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How you pay for it matters

Supporting fair, effective, 
and financially sustainable 
delivery of environmental 
programs through:
• Applied Research
• Program Design and 

Evaluation
• Teaching and Outreach
• Advising
• Policy Analysis



Environmentalfinance.org



Are our 
rates right?

It depends...



What can the right rates do?
A. Provide adequate funds to support public 

health
B. Provide adequate funds to support 

environmental quality
C. Support local and state policies and 

objectives
D. Communicate in a certain way with 

customers
E. Allocate costs in an intentional and fair way
F. All of the above?
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What can the wrong rates do?
A. Provide inadequate funds to support public 

health
B. Provide inadequate funds to support 

environmental quality
C. Contradict local and state policies and 

objectives
D. Communicate in a certain undesirable way 

with customers
E. Allocate costs unfairly
F. All of the above?
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What are your rate setting challenges 
and questions?
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A recipe for rate “happiness”
• Get to know your assets and financial 

condition
• Establish your priorities and goals
• Identify your “true”, “full”, or “fuller” costs
• Get to know your customers (usage, 

characteristics) 
• Consider future scenarios and changes
• Establish rates (rate structure and prices)
• Repeat as often as necessary…..
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https://efcnetwork.org/events/webinar-asset-management-minnesota/

https://efcnetwork.org/events/webinar-asset-management-minnesota/


Common Water System Priorities

Full cost 
recovery/ 
revenue 
stability

Encouraging 
conservation

Fostering 
business-
friendly 

practices

Maintaining 
affordability



Minnesota Specific Regulations 
(DNR)
• Conservation Measures (MN Statute 103G.291 Subd. 4) 
• “Demand reduction measures must include a 

conservation rate structure, or a uniform rate 
structure with a conservation program that 
achieves demand reduction.”  This only applies to 
municipal water systems serving more than 1,000 
people.
• Demand reduction measures might be odd/even 

irrigation, time of day restrictions, rain sensors, etc.



Minnesota Specific Regulations 
(DNR)
• Drought Measures (MN Statute 103G.291 Subd. 1)
• “If the governor determines and declares by 

executive order that there is a critical water 
deficiency, public water supply authorities 
appropriating water must adopt and enforce water 
conservation restrictions within their jurisdiction 
that are consistent with rules adopted by the 
commissioner.”

• Water systems should have watering restrictions detailed in city 
ordinance in the event of a drought.



Common costs
• Labor related costs (salary, benefits, taxes..)
• Supplies
• Benefits
• Utilities
• Water purchases
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Costs that may be overlooked
• Indirect costs of running the system (shared 

management costs, shared facility costs…)
• Non revenue water costs (costs associated 

with leaks, water theft etc.)
• Capital related costs (debt service, 

depreciation, sinking fund transfers, capital 
expenditures)
• Retirement/pension
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• Some costs for a water system are fixed
regardless of the volume of water 
treated. Others vary based on the 
amount of water treated

vs.Fixed 
Cost

Variable 
Cost



What not including capital costs in 
rates looks like



Fair Bluff Causey St. PS

What not including money for capital looks like



Getting to know your customers
• Residential vs. non residential
• Incomes and economic status of 

customers
•Use of water (irrigation, industrial 

production, tourism)
• Seasonality patterns
• Economic future of large users
• Population and usage trends
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Customers

4,000 gallons/month
(all indoor)

15,000 gallons/month
(4,000 indoor; 

11,000 summer irrigation)

15,000 gallons/month
(all indoor)

34,000 gallons/month
(all indoor)



Potential indicators of financial stress

• Poverty rates
• Income distribution
•Unemployment
• Senior citizens on fixed 

income



Loss of water-using industry

Nov 12, 2018. https://quickcountry.com/classic-minnesota-brewery-closing-for-good/

October 27, 2017. 
http://www.startribune.com/upm-blandin-to-
shut-a-production-line-in-grand-
rapids/452872813/



Customer water usage
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Population decline
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Small system rate setting decisions 

•Decision to on how much of 
costs to cover
•Revenue to be generated by base charge
•Revenue to be generated by volumetric 

charges
• Establishing different customer classes
• Establishing different prices for water for larger users 
• Complex rate structures
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Base charge plus “uniform” 
volumetric charge
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• Simple
•Can be modified by 

varying base charge 
and volumetric charge
•Can include basic 

consumption amount in 
base charge



Example of a Uniform Water Rate Structure

City of Dawson, MN’s water service population = 1,540



Moving towards a rate structure that 
generates more revenue for capital

City of Dawson, MN’s water service population = 1,540



Moving toward a more revenue stable rate 
structure

City of Dawson, MN’s water service population = 1,540



Moving toward a more conservation 
oriented rate structure

City of Dawson, MN’s water service population = 1,540



Other rate structures and tools
• Increasing block -- unit price of water 

increases for large users
• Decreasing block -- unit price decreases for 

large users 
• Seasonal rate – prices depend on season
• Surcharges – additional charges triggered by 

an event or action



Beyond rate structures
• More frequent rate adjustments
• Communication and public relations
• Frequency of billing
• Software
• Collection policies
• Assistance for customers who have difficulty 

paying
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Rates analysis and tools
environmentalfinance.org
• State level rates 

surveys and analysis
• Utility rates and revenue 

modeling tools
• Utility rates affordability 

assessment tools
• Utility capital planning 

tools
• Survey results and 

presentations
• Rate setting 

publications and guides
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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/


Free, simplified Excel tool allowing you to track and benchmark financial 
performance metrics for your water/sewer fund in the past 5 years

http://efc.sog.unc.edu or     http://efcnetwork.org
Find the most up-to-date version in Resources / Tools

Financial Health Checkup for Water Utilities

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


Water & Wastewater Rates Analysis Model

Free, simplified Excel tool allowing you to model and compare two rate 
structures on your projected fund balance

http://efc.sog.unc.edu or     http://efcnetwork.org
Find the most up-to-date version in Resources / Tools

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


Plan to Pay: Scenarios to Fund your C.I.P.

Free, simplified Excel tool allowing you to list your capital projects and 
plans for funding them, and automatically estimates rate increases

http://efc.sog.unc.edu or     http://efcnetwork.org
Find the most up-to-date version in Resources / Tools

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


Guidebooks on setting rates/financial planning

http://www.epa.gov/safewater/smallsystemshttp://www.awwa.org

http://www.epa.gov/ogwdw/smallsystems/pdfs/guide_smallsystems_final_ratesetting_guide.pdf

http://www.epa.gov/safewater/smallsystems
http://www.awwa.org/
http://www.epa.gov/ogwdw/smallsystems/pdfs/guide_smallsystems_final_ratesetting_guide.pdf


Environmental Finance blogs
http://efc.web.unc.edu/

or http://efcnetwork.org/small_systems_blog/

http://efc.web.unc.edu/
http://efcnetwork.org/small_systems_blog/


Small water systems: www.EFCNetwork.org
Sign up for free in-depth 
(multi-day or multi-hour) 
direct assistance

Collection of resources for 
small water systems 
(tools, guides)

Workshops, webinars, 
and recordings

Free, thanks to 
a cooperative 
agreement with 
the U.S. E.P.A.

http://www.efcnetwork.org/


Resources

• Basic reviews and assistance
• Water systems serving fewer than 10,000 people
• https://efcnetwork.org/assistance/request-

assistance/

https://efcnetwork.org/assistance/request-assistance/


Additional Help for Small 
Systems
• American Water Works Association
• MN Rural Water Association
• Midwest Assistance Program

43



What are your rate setting questions 
and challenges?
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