
Operating the MWRA through a Public/Private 

Partnership 

ARGEO PAUL CELLUCCI 
GOVERNOR 

JANE SWIFT 
LIEUTENANT GOVERNOR 

1�1111111111111111111111�H1l�[1m11111111111111111111�1 
ANDREWS. NATSIOS 

SECRETARY FOR ADMINISTRATION AND FINANCE 

312066 0271 2561 9 

Executive Summary 

Increasingly in the U.S., publicly owned 
drinking water and wastewater systems are 
forming public/private partnerships. To 
varying degrees, these partnerships seek out 
the benefits of the private, competitive 
marketplace while retaining the benefits of 
public ownership and management. For 
drinking water and wastewater systems, this 
often means retaining public ownership 
while hiring a private firm to manage 
operations and maintenance. In 1997, 433 
drinking water facilities and 509 wastewater 
treatment facilities in the U.S. were publicly 
owned but operated and maintained by 
private firms1

.

This type of public/private partnership 
preserves the benefits of public ownership, 
such as publicly accountable governance 
and tax-exempt capital financing, while 
capturing the benefits of a competitive 
marketplace to drive down costs. 

Cost savmgs resulting from private 
operation and maintenance can be 
substantial. Cities that have already entered 
into such partnerships estimate cost savings 
of between 10 to 25 percent for drinking 
water and 8 to 30 percent for wastewater2. 

In the case of the Massachusetts Water 
Resources Authority, operations and 
maintenance costs represent 43% of the 
budget. Reductions in these costs could 
dramatically affect the rates MWRA 
charges. 

1 Public Works Financing, 1997 Water/Wastewater

Survey. 
2 "Privatizing Water Utilities or Water Works," and

"Privatizing Wastewater Treatment or Sewer 
Services." Adrian Moore. Reason Public Policy 
Institute. 

Given that the MWRA's combined water 
and sewer rates are expected to increase an 
average of 6.5% annually over the next five 
years, we should explore whether a 
public/private partnership for operation and 
maintenance could save money. 

The only sure way to do so is to solicit bids 
from private operators. Towards that end, 
the Cellucci/Swift Administration has 
included $1 million in the -Fiscal Year 2001 
House IA budget submission to solicit and 
evaluate proposals for the private operation 
and maintenance of the MWRA and prepare 
a recommendation to its Board of Directors. 

As a legislative matter, this proposal has no 
down-side. The MWRA Board of Directors 
would not be bound by the recommendation, 
but bidders would be bound by their bids. 
Thus, there is no risk to the Commonwealth 
or the MWRA associated with this 
legislation, and there is great potential for 
savings to ratepayers. 

Scott Jordan of the Executive Office for 
Administration and Finance prepared this policy 

brief 
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MWRA History 

The Massachusetts Water Resources Authority (MWRA) was created by the General Court in 1984 to 
supply drinking water and to provide wastewater treatment to cities and towns in Massachusetts, including 
most cities and towns in the Boston metropolitan area. Approximately 2.6 million residents of 
Massachusetts, 43% of the population of the Commonwealth, receive drinking water, wastewater treatment, 
or both, from the MWRA. 

One of the primary reasons for the creation of the 
MWRA was the need for a unified, regional approach to 
wastewater management in the Boston Harbor Basin. As 
a result of federal lawsuits alleging violations of the 
Clean Water Act, in 1985 the U.S. District Court ordered 
the Metropolitan District Commission, and the MWRA, 
as its successor, to follow a schedule drafted by the 
Court, to achieve compliance with the Clean Water Act. 

The principal result of this compliance order was the 
undertaking of a large capital investment program by the 
MWRA. The largest piece of the capital investment 

- program is the construction of a state-of-the art, primary
and secondary wastewater treatment facility at Deer
Island. Through fiscal year 1999, a total of $4.8 billion
had been invested in the improvement of MWRA's
capital assets.

MWRA Finances and Rates 
The aggressive capital program required to ensure compliance with the court order has forced the MWRA 
to increase rates dramatically. 

In recent years, the MWRA has done an admirable job in keeping rate increases low. Since 1994, rate 
increases have averaged 3.3%. Over the next five years, however, the Authority expects rate increases to 
accelerate to an average of 6.5% annually. Historical and projected MWRA rate increases are shown 
below: 
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To further control rate increases, it is necessary to concentrate on reducif!_g operations and maintenance 
costs. Debt service payments comprise 49% of the MWRA's budget. These expenditures are largely 
payments against long-term debt obligations. Operations and maintenance costs comprise 43% of the 
budget. Reducing these variable costs is the best way to reduce MWRA water and sewer rates. Creating a 
public/private partnership for operation and maintenance of MWRA facilities offers an excellent 
opportunity to reduce such costs. 
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Results Elsewhere 
Examples of public/private partnerships for the operation and 
maintenance of public drinking water and wastewater systems 
exist throughout the country. In 1997, 433 drinking water 
facilities and 509 wastewater treatment facilities in the U.S. 
were publicly owned but operated and maintained by private 
firms3

. Many of these systems are small, and some are in 
Massachusetts, including Lynn, Fall River, Gardner, 
Gloucester, Taunton, Brockton, and New Bedford. 

MWRA FY2001 Proposed Budget 

However, some of the largest systems in the U.S. are also 
turning to public/private partnerships for their operations and 
are realizing very favorable results. 

Indianapolis entered a partnership with the White River 
Environmental Partnership to operate wastewater services for 
their population of 850,000 in 1994. According to the 

Expenses 

8% 

Environmental Protection Agency, "the municipality projected savings of over $65 million as a result of the 
(five-year) partnership. After two years of operation, Indianapolis reported over $21.5 million in 
cumulative savings for facility operations ... "4 After five years, Indianapolis calculated its savings to have 
been $72.8 million. Of these total savings, $58.8 million can be attributed to operations and maintenance5

. 

Houston offered a five-year operations and management contract for its water purification plant to bidders 
in 1996. This plant serves 700,000 people in 13 cities surrounding Houston. The winning bid was 43% 

6below their current costs. 

Jersey City, New Jersey won the 1998 National Council for Public-Private Partnerships Award. In 1996, 
Jersey City entered into a contract with a private operator for the overall management and operations of its 
municipal drinking water system. Operational improvements are expected to save the city $17 .5 million 
and another $18.5 million is expected to be saved on billing, �ollection, and customer service functions7

.

Atlanta entered into a 20-year contract in 1998 with a private firm to operate and maintain its drinking 
water system. When Atlanta ran the utility itself, its annual budget was $49.5 million. The winning bid 
was for $21.4 million, a 43% reduction. Over the life of the 20-year contract, total savings are expected to 
exceed $300 million. 

Milwaukee, in March 1998, entered a ten-year contract for operation of its wastewater treatment facilities. 
The contract includes a provision that guaranteed a 16% rate reduction. 

Labor Relations 

The history of labor relations with private operators of publicly owned drinking water and wastewater 
facilities is remarkably good. This is evidenced by experiences in Milwaukee and Indianapolis. In 
Milwaukee, in the year following private operations, the number of employee grievances filed fell by 33%8

. 

More dramatically, in Indianapolis the number of grievances filed fell from 39 in 1993, the last year of 
public operation, to a total of just two over the following five years. There are several reasons for such 
positive labor relations: 

► A "No Lay-Off Clause" is standard in private operations and maintenance contracts.

► Private Sector Benefits such as profit-sharing, bonuses, and 401(k) plans, which are not available in the
public sector, are offered to employees of private operators. Total compensation tends to be higher.
For example, in Indianapolis, an independent analysis of overall compensation and benefits showed
that employees' total compensation was increased 9% to 28% over what it would have been if they had
remained under City management.

3 Public Works Financing, 1997 Water/Wastewater Survey. 
4 Response to Congress on Privatization of Wastewater Facilities. Environmental Protection Agency, Office of Water. July 1997. 
5 City of Indianapolis Contract Operations of the A WT Facilities and Collection System: 5'h Year Summary of Activities. City of 
Indianapolis and White River Environmental Partnership. 2000. 
6 Moore. 
7 "Case Study: Jersey City, New Jersey." The National Council for Public-Private Partnerships. 
8 Competitive Contract Annual Report. Milwaukee Metropolitan Sewerage District. March 1999 
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► Increased Emphasis on Worker Training and Safety. In c1t1es that have hired private firms for
operations and maintenance of their drinking and wastewater systems, workers have enjoyed increased
training and safety. In Milwaukee, one year after signing a contract for private operations of its
wastewater facilities, worker injuries fell dramatically9

. In Indianapolis, workers have been offered
tuition reimbursement and safety training. There, accidents are down 80%, lost workdays are down
91 %, and workers' compensation claims are down 8%. According to the president of the union that
represents Indianapolis's workers, "More individual opportunities for training and advancement exist
under WREP's management structure, plus employees respect the safer environment. 10

" 

How Private Operators Save Money 
If private operators do not lay-off employees and compensate them better than in the public sector, it is 
reasonable to ask how they can save ratepayers money or earn a profit for their investors. They do so 
through a number of methods: 

► Economies of scale across many systems. A large, international firm that operates many wastewater
and drinking water systems creates economies of scale along two dimensions.

l. Expertise and management. A firm that runs many systems throughout the world has more
collective engineering, technical, and managerial experience than a single, regional authority.

2. Volume discounts on materials are greater for larger firms. A firm that orders parts and chemicals
for many wastewater systems can negotiate better prices than a single purchaser.

► Long-tenn strategic decision making. Most contracts for operations and maintenance of drinking
water and wastewater systems are for ten or twenty years. A long-term contract enables a private
operator to formulate a long-term strategy to reduce costs. For example, a private operator may decide
to invest heavily in preventative maintenance in the early years of a contract in order to earn a profit
during the later years.

► Competition and market discipline. Contracts with private firms are awarded through a competitive
process. Pricing terms are negotiated and fixed at the outset of the contract. As a result, in order to
earn a profit, a private firm must manage its costs against the price it will be paid. By itself, the
mechanism of competition imposes discipline on the operators.

Bottom Line: No Risk in Asking 
This brief has provided the logic and evidence to support the use of a public/private partnership for the 
operation and maintenance of the MWRA. The question remains: how can a public/private partnership 
benefit MWRA ratepayers? 

The mechanism for answering such a question is to invite firms to bid on an operations and maintenance 
contract for the MWRA. To this end, the Cellucci/Swift Administration has included $1 million in the 
FY2001 House IA budget submission, with the following language: 

"For costs associated with the development of a request for proposals, including guaranteed price proposals, for the 
operation and long-term maintenance of all or a portion of the Massachusetts Water Resources Authority, the 
evaluation of said proposals, and the development of a recommendation to the board of directors of said authority 
whether to maintain current operations or accept one or more of said proposals; provided, that in the event that one or 
more of said proposals are accepted, upon contract commencement the commonwealth shall be reimbursed by the 
selected contractor or contractors for all expenditures from this item ... $1,000,000" 

The above language, if adopted, does not obligate the Commonwealth or MWRA to accept proposals from 
any bidder. A bidder is, however, obligated to honor a price it quotes in response to the request for 
proposal. There is, then, no risk to the Commonwealth or MWRA in adopting this budget item. There is, 
however, risk in not doing so. 

9 See note 7. 
10 Steve Quick, President of AFSCME Local 725, Indianapolis. Indiana. 
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