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2Utility Rate Setting

Why: Rate Setting?

What: Utility Rate Computing

How: Frequency & Process
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Why Rate Sett ing?

• To ensure you have sufficient revenue to cover all expenses.
• To communicate to decision-makers & customers the actual cost 

of the service they’re receiving.
• Failure to cover all costs results in failure of the utility.
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Why Rate Sett ing?

• What do I mean by “failure of the utility”?
• Utilities should be self-supporting
• Or subsidies should be explicit and intentional
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What:  Ut i l i ty  Rate Comput ing

Revenue Expenses
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Chlorine Electricity Fuel Oil Insurance Parts Payroll Phone

Training Vehicles Worker’s 
Comp Travel

Regula-
tory 

Costs
Testing Repairs

1. Determine Annual Cost of Service

Operations & 
Maintenance + Repair & 

Replacement

Major 
Repairs

Deferred 
Maintenance Replacement+

Annual
expenses

Longer-term 
expenses

What:  Ut i l i ty  Rate Comput ing
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1. Determine Annual Cost of Service
What:  Ut i l i ty  Rate Comput ing

+

Use totals from 
previous year’s 

CFS or audit. Meet with operators/RMWs.
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2. Determine customer classifications
What:  Ut i l i ty  Rate Comput ing

Residential Commercial School Health Clinic 
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3. Determine usage by customer classification
What:  Ut i l i ty  Rate Comput ing

Residential Commercial School Health Clinic  

Meter readings for each

Total water produced – water used by customers =
Calculated Line Loss.

Then you can get your % use per class!
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4. Do the math (flat rate, residential)
What:  Ut i l i ty  Rate Comput ing

R = monthly flat rate per customer 
COS = cost of service
CR = collection rate
%U = percent used by class
N = number of customers in the class

__________________________( ) %U( )
12

CR N÷COS  __________$240,000  
75% 55% 200
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How: Frequency & Process

Frequency: Annually (or as close to that as possible)
• Look at $$’s for the previous year.
• Should be completed prior to budgeting for the next year.
• Budget should incorporate changes including anticipated expenses & revenue.

Process:
• Staff complete the rate study.
• Recommend rate changes to the decision-making body.
• Decision-making body adopts changes following local procedures (via ordinance, 

resolution, or otherwise).
• Customers are informed via public notice posting, insert with utility bill, etc.
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5. Update your utility customer rates
What:  Ut i l i ty  Rate Comput ing

1. Introduce sustainable options to the 
decision-making body (council, assembly, 
board…).
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5. Update your utility customer rates
What:  Ut i l i ty  Rate Comput ing

1. Introduce sustainable options to the 
decision-making body (council, assembly, 
board…).

2. Decision-making body adopts the changes in 
accordance with local procedures (resolution, 
ordinance, motion...).
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5. Update your utility customer rates
What:  Ut i l i ty  Rate Comput ing

1. Introduce sustainable options to the 
decision-making body (council, assembly, 
board…).

2. Decision-making body adopts the changes in 
accordance with local procedures (resolution, 
ordinance, motion...).

3. Inform customers of upcoming           
increases to rates.
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5. Update your utility customer rates
What:  Ut i l i ty  Rate Comput ing

1. Introduce sustainable options to the 
decision-making body (council, assembly, 
board…).

2. Decision-making body adopts the changes in 
accordance with local procedures (resolution, 
ordinance, motion...).

3. Inform customers of upcoming increases to 
rates.

4. Implement the new rates.
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Ut i l i ty  Rate Computing Resources
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LeGIT:  Ut i l i ty  Rate Sett ing

Quest ions/Comments?

F ind your  LGS:  
https ://exper ience.arcg is .com/exper ience/31fa8f1

11aca4b5499167fb63762a3d9/

But  what  i f  not  everyone i s  pay ing the ir  share??
Jo in us  January 30 for  

Ut i l i ty  Col lect ions  Tools!
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