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WATER: A NECESSITY OF LIFE

ingested
« Cannot compromise on water quality
* No room for error on safety and reliability

systems are not Commission-regulated

« Public water systems have inconsistent regulation as those /NAWC



CHALLENGES FACING WATER INDUSTRY

= Increasing cyber and physical security threats

Emerging contaminants/lead service lines

Threats to supply / extreme weather

Rising Customer Expectations

Industry fragmentation



Capital Invested per $1 of Revenue

Water Industry Average Gas Industry Average Electric Industry Average /

EPA Rules require large Substantial investment More capital per
investment in needed for supply and revenue than all other
treatment plants distribution system utilities

NAWC

Source: ScottMadden 2021 Utility Data



Water Industry Average Gas Industry Average Electric Industry Average /

Replacement cost much High capital needs + long capital
higher than historic cost recovery= negative cash flow, not
(S10/ft vs >5$200/t) attractive to many investors

NAWC

Source: ScottMadden 2021 Utility Data



NAWC MEMBER PRIORITIES

Water Equity @ FOCUS on the

Customer

Never
Compromise on
Providing Safe
and Reliable
Water

Invest in
Communities

Develop Partnerships and Encourage Water
System Consolidation




NAWC

It is important to price water
service at a level that is affordable,
but that also accurately represents
the cost of treating and delivering
the water, so that utilities have
access to capital to maintain high-
quality service.

means that everyone should

have access to water that is

3 PILLARS OF WATER EQUITY

Reliability

Affordability




NEVER COMPROMISE ON SAFETY

REGULATED WATER UTILITIES

Deliver Cleaner and
Water Quality is a Safer Drinking Water

Serious Challenge for

Millions of Americans é Greater compliance with BREZNEIEEEIGGERLIEREIS

inki owned utilities have a near-perfect
federal drinking water
standards? record when it comes to avoiding

£ 45 million Americans drink water that violates health-related violations of the
health standards federal Safe Drinking Water Act.

B . R 24% less likely to have a
\ Water quality violations disproportionately impac i )
commgnitie\é of color and rﬁrafAmericang E health violation of the

— “Data Shows IOUs Are Cut Above
& Source water faces new threats from emerging SDWA Compared to in SDWA Compliance,” American

contaminants like PFAS govemment-run system82 Water Intelligence

HOW WATER Systems run by water companies are
COMPANIES significantly less likely to violate federal Fewer EPA enforcement / /

drinking water standards compared to ¥
CAN HELP systems run by local governments. actions than all other

water system operatorsS

Allaire, Wu, and Lall, “Nafional frends in drinking water quality violatfions,” PNAS, Feb. 2018
Konisky and Teodoro, “When Governments Regulate Governments,” Nov. 2014
American Water Intelligence, “Investor-Owned Water Firms Boast Sterling SDWA Record,” Oct. 2011




NEVER COMPROMISE ON RELIABILITY

= Advance utility planning

Enable Urgent

Capital Investments in
Infrastructure

= Investing in infrastructure e e
companies invest more than $3.9
billion annually.” These are
dollars coming from the private
sector and not out of a municipal
budget.

Encouraging incremental and consistent investment

in water infrastructure increases system reliability, and keeps rates stable
by allowing necessary costs to be incurred gradually.

4. Based on data from annual reports and 10-K filings from 10 largest NAWC members



FOCUS ON THE CUSTOMER

Address affordability concerns by



U.S. Natural Gas Utilities

WATER SYSTEM FRAGMENTATION
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SMALL SYSTEMS: BY THE NUMBERS

NAWC

» Annual Health Violations

>

4

>

» Cost per connection

>

>

>

7
» Annual Revenue /

/
/
/

Source: Why Being Small is Hard: Challenges of Small Water Systems

Vs


https://efc.sog.unc.edu/small-hard-big-challenges-small-water-systems

BENEFITS OF WATER SYSTEM CONSOLIDATION

Economies of scale

Borrow money at lower interest rate
» Set more progressive rates for greater affordability

» Attract and promote higher quality employees than small systems

>
> “Consolidating the American
drinking water sector to about
> 6,000 utilities with a minimum
sustainable size of about 20,000
» Average annual O&M per customer connection connections
» 34 customer connections = ~ $250 per customer weule dghyer Delie heolfrh,
greater efficiency, lower prices,
» 20,000 customer connections = ~$70 per customer and long-term sustainability.”
>

*Source: The Sweet Spot: How Much Consolidation is Enough by Professor Manny Teodoro



14 STATES have passed legislation to incentivize water system acquisitions

California
lllinois

Missouri

New Jersey
Indiana
Pennsylvania
North Carolina
Maryland
lowa

Ohio

Texas

Virginia

West Virginia
Kentucky

Number of
private water
utilities in PA:

« 333in 1983
« 55in 2022



Expand focus beyond distressed systems

» Establishing clear rules around acquisitions provides

» Creating an efficient regulatory process incentivizes consolidation and keeps transactional costs o,/
» Developing mandatory timelines for Commission action can help

» Acquisition Adjustments, Acquisition Surcharges, ROE Bumps

) —‘

» Creating safe harbors for utilities that acquire troubled systems is important NAWC

States like PA, CT, AZ have policy statements that set forth
regulatory mechanisms to encourage water system consolidation




Constructive Regulatory Mechanisms

unique needs of the wc

Availabilityof Infrastructure
NAWC Surcharge Mechanisms



THE US WATER INFRASTRUCTURE GAP
&=

Source:

v ASCE

American Society of Civil Engineers
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THE ANNUAL CAPITAL SPENDING ON WATER INFRASTRUCTURE

D BLN S

THE ANNUAL CAPITAL INVESTMENT NEEDS

..........

E THE TOTAL GAP GROWTH BY 2029

recee 10,000

UMBER OF WASTEWATER TREATMENT PLANTS




The Regulatory Compact

Balance:
* Appropriate service

Deliver safe and Represent interests of quality
reliable service the public for quality * Reasonable rates
and cost * Financial health of the
utility /

A fair return authorized and a fair “opportunity” to earn it

NAWC



THANK YOU




