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Board Members, Local Elected 
Officials, and System Owners



• Understand common types of rate 
setting objectives

• Learn how to match rate structure 
elements with rate setting objectives

Webinar Objectives



Rate structures are the primary 
way that we as water systems 
“communicate” with our 
customers

Here’s a question we hear often...



Are our 
rates right?

It depends...



Water System Objectives

Full$cost$
recovery/$
revenue$
stability

Encouraging$
conservation

Fostering$
business4
friendly$
practices

Maintaining$
affordability



Full$cost$
recovery/$
revenue$
stability

Encouraging$
conservation

Fostering$
business4
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?
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Use pricing to 
encourage 
customers to 
reduce their 
water 
consumption

Why do this?
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Use pricing to 
encourage 
businesses and 
agriculture to 
locate to your 
community or 
stay in your 
community

Why do this?
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Ensure that all 
customers in your 
water system are 
able to afford 
enough water to 
live on

Why do this?



Poll Questions



Your rate structure is a tool to help you 
meet your water system objectives

Objectives and Rate Structures



Rates can be super easy...



...relatively straight-forward...



...or more involved.



And then there is this...

(Annual Rates)



Rate structures on the webinar 
today



Are our 
rates right?

It depends...



• The goal of full cost pricing is to have 
the charges for water cover the entire 
cost of running the water system today 
and into the future

• There are many ways to structure rates 
to generate the same amount of 
revenue

Full Cost Pricing



1. Customer classes/distinction

2. Billing period

3. Base charge

4. Consumption allowance included with base 
charge

5. Volumetric rate structure

6. Frequency of rate changes

Elements of Rate Structure 
Designs



•One rate structure for all

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

• Base charge based on meter size

• Inside/Outside structure

• Negotiated rates with individual 
customers

Customer Classes/Distinctions



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.



• 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
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City of Stockbridge, GA



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

• Do not use for 
residential

Volumetric Rate Structure
Decreasing Block Rates
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Ardmore, AL



• 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 system’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



Encouraging Conservation
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https://www.waterboards.ca.gov/waterright
s/water_issues/programs/drought/pricing/



Increasing Block Rates

Napu’u Water, Inc.



Low or No Base Charge, 
Higher Volumetric Charge

Farmington, NH



Cactus Stellar Limited, AZ

Seasonal Rates



Ipswich, MA

Seasonal Rates



Higher Irrigation Rates

Stockbridge, GA



Tonto Hills Water Improvement District, AZ

Low Supply Surcharges



Drought Surcharges

Lake Egypt Water District, IL



Budget Based Rates

Moulton Niguel Water District, CA



Budget Based Rates

Moulton Niguel Water District, CA



When Systems Partner Together



For Local Governments



https://www.cacities.org/Resources-Documents/Member-
Engagement/Professional-Departments/City-Attorneys/Library/2016/Spring-
2016/5-2016-Spring-Adopting-Conservation-Based-Water-Ra.aspx



For Privately Owned Systems



For Non Profit Systems



Designing Rate Structures 
That Support Your Objectives

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

Free guide 
written for 
system 
managers
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