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• Understand how to pay for the costs of 
running your water system

• Look more closely at rate structure

Session Objectives



Systems Love Low Rates, but...

“Once again, the 
[City’s] Water 

Department proved 
to have some of the 

lowest water and 
sewage rates in the 

state.”



What exactly 
does this 
include?

Do these rates send 
the right signals to 

our customers, 
based on our 
objectives?

Will our rates 

provide sufficient 

cost recovery?

Will our customers 
be able to pay 
these rates? 

Will our customers 
understand these 

rates?

Are we allocating 
the costs to the 

right customers?

Are we 
following the 

applicable 
laws? Will revenues be 

resilient to changing 
water demands?



• Operations & maintenance expenditures

• Taxes and accounting costs

• Contingencies for emergencies

• Principal and interest on long-term debt

• Reserves for capital improvement

• Source water protection

“Full Cost Pricing”



• Penalties

• Cellphone and radio receivers on the 
tank

• Ads on the tank

• Tap fees

• System development charges

Non-Rate Revenues



Town of Jacksonville



• Small town in New York state that 
charges $120/year, billed twice

• Trailer park in Ohio that includes water 
in the monthly rent

• HUD-subsidized apartments that must 
include water in rent

Other Places with a Fixed Rate



• City of Chicago

Other Places with a Fixed Rate

Drinking 

water 

supply

Lots of meters 

to read



Chicago is moving to meters now



The Reef Condos – USVI



• Has residential units and commercial 
(shops and restaurants)

• Flat rate structure for residents

• Decreasing block for commercial

• Bulk rate for the next condo complex 
over

The Reef Condos – USVI



And then there is this...

(Annual Rates)



Rank Your Rate Setting 
Objectives

Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability

(keeping rates low 
– to whom?)



Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability

Bring in enough 
revenue to cover 
the full cost of 
running the water 
system:

• O&M

• Capital needs

• Debt service

Why do this?



Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability

Use pricing to 
encourage 
customers to 
reduce their water 
consumption

Why do this?



Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability

Use pricing to 
encourage 
businesses and 
agriculture to 
locate to your 
community or 
stay in your 
community

Why do this?



Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability

Ensure that all 
customers in your 
water system are 
able to afford 
enough water to 
live on

Why do this?



1. Customer classes/distinction

2. Billing period

3. Base charge

4. Consumption allowance included with base 
charge

5. Volumetric rate structure

6. (If applicable) Number of blocks, block sizes 
and rate differentials

7. Frequency of rate changes

Elements of Rate Structure 
Designs



• One rate structure for all

• Target: All are equal

Customer Classes/Distinctions



Brentwood Water Corp., NC



• Separate rate structure for residential, 
irrigation, commercial, industrial, 
governmental, or wholesale customers 

• Target: Specific type of customer

Customer Classes/Distinctions



City of Stockbridge, GA



• One rate structure, but with different 
base charges based on meter size

• Target: Non-residential or multi-family 
housing

Customer Classes/Distinctions



Town of Mount Pleasant, NC



City of Stockbridge, GA



• One rate structure for all, but with blocks 
that implicitly only target non-residential  
use

• Target: Non-residential

Customer Classes/Distinctions



Union Point, NC



• Different rates for customers outside 
municipal limits/service area boundaries

• Target: “Outside” customers

Customer Classes/Distinctions



Town of Mount Pleasant, NC



• Negotiated rate structure with individual 
high-use customers (typically an 
industrial customer)

• Target: Only one customer

Customer Classes/Distinctions



City of Clio, AL



Billing Period

More Frequently Less Frequently
(e.g.: Monthly) (e.g.: Quarterly)

Suggestion: Use a monthly billing period if you can afford it



Base Charges

High Base 
Charge

Low Base 
Charge

Suggestion: 

Smaller utilities 

should lean 

towards higher 

base charges



Consumption Allowance 
with Base Charge

Do not Include some Include high
include any amount  amount
(0 gallons) (e.g. 1,000 gal/mo) (e.g. 3,000 gal/mo)

Suggestion: For systems with low base charges, do not 

include any consumption allowance. For systems with high 

base charges but wish to encourage conservation, keep 

consumption allowance low, if any.

“Lifeline”



Northampton County, NC



City of Nashville, NC



Town of Montrose, GA



• Fair and simple

Volumetric Rate Structure
Uniform (“Flat”) Rates
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Town of Mount Pleasant, NC



• Conservation-
oriented

• Consider large 
families

Volumetric Rate Structure
Increasing Block Rates

0  1   2   3   4   5   6  7  8  
Consumption (GPM)Pr

ic
e 

($
/1

0
0

0
 g

al
lo

n
s) 5

4
3
2
1
0

0  1   2   3   4   5   6  7  8  
Consumption (GPM)

M
o

n
th

ly
 B

ill
 (

$
)



City of Stockbridge, GA



Napu’u Water, HI



• Provide price 
break for large 
users (e.g.: 
commercial)

• Do not use for 
residential

Volumetric Rate Structure
Decreasing Block Rates
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Town of Ardmore, AL



Town of Double Springs, AL



Town of Lancaster, NH



For block rate structures to be effective:

• Decide on the correct number of 
blocks

• Decide on where the blocks should 
end/start

• Set significant rate differentials 
between blocks

(If Applicable) Block Designs



For block rate structures to be effective:

• Keep in mind your base charge and 
consumption allowance

• Meter reading must be punctual, and 
meters must be replaced frequently

• Think about large families

(If Applicable) Block Designs



Too Many Blocks!



• Always review your rates annually 
(recommended)

• Review your financial health indicators 
annually, and then review your rates if 
any of the indicators reflect poor 
financing

• Raise rates each year automatically 
based on inflation

Frequency of Rate Changes



Village of Richmond, IL



• Important: Avoid maintaining low rates 
at the expense of your utility’s financial 
health. It will either lead to a sudden, 
massive rate increase in the future or 
to failing systems and endangering 
public health.

Frequency of Rate Changes



Designing Rate Structures 
That Support Your Objectives

Available at:

http://efc.sog.unc.edu/

Free guide 

written for 

system 

managers

http://efc.sog.unc.edu/


Before we go…



Learn more about water 
finance and management 
through our Small Systems 
Blog! Blog posts feature 
lessons learned from our 
training and technical 
assistance, descriptions of 
available tools, and small 
systems “success stories.” 

http://efcnetwork.org/small_systems_blog/

http://efcnetwork.org/small_systems_blog/


Navigating to Funding Tables

Step 1: efcnetwork.org

Step 2: Select “Funding Sources by State” under the Resources Tab



Click on an 

individual state 

to view funding 

table.

http://efcnetwork.org/documents/2014/02/or-funding-sources.pdf


• Please fill out an eval form for us before 
you leave

• Contact us anytime for direct technical 
assistance on any finance and 
management topic of our project

A Favor & A Reminder



Glenn Barnes

Environmental Finance Center

University of North Carolina at Chapel Hill

919-962-2789
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Thank you!
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