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Severa questionson thetopic of private finanang for thewater sector have been raised by recent
Congressiond hearingson the need for renewed investment for clean water infrastructure, as
well as Presdent Bush@2008budgé proposl.

As organizationsfocused on safe and affordable water, we are conaerned aboutthe promotion of
private activity bondsand public-private partnerships as well as any regulatory changethat
would make CWSRF fundsavailable to privately owned treatment works. These fundaising
strategies all facilitate privatization of publicly-owned water utilities. From Californiato
Georgia, privatization has largdy proven to raise the cog of drinking water and sewage services
and lower the qudity of cusomer service.

Consdeingthetrack record of the private sector in providing water utility services, we bdieve
tha the ggp between public infrastructure needsand public fundng should notbeused as a
pretext to shift control of water resources and infrastructure from the pubiic to private sector.
Thereis noevidence tha the private sector can truly ddiver abetter and more efficient service
than the public sector. Taxpayer dollars should nat bediverted from public utilities to suppot
private investors.

Q. Will Public-Private Partnershipsand lifting caps on Private Activity Bonds provide
new financial resourcesfor clean water infragructure?

A. No. Both private companies and public utilities borrow money and recover ther cogs through
rate increases. However, private companies face cods tha public utilities do not Besides making
aprofit, they mug pay for contract and contract administration cods, third-party auditing, and
taxes. Asaresult, private finandng for infrastructure investment is more expengve than public
investment. Relying on private capital raises the cog of infrastructure investment, without
bringing in any new capital.
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Moreover, an increase in tax-exempt bondsin the investment market requires other public bond
issuersto raise interest rates in order to lureinvestors, raising thecod of fundraising for other
local govenment priorities. Private activity bonds@rowd outOinvestment in other public
sectors.

Q. Do private investors make needed investments?

A. Thereisnoevidence tha private investment in thewater sector will result in needed
investment in long-term infrastructure. Communities aroundthe county tha have expeimented
with privatization have foundthat the private sector has not solved thar infrastructure needs
From Pittsburgh to Atlanta, and Milwaukee to Indangpolis, private companies have failed to
ddiver on promised investment.

Allocation of capital in communities with privatized water is based on a strategy that values
short-term profit rather than longterm sugainability of infrastructure. However, the water
busness has oneof thelongest capita recovery periodsof any indugry. Investments madein
infrastructure today will notpay returnsfor decadesto come. Finandal paticipaionin the sector
requires along-term commitment to the consumers and communities. The public sector isfar
better equippeal to invest for thelongterm than the private sector.

Further complicating thesituaionisthetrend for private equity firms to purchase water
companies. They have an extremely short horizon for making a profit for shareholders. Wha is
thelikelihoodtha a company with this typeof structure will make alongterm investmentin
infrastructure?

AquaAmerica, Inc. Charman and Chief Executive Officer Nicholas DeBenedictis described the
problem at aconferencein 2006: Orhereis concern that some of these finandal buye's need an
unacceptable amountof leverageto ddiver thekind of returnsthat thar investors expect - andin
a shorter amountof time compared to thetypical utility investment cycle. As aformer regulator
and someonewho'sbeen involved in these issues for more than 30years, | am very skeptical
aboutputting our preciouswater resources into thehandsof finandal entities that are highly
leveraged and typically bring a short-term investment horizon."

Q. Does private investment support more efficient utility management?

A. A 2006study of forty years of water and waste privatization by Mildred Warner, (Assodate
Professor, Department of City and Regiond Planning, Corndl University), and Germ™ Bel,
(Professor of Economics a University of Barcelong, foundtha there was no evidence for
improved cog savingsfrom privatization. Since utilities are generaly amonopoly, thereisno
competition and, withoutcompetition, they found the private sector was no more efficient than
the public sector.

Q. Doesprivateinvestment promote greener technology?



A. Ingalling nontraditiond systems can be more expensve up front, butmay provide more
environmental and public health benefits and prove less codly in thelongrun. However, the
demand by private investors for short-term profits creates a disincentive for investing in these
technologies. In the United Kingdom theemphasis on short-term payback on investments has
created bariersto theingallation of innovdive and more sugainable infrastructure, such as
distributed stormwater retention. Thoughinvestors with a short-term profit horizon may notbe
early adopters of greener technologies, the technologies often become less expensve to ingall as
they are more widdy used.

Q. What isthe history of lifting Private Activity Bond capsin the wage managenent
sector?

A. Theonly environmenta sector for which thereis a history of the capsbeinglifted off of
Private Activity Bondsis in the waste management area. Onenegdive result was tha the new
infuson of capital led to large, ineffective, expendve indnerators bang built tha redistributed
mercury and dioxin widdy throughtheair. May of these indnerators became white elephants
and had to be shut down wasting many millionsof dollars.

Q. Should gove nment give out low-interest loansto private investors?

A. Itisillogical for taxpayersto subsdize private utilities tha regularly send profits out of the
local community to investorsin distant places. Investingin a public utility meanstha money is
reinvested into the communities that they serve.

Moreover, Private Activity Bonds as aform of subsdy, represent aregressive step in theincome
tax system, since tax-exempt interest is primarily aben€fit for taxpayersin higha income
brackets.

Q. What do constituentsthink about national public investment in water infragructure?

A. Mog Americansundestand the need for federa investment in water infrastructure.
According to arecent poll conduded by Republican pollster Frank Luntz, 71% of Americans
bdieve tha clean and safe water isanaiond issuetha requires dedicated nationd funding. As
amatter of prinaple, thefederal govenment should become atrue partner with states and
localities and pay for the necessary sewage and wastewater treatment systems to guarantee clean
and safe water for future generationsof Americans Thepublc is skeptical abou private
investment in essential water resources. Ninety ore percent of Americans agree that @, asa
county, we are willingto invest over $30billion dollars ayear on highways and more than $8
billionayear on owr airways, we certainly should bewilling to make the necessary investments
in our naion@rivers, lakes and oceans O

Q. Do private water companies merit a special tax break?

A. Theaeisnoreasontha the private water indugry should enjoy a special tax break. Thiswould
simply eliminate another source of revenuefor theddicit-burdened federa govenment.
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