JERSEY

CHAIRMAN RANKING MEMBER

ONE HUNDRED FIFTEENTH CONGRESS

Congress of the United States

House of Representatives

COMMITTEE ON ENERGY AND COMMERCE
2125 Ravsurn House Orrice Buioing
Wastington, DC 20515-6115

Majority 1202} 225-2027
Minarity {202} 226-3641

April 3, 2017

Mr. Randy Ellingboe

Manager

Drinking Water Protection Section
Minnesota Department of Health
P.O. Box 64975

St. Paul, MN 55164-0975

Dear Mr. Ellingboe,

Thank you for appearing before the Subcommittee on Environment on March 16, 2017, to testify
at the hearing entitled “Reinvestment and Rehabilitation of Our Nation’s Safe Drinking Water Delivery
Systems.”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains open
for ten business days to permit Members to submit additional questions for the record, which are attached.
The format of your responses to these questions should be as follows: (1) the name of the Member whose
question you are addressing, (2) the complete text of the question you are addressing in bold, and (3) your
answer to that question in plain text.

To facilitate the printing of the hearing record, please respond to these questions by the close of
business on Tuesday, April 18, 2017. Your responses should be mailed to Grace Appelbe, Legislative
Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building, Washington, DC
20515 and e-mailed in Word format to Grace.Appelbe@mail. house.gov.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

John Shimkus
Chairman
Subcommittee on Environment

cc: The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment

Attachment
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Association of State Drinking
Water Administrators

April 18, 2017

Grace Appelbe

Legislative Clerk

Committee on Energy and Commerce
2125 Rayburn House Office Building
Washington, DC 20515

Dear Ms. Appelbe:

As requested, please find below my responses, as President of the Association of State Drinking
Water Administrators (ASDWA), to questions posed by Chairman Shimkus in your letter of April
18, 2017. The questions relate to my testimony before the Subcommittee on Environment
during the March 16" hearing titled “Reinvestment and Rehabilitation of Our Nation’s Safe
Drinking Water Delivery Systems.” Our thanks to Chairman Shimkus and the Subcommittee for
the opportunity to testify and provide additional information

Erom The Honorable John Shimkus

1. Currently, the Safe Drinking Water Act’s Revolving Loan Fund requires the States to

match Federal capitalization grants with 20 percent of their own funding.

a. At what amount of Federal capitalization spending, would the state match

requirement become a burden that the States could not meet?

States range in their ability to meet the current state match requirement. For some
states, meeting any match requirement has been a burden, while for others, this
funding need has become a typical budget request over the 20 years of the Safe
Drinking Water Act Revolving Loan Fund. State funding has remained flat or declined in
recent years, and state’s budget prospects are no brighter in the immediate future. Any
increase in match percentages would be problematic for most state drinking water
programs.

For Minnesota, our state match request is always part of our state infrastructure
bonding request, and is small in comparison to the total bonding request. We have
been able to make a compelling case that the state gets a lot of leverage from the State
Revolving Fund (SRF) loan program and it has typically been approved without much
debate. Of course, the Minnesota legislature and the governor both must approve the
bonding proposal. If that is not approved, then the match (and the use of Federal
Capitalization Grant itself) are not available for use in the Minnesota SRF.

1401 WILSON BLVD - SUITE 1225 - ARLINGTON, VA 22209
PHONE (703) 812-9505 - FAX (703) 812-9506 - info@asdwa.org - www.asdwa.org



145

Aside from the issue of asset management, what are some of the lessons learned
about what has worked well in incentivizing systems to make solid investments and
upgrades and what have you seen work as disincentives?

States have found that targeted training and support for smaller water systems on
issues beyond compliance such as basic business planning are very effective. Training
and education of basic business practices such as creating a business plan, how to set
appropriate rates, learning how to communicate both challenges and successes to
decision makers, and understanding the value the water system brings to the
community from both a public health and economic sustainability can make the
difference between a failing system and one that takes the next step forward to better
meet Federal and state requirements and successfully serve the community.

Even with robust business planning, affordability of water and sewer rates can be a
significant problem for many small systems, primarily due to local economic conditions.
Partial grant assistance that is combined with SRF loans can be a powerful incentive to
get a community to make needed investments in its infrastructure. This funding needs
to be available in a steady and consistent manner and part of a process that technical,
financial, and managerial support to give the community confidence to make the local
investments and decisions to get a project ready and ultimately, get construction
completed. On the other hand, inconsistent funding that comes in fits and starts works
as a disincentive that can cause a community to delay project planning and wait to see if
a “better deal” will be available in the future.

What kind of contributions do States make in encouraging the rehabilitation and
redevelopment of drinking water delivery systems?

On the funding side, Minnesota, as well as many other states, works to establish a clear
and consistent funding process and an objective and transparent Project
Priority/Intended Use Plan process to identify fundable projects. The Governor of
Minnesota has proposed a state grant program to address drinking water affordability
needs. Many states are using a variety of funding sources for drinking water
infrastructure improvements.

Through the sanitary survey process conducted by district engineers, deficiencies in
public water systems are identified and a plan developed to remedy these deficiencies.
Some of the “fixes” for these deficiencies are more procedural in nature and don’t
require any capital investments. If these deficiencies include infrastructure
improvements, the district engineers are familiar with the funding programs and will
assist the water system through the funding process

The EPA distributes funds to each Drinking Water State Revolving Fund following a
formula based on each state’s identified drinking water infrastructure needs.

a. Isthe funding formula for how the EPA allocates money to the states

sufficiently transparent?

Yes, the funding formula is sufficiently transparent, and it seems that the only fair way
of allocating funds is based on the needs of the states. There is some concern that
guidelines for completing EPA’s Drinking Water Needs Survey may result in an
underestimate of the national drinking water needs. One example is the limitation of
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water main replacement to 10% over 20 years, which amounts to a 200-year
replacement schedule, well beyond the design life of any water main.

b. Do you think the allocation formula is working as Congress intended it to be?
Yes, the allocation formula is generally working as intended. This formula should also be
used in situations like Flint, where all states have a similar need to work on minimizing
lead expasure from drinking water, rather than direct appropriations to a certain city or
state. Additionally, some consideration for the allocation formula should be given to
the number of systems in a state, somewhat like the calculation for the funding for the
Public Water Supply Supervision (PWSS) program. While any potential change in the
allocation formula would need careful study, the number of systems in the state may
need to be included as part of the calculation along with results of the needs survey.

¢. Generally speaking, how long does it take for a State to allocate the annual
State Revolving Loan capitalization funding provided to it by the Federal
Government?
States vary for the timeframe to allocate and disburse the capitalization funding, but all
states strive to keep the timeframe to a minimum. In Minnesota, the annual Federal
funds are allocated (obligated) to loans within 6-9 months, and all Federal funds are
drawn and disbursed in less than two years. Many other states have similar timeframes.
If necessary, ASDWA could survey its membership and provide more detailed
information on the states’ timeframes to allocate and disburse the capitalization
funding.

The Drinking Water State Revolving Funds are designed, as the name suggests, to
revolve, meaning that the money received from repayment of outstanding loans is to
be used to make additional loans.

a. From your experience, are Drinking Water State Revolving Funds working as
intended? Meaning, is the money being paid back into the loan allowing for
additional loans to be made?

Yes, the DWSRF loans are working as intended — the loans finance high priority drinking
water projects at below-market interest rates. In Minnesota, the cities repay the loans
on established repayment schedules and have a record of zero defaults. The revolving
nature of the program makes the federal appropriations a long-term investment that
provides a permanent source of low-cost capital for drinking water infrastructure
projects. To date in Minnesota, each federal dollar has generated over $2.25 in project
construction, a leveraging ratio that continues to grow as the funds continue to revolve.

Loans are currently beginning to be fully repaid as the loans were set up for a 20-year
repayment schedule and 2017 is the 20" anniversary of the Drinking Water State
Revolving Fund {(DWSRF). For example, Pennvest closed the first DWSRF loan on March
22, 1997 with the Williamsburg Municipal Authority of Blair County for system-wide
improvements that included a booster pumping station, a 210,000 gallon storage tank,
over eight miles of water mains, and replacement of every water meter in the system.
Construction began later in 1997 and was completed in 1998 and the loan was
completely repaid on March 1, 2017.
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An important component of the Drinking Water State Revolving Fund is the set-aside
program, which allows states to use a portion of the State Revolving Funds for
programs and activities to ensure safe drinking water.

a. Can you give a few examples of how States are using set-asides?
The administrative set-aside provides funding for state staff, which not only allows for
program administration but allows staff to work with communities and assist them
through the funding and construction process.

The wellhead protection set-aside has helped many communities develop wellhead
protection plans to ensure the safe and reliability of their water source.

The capacity development set-aside has allowed all states to establish a capacity
development program that works to help systems attain, and then maintain, their
technical, financial, and managerial capabilities. These safety nets have helped many
systems avoid failure and continue to meet their water quality and quantity
responsibilities.

All states have established operator certification programs that ensure that operators
work from a common baseline and have the necessary education and experience
commensurate with the complexity of their public water system.

States have used the technical assistance set-asides to provide additional support,
frequently to small or rural areas, to help them with water quality and quantity
concerns. States often use this set-aside to contract with assistance providers such as
state Rural Water Associations or state Rural Community Assistance Partnership
organizations for specific training and technical assistance needs. For example,
Minnesota Rural Water Association {MRWA) created an easy-to-use asset management
spreadsheet intended for communities with population under 1,000 people.

b. Do you think the current set-aside provisions and requirements are successful
and working as Congress intended?
Yes, the set-aside provisions are very successful and are needed by the states to meet
the ever-growing challenges associated with providing safe drinking water using aging
infrastructure.

You testified that you support a mandatory requirement being added to the Safe
Drinking Water Act that asset management be done by entities obtaining Drinking
Water State Revolving Fund loans. Is this view the formal position of ASDWA? Does
ASDWA support making such a move mandatory as opposed to otherwise encouraging
it?

Effective Asset Management (AM) is critical for long-term sustainability of a water
system, and state drinking water programs support and encourage its use. However,
making it a mandatory requirement for these loan funds may make it more difficult for
the systems to apply for SRF funds, ironically penalizing those systems that need the
most assistance. Every additional requirement for these loan funds added to the
existing requirements such as American Iron and Steel, Davis-Bacon wage rates, etc.,
provides a disincentive to use this loan program. Between the additional costs added to
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the project and the “hassle factor” from these requirements, water systems are less
inclined to be proactive and instead, may wait until an emergency occurs or violations
occur to construct the necessary improvements.

My response to the question during the hearing were meant to show my strong support
for public water systems developing AM plans to ensure that they have the financial and
managerial resources needed to manage a public water system in perpetuity. The vast
majority of cities and water systems recognize the value inherent in AM but the
pressures of the day-to-day operations can make it very difficult to implement a robust
AM program, and a mandatory requirement could make it more difficult for
communities to implement sorely needed infrastructure improvements. |f AM plans
were mandated, it’s possible that they could be a one-time AM plan that would be stuck
on a shelf to complete the requirements of the mandate.

The critical issue is getting buy-in from the water system to have an AM plan that is
actually implemented and maintained in the future. A better approach might be to
provide technical assistance to support, encourage and assist communities in
developing and maintaining AM programs. Minnesota has contracted with the
Minnesota Rural Water Association (MRWA} to develop an AM template and then work
onhe-on-one with pilot cities to fill out the template and implement an AM program.
Minnesota Rural Water Association (MRWA} used DWSRF funds through the 2%
technical assistance set-aside, showing the importance of these set-asides for drinking
water programs. MRWA also has received a grant directly from EPA for small
wastewater system training and assistance. MWRA used both funding sources to do the
AM pilots with several cities over the past two years and to develop the Excel-based
asset AM template that is downloadable for any water system to use.

Thank you again for inviting us to provide additional information on the issues outlined above.

If you have additional questions, please feel free to contact me at |GG
or you can contact Alan Roberson, ASDWA Executive Director at—

Sincerely,

Randy Ellingboe
President, Assoc. of State Drinking Water
Administrators

Cc: The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment
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GREG WALDEN, OREGON FRANK PALLONE, JR., NEW JERSEY
CHAIRMAN RANKING MEMBER

ONE HUNDRED FIFTEENTH CONGRESS

Congress of the United States

IBouse of Vepresentatives

COMMITTEE ON ENERGY AND COMMERCE

2125 Raveurn House Orrice Buiong
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April 3,2017

Mr, John Donahue

CEO

North Park Public Water District
1350 Turret Drive

Machesney Park, 1L 61115-1419

Dear Mr. Donahue,

Thank you for appearing before the Subcommittee on Environment on March 16, 2017, to testify
at the hearing entitled “Reinvestment and Rehabilitation of Our Nation’s Safe Drinking Water Delivery
Systems.”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains open
for ten business days to permit Members to submit additional questions for the record, which are attached.
The format of your responses to these questions should be as follows: (1) the name of the Member whose
question you are addressing, (2) the complete text of the question you are addressing in bold, and (3) your
answer to that question in plain text.

To facilitate the printing of the hearing record, please respond to these questions by the close of
business on Tuesday, April 18, 2017. Your responses should be mailed to Grace Appelbe, Legislative
Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building, Washington, DC
20515 and e-mailed in Word format to Grace, Appelbe@mail house.gov.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

John ShAnkus
Chairman
Subcommittee on Environment

c¢: The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment

Attachment
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American Water Works
Association

April 18, 2017

The Honorable John Shimkus

Chair

House Subcommittee on Environment
2125 Rayburn House Office Building
U.S. House of Representatives
Washington, DC 20515-6115

Dear Chairman Shimkus,

Once again, | thank you for the opportunity to testify before your subcommittee on reinvestment and
rehabilitation of our nation’s water infrastructure on March 16. | have received your written follow-up
questions and am submitting answers with this letter. The questions and answers are below.

1. Your written testimony mentions concerns about consolidation efforts, including the SRF not
encouraging sprawl,
a. Can you speak to how this limitation impacts efforts to create better functioning
public water systems?

Answer: The authorizing language for the state revolving loan fund prohibits the use of an SRF loan to
“finance the expansion of any public water system in anticipation of future population growth.” This
effectively prohibits accessing an SRF loan until after a community has already grown. The rapid growth
of communities in suburbs, the Sunbelt, the West and even some city centers, makes keeping up with
infrastructure needs a challenge already. Drinking water and wastewater pipes, as well as roadways and
sidewatks, must be built as a community is growing or is being rehabilitated. We understand that the
original intent of the language was to prohibit use of the SRF from encouraging reckless sprawl.
However, population trends make this provision absolete in certain parts of the country,

in addition, it some circumstances, it may be desirable for water systems to consolidate either physically
or under some form of joint management and engineering. If they are to physically consolidate, some of
the construction work would fall into a hazy area regarding anticipating future growth. The law could be
improved by making it clear that using the SRF for consolidation for efficiency of operations and
regulatory compliance does not violate the anti-sprawl provision. it should also give more leeway to
utilities that clearly see future growth in certain areas near their current service areas.
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2. What features about the Water Infrastructure Finance and Innovation Act program makes it
attractive as a source of funding?

Answer: Lowering the cost of borrowing by just a few percentage points saves water utilities - and
ultimately their customers — tremendous amounts of money over the long run, particularly in a multi-
million-dollar loan. WIFIA provides loans of $20 million or more for drinking water, wastewater and
stormwater infrastructure projects at long-term U.S, Treasury rates, The payback period is up to 35
years, giving communities even more flexibility in repaying it. WIFIA loans can finance projects beyond
the scope of SRF loans, which must be prioritized to utilities in which there is the most immediate threat
to public health. WIFIA can help a utility prevent becoming one of those dire cases. In addition, the
average drinking water SRF loan is about $2.6 million historically. Some states do provide much larger
loans, but this is the nationwide average. Replacing water mains costs, on average, about $1 million a
mile. Therefore, medium-sized or even small utilities with large geographic footprints could conceivably
make use of WIFIA. Small systems are not ignored in WIFIA. For communities serving less than 25,000,
the minimum level for a WIFIA loan is $5 million.

WIFIA is also attractive from the government’s standpoint in that Congress only has to appropriate for
the risk factor. WIFIA appropriations are leveraged according to the Federal Credit Reform Act. Given
the histaric default rate of water utilities, than means on average, for every dollar Congress appropriates
for WIFIA, up to $65 may be loaned out.

3. Your testimony dedicates some attention to water affordability, including the criteria issued
by EPA.
a. Could you explain your concerns further for me?

Answer: We have two primary concerns here. First, the U.S. Environmental Protection Agency has relied
on the same affordability guidelines since 1997, and they are based on median household income. Itis a
flawed tool. In addition, the affordability of drinking water and wastewater regulations are considered in
separate silos. | am attaching a copy of a joint study done by AWWA, the Water Environment Federation
and the U.S. Conference of Mayors on this very topic, which goes into much more detail on this.

4. Whatis the role of asset management in achieving a technically, managerially, and financially
strong water utility?
a. Does AWWA believe this should be a mandatory requirement for water systems?

Answer: All utilities manage their assets, but the practice we now formally call asset management is
more scientific and focused. 1t can be defined as “A continuous process-improvement strategy for
improving the availability, safety, reliability, and longevity of plant assets, i.e., systems, facilities,
equipment, and processes.” {“What is asset management and where do we start?” Journal AWWA,
October 2007). It helps a utility understand what assets it has, their location, their condition at any given
time, their design criteria, and then how to develop an asset care plan and how to optimize the
performance of those assets. It maximizes the useful life of an asset and lets the utility manager know
when it will likely need to be replace. This knowledge helps utilities get the most out of the doliars they
spend and minimize disruptions of service.
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We do not believe it should be mandated because that would put Congress or a regulatory agency in the
business of defining asset management and trying to make that definition fit for a wide range of utilities
that can vary greatly in size, types of assets, types of water treatment and distribution, etc. Professional
organizations such as AWWA are making education in asset management an ongoing part of our
educational efforts for members.

5. The EPAis supposed to be coming out with a final update to the lead and copper rule this
year.
a. Does the pace of the update to the lead and copper rule surprise you at all?

Answer: No, it does not. After all, lead is unique among water contaminants. It is not in source waters
and it is not in the water leaving a treatment facility. it is leached from lead service lines or from
household plumbing fixtures or lead solder if the water has certain characteristics. That is why practicing
optimized corrosion control is used to prevent such leaching of lead. Monitoring and treating for lead
contamination are complicated tasks. Furthermore, even if every lead service line in the country were to
be removed, we would still need to monitor for lead contamination from househoid plumbing fixtures
installed before current lead content rules for such fixtures were implemented. There is also a large
public communications challenge with lead. The tead action level in the rule is not a human health
standard, but a trigger for certain control measures by a utility, That fact is a communications challenge.
Another challenge is the fact that typically, a portion of a lead service line is on public right of way and a
portion is on private property. Local statutes and even in some cases property owner consent can
complicate complete removal of a lead service line. The financial challenge is obvious when you consider
that an AWWA study last year estimated that there are more than 6.1 million lead service lines in the
United States. The average cost of replacing such a line is $3,000 to $6,000. Some utilities are finding
creative ways to help homeowners help finance replacement and some utilities are footing the bill
themselves, but that is difficult for most, and in the fong run, it will fall on customers. Ultimately, all lead
service lines will need to be removed. Given the time that will take and the financial costs, optimized
corrosion control will remain a key tool in protecting the public from lead.

6. Congress provides states an annual allocation of federal tax-exempt private activity bonds
that are subject to a volume cap based upon population. In your testimony you state that the
volume cap hinders the use of private activity bonds for water and wastewater infrastructure,

a. Will you elaborate on how altering or removing the volume cap on tax-exempt private
activity bonds would spur investment for drinking water infrastructure?

Answer: Water infrastructure projects are typically multi-year projects, whether we are talking about
replacing water mains and service lines or installing or upgrading a treatment piant. With annual volume
caps, there is a degree of unpredictability to the availability of private activity bonds that can discourage
potential private-sector partners from using them. We constantly hear that there is a lot of private
sector money interested in investing in water, and private activity bonds can make public-private
partnerships more attractive to all parties.

7. In your testimony, you discuss how the efficiency of the State Revolving Loan Fund programs
could be improved by streamlining the approval process.
a. Do you have any specific ideas for how the approval process could be streamlined?
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Answers: indeed, a complicated, lengthy application process results in a utility paying feesto a
consultant just to put together an application, driving the costs of project even further up. it also
delays initiation of projects or can drive a community away from the SRF. Here is a list of
suggestions:

1. SRF applications should be scalable to the size and scope of a project.
2. To help scale an application, forms should be tailored to the type of project, such as

a.
b.
C.
d.

Consolidation/regionalization of water systems
Addressing source water needs or problems
Upgrades or additions to treatment works
Distribution infrastructure

3. The paperwork burdens and potential penalties for non-compliance make certification of
compliance with Davis-Bacon, American Iron and Steel content rules and with “cross-cutter”
environmental statutes a disincentive for applying for SRF assistance. Removal, simplification or
elimination of redundancies would make the program more attractive, particularly for small
water systems, it addition, it would streamline work for state administrators.

Some earlier attempts at reauthorizing the SRF have included provisions mandating a study by
EPA of how the SRF is administered in different states. EPA may have already done some of this.
information from past and future studies could be used to develop an improved application
process model, with input from the Association of State Drinking Water Administrators and
knowledge derived from Government Accountability Office studies. A comparison with USDA’s
Rural Development water system loan program could provide insight as well.

Thank you for the opportunity to provide additional insight on the issues we explored in the March
hearing. | and the other members and staff of the American Water Works Association look forward to
continuing to work with your committee on water challenges.

Sincerely,

John Donahue

CEO North Park Public Water District

and

Former President, American Water Works Association

Cc: The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment
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Assessing the Affordability of Federal Water Mandates

Communities and the water agencies that serve them have
limited resourees, so the investments they make need to
address the most important risks to public health and the
environment and deliver maximum benefits at affordable
cost. This issue brief izes the U.S, Envir tal
Protection Agency's (EPA’s) methods for analyzing the
affordability of federal mandates stemming from the
Clean Water Act and 8afe Drinking Water Act. The paper
describes the Agency's current policies, offers a critique,
and identifies a number of alternatives that might be
more suitable for analyzing the affordability of water and
wastewater mandates on American communities, Finally,
the paper notes the importanee of weighing the benefits
as well as the costs of federal mandates while considering
their affordability.

This paper is the result of a collaborative effort by the
United States Conference of Mayors (USCM), the
American Water Works Association (AWWA), and the
Water Environment Federation (WEF). Its purpose is to
raise issues and provoke discussion. It does not represent
the official policy of these organizations or their mem-
bers, The three associations also offer to their members,
separately, an affordability assessment tool that allows
communities to directly assess the affordability of water
and wastewater mandates after considering the issues
raised in this paper. Unless otherwise noted, the term
“water” is used throughout this paper to mean drinking
water, wastewater, and stormwater.

Background

Investment to meet federal water and wastewater re-
quirements can impose significant financial hardships ont
households, businesses, and the broader communities in
which they are located. When communities face large—
and sometimes multiple-—federal water mandates, the
combined impact of the required expenditures can be
extremely expensive for everyone in that community who
pays a water or wastewater bill {most consumers get one
combined bill for water and wastewater services). For the
utility, the cumulative suite of required investments not
only strains fiscal capacity but may also displace other im-
portant investments, including eritical but nonmandatory
capital improvement and infrastructure renewal projects.
For the greater community, mandatery investments may
also squeeze out other important prierities, such as social
safety net programs and economic development efforts.
For the residents and businesses in affected cities, the
capital and operating expenses associated with federal
mandates are often reflected in water and wastewater
bills that must grow faster than household incomes and
the general rate of inflation. Very significant affordability
challenges are often created, particularly for lower-in-
come households.

With the intention of providing a mechanism for relieving
undue economic stress in the face of water mandates, EPA
has developed “affordability” criteria to indicate when
such mandates would cause substantial and widespread
econonic distress in the community. In those cases, the
Agency might be willing to exercise some flexibility in the
mandate, such as allowing a longer timefrare to achieve
compliance with wastewater and stormwater require-
ments. The affordability of drinking water requirements
is handled differently and can—at least in theory and
case-by-case—affect the kind of fechnology that must be
deployed in some small communities,

1f EPA affordability criteria functioned properly, the
economic hardship imposed on lower-in hold
might be alleviated in many communities by relaxing
compliance requiremments or stretching them out over

a longer time frame, Unfortunately, there are several
critical limitations to how EPA defines affordability and
applies its assessment criteria. This is due in part to EPA’s
reliance on metrics such as median household income
(MHI), which is highly misleading as an indicator of a
community's ability to pay. As a result, regulatory relief is
not provided in many communities where substantial and
widespread economic hardships are indeed being created,

me h

© Copyright 2013 USCM, AWWA, & WEF |
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EPA’s Two-level Affordability Screening Analysis for Wastewater
and Combined Sewer Overflow (CSQ) Controls

In 1995, EPA published its first set of affordability-
related guidelines: The Interim Economic Guidance for
Water Quality Standards. The 1895 Guidance contains a
detailed discussion of the analyses a municipality should
undertake to evaluate the economic impact of complying
with water quality standards (WQS) under the Clean
Water Act (CWA). In 1997, EPA published Guidance for
Pi ind Capability A ¢ and Schedule Develop
mend using a nearly identical approach te assess whether
an extended compliance schedule might be granted to a
community facing atfordability problems. The analyses
put forth in these guidance documents are divided into
two parts:

1. The “preliminary screen” examines affordability using
a factor calied the Residential Indicator (RI). The
RI weighs the average per household cost of wastewater
bills relative to median household income in the service
area, Ultimately, an RI of 2% or greater is deemed to
signal a “large economic impact” on residents,
meaning that the community is likely to experience
sconomic hardship in complying with federal water
quality standards.

2. A “secondary screen” examines metrics related to the
financial capability of the impacted community, This
screen applies a Financial Capability Indicator (FCI)
reflecting the average of six economic indicators. Those
indicators include the coramunity's bond rating, its net
debt, its median household income, the local unem-
pleyment rate, the service area’s property tax burden,
and its property tax collection rate. Bach indicator is
assigned a score of 1 to 3, based on EPA-established
benchmarks. Lower FCI scores iraply weaker economic
conditions and thus an increased likelithood the man-
date would cause substantial and widespread economic
impact en the community or service area,

The results of the RI and the FCI are ultimately combined
into an overall rating based on EPA's Financial Capability
Matrix, This rating is intended to demonstrate the overall
level of fi ial burden imposed on a ¢ ity by
compliance with Clean Water Act mandates.

EPA’s Assessment of Affordability for Drinking Water Regulations

Whereas EPA’s consideration of affordability for waste-
water and CSO compliance is aimed af assessing an
individual community’s ability to comply with regulatory
mandates and schedules, EPA's consideration of afford-
ability in the context of potable water supply is limited to
assessing the natd i affordability of regulatory
ptions for small EPA does not consider
the affordability of drinking water requirements in any
manner that pertains to individual utilities (even small
ones), or to the category of medium and large utilities,

al-le

EPA has stated that it would consider a National Primary
Drinking Water Regulation to be unaffordable to small
communities (those with populations under 10,000 if

the standard would result in a househeold drinking water
bill in excess of 2.5% of the national average MHI in such
communities. To date, EPA has never made this finding.
If EPA were to make such a finding, it would be required
to identify technologies for small systems that might not
result in meeting particular drinking water standards but
are found to protect public health. Then, on a case-by-case
basis, states may approve the use of such affordable small
system technologies (called a variance) or approve an
extended deadline for compliance (called an exemption).

2 © Copyright 2013 USCM, AWWA, & WEF

States cannot approve both a variance and an exemption
for the same standard in the same community. Variances
are subject to review and approval by EPA. States have
allowed very few variances and exemptions because they
can be difficult and expensive to issue.

EPA’s stated view on potable water—that it is affordable
if it costs less than 2.5% of small community MHI—in-
fluences the perceived affordability of combined water
and wastewater bills. Specifically, it is inferred that EPA
would consider a combined annual water and wastewater
bill of less than 4.5% of MHI to be affordable (2.5% for
water, plus 2% for wastewater services and SO controls),
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Limitations of EPA’s Preliminary Screening Approach

A central issue in assessing affordability of federal water
mandates is the reasonableness of community-wide MHI
as a primary yardstick. MHI can be a highly misleading in-
dicator of a community's ability to pay for several reasons.

® MHI is a poor indicator of economic distress
and bears little relationship to poverty or other
measures of economic need within a communily.
For example, consider an analysis of MHI and poverty
data for the 100 Jargest cities in the United States, It
shows that for 21 cities identified as having an MHI
within $3,000 of the 2010 national MHI (§50,046), there
is no discernible relationship between MHY and the
incidence of poverty. Statistical analysis confirms that
the correlation between MHI and poverty among these
cities is not meaningful, with a correlation coefficient
(r) of 0.024. Indeed, within these 21 cities, the poverty
rate ranges from a low of 14,1% to a high of 23.3%.

MHI does not capture impacts across diverse
populations. In many cities, income levels are not
clustered around the median, but are spread overa
wide income range or concentrated at either end of
the income spectrum, This tendency for the income
distribution to spread away from the middle has been
increasing and may well continue to increase in the
future, making MH! an even less meaningful metric.
in addition, income distribution and other economic
measures can vary widely across different districts and
neighborhoods within a city. Thus, the economic hard-
ship associated with increasing water and wastewater
bills can be concentrated in a few lower-income neigh-
borhoods. This will compound the economic hardship
within the community and may raise issues of environ-
mental justice (EJ). These impacts are not captured
with the use of service area MHI as a sole indicator,

® MHI provides a “snapshot” that does not account
Jor the historical and future trends of a communi-
ty's economic, demographic, and/or social condi-
tions. This is particularly relevant in areas that may
be experiencing economic declines or population losses
(which will result in the costs of water and wastewater
programs being spread across fewer residents), Without
consideration of these and other economic and demo-
graphic trends, the affordability determination will
overestimate the ability of residents to tolerate rate
increases over time,

MHI does not capture impacts to landlords and
public housing agencies, Many renters do not
receive water bills because water and wastewater
service is included in the cost of rent. The same is
true of many residents in public housing, In cities with
2 high percentage of renters and/or public housing
residents, use of MHI and R does not capture impacts
to landlords and public housing agencies, which must
often absorb the cost of increased water and wastewa-
ter biils. In many cases, higher water bills mean that
public housing authorities will be required to reduce
the number of needy renters they serve, unless there
can be offsetting increases in public housing budgets.

®

The RI does not fully capture household economic
burdens. Economic burdens are commenly measured
by comparing the costs of particular necessities o
available household incoree. The R is sueh a measure
in that it is used to evaluate the economic burden from
water bills by comparing those bills to MHL However,
there can be situations where the economic burdens

in a community are substantially different from those
typically associated with its RI. For example, a com-
runity may experience unusually high costs of basic
necessities or may have a distribution of household
income that differs significantly from that in most com-
munities. In these cases, the standard application of
EPA’s RT would be insufficient on its own to distinguish
between higher and lower levels of economic impact.

© Copyright 2013 USCM, AWWA, & WEF 3
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Alternative Household Affordability Metries:
Moving Beyond EPA’s Criteria

Given the limitations of the RI, and in particular the use
of MHI as a primary indicator of household affordabi
it is important to consider the use of alternative metrics
to gauge the affordability of federal water mandates, For
example, impacts on customer bills can be assessed as
follows:

® Across the income distribution. Given the relatively
large percentage of households in the lower pertions
of the income distribution in many cities, it is import-
ant to examine the effect of rising water bills across
the entive income distribution—and especially at the
lower end-—rather than simply at the median. For
example, a key indicator could include the analysis
of average water and wastewater bills borne by each
income quintile as a percentage of the average income
for that quintile. The percentage of households below
specific income thresholds can also be used {o examine
household impacts. Figure 1 illustrates this point.

EPA's “Guidance for Preparing Economic Analyses”
(240-R-00-003) recognizes the legitimacy of assessing
impacts to all households across the income distribu-
tion, though EPA has not provided information on how
such analyses have been conducted in the past or used
in enforcement actions.

® Across household types. Average water and waste-
water bills can be examined as a percentage of incone
for potentially vulnerable populations {e.g., renters and
elderly households).

@ Aecross neighboerhoods or similar geographic units,
such as Census tracts, or Public Use Microdata Areas.
Poverty rates and households located in poverty areas
can be considered to identify portions of communities
that are economically at risk, Alternative measures
of poverty, such as the Supplemental Poverty Measure
{SPM) recently developed by the .8, Census Bureay,
can be especially useful in this respect. The analy
could capture affordability issues in particular parts of
a community or service area that may be masked when
looking at the area as a whole,

& Other indicators of economic need and widespread
impacts can also be considered for the community or
parts of the community2. These might include:

‘The unemployment rate,

s The percentage of households receiving public
assistance such as food stamps or living below the
poverty level.

1% The percentage of households meeting Home Energy
Assistance Program requirements.

@ The percentage of customers eligible for water
affordability programs,
& The percentage of households paying high housing

costs—for example the percentage of households with
housing costs in excess of 35% of income.

w Other howsehold cost burdens such as
nondiscretionary spending as a percentage of
household income for households within each
income quintile (Rubin 2008).

Atlanta, United
Georgia States
Towestauinile. | Dpoad | o0Rss |
Second quintile 31,878
Thivdquintite 0 0 59048 Lo
Fourth quintile 104,233

LowerTmitotiop s | odegms U Ie0e

Sowrce: U.S, Census Bureau ACS, 2012,

1. The SPY inctudes changes in the measure of availuble household resour
come wnd taking into account income recetved through food stamps antd oth
i bear. The SPM also adjusts

seredionary expenses that such
Additional details can be found in the U.S. Census Bureaw (3011).

2 EPA

{2, using after-i
s of public ¢
ent b

ome instead of pre-dag in-
2} and also recognizes some
(., VERLEPS VETSUS DWNETS),

1995 Interim Economic Guidance for Water Quality Standards provides a good list of these indiecators, also including

economic Jos es in b re

es, Empacts on property values,

RUES, and po

Jor future job losses, among others.
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EPA’s Secondary Screening Analysis:
Limitations and Alternative Indicators

Just as the RI falls short of its intended purpose, so too
does the Financial Capability Indicator (FCI). The FCI
that makes up EPA's secondary sereening analysis does
not adequately reflect a cormmunity’s ability to finance
investments associated with federal water mandates.
This measure fails to fully capture financial capability
because:

® EPA uses property tax revenues as a percentage of full
market property value (FMPV) as its sole measure of
jocal tax effort. Focusing solely on property taxes—
while ignoring income, sales, business taxes, and user
fees typically charged for city services—inevitably
understates the tax effort in cities that rely on muitiple
forms of taxation. As an alternative, EPA should allow
municipalities to use {otal local tax end fee revenues
as a percentuge of gro. xable resources. This would
provide a better measuve of the extent to which a mu-
nicipality is already using the full range of its taxable
TESOUNCes.

L

The secondary screening analysis includes measures
of local MHI and unemployment levels compared to the
national average. By focusing en how these measures
compare with national levels, EPA fails to acknowledge
the profound impact of the absolute levels themselves.
For example, if the national unemployment rate s 8%,
a community with an unemployment rate of 10% is
considered by EPA as having only a “mid-range” unem-
ployment problem. In fact, a community with a 10% un-
employment rate is all-but-certain to be experiencing
significant distress, yegardless of the national average,

In addition to supplemental measures for MHI (as
previously described), EPA should consider a metric
that compares a municipality's current unemployment
rate with the long-term state and national average (the
national average was 5.8% between 1991 and 2010).
Use of the long-lerm state and national averages as a
benchmark would provide a more insightful secioeco-
nomic indicator than a single current number. A com-
munity’s Jong-term unemployment rate (for example,
the share of the labor force continuously unemployed for
one-half year or more) could also be evaluated.

& The FCI does not take into account any deterioration
of 2 local government's ability to finance major capital
improvements, as evidenced in municipal capital
markets. EPA should consider adding a measure of
iocal government revenue growth or decline to the
FCI matrix, with a decline in real revenues over some
period taken as a sign of weakened financial capacity.

L3

EPA’s methodology for a sing municipalities’
financial capabilities takes into account formal debt
burden, but it does not consider what for many cities is
an even greater lability: unfunded pension and health
care commitments fo retirees, These are generally not
reflected in formal debt.

L3

Community or utility revenues are not considered in
the secondary sereening analysis. This creates a
significant weakness, especially in areas that are
experiencing economic difficulties, delinquency in
water and wastewater payents, declining water
usage, shrinking revenues, or a growing rumbey of
older customers on fixed or declining incores. EPA
should consider the addition of more appropriate
measures of revenue collection, such as eurrent
delinquency rates, the agency's ability to enforce
collection, and its likelihood of recovering these costs,

2

EPA’s secondary screening analysis does not take into
account the fact that many communities have a legal
debt ceiling. Debt limitations have the potential to
severely limit a community's ability to finance
unfunded mandates absent an extended schedule.

2

Finally, EPA does not consider the longer-term needs
facing many municipalit
renewal of water and wastewater infrastructure due to
the current system’s age and condition. As documented
by the American Water Works Association’s 2012
Buried No Longer: Confronting America’s Waler

Infrastructure Challenge report {covering buried
drinking water infrastructure only), these needs add

up to at least $1 trillion over the next 25 years. Waste-
water needs are at least as great, not counting €S0
costs, The need for this investment is real and urgent.

© Copyright 2013 €
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Weighing the Benefits of Additional Mandate-Driven Expenditures

Federal Clean Water Act and Safe Drinking Water Act
mandates are intended to provide better public health
protection, water quality enhancements, and other
benefits. However, not all drinking water and wastewater
mandates are the same. Some provide greater benefits
than others, or provide benefits sooner than others, or
generate benefits to different groups of people or
ecosysters than others.

When communities face expensive water mandates

and associated deadlines, the impact of the required
expenditures can be extremely difficult for all who pay
water bills, but particularly for those with lower incomes,
In such communities, the expected benefits of the
mandate should be carefully weighed against:

@ Compliance deadlines (which might be amended).
@ Permit limits (which might be adjusted).

® Required compliance technologies and strategies
(some of which are more expensive than others).

w Other factors that influence the magnitude and timing
of required investments.

When the costs of meeting a regulatory mandate are

high, the affordability implications and the benefit of
the activity should each be evaluated in concert with
one another, The most impertant questions include:

1. Are the added benefits of more rapid and/or stringent
mandates warranted given the added costs and adverse
impacts on affordability, when compared to less
stringent, perhaps less expensive alternatives?

[N

. Are projects with lower public health or envirenmental
benefits driving out projects that might be of greater
value to the community or the nation?

. Will those who will realize most of the benefits be
different than those who bear most of the costs?

.

. Are those bearing the greatest burden economically
disadvantaged and thus worthy of environmental
Jjustice constderation?

© Copyright 2013 USCM, AWWA, & WEF

EPA’s proposed Integrated Planning and Permit Policy
(IPPP) provides one potential avenue by which the costs
and benefits of all federal water mandates could be
addressed. The IPPP process could be used to set
priorities, make adjustments in requirements, and

set reasonable timetables. Such adjustments would

help ensure that local resources are used fo secure the
greatest public health and environmental benefits at an
affordable cost. Moving the IPPP process forward as
suggested offers important potential advantages:

@ (Comparing the environmental, soctal, and financial
benefits of all water-related obligations would allow
municipalities to develop priovities that reflect the
totality of trade-offs and commitments facing the
comnunity.

@ Considering all water-related obligations
together, and assessing financial capability in light
of total water-related obligations, would focus local
resources where the community will get the greatest
total environmental, public health, and other benefits.

1t shouwld be noted that EPA does not include drinking
water mandates in the Integrated Municipal Stormwater
and Wastewater Planning process, even though drinking
water investments must be carried on the same customer
bitl as investments needed to comply with wastewater
and €80 mandates. The USCM, AWWA, and WEF have
recommended that BPA include consideration of drinking
water investments in the Integrated Planning and Permit
Program. The program should also consider necessary but
nonmandatory investments in the on-going rehabilitation
of water and wastewater infrastructure.
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Conclusion

EPA is to be commended for addressing affordability concerns. However, the continued application of
EPA's current approach is inadequate. With respect {o considering the impact of rising water bills on
households, a basic problem is over-reliance on median household income (MHI). Rather than focusing
on MHI alone, EPA should focus on households at the lower end of the income spectrum. This
examination could include households with incomes below a certain threshold; households with the
lowest income levels (such as the lowest quintile or decile); households with housing costs above a
certain threshold (such as 35% of income); or households experiencing other types of financial distress
(such as households living in areas of high poverty or unemployment). Moreover, the trend in changing
household incomes, water and wastewater consumption, employment and demographics (such as
population changes) should be taken into account in evaluating how household economic burdens

are likely to change over time.

With respect to assessing a community’s financial capability, EPA does not consider a number

of important realities facing many communities today. Alternative metries need to be considered as
part of the financial capability assessment to better account for several highly relevant factors. These
include the labilities associated with unfunded runicipal pension ebligations and other long-term
contractual commitments. Finally, the long-term need to reinvest in aging water and wastewater
infrastructure to ensure systems are sound and resilient also should be considered.

Including in EPA's analysis a number of additional and alternative measures as described in this paper
would significantly improve the Agency's understanding of the affordability of federal water mandates
in American communities,

Finally, although this paper focuses on EPA’s analysis of residential affordability, it has to be noted
that affordability impacts on other customer classes-—such as commercial and industrial customers—
can be dramatic. In turn, those impacts can significantly affect the economic health and vitality of a
community now and into the future.

© Copyright 2013 USCM, AWWA, & WEF 7
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Affordability Assessment Tool

The United States Conference of Mayors, the American Water Works Association, and the
Water Environment Federation have collaborated in the development of an Affordability
Assessment Tool that allows our members to consider many of the alternative factors
discussed in this paper and better understand the full range of affordability implications
for the federal water mandates they face. To access this teol, visit usmayors.org, awwa.org,
or wef.org.
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GREG WALDEN, OREGON FRANK PALLONE, JR., NEW JERSEY
CHAIRMAN RANKING MEMBER

ONE HUNDRED FIFTEENTH CONGRESS

Congress of the United States

Bouge of Representatives

COMMITTEE ON ENERGY AND COMMERCE

2125 Ravsurn House Orrice Buwomne
Wasnington, DC 20515-6115

Majority (202) 225-2927
Minority {202 225~3641

April 3,2017

Mr. Rudolph 8. Chow

Director

Baltimore City Department of Public Works
200 Holiday Street; Room 600

Baltimore, MD 21202

Dear Mr. Chow,

Thank you for appearing before the Subcommittee on Environment on March 16, 2017, to testify
at the hearing entitled “Reinvestment and Rehabilitation of Our Nation’s Safe Drinking Water Delivery
Systems.”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains open
for ten business days to permit Members to submit additional questions for the record, which are attached.
The format of your responses to these questions shouid be as follows: (1) the name of the Member whose
question you are addressing, (2) the complete text of the question you are addressing in bold, and (3) your
answer to that question in plain text.

To facilitate the printing of the hearing record, please respond to these questions by the close of
business on Tuesday, April 18, 2017, Your responses should be mailed to Grace Appelbe, Legislative
Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building, Washington, DC
20515 and e-mailed in Word format to Grace. Appelbe@mail.house.gov.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

John Shintkus
Chairman
Subcommittee on Environment

cc: The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment

Attachment
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Response to Questions Submitted to:

Rudolph S, Chow
Director
Baltimore City Department of Public Works
Testifying on the behalf of Association of Metropolitan Water Agencies (AMWA)

Regarding

Hearing on Reinvestment and Rehabilitation of Our Nation’s
Safe Drinking Water Delivery Systems
March 16,2017

The Honorable John Shimkus

1. How much money does it cost to perform an asset management assessment?

AMWA defines asset management as “an integrated set of processes to minimize
the life-cycle costs of infrastructure assets, at an acceptable level of risk, while
continuously delivering established levels of service.” Effective asset
management therefore functions as a continuous business practice that informs
capital investments and operations and maintenance protocols over time. As such,
we would expect there to be considerable variability in the costs a community
water system may incur to conduct asset management planning at its own utility.

The costs associated with performing an asset management assessment depends
on a number of factors, starting with the degree of rigor and preciseness of results
the community water system hopes to achieve. The community water system’s
ultimate objectives on this point will inform subsequent decisions regarding the
number of utility staff or professional consultants to be involved and whether
software will be used, both of which will affect the cost. Finally, the size of the
utility and the age and location of its infrastructure assets will also contribute to
the ultimate cost expectation of asset management planning.

In general, one might expect that the cost of a robust, multi-point assessment at a
large water system could be substantial, while a less comprehensive asset
management review at a smaller utility would likely cost much less. But
ultimately the cost will vary,

The Baltimore City Department of Public Works (DPW) has an established Asset
Management division, referred to as the Office of Asset Management (OAM), that is
responsible for the inventory and maintenance of our assets and infrastructure of our
water, stormwater and wastewater systems (see Water Infrastructure chart, below).
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Water Wastewater Stormwater
Water sources: 3
reservoir .
Water bodies N/A 40 miles of streams &

impoundments &
Susquehanna River

open channels in
City; Baltimore

Harbor
3 filtration plants 2 treatment plants
producing up to 225 | capable of treating
Treatment plants | ;o 4% of potable up to 250 mgd of N/A
water wastewater

Pipes

3,800 miles of water
mains in Baltimore
City & County;
9,100 fire hydrants
in City, 13,750 in
County

1,400 miles of
sanitary sewers in
City

1,146 miles of storm
drains; 27,561 storm
drain manholes;
52,438 inlets & 1709
outfalls

Pumping stations
& other
structures

24 pumping stations,
6 elevated tanks & 3
reservoirs; 2 major
chlorinators & 16
remote chlorinators

8§ major pumping
stations & 10 minor
installations

4 major pumping
stations; 5 large
debris collectors; 350
Best Management
Practices

Impervious area

N/A

N/A

Remediation of 20%
of impervious area by
2018 (4,291 acres)

*mgd — million gallons per day

Recognizing the value of an Asset Management program, we have increased our budget
from $8.2 million in Fiscal Year 2017 to $15.9 million in Fiscal Year 2018 supported by
31 staff members. The program began with the City’s underground infrastructure, but is
expanding to include other asset classes, including above ground facilities, above- and
below-ground stormwater infrastructure, as well as solid waste and energy assets.

OAM is comprised of three divisions:

¢ Planning and Analysis — engineering personnel manage risk-based programs,
including asset prioritizing for renewal and replacement; projects and programs
associated with asset condition, capacity analysis, and enhancing service levels
and reliability; recommends asset maintenance, renewal, and replacement

strategies.
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s Data Management - Geographic Information Systems (GIS) and other data
systems professionals and business analysts manage operational data, spatial and
model analysis, and operational field data analysis; program management data,
system risk profiles, and project updates; recommends overall technology
resources and investments needed to fully support operational and engineering
decisions,

e Preventative Maintenance — focuses on preventative and predictive maintenance
programs; minimizes reactive failures, maintains regulatory compliance, extends
the useful life of assets through proactive maintenance; conducts asset field
inspections and routine maintenance to keep assets in serviceable condition.

We believe that the structure above helps us to achieve our Six Key Components to
which we attribute our success; (1) Complete Asset Inventory Record, (2) Identification
of Critical Assets, (3) Level of Service Required as Established by Management, (4) Life
Cycle Costs, (5) Use and Employment of Technology, and (6) Immediate and Long-Term
Financing. Collectively these components provide the basis for how we plan, prioritize,
fund, and manage our assets during their operation, acquisition, rehabilitation and
eventual disposal.

Like many other municipalitics, Baltimore has aging infrastructure that did not receive
the investment it needed in the past to maintain its viability, thus the function and support
of our Asset Management program becomes evident. The limited availability of funds
alone places a huge responsibility on our OAM as they are critical in getting our assets on
a proactive schedule of maintenance and repair/replacement to ensure system and asset
reliability throughout their life cycles, By understanding asset condition and failure risk,
investments in our assets are targeted on projects that will have the most significant
impact on improving service level and reliability while ensuring sustainable funding.

One example of how the Office of Asset Management integrates the six components
mentioned above is exemplified by our Distribution Main Risk Model shown below.
This risk-based approach addresses asset renewal planning for our 1,500 miles of aging
water mains. We implemented a 15 mile per year water main renewal program, using the
Model to help select which assets are targeted for maintenance or renewal first.

Failure Modes
o Analysis

[¥53
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a. Does AMWA believe these types of tests be mandated in order to
receive federal funding?

AMWA believes it is a best practice for community water systems to carry
out asset management planning, and that such planning should be
encouraged. But we do not favor imposing additional ““cross-cutting”
requirements on federal infrastructure programs like the DWSRF, and we
do not believe that the completion of a particular defined aspect of asset
management planning should be a mandated prerequisite condition of
receiving DWSRF assistance.

2. Beyond financing, what opportunities exist for the Federal Government to
provide greater assistance in improving drinking water infrastructure?

Aside from adequately funding financing assistance programs like the DWSRF
and WIFIA, preserving the federal tax-exempt status of municipal bond interest is
the single greatest step Congress can take to promote affordable investments that
will yield improvements in drinking water infrastructure. AMWA recently
calculated that communities nationwide issued roughly $38 billion worth of
municipal bonds to fund water and wastewater infrastructure projects in 2016. In
contrast, total SRF funding appropriated by Congress in the 2016 fiscal year
totaled about $2.3 billion.

Preserving tax-exempt municipal bond interest is particularly important as
Congress considers comprehensive tax reform options, as any effort to roll back
or eliminate the exemption would directly lead to higher infrastructure financing
costs for communities. Today, because municipal bond interest income is not
subject to federal income tax, investors charge lower interest rates than they
otherwise would on municipal bonds — lower rates that directly benefit
communities that are issuing bonds to finance water infrastructure projects.
Imposing a new tax on interest income earned by these investors would lead them
to respond by passing the cost on to bond issuers in the form of higher interest
charges. Ultimately, local ratepayers would pay for these higher financing costs
through increased water rates. AMWA has estimated that fully taxing municipal
bond interest would increase water and wastewater infrastructure financing costs
by about 25 percent — which would essentially serve as a new tax on water system
ratepayers.

In Maryland, communities across the state issued roughly $46.5 million worth of

municipal bonds to fund water and wastewater projects in 2016. Fully taxing
municipal bond interest would increase these financing costs by about $20 million

4
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over the bonds’ payback periods. In Baltimore we are preparing for our 2017
Series Bond sales that will produce $157 million in new moncy for water
infrastructure and $103 million in new money for wastewater infrastructure.

The federal government should also explore opportunities to reduce regulatory
burdens on community water systems, or to modernize regulations that are in
place. FFor example, as a result of a regulatory review carried out in 2012, EPA
amended its interpretation of the Safe Drinking Water Act’s requirement that
community water systems provide their customers with a consumer confidence
report each year. Under EPA’s new interpretation, community water systcms
were given the option to deliver these reports to customers electronically, such as
by posting the reports publicly online and notifying customers of their availability
via notices on water bills.

While Baltimorc docs post its CCR on its website, we continue to mail paper
copies of these reports to our customers each year to ensure that all customers
have access to the information. Many other AMWA members have successfully
transitioned to an electronic delivery model. Based on a 2016 survey of AMWA
members, 80 percent of responding utilities used electronic CCR delivery last
year. These utilities reported avoiding printing an average ol more than 138,000
paper CCRs, and saved an average of $44,205 in printing and postage costs.
These savings represent additional resources that communities are able to devote
to infrastructurc investment.

Because these savings are the result of EPA’s reinterpretation of Safe Drinking
Water Act requirements, EPA could reverse its interpretation at any time.
AMWA therefore supports congressional action that would codify in the Safe
Drinking Water Act the ability of community watcr systems to utilize similar
electronic distribution methods to share consumer confidence reports with the
public.
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GREG WALDEN, OREGON FRANK PALLONE, JR., NEW JERSEY
CHAIRMAN RANKING MEMBER

ONE HUNDRED FIFTEENTH CONGRESS

Congress of the United States

BHouse of Representatives
COMMITTEE ON ENERGY AND COMMERCE

2125 Raveuan House Orsice Bunoing
Wastinaron, DC 20515-6115

Majority {202} 225-2927
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- April 3,2017

Mr. Greg DiLoreto
President

ASCE Foundation
1900 Sunburst Terrace
West Linn, OR 97068

Dear Mr. DiLoreto,

Thank you for appearing before the Subcommittee on Environment on March 16, 2017, to testify
at the hearing entitled “Reinvestment and Rehabilitation of Our Nation’s Safe Drinking Water Delivery
Systems,”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains open
for ten business days to permit Members to submit additional questions for the record, which are attached.
The format of your responses to these questions should be as follows: (1) the name of the Member whose
question you are addressing, (2) the complete text of the question you are addressing in bold, and (3) your
answer to that question in plain text.

To facilitate the printing of the hearing record, please respond to these questions by the close of
business on Tuesday, April 18, 2017. Your responses should be mailed to Grace Appelbe, Legislative
Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building, Washington, DC
20515 and e-mailed in Word format to Grace. Appelbe@mail. house.gov.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

John SKmkus
Chairman
Subcommittee on Environment

ce: The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment

Attachment
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AMERICAN OF CIVIL ENGIY

1900 Sunburst Terrace
West Linn, OR 97088
(503) 320-5284
April 13, 2017

The Honorable John Shimkus

Chairman

House Energy and Commerce Committee
Subcommittee on the Environment

2125 Rayburn House Office Building
Washington DC, 20515

Dear Chair Shimkus:

Thank you for the opportunity to appear before your Subcommittee on the
Environment on March 16, 2017 to testify on reinvesting and rehabilitating our nation’s
safe drinking water delivery systems.

As requested in your April 3, 2017 letter to me, enclosed are my responses to the
questions asked. Should you have additional questions or would like more information

on this important topic, please do not hesitate to contact me.

Sincerely,

Greg Diloreto, P.E., P.LS., DWRE., Pres. 13, ASCE
Chair, ASCE Committee on America’s Infrastructure
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Response to Questions For the Record

The Honorable John Shimkus

1

In ASCE's 2013 Infrastructure Report Card on drinking water, it stated that the financial
impact of meeting regulatory requirements were a continuing issue for many communities
and one that encouraged deferred maintenance-- $7 billion over 20 years. What was the
financial impact of meeting regulatory requirements that ASCE found as part of its 2017
Report Card?

In our 2017 Report Card, we did not break out the financial impact of meeting regulatory
requirements. The amounts we obtain from EPA are combined for both regulatory and
infrastructure needs.

In the 2013 Infrastructure Report Card, ASCE recommends higher water rates to reflect the
"true cost of water." The ASCE recommendations in its 2017 Report Card are much softer
with regard to the need for rate increases, instead placing a heavier reliance on Federal
funding, What changed over the last four years?

Both the 2013 and 2017 Report Cards call for investment through rates at the local level. In
2013 we stated, “Current water rates do not reflect the true cost of supplying clean, reliable
drinking water. Replacing the nation’s antiquated pipes will require significant local
investment, including higher water rates.” In 2017 we state, “Encourage utilities to conduct
revenue forecasting models to determine necessary rate revenues over a period of time and
then institute rates that reflect the true cost of supplying clean reliable drinking water.
Further, one of the 2017 Report Card’s overall solutions, not just those in water categories,
reads, “Infrastructure owners and operators must charge, and Americans must be willing to
pay, rates and fees that reflect the true cost of using, maintaining, and improving all
infrastructure, including our water, waste, transportation, and energy services.”

And the five financial solutions listed in the 2017 Report Card are also contained in the 2013

Report Card. The five financial solutions in the 2017 Report Card are:

» Reauthorize both the Clean Water and Drinking Water state revolving funds (SRF) and
triple the amount of annual appropriations.

«  Fully fund the Water Infrastructure Finance and Innovation Act (WIFIA) at its authorized
level.

»  Preserve tax exempt municipal bond financing. Low-cost access to capital helps keep
lending for drinking water upgrades strong and accessible for communities large and
small.

+  Establish a federal Water Infrastructure Trust Fund to finance the national shortfall in
funding of infrastructure systems under the Clean Water Act.

+ Encourage utilities to conduct revenue forecasting models to determine the necessary rate
revenues over a period of time and then institute rates that reflect the true cost of
supplying clean, reliable drinking water.
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The only difference in these financial solutions between 2013 and 2017 is that in 2013
WIFIA had not yet passed, and so the recommendation in 2013 called for its passage. Since
2013, it has passed and authorization approved; appropriations are needed to move the
program forward.

Our recommendations make clear that it will take a partnership of investment at the Federal,
State, Local and private sector levels to improve the condition of our drinking water systems
in this country; no one level of government will be able to do it all. Yet at the end of the day,
the cost of this investment will be borne by the users of drinking water systems.

ASCE's 2017 "Failure to Act" document states that not making the investments called for in
your report will lower income; a result of an economic restructuring away from the
technology/export sectors towards lower paying, less productive services. Have you quantified
how much this drop in income and employment would translate to lost revenues in the Federal
treasury for drinking water?

We have not quantified the impact of the loss of income and employment would have in lost
revenues in the Federal treasury. In the Failure to Act report it is important to note that it
states a loss to American families in disposable income. Absent of other economic impacts
this loss is not in total income but rather this income will not be spent on discretionary
activities and will be spent on things that compensate for the poor infrastructure, such as car
repairs, purchasing bottled water, time wasted in traffic, and an increase cost in goods
because of the impacts on businesses due to poor infrastructure. After time, the loss of 2.5
million jobs in 2025 may have an impact on taxes paid, but what most likely will happen is
those 2.5 million jobs will be replaced with lower paying jobs or an increase in jobs in the
repair sector. What happens though is that our quality of life suffers.
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GREG WALDEN, OREGCON FRANK PALLONE, JR., NEW JERSEY
CHAIRMAN RANKING MEMBER

ONE HUNDRED FIFTEENTH CONGRESS

Congress of the United States

PHouge of Repregentatives
COMMITTEE ON ENERGY AND COMMERCE

2125 Ravsurn House Orrice Buitoing
Wasringron, DC 20515-6115

Majority {202} 2262927
Minority {202} 225-3641

April 3, 2017

Mr, Martin A. Kropelnicki
President and CEO

California Water Service Group
1720 North First Street

San Jose, CA 95112-4598

Dear Mr. Kropelnicki,

Thank you for appearing before the Subcommittee on Environment on March 16, 2017, to testify
at the hearing entitled “Reinvestment and Rehabilitation of Qur Nation’s Safe Drinking Water Delivery
Systems.”

Pursuant to the Rules of the Committee on Energy and Commerce, the hearing record remains open
for ten business days to permit Members to submit additional questions for the record, which are attached.
The format of your responses to these questions should be as follows: (1) the name of the Member whose
question you are addressing, (2) the complete text of the question you are addressing in bold, and (3) your
answer to that question in plain text.

To facilitate the printing of the hearing record, please respond to these questions by the close of
business on Tuesday, April 18, 2017. Your responses should be mailed to Grace Appelbe, Legislative
Clerk, Committee on Energy and Commerce, 2125 Rayburn House Office Building, Washington, DC
20515 and e-mailed in Word format to Grace.Appelbe@mailhouse.gov.

Thank you again for your time and effort preparing and delivering testimony before the
Subcommittee.

Sincerely,

i

John Shidkus
Chairman
Subcommittee on Environment

cct The Honorable Paul Tonko, Ranking Member, Subcommittee on Environment

Attachment
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CALIFORNIA WATER SERVICE

1720 North First Street
San Jose, CA 95112-4598 7el: (408) 367-8200

April 17, 2017

The Honorable John Shimkus

Chair, Subcommittee on Environment

¢/o Grace Appelbe

Legislative Clerk, Committee on Energy and Commerce
2125 Rayburn House Office Building

Washington, DC 20515

Re: Questions for the Record following Hearing on Nation's Drinking Water Infrastructure
Dear Chair Shimkus:

Thank you for inviting me and the National Association of Water Companies (NAWC) to testify
before the Subcommittee on Environment during its March 16, 2017 hearing entitled,
“Reinvestment and Rehabilitation of Our Nation’s Safe Drinking Water Delivery Systems.”

We commend you and the Subcommittee for highlighting the challenges facing the country’s
drinking water systems and the solutions that will help ensure all Americans have safe, reliable,
and high-guality water utility service for generations to come. California Water Service {Cal
Water) and NAWC's other member companies stand ready, able, and willing to work with alt
levels of government to help overcome these challenges,

Enclosed you will find NAWC’s responses to the additional questions for the record you
submitted. If you have any questions, please do not hesitate to reach out to us. Likewise, it

would be an honor to further assist the Subcommittee and Congress as you continue to work on
the critical issues associated with the nation’s water infrastructure.

President & CEO

Enclosure

Quality, Service, Value,
calwater.com

//

oL

P
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Naftonal Association
of Woter Companies

Answers to Questions for the Record Following a Hearing on the
Nation’s Drinking Water Infrastructure Conducted by the Subcommittee on Environment,
House Energy and Commerce Committee

On March 16, 2017, the Subcommittee on Environment of the House Committee on Energy and
Commerce convened a hearing entitled “Reinvestment and Rehabilitation of Our Nation’s Safe Drinking
Water Delivery Systems,” at which Martin A. Kropelnicki, President & CEQ of California Water Service
Group and President of the National Association of Water Companies (NAWC), testified on behalf of
NAWC about the ways the private water sector can help address the nation’s drinking water
infrastructure challenges. Chairman Shimkus submitted further questions for the record, and this
document provides NAWC’s responses.

The Honorable John Shimkus, Chairman Subcommittee on the Environment

Question: You mention in your testimony that "If we are to change the status quo, we must offer
more "carrots and sticks” in the regulatory toolbox.” The Safe Drinking Water Act already has
provisions in it related to consolidation of systerns. What do you think needs to change and can you
give me a practical example of what you mean?

Since at least 1992, the U.S. Environmental Protection Agency {EPA) has discussed the concept of
consolidation in the water utility sector.® Several decades later, there are still more than 50,000
community water systems in the U.S. and, according to the EPA’s compliance database, in 20186, more
than 1,500 of them were in significant noncompliance with the Safe Drinking Water Act.?

it is without question that these rates of noncompliance are unacceptable and unsustainable, especially
considering that hundreds of billions of dollars will be needed over the next several decades to maintain
and upgrade the nation’s drinking water systems.® Doing more to encourage the consolidation of failing
and noncompliant water systems is an important means to overcome both of these interrelated
challenges.*

* Environmental Protection Agency, “Helping Small Systems Comply with the Safe Drinking Water Act: The Role of
Restructuring,” September 1992, available at: http://bit.ly/2pfy0cG.

? 8rent Fewell, “Encouraging Greater Compliance Requires a Change in the Status Quo,” Journal AWWA,
September 20186, p. 26, available at: http://bitly/20c0Xq).

3 American Water Works Association, “Buried No Longer: Confronting America’s Water Infrastructure Chaltenge,”
2012, p. 3, available at: http://bit.ly/IxSHWAS.

¥ As used herein, “consolidation” refers to a process under which two or more water suppliers are combined under
a single ownership and/or management structure. In those instances where a smaller water system is
consolidated with a larger system, the marginal cost of water utility service is shared by a larger total customer
base, which is likely to result in reduced water utility rates in the smaller water system.
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Too frequently, though, consolidation is not prioritized, but rather viewed as a last resort. The situation
faced by the community of West Goshen in Tulare County, California is a case in point. For years, the
community dealt with ongoing water quality issues, including nitrate and bacterial contamination. tn
2012, the community’s wells failed. Even though one of NAWC's largest members, California Water
Service (Cal Water), owns and operates a water system a little more than one mile away, the state
provided emergency funding to fix the community’s wells. Unfortunately, a short while after the
emergency funding was received, a portion of the water systeny’s pipes collapsed, and the residents
were again without water, 1t was not until residents had sand flowing through their taps and were
traveling to nearby towns to shower that the possibility of simply connecting the community to Cal
Water's existing system was explored and uitimately chosen as the best solution. Cal Water worked
with several non-profits, Tulare County, and the state to secure funding to install more than 8,500 feet
of new water pipe from its existing system to West Goshen. Today, the residents enjoy safe, reliable,
and high-quality water utility service. Had this option been pursued before the community’s wells had
collapsed — when it was only dealing with ongoing water quality issues — the residents of West Goshen
would have avoided being without water for an extended period of time.

in addition to taking steps to ensure that consolidation or other partnership arrangements are being
prioritized, Congress should consider providing legal ‘safe harbor’ for utilities that assume responsibility
for failing and noncompliant water systems. The possibility of being heid legally responsible for past
noncompliance often serves as a poison pill to prospective new owners or operators, especially when
the legal liabilities can range from the hundreds of thousands to millions of dollars. Ensuring that new
owners or operators are not held liable for the misdeeds of others would do much to expand the use of
consolidation and other partnership arrangements.

Finally, Congress should explore the possibility of creating a tax-based incentive for private water
companies that enter into consolidation or partnership arrangements with noncompliant systems. in
those cases where the noncompliant system is publicly owned, the federal government is already not
receiving any income tax revenue from the water system, It may make sense to extend that income tax
benefit to a private water company that assumes responsibility for the noncompliant system, either for
a certain number of years or until the failing system is brought inte compliance. In the short-term, such
an incentive would be revenue neutral, and over the medium- and long-term, it would be a revenue
enhancer. In addition to creating an incentive for more partnerships and consolidations, this approach
would help to address some short-term affordability questions and free up additional capital to be
invested into the water systems.

Question: How can Congress incentivize innovative solutions to drinking water infrastructure and
treatment problems? Can you give some examples?

There are a number of things that Congress can and should do to further incentivize innovative solutions
1o the country’s water infrastructure challenges. Quite simply, we cannot expect more money to fix the
problem, as we know firsthand the consequences of simply putting Band-Aids on failing water systems
with financial subsidies without doing or requiring more.

Most importantly, water systems need to be held accountable. It should not be acceptable to anyone
that there are hundreds, if not thousands, of water systems across the country that do not have the
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financial, technical, and managerial capabilities to ensure their customers receive refiable, high-guality
service. It should not be acceptable to anyone that there are hundreds, if not thousands, of water
systems across the country that are allowing their infrastructure to deteriorate, intentionally or not.
And 1t certainly should not be acceptable to anyone that, every year, there are thousands of reported
health-based violations of the nation’s drinking water standards.®

All water systems should be held accountable to ensure federal subsidies are used efficiently and cost-
effectively. As a general rule, we should expect communities to abide by principles of effective utility
management as a condition of federal funding. Those systems that are unable or unwilling to abide by
these principles should be encouraged — if not required — to pursue consolidation or partnership
arrangements with owners or operators who can and do effectively manage and operate their
respective water systems.

Unfortunately, a double-standard appears to exist when it comes to the enforcement of the nation’s
water guality regulations. Recent research indicates that government-owned water suppliers not only
violate the Safe Drinking Water Act significantly more frequently than their private counterparts, but
also that they are less likely to be penalized for those violations.® Ensuring that all water suppliers —
public or private ~ are held to the same standards would do much to help ensure that ali Americans
have access to safe, reliable, and high-quality water utility service,

Apart from simply holding all water systems accountable, we must encourage more public-private
partnerships and risk-sharing, where the private sector can assume some of the risks of jointly pursuing
innovative solutions with communities. As discussed previously, consolidation and partnerships should
not be viewed as a ‘last resort,’ but rather as an effective and efficient tool to help solve the nation’s
drinking water challenges. In terms of project financing, Congress should remove water projects from
state volume caps for private activity bonds, bringing this piece of the nation’s critical infrastructure in
tine with airports, high-speed rail, and solid waste disposal, all of which are currently exempt from
existing caps. Finally, Congress should consider providing a tax incentive to private water companies
that assume the responsibility of operating failing water systems, which would help to level the playing
field between public and private water utilities.

Question: How do you quantify and address affordability for the consumer?

Given the challenges faced by the nation’s drinking water systems ~ be it the current investment gap or
serious noncompliance with water quality standards, ‘affordability’ cannot be assumed to be
synonymous with ‘cheap.” Instead, affordability should be viewed through the lens of ‘value,” which
takes into account the guality of the product and service customers are receiving. in short, having low
water utility rates is not, in and of itself, virtuous.

it is relatively easy for a water supplier to have ‘cheap’ water utility rates by simply neglecting its
infrastructure and the needs of its customers. For example, one government-owned water utility with

¥ Environmental Protection Agency, “Providing Safe Drinking Water in America: 2013 National Public Water
Systems Compliance Report,” p. 3, available at: http://bit.ly/20Rf080.

% David Konisky and Manuel Teodoro, “When Governments Regulate Governments,” American Journal of Political
Science, July 1, 2015, available at: hitp://bit.ly/2ntbSz6.
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‘cheap’ rates had deferred maintenance on its water system to the point that it “did not meet either fire
suppression standards . . . or normal operating standards.”’ A separate government-owned water
supplier is currently on a 148,000-year water main replacement cycle. Stated differently, it will take this
utility 148,000 years to replace all of the water mains in its system.® As is the case with serious
noncompliance with water quality standards, neglecting a water system in this way is unacceptable and
unsustainable.

Generally speaking, water utility rates should reflect the actual, true cost of water service, including the
costs of operating, maintaining, and upgrading the water system. This standard, which is employed by
NAWC's members, is important for several reasons. First, it sends an accurate price signal to the
consumer, resuiting in a more efficient use of the resource.’ Second, having rates that reflect the actual
cost of service helps to ensure the financial stability and viability of the utility, the benefits of which are
discussed in detail below.

The importance of having water utility rates that reflect the actual cost of service notwithstanding, there
are several steps that can and should be taken to help ensure that water utility service remains
affordable. Perhaps most importantly, the consolidation of smaller water systems that have significant
infrastructure needs and water quality challenges will create superior economies of scale that provide
better vatue propositions to customers, increasing the number of customers that share the costs of
operating, maintaining, and upgrading a water system reduces the proportion of those costs for which
any individual customer is responsible.

With service areas that already span numerous political subdivisions, NAWC's members are uniguely
positioned to help make further consolidation a reality for small water systems across the country. For
example, Cal Water was recently able to implement regional cost-sharing between its Lucerne service
area in Lake County, California and its service area in the San Francisco area. The Lucerne service areais
relatively small, with only about 1,400 service connections, but has significant infrastructure and water
quality needs. Given this, water utility rates had been relatively high in this severely disadvantaged
community. After the implementation of regional cost-sharing, typical customers in the Lucerne service
area have seen their monthly water bills decrease by nearly 30%.

Second, water utilities should implement programs that support those customers facing economic
hardship. Many of NAWC's members have low-income rate support programs that provide customers a
discount on their monthly water bills. For example, Cal Water's Low-Income Rate Assistance program
provides customers with a 50% discount on their monthly service charge. Several of NAWC's members,
including Cal Water and American Water, have gone even further by establishing shareholder-funded
grant programs that are designed to assist customers facing short-term economic or other hardships.

7 City of Tulare, "2015/16 Adopted Budget,” June 2, 2015, p. 15, available at: http://bit ly/200v8HF.

8 Golden State Water Company, “Golden State’s {Proposed) Findings of Fact and Supporting Evidence and Law,” in
City of Claremont v. Golden State Water Company, Superior Court of the State of California — Los Angeles County,
Case Number BC566125, August 5, 2016, p. 35.

® James Lauglin, “Full Cost Pricing Key to Sustainability,” Water World, lanuary 2013, available at:
http://bit.ly/20cy0Lr,
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Additionally, adjusting water rate structures and the balance between a utility’s fixed and quantity
charges may provide benefit to low-income customers. For example, a utility with a larger number of
low-income customers could decrease the proportion of their revenue requirement collected through
fixed monthly service charges and increase the proportion collected through guantity charges. This
could provide the customer with more controf over their monthly water bills. However, this strategy
must be managed tocally and based on the unique circumstances of individual water suppliers,

Finally, there should be consideration for providing direct relfief to challenged and low-income
customers. Currently, federal funds flow directly to water utilities, which enables them to charge lower
rates to all of their customers, including those that are not facing any type of economic hardship. A
more efficient approach may be to transfer funds directly to challenged and low-income customers,
simitar to the Low Income Home Energy Assistance Program for gas and electric customers.

Question: How hospitable is the private capital market to financing investments in drinking water
infrastructure?

What, if anything, can Congress do to encourage greater receptivity?

Historically, the capital markets have been very receptive to financing investments in water
infrastructure, for the public and private sector alike. The fact that water utilities provide an essential
service and experience fimited financial volatility have made them attractive investments.

The continued receptivity of capital markets to financing water infrastructure investments is dependent
on water utilities being effectively managed. For instance, NAWC estimates that its six largest members
alone are collectively investing nearly $2.7 billion each year in their water systems. This level of
investment is possible because the corporate credit ratings of NAWC's members are among the highest
inthe U.S.

On the other hand, we have seen the markets downgrade the credit ratings of some municipal water
and wastewater suppliers over the last several years. For example, in 2016, Moody’s downgraded the
City of Jackson, Mississippi’s water and sewer bonds, partly as a result of a deterioration of the utility’s
financial performance.’® tn many cases, these types of downgrades occur because a utility’s rates are
not keeping pace with the actual cost of water utility service.!! Too frequently, needed water system
improvements are indefinitely deferred as a result of the short-terrn political interest in keeping water
rates as low as possible, which only serves to create the need for more significant rate increases in the

¥ Moody's, “Moody’s Downgrades to Baaa3 the City of Jackson’s {MS) Water & Sewer Revenue Debt,” August 17,
2016, available at: htip://bit.ly/2nWC4pP0.

* sharlene Leurig, “Water Ripples: Expanding Risks for U.S. Water Providers,” A Ceres Report, December 2012,
{“Since 2010, by far the most common cause of credit downgrades in the water sector has been failure to increase
rates sufficiently to keep pace with expenditures on system maintenance or debt service coverage.” p. 10),
available at: http://bity/200bADs.




182

Answers o Questions for the Record Aprit18, 2017

future.’? The importance of these factors to market receptivity is Hllustrated by the fact that 35% of
Moody's rating of municipal utility debt is based on a utility’s financial strength,®®

in short, capital markets react to risks; the higher the perceived risk, the less receptive they will be to
financing an investment without a commensurate increase in return. Given this, the issue is less about
the receptivity of the markets to financing water infrastructure investments, and more about whether
water utilities are being managed and operated well. As is discussed in several of NAWC's other
responses to the Questions for the Record, this is, indeed, something Congress can help ensure.

Question: You make the point in your testimony that in many instances, water system failures are not
due to the absence of funding, but rather are attributable to poor management and decision making.
From your perspective, what metrics should be used to assess what drinking water problems are
caused by a lack of funding and what drinking water problems are caused by poor management?

The performance of alf water systems shoutd be measured based on the quality and consistency of
water and services each provides to its customers. NAWC believes that the 10 attributes of effective
utility management,® endorsed by the EPA and each of the major water industry associations, including
NAWC, provide the framework for measuring sound water utility management decision-making. These
attributes include:

®  Product Quality

+ Employee and Leadership Development
*  Financial Viability

* QOperational Resiliency

*  Water Resource Adeguacy

e Customer Satisfaction

®  QOperational Optimization

e Infrastructure Stability

¢ Community Sustainability

e Stakeholder Understanding and Support

These attributes consist of both leading and lagging indicators of overall water system performance.
Financial viability is one of the most important leading metrics, but particularly the use of full-cost
pricing or life-cycle analysis. Additionally, there is a strong correlation between financial viability and
regulatory compliance, which is a key lagging indicator,

It is important to recognize that a lack of funding for needed water system improvements is not always
an indicator that additional federal or state resources are needed. Unfortunately, many times water
utilities would be able to raise the capital needed to finance an important water system improvement by

*2 California-Nevada Section of the American Water Works Association, 2015 California-Nevada Water and
Wastewater Rate Survey,” 2015, p. 3, available at: http://bit.ly/2nsK6mr,

¥ Moedy's, “U.S, Municipal Utility Revenue Debt,” July 30, 2014, p. 13, available at: http://bit.ly/20Uet20.

¥ EUM Utility Leadership Group, “Effective Utility Management: A Primer for Water and Wastewater Utilities,”
January 2017, available at: http://bit.ly/2p6MAXC.

Page|6



183

Answers to Questions for the Record Subcommittes on Environment, Mouse Energy & Commerce Committee

adjusting water rates, but are simply unwilling to do so. in these cases, water system improvements
that are needed to ensure long-term system safety and reliability give way to short-term political
expediency.®® This practice of intentionally underpricing water utility service does not benefit the
public, and should not serve as a justification for additional federal or state funding:

Ultimately, this resistance to higher water rates often results in utilities exhibiting less-
than-optimal system maintenance and neglecting long-term needs until a crisis forces them
to act. At that point, a rate increase can be justified as a response to pending system
failures. Ultimately the artificial suppression of water rates can defeat the very intention of
keeping water affordable. Financing system improvements in response to crisis can force
systems to go to market when their weak financial condition demands a higher rate of
return. Ratepayers then end up paying more for system repalirs in the form of higher
interest payments and may be paying for poorer services. Perversely, this crisis-response
mode can make utilities eligible for emergency funding available from state or federal
government that is offered at a lower cost than market, which perpetuates the problem of
reactive system management and persistent underpricing,*®

At the other end of the spectrum, there are certainly cases where water suppliers are unable, not
unwilling, to raise the capital needed to finance an important water system improvement by adjusting
water rates. Consider a rural water system with 500 customers in a disadvantaged community that
needs to construct a new $10 million water treatment facility to comply with water quality regulations.
Each of the utility’s customers would have to pay more than $20,000 for this project. Assuming the
plant has a 50-year lifespan and the utility is abie to finance the project interest-free, each customer
would end up paying more than $33 per month just for the new treatment facility, which may very well
be too much of a burden for a disadvantaged community. In this instance, the first question that should
be asked is whether there is an opportunity for consolidation or a partnership arrangement that would
allow the costs of the new plant to be spread over a larger customer base. Only after considering this
option should federal and state funding be considered.

In short, federal and state funding needs to be used more efficiently. As a general rule, applicants for
federal and state funding should demonstrate that they have fully accounted for the long-term costs of
their projects, including any risks inherent in construction, operations, or maintenance, and have
selected the delivery model that provides the best value. For a community to maintain and enhance the
condition of its infrastructure long-term, water utilities should be expected, at a minimum, to manage
their assets based on a process where adequate repair, rehabilitation, and replacement are fully
reflected in management decisions, including water pricing.

5 Table Rock Capital, “Alternative Financing Mechanisms to Restore, Rebuild, and Adapt U.S, Water & Wastewater
Infrastructure: Assessing the Potential for Public-Private Innovation to Reinvest in Municipal infrastructure,”
August 2014, p. 8, available at: http://bitly/2péYalt.

15 The Johnson Foundation, “Financing Sustainable Water Infrastructure,” January 2012, p. 18, available at:
http://bitly/1TQmiEM.
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Queestion: In your testimony, you discuss how partnerships and consolidation can be used to help
water systems attain compliance with drinking water standards. What barriers are preventing the
formation of peer-to-peer partnerships or public private partnerships?

The most significant barrier to the consolidation of systems and other partnership arrangements is that
many failing water utilities simply are not being held accountable. All water utilities must be expected
to maintain their systems and operations in compliance with health-based laws. If a utility is unable to
attain and maintain compliance or is plagued with a history of non-compliance, it is unlikely that simply
providing it with additional funds is going to solve the problem. In these instances, consolidation and
other partnership arrangements should be prioritized, if not required, as they are likely to be the most
efficient and cost-effective means of ensuring the water system’s customers have access to safe,
refiable, and high-quality water utility service.

Second, the possibility that a new owner or operator of a failing water system can be held legally
responsibie for past noncompliance can create a significant barrier to consolidation or other partnership
arrangements. The prospect of hundreds of thousands or even millions of dollars of fines and penalties
serves as a poison pill. Establishing a legal ‘safe harbor' for utilities that assume the responsibility of
operating failing and noncompliant water systems would do much to increase the willingness of superior
water utilities to enter into consolidation or other partnership arrangements.

Finally, most municipal infrastructure projects are financed by tax-exempt municipal bonds. Generally,
the tax-exempt status of these bonds is lost if a private entity acquires a long-term interest in the
project. While the Internal Revenue Service has issued rules designed to give state and local
governments a means to preserve the tax-exempt status of these bonds when they enter into a
partnership with a private entity, as currently drafted, these remedies are not practicable for water
infrastructure projects, which deters many otherwise beneficial public-private partnerships. Here again,
a reasonable and narrowly tailored solution to this issue would go a long way to increasing the use of
conselidation and other partnerships in the water utility sector.
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