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Isn’t this a Success Story? 

 Yes, but with side effects. 
 Lowered demand can mean reduced sales 

revenue for the water utility 
 Reduced sales revenue can mean not fully 

collecting fixed costs 
 Short-run variable costs (water, pumping 

energy, chemicals) 
 Long-run capacity costs (supply, transmission, 

storage, treatment) 
 Revenue stability therefore becomes an issue and 

conservation gets blamed as prices rise 







 Reduced demand from: 
 efficient fixture replacement  under the 

plumbing and appliance codes 
 active conservation programs 
 the recession:  industrial shift layoffs, home 

foreclosures 
 Reduced peak demand in wet years 
 Increased infrastructure costs 
 Rise in other fixed costs 
 Continuing Inflation 

 
 

What Causes Revenue Instability? 



Effects of Revenue Instability 

 Water prices inevitably must rise 
 Great work being done by Dr. Janice Beecher 

at Michigan State University, Institute of Public 
Utilities 

 Tracking Trends in Consumer Prices and utility 
planning 

 http://www.ipu.msu.edu/ 
 

 



Our Dilemma 

 Many factors contributing to declining demand 
and sales 

 Harsh political realities of getting rate increases 
approved 

 Conservation is perceived both positive and 
negative but lately just a negative 

 What are solution options? 
 How to educate, inform, and convince the 

consumer?  

 
 



The Problems  
 The extent of the reduced demand, and 

therefore reduced sales, is catching many 
utilities by surprise 

 Water costs are rising faster than for other 
utilities like energy, telephone, and cable, so 
rates must rise too 

 The “bundling” of other services into “the water 
bill” makes the rise in the customer bill worse in 
the eyes of the customer 

 The customers understand very little about 
their rates, or bills, or shortages and with auto-
pay are understanding even less 

 



Compare with Energy  
 Electricity powers lifestyles:  microwaves, TVs, 

computers, coffee makers, phone chargers 
 Water is not the same kind of service. We do not 

have products to promote the value of water. 
Our water-using products are traditional:  
clothes washers, dishwashers, plumbing, 
swimming pools 

 The water industry can't tout more channels, 
higher speeds, greater definition or increased 
mobility to ease the pain of higher prices.  It is 
the same service as before.  

 





 Outdoor water use is lower 
 Water suppliers then complain about not selling 

enough water to meet fixed costs 
 The costs avoided by the utility from conservation 

get forgotten in the drive to sell excess capacity 
 Consumers expect the water bill to go down not 

up when supplies are available 
 We need properly designed rate structures to 

stabilize systems 
 
 
 

 

And in Wet Years? 



The Political Reality 
We don’t like to revise our rates 
 It is politically unpopular, so rates are 

changed as little as possible 
 The inevitable inflationary increase is 

postponed until it is a crisis, much less 
increases in other costs 

 Conservation is often blamed for 
financial challenges – even when 
there are no active conservation 
programs in place! 

 This sends the wrong message to 
consumers 

 



And Conservation? 

Conservation is still part of the solution 
 It is a long-term cost reducer to the utility 
 Revenue loss is often due to other drivers 
 Every gallon saved is water that does not have 

to be pumped, treated and delivered 
 Reduced utility costs generally mean reduced 

customer rates in the long-term due to avoided 
infrastructure 

 Conservation is an investment and short-term 
effects must be planned for 

 Programs are being cut or reconsidered 



Yet Systems Are Still Growing 

 2006 EPA Study showed that 
52.6% of community water 
system capital improvement 
expenditures were for 
expansion, not just repair 
and replacement 

 Conservation programs help 
reduce expansion costs and 
stretch supplies 

 Long-term planning is 
critically important 
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Model Navigation Worksheet 

  



 



 



 



 



 AWE’s First Foray into Rates 

 Rates and Water Pricing Project in 
the Great Lakes Region 

 Workshops held in 2010 
 Primer published 2011 and 

posted at www.a4we.org 
 Author:  Dr. Janice Beecher, 

Institute for Public Utilities, 
Michigan State University 

 Practical advice for water board 
elected officials, managers, and 
consumers 



Declining Water Sales Summit 

 Held August, 2012 
 Hosted by AWE & the 

Johnson Foundation at 
Wingspread 

 Funded by Walton 
Family Foundation 

 30 Attendees including 
utility CEO’s, CFO’s, 
regulators, rates experts, 
economists, non-profit 
advocates 

 



Summit Summary 

 Results of August, 2012 
Rates Summit  

 Detailed Summary and 
background Framing Paper  

 Available free of charge and 
posted at www.a4we.org 

 



Summit Discussion Areas 

1. How and why are water sales declining? 
2. Are water utility revenues falling short of 

revenue requirements? 
3. Do water utilities and the conservation 

community have a messaging problem? 
4. What methods are available to repair revenues 

and improve fiscal stability? 
5. What role do industry standards, practices, and 

policy reforms play? 
 



Address the revenue shortfall 

 Rate adjustments 
 Improved cost forecasting 
 Improved demand forecasting 
 Weather normalization 
 Cost-adjustment mechanisms 
 Cost indexed rates 
 Demand-repression adjustment 
 Revenue-stable rate design 
 Property-based fire-protection charge 



Improvement Recommendations 

 Forecast demand to assess water use reductions 
from codes and standards 

 Compensate for the uncertainty of future sales 
with a risk compensation strategy 

 Quantify the response of water demand to 
changes in rates and other external factors 

 Adjust revenue collection annually 
 Account  for the water savings actually achieved 

by conservation programs 
 Estimate future cost-effective potential   
 Educate the consumer 

 

 



What’s Next at AWE? 

AWE is developing solutions to assist water 
suppliers to set water rates that help: 
 Provide clean drinking water at rates that are 

fair and affordable for customers today and in 
the future 

 Support long-term financial sustainability of 
water systems and utilities 

 Stretch and protect water supplies to fuel 
growing, urbanizing and industrializing 
communities 

 
 

 



Stay Tuned for New Resources 

Coming in 2014 / 2015: 
 Handbook for Efficiency-Oriented Rates to 

balance sustainability and financial goals 
 User-friendly rate spreadsheets 
 Stanford Rates Modeling with utility data sets 
 Second “Solutions Summit” at Wingspread 
 Online Resource Hub with new case studies and 

tools to design, implement and communicate 
rate changes 

 Training and education opportunities for utility 
staff 
 
 

 
 

 



Be Part of the Solution 
We can partner with you to: 
 Model, test or pilot new rate designs 
 Help with better demand forecasting or cost of 

service analyses 
 Engage your community and consumers around 

water pricing and value  
 Incorporate conservation programs into 

planning and finance for the long-term 
 Email megan@a4we.org to learn more about 

this project & become a partner with us 
 
 

 



 



  One Option 
 Water budget-based rates are found to be the most 

equitable rate structures 
 The revenue requirement based on the budgets, 

not the actual consumption  
 This means predictable, low bills for customers that 

conserve 
 Customers exceeding their budget pay more, with 

the penalty revenue used to fund conservation 
programs 

 Because the water utility is made whole by 
collecting its needed revenue on the budget 
baselines, it does not lose money when customers 
conserve 





Port Angeles, Washington 
 Sold less and pumped less water in 2012 than 

in 2011 
 But their revenue increased by $200,000 
How did they do it? 

a) Rate increase   
b) Rebate and/or loan programs 
c) Lotto ticket winnings 
d) None of the above  
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Port Angeles, Washington 
 Sold less and pumped less water in 2012 than 

in 2011 
 But their revenue increased by $200,000 
How did they do it? 

a) Rate increase   
b) Rebate and/or loan programs 
c) Lotto ticket winnings 
d) None of the above 
 Replaced 305 meters (1 ½” to 8”) 
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