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D.C. Water’s Clean Rivers Project is an
infrastructure initiative aimed at reducing
96% of the District of Columbia’s

Introduction

The District of Columbia, like many municipalities in the Northeast and

Con"bi“.ed sewer overflows by 2030. The Midwest, is partially served by a combined sewer system (CSS) that conveys
project is federally mandated" buf the. ' wastewater and stormwater through the same tunnel. D.C’s 80-mile,
costs have largely fallen on District utility 150-year-old CSS covers one-third (12,478 acres) of its land area.! The CSS

customers through a fee called the Clean
Rivers Impervious Area Charge (CRIAC).

serves some of the oldest neighborhoods, running from Georgetown to
Trinidad and Manor Park to Navy Yard. Sewers that transport wastewa-

This policy brief examines nine strategies ter and sewage separately serve the rest of the jurisdiction. The federal
that the D.C. Council could take to government designed D.C.’s sewer system and managed it through 1973.
reduce the financial strain that the
CRIAC has placed on ratepayers while In dry weather, wastewater that enters the CSS flows to the Blue Plains
ensuring that the infrastructure project is Advanced Wastewater Treatment Plant for purification before being
adequately funded. discharged into the Potomac River. However, rainstorms can overwhelm
1. Protect financially vulnerable utility the CSS’s capacity and cause combined sewer overflows (CSOs).2 When
customers by extending the CRIAC this happens, some of the waste and stormwater flows to Blue Plains, but
Residential & Nonprofit Relief Programs the rest spills untreated into the Anacostia and Potomac Rivers, Rock
2. Alter the CRIAC rate structure to Creek, and Piney Branch Stream. CSO introduces sewage and other

include 2 water and sewer volumetric hazardous materials into the District’s waterways.?

component CSO poses serious risks to human health, and it is one of the major threats
3 Increase progressivity by subjecting to water quality in the United States. Exposure to CSO-polluted water
public rights-of-way to the CRIAC can cause chronic and acute illnesses. For instance, one study found that
4. Promote green solutions by raising the a city with a CSS had a significant increase in the number of pediatric
value of CRIAC Incentive Program emergency department visits for acute gastrointestinal iliness after rain-
5. Lower customers’ costs by reducing or elim- storms.* Before the D.C. Water and Sewer Authority (also known as D.C.
inating D.C. government’s pass-through Water) began remediation efforts through its Clean Rivers Project, an
fees from D.C. Water's monthly bills average of 3.25 billion gallons of CSO streamed into D.C.’s waterways

6. Ensure that the Blue Plains annually, enough to fill 5,000 Olympic-sized swimming pools.>

I icipal A ires all . . .
nrermunicipal Agreement requires a Preventing CSO is expensive, but federal law and a legal settlement

require the District to act. The Clean Water Act of 1972 and subsequent

7. Lobby Congress for regular and federal laws and policies mandate municipalities eliminate their CSO.
significant support from the federal

jurisdictions pay their fair share

A coalition of environmental organizations and citizen groups sued the
District and D.C. Water alleging that they had failed to comply with these
federal standards. To settle this lawsuit, the parties entered a CSO Consent

government to solve a problem that it
helped create

8. Improve accountability by re-examining Decree with the U.S. Environmental Protection Agency (EPA) in 2005.6
D.C. Water's governance structure Under the modified Consent Decree’s terms, the District and D.C. Water
9. Reduce ratepayer costs by re-negotiating must reduce 96% of CSO by 2030. The parties agreed that D.C. Water

the Consent Decree would achieve this goal by constructing a system of underground stor-
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age and conveyance tunnels, upgrading and expanding pump stations,
building street diversion sewers and overflow structures, and installing
an average 0f3-25 billion green infrastructure for a cost of $3.15 billion plus debt service.”

gallons ofCSO streamed The District, like many jurisdictions around the country, faces the chal-
into D.C. waterways lenge of meeting the federal government’s unfunded CSO mitigation
mandate while striving to provide clean and low-cost water.® This paper
examines nine different strategies to improve the affordability and equi-
5,000 Olympic-sized ty of meeting the terms of the Consent Decree, weighing the pros and
cons of each approach.

Before remediation began,

annually, enough to fill

swimming pools.

CRIAC Funds Most of the Clean Rivers Project

D.C. Water is implementing the Clean Rivers Project with the help of
three funding sources. First, it raises money by adding a fee to customers’
monthly bills called the Clean Rivers Impervious Area Charge (CRIAC).
From the outset, D.C. Water expected that this charge would fund most
of the Project’s costs. However, when D.C. Water debuted the CRIAC in

ILLUSTRATION 1: CSS and the Clean River Project’s Tunnel System
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2009, it set an unsustainably low rate.® As the Project assumes more debt
to reach its construction milestones, the CRIAC rate has risen sharply.

Bond issuances have allowed D.C. Water to spread the Clean River Proj-
ect’s costs across generations of ratepayers, including a century bond that
will not mature until 2114. D.C. Water uses about 70% of CRIAC revenue
for debt service and interest.’”® This debt includes a green bond structured
in such a way to share the Project’s risks between D.C. Water and credit
holders, a decision that has been met with both praise and criticism." The
Clean Rivers Project represents a significant share (32.8%) of D.C. Water’s
fiscal year (FY) 2018-2027 capital infrastructure plan, and some fear that
it could crowd out other important infrastructure projects.””? The utility has
relatively low borrowing costs due to its high bond ratings.”

Second, D.C. Water raises funds by charging surrounding jurisdictions
that use Blue Plains’ wastewater services. These wholesale customers
include the counties of Montgomery, Prince George’s, and Fairfax. Per
the terms of the Blue Plains Intermunicipal Agreement of 2012, wholesale
customers are responsible for 7.1% of the CSO mitigation’s costs.™

Third, appropriations from Congress help fund the Clean Rivers Project.
This payment is part of the federal discretionary budget, meaning that the
appropriation is not guaranteed each year. In FY 2017, Congress appro-
priated $14 million for D.C. Water but in FY 2019 reduced their contribu-
tion to $8 million.”> Since FY 2003, D.C. Water has received $252.8 million
in Congressional appropriations for CSO mitigation.’® Despite the large
cost associated with technologies for controlling CSO, federal construc-
tion grants for wastewater projects were effectively eliminated in 1987.
CSO requirements represent a large unfunded federal mandate that
falls disproportionately on older communities in the Northeast and the
Great Lakes region.” While states
may apply for financial assistance
from the EPA’s Clean Water State
Revolving Fund, these are loans
that must be repaid.
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Residential customers’ The Rising CRIAC Rate Has Placed a Financial
monthly bills rose by an Strain on Some Ratepayers

average 0f141%fr0m D.C. Water uses the CRIAC to recover most of the capital and operat-
FY 2009 to FY 2018, or ing expenses of meeting the Consent Decree. The utility estimated that

it will collect $108.95 million in CRIAC revenue in FY 2019, or 20.2% of

$41'26 to $99'63' They total revenue from retail customers.”® The CRIAC’s basic structure has

areprojected to reach remained the same, but rates have risen sharply as the Clean River Project

. has progressed and incurred expenses. In its first decade, the CRIAC rose

$155 in FY 2027. by 1,755%, or an average annual increase of 37.1%. The monthly fee started

at $1.24 per Equivalent Residential Unit (ERU) in FY 2009 and soared to

$25.18 per ERU by FY 2018. The charge was lowered to $23.00 per ERU for

FY 2019 but was offset by an increase in water and sewer rates. The utility
anticipates that the fee will reach $33.59 per ERU by FY 2028.®

The CRIAC places financial pressure on some D.C. Water customers yet is
only one of ten items on their monthly bill. In one stakeholder’s words, “the
CRIAC is a symptom of a larger problem.”?° From FY 2009 to FY 2018,
residential customers’ monthly bill rose by an average of 141% from $41.26
to $99.63. The utility expects that rates will continue to increase, project-
ing that on average residential customers will pay $155 per month in FY
2027. Still, residential bills remain affordable for most D.C. households.

Funding a major infrastructure program such as the Clean Rivers Project
through a fee-based approach allows the District to spread the costs to
its many property tax-exempt entities—such as federal agencies, embas-
sies, educational institutions, and nonprofit organizations—but not with-
out downsides. User fees like the CRIAC are economically regressive
because they charge all users the same rate regardless of their ability
to pay. The steady rise in the CRIAC has created economic hardship for
some, especially those who are low-income or own large amounts of
impervious surface area. Low-income families already devote a signifi-
cant share of their income to utility costs; D.C. Water estimates that 15.9%

FIGURE 1: D.C. Water’s Actual and Projected CRIAC Rate (Monthly Fee per ERU), FY 2009-2028
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ILLUSTRATION 2: CSS Before and After the Clean Rivers Project
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of households in the District spend more than 7.1% of their income on
water bills.?" Several researchers have shown that this increase is largely
driven by a national trend of rising water and sewer rates. Over the last
two decades, affordability issues have intensified as water and sewer
costs have outpaced the Consumer Price Index.??

D.C. Water assesses the CRIAC based on customers’ impervious surface
area, regardless of whether they receive metered water services. Conse-
guently, a parking lot that does not have running water must still pay the
CRIAC. The majority (92%) of stormwater utilities also use impervious
area as their fee basis, but D.C. may be unique in using this as its prima-
ry way of funding a federal CSO mandate.?* For each 1,000 square feet
of impervious area, D.C. Water charges ratepayers one ERU.?* Most U.S.
water and sewer utilities also use ERUs to assess their stormwater fees.
On average, single family homes in D.C. occupy one ERU and will pay
$276 for the CRIAC in FY 2019.?°> This charge makes up about 25% of
residential customers’ bills.?® The utility estimates that in FY 2019, absent
any discounts, a typical church will spend $16,339 to $35,493 on CRIAC;
hotels will pay about $14,407; cemeteries will be charged approximately
$31,768; and multi-family buildings will owe around $1,739.27 Approxi-
mately 196 customers pay $60,000 or more per year.?®

The CRIAC was intended to adhere to the “polluter pays” principle, a wide-
ly-accepted practice whereby the entity that produces pollution bears the
cost of managing the damage to prevent damage to human health and
the environment.?® Roofs, pavement, and other impervious areas produce
stormwater runoff because they cannot absorb precipitation. Stormwater
that is not absorbed into the ground can wash hazardous materials such as
oils, gasoline, trash, metals, and pesticides into the District’s sewers and to
its waterways.*° All ratepayers in D.C. are subject to the CRIAC, regardless
of whether they are served by the CSS or the separated sewer system.
The federal government was responsible for creating and maintaining the
CSS until 1973, but it is not currently required to support the Clean Rivers
Project over and above any other ratepayer.
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Any solution must raise
$3.15 billion plus interest
costs and account for the size

and makeup of D.C. Water’s

customer base.

Nine Strategies for Keeping the CRIAC Affordable

This section examines nine policy options for the Council’s consideration
to reduce the financial burden that the CRIAC imposes on vulnerable
households and organizations:

1. Extend the CRIAC Residential and Nonprofit Relief Programs
2. Alter the rate structure to include a volumetric component

3. Subject public roads, alleys, and sidewalks to the CRIAC
4

. Promote green solutions by increasing the value of the CRIAC Incen-
tive Program

5. Reduce or eliminate D.C. government’s pass-through fees from D.C.
Water customer bills

6. Ensure that all jurisdictions in the Blue Plains Intermunicipal Agree-
ment pay their fair share

7. Lobby Congress to enhance the federal contribution
8. Re-examine D.C. Water’s governance structure

9. Amend the terms of the Consent Decree

Some of the choices would provide immediate relief, while others have
the potential to address the underlying challenge of providing clean and
affordable water and sewer services but would take many years to imple-
ment. Several of them are entirely within the control of the District govern-
ment; others require participation from regional partners or the federal
government. Each of these proposals offers benefits and tradeoffs.

The memo’s authors drew together these options by consulting D.C.
Council, agency staff, and stakeholders; considering choices made by
other jurisdictions; and conducting a literature review. The authors select-
ed these policy proposals because they would raise enough revenue to
meet the Consent Decree’s terms, promote an equitable funding scheme,
incentivize stormwater retention, protect the CRIAC’s legal status as a
fee, and be easily understood and feasible to implement.

Two factors constrain the range of solutions available. First, the CSO
mitigation capital program has a fixed price of $3.15 billion plus interest
costs.®! Second, D.C. Water has a small customer base, with just 125,000
retail customers including a few large institutions that pay an outsized
proportion of total revenues. For instance, D.C. Water projects that 10.3%
or $67.1 million of its FY 2019 operating revenue will be from federal
agencies. Any changes to the CRIAC that lowers these large ratepayers’
costs would have to be balanced out with increases for other ratepayers.

In the short-term, the Council’s main levers for keeping the CRIAC affordable
is by recommending that costs are shifted among ratepayers or subsidizing
it with local tax revenue. Over the long-term, the Council may be able to
engage in strategies that will help raise contributions from other jurisdic-
tions or the federal government. The Council might also be able to rein in
rate increases and promote transparency by continuing its oversight efforts
or adjusting D.C. Water’s governance structure. The Council could also
consider lowering customer costs by extending the Consent Decree’s terms.
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Relief programs direct
assistance to ratepayers
that have the greatest need
without disrupting the

overall rate structure.

Protect financially vulnerable customers by extending
the CRIAC Residential & Nonprofit Relief Programs

The Council may choose to continue supporting targeted relief for rate-
payers with financial hardship. This approach has the advantage of being
relatively simple for the District to implement. It directs assistance to
ratepayers that have the greatest need without disrupting the overall rate
structure. It could also be a relatively inexpensive solution which never-
theless alleviates pressure on financially-vulnerable ratepayers. Customer
assistance programs have taken on greater importance in cities around the
country, including Philadelphia, Detroit, and Baltimore. A quarter of water
and sewer utilities offer some form of customer assistance.*?

Low-income households in the District have been eligible to receive
subsidized water and sewer services from the Customer Assistance
Program (CAP) since 2001. D.C. Water expanded CAP in FY 2016 to
include a 50% CRIAC discount. CAP now provides households with about
$760 in annual benefits. It is open to residential customers with incomes
up to 60% of the State Median Income (SMI).*3 In FY 2018, CAP helped
3,281 customers and provided $1.19 million in assistance. The utility
expects to spend $2.4 million on CAP in FY 2019.34

CRIAC discounts are temporarily expanded in FY 2019, with the District
providing $7 million on a one-time basis and D.C. Water making a $6
million single-year commitment. Section 6052 of the “Fiscal Year 2019
Budget Support Act of 2018” stipulated that these one-time funds be used
to open new avenues for CRIAC assistance for moderate-income residen-
tial customers and non-profit organizations.®®> The Customer Assistance
Programs Il and Il (CAP2 and CAP3) provide CRIAC discounts to residen-
tial customers. Both the CAP2 and CAP3 are underutilized, but the D.C.

Department of Energy and Envi-

STRATEGY 1: Extend CRIAC Residential & Nonprofit Relief Programs

D.C. Government’s Fiscal Impact

$4 million to $15 million cost per year (approximate)

Ratepayer Impact

ronment (DOEE) expects to see
an increase in applications after
D.C. Water inserted a pamphlet
in customers’ February bills.*¢ The
CRIAC Nonprofit Relief Program

LOWER CRIAC BILL

e Low- and moderate-income
households

e Certain types of non-profit
organizations

R lowers the charge for eligible
nonprofit  organizations. The
Council will need to appropriate
additional funds in the FY 2020
budget to continue the expan-
sion; DOEE anticipates needing

HIGHER CRIAC BILL

e |If funded by D.C. gov’t, no impact.
e |If funded by D.C. Water, some may
pay more.

PROs

CONs $9.1 million for CAP2 and CAP3

e Easy to implement

e Relatively low cost

e Targets assistance to those
with greatest need

* Maintains rate structure

e Offers immediate relief

* Continues existing programs

* Widely-used strategy

and $4.1 million for the Nonprofit

e Residential relief programs have Relief Program.s’

low enrollment

e Puts D.C. gov’t in position of
picking non-profit winners and
losers

e Lack of generally-accepted
standard for defining financially
vulnerable non-profits

CAP2 is open to households with
annual income between 60%
of the SMI and 80% of the Area
Median Income (AMI).38 CAP2
provides a 50% CRIAC discount,
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as well as a reduction on water and sewer services. Together these
discounts are worth about $520 annually. Enough funds were set aside
to serve 10,200 customers in FY 2019. Forty-seven ratepayers applied
as of mid-February 2019.3° Middle-class households with annual income
ranging from 80 to 100% of the AMI can qualify for CAP3.4° This program
offers a 75% reduction on eligible customers’ CRIAC, meaning an annual
discount of approximately $210. The D.C. government will provide up to
$3.1 million of CAP3 discounts in FY 2019. Only seven customers had
requested the CAP3 subsidy as of mid-February.

Nonprofit organizations that have difficulty paying their CRIAC can qual-
ify for up to a 90% discount from DOEE. To be eligible for the CRIAC
Nonprofit Relief Program, organizations must demonstrate that they face
significant financial hardship. The Program defines financial hardship
as having an annual CRIAC that is equal to 1% or more of their revenue
minus expenses. They must also complete a stormwater mitigation proj-
ect. In addition, organizations must have a property tax exemption from
the OCFQ’s Office of Tax and Revenue by virtue of being a public charity
principally in the District, a church or a religious building, or a cemetery.
Thus, hospitals, schools, colleges, universities, museums, performance art

TABLE 1: CRIAC Residential and Nonprofit Relief Programs

CAP CAP2 CAP3 Nonprofit Relief

* Household income:
81% to 100% AMI
(calibrated for

* Household
income: 61% of
SMI to 80% of

* Household income:
0-60% of SMI
* Max income

Eligibility  Registered nonprofit in D.C.
* Real property tax exemption

as a charity, house of

of 4-person AMI 1to 4-person worship, or cemetery
household: $59,457 e« Max income households) e Annual CRIAC is =1% of
of 4-person * Max income their annual revenue, after
household: of 4-person expenses
$93,750 household: $117,200 e« Stormwater mitigation
project
CRIAC Discount 50% 50% 75% 90%
Additional  First 3,000 gallons First 2,250 N/A N/A
Discounts of water and sewer  gallons of water
services used and sewer
monthly services used
¢ PILOT and ROW monthly
Fees
¢ Waiver on the
Water Service
Replacement Fee
Estimated Average $520 $210 $2,800
Annual Benefit
FY19 DC Gov’t $0 $3 million, $4 million,
Contribution includes $500k for admin includes $150k for admin
FY19 D.C. Water $2.4 million $6 million, $0 $0
Contribution includes $500k
for admin
FY19 Enroliment, 3,281
YTD (FY18) 47 / ol
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Including a volumetric
weight in the CRIAC would
incentivize customers to use
less water and help them
take charge of their bill.

spaces, and housing cooperatives do not qualify for this program. As of
mid-February, DOEE had granted CRIAC relief to 61 nonprofits, most of
which are houses of worship, and awarded $819,000 in benefits. Organi-
zations will receive an average of $2,800 in assistance during FY 2019.4

There are several downsides to offering targeted relief. First, few low-in-
come District households qualify for these programs, and enrollment is
low. Residential benefits are only available to D.C. Water ratepayers, and
few low-income households have separately metered water and sewer
services. Low-income households are less likely to own their own home
than those with greater earnings, and most apartment building tenants
do not pay their own water and sewer bills.*> Neither the District nor
D.C. Water can provide a CRIAC discount to landlords who primarily
serve low-income tenants, because they would be unable to verify that
landlords shared these savings with their tenants. Second, some critics
argue that CAP2 and CAP3’s income eligibility standards for residen-
tial customers are too high, as they provide benefits to middle-income
households. Third, offering targeted assistance for nonprofits could put
the D.C. government in the position of picking winners and losers. While
there are generally accepted standards for what qualifies a household
as low-income, one critic posits that no similar standard exists to means
test organizations.*3

Alter the CRIAC rate structure to include a water and
sewer volumetric component

D.C. Water’s FY 2020 proposed budget shifts 18% of the CRIAC to a
sewer volumetric rate. Its CRIAC Stakeholder Alliance and several advo-
cacy groups propose that the fee would be more equitably distributed if
it included ratepayers’ water and sewer usage as well as their impervious
surface area This change could be justified since CSO is made up of a
combination of stormwater and wastewater. For example, the Council could
recommend that 18 to 37% of the CRIAC be assessed on a sewer volumetric
basis, which reflects a preliminary estimate of how much of the District’s
CSO is wastewater. This policy proposal would incentivize customers to
use less water and create a new avenue for individual customers to take
charge of their CRIAC. However, such a change could compromise the fee
revenue in the long-term, since each year customers use less water as they
switch to more efficient bathroom fixtures and appliances.**

Including customers’ water and sewer usage would lower costs for those
with large impervious areas but relatively little sewer usage—such as
parking lots, single-family homes, cemeteries, the District government,
and the federal government. In contrast, customers with relatively small
amounts of impervious area but relatively higher sewer usage—includ-
ing multi-family buildings, high-rise hotels, and schools—would pay a
higher CRIAC.*®
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STRATEGY 2: Assess CRIAC based on Volume and Impervious Area

D.C. Government’s Fiscal Impact

Savings for most agencies,
except those with high water and sewage usage

LOWER CRIAC BILL

e D.C. and federal government

e Single-family homes

e Properties with low water and
sewer usage

Ratepayer Impact $$:

HIGHER CRIAC BILL

e Multi-family buildings
e Properties with high water and
sewer usage

PROs

CONs

* Could promote equity since CSO
is made up of wastewater and
stormwater

* Would lower D.C. government’s
water bills

 Incentivize customers to reduce
their water consumption

¢ Disrupts the rate structure. Could
weaken the link between the
charge and the source of the
pollution it is trying to mitigate
Shifts costs among ratepayers
without addressing underlying
issues

Increases costs multi-family
buildings whose residents are also
unlikely to be eligible for relief
programs

Lowers the federal gov’t’s
contribution

Could politicize the rate setting
process and compromise D.C.
Water’s independence

Not a widely-accepted practice

Charging the CRIAC to
rights-of-way would raise
845 million annually and
allow the rate to be lowered
by about $9.15 per ERU.
However, it would shift costs

to District taxpayers.

Critics of this plan argue that it
would weaken the link between
the CRIAC and the source of the
pollution that it is meant to abate,
namely, water contamination that
occurs as a result of stormwater
runoff. It undermines the CRIAC
rate structure’s “polluter pays”
rationale of charging a higher fee
to property owners that gener-
ate more stormwater runoff by
virtue of having more impervi-
ous surface area.*® For example,
the current rate structure allows
D.C. Water to charge a relatively
high fee to surface parking lots
that generate a lot of stormwater
runoff but may not have other
metered water or sewer service.
Moreover, adding a volumetric
component would likely move
CRIAC costs between ratepayers
without addressing the under-
lying financial burden that it
has placed on some customers.
Further, if the Council weighs in
on this matter, it would poten-
tially politicize the utility’s rate
setting process and undermine
its independence.?’

Increase economic progressivity by subjecting
public rights-of-way to the CRIAC

Several advocacy groups and D.C. Water’s CRIAC Stakeholder Alliance
suggest that the CRIAC would be more equitably distributed if public
roadways and sidewalks were subject to the fee.“® D.C. Water estimates
that this change would raise approximately $45 million annually and
could allow the CRIAC to be lowered by about $9.15 per ERU. In addition
to providing broad-based relief, some of these revenues could be used
for targeted relief to the financially vulnerable or increasing the value of
the stormwater retention credit. The D.C. Council could control costs by
recommending that a new rate class be established for public rights-of-
way or that the full charge be phased in over time.*°
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STRATEGY 3: Charge Public Rights of Way for the CRIAC

D.C. Government’s Fiscal Impact

Up to $45 million cost per year (approximate) of

Ratepayers Impact

LOWER CRIAC BILL

All retail ratepayers

Most public roadways and side-
walks are paved with impervious
materials and are a major source
stormwater runoff. Public
rights-of-way constitute about
40% of impervious surface in the
District.*°® According to one esti-
mate, the public rights-of-way
comprises 26% of the District’s
total land area.®’ Current District

HIGHER CRIAC BILL
District gov’t

PROs

* Provides broad-based relief and/
or makes revenue available for
targeted interventions

* Would apply the “polluter pays”
principle to public roadways

e Could enhance progressivity by
shifting Clean River Project’s costs
to taxpayers

CONs law and D.C. Water policy prevent
- Large fiscal impact, with costs the utility from imposing the
rising over time. Might require CRIAC on streets, alleys, and

raising tax rates

e Provides relief to many customers
who do not need it

e Lowers the federal gov’t’s
contribution

e Transfers local tax revenue to the
federal gov't

sidewalks owned by the District
or federal government.>? The D.C.
Water Board of Directors decided
to exclude public rights-of-way
from the CRIAC based on the
recommendation of consultants
who showed that this is stan-

dard practice.>® A recent survey
of stormwater utilities confirmed
that 64% offer this dispensa-
tion, making it the second most
common type of exemption.>*

Imposing the CRIAC on public rights-of-way would shift a substantial
portion of the Clean Rivers Project’s cost to District taxpayers from D.C.
Water retail customers, including federal agencies. The D.C. govern-
ment would be responsible for most of these costs because it owns
between 64% and 95% of the jurisdiction’s public roadways.>> Federal
agencies are D.C. Water’s largest customers and contribute the most to
CRIAC revenues while owning a relatively small share of roadways and
sidewalks in the jurisdiction.%®

The D.C. Council has two main options for funding a CRIAC fee on public
rights-of-way. First, the Council could use general fund revenue by
either finding savings in the existing budget or raising certain tax rates
or government fees. The District’s tax base may be larger and broad-
er than D.C. Water’s pool of ratepayers. Residents, firms, organizations,
and visitors pay District taxes, while D.C. Water can charge the CRIAC
to its 125,000 retail customers and receive payments from surrounding
jurisdictions whose wastewater is treated at Blue Plains. The D.C. govern-
ment could choose to raise tax revenue in an economically progressive
manner. In contrast, D.C. Water can only charge user fees. Still, federal
law prevents the District from collecting taxes from all entities that are
subject to D.C. Water’s fees, including the federal government and foreign
embassies, while local law exempts many non-profit organizations from
property and franchise taxes. Further, taxes can be structured to be just
as regressive as user fees. For example, a sales tax on food is generally a
regressive way to raise revenue.®’
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Increasing stormwater
runoff reduction credits
in targeted areas could
maximize its impact and
help avoid the pitfall of
reducing costs for large

institutional customers.

Second, the District government could explore the possibility of using
federal resources in the form of the Highway Trust Fund’s $12.137 billion
Surface Transportation Block Grant Program and its set-aside for Trans-
portation Alternatives to pay the CRIAC on public rights-of-way. States
can use the Transportation Alternatives funds to support environmental
mitigation activity, including stormwater pollution prevention.%®

Support green solutions by raising the value
of CRIAC Incentive Program

Many D.C. Water customers perceive a dissonance in the Clean River
Project over the fact that an initiative that aims to reduce stormwater
runoff offers only modest monetary incentives to those who take steps to
prevent runoff from their property. As a result, the unsubsidized cost of
installing stormwater retention features such as green roofs, rain gardens,
rain barrels, and pervious pavement outstrips the value of D.C. Water and
DOEE incentive programs.>® D.C. Council might consider increasing the
value of stormwater runoff reduction credits for select classes of ratepay-
ers that have the greatest need or within certain geographic areas where
stormwater runoff is most damaging rather than enhancing the existing,
broad-based incentive.®©

Customers canreceive up to a 4% reduction on their CRIAC fee by increas-
ing their stormwater retention. This means that a residential customer
who pays $276 for CRIAC per year can qualify for up to an $11.04 annu-
al discount. D.C. Water spends about $200,000 per year to fund this

customer incentive. The utility’s

STRATEGY 4: Increase the Value of Stormwater Retention Credits

D.C. Government’s Fiscal Impact

Savings if D.C. goVv’t installs stormwater retention features

If D.C. goVv’t contributes, cost for funding the ratepayer subsidy

Ratepayer Impact

—
=
~—
_

LOWER CRIAC BILL HIGHER CRIAC BILL ————

Ratepayers who install stormwater
retention features

¢ |f funded by D.C. gov’t, no impact

e |f subsidized by D.C. Water, those
who do not install stormwater
retention features

PROs CONs

* Incentivizes green solutions to
runoff

» Better aligns cost of installing
water retention features with the
value of the CRIAC discount

¢ Benefits might primarily accrue
to institutions that can afford
to install stormwater retention
features

¢ Lowering the cost on one group of
ratepayers would require charging
other ratepayers more
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FY 2020 proposed budget raises
the maximum credit to 20%.%'

In contrast, DOEE provides up to
a 55% discount on the Stormwa-
ter Fee to ratepayers who install
stormwater retention features.
Residential customers paying
$32.04 per year in Stormwater
Fees can get a maximum credit of
$17.62. Relatively few ratepayers
receive Stormwater Fee discounts,
and only 14.6% of them receive
the maximum credit.®?> Around a
third fewer customers receive a
discount on their CRIAC, since
D.C. Water has a greater runoff
retention standard on its discount
program than DOEE.%3

There are two main barriers to
increasing the value of CRIAC
Stormwater Retention Credits.
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TABLE 2: Stormwater Retention Incentive Programs

CRIAC Incentive Stormwater Fee Incentive

Maximum Credit 4% discount 55% discount
Annua! valu_e of maximum credit $11.04 $17.62

for residential customers, average

FY19 Enroliment 856 (estimated) 1,276

For every $1.00 that D.C.
Water charges residential
customers, $0.07 is for
District government

pass-through fees.

First, regardless of how successful private property owners are at reduc-
ing their stormwater runoff, D.C. Water must still raise $3.15 billion plus
debt service costs to comply with the Consent Decree. Therefore, if the
utility provides an incentive to ratepayers who install a rain garden on their
property, it must make up for this lost revenue by charging others more.
Second, if D.C. Water were to increase the value of the CRIAC Stormwater
Retention Credit, much of the benefit would likely go to governments and
large institutions with open land that can afford to install and maintain
stormwater retention features. An expansion of the discount program
might mean that residential and small commmercial customers subsidize the
CRIAC for governments, universities, and embassies.

Lower customer bills by reducing or eliminating D.C.
government’s pass-through fees

The Council could help lower ratepayer costs by reducing or eliminating
three fees that D.C. Water charges on behalf of the District government:
the Payment-in-Lieu of Taxes (PILOT) Fee, the Right-of-Way (ROW) Fee,
and the Stormwater Fee. For every $1.00 that D.C. Water bills residential
customers, $0.07 is for District government pass-through fees. The District
uses this fee revenue to fund essential government services; if the Council
chose to lower or eliminate them, it would most likely have to raise revenue
from other sources or make cuts elsewhere in the District’s budget.

Advocates are especially critical of the PILOT and ROW Fees because of
D.C. Water’s status within the District government. Some contend that
there is no justification for these fees because D.C. Water is an instrumen-
tality of the District government, and it therefore should not be charged
for using core government services.®* The District charges private-
ly-owned utility companies PILOT and ROW fees, but the Budget Office
could not find any other District instrumentality that was subject to them.
D.C. Water acts independently and has a separate legal existence, but it is
still a government corporation. A 1996 District law established D.C. Water
and transferred all publicly-owned water and sewer property and assets.
Further, the Mayor appoints all members of its Board of Directors.®®

The District began assessing the PILOT fee in 1998 for the cost of provid-
ing municipal services to D.C. Water. In FY 2019, residential customers
pay an average of $3.10 per month for this fee, while wholesale custom-
ers (the suburban jurisdictions) are not charged.®® Under the terms of
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TABLE 3: D.C. Government Pass-Through Fees Charged to D.C. Water Customers

PILOT Fee ROW Fee Stormwater Fee
2‘:::[3: cost for residential customers, $3.10 $1.12 $2.67
FY19 Rate $0.50 per CCF $0.19 per CCF $2.67 per ERU
FY18 Revenue $15.957 million $5.1 million $12.665 million
D.C. Water’s FY18 administrative charge Unknown Unknown $1.248 million

D.C. rnment’ f fund
C. gove ent’s use of funds General Fund

Stormwater Permit
Compliance Enterprise Fund

Road maintenance

STRATEGY 5: Lower or Eliminate D.C. Government Pass-Through Fees

D.C. Government’s Fiscal Impact

Up to $33.102 million cost per year

Ratepayer Impact $$:
T
=
LOWER CRIAC BILL HIGHER CRIAC BILL
Retail ratepayers N/A
PROs CONs

* Would provide marginal relief.
Government pass-throughs make
up only 7% of ratepayer costs and
costs have remained flat.

Has a fiscal impact, which might
require raising tax rates

Does not target benefits at those

e Provides broad-based relief
¢ Eliminates charges not made
on other D.C. government

instrumentalities

a 2014 memorandum of under-
standing (MOU), D.C. Water is
responsible for a PILOT Fee of
$15.337 million per year which
increases 2% annually from 2016
to 2024. The utility is entitled to
retain part of the PILOT Fee for
fire protection service fees, but it
has not done so since 2015.%7 The
District deposits PILOT revenue
into the General Fund.

The D.C. government requires all
public utilities and telecommu-
nications companies in the area
to pay a fee for using its public

with greatest need
Provides relief that is not
extended to other utilities

roadways. D.C. Water is responsi-
ble for a $5.1 million annual ROW
charge, which it passes on to rate-
payers in the form of a monthly
fee. Residential customers spend
an average of $1.12 per month for the ROW Fee. D.C. Water assumed
responsibility for this charge in FY 2003 after entering an MOU with the
D.C. government. The District uses this pass-through revenue to fund
road maintenance.®®

D.C. Water also collects the Stormwater Fee for the District to prevent
stormwater in the parts of the city served by the separated sewer system
from polluting the area’s waterways.®® The DOEE asses the Stormwater
Fee based onimpervious area using the same methodology as the CRIAC,
but the rate is far lower at $2.67 per ERU and has remained flat since
2010. By improving their property’s stormwater retention, customers can
qualify for up to a 55% discount on their Stormwater Fee through DOEE’s
RiverSmart programs.’”® D.C. Water raised $12.665 million in Stormwater
Fees on behalf of DOEE in FY 2018, and DOEE provided customers with
$116,000 in Stormwater Fee discounts. The utility retained $1.248 million
or 9.85% of these revenues to cover administrative expenses. The District
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D.C. ratepayers may be
shouldering more than

their fair share of the
CSO mitigation costs.

government relies on revenue from this pass-through fee to support the
implementation of its MS4 permit. The DOEE uses these funds to prevent
stormwater from polluting the District’s rivers, install green infrastruc-
ture, ensure that new construction and redevelopment projects incorpo-
rate green infrastructure, and incentivize voluntary green infrastructure
retrofit projects.”” The District deposits these revenues in the non-lapsing
Stormwater Permit Compliance Enterprise Fund. This Fund ended FY
2018 with a $14.2 million balance, having begun the year with a $10.8
million balance.”? While some of these moneys are committed for the
Stormwater Retention Credit Price Lock Program, it is nevertheless a
sizable fund balance. The Council should consider reducing the Storm-
water fee and scrutinizing D.C. Water’s administrative charges.

Ensure that all jurisdictions in the Blue Plains
Intermunicipal Agreement pay their fair share

The Blue Plains Intermunicipal Agreement (IMA) of 2012 governs the
terms for managing wastewater treatment, biosolids, and cost allocation
among the jurisdictions and authorities that have their wastewater treat-
ed by D.C. Water.”> Under the terms of the agreement, only 41.7% of Blue
Plain’s flow capacity is allocated to the District. The wastewater from
these other jurisdictions passes through D.C.’s sewer system as it makes
its way to Blue Plains, and some of it flows through the CSS and contrib-
utes to CSO. Most of the pollution in the District’s waterways comes from
other jurisdictions. Further, D.C. constitutes a small share of local water-
sheds’ land area, and many of the benefits of reducing stormwater pollu-
tion accrue downstream.” However, the IMA dictates that D.C. pay the
vast majority (92.9%) of the Clean Rivers Project’s costs.”® On average,
District residents’ monthly water and sewer bills are 14.8% higher than
other customers in the region.”®

It seems possible that District ratepayers are shouldering more than
their fair share of the infrastructure project’s costs relative to Blue Plains’
wholesale customers. The authors
of this report have been unable

STRATEGY 6: Re-Examine Intermunicipal Agreement

D.C. Government’s Fiscal Impact

Savings possible

Ratepayer Impact

LOWER CRIAC BILL HIGHER CRIAC BILL

Savings possible for retail ratepayers Wholesale ratepayers

PROs CONs

e Could take years to negotiate
* Positive outcome not guaranteed

e Could provide broad-based relief
without a fiscal impact

e Could increase equity between the
District and suburban jurisdictions
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to conclusively determine how
the IMA signatories determined
the 92.9% District/71% non-Dis-
trict cost allocation.”” According
to the IMA, the cost allocations
are based on modeling. When
there is a modification to the CSO
Long-Term Control Plan, as there
was when the Consent Decree
was amended in 2015, D.C. Water
is to evaluate the performance
assumptions to determine if cost
allocations should be modified.”®
It does not appear that this was
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Following the “polluter
pays” logic of environmental
law, the federal government
ought to make regular and

significant contributions.

done. In February 2019, the Metropolitan Washington Council of Govern-
ments submitted written testimony to the Council stating that it will work
with D.C. Water to assess whether the cost allocation assumptions in the
IMA should be modified. The Council should also examine if Maryland and
Virginia are doing enough to redirect their stormwater from the District
during torrential rain events. While there are no guarantees that D.C. would
be able to negotiate more favorable terms if the IMA were re-opened, it
may be a strategy worth pursuing especially if the District could provide
robust evidence demonstrating that their residents are being overcharged.

Lobby Congress for regular and significant federal
support for solving a problem that it helped create

The D.C. Council should consider applying more pressure to Congress to
enhance the federal contribution for CSO mitigation. The federal govern-
ment is arguably responsible for CSO in the District, since it designed the
sewer system and chose to keep a flawed structure in place long after
it had been shown to be a major source of water pollution.”® Following
the “polluter pays” logic of environmental law, the federal government
ought to make regular and significant contributions to the Clean Rivers
Project rather than the small, periodic earmarks that have characterized
its support to date.8° Moreover, the benefits of D.C. Water’'s CSO remedi-
ation investments will accrue well beyond the District’s borders, suggest-
ing that the cost should be shared across a broader geographic area.
A CBO report noted that there is a strong case for federal investments
in wastewater treatment for “communities whose water eventually flows
into a major resource such as the Chesapeake Bay.”®

However, the federal government’s financial support for the infrastruc-
ture project has waned. Congress’s FY 2019 appropriation is a sharp
decline from the previous year, and it is a shadow of the approximately
$50 million annual contribution that it once made. According to Doug
Siglin, the former Executive Director of the Anacostia Watershed Trust,
stakeholders used to regularly lobby Congress for federal contributions,

but these efforts have dried up

STRATEGY 7: Lobby Congress to Increase Federal Contribution

D.C. Government’s Fiscal Impact

Savings possible

Ratepayer Impact
LOWER CRIAC BILL HIGHER CRIAC BILL

All ratepayers N/A

in recent years. By making the
federal government’s contribu-
tion to the Clean Rivers Project
a cornerstone of its congressio-
nal lobbying efforts, the Coun-
cil could potentially reduce the
burden on ratepayers and pres-
sure the federal government into
paying its fair share.

PROs

CONs

e Could provide broad-based relief
without a fiscal impact

e Could encourage the federal
government to pay its fair share

¢ Could take years to achieve
e Positive outcome not guaranteed
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Improve accountability by re-examining D.C. Water’s
governance structure

The Council should continue its vigorous oversight of D.C. Water. It could
also consider introducing legislation that would subject D.C. Water to
the same level of rate-setting scrutiny that other utilities regulated by
the Public Service Commission (PSC) face or alter the makeup of its
Board of Directors.82

The Council should
continue its vigorous

oversight of D.C. Water.

D.C. Water is different from other utilities in that it both sets and approves
its rates, while other utilities must justify their rates to the PSC. The dual
role that D.C. Water plays may present a conflict of interest, and it has
drawn attention in an era in which ratepayers face double-digit annual
increases in their water and sewer rates while the utility has amassed over
250 days’ worth of fund reserves.

The Council could amend the law to require that appointees possess relevant
qualification— such as a background in engineering, water treatment, munic-
ipal finance, environmental stewardship, or rate setting—which may further
the goal of controlling the utility’s costs and the burden placed on ratepay-
ers. Current law grants the Mayor the authority to appoint all 11 members of
D.C. Water’s Board of Directors with approval from Council. The only restric-
tions placed on the Mayor is limiting the number of District government
employees, requiring that one of the seats be held by a cabinet-level officer,
and mandating that five of the
seats must be reserved for other
jurisdictions whose wastewater
is treated at Blue Plains. Notably,
the D.C. Code does not require
= appointees possess skills or qual-
ifications related to overseeing
a public water utility, reside in
the District, or lack financial ties
to public utilities in the District.
While the Mayor may to decide to

STRATEGY 8: Re-Examine D.C. Water’s Governance Structure

D.C. Government’s Fiscal Impact

Savings possible

Ratepayer Impact

LOWER CRIAC BILL HIGHER CRIAC BILL

Savings possible for all ratepayers N/A

PROs CONs

¢ Could increase transparency and
accountability

e Could improve D.C. Water’s
governance structure

¢ Could politicize D.C. Water and

appoint people to the D.C. Water

compromise its independence

* Would not necessarily result in
lower rates or better outcomes for
customers

Board that have strong qualifica-
tions even if it is not mandated by
statue, enshrining these require-

ments in law may promote trans-
parency and accountability.®?

Reduce ratepayers’ bills by re-negotiating
the Consent Decree

The District government, D.C. Water, the EPA, and environmental and citizens
groups agreed to amend the Consent Decree in 2015 to reduce ratepayer
costs and change some of its infrastructure requirements. The parties found
that the rapid escalation in stormwater fees placed a significant financial
burden on customers. They agreed to lower this burden by extending the
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Long-Term Control Plan’s deadline from 2025 to 2030. Even after the first
amendment to the Consent Decree, D.C. Water projects that the CRIAC will
rise by 46.0% between FY 2019 and FY 2027, or an average annual growth of
6.6%. This outpaces the Congressional Budget Office (CBO)’s estimate that
U.S. personal income will increase by 4.4% per year over the next decade.
Amending the Consent Decree to extend the remediation deadline beyond
2030 could reduce its cost. For example, residential customers would pay an
estimated 14.5% less per year if the implementation schedule were extended
from 30 to 40 years.®4

STRATEGY 9: Amend the Consent Decree However, any changes to the agree-

ment would take many years to
achieve with no promise of success.
The Consent Decree was recently

D.C. Government’s Fiscal Impact

Savings possible

Ratepayer Impact $$: amended, and the EPA and other
_ . .
LOWER CRIAC BILL HIGHER CRIAC BILL ——— signatories may be reluctant to
) ) again re-negotiate its terms for the
Savings possible for all ratepayers N/A same purpose. If the completion
schedule were to be extended,
PROs CONs CSOs would continue to damage
* Could provide broad-based relief | » Success unlikely local waterways for a longer period.
without a fiscal impact * Would take years to achieve

- The change would also face fierce

* Positive outcome not guaranteed oboosition  from  environmental
* Extend the health and safety risks PP o )

of CSOs organizations, some of which are

signatories to the Consent Decree.®
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Conclusion

Raising $3.15 billion plus debt service costs to mitigate CSO in an affordable
and equitable manner is not easy, and many other municipalities under
consent decrees have grappled with similar challenges. The nine strategies
laid out in this report represent a range of the Council’s policy options, but
it is by no means complete. Many stakeholder groups have been engaged
on this issue, and they have put forth other proposals worthy of consider-
ation. Of the nine proposals that the Budget Office analyzed in this memo,
no single option emerges as a silver bullet. Each offers benefits as well as
tradeoffs, providing savings to some while increasing costs on others.

As Councilmembers contemplate the various approaches, they may want
to consider them through four different lenses. First, the Clean Rivers
Project is D.C. Water’s fiscal obligation, and thus the Council must decide
whether it is appropriate to subsidize it with local tax revenue. Second,
Councilmembers may want to consider which solutions would help meet
ratepayers’ immediate needs versus which would address long-term
structural barriers. Third, Council may wish to decide if it is more effec-
tive to offer broad-based assistance or provide targeted relief. Fourth,
Councilmembers should be aware of how the actions they take might
open D.C. Water’s rate structure to legal challenges.

Remediating CSO is just one of the District’s many water and sewer infra-
structure needs. D.C. Water must also invest in repairing and upgrading
aging systems, improving resiliency to the adverse impacts of climate
change, and complying with other federal rules and regulations. For
instance, the District’s water main pipes are an average of 79 years old,
and in the coming decades, many of them will have to be replaced. Like
the Clean Rivers Project, some of these infrastructure initiatives will cost
billions of dollars to complete and strain D.C. Water’s financial resources.
Effectively addressing the economic hardship that CRIAC has created
will not only keep this fee affordable, it will also provide a roadmap for
how D.C. Water can fund its other infrastructure needs without unduly
burdening ratepayers.
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