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• We are in the business of selling water

• If we want customers to use less water, 
what impact does that have on our 
revenues?

• Let’s take a quick overview of costs and 
revenues

The Problem with Conservation



• Operating Costs—what you need to run 
the system day in and day out

• Capital Costs—rehabilitation and 
replacement of existing infrastructure 
and new infrastructure

• Debt Service—what you owe on loans 
and bonds

Three Types of Costs



• Some costs for a water system are fixed
regardless of the volume of water 
treated. 

• Others vary based on the amount of 
water treated.  

• Others are somewhere in between
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Costs Can be Fixed or Variable
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But Which Costs are Which?
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Let’s do an 
exercise!



• System Income—Money from rates, tap 
fees, system development charges, 
grants, penalties, other sources

• Debt—Money from bonds and loans

Two Types of Revenues



Most of the revenue for your water 
system comes from what you charge 
customers

• Base bill

• Volumetric charge

A short video...

Understanding Water Revenues



https://www.youtube.com/watch?v=0jf83mE0Lyk

Understanding Water Revenues

https://www.youtube.com/watch?v=0jf83mE0Lyk


The Revenue Picture
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Costs vs. Revenues
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Costs vs. Revenues
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Costs vs. Revenues
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What happens 

when customers 

conserve?



Two Approaches to Conservation

Pricing signals 

through your rates
Non-price strategies



• There is no single rate structure that can 
be called a conservation rate structure

• Many different rate designs can be used 
to encourage conservation.  The devil is 
in the details

Pricing Strategies



• The rate level matters more than the 
rate structure

• Consider higher rates at average usage 
levels in addition to high levels, though 
be aware of affordability issues

Pricing Strategies
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Volumetric Rates For 
Residents?

A. Fixed 
Charge

B. Flat Rate

C. Increasing 
Block
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Volumetric Rates For 
Commercial/Industrial?

A. Fixed 
Charge

B. Flat Rate

C. Increasing 
Block

D. Decreasing 
Block
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C. 2,000 gallons
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Consumption Allowance with Base 
Charge?



• Customer’s bill is largely driven by 
usage, which gives them an incentive to 
conserve

Higher Uniform Volumetric 
Charge



• Fair and simple

Uniform (“Flat”) Rates
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Higher Uniform Volumetric 
Charge

Holiday Hills DWID, AZ



Higher Uniform Volumetric 
Charge

Roper, NC



Low or No Base Charge, 
Higher Volumetric Charge

Troutman, NC



• At higher usage levels, the price 
increases, which encourages customers 
to cut back on usage

Increasing Block Rates



• Conservation-oriented

• Consider large families

Increasing Block Rates
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Increasing Block Rates

Napu’u Water Inc., HI 



Currituck County, NC

Increasing Block Rates

Consumption over 

2,000 gallons is 

billed retroactive to 

the first gallon used.



Winder, GA

Increasing Block with Low 1st Block



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

Block Designs



Please Don’t Do This!!!!!



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

Block Designs



Large Families



Large Families



• Prices are higher during high-use times 
of year, encouraging conservation

• For most systems, this is the summer 
unless you are a winter holiday area or 
get a lot of snowbirds

Seasonal Rates



Cactus Stellar Limited, AZ

Seasonal Rates



Ipswich, MA

Seasonal Rates



• Meter and charge separately for outdoor 
water use and price that water higher 
than for regular water use

Higher Irrigation Rates



Higher Irrigation Rates

Stockbridge, GA



Higher Irrigation Rates

Southbridge, NC



Higher Irrigation Rates

Marbury Water System, AZ



• Prices increase only when supplies of 
water are limited, encouraging 
conservation at crucial times

Low Supply and Drought 
Surcharges



Orange Water & Sewer Authority, NC

Drought Surcharges



Tonto Hills Water Improvement District, AZ

Low Supply Surcharges



Drought Surcharges

Lake of Egypt, IL



http://efc.web.unc.edu/2015/11/23/key-financial-benchmarks-for-water-
systems-conservation-signal/

http://efc.web.unc.edu/2015/11/23/key-financial-benchmarks-for-water-systems-conservation-signal/


Water System Objectives

Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability
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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/
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