
Why Leasing the Water System Is a Bad Deal for Consumers

Mortgaging 
Milwaukee’s Future



About Food & Water Watch
Food & Water Watch is a non-profit organization working with grassroots organizations around the world to create 
an economically and environmentally viable future. Through research, public and policymaker education, media and 
lobbying, we advocate policies that guarantee safe, wholesome food produced in a humane and sustainable manner and 
public, rather than private, control of water resources including oceans, rivers and groundwater. For more information, 
visit www.foodandwaterwatch.org.

Food & Water Watch
1616 P St. NW, Suite 300
Washington, DC  20036
tel: (202) 683-2500
fax: (202) 683-2501
info@fwwatch.org
www.foodandwaterwatch.org

Copyright © November 2009 by Food & Water Watch.  All rights reserved.  This report can be viewed or downloaded at 
www.foodandwaterwatch.org.

California Office
25 Stillman Street, Suite 200
San Francisco, CA 94107
tel: (415) 293-9900
fax: (415) 293-9908
info-ca@fwwatch.org



Executive Summary and Key Findings......................................................................................................................................iv

Introduction................................................................................................................................................................................1

Financial Advisers: Aiding and Abetting Privatizations...............................................................................................................2

Milwaukee Water Works: A Well-Run Operation........................................................................................................................3

Cost Analysis................................................................................................................................................................................3

Food & Water Watch Analysis: A Lease of the Milwaukee Water Works Could Cost the Milwaukee 
Community at Least $17 Million a Year......................................................................................................................5

Rate Increases.............................................................................................................................................................................6

Loss of Local Control and Public Choice...................................................................................................................................6

 Regulation Is Inadequate...............................................................................................................................................7

 Lack of Disclosure..........................................................................................................................................................7

Service Concerns..........................................................................................................................................................................7

Ways Forward..............................................................................................................................................................................8

Appendix: Methodology of Cost Estimations..............................................................................................................................9

Income to Milwaukee’s General Fund............................................................................................................................9

Annual Cost to Water Users..........................................................................................................................................11

Net Cost to the Community...........................................................................................................................................14

Endnotes................................................................................................................................................................................15

Why Leasing the Water System Is a Bad Deal for Consumers
Mortgaging Milwaukee’s Future



Mortgaging Milwaukee’s Future:  
Why Leasing the Water System Is a Bad Deal for Consumers

iv 

Executive Summary
The City of Milwaukee faces a serious fiscal predicament. Its budget deficit could top $100 million by 2010, and 
laws restrict its ability to raise taxes to help offset the shortfall. In 2008, with this conundrum in mind, a public 
official proposed leasing the Milwaukee Water Works to generate a new revenue source. The city needs an al-
ternative to service cuts and fee hikes, but water privatization is an inadequate and possibly expensive option. 

In a lease, city officials expected that a private entity would pay the city half a billion dollars for the right to run 
the entire water utility for nearly a century. A water privatization of this size and scope is unprecedented in the 
United States, perhaps because it is risky and potentially costly.

Although Milwaukee’s main objective would be to obtain a large concession fee through the lease, the idea that 
this fee is low-cost or free money is based on a misconception. Any upfront payment that the city would receive 
is an expensive loan, which the community must repay through their water bills. 

In this report, Food & Water Watch used industry trends and the utility’s financial statements to analyze the 
costs associated with a long-term lease of the Milwaukee Water Works. The research found that despite rev-
enue from investing a large concession fee, a lease could cost the Milwaukee community a net of at least $17 
million a year. For every dollar that the city receives from an endowment, water users, as a whole, could have to 
pay $1.60 to $5.20.

These findings suggest that a water utility lease is not in the economic interest of the Milwaukee community. 
The city needs a reliable and responsible revenue source to sustain services, and water privatization is not a 
sound fiscal solution. It is an uncertain and cumbersome plan that could exacerbate, not ameliorate, the com-
munity’s financial difficulties.

Moreover, a lease effectively is an abdication of the city’s responsibility to provide its residents with safe and af-
fordable water service. If the city pursues this option, there is ample evidence that the community could suffer 
from high rates and poor service. In addition, a long-term lease would leave generations of Milwaukee resi-
dents with little recourse in the event of unresponsive water service. Water users cannot vote private managers 
or state-appointed regulators out of office.  

Water privatization involves too many risks and hidden expenses, and would fail to resolve the city’s fiscal 
problems. Milwaukee needs a better solution — one that does not jeopardize its valuable water service.



Food & Water Watch

 v

Key Findings
Cost implications for the community

• A lease of the Milwaukee Water Works could cost the Milwaukee community a total of $17 million to 
$31 million a year.

 ◦ By investing a concession fee into an endowment, the city could net between $7 million and $28 
million a year for its general fund. 

 ◦ At the same time, because of the higher cost of private capital, a lease could increase the water 
utility’s revenue requirement by $38 million to $45 million a year — 55 percent to 65 percent — 
resulting in higher water bills for the consumers.

• For every dollar that the city receives from an endowment, water users, as a whole, could have to pay 
approximately $1.60 to $5.40. 

High water bills 

• In Wisconsin, private water service costs 59 percent more than public water service. 

• Long-term leases with large concession fees can result in significant increases in water rates, according 
the U.S. Environmental Protection Agency.

Loss of local control

• Because water utilities are natural monopolies, a long-term lease would reduce consumer choice.

• The leasing company may construct water main extensions that encourage sprawl.

• Although state regulators would oversee elements of the utility’s operation, according to the Association 
of California Water Agencies, regulation “provides a poor substitute for marketplace discipline or ballot 
box accountability.”

• Studies have found that competition for water system contracts is rare, and long-term contracts that 
require private capital further reduces the list of viable competitors. 

Service concerns

• Poor performance by private operators is the number one reason why cities decide to bring previously 
contracted-out services in house. 

• Private operators can have a financial incentive to neglect system maintenance and upkeep. 



“Here in Wisconsin, the water 
belongs to everyone. Our waters are 
held in trust for all of us to enjoy. 
As citizens of Wisconsin, we have a 
collective responsibility to protect our 
water resources.”

 – Wisconsin Department of Natural 
Resources, “The Waters of Wisconsin: 
A Progress Report July 1, 2006 - 
December 31, 2007”
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In October 2008, with these constraints and the looming 
budget gap in mind, Milwaukee Comptroller W. Martin 
(Wally) Morics wrote to the common council and rec-
ommended an alternative course of action: Leasing the 
Milwaukee Water Works.1 

Typically, in a lease, a private entity pays a city a sizable 
concession fee for the right to control a municipal water 
system for decades. These concession fees resemble ex-
pensive loans. In a 1997 report, the U.S. Environmental 
Protection Agency called them “comparable to the 
‘home-equity’ loans popular with home owners across the 
country.”2 

After a lessee pays a large fee, it is basic business for it to 
want to recover that amount plus profit. It would have to 
generate additional revenue by cutting services or raising 

water rates, perhaps worsening the financial hardship of 
cash-strapped households and local businesses. While evic-
tion for overdue water bills may seem extreme, for resi-
dents in several cities, it is a very real threat.3 

Overall, lease-concessions of water utilities are rare in the 
United States,4 but in the aftermath of the housing market 
collapse, a few local governments, primarily in the long-
suffering Rust Belt, considered privatizing their utilities. In 
2008 Akron residents voted against their mayor’s initiative 
to lease their sewers, and in 2009 Chicago and Indianapolis 
reportedly were pursuing lease arrangements for their 
water systems.5 

Milwaukee’s proposal, in particular, is remarkable. It was 
for a lease of a size and scope unprecedented in the United 

Milwaukee’s fiscal crisis is serious. City officials predicted that its long-term struc-
tural budget deficit would exceed $100 million by 2010. The value of its share of 

state aid, its largest single revenue source, had been shrinking for the past decade, and 
laws restrict tax increases. With its revenue raising ability limited, and with pension 
and other costs growing, the city considered cutting services and increasing user fees. 

Introduction

Residents in Milwaukee protest the privatization of their water system at a city council meeting, June 2009. Photo by Jon Keesecker/Food & Water Watch.
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States: A privatization of a large city’s entire water system 
for nearly a century.6 

The comptroller hoped that a company would pay 
Milwaukee an upfront concession fee of more than half a 
billion dollars in exchange for the right to control the water 
utility for as long as 99 years. The city would put the pro-
ceeds of the transaction into a special endowment to gener-
ate an estimated $30 million annually to fund city services.7 

Nearly the entire common council believed the idea had 
merit, and every alderperson present but Joe Davis ap-
proved a resolution that authorized the comptroller’s office 
to seek out a team of financial advisers,8 who would inves-
tigate and facilitate a potential privatization. Half a year 
later, this process came to a grinding halt. 

In June 2009, as nearly 200 people rallied on the steps of 
City Hall to voice their opposition to the privatization pro-
posal, a council committee told the comptroller to hold off 
on selecting an adviser team and to investigate alternative 
revenue sources.9 

“The delay was because of overwhelming public opposi-
tion,” said Chip Wall, president of the American Federation 
of State, County and Municipal Employees Local 952, part 
of District Council 48, which has more than 10,000 mem-
bers in the area.10 

AFSCME District Council 48 is a member of Keep Public 
Our Water, a broad-based coalition of many labor, faith, 
consumer, environmental and neighborhood organiza-
tions, including Food & Water Watch, the Institute for 
Wisconsin’s Future, Milwaukee Riverkeeper, the local chap-
ter of the Sierra Club, Milwaukee Inner City Congregations 
Allied for Hope and the Riverside Park Neighborhood 
Association. KPOW opposes leasing the city’s water system. 

“I feel this lease is a terrible idea for Milwaukee,” said Wall. 
“To give public property to private for-profit entities is not 
smart.”11

Karen Royster, the executive director of the Institute for 
Wisconsin’s Future, said the lease proposal is “a desperate 
measure” that is “shortsighted and would be harmful for 
the city.”12 

The coalition canvassed neighborhoods, met with public 
officials and contacted local radio stations and newspapers 
to inform the public about the privatization proposal. After 
just a few months of organizing, KPOW was able to con-
vince the common council to delay the lease. It was a major 
victory, and the coalition intended to continue organizing 
until the common council passed a resolution ensuring that 
it would never privatize the water system.  

“We hope to ensure that the proposal is buried, for good,” 
said Royster.13 

Generally, the first step in privatizing a public utility is to hire a team of 
financial advisers. Despite appearances, these advisers are not impartial 
judges; they can have a strong financial incentive to push through deals. 

Who are the advisers? A select group of firms have facilitated or en-
abled the privatization of public water utilities. They have included:

Malcolm Pirnie, whose “flawed analysis,” in words of Massachusetts’ 
Inspector General, found that a long-term sewer lease would save 
money for Lynn, Mass.14

CH2M Hill, which operates municipal water utilities through its subsid-
iary OMI;15 

Camp, Dresser, and McKee, which participates in the design, construc-
tion and sometimes operation of water plants;16 and

Arthur Andersen, which collapsed in connection with the Enron scan-
dal.17 

In recent years, big banks, which also invest in infrastructure, have 
served as consultants on public works projects.18 For example, with 
the financial advice of Morgan Stanley, Akron, Ohio, pushed forward on 
privatizing its sewers, but residents voted down the plan.19 

How do the advisers make their money? They are often paid in two 
parts: (1) a base non-contingent fee, which they receive regardless of 

the outcome of the privatization, and (2) a contingency fee, which they 
receive only if the privatization goes through. The contingency fee usu-
ally is a percent of the contract value or concession fee. 

Milwaukee considered such “success based compensation to be the 
primary compensation method” for its financial consultants.20 And of 
the one and a half dozen teams that applied for the adviser contract, a 
majority said they would receive payment only if the privatization actu-
ally happened. The advisers would have a strong financial incentive to 
recommend a costly, long-term privatization, even if it were a bad deal 
for the community. 

As Daniel Bice wrote in his column for the Milwaukee Journal Sentinel, 
“In other words, these would not have been impartial advisers who might 
conclude that it’s not in the city’s best interest to turn over control of this 
most basic life necessity.”21 

Perhaps because of the payment structure, these legal and financial 
support teams do not necessarily protect communities from inadequate 
contracts. Lynn, Mass., spent more than $3 million on privatization con-
sultants when it leased its sewer system for 20 years, but according to 
Robert Cerasoli, the Inspector General of Massachusetts, “[U]nfortunate-
ly, this expensive investment in expertise has not protected the ratepay-
ers from a bad deal.” Cerasoli found that the lease likely would “result in 
unnecessarily high costs for ratepayers.”22

Financial Advisers: Aiding and Abetting Privatizations 



Food & Water Watch

 3

Milwaukee Water Works: A Well-Run 
Operation  
Milwaukee considered leasing its Water Works not because 
the utility is a burden and liability, but because it is one of 
its most valuable assets. When Morics first presented the 
proposal to a committee of the common council, he ac-
knowledged, “If we had another asset to sell, we wouldn’t 
be talking about this.” He added, “It’s not about the quality. 
It’s excellent. It’s managed well. They turn out a fantastic 
product.”23 

The Milwaukee Water Works is a well-run operation. It 
has taken a proactive stance on monitoring for potential 
contamination, going above and beyond the legal require-
ments. It tests for more than 500 unregulated pollutants, in 
addition to the 90 compounds required by law, and it was 
one for the first utilities to monitor for endocrine disruptors 
and pharmaceuticals.24

The results of these analyses, available online in an acces-
sible format, show that Milwaukee meets or exceeds federal 
and local water quality regulations. For example, in 2008, 
the utility had no violations, and it detected neither hor-
mones nor endocrine disruptors in its drinking water.25 

What’s more, Milwaukee residents receive this high qual-
ity water service for one of the lowest prices in the state,26 
and in the nation. In 2008 the Water Works charged 22 
percent less than peer utilities across the country did. Yet, 
despite their lower water bills, households in Milwaukee 
spent around the same portion of their income on water 
service as the typical household nationwide spent. That’s 
because Milwaukee household incomes tend to fall below 
the national average.27

Privatization could affect the quality and the cost of water 
service. 

Cost Analysis
“We have one bullet left,” Morics told a committee of the 
common council, “and that’s the Water Works.”28 

Milwaukee faces a considerable revenue shortfall and needs 
to find a new source of income in order to maintain city 
services, but a water system lease will not be the silver bul-
let that solves the city’s budgetary problems. In fact, a lease 
could increase costs and aggravate the community’s finan-
cial predicament. 

An analysis by Food & Water Watch found that a lease 
could cost the Milwaukee community at least $17 million a 
year (see table 1). 

The analysis looked at two scenarios: a best case and a 
worst case. The best case began by maximizing the city’s 
revenue through a large concession fee and then it mini-
mized the resulting costs. The worst case assumed a smaller 
concession fee and took the upper bound of expected costs. 
Both scenarios predicted that the community would sustain 
multimillion losses, from $17 million to $31 million a year 
(see table 1 and table 11 in appendix). 

“I feel this lease is a terrible 
idea for Milwaukee. To give 
public property to private 
for-profit entities is not 
smart.”
– Chip Wall, president of 
AFSCME Local 952
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Although the city’s general fund could net $7 million to $28 
million a year by investing a concession fee into an endow-
ment, water users could have to pay higher rates because of 
the increase in capital costs (see table 1 and tables 3 and 4 
in appendix).

The Wisconsin Public Service Commission regulates all wa-
ter utilities in the state. It sets water rates to allow utilities 
to recover the full economic cost of their capital investment, 
which includes profit, income taxes and interest payments 
on debt. This analysis found that a long-term lease could 
increase capital costs by $38 million to $45 million a year 
(see table 1 and table 10 in appendix). The utility would 
pass the added expenses onto its customers through higher 
water charges.

Compared to the municipally run Milwaukee Water Works, 
a leased utility could have higher interest rates on bonds 
and other loans and receive a larger return on equity (see 
tables 5 and 6 in appendix). Unlike the municipal utility, it 
also would have to pay income taxes on its profits (see table 
9 in appendix). The analysis assumed that the value of the 
utility’s capital investment would be the concession fee, so a 
larger fee would have greater capital costs.

The city’s revenue from an endowment seems inadequate to 
compensate for the increase in capital costs. For every dol-
lar to the city’s general fund, water customers, as a whole, 
could pay approximately $1.60 in the best case and $5.40 
in the worst case.

Because of the greater cost of private capital, a lease ap-
pears to be an expensive way to raise funding for city ser-
vices. These findings suggest that a lease of the Milwaukee 
Water Works is not in the economic interest of the 
community. 
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Food & Water Watch Analysis: A Lease of the Milwaukee Water Works Could 
Cost the Milwaukee Community at Least $17 Million a Year 

Table 1. NET COST OF LEASING MILWAUKEE WATER WORKS Best Case Worst Case

REVENUES TO MILWAUKEE’S GENERAL FUND (millions of 2008 dollars)

(a) Concession fee 
The city expects to receive a large upfront concession fee from the lessee. The comptroller 
estimated this fee would be as much as $600 million, which is taken as the best-case estimate. The 
worst-case concession fee is an approximation of the utility’s 2008 rate base. 

$600 $300

(b) Defeasance of outstanding debt 
The city could have to retire the unpaid portions of municipal bonds used to finance improvements 
to the water utility. 

-$27 -$27

(c) Transaction costs 
Planning, negotiations, arbitration and arrangement of the contract typically cost 2 to 10 percent of 
total project costs, which is assumed to be the concession fee. See table 2 in appendix. 

-$12 -$30

(d) Net proceeds from the lease (lines a + b + c) $561 $243
(e) Net rate of return on endowment
The comptroller planned to invest the net proceeds of the lease into an endowment to generate 
revenue for city services. The endowment could have a net rate of return of as much as 5 percent, 
based on early projections by the comptroller. The return could be 3 percent, which is the 10-year 
annualized return on Wisconsin’s Local Government Investment Pool as of August 2009.

5% 3%

(f) Annual return on endowment (line d X line e) 
See table 3 in appendix. $28 $7

(g) Additional tax revenue to general fund
The city should continue to receive payments in lieu of taxes equivalent to the amount paid by the 
municipally operated utility, and it would not receive additional income tax revenue from the lessee. 

$0 $0

(h) Subtotal annual revenue to the city’s general fund (lines f + g)
 See table 4 in appendix. $28 $7

EXPENSES PAID BY WATER USERS 

Private capital usually is more expensive than public capital, and the lessee would pass on its added capital costs to water users 
during rate design. Milwaukee Water Works’ rate base was $281 million and its capital structure was approximately 10 percent debt 
and 90 percent equity in 2008. This analysis assumed that a lessee’s rate base would be the concession fee and its capital structure 
would be 65 percent debt in the best case and 50 percent debt in the worst case. 

(i) Increase in cost of debt
Private debt costs more than public debt. Milwaukee Water Works’ consolidated cost of debt was 
3.5 percent. The interest rate on private debt is assumed to be 5 percent in the best case and 7 
percent in the worst case. See table 5 in appendix.

-$19 -$10

(j) Increase in return on equity 
Private utilities can earn larger returns on their equity investment. Milwaukee Water Works had an 
estimated 0.69 percent return on municipal equity in 2008. The lessee could earn an 8 percent to 
12 percent return on equity, based on the return of a large private water utility in Wisconsin. See 
table 6 in appendix.

-$15 -$16

(k) Corporate income taxes 
Unlike the municipal utility, the lessee would have to pay federal and state income taxes on its 
equity return, its profit, which is grossed up to include these taxes. The state income tax rate is 7.9 
percent and the federal corporate income tax rate is 35 percent, for a composite tax rate of 40.1 
percent. See tables 7, 8 and 9 in appendix.

-$11 -$12

(l) Subtotal additional annual expenses paid by water users (lines i + j+ k)
The increase in capital costs could be fully recoverable through water charges, so it could be 
included in the utility’s revenue requirement during ratemaking. Water users, as a whole, could 
have to pay $38 million to $45 million a year more in their bills. See table 10 in appendix.

-$45 -$38

Net Annual Cost to the Community (lines h + l)
See table 11 in appendix. -$17 -$31

Note: Figures based on Milwaukee Water Works’ 2008 financial statements. See appendix for methodology.
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Rate Increases

 “Wally, how is this different from what Milwaukee County 
did with the transit system?  … They privatized it. They 
thought it was going to generate revenue. Now the transit 
system, because of fare increases, is running into difficul-
ties. They balanced the budget on that privatization initia-
tive on the backs of what I consider people of color.”

– Milwaukee Alderman Joe Davis asked Comptroller Wally 
Morics during a common council committee meeting in 
November 2008.29

More than half of Milwaukee residents are people of color,30 
and one in four people lives below the poverty line.31 
Because water bills are regressive, any rate increase will 
disproportionately affect working families. 

Yet, as the cost analysis indicates, rate increases seem inevi-
table if Milwaukee leases its water utility.32 In Wisconsin, 
private utilities charge 59 percent more for water service 
than public utilities do,33 and according to EPA, long-term 
leases with large concession fees — the type of arrangement 
that Milwaukee seeks — can result in “significant increases” 
in water prices.34 

Under Milwaukee’s existing law, water charges are liens on 
the property that receives water service.35 If a household 
or business owner fails to pay their bills, Milwaukee can 
confiscate any personal property belonging to the property 
owner to sell for payment.36 During contract negotiations, 
the city may agree to continue this practice for the private 
operator.  

In Milwaukee, if households and businesses cannot afford 
to pay their water bills, the lessee could cut off their water 
service. Worse, it is possible that they would face eviction 
from their homes or places of business. 

Loss of Local Control and Public 
Choice
“Water is one of Milwaukee’s primary resources,” said 
Royster of the Institute for Wisconsin’s Future. “I am 
generally against privatization but this proposal represents 
a real capitulation by the city to private interests with long 
term damage to the community.”37

High costs and high prices are not surprising consequences 
of water privatization, because water service is a natural 
monopoly and lacks a true market. Consumers can exer-
cise choice only at the ballot box through the election of 
the public officials who oversee their utility. If Milwaukee 
leases its water system, the public would lose its ability to 
choose. 

The city, too, could not choose another service provider and 
would be bound to the terms of a single contract for the 
full duration of the lease, which could be nearly a century. 
Under most circumstances, assuming no violation of con-
tract provisions, the city could exit the lease early only by 
paying a substantial termination fee to the leasing compa-
ny. It is no wonder that Alderman Jim Bohl told his fellow 
aldermen, in reference to the contract length, “It scares the 
dickens out of me.”38

Even the best contracts are unable to account for the 
changes that occur over a century, and the terms of the 
lease could restrict the city’s ability to respond to shifting 
social, economic and environmental circumstances, includ-
ing climate change, which could affect its water supply. 
The contract length becomes especially important because 
of the high degree of control that the city would abdicate 
to a private entity. For example, the city would no longer 
determine water rates or capital improvement plans, which 
affect water quality. 

During contract negotiations, the city also may bargain 
away its supervision of bulk water sales and service area 
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expansion.39 Because a water corporation has different 
goals than a city does, it will make its decisions using a 
different set of criteria, often one that emphasizes profit-
ability. This would have important equity and environmen-
tal implications.40 For example, a company may construct 
water main extensions that encourage sprawl. 

Regulation Is Inadequate
Although the Wisconsin Public Service Commission would 
oversee the privatized utility, much as it currently does for 
the city operation, regulation fails to compensate for the 
loss of local control. As the Association of California Water 
Agencies noted, regulation is “imperfect” and “often pro-
vides a poor substitute for marketplace discipline or ballot 
box accountability.”41 

By its nature, regulators cannot give the same attention 
to Milwaukee’s specific needs as local, elected officials can 
give. The governor of Wisconsin appoints the three com-
missioners who direct the Public Service Commission. 
Their offices are not in downtown Milwaukee but more 
than an hour west in Madison, and they must oversee 1,110 
public utilities and make hundreds of decisions a year.42

Milwaukee’s common council may have to make only a 
couple major water-related decisions a year, and residents 
can visit their alderperson and directly express their con-
cerns about the water operation. If the alderperson fails to 
respond, the community can vote them out of office. The 
public lacks similar mechanisms to address their concerns 
with private utilities and regulators.43

Lack of Disclosure
A lack of disclosure further complicates public oversight. 
Corporations may refuse to reveal certain data by claiming 
they are confidential or trade secrets, and the general public 
often is not privy to the same level of information as regula-
tors are. A lack of disclosure impedes public participation. 

The initial stages of Milwaukee’s lease process are telling 
of this. There was such little public disclosure about the 
advisor selection that a column in the Milwaukee Journal 
Sentinel had the headline: “Water consultant deal as clear 
as mud.”44 

Members of KPOW would agree. According to Royster of 
the Institute for Wisconsin’s Future, the city wanted to 
keep the lease out of the “spotlight.”45 Indeed, there were 
no formal public meetings to inform the community, gauge 
their opinion or address their concerns.46 Fortunately, 
KPOW organized and shed light on the issue. “KPOW was 
the spotlight,” Royster said. Its efforts forced the council to 
delay the lease, she said, “because there was too much noise 
and attention on the proposal.”47 

Service Concerns
Without strong public oversight, a private operator could 
cut corners and sacrifice service quality to increase its prof-
its. Such neglect could result in low pressure or discolored 
water.

Poor performance is the number one reason why cities 
bring previously contracted services in house. In a survey 
of 245 municipalities, nearly three-quarters of cities ended 
privatization because of the contractor’s unsatisfactory 
service.48

Private sector performance is usually driven by competi-
tion, but municipalities rarely have any real competition 
for water privatization deals,49 largely because there are 
few competitors remaining. Since the 1990s, the market 
has been consolidating rapidly,50 and over the last decade, 
the number of major U.S. contract operators fell from 16 to 
six.51 

Despite the lucrative nature of a long-term lease, 
Milwaukee could receive a limited number of qualified 
bids. Veolia Water and Suez-owned United Water are two 
possible bidders. Only the largest water corporations tend 
to have access to private capital,52 particularly an amount 
needed to pay Milwaukee a sizable concession fee.

With little competition, Milwaukee has few choices and less 
room to negotiate a good contract that protects the interests 
of its residents. The larger and longer the contract, the nar-
rower the list of viable competitors, which one expert said 
results “in an oligopolistic market.”53 

“Water is one of Milwaukee’s 
primary resources. I 
am generally against 
privatization but this 
proposal represents a real 
capitulation by the city 
to private interests with 
long term damage to the 
community.”
–Karen Royster, Institute for 
Wisconsin’s Future
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“The farther you get from competition,” Dan Jones, 
Houston’s former deputy director of public works and engi-
neering, told the Baltimore Sun, “the less comfort you can 
have that you’re getting a good price.” Jones also recom-
mended against turning a full system over to a private op-
erator: “Trading a public monopoly for a private monopoly 
doesn’t seem like a good deal.”54

Indeed, in the absence of market forces, private op-
erators can have a financial incentive to neglect repairs. 
“Companies can delay required maintenance in order to 
receive short-term profits,” reported the Association of 
California Water Agencies, “then argue for increased rates 
to cover suddenly-critical maintenance requirements.”55

As a result, the system can deteriorate and water qual-
ity and service can worsen. According to a report by the 
National Rural Water Association, “Asset deterioration can 
be particularly problematic under the long-term contract 
operations and the asset lease models.”56 

Can Milwaukee ensure that at the end of a 99-year lease, it 
would get back a system in good condition?

Ways Forward
Milwaukee faces a difficult financial situation, but a water 
system lease is not the solution that certain public officials 
hope it to be. It is not a sure-fire way to generate revenue. 
In fact, this analysis found that it could have a net public 
cost of at least $17 million a year. 

While it is understandable that policymakers want to con-
sider a range of options, they must recognize that the price 
of pursuing certain endeavors, like a water lease, is not 
worth the potential outcome. Water privatization requires 
expensive and time-intensive studies, and it often results in 
a net loss of public resources. 

The city should not pursue a risky financial arrangement. 
Instead, Milwaukee should aim for a responsible fiscal solu-
tion that does not involve considerable costs or jeopardize 
the quality of its water service.

To those ends, Milwaukee’s common council must reject 
any proposal to lease its water utility. Only with local, pub-
lic control can Milwaukee ensure that the entire community 
has access to safe and affordable water service. 

Milwaukee faces a difficult 
financial situation, but a 
water system lease is not the 
solution that certain public 
officials hope it to be. It is not 
a sure-fire way to generate 
revenue. In fact, this analysis 
found that it could have a 
net public cost of at least $17 
million a year. 
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Income to Milwaukee’s General Fund

Concession Fee
It is difficult to estimate the market value of a long-term 
concession of the Milwaukee Water Works for two main 
reasons: (1) There is no known concession or sale of a U.S. 
municipal water utility of comparable size; and (2) there is 
no known lease-concession of a water system in a state that 
regulates publicly owned utilities. Rate of return regulation 
could limit the size of the concession fee. 

According to news reports, Morics estimated that 
Milwaukee could receive a concession fee of as much as 
$600 million.57 That is greater than the utility’s total assets, 
which was $434 million at the end of 2008,58 so this analy-
sis uses $600 million as the best-case concession fee.

A standard purchase price for a state regulated utility is 
the original cost of the utility less depreciation,59 which is 
similar to another benchmark for an acquisition price, the 
rate base.60 In 2008 the Milwaukee Water Works had a rate 
base of $281 million. This is the value of the utility financed 
by the utility or the city, plus materials and supplies, less 
depreciation and regulatory liability. It excludes the con-
tributed utility plant assets, which the city and utility did 
not finance.61 In ratemaking, regulators apply a rate of 
return to this value to determine the utility’s return. 

Regulators could decide against adjusting the rate base to 
allow the lessee to earn a return on the full value of its in-
vestment, the concession fee. As a result, it is possible that 
a lessee would pay a concession fee only up to the munici-
pal utility’s rate base. For that reason, this analysis takes 
an approximation of the rate base, $300 million, to be the 
worst-case concession fee. 

Debt Defeasance 
In the past, the city has financed large water projects with 
loans from Wisconsin’s Drinking Water State Revolving 
Fund or general obligation bonds that are exempt from 
federal income taxes. 

A private water utility in Wisconsin typically cannot do the 
same. The lease agreement could cause the water util-
ity to lose access to tax-exempt bonding and low-interest 
loans from the state’s Safe Drinking Water Loan Program. 
Although the City of Milwaukee could issue private activity 
bonds for the lessee, these bonds are subject to restrictive 
regulations, including a state volume cap.62 

As of the end of 2008, Milwaukee Water Works had ap-
proximately $27 million in outstanding debt: $10 million 
in Safe Drinking Water State Revolving Fund loans and 
$17 million in general obligation bonds.63 The lease could 
force the utility to retire or defease this debt. To do that, the 
city would have to place enough cash into an irrevocable 
escrow account to pay off the bonds as they become due. 
The trust would purchase essentially risk-free government 
obligations to the amount, timing and collection of the 
interest and principal of the defeased bonds.64 This analysis 
assumes that the cost of defeasance is approximately $27 
million, the outstanding principal of the utility’s debt. 

Other municipalities have used part of their concession fees 
to rid their utilities of existing debt during the privatiza-
tion process. For example, when Cranston, R.I., leased its 
wastewater utility for 20 years, it used $25 million of the 
$48 million concession fee to retire the system’s outstand-
ing municipal bonds. After meeting all of these obligations, 
the city had less than half of the concession fee remaining 
for its general fund.65

This analysis assumes that the concession fee would have 
an initial reduction of $27 million to cover debt defeasance. 

Appendix: Methodology of Cost Estimations
The sections below describe the cost estimates from table 1 on page 5 in more detail. These figures are based on Milwaukee 
Water Works’ 2008 financial statements and are expressed in 2008 dollars. 

Revenues and expenses are estimated based on two scenarios:

The best-case scenario maximizes the revenue to the city’s general fund. It assumes a large concession fee and rate 
of return on the endowment. It then minimizes costs by taking the lower bound of the range of expected transaction and 
capital costs. 

The worst-case scenario assumes a smaller concession fee, a more typical endowment return and the upper bound of 
the range of expected transaction and capital costs. 
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Transaction Costs
Leases are complicated and expensive to set up. They 
involve planning, decision-making, negotiations, arbitra-
tion, arrangement and contract supervision.66 A study of 
water and sewer systems estimated that transaction costs 
range from 2 percent to 10 percent of total project costs, 
although it noted that consistent and comparable data are 
rare because of the proprietary nature of the information. 
Transaction costs also are higher in pioneering projects,67 
as Milwaukee’s lease would be. 

The analysis assumes that these costs would be 2 percent 
of the concession fee at best and 10 percent at worst. So, 
the transaction costs would be $12 million in the best-case 
scenario and $30 million in the worst-case scenario (see 
table 2). 

Milwaukee budgeted $10,000 for an initial financial adviser 
to help select the larger privatization consultant team.68 
Although the comptroller’s office has received bids from 
potential privatization consultants, it has refused to dis-
close the bidders and their proposed fees.69 However, based 
on the proposals he received, Morics realized the city could 
incur “potentially significant” out of pocket costs.70 

In fact, Morics noted in his original testimony about the 
proposal that leases are “complicated” and require time-in-
tensive negotiations, and he referred to one lease document 
that was more than 800 pages.71 Because of their complex-
ity, leases require specific contract language to ensure ad-
equate service, but there is an inherent difficulty in drafting 
specifications for the service of a full utility.72 

As a result, even with lengthy and expensive negotiations, 
long-term projects inevitably involve considerable uncer-
tainty, which further inflates contracting costs, since pricey 
renegotiations are often necessary.73 A study of more than 
1,000 infrastructure concessions in Latin America and the 
Caribbean found that three-quarters of the water and sani-
tation contracts were renegotiated, typically within the first 
two years.74 

Endowment Return
Early estimates from the city found that a concession fee 
of as much as $600 million, when invested into an endow-
ment, could generate $30 million a year to fund city ser-
vices.75 This produces an annual rate of return, net of fees 
and overhead, of approximately 5 percent.

Given the condition of the market in 2009, 5 percent is 
taken to be the best-case net rate of return on an endow-
ment. So, in the best-case scenario, Milwaukee would invest 
the proceeds of the lease into an endowment that generates 
$28 million a year for the general fund (see table 3). 

In 2009 many investors saw zero or negative returns. In 
fact, a large part of Milwaukee’s 2010 budget shortfall 
was due to stock market losses on its pension fund, which 
required the city to contribute nearly $37 million. The city 
contribution to the pension fund was expected to increase 
in 2011 and 2012.76 

To determine a reasonable worst-case expected return on 
an endowment, this analysis looked at Wisconsin’s Local 
Government Investment Pool. The investment pool had an 
annual interest rate of 0.33 percent at the end of August 
2009, and its 10-year annualized return was 3.40 percent 
as of the first quarter of 2009.77 Because the comptroller 
indicated that he preferred using a 7-to-10-year moving av-
erage to determine disbursements to the city,78 this analysis 
uses 3 percent as the worst-case net rate of return.

In the worst-case scenario, Milwaukee would invest the 
net proceeds of the concession into an endowment with a 
3 percent return and generate approximately $7 million a 
year for the general fund (see table 3).

Given the volatility of the stock market, this worst-case 
value could overestimate the actual return.  In addition, 
Wisconsin’s Local Government Investment Pool is more 
than 100 times the size of Milwaukee’s anticipated endow-
ment,79 so overhead costs could be a larger percentage of 
Milwaukee’s endowment return than they were for this 
pool. 

Table 2. Estimated Cost of a Lease Transaction 
(in millions of 2008 dollars)

Best Case Worst Case
(a) Concession fee $600 $300
(b) Cost of the transaction 2% 10%
(c) Transaction costs (line a X line b) $12 $30

Table 3. Estimated Return from Investing the 
Concession Fee (in millions of 2008 dollars)

Best Case Worst Case
(a) Concession Fee $600 $300
(b) Debt defeasance (principal plus 
interest) -$27 -$27
(c) Transaction costs (table 2, line c) -$12 -$30
(d) Net proceeds (lines a + b + c) $561 $243
(e) Net investment rate of return 5% 3%
(f) Annual net return from 
endowment (line d X line e) $28 $7
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Tax Revenue
The Milwaukee Water Works, as a public utility, is exempt 
from property taxes, so it makes payments in lieu of taxes 
to the city. Under a long-term lease, the utility should retain 
this tax-exempt status, since the city would remain the 
property owner.80 In this case, the lessee should continue 
to make property tax equivalent payments equal to the 
amount the municipally run utility would make. This analy-
sis assumes no change in these revenues to the city.

Indeed, Morics said that he presumed these payments 
would continue because the city could require it as part of 
the lease agreement.81 However, there is a possibility that 
the city could forfeit this revenue during contract negotia-
tions, possibly in exchange for a larger upfront concession 
fee. If Milwaukee decides to pursue a lease, city officials 
must protect residents and negotiate a strong contract that 
preserves the tax-equivalent payments. 

Milwaukee should not see any additional tax revenue from 
the deal. Although the lessee would have to pay federal and 
state income taxes, the city does not levy income taxes. In 
fact, Wisconsin law expressly forbids municipalities from 
levying tax on incomes.82

Further investigation is required to determine whether the 
city would lose any of its state shared revenue as a result of 
the lease. At least one alderperson expressed concern about 
how a lease would affect that revenue source.83 

Net Income to General Fund
The net income to the general fund is the revenue from the 
endowment plus additional tax revenue to the city. In the 
best case, the city could net $28 million for its general fund, 
and in the worst case, it could net $7 million (see table 4). 

Annual Cost to Water Users
Water users could see their rates increase to cover the 
added cost of private capital. 

Cost of Capital
State regulation allows utilities to earn a return on their 
capital investment. When regulators set water rates, they 
include interest payments, profits and income taxes in the 
revenue requirement. This allows utilities to pass on the full 
economic cost of capital to water users. 

Investment Rate Base 

The Milwaukee Water Works earns a return on the value 
of the utility that it or the city financed, plus materials and 
supplies, less depreciation and regulatory liability. This 
value, called the rate base, was $281 million in 2008. It 
does not include the value of the utility assets that were 
contributed.84 

Assuming that regulators would adjust the rate base up to 
the concession price to allow the lessee to recover its invest-
ment, the rate base would be $600 million in the best case 
and $300 million in the worst case.  

Capital Structure 

Milwaukee Water Works’ capital structure was approxi-
mately 90 percent municipal equity and 10 percent debt in 
2008.85 

The weighted average capital structure in the water indus-
try is approximately 50 percent equity to 50 percent debt.86 
The Wisconsin Public Service Commissions indicated that 
this is considered to be the optimum capital structure.87 
However, because private equity usually is costlier than 
private debt, a smaller equity to debt ratio tends to have a 
smaller revenue requirement.88 Therefore, this analysis as-
sumes that the capital structure would be 35 percent equity 
to 65 percent debt in the best case,89 and 50 percent equity 
to 50 percent debt in the worst case. 

Table 4. Estimated Annual Income to the 
General Fund of the City of Milwaukee (in 
millions of 2008 dollars)

Best Case Worst Case
(a) Annual return on investment (see 
table 3, line f) $28 $7
(b) Additional tax revenue $0 $0
(c) Total annual income (line a + 
line b) $28 $7
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Cost of Debt
In 2008 the Milwaukee Water Works’ composite cost of 
debt was 3.5 percent,90 which is nearly half the typical inter-
est rate on private debt.91

The six-month daily average coupon on a private utility 
bond issued between January 1, 2009 and June 30, 2009 
was 6.51 percent,92 and the 12-month bond yield average 
for a typical public water utility bond was 6.65 percent in 
2008.93 Based on these averages, this analysis assumes that 
the lessee’s cost of debt would be 7 percent in the worst 
case. 

The best-case cost of debt is taken to be 5 percent, based 
on the composite debt cost of Aqua America, the second 
largest publicly traded investor owned water utility. Aqua 
America had a weighted average cost of debt of 5.58 percent 
in June 2009 and of 5.35 percent at the end of 2008.94 
American Water, the largest publicly traded investor owned 
water utility in the nation, had a debt cost closer to the 
average utility bond. As of June 2009, its weighted average 
cost of debt was around 6 percent and new debt issuance 
rates ranged from 6.5 percent to 8.5 percent.95 

Private utilities can access low-interest Drinking Water 
State Revolving Fund loans in most states but not in 
Wisconsin, so the lessee of Milwaukee Water Works should 
expect to have a greater composite debt cost than pri-
vate utilities in other states. Because of this, 5 percent is 
a conservative value that could underestimate the cost of 
privatization. 

Based on these assumptions, the lessee’s cost of debt would 
be $20 million in the best case and $11 million in the worst 
case. That means a lease could increase the annual debt 
cost by $10 million to $19 million (see table 5). 

Table 5. Estimated Added Cost of Debt (in 
millions of 2008 dollars)

 Milwaukee 
Water 
Works 
(2008)

Lease Estimates

Best Case Worst 
Case 

(a) Capital investment $281 $600 $300
(b) Debt (% of 
Investment) 10% 65% 50%
(c) Total debt (line a X 
line b) $28 $390 $150
(d) Composite cost of 
debt 3.5% 5% 7%
(e) Total cost of debt (line 
c X line d) $1 $20 $11
(f) Added cost of debt 
(line e - Milwaukee Water Works debt 
cost)

$19 $10

Return on Equity
In 2008, Milwaukee Water Works’ total net equity was 
approximately $250 million, which is the rate base less 
outstanding debt. The total return on equity was $2 million, 
which is total net operating income of $3 million less $1 
million of debt costs.96 Thus, its rate of return on municipal 
equity was 0.7 percent (see table 6). 

Private utilities typically can have an after-tax rate of return 
on equity of approximately 10 percent. It is the industry’s 
desired benchmark return.97 Wisconsin’s only large private 
utility that provides water service had an authorized rate 
of return on common equity of 11 percent and a reported 
rate of return on common equity of 8 percent in 2008.98 In 
the past, the Public Service Commission of Wisconsin had 
authorized returns on equity of at least 13.5 percent, but 
since the early 1990s, its authorized rates have been around 
12 percent.99

In this analysis, the best-case scenario assumes an 8 per-
cent return on equity, and the worst-case scenario assumes 
a 12 percent return on equity. Using these values, the lessee 
would have a return on equity that is $15 million more than 
the municipal utility’s 2008 return in the best case and $16 
million more in the worst case (see table 6). 

Table 6. Estimated Added Cost of Equity (in 
millions of 2008 dollars)

 Milwaukee 
Water 
Works 
(2008)

Lease Estimates

Best Case Worst Case 

(a) Capital investment $281 $600 $300
(b) Equity (% of 
Investment) 90% 35% 50%
(c) Total equity (line a X 
line b) $253 $210 $150
(d) Net rate of return on 
equity 0.7% 8% 12%
(e) Net return on equity 
(line c X line d) $2 $17 $18
(f) Added return on equity
 (line e - Milwaukee Water Works 
return on equity)

$15 $16
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Income Taxes
Milwaukee Water Works as a municipal utility pays no 
income taxes. It reinvests its earned return into the water 
utility or the city. A leasing company would have to pay 
income taxes. 

Wisconsin levies a 7.9 percent tax on corporate income,100 
and the federal income tax rate is 35 percent on corpora-
tions making more than $18.3 million a year.101 Assuming 
that the leasing company or its parent has a consolidated 
taxable income that falls in this highest tax bracket, the 
composite tax rate would be 40.1 percent (see table 7). 

Income taxes are included in a utility’s revenue require-
ment. The return on equity is adjusted, grossed up, to 
account for them (see table 7 and table 8, line d).102 This 
analysis found that income taxes would be $11 million in 
the best case and $12 million in the worst case (see table 9). 

Table 7. Tax Factor  

Whole return on equity 100.0%
  - State tax rate 7.9%

92.1%
   X Federal tax rate 35.0%
Effective federal tax rate 32.2%
  + State tax rate 7.9%
Composite tax rate 40.1%
Gross up factor = [ 1 / (1-composite tax rate)]
Gross up factor: 1.67043 

Table 8. Weighted Economic Cost of Capital 

Financial Capital Structure
Best Case Worst Case
Amt (millions) Ratios Cost Wgt’d Cost Amt (millions) Ratios Cost Wgt’d Cost

(a)  Equity $210 35% 8% 2.80% $150 50% 12% 6.00%
(b)  Debt $390 65% 5% 3.25% $150 50% 7% 3.50%
(c)  Capital investment $600 100% 6.05% $300 100% 9.50%
(d)  Income taxes  [(gross up tax factor - 1) X line a ] 1.88% 4.02%
(e)  Economic cost of capital (line c + line d) 7.93% 13.52%

Table 9. Income Tax Calculation (in millions of 
2008 dollars)

Best Case Worst Case 
(a) Total capital $600 $300
(b) Weighted cost of income taxes 
(see table 8, line d) 1.88% 4.02%
(c) Income taxes (line a X line b) $11 $12

Total Added Cost to Water Users
The economic cost of capital under a lease is the sum of 
the cost of debt, return on equity and taxes on corporate 
income. State regulators add these costs to the revenue 
requirement during rate design, so with all else equal, any 
increase in capital costs would correspond to higher rates 
for water users. 

In the best-case scenario, the economic cost of capital 
would be $48 million. That means the lease would add $45 
million onto the revenue requirement (see table 10). 

In the worst-case scenario, the economic cost of capital 
would be $38 million. That means the lease would add $35 
million onto the revenue requirement (see table 10).

Based on this analysis, a lease could increase the utility’s 
revenue requirement by $38 million to $45 million a year. 
This would be an increase of 55 percent to 65 percent over 
the Milwaukee Water Works’ operating revenues in 2008.103

Table 10. Estimated Added Economic Cost of 
Capital (in millions of 2008 dollars)

Milwaukee 
Water Works 
(2008)

Lease Estimates
Best Case Worst Case

(a) Capital investment $281 $600 $300
(b) Economic cost of 
capital 
(see table 8, line e)

0.97% 7.93% 13.52%

(c) Economic cost on 
capital 
(line a X line b) 

$3 $48 $41

(d) Added economic cost of capital
(line c – Milwaukee Water Works 
economic cost of capital)  

$45 $38
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Little Potential for Efficiency Gains in 
Utility Operation 
Since Milwaukee Water Works is already a well run util-
ity, it seems unlikely that a private operator could cut costs 
to offset a substantial amount of its greater cost of capital 
without impairing the quality of the service. 

For example, private managers often cut labor costs by 
downsizing the workforce or reducing employee benefits, 
but it can worsen service.104 Reduced staffing, for example, 
can result in slower response times for repairing broken 
water lines and answering customer service requests. For 
that reason, maintaining full staffing for distribution repair 
crews is Milwaukee Water Works’ strategy to meet its per-
formance goal of repairing main breaks within a day.105 

It would be improper to compare operational costs when 
service quality differs, as it would not be an apples-to-
apples comparison. Therefore, this analysis assumes that 
privatization would not reduce operational costs. 

Moreover, studies have shown that in terms of operating 
efficiency, private utilities are not more efficient than public 
utilities. In addition, the results of one meta-analysis sug-
gested that efficiency gains of private utilities, if any, tended 
to decline over time.106 

Although efficiency gains appear impractical while main-
taining the same service level, if a lessee wanted to offset 
the higher capital costs predicted in the best-case scenario, 
it would have to eliminate nearly all the utility’s operation 
and maintenance expenditures, which totaled $46 million 
in 2008.107

Net Cost to the Community
The net cost to the community is the revenue from the 
endowment less the added economic cost of capital. This 
analysis finds that a lease of the Milwaukee Water Works 
could cost the community between $17 million and $31 mil-
lion a year (see table 11). 

In the best-case scenario, the lease would yield an addi-
tional $28 million for the city’s general fund, and water 
customers, as a whole, would have to pay $45 million a year 
to cover the increased capital costs. It results in a net cost 
to the community of $17 million a year (see table 11).  Even 
assuming a lower cost of debt and equity, more favorable 
capital structure and lower transaction costs, the revenue 
from the endowment fails to compensate for the increase in 
capital costs. 

In the worst-case scenario, the lease would yield an ad-
ditional $7 million for the city’s general fund, and water 
customers, as a whole, would have to pay an extra $38 mil-
lion a year. It results in a net cost to the community of $31 
million a year (see table 11). 

Table 11. Net Cost of a Lease (in millions of 2008 
dollars)

Best Case Worst Case 
(a) Additional income to Milwaukee’s 
general fund (see table 4, line c) $28 $7
(b) Additional economic cost of 
capital (see table 10, line d) -$45 -$38
(c) Total cost of a lease (line a + 
line b) -$17 -$31

These results suggest that a lease is not in the economic 
interest of the community.
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