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I want you to think of this presentation as a “how-to guide” to better 
fiscal management for your water system.

Your pricing strategy should accomplish 3 things: encourage the 
efficient use of water, discourage water waste, and provide the 
income you need to provide safe water to your customers.

There are various price structures that can be used, but the IBR 
structure can be an effective tool for gaining fiscal stability.
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Setting a good IBR structure will require the study of customer 
water uses and trends.

When developing the structure keep in mind the dynamics of your 
customer base (e.g. growing or shrinking, and by how much).

Look at different scenarios to find a good objective fit for your 
system – bottom line: rate structure should provide revenue to 
cover the costs of providing safe water to your customers.

Generally speaking, 3 or 4 blocks may be acceptable for the first 
20,000 gal/mo.
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This method can be used to equitably set rates for high use 
customers. (e.g. industries or commercial customers)

The blocks are defined by the efficient level of use for each 
individual customer.

Budget is based on average wintertime indoor usage plus an 
allocation for irrigation (based on ET rate and size of landscaped 
area) – the budget.

4



In this example, the large water user gets about an 11% discount 
at 20,000 gallons per month.
$50.25 (residential customer) -vs- $44.63 (large water user)

Tier 1 = indoor use
Tier 2 = outdoor use
Tier 3 = excessive use
Tier 4 = wasteful use

Blocks: $1.50; $2.25; $3.37; $5.06
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You should start the process by analyzing your current pricing 
strategy (why is your rate structure set the way it is, is there room 
for improvement?).

Understand what the rate setting objectives are for your system 
(e.g. full cost recovery, maintain affordability, attract industry, etc.).

Utilities should always provide useful information to their 
customers (e.g. flushing schedules, repairs, and water quality 
issues/achievements). 

An informed customer is easier to work with when it comes time to 
make rate adjustments.  
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Full cost pricing can be a tough strategy to implement, but it’s 
necessary.

The first step is to develop a plan for improvements; find out what 
your costs are, and the shortfall in revenue to cover those costs.  
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You have a choice to make – continue using a rate structure that 
does not cover the costs of providing safe water(Wrong Decision), 
or investigate options that would allow you to cover system costs 
over time (Right Decision).

Understand that a successful pricing program will not happen over 
night, but with good planning, it can become a reality.
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Personnel costs include wages, salaries and benefits for 
administrative and O&M staff, and for other services such as 
engineering and legal.

Be sure to only include costs that are associated with running the 
water system.
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Includes costs for office operations such as: utilities, space rental, 
mortgage, supplies, and maintenance.

Includes costs for system operations such: chemicals, water tests, 
electricity, repairs, and contract services. 
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This estimate should cover the costs of anticipated or planned 
capital projects for the next five to ten years.

It should account for future debt and cash obligations.

Since this estimate is dependent on the timing of investments, an 
asset management plan should be used to schedule costs.

The water Capital Reserve account should not be used to 
supplement non-water expenditures.
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Adds significant value in helping you properly manage capital 
investments.

Rank assets in order of importance.

Should include all components of your system that will need 
servicing or replacement (e.g. pumps, tanks, valves, vehicles, 
etc.).

The AMP should be worked into your CIP, which is your guide for 
making capital investment decisions.
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Determine your revenue streams.

Your main revenue stream should come from your customers, 
which means all water use should be properly metered where 
practical (non-revenue water should be kept to an absolute 
minimum).

Listed are some familiar loan and grant organizations.  Although 
these organizations are very important when it comes to project 
funding, they don’t necessarily guarantee money in the bank for 
system needs.

Your customers are, and will always be, your major source of 
continuous revenue.
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Your full cost pricing strategy should cover the deficit between 
actual revenue and required revenue.

For example, if you determine your deficit is $50,000/year, then full 
cost pricing would adjust customer rates to cover this deficit.

Full cost rate setting is not a one-time static analysis. Annual 
reviews of your pricing strategy should be performed. 
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The last two bullets should be covered by your capital reserve 
account.
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Don’t try to correct all the shortfall at once. (Phase it in)

Plan when to implement rate structure adjustments; communicate.

Develop an information/education program.

An educated customer is more amenable to change than one 
that’s uninformed.  
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Town hall meetings – be prepared for rebuttal.

Printed information on the water bill – avoid over doing it.
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Emphasize the value of safe water.

Customers will resist paying more for what they don’t perceive as 
more valuable.

Ask yourself: why should I pay more for water . After answering the 
question, find a way to communicate to your governing authority 
and customers the convincing picture that came to your mind.

People must understand that paying a little more for safe water can 
have far reaching impacts: continued public health; economic 
stability; and neighborhood safety.
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Results of failure to implement full cost pricing, and proper fiscal 
management practices.
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Track due diligence efforts and the phasing-in of rate adjustments.

Keep the momentum going by tracking your progress.
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Chart is taken from ASCE’s 2012 Failure to Act report for water 
and sewer infrastructure.

Capital needs for water infrastructure are projected to increase 
over 100% over the next 30 yrs - $35B to $74B.

This equates to a capital needs increase of about 3.7% per year.

NOTE: 2010 dollars 
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Spending for water infrastructure is projected to increase by only 
about 38% over the next 30 yrs - $21B to $29B. 

This equates to a spending increase of only about 1.2% per year.

NOTE: 2010 dollars 
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This chart shows why collecting adequate revenue and building a 
capital reserve account are so important.

During 2010, capital needs were 67% greater than spending, and 
are projected to increase to 155% above spending by 2040.

The spending gap is projected to increase by nearly 3% each year.
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OWASA is a utility serving about 80,000 people in Southeastern 
Orange county.
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Achievements from rate adjustments.
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