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NEWGEN STRATEGIES AND SOLUTIONS 

Agenda 

ωReview Rate-Setting Process 

ωWholesale Water and Wastewater Issues 

ωRate Design 
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NEWGEN STRATEGIES AND SOLUTIONS 

The ñbusiness side of governmentò 

ÅSelf sufficiency ï In a ñperfectò world 

ïRevenues must match or exceed expenses 
 

ÅCity Council serves as the Board of Directors 

ïPolicy-setting body 
 

ÅImportant to understand the boardôs goals 

and objectives 
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NEWGEN STRATEGIES AND SOLUTIONS 

Financial Planning Policies 

Reserve 
Requirements 

ωTypes of 
reserves 

ωAmount of 
reserves 

ωHow reserves 
are funded 

Capital Structure 

ωUse of long-
term debt 

ωAccumulation 
and use of cash 
reserves 

Intergenerational 
Equity 

ωImpact 
fees/Developer 
credits 

ωLong-term debt 
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NEWGEN STRATEGIES AND SOLUTIONS 

Rate Policies 

Rate 
Setting 

Cost-based? 

Frequency of 
rate 

changes? 

Smoothing to 
avoid rate 

shock? 

Conservation 
price 

signaling? 

Growth pays 
for growth? 

Affordability 
and/or 

Subsidies? 
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NEWGEN STRATEGIES AND SOLUTIONS 

Rate Setting Process 

1. Revenue Requirements 

ïHow much revenue do I need? 
 

2. Allocation of Costs 

ïWho should be responsible for providing that revenue? 
 

3. Rate Design 

ïHow am I going to recover that revenue? 
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NEWGEN STRATEGIES AND SOLUTIONS 

Rate Setting Process 

Revenue 
Requirement 

ωCompares the revenues of 
the utility to its expenses 
to determine the overall 
level of rate adjustment 

Cost of 
Service 

ωEquitably allocates the 
revenue requirements 
between the various 
customer classes of service 

Rate Design 

ωDesign rates for each class of 
service to meet the revenue 
needs of the utility, along 
with any other rate design 
goals and objectives 
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NEWGEN STRATEGIES AND SOLUTIONS 

Allocation of Costs ï Peaking Example 
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NEWGEN STRATEGIES AND SOLUTIONS 

Customer Class Cost Allocation Example 
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Average Use 
(MG) 

Peak Use 
(MG) 

Excess Capacity 
(Peak ς Average) 

(MG) 

Peaking 
Factor 

Load Factor 

Customer A 1.11   (28%) 1.46 0.36 (16%) 1.32 76% 

Customer B 1.21   (31%) 1.61    0.40 (18%) 1.33 75% 

Customer C 1.23   (31%) 2.38 1.15 (52%) 1.93 52% 

Customer D 0.40   (10%) 0.70 0.30 (14%) 1.75 57% 



NEWGEN STRATEGIES AND SOLUTIONS 

Wholesale Water and Wastewater 

ÅWholesale Service 

ïSelling of water to a customer for resale by that customer 

ïReceipt of retail generated wastewater collected by a 

customer for ultimate treatment 
 

 

ÅRetail customers are, and will continue to see, 

significant price increases from wholesale providers 
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NEWGEN STRATEGIES AND SOLUTIONS 

Key Policy Issues ï  

Service Receiver Perspective 

 

ÅWholesale Charges can comprise a significant 

portion of your total departmental expenditures 
 

ÅWholesale Rates may change annually 
 

ÅFailure to pass along wholesale rate increases can 

be detrimental to your utilityôs financial position 

ïImplementation of Pass-Through Clauses can be 

beneficial 

ïLevel of Council oversight may need to be carefully 

defined 
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NEWGEN STRATEGIES AND SOLUTIONS 

Key Policy Issues ï  

Service Receiver Perspective 

ÅHow you use your providerôs system matters! 
 

ïLost and Unaccounted for Water 

ÅPaying for water that is never provided to customers 

ÅLong-term impact under a true-up / demand ratchet system 

 

ïInfiltration and Inflow 

ÅPaying to treat stormwater 

ÅLong-term impact under a true-up / demand ratchet system  

 

ïPeaking factor and demand 

ÅOwned supplies (if any) 
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NEWGEN STRATEGIES AND SOLUTIONS 

Key Policy Issues ï  

Service Provider Perspective 

ÅHow do you establish / change rates? 
ïDo you have a specific methodology 

ï Is the revenue stream stable? 

ÅAre you encouraging efficient use? 

ÅProtection of supply / system capacity for existing 
customers 

ÅDispute resolution 

ÅWater Conservation / Drought Contingency Measures 
ïCan you curtail / interrupt supply? 

ÅNon-Rate Fees and Charges 
ï Impact Fees, Line Extension Fees, Tap Fees, etc? 

ïEquity buy-in 
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NEWGEN STRATEGIES AND SOLUTIONS 

Legal Defensibility and Rate Criteria 

ÅLegally Necessary Criteria 

ïTexas Water Code 13.043(j) 

ñ. . . the commission shall ensure that every rate 
made, demanded, or received by any retail 
public utility or by any two or more retail public 
utilities jointly shall be just and reasonable. 
Rates shall not be unreasonably preferential, 
prejudicial, or discriminatory but shall be 
sufficient, equitable, and consistent in 
application to each class of customers.ò 
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NEWGEN STRATEGIES AND SOLUTIONS 

Legal Defensibility and Rate Criteria 

Å Original Jurisdiction ï A City has original jurisdiction over rates charged to 
individuals who vote for the City Council (inside City customers).  These 
rates cannot be appealed to a higher body ï customer recourse is to elect 
new representation.   

 

Å Appellate Jurisdiction ï Outside City customers can appeal municipal rate 
making action if 10% of more protest the increase.  TCEQ also has 
appellate jurisdiction over wholesale rates. 

  

Å Texas Water Code 13.043 (i) 
ï The governing body of a municipally owned utility or a political subdivision, within 60 

days after the date of a final decision on a rate change, shall provide individual written 
notice to each ratepayer eligible to appeal who resides outside the boundaries of the 
municipality or the political subdivision.  The notice must include, at a minimum, the 
effective date of the new rates, the new rates, and the location where additional 
information on rates can be obtained.  The governing body of a municipally owned 
utility or a political subdivision may provide the notice electronically if the utility or 
political subdivision has access to a ratepayerôs e-mail address. 
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NEWGEN STRATEGIES AND SOLUTIONS 

Rate Structure Components 

ÅFixed Charge 

ÅVariable or Consumption-Based 
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Fixed Costs 

ωDoes not vary with sales 

ωSalaries, Debt Service, etc. 

ωTypically a majority of costs 
for a utility 

Variable Costs 

ωVaries with water sales 

ωPower, chemical, etc. 

ωTypically a limited portion of costs 
for a utility 

 ** Stability of Revenue Stream Should Always be Considered ** 



NEWGEN STRATEGIES AND SOLUTIONS 

Common Water Rate Structures 

ÅFixed Charge 

ïMinimum Charge 

ïMeter Charge 

 

ÅShould this 

include a water 

allocation? 
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ÅVariable Charges 

ïUniform  

ïDeclining Block 

ïInclining Block 

ïSeasonal 


