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Today’s Agenda

• State that rates are the primary source of revenue for water 

utilities

• Describe elements of rate structures

• Identify approaches to pricing

• Discuss how water utility and community priorities can 

impact rate policy decisions
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Poll Question

What type of organization do you represent?

• Utility serving 10,000 people or less

• Utility serving more than 10,000 people

• State or federal program

• Consultant or technical assistance

• Other

4



Miscellaneous Income
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Drinking Water 
Revenue Comes 

Primarily from Rates



When It Comes to Rates...

• We often ask, “Are our rates low?  Are they cheaper than 

our neighbors?”



When It Comes to Rates...

• We often ask, “Are our rates low?  Are they cheaper than 

our neighbors?”

• Instead ask, “Do our rates bring in the appropriate level of 

revenue?”



Appropriate Level of  Revenue

Cost of Operations

+ Cash Payments for Infrastructure

+ Debt Service

+ Contributions to Reserves
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Poll Question

Do you have targets for the amount of money you put into 

reserves every year?

• Yes

• No
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The Magic Number

• There is a single number you can calculate that is the 

appropriate level of revenue for your water system in a 

given year.  That’s data.



The Magic Number

• There is a single number you can calculate that is the 

appropriate level of revenue for your water system in a 

given year.  That’s data.

• But how you get there is where you have choices



Your Big Decision Points

• How to structure your rates

• How to price your rates

• What water utility and/or community priorities do you want 

to incorporate into your rates
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Rate
Structures



Customer Classes

• Residential

• Commercial

• Industrial

• Institutional

• Governmental

• Bulk Purchase/Wholesale

• Negotiated Rate
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• Commercial
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• Negotiated Rate
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Non-Residential



Poll Question

Do you charge different rates for residential and non-

residential customers?

• Yes

• No
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Structure Options

• Uniform—rates per unit of billing don’t change based on 

usage level

• Increasing block—rate per unit of billing goes up as usage 

goes up

• Decreasing block—rate per unit of billing goes down as 

usage goes up



Poll Question

What type of rate structure do you have for residential 

customers?

• Uniform rates

• Increasing block rates

• Decreasing block rates

• Something else

20



Poll Question

What type of rate structure do you have for non-residential 

customers?

• Uniform rates

• Increasing block rates

• Decreasing block rates

• Something else
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Interesting State Differences on Rate 
Structures
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Mostly increasing block rates



Interesting State Differences on Rate 
Structures
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Mostly increasing block rates

Mostly decreasing block rates *
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Pricing



Base Charge

• Payment for access to the system.  Everyone within a 

customer class pays the same amount regardless of usage

• Guaranteed revenue per billing period



Volumetric Charge

• Payment for volume of product received.  The more you 

use, the higher your bill

• Fluctuates based on how much water passes through 

customer meters each billing period



Balancing Base and Volumetric



Balancing Base and Volumetric—One 
Option

• “Fixed” costs (that don’t change based on the volume of 

water treated and sold) go in the base charge

• “Variable” costs (that do change based on the volume of 

water treated and sold) go in the volumetric charge
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Expenses Based on Volume of  Water Produced
• Withdrawal permit

• Water rights

• Electricity

• Water purchases

• Chlorine

• Softeners

• Membranes

• Filters

• UV bulbs

• Mortgage on treatment 

plant

• Cybersecurity

• Property insurance

• Liability insurance

• Uniforms

• PPE

• Testing supplies

• Training

• Certification

• Professional dues

• Tools

• Safety equipment

• Traffic cones, etc.

• Auto parts

• Tires

• Fuel

• GIS

• Leak detection

• Lab testing

• Meter testing

• Office overhead

• Printing

• Postage
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• Billing software

• Bank fees

• Credit card processing 

fees

• Website

• Computers

• Office supplies

• Annual financial audit

• Reporting

• Planning & analysis

• Contingencies

• Debt service

• Utility commission

• Salaries

• Benefits

• Contract services



Balancing Base and Volumetric—One 
Option

• Putting all fixed costs into the base charge often leads to a 

very high base change and a very low volumetric charge

• This option is often no attractive to utilities or their boards

• Utilities want more flexibility
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Typical Small Town
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Typical Small Town
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Customers 1,860

Annual Gallons Sold 142,000,000

Annual Revenue Needs $721,829

Collection Rate 98%

* Monthly billing



Base Charge and Volumetric Charge Pairs

33

Base Vol Base Vol Base Vol

$0.00 $5.19 $12.00 $3.30 $24.00 $1.41

$1.00 $5.03 $13.00 $3.14 $25.00 $1.26

$2.00 $4.87 $14.00 $2.99 $26.00 $1.10

$3.00 $4.72 $15.00 $2.83 $27.00 $0.94

$4.00 $4.56 $16.00 $2.67 $28.00 $0.79

$5.00 $4.40 $17.00 $2.51 $29.00 $0.63

$6.00 $4.24 $18.00 $2.36 $30.00 $0.47

$7.00 $4.09 $19.00 $2.20 $31.00 $0.31

$8.00 $3.93 $20.00 $2.04 $32.00 $0.16

$9.00 $3.77 $21.00 $1.89 $33.00 $0.00

$10.00 $3.62 $22.00 $1.73

$11.00 $3.46 $23.00 $1.57



So, which one do we choose?  

Which one is right?
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Priorities



Water Utility & Community Priorities

• Appropriate Revenue

(aka revenue sufficiency or full-cost pricing) 
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Water Utility & Community Priorities

• Appropriate Revenue

(aka revenue sufficiency or full-cost pricing) 
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Water Utility & Community Priorities

• Appropriate Revenue

(aka revenue sufficiency or full-cost pricing) 

• Revenue stability

• Conservation

• Fairness
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Base Charge and Volumetric Charge Pairs
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Base Vol Base Vol Base Vol

$0.00 $5.19 $12.00 $3.30 $24.00 $1.41

$1.00 $5.03 $13.00 $3.14 $25.00 $1.26

$2.00 $4.87 $14.00 $2.99 $26.00 $1.10

$3.00 $4.72 $15.00 $2.83 $27.00 $0.94

$4.00 $4.56 $16.00 $2.67 $28.00 $0.79

$5.00 $4.40 $17.00 $2.51 $29.00 $0.63

$6.00 $4.24 $18.00 $2.36 $30.00 $0.47

$7.00 $4.09 $19.00 $2.20 $31.00 $0.31

$8.00 $3.93 $20.00 $2.04 $32.00 $0.16

$9.00 $3.77 $21.00 $1.89 $33.00 $0.00

$10.00 $3.62 $22.00 $1.73

$11.00 $3.46 $23.00 $1.57



Revenue Stability—Revenue from Base Charge
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Revenue Stability—Revenue from Base Charge

$5 base; $4.40 volumetric $25 base; $1.26 volumetric
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15% 76%



Revenue Stability—Revenue from Base Charge
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Revenue Stability—Revenue from Base Charge
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Revenue Stability—Revenue from Base Charge
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Revenue Stability—Revenue from Base Charge

$5 base; $4.40 volumetric $25 base; $1.26 volumetric
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15% 76%



Conservation—Limiting 
Discretionary Water Use
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Conservation—Limiting 
Discretionary Water Use
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Conservation—Limiting 
Discretionary Water Use
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$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

10,000 gallons

15,000 gallons



Conservation—Limiting 
Discretionary Water Use

50

$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

10,000 gallons $49.00

15,000 gallons $71.00



Conservation—Limiting 
Discretionary Water Use

51

$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

10,000 gallons $49.00 $37.60
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Conservation—Limiting 
Discretionary Water Use
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$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

10,000 gallons $49.00 $37.60

15,000 gallons $71.00 $43.90



Which Promotes Conservation?

Rate #1: Uniform

• $85 base rate

(does not include any 

usage)

• At all levels of usage:

$20.00 per 1,000 gallons

Rate #2: Increasing Block

• $36.47 base rate

(includes 5,000 gallons of 

usage)

• 5,000 to 10,000 gallons:

$1.85 per 1,000 gallons

• 10,001 to 20,000 gallons:

$1.95 per 1,000 gallons

• 20,001 gallons and up:

$2.04 per 1,000 gallons
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Poll Question

Which rate structure do you think is more likely to promote 

conservation?

• Rate #1

• Rate #2

• Equally
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Fairness
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Fairness

• Does the monthly bill reflect the level of service that the 

customer has received?

• Are customers paying a bill that appropriately reflects their 

burden on the system?
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Fairness
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1,500 gallons 5,000 gallons

40,000 gallons



Fairness
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$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

$27.00 $31.30



Fairness
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Fairness
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$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

3% $11.60 $26.89

11% $27.00 $31.30

86% $181.05 $75.30



Fairness
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$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

3% $11.60 5% $26.89 20%

11% $27.00 12% $31.30 23%

86% $181.00 82% $75.40 56%

% of Revenue



Fairness
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$5 base
$4.40 volumetric

$25 base
$1.26 volumetric

3% $11.60 5% $26.89 20%

11% $27.00 12% $31.30 23%
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Available
Resources



https://efc.sog.unc.edu/utility-financial-sustainability-and-rates-dashboards
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https://efc.sog.unc.edu/project/utility-financial-tools
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https://efc.sog.unc.edu/project/utility-financial-tools


https://www.epa.gov/dwcapacity/simple-tools-effective-performance-step-
guide-series
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Rate Communication Resources

The Value of Water Campaign from the US Water Alliance:

http://thevalueofwater.org/

Rate Approval Process Communication Strategy And Toolkit 

from the UNC Environmental Finance Center:

https://efc.sog.unc.edu/project/rate-approval-process-

communication-strategy-and-toolkit

Rogue Water Lab: 

https://roguewaterlab.org/
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Poll Question

Did you learn something new and useful on today’s webinar?

• Yes

• No
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