by Greg Duryea

Water or wastewater rate reviews –
long overdue in most cases

W

ith most water or
wastewater utilities, rate
increases are pursued
with about as much
enthusiasm as a root canal.
When was the last time your
city or RWD reviewed rates? Was
it 1980 or earlier? No, there’s no
prize for answering “yes”. But I
do have additional questions.
First, I’m not sure how anyone
can avoid reviewing rates for 25
years. That doesn’t mean that
rates necessarily have to be
increased. It means that likely no
one is really paying close enough
attention.

Why review rates?
First of all, every utility should
prepare an annual budget or have
a complete understanding of
utility funds. Each utility should
maintain an
accounting of the
actual revenues
and expenses for
that fund. No, the
city clerk’s salary
should not all be
charged to the
water department.
Preparing and
analyzing the
annual budget and
Greg Duryea reviewing the
Tech Assistant
rates on an annual
basis will help the governing body
and staff to be aware of operating
trends and capital financing costs.
A rate review also provides
invaluable information to the
utility to help it explain or justify
any adjustments in the rate
structures to the customers.
A utility that is businessminded will budget and modify
rates to accommodate future
capital improvements. Funding a
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reserve account will keep the
utility operating efficiently even
when a large expense is required.
Although having enough funds in
a reserve account for major
expenses may take quite some

for a utility to avoid adjusting
rates.
Recently, I heard a water
utility staff and board members
discussing the need to increase

Each system has its own unique financial situation.
Basing a system’s rates on what the neighboring
systems charge is not the proper way to
establish a rate.
time to accumulate, it is never too
late to begin the account.
What do the neighbors charge?
While no one wants to
increase rates it is important to
understand that an increase may

be needed. I don’t believe there is
a utility that is able to sustain the
same rates as they were 10 or
more years ago. Increased
production costs as well as the
cost of gas, electricity and
chemicals make it very difficult
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rates. One governing body
member directed the employees to
find out what neighbor systems
were charging. That’s one
approach to determining what a
rate should be – but it’s not
correct. Each system has
its own unique financial
situation. Basing a
system’s rates on what
the neighboring systems
charge is not the proper
way to establish a rate.
Of course, no system
wants to be thought of as
having the highest rate
structure in the area. It
instead would be more
appropriate for the utility
to analyze its budget,
scrutinize costs and
review revenue potential.
This entity still however
insisted that their major
concern was having rates
no higher than the
neighboring systems.
Any increase should be based
on what the system’s financial
needs are, not what the system
next door is charging. Costs may
be dramatically higher than the

neighbor’s due to different
treatment techniques such as
treating surface water compared to
a system that produces well water.
Keeping track of revenues and
expenses is the fiduciary

past due, they will be
disconnected. Why would the
water provider be expected to
have more lenient policies? In
many cases, customers may
assume that can get away with it.

recovering the costs of running a
system through user charges is
called “full-cost pricing.”

Benefits of ‘full-cost pricing’
Full-cost pricing ensures rates
are sufficient. Charging for the
full-cost of
delivering service
will ensure a
system’s financial
capacity.
Full-cost pricing
provides information
on costs to customers.
How much is asked
of customers to pay
sends a signal to
them about the
value of the product
they are purchasing.
*Source: The above infomation is based on a combination of data
Charging for the
taken from KRWA surveys and KDHE’s Capacity Development Survey.
full cost of the
service a system
provides will help
customers recognize
the value of the
service
and
be
more mindful of
But remember, people can live
responsibility of the members of
their
water
use.
without
TV
or
the
telephone
but
the governing body. Transferring
they cannot live without water.
money from one account to
another can jeopardize the
financial capacity of the utility.
RWDs with only one fund
sometimes rely too heavily on
connection fees to offset cost of
operations. That is very similar to
fund transfers in cities.

Average Water Rates

Charging customers for the actual cost of service will
guarantee that the revenue needed to cover the costs
of operation, treatment, storage, and distribution and
will provide funds for future investments.

Delinquents hurt
Having too many customer
accounts past due can also be very
detrimental to the financial wellbeing of a water system, and
especially so for small systems.
Maintaining a low delinquent list
is especially critical if the utility
has to purchase the water from
another utility. The seller of the
water expects to be paid for the
water. Having a stringent shut-off
policy can help discourage past
due accounts. People may
complain about the price of
natural gas or their cable TV bill
but you can be sure that if they are

That doesn’t mean that a city
council or RWD board cannot
show some compassion for
hardship cases. Those with such
needs should present their
situations to a hearing officer or
the board/council.
Full-cost pricing?
Charging customers for the
actual cost of service will
guarantee the revenue needed to
cover the costs of operation,
treatment, storage, and distribution
and will provide funds for future
investments. This concept of
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Capital improvement plans
No one has all the answers or
can predict the future. A system’s
water storage tank may develop a
leak and need immediate repairs,
or a water line under the river may
be washed out or develop a leak.
Pumps and motors wear out if
they are being used. Those are
considered emergencies. In the
long term, the storage tank may
need to be replaced with one of a
larger capacity. Pipelines may
need to be added. A new treatment
plant may be required. Those are
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Water or Wastewater . . .

major costs that should be planned
for in a capital improvement plan.
Such plans should stretch out at
least five years.
Having a business plan, or
capital improvement plan, and an
annual evaluation of costs for
normal operation will help a
It doesn’t take
this many books
to write a
business plan.
KRWA can help
get a system
moving in the
right direaction
on that plan.

system manager or board/council
be prepared for the abnormal
situations when they occur.
The rate review that a system will
have conducted will put the
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system in a strong position to deal
with emergency costs without
resorting to a crisis management
situation.
The Kansas Rural Water
Association can provide assistance
to RWDs or cities to help
managers and board members
evaluate rates.
We can run a
basic analysis
pretty fast. If a
comprehensive
analysis is
needed, then
that will need to
be performed
for a fee.
Professionals
are available to
provide such
reviews. For
one, the Kansas
Rural Water
Finance Authority contracts with
Ranson Financial Consultants,
Wichita, Kan., to provide both rate
reviews and capital improvement
plans.
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The Water Board Bible Series –
more than 40,000 copies sold nationally!

T

he Water Board Bible Series is the only set of handbooks written
specifically for water and wastewater operators, managers, superintendents,
boards and councils/mayors. They include case histories, samples practical
tips and ready-to-use forms. usy operators need down-home help that works!
For example The Operator’s Handbook: Facts, Figures & More
has the definitions, formulas, examples and basic math to handle daily
problems. This 7th KRWA handbook covers:
• Valves
• Safety
• Pipes and piping • Flow
• Disinfection . . . and much, much more
• Fittings
Kansas Rural Water is ready to tailor any of these books to your
Association. State Associations typically markup the selling price by 30 to
50% or more above the quantity discount price from Kansas Rural Water.

 Worried about unproductive monthly meetings or micromanagement?
See the original Water Board Bible. vol. 1

 Need protection against lawsuits and grievances? Check out

 Unsure how to prepare and use financial reports or audits? Get the
Financial Accounting Guide for Small Water Utilities, vol. 3

 Frustrated by customer communications? Use Practical
Communications for Small Systems, vol. 4

 Having trouble getting construction projects to come in on time, within
budget, meeting specs? You need Getting Results from Your Experts:
Engineers, Attorneys and More!, vol. 5

 Unsure what tools you need to handle development? Get Developers:
Coming Your Way Fast!, vol. 6

 Spending too much time finding formulas and facts? Order The
Operator’s Handbook: facts, Figures & More, vol. 7 (published
March 2000)
Special alert to boards/councils, managers and superintendents:
Capacity development by systems of all sizes is a requirement of the 1996
Safe Drinking Water Amendments. These handbooks help you rate your
system’s technical, managerial and financial capacity.

Practical Personnel Management for Small Systems, vol. 2
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