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Is Private Capital A White Knight 
For America’s Water Infrastructure?
Understanding and acceptance of public-private partnerships continue to grow as the gap between infrastructure needs and funding 
widens.

By Frank McGrew and Jay Gorman

W e are in the midst of a water infrastructure 
crisis in the United States, with the American 
Society of Civil Engineers recently grading 
the quality of America’s wastewater 

infrastructure a “D.” A confluence of factors including 
outdated pipes and facilities, population shifts, and 
inadequate maintenance, has combined to leave our water 
infrastructure in a state of overstress. In order to meet 
the challenge of modernizing our water infrastructure, 
more than $1 trillion of capital investment is needed. 
The good news is providers 
of institutional private capital 
are extremely keen on the 
water sector and stand ready 
to provide the funding needed 
to restore our infrastructure 
to necessary standards. While 
political, cultural, and structural 
hurdles exist in deploying this 
capital, the private sector is 
now an integral piece of our 
water infrastructure puzzle. In 
this article, we will explore how 
localities are overcoming these 
hurdles and using a myriad 
of private sector solutions, 
ranging from consulting arrangements to full private 
ownership, to meet regulatory requirements, modernize 
facilities, unlock hidden value, and ultimately better serve 
their customers.  

A Fundamental Problem
To fully appreciate the scope of the issue, one must look 
at the capital gap in water infrastructure spending in this 
country. In 2010 the functional and qualitative deficiencies 
of our water infrastructure system necessitated capital 
spending of around $90 billion; however, only $36 billion 
of funding was allocated. As crucial as this capital is to 
the construction process and restoration of infrastructural 

integrity in the U.S., inadequate funding is a trend that is 
expected to continue into the future, with the cumulative 
capital spending gap projected to surpass $770 billion by 
2020.1

So how did we land in such a dire place? To answer 
this question one must examine the fundamentals of 
the municipal water industry. The United States has 
over 54,000 community water systems, with 85 percent 
of the population served by municipal-owned utilities. 
Similarly, the wastewater sector is comprised of over 

15,000 community systems, 
over 95 percent of which are 
municipally owned. Waters’ 
tie to local municipalities is 
problematic for two main 
reasons. First, it ties funding 
and usage rates to the political 
process where capital must 
often compete with much 
more visible projects (i.e., new 
parks, increased education 
spending, etc.) and rate 
increases are viewed like tax 
increases (subjecting approving 
politicians to being voted out). 
Second, water is a high capital 

cost, low marginal cost product to produce, which makes 
budgeting for replacement cycles extremely difficult in a 
politicized environment. If there is one thing politicians 
excel at it is kicking the can down the road, delaying 
difficult and costly decisions and often making them more 
costly in the long run. 

To prevent water utilities from deferring investment 
to a point which threatens water safety, the federal 
government regulates utilities to ensure they meet certain 
water quality standards. Since the formation of the U.S. 
Environmental Protection Agency (EPA) in 1970 and the 
passage of the Clean Water Act in 1972, an abundance of 
regulations has been implemented in an effort to assure 
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utilities are providing customers safe water. However, 
as regulation has become more extensive and complex, 
water utilities have struggled to make the upgrades 
necessary to comply, resulting in record numbers of EPA 
fines and consent decrees. Particularly hard hit have been 
smaller utilities, which often lack the scale, capital, and 
expertise to meet the requirements of an ever-changing 
regulatory landscape.

The P3 Solution(s)
With government budgets increasingly strapped for 
cash, more and more municipalities are turning to the 
private sector to partner in solving this problem. Through 
contractual agreements between a public agency and a 
private sector entity, the parties form what is commonly 
referred to as public-private partnerships (P3s). Through 
these agreements, the skills and assets of each sector are 
shared in delivering a service or facility for the use of the 
general public. P3s are becoming an increasingly viable 
vehicle for private investors to participate in the water 
space. 

P3 models encompass a wide spectrum of degrees of 
participation by the private sector, ranging from 3- to 
5-year consulting contracts, all the way to investor-
owned projects with lives extending past 25 years. The 
commonality among these partnerships is the utilization 
of private resources to help drive additional efficiencies 
in the system. Utilizing private sector expertise and 
capital to increase plant efficiency through enhanced 
operations, economies of scale, and positive net-present-
value upgrades enables water utilities to improve their 
systems more rapidly and with less impact to customers 
than relying exclusively on public capital financed by tax 
or rate increases. 

The most commonly witnessed forms of the P3 model 
are the Investor-Owned and Operations and Maintenance 
(O&M) Management and Support models. In the Investor 
Owned model, a private entity completely privatizes 
the water system, assuming all the responsibility and 
control for every facet of the water enterprise. The 
O&M Management Support model is structured upon 
the practice whereby municipalities “outsource” the 
operational demands and necessary maintenance of the 
system to the private sector, with examples of successful 
implementation including the metropolitan water systems 
of Milwaukee and Buffalo. One limitation of traditional 
O&M contracts is they often only addresses the issue of 
infrastructure and facility upkeep, leaving the need for 
long-term capital expenditures and systems development 
still unresolved.  

The public’s apprehension over complete privatization 
through the Investor-Owned model combined with the 
limitations of the O&M model has led to the increasing 
popularity of the Concession Lease model. Often with 
more than 20-year time horizons, the Concession Lease 
model allows the distribution of maintenance and 

restoration costs along an extended time period, offering 
a more acceptable risk-to-reward payoff for the sizable 
initial expenditure necessary for new or newly upgraded 
facilities. 

Variations of the O&M principle exist in the form 
of the Design-Build-Operate-Maintain (DBOM) and 
the Design-Build-Operate-Maintain-Finance (DBOMF) 
Infrastructure Contracts. The DBOM and DBOMF models 
are fundamentally similar to the O&M model, with the 
exception of an added infrastructure engineering and 
construction component. These arrangements provide 
the benefit of the operator leveraging the efficiencies of a 
brand new, state-of-the-art facility they designed from the 
ground up. Surprisingly, these new facilities can often be 
constructed at lower cost than retrofitting existing facilities 
and with the added benefit of lower operating costs. The 
DBOMF model adds the component of financing the 
facility privately, eliminating the municipalities’ need to 
raise initial and ongoing capital.

The P3 Track Record
Many municipalities have begun to adopt these 
partnerships, recognizing that P3s offer unparalleled 
opportunities for infrastructure improvement, heightened 
efficiencies, and extraordinary benefits for communities. 
In December of 2012 private equity firm Kohlberg Kravis 
Roberts (KKR) and United Water, a subsidiary of Suez 
Environnement, announced a joint venture to acquire 
a 40-year water and wastewater concession from the 
City of Bayonne, NJ. The agreement stipulated an initial 
payment to the Bayonne Municipal Utilities Authority 
(BMUA) of $150 million for the concession, plus another 
$157 million to be invested in the infrastructure over the 
life of the contract, 90 percent of which will be funded 
by KKR. According to the contract, the BMUA will 
retain ownership of the system to ensure rate stability 
and quality adherence, while allowing United Water to 
operate the system under an O&M agreement.

The Santa Paula Water Recycling Facility in California is 
another great example of a P3 delivering a cost-effective 
solution to quality-assurance issues. Constructed in 1939, 
the facility was completely outdated and the source of 
more than 3,700 quality violations. As a result, the city 
had entered into a consent decree where the system had 
until December 2010, three years from the decree, to  
comply with these violations or be subject to $8 million 
in fines. After spending nearly $11 million in engineering 
consulting fees, it was estimated that upgrading Santa 
Paula’s existing wastewater facility would cost nearly 
$85 million, well beyond the city’s investment capacity. 
PERC Water of California submitted a comprehensive 
solution to the problem that provided the city a 
brand new treatment facility at a cost $20 million less 
than upgrading its existing facility. After Santa Clara’s 
acceptance, PERC Water and private investment firm 
Alinda Capital created a joint venture, Santa Clara Water, 
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LLC, in a collaborative effort to meet both the construction 
and capital requirements of the project. Through Santa 
Clara Water, PERC and Alinda were able to guarantee 
water quality, meet all compliance deadlines, fund 100 
percent of the project using private capital, ensure 30 
years of contractually exacted water costs, and generate 
recycled water for Santa Paula to reuse. In May of 2010, 
only two years after winning the award for the project, the 
Santa Clara facility was complete — seven months early. 

Despite their noted successes, 
P3s are seldom implemented 
without some attendant 
complications. Political obstacles 
are some of the most prevalent 
issues that must be overcome 
when attempting to cultivate a P3. 
Oftentimes, public works directors 
have close connections to the 
consulting and engineering firms 
tasked with building and upgrading 
facilities under the traditional 
Design-Bid-Build model and are 
hesitant to allow new entrants 
with different operating models 
into the fold. Additionally, the 
term “privatization” is perceived 
negatively by many politicians and 
members of the public who fear a 
private entity will deliver service 
unreliably or monopolistically, leading to higher costs 
and substandard service. 

Such fears are not completely baseless, as some P3s 
have yielded less than stellar results. Veolia’s O&M 
arrangement with Indianapolis Water is an example of a 
P3 that failed to live up to its original billing. While both 
sides would certainly debate the extent to which Veolia 
did or did not meet its commitments, what is clear is that 
a myriad of lawsuits and consumer complaints ultimately 
led the city to terminate the arrangement 12 years early 
at a cost of $29 million and sell the operation to the non-
profit Citizens Energy Group. 

Keys To Successful Implementation
In the end, the key to overcoming these obstacles and 
perpetuating more P3 success stories is to promote much 
greater transparency across the planning, operations, and 
pricing (POP) of community water: 

Planning: Fostering greater transparency as to how capital 
and investments decisions are planned for at community 
water systems will help eliminate conflicts of interest and 
ensure all options, both public and private, are given a fair 
chance to deliver what is best for the customer. 

Operations: Providing greater transparency around and 

education on how a community water system operates 
and what can actually change under a P3 is critical to 
gaining public trust of the model. By better educating 
consumers on the checks P3s are subject to, such as 
environmental regulations, PUC approvals, and other 
contractual safeguards like fixed pricing terms, consumers 
can gain comfort that private involvement in water 
won’t gouge their wallets or compromise their safety. 
Additionally, providing independent and transparent 

oversight of P3s, once operating, 
is key to avoiding issues such as 
those experienced in Indianapolis.  

Pricing: For both public and 
private water systems to operate 
efficiently in the long run, 
consumers must understand the 
true cost to produce water and be 
made to bear its full economic cost. 
As long as water is subsidized, 
it  depends on revenue derived 
from sources which don’t receive 
its benefit, thus perpetuating 
the capital tug-of-war that has 
left our infrastructure in a state 
of disarray. Once consumers 
pay water’s full economic cost 
in return for its full economic 
benefits, market equilibrium will 

ensure its adequate provision over time. 

While easier said than done, achieving greater 
transparency around the POP of community water will 
help break down the political barriers and cultural myths 
that have perpetuated our unsustainable municipal water 
model, ultimately enabling private capital to help solve 
our massive water infrastructure problem.     
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For municipalities adrift without funding, public-private 
partnerships (P3s) may be a viable solution.
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