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Promoting Affordability of Public Water and Sewer Service
for Low-Income Households in New Jersey:
Policy Options

Creating and maintaining great twenty-first-century communities will require
resilient water systems supported by and for their host cities and towns; and they
will require affordable access to clean water for everyone.

—Jersey Water Works, Our Water Transformed (Dec. 2017)?

A major deterrent to proper investment in water infrastructure is affordability . . .
Municipalities with a larger share of low-income residents find it difficult to raise
rates to fund water infrastructure upgrades due to the detrimental effect higher
rates will have on those residents. The result is underinvestment, which is a losing
proposition . . . However, while increasing rates can adversely affect low-income
households, as several witnesses noted, these effects are not inevitable and can be
avoided . . .
—New Jersey Legislature, Joint Legislative Task Force on Drinking
Water Infrastructure, Final Report (Jan. 2018)?

PURPOSE

This discussion paper presents policy options for improving affordability of water and
wastewater service for lower income residents in New Jersey—for the benefit not only of those
customers, but of all New Jerseyans who depend on their local utilities for clean, safe, and
reliable water and sewer service. Jersey Water Works aims to use it to spark discussion among
state and local policy makers, utility managers, water and sewer customers, community
organizations, and other public sector, private sector, and non-profit stakeholders, and to use it as
a basis for further analysis and development of priority recommendations. The paper is based on
a review of existing literature from around the country; research on existing New Jersey laws and
programs; and interviews with leaders representing or associated with a wide range of
stakeholders, including publicly and privately owned utilities, state regulators, affordable
housing developers and advocates, consumer advocates, environmental justice advocates,
business, and labor.



EXECUTIVE SUMMARY

Across the country, the affordability of water and sewer service has become a significant and
growing concern, for water and sewer utilities and customers alike. Rates have long been rising
much faster than inflation and income growth, and are anticipated to continue rising
significantly. New Jersey is not exempt from these challenges, given the state’s need for major
investments in aging water infrastructure, coupled with the state’s high cost of living and rising
income inequality.

Even as utilities look to ratepayers for the vast majority of the funds needed to modernize failing,
outdated infrastructure, there are practical limits on how much some ratepayers can afford. Low-
income customers, in particular, can face water and sewer utility costs that represent a
significant, and growing, share of their household income. When they cannot afford to pay those
bills, they face water shutoffs and liens on their property, which can lead to serious consequences
for health and access to housing.

These outcomes fail not only the most vulnerable in our society, but everyone who depends on
safe, clean, and reliable public water and sewer service. If utilities are to sustainably generate the
revenue they need for operations, maintenance, and capital investments, which benefit everyone,
they must find equitable ways to generate revenue that do not place undue burdens on those least
able to pay.

Interviews we conducted with a sampling of New Jersey stakeholders revealed a high level of
interest in efforts to ensure affordability of water and sewer service for low-income customers.
This interest was not limited to utilities and community-based organizations, which experience
the most immediate impacts when low-income residents are unable to pay their water bills. For
example, contractors and labor representatives, who have a particular interest in job creation
through water infrastructure investment, not only recognized the importance of addressing
affordability in order to enable sustainable infrastructure investments, but also saw opportunity
for low-income water efficiency assistance to create jobs. Meanwhile, affordable housing
advocates and developers identified rising water costs as a challenge to maintaining affordable
rents.

Studies have identified several types of programs that are used to provide means-tested
assistance to low-income customers who struggle to pay their water and sewer bills. As a group,
these programs are often referred to as “customer assistance programs,” or CAPs. Some provide
short-term assistance to help manage arrears or avoid disconnections (e.g., through flexible
payment terms or temporary hardship assistance). Others provide ongoing reductions in customer
bills, either directly (through discounts) or indirectly (through water efficiency interventions that
reduce bills by reducing usage).

There is no federal CAP for water and sewer customers. No state currently operates a CAP at the
state level (although in some states, utility commission-regulated water and sewer systems are
required by law to offer “flexible payment” options). At the local level, only a minority of water
and wastewater utilities around the country offer CAPs, and they tend to be limited in scope and
underfunded. In New Jersey, investor-owned systems are required to offer specified flexible



payment options, but otherwise there are no state-administered or state-mandated CAPs, and
voluntary local programs seem to be especially rare. This stands in contrast to the gas and
electric utility sectors, where federal, state, and local customer assistance programs are well
established around the country, including in New Jersey.

CAPs are not the only approach available to reduce water and sewer costs for low-income
households. It is equally important to examine how a utility’s underlying rate structure affects
the size of low-income customers’ bills. For example, rate structures that rely heavily on fixed
charges, as opposed to volumetric charges, will tend to disadvantage low-income customers, as
they tend to use less water than higher-income customers. For the same reason, declining block
rates or uniform rates will tend to result in less affordable bills for low-income customers than
inclining block rates. Reforming a utility’s basic rate structure can go a long way to reducing
burdens on low-income customers, reducing the need for additional, income-based assistance.

To be sure, there are many challenges to using CAPs and revised rate structures to address low-
income water affordability. Some of these challenges have been faced by gas and electric
utilities, and the water sector can learn from that experience by examining state- and local-level
CAPs available in the energy sector. Other challenges arise from differences in the governance
and organization of the water and wastewater utility sector as compared to the energy sector and
will require unique approaches. Key challenges include: the current lack of federal- or state-level
policies, programs, or funding to promote low-income water affordability; the large number of
local water and sewer utilities, the small size of many of them, the absence of rate regulation for
most of them, and the degree of concentrated poverty in the service areas of some of them; legal
uncertainties about utilities’ authority to provide assistance; and the fact that many low-income
residents pay for water and sewer costs indirectly as part of their rent, rather than as customers
billed by a utility.

In addition to CAPs and equitable rate structures, utilities and policy makers can also improve
affordability for low-income customers—and for all customers—through strategies that help
control utilities’ capital and operating costs. These include: optimizing utilities’ operations,
maintenance, and capital programs; taking advantage of state grants and low-cost loans to
finance infrastructure investments; increasing the amount of state and federal grant funding for
water infrastructure, with a priority for disadvantaged communities; ensuring that rate revenues
are not diverted to non-utility purposes; and, in appropriate circumstances, regionalization of
small systems.

The state Legislature, state agencies, individual water and wastewater utilities, and the federal
government can draw from a wide range of policy options—none of them mutually exclusive—
to ensure water and sewer service is affordable for all New Jerseyans. These include the
following:

State Policies
e Enact legislation creating a statewide low-income affordability program and establishing

a state policy of ensuring universal access to water and sewer service, similar to existing
programs and policies in the energy sector.



Local-

Provide formal clarification—such as through an Attorney General’s opinion—of
publicly-owned utilities’ ability under existing law to use rate revenues for customer
assistance programs.

Enact new legislation that expressly allows publicly owned utilities to use rate revenues
for customer assistance programs.

Enact new legislation that requires utilities to implement measures to improve
affordability for low-income customers.

Use existing Board of Public Utilities (BPU) regulatory authority to improve affordability
for low-income customers of investor-owned utilities.

Utilize state programs, policies, funding, and technical assistance to encourage local
utilities to adopt customer assistance programs and/or improve their rate structures.

Make greater use of existing low-income energy efficiency programs to provide water
efficiency assistance.

Require water utilities to make customer usage data available to wastewater utilities for
use in volumetric billing.

Increase state funding for water infrastructure.

Prioritize economically disadvantaged communities in the distribution of existing and
new state funds.

Adopt policies and programs that promote cost-efficient operation of water and
wastewater systems, such as effective rules for asset management planning (including
water loss control), technical assistance and funding to replace old, inefficient system
components, and peer-to-peer programs to support utilities with limited resources.
Develop or expand efforts to promote various regionalization options for small systems.
Prohibit transfer of utility revenues to general municipal budgets, except as appropriate to
pay for services rendered to the utility by the municipality.

Improve transparency and accountability by requiring systems to report on key metrics
related to rates, customer bills, and low-income affordability.

Address the effect on renters of rising water and wastewater costs by developing
innovative policy approaches.

and Utility-Level Policies

Adopt low-income customer assistance programs.

Adopt more equitable rate structures.

Advocate for state legislation to authorize low-income discounts, as needed.
Advocate for statewide low-income affordability programs.

Advocate for increased state funding for water infrastructure.

Identify technical assistance needs for developing local affordability solutions, and work
with state agencies to obtain that assistance.

Use utility management and financial strategies that reduce costs for all ratepayers,
including system optimization; improved asset management; cost-effective alternatives to



traditional gray infrastructure; taking full advantage of available state financial
assistance; and avoiding transfer of any rate revenues out of the utility’s budget.

e Explore regionalization options.
e Focus on solutions to low-income affordability challenges when developing long-term
capital investment programs.

e Analyze local data and engage with local community organizations to understand the
nature of scope of the affordability challenges and develop local solutions.

Federal Policies

e Create a federal water affordability program, similar to existing programs in the energy
sector, that provides both financial assistance and water efficiency assistance to low-
income water and sewer customers.

e Increase federal funding for water infrastructure, with a priority for disadvantaged
communities.

¢ Raise the cap on “additional subsidization” under the State Revolving Funds (SRFs), to
enable states to make better use of available resources and encourage them to contribute
more state funds.

e Allow states to use SRF funds to help water and sewer systems pay for local water
affordability programs.



L. INTRODUCTION

Water affordability can be defined as “the ability of individual customers to pay for water and
sewer services to meet their basic needs while maintaining the ability to pay for other essential
costs.” By this measure, water affordability is a growing challenge across the country.

Nationally, from 2004 to 2014, water and sewer rates increased more than twice as fast as the
consumer price index (CPI), a standard measure of inflation for consumer goods and services.
(See Figure 1 below.) Although per capita and per household residential water demand has been
decreasing for over two decades,’ per household water and sewer costs have been increasing
rapidly—even more rapidly than other housing expenses.

For example, from the mid-1980s through 2000, water and sewer costs increased about 50
percent faster than the CPI, and exceeded by far the rate of increase in gas, electric, and
telephone costs.® From 2000 to 2016, according to a Brookings Institution analysis, household
water and sewer costs more than doubled, again exceeding the general rate of inflation by about
50 percent, and far exceeding the rate of increase in rent, electricity, rent, and gasoline. (See
Figure 2.)

Annualized Rate Increases
from 2004 to 2014

Water Wastewater

B Wastewater Rates M Water Rates B CPI
For more information, see the Water and Wastewater Rates webpage at awwa.org

Figure 1. Average annual percent change in water and wastewater rates vs. CPI, 2004-2014.7



Increase in Monthly Price of Water and Sewer Services, Consumer Price Index,
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Figure 2. Increase in household water and sewer costs vs. CPI and other expenses, 2000-2016.%

At the same time, as the Brookings Institution analysis notes, household incomes have
stagnated.’ This means that water and sewer bills are not only increasing in absolute dollar terms,
but also as a percentage of income, especially for low-income households.

Decades of underinvestment, and the resulting need to rehabilitate, replace, and modernize aging
water and wastewater infrastructure, are major drivers of increasing water and sewer rates.
Substantial upward pressure on rates is expected to continue for the foreseeable future, as
communities make major investments needed to comply with federal and state requirements and
ensure clean water for all. The American Society of Civil Engineers’ 2016 “report card” on New
Jersey’s infrastructure graded water infrastructure a C, estimating $8.58 billion in investment
needs over 20 years, and wastewater infrastructure a D, estimating $17.48 billion in investment
needs over 20 years.!? Even if federal and state infrastructure grant funding increases
substantially, rate revenues will almost certainly remain, as they are today, the primary source of
funding for those investments.

These trends make meeting water and sewer bill obligations a challenge—and likely a growing
one—for many low-income households, both nationally and in New Jersey. Income inequality in
New Jersey remains stubbornly high.!! Recent research sponsored by Jersey Water Works shows
that, for many low-income New Jersey residents, the cost of basic amounts of water and sewer
service already exceeds 4 percent of household income (an imperfect metric sometimes used as
an indicator of affordability challenges).!? The study calculated the local costs of 60,000 gallons
of usage, which the authors considered to be representative of annual per-household indoor water
use in the state.!® In nearly all communities, at that level of water use, there are some people for
whom water and sewer costs exceed 4 percent of household income. In some places, however,
this is true for a very large share of the population. For example, in three counties (Essex,
Hudson, and Camden), water and sewer costs exceed 4 percent of household income for all



customers in the bottom 20 percent of county household income. At the municipal level, in
twenty-one communities around the state, costs exceed that threshold for customers in the
bottom 25 percent of income. Within some areas of concentrated poverty (e.g., at the census tract
level), costs exceed that threshold for all customers except those in the top 20 percent of
income.'*

Moreover, although low-income households generally use less water than higher-income
households (chiefly because of lower outdoor water use), they may often have relatively higher
indoor usage due to the poor condition of plumbing often found in low-income housing. Low-
income residents often occupy dwellings with pipes and fixtures that are disproportionately
older, and therefore less water-efficient and more prone to leaks, contributing to high water
bills.!® Therefore, while the Jersey Water Works analysis reflects costs for a volume of water
intended to meet basic indoor water needs, many low-income customers may be facing actual
costs for indoor water use that are even higher, but have limited ability to reduce those expenses
if the cost of plumbing repairs and upgrades is beyond their means.'® Additionally, customers
with larger household size than assumed in the analysis would also face higher actual costs.

According to the Water Research Foundation, “nationally about 15 percent of residential water
customers are low-income households that are constantly at risk of payment problems”—and
low-income households are three times more likely than other households to have their water
and/or sewer service disconnected for unpaid or overdue bills.!”

A recent national report analyzing data on water disconnections illustrates that shutoffs are a
widespread concern around the country; in seventy-three cities from which the authors obtained
data, they tallied nearly 570,000 residential shutoffs in 2016.'® When service is disconnected,
potential outcomes include poor health conditions, loss of housing (through tax liens and
foreclosures, or loss of subsidized housing vouchers), and even loss of parental custody of
children." Further, bill nonpayment is only one customer response to unaffordable bills. In order
to pay unaffordable bills, and avoid water shutoffs, some customers cut spending on other
essential expenses, including housing, medicine, transportation, food, and school supplies, or
switch off between paying energy bills and water bills. Reduced spending on these other daily
needs has its own adverse consequences for health, employment, and other social outcomes.?’

Rising water and sewer rates can also affect the cost of living for residents who do not pay the
water bill directly. Rising water and sewer rates increase the operating costs for the owners of
affordable multifamily housing, who typically receive and pay the water and sewer bills. These
costs are either passed on to renters, reduce the funds available for other core operation and
maintenance needs in these buildings, or reduce the landlord’s net earnings on the property. As a
result, increasing water and sewer costs can affect noncustomer renters, by limiting the
availability of quality, affordable rental housing.

When low-income customers are unable to pay water or sewer bills, there are significant
consequences not only for the health and well-being of customers in arrears, but also for the
financial health of a utility—and, therefore, for all of the utility’s customers. A high rate of
customer nonpayment due to unaffordable bills means either that the costs of filling budget gaps
will be reallocated to other paying customers, or that the system will not generate sufficient



revenues to provide clean, safe water and sewer services. It can also increase the utility’s cost of
borrowing, as credit rating agencies take into account a utility’s collection rates.?! Conversely,
ensuring the affordability of water and sewer service for low-income households helps not only
those particular households, but also helps maintain the financial stability of water and sewer
systems as a whole, benefiting all customers. When low-income customers are billed an amount
they can afford, they are much more likely to pay those bills, voluntarily and on time, providing
a more stable, predictable revenue stream for the utility.

Studies in Indiana and Colorado, for example, have shown that affordable bill programs help
energy utilities improve their bottom lines through increased customer revenues and/or increased
“net back” (i.e., customer revenue minus the costs of collecting unpaid bills).?? In New Jersey, an
evaluation of the state’s main low-income energy assistance program, the Universal Service
Fund (USF), found that, when assistance reduced participants’ energy costs as a share of their
household income, those customers’ likelihood of making full payment on their gas and electric
bills increased substantially.?’

It is not a novel idea to apply these financial lessons to the water sector, and national leaders in
the water utility sector have come to embrace them. In 2010, a report by the Water Research
Foundation and U.S. Environmental Protection Agency (EPA) stated:

The cost of collections and bad debt are generally accepted cross-subsidies
because they are regarded as unavoidable costs of doing business. Ironically,
customer assistance programs have been shown to be capable of producing more
total revenue for the dollars expended . . . This result is documented not only in
the short-term, but there are also long-term cost reductions to be won by helping
to break the perpetual cycle of nonpayment problems and providing a framework
for continuous improvement of collections.?*

Similarly, in 2017, the American Water Works Association’s (AWWA) executive director for
government affairs wrote that:

Frequent service shutoffs and resolving bad debt from customers who cannot
afford their rates can be more expensive for a utility than instituting a CAP and
assisting customers in paying their bills . . . The benefit to the utility of having
discounts or lower rates for low-income customers is the increased likelihood of
collecting payment from these customers.?

Even AWWA'’s formal technical guidelines reflect this concept, to some degree; “the past two
editions of the American Water Works Association's ‘M1’ [the industry standard manual for
water rate setting] outline the ways that not having affordability programs can hurt a utility’s
bottom line.”® Most recently, in October 2018, AWWA adopted its first-ever formal policy
statement on affordability, which recognizes that low-income “affordability challenges can occur
in any community, regardless of size, location, demographic makeup, and income distribution;”
states that addressing these challenges is important to ensure that utilities are “financially
sustainable;” and “strongly recommends the adoption of policies and procedures by utilities,
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regulators, and governmental entities to address the affordability challenges experienced by some
of their residential customers.”*’

There are many policy tools available to reduce water and sewer costs for low-income
households. Some approaches, mirroring practices that are widely used in the energy sector, use
means-tested assistance to help low-income customers reduce their water and sewer costs or
manage arrears. These are often referred to as customer assistance programs (CAPs). Other
strategies focus on revising a utility’s underlying rate structure to be more equitable. These
include approaches that do not expressly consider a customer’s income, but have the effect of
reducing burdens for low-income customers, such as reducing reliance on fixed charges or
adopting tiered (inclining block) rates.

Importantly, means-tested assistance and more equitable rate structures can go hand in hand. A
focus on rate design can even be considered a first line of defense. When a change to a utility’s
rate structure reduces burdens on low-income customers, there is a smaller “affordability gap” to
be filled by means-tested assistance.

Utilities and the state can also improve affordability for low-income customers—and for all
customers—through complementary strategies such as optimizing efficiency of operations, using
best practices in asset management, taking full advantage and increasing the availability of low-
cost financing and grants for capital projects, preserving all utility rate revenues for use by the
utility, and exploring various forms of regionalization.

In New Jersey, many of these approaches are not widely used, at present. Section II examines the
various types of CAPs and how they are used in the water sector around the country, including in
New Jersey. For purposes of comparison, Section II also describes CAPs offered to New Jersey’s
electric and natural gas utility customers. Section III describes how utilities can improve low-
income affordability by revisiting the underlying rate structures they apply to all customers.
Section IV outlines the various challenges that would need to be overcome to successfully use
CAPs and rate structure reforms as statewide solutions to low-income water affordability.
Section V describes complementary approaches that utilities, municipalities, and the state can
take to reduce, or limit the growth of, utilities’ revenue needs, thereby reducing costs for all
customers. Finally, section VI presents policy options that utilities and policy makers in New
Jersey should consider to improve affordability of water and wastewater services for low-income
households in New Jersey.
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II. CUSTOMER ASSISTANCE PROGRAMS (CAPs)

CAPs provide means-tested assistance to low-income water and sewer customers to help make
their bills more affordable. Some CAPs provide only short-term assistance to help manage
arrears or avoid disconnections, or offer flexibility on the timing of future payments without
reducing the size of the bill. Others provide ongoing reductions in customer bills, either directly
(through discounts) or indirectly (through water efficiency interventions that reduce bills by
reducing usage).*8

This section examines the various types of CAPs and how they are used in the water sector

around the country, including in New Jersey. For purposes of comparison, this section also
describes CAPs offered to New Jersey’s electric and natural gas utility customers.

A. Types of CAPs

Generally, CAPs can be classified in the following categories:?’

CAPs that provide ongoing bill reductions:

e Bill Discount—Reduces an eligible low-income customer’s bills by a flat dollar amount
or a percent discount. Can be used to reduce the fixed service charge, the volumetric
consumption charge, or both. Additionally, discounts can be tiered by income.

e Percentage-of-Income Payment Plan—Rate design that prevents water bills from
exceeding a certain percentage of the customer’s income.

e Lifeline Rate—A low rate for an initial amount of water, to cover most or all of a
household’s basic needs, such as drinking, cooking, and sanitation. Water consumption
above the lifeline amount is charged at a higher rate. Can be applied to all customers, or
just to low-income customers.

e Water Efficiency Assistance—Direct financial assistance (through rebates or upfront
subsidies or direct replacement of fixtures) for efficiency improvements like leak repairs
or replacement of inefficient fixtures or appliances.

CAPs focused on improving ease of payment, managing arrears, and avoiding imminent
shutoffs:

e Flexible Payment Terms—Aids customers in managing bills and arrears through various
methods, including but not limited to:
0 Payment plans
Connection loans
Managing arrears
Levelized/annualized billing (splits annual costs into 12 equal amounts to
avoid payment spikes that challenge those on fixed incomes)

O oo
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o0 Bill timing (allow customers to choose payment dates or switch to quarterly or
monthly billing schemes)

e Temporary Assistance—Short-term or one-time grants to prevent water shutoffs or
restore service for households facing unexpected hardships. Often limited to one use per
year.

Most or all of these CAPs can be offered in combination with each other. For example, water
efficiency assistance is an important complement to any ongoing bill-paying assistance.
Reducing excessive water usage reduces a customer’s bill, thereby reducing the size of the bill
discount or other assistance required to keep the customer’s bill affordable.

Appendix A, at the end of this paper, provides a comparison of the various types of CAPs,
including positive attributes, challenges or limitations, and other considerations. Appendix B
highlights a first-of-its-kind approach (for the water sector) recently adopted in Philadelphia,
which relies on the percentage-of-income approach.

Each type of CAP presents its own program design issues, many of which are beyond the scope
of this paper.’® Likewise, this paper will not address best practices for effective outreach and
enrollment of eligible customers, which are critical to the success of CAPs but often receive
insufficient attention. Finally, consumer protections regarding billing procedures, interest
charges, late fees, shutoffs, and other penalties for nonpayment should be considered in
connection with efforts to maintain affordable access to water and sewer service, but are beyond
the scope of this paper.’!

B. Water and Wastewater CAPs Around the Country

There is no federal program of low-income assistance for water and sewer customers, such as
there is for gas and electric customers (i.e., the Low Income Home Energy Assistance Program,
or “LIHEAP”).3? However, participants in federally funded energy efficiency programs for low-
income customers may be eligible for certain types of water efficiency assistance that help
reduce both energy and water bills.*

There are also no CAPs for water and sewer customers administered at the state level, anywhere
in the country.** However, some states, including New Jersey, do allow low-income energy
efficiency assistance funds to be used for certain water efficiency retrofits (such as low-flow
faucet aerators and showerheads) that result in both water and energy savings for low-income
customers by reducing hot water usage.*>> Additionally, in January 2019, California’s State Water
Resources Control Board published recommendations for a statewide low-income assistance
program, which would use state funds to directly subsidize low-income households’ water costs.
A state law enacted in 2015 required the Board to develop this proposal; further state legislation
would be required to implement it.*°

Around the country, all existing CAPs appear to be at the local utility level. Although many

water and sewer utilities offer one or more CAPs, these utilities remain in the minority. In 2016,
the U.S. EPA conducted an extensive survey of water and wastewater utilities around the country
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to identify existing CAPs. The study found that fewer than thirty percent (228 utilities) of 795
utilities surveyed offered one or more CAPs.*” Large utilities that serve more than 100,000
people were more likely to provide assistance programs than medium utilities that serve 10,000
to 100,000 people, but even among large utilities such programs remain the exception, rather
than the rule. (This survey did not include small utilities that serve fewer than 10,000 people.)

Table 1. Customer Assistance Programs Offered by U.S. Drinking Water and Wastewater
Utilities in the 2016 U.S. EPA survey.

Number of Utilities Total Number of
Type of Drinking Water and Wastewater Mumber of Utilities | Found to Have One | Programs! ldentified
Utilities Reviewed Reviewed or More Programs During Review
Large Utilities (=100,000 people) 620 190 (30.6%) 308 (84.4%)
Medium Wtilities (10,000-100,000 people) 175 38 (21.7%) BT (15.6%)

L Of 795 wutilities reviewed, 228 utilities offer a total of 365 CAPs.

Surveys of existing CAPs show a need for significant improvement to both program design and
funding levels. These programs often provide only short-term assistance, and often are not well
funded. Utilities have tended to rely on limited, outside sources of funding for their CAPs, rather
than treating CAPs as a typical operations cost to be funded with rate revenues.

According to the 2016 EPA survey, low-income households are the most common subpopulation
served by CAPs. A significant number of CAPs also target seniors, customers with disabilities,
and customers facing temporary financial hardship. “Eligibility for utility billing assistance is
[often] based on successful enrollment in assistance programs offered by other agencies or
organizations, which lowers the administrative costs to the water utility, makes the process easier
for recipients, and generally accelerates the reach of the CAP.”® (See Figure 3.)

Low-Income I 136
Hardship I 12 4
Seniors NN 4
Disabled G 43
Other/Unknown I 35
Military Wl 6

Figure 3. Number of CAPs serving various subpopulations, according to 2016 EPA survey.

Existing CAPs often provide only limited assistance. EPA’s survey found that about half of
CAPs are not designed to provide ongoing bill reductions for low-income customers. Rather,
they focus on assisting customers already in arrears, or in imminent danger of falling into arrears,
by offering temporary assistance and flexible payment plans. The other half of CAPs provide
ongoing bill reductions, primarily through bill discounts and, much less frequently, through
water efficiency assistance or lifeline rates. (See Figure 4.)
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Lifeline Rate
1%

Figure 4. Relative proportions of each type of CAP as reported in the 2016 EPA survey.

According to a 2010 survey by the Water Research Foundation (WRF), most CAPs have very
modest budgets. (See Figure 5.) Costs of administering a CAP can include: the resources needed
to administer the program, including outreach and eligibility determination; foregone revenue
from reduced rates and fees, as well as reduced water demand attributable to water efficiency
improvements; and the resources needed to pay for water efficiency services and devices.*® (It is
critical, however, to consider not only the budgetary costs of a CAP, but also the financial
benefits. As discussed in Section I above, successful CAPs can actually yield increased customer
revenues and decreased collection costs, which can offset some or all costs of the program.)

Cost of Administering Customer Assistance Programs

28% Unknown®

65% spend less
than $25,000

Amount Utilities Spend
Each Year on CAPs:

Less than $25,000 1 65%
Mare than $25,000 1 7%
Unknown® 1 28% 7% spend

$25,000

128% either did not know or did not answer this question
Source: WRF 2010, Page 17

Figure 5. Costs of administering CAPs, Water Research Foundation.
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Potential funding sources for CAPs include: rate revenues; alternative utility revenue sources
(such as leasing space for cell towers on utility property); voluntary contributions from
customers (such as giving customers the option to “round up” their bills); voluntary contributions
through employee programs; donations from external nonprofits; grants from local, state, or
federal governments; and general tax revenues.

In practice, the 2010 WRF survey found that utilities relied most often on partnerships with local
nonprofits for CAP funding. In contrast, the WRF study found only a small minority of programs
that were funded directly out of the utility’s budget. (See Figure 6.) Utilities’ reliance on outside
sources of funding—together with the absence of state or federal funding for low-income water
and sewer assistance—is a major reason why CAPs tend to have limited budgets.

How Utilities Fund Customer Assistance Programs:

¢

Nonprofits - 21%

Utility Budgets - 14%

Customers' Voluntary Contributions - 14%
Local Government - 10%

Other Sources - 4%

Utility Employees and/or Stockholders - 3%
Fundraising - 3%

e

I Numbers do not add up to 100 percent because utilities
could select more than one option or leave fields blank.

Source: WRF 2010, Page 18

Figure 6. How utilities fund customer assistance programs, Water Research Foundation.

Although a utility’s own rate revenues can provide the most robust and reliable source of CAP
funding, the law in many states is unclear as to utilities’ authority to use rate revenue for this
purpose. Nonetheless, recent studies have found many examples of rate-funded CAPs around the
country, and this is an evolving area of law.* (See Part IV for further discussion of legal issues
in New Jersey.)

C. Water and Wastewater CAPs in New Jersey

For publicly owned water and sewer utilities in New Jersey, state law specifically authorizes, at
the utility’s option, discounts to certain categories of seniors, people with disabilities, and
military service members deployed overseas. There is no information available on how many
utilities actually offer these discounts. As discussed in Section IV, state law is unclear on
whether these utilities can offer discounts to other low-income customers, and it does not speak
directly to other forms of CAPs. EPA’s 50-state survey of large and medium-sized utilities,
published in 2016, did not identify any publicly owned New Jersey water or wastewater utilities
with CAPs.*!
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In limited circumstances, state law authorizes a de facto CAP, of sorts, for residents of
municipalities that host regional sewage treatment plans. This law allows certain sewerage
authorities and utility authorities to provide a “host community benefit” bill discount, up to 40
percent, to customers within the municipality where a sewage treatment plant is located.*> Since
it is likely that sewage treatment plants disproportionately reside in low-income communities,
those benefitting from host community benefit rates are often low-income households. For
example, residents in Camden, one of the poorest communities in the state, receive a 40 percent
discount from the Camden County Municipal Utilities Authority (CCMUA). CCMUA charges
city residents $220 annually, while nonresidents pay $352.4

For investor-owned utilities in New Jersey, which are subject to state regulation of rates, the
Board of Public Utilities (BPU) has authority to approve CAPs that directly reduce low-income
customers’ bills. New Jersey American Water (NJAW) and SUEZ appear to be the only BPU-
regulated utilities currently offering these types of assistance, and only New Jersey American
Water provides any form of ongoing assistance to low-income customers, as opposed to one-time
assistance. The programs offered by those two utilities are described below.

Additionally, investor-owned utilities must comply with BPU’s consumer protection rules. This
includes a requirement to offer customers at least two “flexible payment” options: levelized
billing** and extended payment plans for overdue bills.*’

Finally, statewide energy efficiency assistance programs may offer some water-related assistance
for low-income utility customers. New Jersey has reported to the U.S. Department of Health and
Human Services that water conservation assistance is a permitted use of funds under the state’s
LIHEAP “weatherization” program.*® Similarly, the “Comfort Partners” program funded by BPU
and energy utility ratepayers includes certain water conservation measures (low-flow aerators
and showerheads; and water heater and hot water pipe insulation) as eligible forms of assistance
for low-income energy utility customers.*’

New Jersey American Water (NJAW): Help20thers (H20)

NJAW’s Help2Others (H20) program offers the following to customers under 300 percent of the
federal poverty line: flexible repayment terms, temporary assistance (in the form of one-time
credits of up to $500, available once every three years), and bill discounts (which provide an
ongoing credit equal to the amount of the fixed service charge). Additionally, customers
receiving the fixed service charge credit who are also receiving Social Security benefits or
Medicare, are eligible for a discount on the monthly Distribution System Improvement Charge.
The program is administered by NJ SHARES, a nonprofit that administers other assistance
programs in the energy utility sector.*®

The program is funded by rate revenues. NJAW’s costs are recoverable from all customer
classes, pursuant to a BPU order.*

In 2016, NJAW provided $39,130 in bill credits to 169 households; >° this was less than half as
much funding as two years earlier.”! Also in 2016, 1,900 households received the discount on the
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fixed service charge, compared to 5,500 in 2014.%% It seems that the program is far from reaching
all eligible customers, but the reasons are presently unknown.

SUEZ Water
SUEZ provides only a temporary assistance program, with maximum grants of $100 to
customers who are in a temporary financial crisis. Like NJAW’s programs, this program

administered through NJ SHARES, a nonprofit organization.>® Other details on the program are
presently unavailable.

D. Comparison with New Jersey’s Energy Assistance Programs

In contrast to New Jersey’s water and wastewater customers, all of the state’s gas and electric
customers benefit from multiple programs that offer low-income assistance.

Affordability became a nationwide issue for electric and natural gas utilities long before it was a
concern in the water and wastewater industries. Around the country, CAPs are common in the
energy sector. Programs run by individual electric and gas utilities generally fall into the same
categories as the water and wastewater CAPs described in Section II.A. Moreover, in the energy
sector, CAPs exist at both the state and federal levels. These state and federal programs often
work in tandem with, or provide funding to, programs administered at the utility level.

In New Jersey’s water sector, utility managers, regulators, and policy makers can gain insight by
examining the state’s gas and electric CAPs. While important differences between the water and
energy utility sectors must be considered, there are opportunities to learn from the energy
sector’s long experience with low-income affordability programs and adapt those lessons to the
water sector.

Below are summaries of the main statewide CAPs that support low-income or other electric and
gas customers in New Jersey. These include programs that provide percentage-of-income limits
on energy costs, fixed discounts or credits, temporary assistance, arrearage forgiveness, energy
efficiency assistance, and seasonal protections against shutoffs. Several of these programs were
created by a 1999 state law, the Electric Discount and Energy Competition Act, which included a
declaration “that it is the policy of this State to . . . Ensure universal access to affordable and
reliable electric power and natural gas service.”* Some individual utilities offer additional
programs, such as flexible bill payment options, but this paper has not attempted to catalogue
such utility-specific programs.>

Additionally, all gas and electric utilities must comply with the same BPU consumer protection

rules that apply to investor-owned water and sewer utilities. As noted above, this includes
requirements to offer a levelized billing option and extended payment plans for overdue bills.
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1. Percentage-of-income limits on utility costs

NJ Universal Service Fund?¢->7-8-39:60.61.62.63

New Jersey’s Universal Service Fund (USF) is supported by the Societal Benefits Charge (SBC),
a monthly surcharge on customer utility bills (including residential and nonresidential
customers). The state Board of Public Utilities sets the amount of the SBC; it also approves the
budgets and eligibility criteria for programs funded by SBC revenues, not all of which are low-
income assistance programs. The USF, specifically, provided $130 million in assistance to nearly
185,000 low-income households in the 20162017 program year, supplementing the federally
funded (and state-administered) LIHEAP.

e Source of Funds: Surcharge on utility bills, based on each customer’s gas and electric
usage. The average charge for residential customers was $2/month in program year
2016-2017 (combined electric and gas). However, the majority of revenue to the program
came from charges to nonresidential ratepayers (i.e., commercial and industrial).

¢ Eligibility: For energy bill assistance, households must have gross incomes at or below
175 percent of the Federal Poverty Level and must spend more than three percent of
annual income on either electricity or natural gas. If the household uses electricity to heat
the home, the household must spend more than six percent of income on electricity.

o Assistance Provided: Under USF, families receive enough financial assistance to
prevent their energy bills from consuming more than six percent of annual household
income. The benefit is calculated based on a customer’s annual household income and
gas and electric bills, taking into account any discounts the customer receives from the
Lifeline program and LIHEAP. Each energy and gas utility administers the program for
its own customers.

2. Fixed dollar-amount credits

NJ Low-Income Home Energy Assistance Program (LIHEAP)—Ongoing Bill Discounts®

The Low-Income Home Energy Assistance Program (LIHEAP) is a seasonal program created to
help low-income households with heating and medically necessary cooling costs. The application
period is typically from October to April. New Jersey’s LIHEAP is similar to those implemented
by other states, which are largely funded by the federal government. Limited funds often prevent
LIHEAP from reaching all eligible households in a given year. LIHEAP is administered together
with the USF program; applicants apply to both benefit programs at the same time.

e Source of Funds: LIHEAP is funded through the U.S. Department of Health and Human
Services.

e Eligibility: Households must have gross incomes at or below 200 percent of the Federal
Poverty Level.

e Assistance Provided: Families receive direct funding or, in some cases, the benefits are
forwarded to their service provider. The amount of LIHEAP heating benefit is
determined by income, household size, fuel type, and heating region. The benefit amount
for medically necessary cooling assistance is $200 in New Jersey.

e Cost: LIHEAP is funded by the federal government and administered in partnership with
local community action agencies.
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Lifeline®-66-:67

The Lifeline Program is an annual energy assistance benefit, for electric and natural gas, that aids
certain seniors and residents with disabilities. The program is administered by the NJ Department
of Health and Human Services. The benefit is available both to customers receiving a gas or
electric bill and to tenants who have electric and gas costs included in their rent payments.

e Source of Funds: The Lifeline Program is funded by the SBC.

o Eligibility: Residents who receive federal Supplemental Security Income (SSI) benefits
or meet the Pharmaceutical Assistance to the Aged and Disabled (PAAD) eligibility
requirements.

e Assistance Provided: $225 annual credit on utility bill, or annual check payable to
tenants whose gas and electric utilities are included in rent. (SSI recipients receive the
Lifeline assistance as an $18.75 supplement to their monthly SSI benefit.) State
reimburses utilities for the value of Lifeline credits appearing on the utility bill.

e Cost: $70 million in 2016.

3. Temporary Assistance

Payment Assistance for Gas & Electric (PAGE)%%
Payment Assistance for Gas & Electric (PAGE) is an annual assistance program designed to
provide temporary aid for electric and natural gas bills to households experiencing economic
hardship. It is administered by the Affordable Housing Alliance—a private, 501(c)3 corporation.
e Source of Funds: Board of Public Utilities “Unclaimed Utility Deposits Trust.”
e Eligibility: To qualify, households must fit the income criteria as shown in Table 2, have
a demonstrated past-due balance, must not be receiving USF or LIHEAP benefits, and
have less than $10,000 in liquid assets.
e Assistance Provided: Households receive a one-time grant of up to $1,500 to help
alleviate past-due balances and pay current bills.”
e Cost: Between October 2017 and March 2018, PAGE distributed $1,359,380 in grants to
1,563 households.

Table 2. PAGE Program Income Range for Eligibility (2017)

Min. Annual
Income

$24,132 $32,496 $40,860 $49,212 $57,576 $65,940 $74,292 | $82,656 $91,020

Max. Annual
Income

$57,307 $74,940$92,573'$110,207$127,840 $145,473 $148,778 $152,085 $155,392

Source: http://www.njpoweron.org/page-requirements.html
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NJ SHARES Program’!’?
NJ SHARES is an independent, nonprofit 501(c)3 corporation that assists energy customers in
temporary financial crisis who do not qualify for assistance through state or federal programs.
e Source of Funds: Contributions, gifts, and grants.
¢ Eligibility: Recipients must be suffering from a financial crisis, such as job loss, injury,
or illness, and be behind on their energy bills. They must also have an income level that
excludes them from LIHEAP or USF benefits but does not exceed 400 percent of the
federal poverty level.
e Assistance Provided: Grant of up to $700 for a heating source (gas or electric), and up to
$700 for electric service.
e Cost: NJ SHARES spent over $3.2 million in 2017 on all programming (including water
and telephone assistance and administrative costs).

4. Forgiveness of arrears

Fresh Start Program’>7*

The Fresh Start Program forgives past due balances on energy bills and improves customer
payment records. Customers enrolling in USF for the first time are automatically enrolled in
Fresh Start, which is only available for the first year of participation in USF. In program year
2016-2017, nearly 13,000 households received $5 million in benefits from the program.
e Source of Funds: The Fresh Start Program is a component of the USF program, which is
funded by Societal Benefits Charge.
e Eligibility: Households must have a balance of $60 or more on their energy bills as they
enter the USF program.
e Assistance Provided: If households pay current monthly charges on time and in full
every month for 12 months, their pre-USF program overdue balance will be forgiven.
e Cost: In 2016, the program cost was $5.5 million.

5. Energy efficiency assistance

NJ Comfort Partners’’%7"78
NJ Comfort Partners provides energy efficiency assistance to qualifying low-income households.
e Source of Funds: NJ Comfort Partners is funded by the Societal Benefit Charge, which
also funds the Universal Service Program (see above).
¢ Eligibility: Households at or below 225 percent of the federal poverty line are eligible for
Comfort Partners. Households that receive USF, Lifeline and/or Pharmaceutical
Assistance to the Aged and Disabled (PAAD) are also eligible. The customer must also
use the home as a primary residence and be the ratepayer of record with the electric or
gas utility.
e Assistance Provided: Participants receive free installation of an array of cost-effective
energy efficiency measures, as well as personalized energy education and counseling.
From 2001 through early 2018, Comfort Partners helped over 109,000 families.
e Cost: $29 million in FY 2017. (Since 2010, annual spending has been relatively
consistent, with the exception of FY 2013, when Comfort Partners provided nearly $48
million in assistance.)
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Note: The New Jersey Clean Energy Program (NJCEP) released a draft Strategic Plan in May
2018, which proposes a new energy efficiency program for multifamily housing; that program
would include “particular attention . . . to affordable-rate housing,” with the potential for
“increased incentives” for owners of such buildings.

Weatherization Assistance Program’®-80:381.82.83, 84

The state’s Weatherization Program provides assistance to seniors, residents with disabilities,
and low-income residents to weatherize their homes, improving heating system efficiency and
conserving energy.

e Source of Funds: Federal grants to the state from the U.S. Department of Health and
Human Services (HHS) and the U.S. Department of Energy (DOE). Since 2010, the
program has received $32.5 million in grant funding from DOE’s Weatherization
Assistance Program; from 2010 to 2017, the state weatherized an average of 500 homes
per year using DOE funds. Additionally, up to 15 percent of the state’s LIHEAP funding
(provided by HHS) may be directed to the program in any given year.

e Eligibility: For DOE-funded assistance (through the federal Weatherization Assistance
Program), recipients must have a total household income at or below 200 percent of the
federal poverty level.

e Assistance Provided: In connection with the American Recovery and Reinvestment Act
in 2009, the state reported that low income families would save “an average of $413 in
reduced first-year energy costs.” In 2018, the maximum amount of assistance provided
per housing unit is approximately $7,000.

6. Seasonal protection against shutoffs

Winter Termination Program (WTP)*
The BPU forbids any electric and natural gas utility service providers under BPU regulatory
authority from executing power shutoffs against certain groups of customers between November
15 and March 15.
e Eligibility: Under this policy, customers who are enrolled in low-income assistance
programs including Lifeline, LIHEAP, Work First New Jersey/Temporary Assistance to
Needy Families (WFNJ/TANF), federal Supplemental Security Income (SSI), and
Pharmaceutical Assistance to the Aged and Disabled (PAAD) are all protected from
service shutoffs during this time period. There is also a catchall category that protects all
customers who are unable to pay their bills due to circumstances outside of their control.
e Assistance Provided: Eligible customers are protected from service shutoffs.
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III. EQUITABLE RATE STRUCTURES

Low-income “customer assistance” programs typically focus on ways to reduce low-income
customers’ costs relative to what those customers are charged under a utility’s current rate
structure. However, utilities seeking to address low-income affordability challenges should also
examine how their underlying rate structure affects the size of the bills received by low-income
customers in the first instance. Reforming a utility’s basic rate structure can go a long way to
reducing burdens on low-income customers, reducing the need for additional, income-based
assistance. Indeed, one academic expert has compared equitable rates to “inoculation” (i.e., low-
cost preventive medicine applied to a whole population) and CAPs to “clinical therapy” (i.e.,
assistance that must be tailored to an individual’s circumstances after a problem has arisen).%
Rate structure reforms, which affect the distribution of costs among customers, can go hand-in-
hand with a full-cost pricing approach that allows a utility’s total revenues to cover its operating
and capital expenses.®’

Avoiding excessive reliance on fixed charges and adopting tiered (or “inclining block™) volume-
based rates are two steps that can significantly reduce water costs for many low-income
households.®® Low-income customers tend to use less water than the average customer. This is
largely because outdoor use for landscape irrigation comprises a large share of average customer
water use, but low-income customers are less likely to have large outdoor water use. Because
low-income customers tend to have lower usage, rate structures that rely significantly on
volumetric charges will tend to result in more affordable bills for low-income customers, as
compared to rate structures that rely more heavily on fixed charges.®’

When shifting allocations between fixed and volumetric charges, care must be taken to ensure
that variability in water demand does not undercut the need for revenue stability. There is a rich
and growing body of literature and practice in this field, and utilities use various strategies in
conjunction with volumetric charges to limit revenue variability.”

Among the many possible volumetric rate structures, inclining block rates (a higher per gallon
rate for larger increments of use) will tend to result in more affordable bills for low-income
customers than either uniform rates (the same per gallon rate regardless of usage) or declining
block rates (lower per gallon rates for larger increments of usage). Inclining block rates can be
explicitly structured to ensure that the volume included in the lowest-cost block, or tier, matches
the amount of water deemed necessary to support basic indoor water needs, including drinking,
cooking, and sanitation; this approach is often known as a “lifeline” rate. When considering the
affordability implications of any tiered rate structure, however, it is important to consider
unintended consequences for those low-income households that have larger than average
household sizes, which increases the volume that these particular customers require to meet basic
needs.”!

Low-income customers may also benefit from rate structures that charge for stormwater services
based on impervious area, or on some other surrogate for the amount of runoff a property
contributes to the public sewer system. (In early 2019, New Jersey enacted legislation
authorizing municipalities to charge for stormwater services based on impervious area.’?)
Because low-income customers tend to have relatively smaller homes with less impervious area,
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they can be disadvantaged by rate structures that charge for stormwater services on the same
basis as wastewater services, as is often the case for combined sanitary and storm sewer systems.
Such rate structures can also disadvantage residential customers as a whole because
nonresidential properties with large impervious area, but limited water or wastewater usage,
would not be charged their fair share for the stormwater burden they place on the sewer system.

Notably, the rate structures suggested above—reducing reliance on fixed charges, using inclining
block rates, and adopting stormwater fees—can also benefit water and sewer systems by
incentivizing all customers to conserve water and utilize sustainable stormwater management
practices.

Finally, interest charges, late fees, and other financial penalties for nonpayment are distinct from
the basic rates charged for service, but nonetheless affect the ability of customers to afford their
bills and have a disproportionate effect on customers who are already struggling to make
consistent on-time payments. Utilities can assess their practices to determine whether they are
unnecessarily punitive or counterproductive or impose undue burdens on low-income customers.
This topic is generally beyond the scope of this paper.”
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IV. CHALLENGES TO USING CAPs AND RATE STRUCTURE REFORMS TO
ADDRESS AFFORDABILITY

In the water and wastewater utility sector, providing effective assistance to low-income
customers poses challenges that require innovative policy responses. Some of these challenges
have been faced by the energy sector, and the water sector can learn from that experience. Other
challenges arise from major differences in the governance and organization of the energy utility
sector as compared to the water sector and will require different approaches.

The lack of state and federal policies, programs, or funding leaves each water and wastewater
utility on its own to address affordability.

The state’s Electric Discount and Energy Competition Act, adopted in 1999, provides that “it is
the policy of this State to . . . Ensure universal access to affordable and reliable electric power
and natural gas service.””* In contrast, there is no state law or policy concerning universal service
or affordability of water and wastewater service.

Further, the Electric Discount and Energy Competition Act created the “Societal Benefits
Charge,” a surcharge on residential and nonresidential electric and gas bills, which provides
hundreds of millions of dollars annually for low-income energy assistance. The state also
receives federal funding to support low-income energy assistance, under LIHEAP and the
Weatherization Assistance Program. In contrast, there is no state or federal funding for low-
income water and sewer customer assistance.

New Jersey lacks a statewide, unified mechanism to address low-income affordability in water
and wastewater utilities. Establishing such a mechanism is complicated by the fact that service
is provided under two distinct models of service delivery, one private (investor-owned) and one
public.

Water and wastewater utilities have evolved to be delivered under two models, in some cases by
public agencies and in others by investor-owned utilities. This makes adopting and implementing
low-income affordability programs a complex task—in many ways much more so than it is for
energy utilities.

As measured by population served, publicly owned systems provide 60 percent of the state’s
drinking water utility service and almost all of the state’s wastewater utility service. Investor-
owned utilities, which are rate-regulated by BPU, provide about 40 percent of the drinking water
service and a small percentage of wastewater utility service.”

Investor-owned systems are subject to BPU rate regulation through a quasi-judicial ratemaking
process, which includes participation by a designated consumer advocate and provides a forum
for in-depth technical analysis of rate design and trends in ratemaking. However, apart from
basic consumer protection requirements noted above, BPU has no low-income affordability
policy or program that applies across all of its regulated water and wastewater utilities, although
it has approved such programs for some utilities it regulates.
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There is also no state law or regulation mandating publicly owned water and wastewater utilities
to establish low-income affordability programs. State law authorizes these systems to provide
certain types of affordability programs, but for others types the law is ambiguous. Publicly
owned systems set their rates locally through their annual budget process and, while the state
reviews these budgets, the state does not oversee the setting of rates, per se. Decision makers for
these systems have no statewide forum for technical analysis of rate design, although they do
have some access to technical rate information through the continuing education programs
offered by professional and industry organizations.

In the energy sector, by contrast, a handful of utilities provide gas and electric service across
New Jersey. All of these are regulated by BPU, which must approve of their rates, bearing in
mind the affordability and universal service goals established by state law. BPU also establishes
surcharges on gas and electric bills to fund low-income assistance programs and plays a key role
in approving, overseeing, and/or implementing such programs.

Most of the state’s water and wastewater utilities are small, with limited managerial capacity
and a small customer base.

A large majority of the state’s water utilities serve 10,000 or fewer people (with some much
smaller than that), and about 40 percent of wastewater utilities treat one million gallons per day
or less.”® Smaller systems often have limited small staff and administrative capacities. This could
make independent administration of means-tested affordability programs challenging, although
rate structures reforms to improve equity may be relatively easier to administer.”” In contrast, in
the energy sector, the entire state is served by a handful of large electric and gas utilities with
very large budgets, sophisticated billing systems, and greater opportunities to achieve economies
of scale.

Concentrated poverty afflicts many communities served by large water and sewer systems.

Many medium and large utilities serve populations with a relatively high median income, which
may provide the opportunity to self-fund low-income affordability programs. However, some
medium and large utilities serve populations with a high proportion of low-income households. If
those systems were to rely exclusively on revenue from residential customers to fund means-
tested CAPs, they may be unable to do so at a level sufficient to meet the need.

It may be possible for these systems to fund low-income programs using revenue from both their
residential and nonresidential customers. Depending on the costs of a particular program, some
may raise concerns that raising nonresidential rates would affect local competitiveness for
business investment. Notably, however, in New Jersey’s energy sector, the state-run Universal
Service Fund pools the revenue from surcharges on residential and nonresidential customer bills
statewide to provide funding for low-income affordability programs.

Without express authorization in state law, publicly owned water and sewer utilities are

uncertain whether they are allowed to use rate revenues to fund low-income assistance, even
though existing law may actually provide adequate authority in some or even all cases.
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Investor-owned utilities can obtain BPU authorization to use rate revenues to offer low-income
assistance, as illustrated by New Jersey American Water’s low-income assistance program,
described above. For publicly owned water and sewer systems, however, the law is unclear.

Publicly owned systems seem to face no legal obstacles to providing certain forms of assistance,
such as flexible payment arrangements, that make it easier to pay bills without offering
customers a discount or other financial benefit on the basis of income. Lower “lifeline” rates for
an initial increment of usage sufficient to meet basic needs, if applied to all customers regardless
of income, likewise should be acceptable under current law. Other forms of means-tested
assistance, when funded by rate revenues, present more complex issues under the laws governing
the rates of publicly owned systems.

All publicly owned systems are expressly authorized to offer discounts to certain low-income
customers who are elderly or disabled, and to military service members who are actively
deployed in time of war, but otherwise do not directly address discounts for low-income
customers.”® Apart from these specifically authorized discounts, state law generally calls for
publicly owned systems to charge “uniform” rates across classes of customers, although there are
important distinctions depending upon whether the system is owned directly by a county or
municipality or by a utilities authority or sewerage authority (i.e., a separate legal entity created
under state law specifically to own and operate the publicly owned system). Utilities authorities
and sewerage authorities are allowed to deviate from a uniform rate structure when they deem it
to be “practicable and equitable.” * County owned and municipally owned systems do not have
the benefit of that statutory language; neither are they expressly prohibited from offering low-
income discounts more widely.!%

Where the law is silent or ambiguous, water and sewer systems may be able to make a “business
case” for income-based affordability programs. As discussed above, such programs can increase
the stability of customer revenues and reduce a utility’s collections costs, thereby providing a
financial benefit to all ratepayers.'°! If a system were to adopt a program, and face a legal
challenge, however, courts are generally deferential to local rate setting decisions; the New
Jersey Supreme Court has explained that courts have a “limited role when reviewing municipal
rates for utility services . . . [Rates will be overturned] only if patently unreasonable.””!*?

The ambiguity in existing law may make publicly owned systems reluctant to adopt new means-
tested affordability programs. The state Senate passed legislation earlier this year (S. 276) to
explicitly authorize publicly owned water and sewer utilities to offer discounts to low-income
customers, without regard to age or disability.

A large proportion of low-income households pays for water and sewer costs only indirectly
through rent—not as customers of a utility—which makes those households hard to reach
with typical customer assistance programs.

A large share of low-income households that receive water and sewer service do not actually
receive a water or sewer bill from a utility. These are mostly renters, and their landlords are
responsible for paying the water and sewer bills. Multifamily buildings, in particular, are
typically master metered for water and the landlord is the account holder.'® In many cases,
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renters in one- and two-family homes also pay for water and sewer indirectly through their
landlord. In all of these instances, water and sewer costs affect the residents’ cost of living only
indirectly as part of their rent.! Further, as noted above, to the extent that certain affordable
housing owners are unable to pass along water and wastewater costs to tenants, those costs
reduce the funds available to the landlord for other core building operation and maintenance
needs, potentially limiting the availability of quality affordable rental housing.

The lack of a customer relationship with a water or wastewater utility makes it challenging to
deliver assistance to these households to mitigate the effect of water and sewer charges on their
cost of living.

There is no agreed-upon metric or threshold for water and sewer affordability.

In the energy sector, state policy defines 6 percent of household income as an affordable amount
for low-income customers to pay for electric and gas service, combined. There is no widely
agreed-upon affordability metric or threshold for household-level affordability of water and
sewer service, either in New Jersey or elsewhere around the country. Even in the absence of such
thresholds, the state and/or utilities can offer substantial assistance to reduce costs for eligible
low-income households. But developing targets or thresholds would greatly assist policy makers
in designing (and tracking the progress of) programs that actually ensure affordable water and
sewer bills for all low-income customers. Jersey Water Works embarked in 2018 on a project to
explore these issues.
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V. COMPLEMENTARY STRATEGIES: REDUCING COSTS FOR ALL
RATEPAYERS

In addition to a focus on customer assistance programs and rate structures, policy makers can
also support water affordability by using strategies that help reduce costs for all ratepayers.
These include: optimizing utilities’ operations, maintenance, and capital programs; taking
advantage of state grants and low-cost loans to finance infrastructure investments; increasing the
amount of state and federal grant funding for water infrastructure, with a priority for
disadvantaged communities; investing in cost-effective water conservation and efficiency
measures; ensuring that rate revenues are not diverted to nonutility purposes; and, in appropriate
circumstances, regionalization of small systems.

A. System Optimization, Asset Management, and Cost-Effective Investments

Optimizing the efficiency of a utility’s operations (including through operational changes and
strategic capital investments) is an important tool to help maintain affordable bills for all
customers. Box 1 below explains how the Camden County Municipal Utilities Authority
(CCMUA) was able to use cost efficiency measures, along with state grants and low-interest
loans, to improve its infrastructure while avoiding significant rate increases—current rates are
well below those in place at the beginning of the program, when adjusted for inflation. While
utilities may not be able to replicate the specific circumstances and results of CCMUA, most will
be able to improve their operational efficiency to some extent through similar means, and all can
take advantage of state loans when available to reduce financing costs.

More broadly, as summarized by the U.S. Environmental Protection Agency, asset management
is “the practice of managing infrastructure capital assets to minimize the total cost of owning and
operating these assets while delivering the desired service levels.”!% As the New Jersey
Department of Environmental Protection (NJDEP) explains, proper asset management helps
utilities reduce life cycle costs of their infrastructure, by prioritizing repair or replacement of
critical infrastructure before it breaks down and requires even more expensive interventions.'®
For example, one New Jersey wastewater utility manager estimates that emergency repairs can
be five to seven times more costly than planned repairs.'?” Similarly, effective asset management
can reduce ongoing hidden costs, such as the avoidable expense of producing large amounts of
treated drinking water that are lost from leaky distribution systems (“real water loss™) or
underbilled to certain customers due to inaccurate water meters (“apparent water loss”). Leaks
from water distribution systems can also impose an unseen cost on sewer systems, as the leaked
water often finds its way into wastewater pipes, adding to the flow that the wastewater utility
must treat. Cost-effective efforts to reduce water losses help reduce these costs, for both water
and wastewater utilities, helping to mitigate the extent of rate increases needed for other
necessary capital and operating expenses.'%
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Box 1.

Camden County Municipal Utilities Authority’s Environmental Management System,
Along With Strategic Use of State Grants and Loans, Limits Rate Increases.

CCMUA is an example of a utility that has undertaken extensive cost-saving measures and
seen lower-than-average bill increases over the last two decades. CCMUA implemented an
ISO 14001 Environmental Management System (EMS) in 1999 in order to optimize
efficiency. It has resulted in improvements in environmental performance, water quality, odor
control, and cost efficiency. CCMUA is one of only 35 utilities nationwide with a certified
EMS.

In addition to the EMS, CCMUA controls costs by relying whenever possible on grants and
low-interest loans from the NJ Water Bank (a joint program including State Revolving Funds
and bond proceeds from the NJ Infrastructure Bank) to finance capital investments, selecting
capital projects where annual debt service is less than or equal to annual Operations &
Maintenance (O&M) cost savings from new equipment, and otherwise reducing O&M costs
through automation. With this no-cost or low-cost state financing, CCMUA has, since 1997,
replaced virtually all of its primary treatment assets.

As a result of these efforts, CCMUA’s annual wastewater rate for residential customers has
only risen by 4.45 percent since 1996. When adjusted for inflation, the real cost of wastewater
for Camden County residents has declined significantly over the past 20 years.

Notably, the various elements of the EMS program not only reduced costs and improved
wastewater treatment systems, but also reduced CCMUA'’s environmental footprint. One
aspect of the program, for example, involves a multiyear effort to convert the utility’s sewage
treatment plant to use renewable energy sources. The project, which will be completed in
2019, utilizes:

e On-site solar

¢ Biofuels (methane) generated from sewage sludge

o Off-site agreement with an energy utility—trading effluent (to be used by an energy

utility as cooling water) for power supply

Sources:

(1) Conversation with Andy Kricun, CCMUA executive director, 2017.

(2) Maykuth, Andrew. “Wastewater for electricity: South Jersey utility in swap deal with trash-to-energy plant.’
The Philadelphia Inquirer, Sept. 28, 2017, http://www.philly.com/philly/business/energy/wastewater-for-
electricity-south-jersey-utility-in-swap-deal-with-trash-to-energy-plant-20170928.html.

(3) A. Kricun, “Planning for Optimal Utility Performance in a Sustainable, Cost Effective, Manner” (June 12,
2012), p. 24, https://www.epa.gov/sites/production/files/2016-01/documents/planning-for-optimal-utility-
performance-in-a-sustainable-cost-effective-manner.pdf.

(4) Jersey Water Works, Our Water Transformed (2017), p. 36, http://www.jerseywaterworks.org/wp-
content/uploads/2017/11/JWW_OurWaterTransformed.pdf.
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Under the state’s Water Quality Accountability Act, adopted in 2017, drinking water utilities are
required to develop asset management plans by April 2019.!% NJDEP also requires wastewater
systems with combined sewer overflow permits to develop asset management plans.'!' Yet,
Jersey Water Works observes that “despite recent progress, effective asset management has not
become an established, routine, expected function of many water supply and wastewater
utilities.”!!! The Joint Legislative Task Force on Drinking Water Infrastructure, in its final report
and recommendations, echoed Jersey Water Works’ call for effective implementation of these
new asset management requirements, as well as improved asset management by other utilities
not currently subject to these requirements (including wastewater utilities), in order to ensure
high quality water and sewer service for all New Jersey residents at an affordable cost.!!?

When investing in new infrastructure, rate impacts can also be mitigated for all customers by
maximizing the use of cost-effective alternatives to traditional “gray” infrastructure, such as
water efficiency and green infrastructure strategies, to help meet water supply and water quality
needs.!!3

Finally, peer-to-peer programs and information sharing mechanisms can enable systems with

limited resources to learn about best practices and receive technical support from water utility
leaders at larger systems.'!4

B. State Infrastructure Funding: Low-Cost Financing and Grants

As discussed above, major capital improvements to water and sewer systems are a primary driver
of increasing water and sewer bills, though the CCMUA example above shows that some
improvements can actually reduce rates. Utilities can mitigate the rate impacts of investments by
taking advantage of opportunities to obtain low-cost financing and, where available, grant
funding, from the state and federal governments. Moreover, the state could take steps to increase
the total amount of funding available.

The primary source of state water infrastructure funding is the New Jersey Water Bank (Water
Bank). The Water Bank is jointly administered by the New Jersey Infrastructure Bank (NJIB)
(formerly known as New Jersey Environmental Infrastructure Trust, or NJEIT), and NJDEP. It
offers low-interest loans to municipalities, counties, regional authorities, and water purveyors for
water, wastewater, and stormwater infrastructure projects. NJIB and NJDEP co-administer the
Drinking Water State Revolving Fund and Clean Water State Revolving Fund (the “SRFs”). In
addition to low-interest loans, certain projects are eligible for principal forgiveness from the
Water Bank, essentially transforming loans into grant-like funding. A limited set of planning
grants are also available, such as for asset management plans that result in capital projects.!'® In
some circumstances, there are also opportunities to reduce existing debt service costs by
refinancing loans from past infrastructure projects. The CCMUA case study in Box 1 provides a
good example of this approach.

Small systems (towns with less than 10,000 people) can receive grants from the Rural
Development Administration.!''®
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State elected officials can also consider devoting additional state funds to water and wastewater
infrastructure investments and prioritizing such funds for economically disadvantaged
communities (including by offering grants, rather than loans, to such communities). These were
key recommendations of the state’s Joint Legislative Task Force on Drinking Water
Infrastructure in January 2018.""7 Jersey Water Works identified numerous other states that have
dedicated significant state funds beyond their SRF programs.'!®

C. Preserving Rate Revenues for Use by the Utility

New Jersey law currently allows some publicly owned water and sewer utilities to transfer a
portion of annual revenues to the general municipal budget, for use on unrelated local
government expenses.!!” The Joint Legislative Task Force on Drinking Water Infrastructure
reported that, in one set of 100 New Jersey municipal and authority budgets, approximately $80
million had been transferred in a three-year period.!?* When these transfers take place, bills paid
by water or sewer customers are being put to purposes unrelated to the provision of water or
sewer service, which would otherwise be funded by the municipality’s general tax revenues.'?!
Moreover, the utility becomes unable to use the funds in the following year to reduce rates or to
mitigate the need for rate increases. Reducing or eliminating the use of this practice would help
ease upward pressure on rates for all customers. Legislation has been introduced to repeal this
authority.!'??

D. Regionalization

Although affordability is not necessarily a function of a system’s size, affordability problems
(and, for that matter, operational challenges) can sometimes be acute for small systems, which do
not benefit from the technical, financial, and managerial economies of scale often enjoyed by
larger systems, and whose small customer base can make it difficult to fund public water or
wastewater infrastructure at a level needed to ensure reliable access to clean and safe water and
wastewater service. Around the country, various approaches to regionalization—ranging from
physical or managerial merger of systems (i.e., consolidation), to simply partnering on use or
purchase of various equipment and services—have been used to help reduce the costs of
providing the necessary level of service to all customers.'?*> Consolidation can be effected
through the creation of a new governing body that takes responsibility for multiple existing
public systems, as well as acquisition of one public or private system by another existing system.
In any particular case, consideration of the pros and cons of consolidation or of the comparison
among various forms of consolidation is very case-specific and raises many complex financial,
operational, and political issues.'?* Given the highly fragmented nature of water and wastewater
utilities in New Jersey, all of these regionalization approaches deserve consideration, in
appropriate cases.
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VI. POLICY OPTIONS

Drawing on the discussion above, this final section offers a menu of policies that can improve
the affordability of water and sewer services for low-income New Jerseyans—to the benefit not
only of those households but also of everyone who relies on high quality water and wastewater
service. (As this paper offers policy options, rather than recommendations of the authors, the list
below is not arranged in order of priority.)

Many of these policies can be implemented at the state level, others at the local or individual
utility level, and some in partnership across these levels. Federal policies, of course, also affect
water infrastructure costs and affordability in New Jersey, and this paper includes a few
examples of federal policy changes that New Jersey leaders may wish to support.

Critically, these various policy options are not mutually exclusive. Indeed, in the energy sector,
many of these approaches have long been recognized as complementary and are commonly used
in tandem. For example, flexible payment arrangements and temporary assistance can offer
practical help to avoid missed payments and address past arrears, while low-income bill
discounts and targeted efficiency assistance can work together to reduce bills on an ongoing
basis. Similarly, reforming a utility’s basic rate structure, which can go a long way to reducing
burdens on low-income customers, can be coupled with means-tested assistance that closes the
remaining affordability gap. And any efforts targeted to low-income customers can be coupled
with strategies that reduce costs for all customers.

A. State-Level Policy Options

e Enact legislation creating a statewide low-income affordability program and
establishing a state policy of universal access to water and sewer service, similar to
existing programs and policies in the energy sector. As noted above, New Jersey
enacted a law two decades ago declaring that “it is the policy of this State to . . . Ensure
universal access to affordable and reliable electric power and natural gas service.” That
same law created some of the existing CAPs that support gas and electric customers.
Similarly, new state legislation could define “ensuring universal access to affordable and
reliable water and sewer service” as state policy and establish one or more types of CAPs
to serve that goal.

New state programs could be funded from a dedicated funding source or from general
state revenues, or a combination. One funding model, from the energy sector, is for
utilities to impose a small surcharge on water and wastewater bills and pool the resources
at the state level. (Notably, some stakeholders have expressed concerns about this
approach based on the experience in the energy sector, where funds from the Universal
Service Fund have often been diverted to unrelated state programs.)

A statewide program would take some of the burden from individual utilities, which
would not need to administer or fund comprehensive affordability programs
individually—a task that many utilities, especially smaller ones, may lack the capacity to
carry out. Many aspects of a statewide program, such as eligibility determinations and
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enrollment, could also be administered jointly with existing energy assistance programs,
reducing administrative costs. As noted above, although no statewide water affordability
programs exist in the United States, California is developing plans for such a program,;
New Jersey may be able to draw from approaches under consideration there, in addition
to the approaches already used in New Jersey’s energy sector.'?®

Provide formal clarification—such as through an Attorney General’s opinion—of
publicly owned utilities’ ability under existing law to use rate revenues for CAPs. As
explained above, ambiguity in existing law is likely one reason that publicly owned water
and wastewater utilities in New Jersey have not adopted CAPs. Part IV, above, suggests
several potential interpretations of existing law that could allow these systems to establish
CAPs funded by rate revenues. The state Attorney General could issue a formal opinion
advising publicly owned utilities of the scope of their authority under existing law. While
such an opinion would not have a binding legal effect, it could carry significant weight in
convincing water and sewer systems to adopt CAPs and would help them defend CAPs
against potential legal challenge.

Enact new legislation that expressly allows publicly owned utilities to use rate
revenues for CAPs. New state legislation could resolve legal uncertainty by expressly
authorizing publicly owned water and wastewater utilities to offer reduced rates to low-
income customers or otherwise use rate revenues to fund low-income customer
assistance. (The state Senate passed legislation earlier this year (S. 276 / A. 3864) to
authorize such discounts.)

The state recently enacted legislation to authorize the creation of local stormwater
utilities and stormwater utility fees.!?® That new authority could be amended to include
language authorizing low-income discounts, to avoid creating the same legal ambiguities
that currently exist for water and wastewater utilities.

Enact new legislation that requires utilities to implement measures to improve
affordability for low-income customers. State legislation could not only allow, but also
require, both publicly and privately owned utilities to implement measures to improve
affordability for low-income households. Utilities would need guidance and clear
standards for developing such local programs, provided through some combination of
specific legislative criteria and agency issuance of implementing regulations and
guidance.

For certain types of CAPs—such as those that provide ongoing bill reductions through
reduced rates, discounts, and/or water efficiency assistance—some utilities may have
limited financial or administrative capacity to establish new programs on their own.
Therefore, a hybrid option could be considered, whereby individual utilities are required
to do what they can feasibly do (or contract with social service providers), and state-level
assistance (directed either to utilities or directly to customers) would step in to fill the

gaps.
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Other types of CAPs are simpler to administer, for systems of all sizes, and could be
mandated as a form of consumer protection. For example payment plans, levelized
billing, and choice of bill timing do not relate to the size of a customer’s bill, but rather to
the utility’s billing and collection methods. These programs offer customers practical
help to avoid missed payments, manage arrears, and avoid imminent shutoff. Already, as
noted above, all BPU-regulated utilities—including water and sewer, as well as gas and
electric—are already required to offer customers a levelized billing option and to offer
extended payment plans for overdue bills. No such requirements exist for publicly owned
water and sewer systems in New Jersey. The state could expand these protections to
customers of publicly owned systems and, further, ensure that these protections are, at a
minimum, consistent with current best practices applicable to energy utilities around the
country.

Use existing BPU regulatory authority to improve affordability for low-income
customers of investor-owned utilities. As noted above, apart from certain flexible
payment options that BPU-regulated utilities must provide, there are no low-income
affordability programs or policies that apply across-the-board to all BPU-regulated water
and sewer utilities. BPU has approved only limited programs for certain individual water
utilities. BPU could use its existing authorities—either through rulemaking or individual
rate cases—to drive new and improved affordability efforts by the water utilities it
regulates. This could include both low-income assistance programs and rate structure
reform. Notably, California’s Public Utilities Commission is currently undertaking a
rulemaking to address water affordability for the water utilities it regulates, though no
specific proposal has been formulated; both rate structure reforms and means-tested
assistance programs are under consideration, and New Jersey may be able to learn from
that effort.'?’

Utilize state programs, policies, funding, and technical assistance to encourage local
utilities to adopt CAPs and/or improve their rate structures. There are many ways the
state could “nudge” utilities to improve their practices on low-income affordability,
without imposing any new mandates. Some potential examples are listed here. There are
likely many others.

e As a condition of eligibility for state financial assistance, require systems to
adopt certain best practices to improve low-income affordability. This was
previously a requirement in Massachusetts, for example, where all systems
receiving state water infrastructure funds were required to “adopt[] a pricing
system . . . which provides for assurance of service to households who by reason
of low income are unable to pay the charge for service otherwise applicable.”!?

e Provide SRF or other state funding to utilities to support local low-income
affordability programs, as a supplement to financial assistance for capital
projects.'?” On a limited basis, Delaware is using some of its SRF funds for this
purpose.'°

e In connection with NJDEP’s implementation of Clean Water Act (CWA)
requirements (such as combined sewer overflow plans), encourage municipal
dischargers to improve low-income affordability, as a way to enhance their ability
to raise the total rate revenue to meet regulatory requirements. Around the
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country, many wastewater systems have argued that low-income affordability
concerns limit their “financial capability,” at the community level, to comply with
CWA requirements. In response, EPA notes that “uniform rate structures may
place a disproportionately high financial burden on households with low
incomes”; “strongly encourages municipalities to consider establishing lower
rates or subsidies for low income customers”; and “encourage[s] communities to
consider and adopt rate structures that ensure that lower income households
continue to be able to afford vital wastewater services.”!!

e Collaborate across agencies to promote best practices for utilities. For
example, BPU has significant experience and expertise with low-income
assistance in the energy sector, which could be shared with publicly owned water
and wastewater systems that BPU does not regulate. NJDEP, the NJIB, and the
Department of Community Affairs could draw on BPU’s expertise, as well as
technical materials developed by others (such as EPA, water research
organizations, etc.), to deliver information to publicly owned systems about best
practices in equitable rate setting and low-income affordability. These agencies
could also provide hands-on technical assistance to utilities to implement best
practices.

e Help utilities evaluate bill non-payment costs relative to affordability
program costs. Focusing on utilities with significant numbers of low-income
households or significant residential customer arrears, the state could help utilities
assess the cost they incur from nonpayment of customer bills with and without
affordability programs, to identify opportunities to increase net revenue by
creating or expanding such programs.

Make greater use of existing low-income energy efficiency programs to provide
water efficiency assistance. As discussed in Part Il above, New Jersey’s existing
programs that provide energy efficiency assistance to low-income customers are able to
fund direct installation of fixtures and appliances that simultaneously save energy and
water. These programs, including Comfort Partners and LIHEAP, could devote more
attention to replacement of faucets, showerheads, dishwashers, and clothes washers with
water-efficient models that reduce demand for hot water. Notably, a wide range of
stakeholders interviewed expressed enthusiastic support for water efficiency assistance,
including individuals from the affordable housing, labor, contractors, environmental
justice, and water utility sectors. To increase incentives, efficiency program providers
could receive credit for both the energy and water savings they generate, not just the
energy savings.

Require water utilities to make customer usage data available to wastewater utilities
for use in volumetric billing. Wastewater rates that rely entirely on fixed customer
charges tend to disproportionately burden low-income customers. Many systems in New
Jersey use this approach.'?? By transitioning to volumetric billing (partially or entirely),
based on water usage, these systems could improve affordability for their low-income
customers. To ensure that wastewater systems have access to water usage data for billing
purposes, state legislation could require water utilities to provide their customer usage
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data for billing purposes when wastewater utilities request it for the customers they have
in common.

Increase state funding for water infrastructure. The Joint Legislative Task Force on
Drinking Water Infrastructure, among others, has called on the state to increase
significantly the total amount of state dollars dedicated to water, wastewater, and
stormwater infrastructure.'** Creating a dedicated funding source, as is done for certain
other types of critical infrastructure, would help insulate this funding from the uncertainty
of year-to-year appropriations. Additionally, investor-owned utilities have suggested that
they be made eligible for SRF assistance, to the extent allowed by federal law.

Prioritize economically disadvantaged communities in the distribution of existing
and new state funds. In regard to both new and existing funds, the state has significant
discretion in prioritizing projects and applicants for assistance under the State Revolving
Funds and other funding programs. It also has significant discretion concerning the
subsidized interest rates to be charged to particular applicants and, within a federally
established cap, concerning the use of grants rather than loans to provide assistance.
Using this discretion, NJIB could evaluate its current efforts—which already provide
important benefits to economically disadvantaged communities—and identify ways to
increase the delivery of assistance to communities with the greatest financial need. The
state could also make sure to take full advantage of opportunities to leverage existing
funds, including through issuing bonds to be repaid from the SRF (a model utilized by the
NJIB) and using the Water Bank to provide loan guarantees that reduce the interest rates
on private borrowing (a practice allowed under federal law, but which no states have
taken advantage of).!** Similarly, the state can authorize and provide funding for the
NJIB to provide a discount or interest rate buy-down of loan interest rates to financially
challenged, publicly owned systems (e.g., systems with low credit ratings), to reduce the
cost of private borrowing. Investor-owned utilities have also suggested that, if they are
made eligible for SRF assistance, identification of economically disadvantaged areas
could include specific communities within the service area of a larger investor-owned
utility.

Adopt policies and programs that promote cost-efficient operation of water and
wastewater systems, such as effective rules for asset management planning (including
water loss control) and technical assistance and funding to replace old, inefficient system
components. For example, NJDEP is currently developing rules concerning asset
management plans under the state’s Water Quality Accountability Act. Effective asset
management rules, and accountability for compliance with those rules, would promote
practices that reduce life cycle costs of water and wastewater infrastructure.

The state can also promote peer-to-peer programs and information sharing mechanisms
that enable water utility leaders to share best practices and technical support with utilities
that have more limited resources.

Develop or expand efforts to promote various regionalization options for small

system challenges. For small systems in particular, various approaches to
regionalization—ranging from physical or managerial merger of systems (i.e.,
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consolidation), to simply partnering on use or purchase of various equipment and
services—may help reduce the costs of providing the necessary level of service to all
customers. The state could provide additional technical and financial assistance to enable
place-specific evaluation of these options.

Prohibit transfer of utility revenues to general municipal budgets, except as
appropriate to pay for services rendered to the utility by the municipality. As
discussed above, state law currently allows some publicly owned water and sewer
utilities to transfer a portion of annual revenues to the general municipal budget, for use
on unrelated local government expenses.'* Repealing or amending this law to eliminate
or carefully circumscribe such transfers would help ease upward pressure on rates for all
customers. Legislation (A 3375) was introduced in 2018 to repeal this authority.'3

Improve transparency and accountability by requiring systems to report on key
metrics related to rates, customer bills, and low-income affordability, such as rate
structures and schedules of rates and charges, customer assistance programs, usage and
bill profiles for residential customers, and data on customer arrearages, disconnections,
and lien sales resulting from nonpayment. Some states publish the results of annual water
rate surveys of all systems.'*” In New Jersey, however, such information, especially for
publicly owned utilities, resides only with individual utilities;'® it is extremely
challenging to collect and analyze this data, from hundreds of individual utilities, to
inform policy decisions.'* For investor-owned utilities, although BPU possesses data on
rates that BPU approves, this data in not collected in a single place and posted by BPU.
BPU also does not collect data on metrics such as customer arrears or shutoffs.!4’ Better
data, updated regularly, is needed to ensure that policy solutions are tailored to meet the
need and are achieving their objectives. Improved transparency will help local ratepayers
hold their water systems accountable for improving local practices. Greater transparency
of utility data would also aid efforts to develop thresholds for household-level
affordability and track progress against them.

Address the effect on renters of rising water and wastewater costs by developing
innovative policy approaches. As discussed in Part IV, a large percentage of low-
income New Jersey residents are renters who do not directly pay a water bill. Nationally,
the water sector is just beginning to grapple with how to mitigate the effect of water costs
on the cost of living for this population. A recent report by the Water Research
Foundation highlights potential approaches.'*! Similarly, California’s State Water
Resources Control Board recently outlined options for delivering assistance to low-
income households, regardless of whether or not they are direct customers of a water
utility.!*? These sources identify the following options, along with examples of where
they are currently used: vouchers to tenants or discounts to landlords; water efficiency
assistance for multifamily buildings; credits on tenants’ energy utility bills; tax credits;
credits added on to existing electronic benefit transfer programs (e.g., Supplemental
Nutritional Assistance Program); and helping tenants access existing assistance programs
that are not focused on water, as a way to help tenants afford rent and therefore indirectly
afford water and sewer service.
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B. Local- and Utility-Level Policy Options

Many of the state policy options listed above aim to promote best practices at the local level, by
individual utilities, or at providing financial assistance directly to those utilities or their
customers. Therefore, recommendations at the local level are largely a mirror image of the state
recommendations: adopting best practices for low-income assistance and equitable rate
structures, and advocating for state legislation and new and improved forms of state technical
and financial assistance.

e Adopt low-income customer assistance programs. As described in Part [V,
water and sewer utilities systems appear to face no legal obstacles to providing certain
forms of assistance, such as flexible payment arrangements (which are, in fact, required
for BPU-regulated utilities). However, some types of CAPs—particularly those that are
means-tested and funded by rate revenues—present more complex issues under state law.
Yet, existing law may actually provide more authority than is sometimes believed.
Investor-owned utilities can obtain BPU approval of low-income assistance programs
funded by rate revenues. Publicly owned systems have authority to offer discounts
specifically to low-income customers who are seniors or have disabilities. Both publicly
and privately owned systems may find legal support for broader efforts by identifying
“equitable” considerations, or by making a business case for ensuring all customers can
afford (and therefore pay) their bills. Where utilities purchase their water supply or
wastewater treatment services on a wholesale basis from a regional utility, the retail
utilities could also explore opportunities to tap into the wholesale utility’s rate revenues
to support local customer assistance programs.'*® Utilities and municipalities can seek
formal opinions from the state Attorney General’s office to clarify the scope of their
authority under existing law.

Whether created under existing law or potential new legislation, local programs can
combine multiple forms of customer assistance, including programs that provide ongoing
reductions in customer bills directly (e.g., through reduced rates or discounts) or
indirectly (through improved water efficiency), and programs such as flexible payment
arrangements and temporary assistance, which can offer practical help to avoid missed
payments and address past arrears. The cost of these programs can be reduced when
coupled with adoption of more equitable rate designs that tend to reduce costs for low-
income customers.

Appendix A provides more detailed information on the various types of CAPs,
identifying positive attributes, challenges or limitations, and other considerations,
including the ways that various types of CAPs can complement each other. Appendix B
highlights a first-of-its-kind approach (for the water sector) recently adopted in
Philadelphia, which has received attention nationwide as an innovative model. Utilities
should also consider innovative approaches for ensuring that renters in need are able to
benefit from assistance programs; as noted above, a recent report by the Water Research
Foundation highlights potential approaches.'* To efficiently administer CAPs and reach
eligible customers, water and wastewater utilities can partner with social service agencies
that already administer other forms of means-tested assistance.
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Adopt more equitable rate structures. Reforming a utility’s basic rate design can go a
long way to reducing burdens on low-income customers and can be simpler to administer
at the local level than some CAPs would be. More equitable rate structures also reduce
the “affordability gap” that remains to be addressed with CAPs; some experts point to
rate designs as a first line of defense to improve low-income affordability. As described
in Part III, key strategies include avoiding excessive reliance on fixed charges and
utilizing tiered, or inclining block, rates. For combined wastewater and storm sewer
systems, funding stormwater management through impervious area-based fees, rather
than through wastewater charges, can also be helpful.

In regard to fixed charges, wastewater utilities have a major opportunity for improvement
in many parts of the state. A recent Jersey Water Works-sponsored study of 323 New
Jersey municipalities found that over two-thirds relied entirely on a fixed charge for
residential sewer service, with no consideration at all of usage.!* In places where water
and sewer systems operate independently, local water utilities can provide customer
usage data to wastewater utilities to allow for volumetric wastewater charges.

In regard to tiered rates, to avoid unintended consequences for customers with large
families, the volume of water included in the lowest tier should allow some adjustment
for household size.

Advocate for state legislation to authorize local affordability initiatives, as needed.
Local officials and utility leaders can urge their state legislators to adopt legislation
authorizing low-income discounts.

Advocate for statewide low-income affordability programs. Local officials and utility
leaders can urge their state legislators to create and fund statewide affordability
programs, such as the options described above.

Advocate for increased state funding for water infrastructure. Local officials and
utility leaders can advocate for new, dedicated state funding for water, wastewater, and
stormwater infrastructure.

Use utility management and financial strategies that reduce costs for all ratepayers.
Part V identifies several critical steps that utilities can take to reduce the cost of
delivering safe and sufficient water and sewer service to all customers. These include
system optimization efforts; improved asset management; using cost-effective
alternatives to traditional gray infrastructure (including green stormwater infrastructure
and water conservation and efficiency measures); taking full advantage of available state
financial assistance; and avoiding transfer of any rate revenues out of the utility’s budget.
Utilities with limited resources can also participate in peer-to-peer programs, where those
programs exist, to learn about best practices and receive technical support from water
utility leaders at larger systems.
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Explore regionalization options. For small systems, in particular, various approaches to
regionalization—ranging from physical or managerial merger of systems (i.e.,
consolidation), to simply partnering on use or purchase of various equipment and
services—may help reduce the costs of providing the necessary level of service to all
customers.

Focus on solutions to low-income affordability challenges when developing long-
term capital investment programs. Some systems may feel constrained in their ability
to undertake major new capital investments—even in the face of regulatory pressure to
do so—because of concerns about how rate increases would affect low-income
customers. This challenge also provides an opportunity to focus on solutions to low-
income affordability as part of developing long-term spending plans. For example, when
Portland, Oregon, was first required to implement a long-term plan to reduce combined
sewer overflows (CSOs) in the 1990s, that regulatory compliance obligation spurred
creation of the city’s first low-income customer assistance program.'*® More recently,
Cleveland Heights, Ohio, needed to increase rates to comply with a CSO consent decree,
but accompanied this rate increase with a new discount of 40 percent to customers at or
below 200 percent of the federal poverty level to mitigate the impacts on low-income
customers. '’

Identify technical assistance needs for developing local affordability solutions, and
work with state agencies to obtain that assistance. Part VI.A describes various ways in
which state agencies could support voluntary efforts by local systems to adopt best
practices. Utility managers and local leaders can identify their own greatest needs for
technical assistance and communicate those to state officials, and work collaboratively
with the state to develop new resources that meet local needs.

Analyze local data and engage with local community organizations to understand
the nature and scope of the affordability challenges and develop local solutions.
Local water and sewer systems should examine their low-income customers’ costs in
relation to ability to pay, as well as data on arrearages, shutoffs, and other indicators of
low-income affordability challenges. (As described above, a recent Jersey Water Works
report provides a snapshot, for water and sewer systems serving the vast majority of the
state, of the current cost of meeting basic indoor water needs in relation to several
affordability metrics.)'*® By consulting community organizations and other local
stakeholders, such as poverty and housing advocates, water systems can gain a better
understanding of how this issue plays out locally, along with essential input on potential
solutions.
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C. Federal Policy Options

Although state and local policy makers in New Jersey obviously cannot change federal policies,
they do have the opportunity to call on their Congressional representatives and other federal
officials to act. The following are several examples of actions that Congress could take to
improve water affordability nationwide.

Create a federal water affordability program, similar to existing programs in the
energy sector, that provides both financial assistance and water efficiency assistance
to low-income water and sewer customers. In 2003, EPA’s National Drinking Water
Advisory Council’s Affordability Work Group—comprised of representatives of utilities,
cities, state water agencies, tribes, academia, and consumer, public health, and
environmental organizations—first called for such a program, which could be similar to
the existing Low Income Home and Energy Assistance Program.'*’ It could also include
water efficiency assistance analogous to the federal Weatherization Assistance Program.
Several federal bills to create a pilot program were introduced in 2017-2018.'%°

Increase federal funding for water infrastructure, with a priority for disadvantaged
communities. Over the last three decades, federal funding for drinking water,
wastewater, and stormwater infrastructure has declined precipitously (although there have
been modest increases in the last few years). Many leaders from both major political
parties have called for increased federal investment in these systems. Further, increased
federal funding could include significant new money for grants, not only loans, and could
prioritize aid to communities with the greatest economic need.

Raise the cap on “additional subsidization,” under the State Revolving Funds, to
enable states to make better use of available resources and encourage them to
contribute more state funds. Congress appropriates SRF funding each year, which is
distributed by EPA to states according to a needs-based formula. States are required to
provide a minimum 20 percent match to the annual federal contribution. New Jersey’s
SRF and the jointly funded Water Bank provide assistance primarily in the form of low-
interest loans, but states can use their SRFs to provide “additional subsidization,” such as
principal forgiveness loans (grant-like funds), capped at an amount that equals 30 percent
of their annual federal SRF funding.'”! States that commit funds beyond the minimum
federal match—for example, by leveraging SRF funds with state bonds to be repaid from
the SRF—are still limited by the cap on additional subsidization. Congress could reward
states that leverage their SRFs, such as New Jersey, by increasing their cap on additional
subsidization; this would allow the state to use leveraged funds for grants to local
systems, rather than loans, and could include a requirement to prioritize disadvantaged
communities. Other contributions of state funds to a state’s SRFs, apart from leveraging
existing SRF funds, could also trigger an increased cap; this would encourage states to
contribute extra funds from annual appropriations or other dedicated funding streams,
which has not been the practice in New Jersey.'>?

Allow states to use SRF funds to help water and sewer systems pay for local water
affordability programs. Under the Clean Water SRF (which supports wastewater and
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stormwater systems), states can use additional subsidization, akin to grants, to support
local low-income affordability programs, but only in limited circumstances. This existing
authority applies only if a system serves an area that is not classified as economically
disadvantaged, the system receives SRF funds for a capital improvement, and low-
income customers within the service area will be burdened by rate increases attributable
to repaying the SRF loan.!* In conjunction with increasing total SRF funding, Congress
could amend the law to authorize the use of Clean Water and Drinking Water SRF to help
any system eligible for SRF support develop and implement a low-income affordability
program, even when the need for such support is not related to a specific SRF-funded
infrastructure project.
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APPENDIX A: COMPARISON OF TYPES OF CUSTOMER ASSISTANCE

PROGRAMS (CAPs)!5*

Program Type

Advantages

Challenges /

Limitations (not
including legal issues)

Other considerations

Bill Discount

Reduces an eligible low-
income customer’s bills by a
flat dollar amount or a percent
discount. Can be used to
reduce the fixed service
charge, the volumetric
consumption charge, or both.
Additionally, discounts can be
tiered by income.

Provides an ongoing
reduction of bills for
eligible customers.

Targets households that
have ongoing difficulty
paying water and/or
sewer bills.

Offers flexibility for
program structure, such
as sliding-scale
discounts. Can apply to
any type of rate
structure.

May not ensure
affordability, depending
on customer income,
amount of discount, and
size of the initial bill to
be discounted.

Administrative burden is
lessened if a utility can
partner with an existing
social service program, or
energy assistance program,
to determine eligibility and
enroll customers.

Some believe this would
distort the price signal for
efficient water usage. In
contrast, others contend
that, when a customer’s bill
is unaffordable and
therefore not paid in full,
the face value of the bill
does not effectively
incentivize efficiency.” If
there is any diminished
price signal, pairing
discounts with water
efficiency assistance
(discussed below) can
remedy this issue.

Does not address other
factors that may cause
particular customers to have
high bills, such as leaky
pipes and older, inefficient
fixtures and appliances.

Percentage-of-Income
Payment Plan (PIPP) or
Income-Based Rates

Rate design that prevents water
bills from exceeding a certain
percentage of the customer’s
income.

Targets households that
have difficulty paying
water and/or sewer
bills.

Maintains affordable
levels of water bills.

More complex to
administer than uniform
discounts.

No widely agreed-upon
threshold for the
percentage of income
deemed “affordable.”

Some believe this would
distort the price signal for
efficient water usage. In
contrast, others contend
that, when a customer’s bill
is unaffordable and
therefore not paid in full,
the face value of the bill
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Challenges /

Limitations (not

Program Type

Advantages
Assistance is ongoing
and tailored to a
customer’s economic
need.

Consistent with some
models from energy
programs.

including legal issues)

Other considerations

does not effectively
incentivize efficiency.'> If
there is any diminished
price signal, pairing
discounts with water
efficiency assistance
(discussed below) can
remedy this issue.

Does not address other
factors that may cause
particular customers to have
high bills, such as leaky
pipes and older, inefficient
fixtures and appliances.

Lifeline Rates

A low rate for an initial fixed

amount of water to cover basic

needs. Water consumption
above the lifeline amount is
charged at a higher rate.

Can be made available
to all households or
targeted specifically to
low-income
households.

Designed specifically
to promote affordable
water to meet core
household water needs.

Maintains a price signal
to promote water
conservation.

May penalize large
households if amount of
usage eligible for the
lifeline rate does not
take household size into
account.

May penalize customers
in older housing with
inefficient fixtures and
leaky plumbing that uses
excessive amounts of
water to meet basic
needs.

Implementation more
complex if targeting
only low-income
households.

Consider adjusting the size
of the lifeline block to take
into account the number of
people in the household.

Can be paired with water
efficiency assistance to help
customers keep their usage
below the level that
qualifies for the lifeline
rate.
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Challenges /

Limitations (not

Program Type
Flexible Terms

Program type which aids
customers in managing bills
and arrearages through various
methods, including but not
limited to:

Payment plans
Connection loans
Managing arrears
Levelized/annualized
billing (splits annual
costs into 12 equal
amounts)

¢ Bill timing (allow
customers to choose
payment dates or
switch to quarterly or
monthly billing
schemes)

Advantages
Considered highly
effective and popular
for gas and electric
utilities.

Can reduce
administrative costs of
bill collection.

Can make future on-
time payments more

likely.

including legal issues)
Not designed to reduce
bills for low-income
customers on an ongoing
basis.

Other considerations

Monthly billing (as opposed
to quarterly billing) can
help customers with budget
planning.

Some measures, like
levelized billing and bill
timing, are revenue neutral.

Forgiving arrears may
reduce utility revenue, but
also reduce collection costs.

New technology like
prepaid meters and smart
meters support options for
utilities to provide flexible
terms and payment plans.

Temporary Assistance

Also known as:
e (Crisis assistance
e Emergency assistance
e Grants
e One-time reductions

Short-term or one-time grants
to prevent water shutoffs or
restore service for households
facing unexpected hardships.
Often limited to one use per
year.

Targeted assistance
helps customers during
times of greatest need.

Can provide a backstop
to help prevent service
disconnection.

Not designed to
maintain affordability
for low-income
customers on an ongoing
basis.

Level of assistance may
not be enough assistance
to prevent a service
disconnection.

Can have relatively high
administrative costs.

Water and sewer utilities
often partner with another
organization (such as a
social services agency or
nonprofit) to administer the
program.

Water Efficiency

Also known as:
e Water conservation

Addresses a long-term
cause of high water
bills, since low-income
customers are more

Rebates for new fixtures
and appliances—as
opposed to direct
installation at the

Can be a good complement
to other forms of assistance,
increasing the likelihood
that they achieve intended
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Challenges /

Limitations (not

Program Type

e Rebate program
e Direct replacement
program

Direct financial assistance
(through rebates or upfront
subsidies or direct replacement
of fixtures) for efficiency
improvements like leak repairs
or replacement of inefficient
fixtures or appliances.

Advantages

likely to have old,
inefficient fixtures
and/or poor plumbing.

Reduces both energy
and water bills, since
reducing hot water
usage (e.g., from
faucets, showers,
dishwashers, clothes
washers) saves both
energy and water.

Can be administered
and/or funded in
conjunction with
energy efficiency
assistance programs.

Contributes to broader
community goals,
beyond affordability, in
regard to sustainable
water management and
energy use reduction.

including legal issues)
utility’s expense—may
not be effective with
low-income households
that lack cash for up-
front purchase costs.

Low-income customers
are more able to
participate when direct
assistance is provided,
but direct installation is
more complex to
implement.

Other considerations

outcomes. For example,
direct efficiency assistance
can help customers keep
their usage below the level
that qualifies for a low
“lifeline rate.” Further, to
the extent that low-income
discounts reduce price
signals to conserve, direct
water efficiency assistance
mitigates that effect.

Replacing showerheads and
installing faucet aerators
can significantly reduce
water usage at low cost to
the utility.

Toilets are the largest single
water user in homes, so
toilet replacement can
tremendously reduce
usage—especially when
very old toilets (e.g., 3.5 to
7 gallons/flush for toilets
installed in the 1980s) are
replaced with modern,
efficient toilets (1.28
gallons/flush “WaterSense”
specification).

“Every state that has
adopted a home energy
affordability program has
incorporated an energy
efficiency component into
that affordability
initiative.”!>

Major opportunities for
water cost savings in the
multifamily housing
context.!%’
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APPENDIX B: PHILADELPHIA’S NEW WATER AFFORDABILITY PROGRAM

Philadelphia, PA—Tiered Assistance Program (TAP)

In 2017, Philadelphia launched the nation’s first percentage-of-income payment plan for water
and wastewater. The program, created by local legislation that passed in 2015, aims to ensure
that water rates for residential customers living near the poverty level are affordable based on
a percentage of household income. It is called the “Tiered Assistance Program” because
participating customers are charged one of three different rates, depending on their household
income in relation to the federal poverty level.

Subject to a minimum bill of $12 per month:
e Customers with household income less than 50 percent of the federal poverty level will
receive monthly bills calculated as 2 percent of their monthly income.
e Customers with household income between 50 and 100 percent of the federal poverty
level will receive monthly bills calculated as 2.5 percent of monthly income.
e Customers with household income between 100 and 150 percent of the federal poverty
level will receive monthly bills calculated as 3 percent of monthly income.

Participating customers must agree to use any free water conservation measures offered to
them.

Customers who earn up to 250 percent of the federal poverty level can apply to be enrolled in
a payment plan that includes making affordable back payments. There is also a provision for
“earned forgiveness” of arrearages as long as payment plans are kept current.

Customers in arrears must be given an opportunity to enroll in the new program before the
Water Department takes any enforcement actions for nonpayment.

The city is required to post information about the program “clearly and conspicuously” online
and make information available in Spanish, as well as in English.

The law requires participants to prove their income no more than once a year.

Sources:

(1) University of Michigan Water Center, “Water Affordability Based on Income: The Tiered Assistance
Program in Philadelphia,” http://graham.umich.edu/media/pubs/Water-CS-Philidelphia-Tiered-Assistant-
Program_0.pdf.

(2) Joan Jacobson, “Keeping the Water On: Strategies for addressing high increases in water and sewer rates for
Baltimore’s most vulnerable customers,” The Abell Report, November 2016,
https://www.abell.org/sites/default/files/publications/Keeping%20the%20Water%200n.pdf.
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APPENDIX C: LIST OF INTERVIEWEES

The authors interviewed representatives of the following organizations to inform the
development of this paper.

o Publicly and privately owned water and sewer utilities:
= American Water Works Association, New Jersey Section
= Association of Environmental Authorities of NJ
*= (Camden County Municipal Utilities Authority
» Middlesex Water Company
» Newark Water & Sewer Department
» North Hudson Sewerage Authority
= New Jersey American Water
» New Jersey Utilities Association
= Passaic Valley Sewerage Commission

o Regulatory agencies
* NJ Board of Public Utilities
» NJ Department of Community Affairs

o Consumer advocates
= NJ Division of Rate Counsel
= NJ Citizen Action

o Affordable housing advocates and developers
* Housing and Community Development Network
» Fair Share Housing Center
=  Community Investment Strategies

o Community/environmental justice organizations
* Ironbound Community Corporation

o Business
* NJ Business & Industry Association
= Utility Contractors Association of NJ

o Labor
= NJ Work Environment Council
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