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2020 Water and Wastewater Utility Rate Statement 

The Board of Trustees is the authority responsible for establishing rates structures, fees and 
charges to generate sufficient revenues to pay debt obligations, meet regulatory requirements 
and provide adequate funds to operate, maintain and repair these systems. The Board meets 
these obligations with fair and equitable rates. 

Overview 
Water and Wastewater Systems operate under regulation by ANR, Vermont Department of 
Environmental Conservation Drinking Water and Groundwater Protection Division. The state 
amended our water permit to require a compliance schedule for water improvements. Aged 
wastewater infrastructure required replacements, permits, and upgrades. 

Rate requirements and fundamental considerations are listed below. 

1. The Board used a Revenue Requirement Approach applied to new Rate Structures, which
was necessitated by $4,267,000 in water improvements and $985,000 in wastewater
improvements.
a. The previous rate structures did not accommodate acceptable recovery of revenues.

It was necessary for the Bond Bank, Director of Capital Planning, to receive a
comprehensive review of the new rate structures, budgets and projected revenues.

b. To receive bonds, the Board of Trustees provided resolutions supporting funds for
Wastewater Improvements and a resolution for Drinking Water Improvements.

c. The following statement is included in the resolutions to the Bond Bank. “The Board will 
implement the new rate structure, monitor revenue and increase the rates as needed to 
generate sufficient revenue to repay the bond and increased operating expenses.” 

d. New water rates were effective with September 2020 usage and October billing, and in
January 2021, an annual 3% increase is effective, as well as each subsequent year.

e. New wastewater rates are effective with May 2021 usage; June Billing, and in May 2022,
an annual 3% increase is effective, as well as each subsequent year.

Village of Hyde Park



 

2. Water revenue requirements are achieved with full payment from 233 customers. 
a. $233,000: $106,000 bond payment plus $127,000 estimated expenses. 
b. 70% of revenue requirements are recovered in the fixed Service Charge. 

 
3. Wastewater Revenue Requirements are achieved with full payment from 166 customers. 

a. $164,250: $66,250 plus $98,000 estimated expense. 
b. 79% of revenue requirements are recovered in the fixed Service Charge. 

 
4. We recognize that recovery of debt incurred and expense applicable to a subset of 

customers that does not apply to another subset of customers requires a new rate structure 
that considers: 
a. Flow Capacity related to fire flow and sprinkler systems.  
b. Individual Infrastructure Requirements, such as: Fire Station Vault and Pressure Valve 

 
5. We recognize that Village taxpayers in part defray the cost of water and wastewater systems. 

  
a. The Stowe Town Administrator questioned this since the Village taxpayers did not pay 

the bond debt and interest, and asked how taxes were used. 
 
Our responses: 
Taxpayer payment of the bond debt and interest makes a Regulatory Approach more 
necessary. 
 
The Village property tax rate of $.082 per $100 of property value for FY 2019 generated 
revenue of $33,413. 

1. General/Admin $7,913,  
2. Main St. Sidewalks (snow clearing & Maintenance) $16,857,  
3. Street Lights $4,477,  
4. Capital Outlays $7,500 (sidewalks).  

Village taxpayers paid for Main St. sidewalks/snow clearing/plowing and street lighting, 
without contribution from County or Town. Note: the state did not require the Village to 
build capacity for fire flow to the hydrant in front of the Courthouse. 
------------------------------------------------------------------------------------------------------------------end of responses 

 
As we know, more than 75% of Village taxes pay for public “main street” services and 
amenities used by the County and Town. While unrelated to the rates, it seemed 
appropriate to share. 



 

6. Recognize that Village taxpayers take on the risk of debt associated with providing water 
and wastewater utility systems. 
 
a. The Stowe Town Administrator questioned this risk stating that we could simply raise 

rates with little risk.  
 
Our response:  
There is always risk with increasing rates, that risk is much greater for Village taxpayers 
due to the size of the debt relative to the small customer base of 233.  
------------------------------------------------------------------------------------------------------------------end of response 

 
7. The new rate structures provide for collection of 70-79% of needed revenue in fixed charges, 

which was a condition for the bond to advance from underwriting to final approval. 
 

8. Consumption charges are the same for all Classes and estimated to recover 20-30% of 
needed revenues.  

 
9. Stability of Fixed Charges and Consumption Charges depend on actual revenue collection. 
 
The following information provides information about the rate structure. 
 
 
Recovery of Revenue Requirement, Results by Class 
 
GP Class – 4 Customers 
Governmental / Public - Federal, State, County and Town Providers of Global Services 
 
A GP Customer is currently billed a monthly Service Charge of $1,417.50. 

§ 10.4% of the sum of Service Charge billings to all customers. 
§ Equivalent to the sum of Service Fee billings to 70 Residential Customers. 
§ Fairness assumption: this customer offers global service to 70 people. 

 
 
 
 
 
 

 
 

Elementary School Main Building 
Lamoille County Court House 
Lamoille County Sheriff's Department 
Town of Hyde Park, Fire Department  
  



 

GP2 Class – 7 Customers 
Governmental / Public 2 - GP defined class, Small Providers of Global Services 
 
A GP2 Customer is currently billed a monthly Service Charge of $125.55. 

§ .009% of the sum of Service Charge billings to all customer. 
§ Equivalent to the sum of Service Fees billings to 7 Residential Customers.  
§ Fairness assumption: this customer offers global service to 7 people. 

 
 
 
 
 
 
 
 

 
C Class – 19 Customers 
Commercial - Multifamily (3 or more) Apartment Buildings, Non-residential, Non-Industrial 
Business Enterprises 
A C Customer is currently billed a monthly Service Charge of $72.90. 
.005% of the sum of Service Charge billings to all customers. 
 
C2 Class – 1 Customer 
Commercial 2 - C defined class, Out-of-Village Jurisdiction 
A C2 Customer is currently billed a monthly Service Charge of $125.55. 
.009% of the sum of Service Charge billings to all customers. 
 
R2 Class – 22 Customers 
Residential 2 - R defined class, Out-of-Village Jurisdiction 
A R2 Customer is currently billed a monthly Service Charge of $32.40. 
.002% of the sum of Service Charge billings to all customers. 
 
R Class – 180 Customers 
Residential - One-and two-Family Dwellings  
A R Customer is currently billed a monthly Service Charge of $20.25. 
.001% of the sum of Service Charge billings to all customers.  
 
 
 

Lanpher Memorial Library 
Opera House 
State of Vermont, 252 Main St. KenGar Building 
Sheriff's Office Garage 203 Main St. 
Sheriff's Office 65 Main St. 
St. Theresa Parish Hall 92 W. Main St. 
Second Congregational Church 



Fairness Testing Using the Regulatory Approach 

The current Revenue Requirements Approach results in each R Class and C Class customer 
paying a Service Fee that is less than an R2 and C2 Class customers. 

Calculation: The annual reduction for each R Class customer is $145.80. 
$145.80 X 180 total R customers = $26,244 plus $641.80 (there is one C2 Class customer) = 
$26,885.90, which is intended to: 

§ Recognize that Village taxpayers in part defray the cost of water and wastewater
systems. 

§ Recognize that Village taxpayers take on the risk of debt associated with providing
water and wastewater utility systems. 

$26,885.90 equals .006% of capital investment less depreciation. 

The Regulatory approach reduces taxpayer risk by increasing rates to G, G2, C2 and R2 
customers. This option could generate $350,122, which is 8.02% of capital investment less 
depreciation.  

The regulatory option for establishing rates provides security to taxpayers in the event rates do 
not provide sufficient revenue to meet financial obligations due to loss of customers and failure 
of customers to pay. 

Rate of return revenues may be held in a contingency fund for use in the current or any 
subsequent fiscal year. While this statutory rule applies to Vermont electric and gas municipal 
utilities, it is reasonable to assume that this option is available to the Board of Trustees, who 
hold the authority to operate these utilities and establish water and wastewater rates. 

Regulated Utility Rate-Making Approach 
Revenue Requirements = Rate Base × Allowed Rate of Return + Expenses 

§ Rate Base (Capital Investment less Depreciation) $4,365,610
§ Allowed Rate of Return (8.02%, which is the 2021 PUC approved rate for GMP)

$4,365,610 * 8.02% = $350,122 
§ Operating Expenses in 2021: $121,000
§ $350,122 + 121,000 =$471,122
§ $471,122 less $233,000 revenue requirements provide a return of $244,122



GUIDANCE FROM THE VERMONT BOND BANK TO THE BOARD OF TRUSTEES 



The Financial Sustainability and Rates Dashboards are tools designed and produced by 
the Environmental Finance Center as part of projects to annually survey and analyze 
rates data from different states. Rates data are collected from nearly all local 
governments (and sometimes investor-owned) utilities in many of these states. 

THE FOLLOWING RANDOM SAMPLE RATE SHEETS FOLLOW:S SHOW STANDARD RATE 
CLASSES.



Utility Rate Sheet:

Utility: Barnstable Fire District

Rate Sheet Fiscal Year: 2017-18 Rates Last Changed: 10/1/2017

Rates shown in this document Note: "Commercial" rates may also be applicable to other non-residential users.

"Inside" town limits

rate structure

"Outside" town limits

rate structure

Water - Indoors Yes Yes

Same as residential Same as residential

Same as indoors Same as indoors

Same as indoors Same as indoors

Wastewater No wastewater service No wastewater service

No wastewater service No wastewater service

In addition, are there unique rates for the following (not shown in this document)?

Multi-family residential rates No

Industrial rates (not commercial) No

Institutional/governmental rates No

Bulk or wholesale rates No

Fire/hydrant rates No

Water shortage rates (e.g.: drought surcharges) No

Reuse/reclaim water rates No

Custom rates for an individual large-user customer No

http://www.efc.sog.unc.edu/

Summary information about the most common water/wastewater/irrigation rates 

being charged to residential and commercial customers. Additional rates may apply.

Residential rate structure

Commercial rate structure

Water - Outdoors 

(Irrigation)

Commercial rate structure

Rate Sheet Produced by the EFC Rate Sheet Generator

Rates as of July 2017. Current rates may be different.

See the next 2 pages for rate sheet information

Rate Sheet Components

Barnstable Fire District - Water

Residential rate structure

Commercial rate structure

Residential rate structure

Source: Tighe & Bond / Environmental Finance Center rates survey

Contact utility for the latest, most accurate information

Rate Sheet Generator. Copyright (c) 2017

Environmental Finance Center at UNC

http://www.efc.sog.unc.edu/
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Utility Rate Sheet:

Utility: Merrimack Village District

Rate Sheet Year: 2018 Rates Last Changed: 7/1/2011

Water Wastewater

$975 No wastewater tap fee

No water impact fee No wastewater impact fee

Rates shown in this document Note: "Commercial" rates may also be applicable to other non-residential users.

"Inside" town limits

rate structure

"Outside" town limits

rate structure

Water - Indoors Yes Same as inside

Same as residential Same as residential

Same as indoors Same as indoors

Same as indoors Same as indoors

Wastewater No wastewater service No wastewater service

No wastewater service No wastewater service

In addition, are there unique rates for the following (not shown in this document)?

Multi-family residential rates No

Industrial rates (not commercial) No

Institutional/governmental rates No

Bulk or wholesale rates No

Fire/hydrant rates Yes

Water shortage rates (e.g.: drought surcharges) No

Reuse/reclaim water rates No

Custom rates for an individual large-user customer No

Tap Fee

Impact Fee

Rate Sheet Components

Merrimack Village District - Water

Residential rate structure

Commercial rate structure

Residential rate structure

Commercial rate structure

Rate Sheet Produced by the EFC Rate Sheet Generator

Rates as of January 2018. Current rates may be different.

See the next page for rate sheet information

Tap & Impact Fees

Tap and impact fees for residential,"inside" town customers

http://www.efc.sog.unc.edu/

Summary information about the most common water/wastewater/irrigation rates 

being charged to residential and commercial customers. Additional rates may apply.

Residential rate structure

Commercial rate structure

Water - Outdoors 

(Irrigation)

Source: NH Department of Environmental Services / Environmental Finance Center

Contact utility for the latest, most accurate information Rate Sheet Generator. Copyright (c) 2018

http://www.efc.sog.unc.edu/#
voip
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The Differences in Water Rates of 

Municipal and Investor-Owned UtilitiesMunicipal and Investor Owned Utilities

in California

Christian L. Aldinger, CPA

NARUC

2011 Winter Committee Meeting

February 14, 2011y ,

Washington, D.C.

Working together.

Achieving results.

National Association of Regulatory Commissioners
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Determination ofDetermination of

Revenue Requirements

AWWA M1 – “Water Rates” identifies two generally 
accepted and practiced approaches . . . 

• Utility Approach

 Typically used by IOUs

• Cash-Needs Approach

 Typically used by GOUsy y y

 Occasionally used by IOUs for repayment of
governmental loans

8

GOVERNMENT OWNED UTILITIES

INVESTOR OWNED UTILITIES
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C h N d A h

• Results in rates that are intended to recover the 

Cash Needs Approach

cash required for that year

 Matches the cash received from the customer 

to the cash needs of the utility and not 

necessarily to the service received by the 

customer (cash basis)customer (cash basis)

 True costs or expenses (on an accrual basis) 

may be under or over-recovered for that yearmay be under or over recovered for that year

 Can send improper price signal

10
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Utility Approach

• Matches the cost of service provided to the• Matches the cost of service provided to the 

appropriate time frame when the customer is 

receiving service (accrual basis)

• Costs or expenses (on a cash basis) may be 

under or over-recorded for that yeary

• Results in rates that are based on cost of service

• Includes the return on the accumulated amounts 

that have been invested in the system

11
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Water Revenue Sufficiency & Rate Study Final Report Proposed Rate Design 

Town of Telluride 3-1 Burns & McDonnell 

3.0 PROPOSED RATE DESIGN 

3.1 Approach 
For the purpose of this Study, the water rate structure currently in place for the Town will not change in 

2019, and proposed 2019 rates will increase proportionately based on the proposed 30 percent system 

adjustment reflected in both Alternatives 1 and 2. 

3.2 Proposed 2019 Water Rates 
Table 3-1 shows the proposed In-Town water rates. Out-of-Town water rates are 125 percent of In-Town 

rates. Additionally, certain Out-of-Town areas include a debt service surcharge as an additional 

component of their base fee which does not change as a result of this Study. 

Table 3-1: Proposed 2019 Water Rates 

3.3 Typical Bills and Regional Comparison 
A comparison of typical monthly water bills under existing and proposed rates is shown in Table 3-2. 

Typical bills are calculated for various Residential and Commercial customer profiles. As shown in Table 

3-2, the monthly water bill for an average residential customer will increase $8.89 per month, while deed 

and size restricted monthly bills are anticipated to increase $5.78 per month. 

In-Town Rates In-Town Rates
Water Usage Block Charge Water Usage Block Charge

Meter Bi-Monthly per 1,000 per 1,000 Meter Bi-Monthly per 1,000 per 1,000
Rate Class Size Base Fee Gallons Gallons Rate Class Size Base Fee Gallons Gallons

Residential - In Town 77.04$          0 - 8 -$  Commercial 1" 169.42$        0 - 16 -$  
8 - 12 7.44$                16 - 33 6.02$                

Residential - In Town 50.10$          12 - 15 8.44$                >30 8.01$                
Size & Deed Restricted 15 - 100 $9.44 + $1.00 Commercial 1.5" 393.69$        0 - 32 -$  

per 5,000 gal 32 - 64 6.02$                
>100 25.47$              >64 8.01$                

EMT & Firefighter -$              0 - 8 -$  Commercial 2" 656.25$        0 - 48 -$  
8 - 12 7.44$                48 - 150 6.02$                
12 - 15 8.44$                >150 8.01$                

15 - 100 $9.44 + $1.00 Commercial 3" 1,037.84$    0 - 72 -$  
per 5,000 gal 72 - 160 6.02$                

>100 25.47$              >160 8.01$                
Commercial 5/8" 104.99$        0 - 8 -$  Commercial 4" 1,383.81$    0 - 96 -$  

8 - 30 6.02$                96 - 310 6.02$                
>30 8.01$                >310 8.01$                

Commercial 3/4" 119.31$        0 - 12 -$  
12 - 33 6.02$                

>33 8.01$                

In Town Residential  Base Fees vary depending on whether the account is related to a size and deed restricted parcel. Volumetric fees are the same for
all In Town Residential customers.

Out-of-Town Rates:  All Out-of-Town customers will be charged rates of one hundred and twenty-five percent (125%) of the In-Town rates.

Out-of-Town Debt Support Surcharge:  In addition, unless otherwise required by an ordinance or contract authorizing water service, or 
pre-existing annexation agreement, to Out-of-Town users there shall be imposed upon each Out-of-Town customer an annual service rate surcharge
of One Hundred Ninety and 50/100 Dollars ($190.50) payable in six equal bi-monthly installments.
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Village of Hyde Park Response:  This statement is untrue. 
It is proven to be untrue by considering the entire rate 
structure and rates applied nationwide. He should have 
known it is untrue and not made erroneous statements to 
the news. This statement is harmful to the reputation of  
the GM and the Board of Trustees and caused mental 
anguish - at this time.
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JOEL PAGE 

Assistant Judge 

MADELINE MOTTA 

Assistant Judge 

ANNE CONWAY 

County Clerk 

C O U N T Y OF L A M OILLE 

L A .M O I L L E C O U R T H O U S E 

November 4, 2020 

Lamoille County Legislators 
Lamoille County Selectboards 
Lamoille County Town Administrators 

(802) 888-0631

P.O. Box 490 - 154 Main Street 

Hyde Park, Vermont 05655-0490 

Re: Impact ofVilJage of Hyde Park Immense Increase in Utility Fees 

Dear LamoilJe County Legislators, Lamoille County Selectboard Members and 
Town Administrators: 

As Lamoille County Assistant Judges, we are responsible for the County budget, 
which is driven primarily by the costs to maintain and operate the Lamoille 
County courthouse and the Sheriff's office building. We are writing to alert you
to a huge utility fee increase that the Village of Hyde Park has imposed on the 
County (and the Lamoille North Supervisory Union and School District) that will 
impact Lamoille County taxpayers. 

Beginning with the October 2020 water bill, the Village has increased the County 
water meter fees from approximately $350/year to over $34,000/year 
(approximately a 10,000% increase). Starting with the May 2021 wastewater bill, 
the Village is increasing the County's wastewater meter fees from $420/year to 
over $21,000/year(approximately a 5,000% increase). 

Unless the fee schedule is immediately revised, Lamoille County will be paying 
about $55,000/year in water/wastewater meter fees to the Village of Hyde Park. 
It is important to note that the fee increase is not related to usage. 

The one other entity on the Village water system that is receiving similar 
treatment is the Hyde Park Elementary School and the Lamoille North 
Supervisory Union and School District (LNSU/SD). They have one meter (while 
the County has two meters) and the LNSU/SD will see a fee increase for 
water/wastewater of approximately $27,000/year. In total, the Village has set 
water/wastewater fees that the taxpayers of Lamoille County and LNSU/SD pay 
by over $80,000 per year, for three (3) meters, unrelated to usage. These costs 
will be transferred directly to taxpayers. For example, the town of Stowe, which 
pays over half of the County taxes, will see a County tax increase of over 
$25,000. 

The Assistant Judges, as fiduciaries of County funds and acting on behalf of the 
County, are contesting these unconscionable fee increases. The Assistant Judges 
will be addressing the Village of Hyde Park Board of Trustees at their November 
11th board meeting, being held via Zoom at 7:00 pm. While the Trustees may 
have broad discretionary power in setting utility rates, it is the County's position 
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All taxpayers pay for public facilities, regardless of their use of 
these structures. 

All taxpayers must pay a fair and equitable rate for the utility 
infrastructure that serves to provide these public facilities with 
continual safe drinking water, capacity for fire flow, working fire 
hydrants, wastewater removal, and compliance with regulatory 
regulations. 

The Board of Trustees established fair and equitable rate 
structures and rates.  

Inflammatory responses by public officials can only serve to 
negatively impact public perception, economic and business 
development in Hyde Park, as well as the knowledgeable, 
thoughtful, fair-minded and diligent members of the Board of 
Trustees, management and staff of the Village of Hyde Park. 



http://www.sasarchitects.com/index.php?option=com_k2&view=item&id=403:lamoille-county-
courthouse-renovation-and-addition&Itemid=1044 

The Stowe Administrator’s letter states:

“It appears that the Lamoille County Court House and Sheriff’s Department use is equivalent to 
a typical single-family residence, yet the cost for these governmental buildings under the new 
water rate structure is disproportionately higher and significantly so.” This statement was 
repeated by Joel Page in the November 11, 2020 meeting of the Board of Trustees.

FAIR AND EQUITABLE RATES
A typical single-family residence in the Village has the risk of the bond debt, pays taxes to part 
to defray the cost of providing for the water and wastewater utilities, requires less capacity to 
extinquish a fire at their residence and DOES NOT HAVE A DEDICATED FIRE HYDRANT in front of 
their home.

The fixed charge allocates revenue requirements to recover the cost of the bond debt and 
normal operating expenses. The cost for water consumption is the same for all customers. 

http://www.sasarchitects.com/index.php?option=com_k2&view=item&id=403:lamoille-
county-courthouse-renovation-and-addition&Itemid=1044 
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https://www.engelberth.com/portfolio/lamoille-county-courthouse-expansion-renovation/ 
 



https://ljfo.vermont.gov/assets/docs/reports/23dec4a054/Planning-Process-Update-14.pdf 





Safeguarding Water Affordability September 2017

https://bipartisanpolicy.org/wp-content/uploads/2019/03/BPC-Infrastructure-Safeguarding-Water-Affordability.pdf



No particular rate structure is necessarily right or wrong. Each system must weigh various priorities in setting up a rate system 

that provides the revenue needed to sustainably operate, and from there consider various options to safeguard affordability for 

their lowest-income customers. In fact, many water systems are increasingly looking at ways to provide "lifeline" amounts of 

water to low-income customers. One option is for an initial block of consumption to be priced lower than the marginal cost of 

service to provide low-income customers the public health benefit of a minimum quantity of water needed for daily living. This 

is commonly referred to as a lifeline rate, charging a lower or subsidized rate for a fixed portion of monthly household water use 

considered to be nondiscretionary-for sanitation, cooking, and cleaning. In such a structure, low-income households can 

monitor their usage and avoid discretionary water uses, such as lawn watering, to cut down on costs. 

17 bipartisanpolicy.org f, 

The use of infrastructure surcharges is another way that rate structures can be responsive to affordability concerns.62

Infrastructure surcharges are small incremental charges added to customer bills in between major rate changes. These allow 

the utility to recoup investments in critical areas such as aging infrastructure replacement, resiliency, or water quality 

compliance on a more timely basis, while smoothing the impact on customer bills and preventing periodic rate shock. 

Utilities implement new rate structures and assistance programs both out of concern for the welfare of low-income customers 

and their bottom line. In a survey by the American Water Works Association, 22 percent of respondents rated nonpayment of 

water bills a big problem.63 Among larger utilities responding (serving more than 100,000 people), about 33 percent considered

nonpayment a big problem and 40 percent considered it a growing problem. 

Rate structures and customer assistance programs (CAPs) are key to any strategy to address nonpayment, cure delinquent 

accounts, and prevent disconnections from the system, which carry considerable costs for both low-income households and 

utilities. Common programs include: 

• Bill Discount: Utilities reduce a customer's bill.

• Flexible Terms: Utilities adjust repayment to help customers afford services, e.g., by forgiving arrearages, adjusting bill

payment timing, or leveling billing to a more predictable amount.

• Lifeline Rate: Customers pay a subsidized rate for a fixed amount of water expected to cover basic needs.

• Emergency Assistance: Utilities provide short-term or one-time assistance to prevent disconnection or restore

disconnection following an unexpected hardship (e.g., medical emergency, job loss, death, or divorce).

• Conservation: Utilities subsidize or provide water efficiency measures aimed at reducing water use and therefore water

costs, e.g., by fixing leaks, offering rebates for efficient fixtures and appliances, or conducting in-home water audits.



https://library.municode.com/ca/pasadena/codes/code_of_ordinances?
nodeId=TIT13UTSE_CH13.20WASERA_13.20.025BLAL







The Vermont Statutes Online 

Title 30 : Public Service 
Chapter 079 : Municipal Plants 
(Cite as: 30 V.S.A. § 2923)

• § 2923. Rate of return

(a) In determining rates charged by a municipal plant, the Public Utility
Commission shall allow, in addition to all other factors, a reasonable rate of 
return on capital investments. The return shall be commensurate with that 
permitted private utilities having corresponding risks and equivalent to that 
necessary for private utilities to assure confidence in the financial integrity of 
the enterprise so as to maintain its credit and attract new capital. 

(b) Revenue received as a return on capital investment shall be retained by
the municipal utility and held in a contingent fund for use by it in that or any 
subsequent fiscal year. (Added 1973, No. 186 (Adj. Sess.), § 1, eff. March 30, 
1974.) 



References 
Two methods for determining a water utility's total revenue requirements generally are 
accepted. The choice of approach tends to vary with ownership form. Under the "utility" 
approach, the total cost of service for investor-owned or privately-owned water utilities is the 
sum of operation and maintenance expenses, taxes, depreciation, and rate of return on rate 
base. Under the "cash-needs" approach, the total cost of service for publicly owned or 
municipally owned water utilities is the sum of operation and maintenance expenses, tax 
equivalents, debt-service payments (including both interest charges and repayment of principal), 
contributions to specified reserves, and capital expenditures not financed either by debt capital 
or contributions. The utility approach may be mandated for those publicly owned water utilities 
under state commission jurisdiction.  
The National Regulatory Research Institute (NRRI) NRRI93-13  

For the majority of water systems, the most significant financial impact of complying with 
regulations for chemical contaminants will be the costs associated with periodic monitoring to 
document their absence or presence in supplies at low concentrations. 
G. Wade Miller, John E. Cromwell, III, and Frederick A. Marrocco, "The Role of the States in 
Solving the Small System Dilemma," American Water Works Association Journal 80 (August 
1988): 34.  

It is important to recognize that the overwhelming majority of the capital cost of water supply is 
incurred in the effort to keep pressure in the pipes--in other words to provide the quantity 
attribute, rather than the quality attribute. It is primarily as a result of unseen assets- -the pipes 
in the ground--that water supply has the highest asset to revenue ratio of any public utility 
service. Compliance with SDWA requirements will shift significantly more emphasis in capital 
spending towards the quality attribute (i.e., water treatment). Although quantity related 
expenditures will still predominate, the cost structure of the water industry will be forever 
changed in both. 
The National Regulatory Research Institute (NRRI) NRRI93-13 
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WHITE PAPER www.amwater.com 

Challenges In The Water Industry:  
The Rate Approval Process  
It is fair to say that most Americans seldom give more than a passing thought to the 

value of the water that comes out of the faucets in their homes.  Those who receive a bill 

from the local water utility – whether it is a municipal system or an investor-owned 

company – generally pay the bill without considering where the water comes from, or 

how it is treated and delivered to their homes.  People who live in rentals or belong to 

homeowner associations may never see a bill at all, since water charges are often part 

of their monthly rent.  But even when paid directly, the water bill is typically far less than 

the fees the cable company imposes for viewing “free” television programming, less than 

the cost of telephone service or high-speed internet access and, certainly, less than 

electricity.  

In the U.S., the Environmental Protection Agency (EPA) sets the water quality standards 

that all water utilities must meet.  However, for investor-owned water and wastewater 

companies, state economic regulatory agencies will generally regulate the price for the 

service provided by the water utility.  In most communities, this regulation has resulted in 

permitting utilities to charge water rates equivalent to less than a penny per gallon. 

The objective of this White Paper is to explain how investor-owned utilities make a case 

for rate adjustments, surmount hurdles to obtain permission to change rates, and benefit 

customers by operating in a highly regulated environment.  For simplicity, although 

known by different names, this paper will refer to governing regulatory agencies as 

PUCs, short for Public Utility Commissions.  

BACKGROUND 

Water utilities were among America’s first publicly traded equities. The Manhattan Company – later to 
become the Chase Manhattan Bank – operated the first water system in New York City.  In 1800 there were 
16 water systems in the entire country, and 15 of them were investor-owned.  By 1896, that number had 
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support its credit and enable it to raise money necessary for the proper discharge of its public 
duties.” 

These and numerous other state and federal cases, as well as other state statutory provisions establish that 
shareholders are entitled to a fair return on invested capital for assets that are “used and useful” in 
providing service. 

The rates eventually established by state PUCs should be sufficient to enable a well-run utility to earn a 
return that reflects the cost of providing service to its customers.  The rates will cover the acquisition and 
maintenance of assets that are required to provide service, which include the operating costs plus a return 
from capital expenditures for plant equipment and other items that are “used and useful.”  The utility is also 
subject to real estate and other business taxes, and shareholders must pay income taxes on the returns they 
receive.  Therefore, in order to provide the opportunity to actually earn the return the PUC determines is 
appropriate, the PUC will typically include in the revenue requirement an amount sufficient to cover these 
taxes. 

THE ROLE OF RISK 

As the U.S. Supreme Court stated in the Bluefield case, a utility is entitled to earn a return comparable to 
investments in other business undertakings which are attended by similar risks and uncertainties.  
Estimation of risk, therefore, is a critical element for consideration in establishing a reasonable return.  
PUCs typically utilize a number of different methodologies for estimating risk and the appropriate allowed 
return.  These methods may include Discounted Cash Flow (DCF) Analysis, Risk Positioning Models, such 
as the Risk Premium method and the Capital Asset Pricing Model (CAPM), or other comparable earning 
methodologies.  Each of these methodologies will have variations and some of them utilize betas as an 
estimation of industry-wide risk.  In estimating risk and determining allowed returns, PUCs will also look 
at the specific circumstances of each company, such as legal risks from potential tort claims, specific 
operating factors and the condition of infrastructure. 

Risk factors will change over time and, to some extent, determine the frequency of rate case filings.  Other 
factors that can influence risk assessments include inflation, market changes and new water quality 
standards. 

THE TEST YEAR 

PUCs typically set rates based on capital investment, operation and maintenance expense data from a 
particular period of time.  Usually this data covers a 12-month period known as the Test Year.  The PUC 
may utilize a historic, current, or future test year.  Historic test years utilize actual expenses through a 
relevant period prior to filing the rate case.  Current test years may use a combination of historic data and 
changes that occur either during the rate case or “known” and “measurable” data that occur right after the 
rate case.  Future test years allow consideration of projected capital expenditures and expenses over some 
future period, usually 2-3 years.   

In times of rising levels of infrastructure investment and expenses, use of historic test years can impact both 
the frequency of rate cases and the ability of the utility to actually earn the return the PUC allows because 
historic test years do not consider changes that occur during the rate case or thereafter.  Therefore, more 
frequent rate cases are necessary to account for such changes.  That is why, in practice, many PUCs often 
utilize some combination of historical, known and measurable and forecasted data.  The effects of using 
less current information in test years can also be mitigated through the use of automatic adjustment 
mechanisms, surcharges for infrastructure replacement and special projects, and other ratemaking tools. 
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increased to nearly 3,200, and just under half were investor-owned systems. Today there are about 53,000 
community water systems, and while 30,000 of these are investor- owned, they serve only about 15 percent 
of the population. The 23,000 governmentally-owned systems or individual private wells serve the 
remaining population which is always changing.  

As regulated public utilities, investor-owned water companies have been granted authority by each state’s 
PUC to operate in a particular service area. Within these areas, the utility generally experiences some 
protection from the competition of other water service providers.  In exchange, the utility must provide 
quality, reliable and non-discriminatory service to all customers in the service area. The utility is also 
entitled to the opportunity to earn a reasonable return on prudently invested capital necessary to provide 
service and to recover operating expenses. 

Over the years what constitutes a “reasonable” or “allowed return” on “prudent and reasonable” 
investments has been extensively litigated. While there are significant issues specific to individual 
proceedings, settled law can be summarized as follows:   

• Water utilities are permitted to charge rates that have the potential to generate an “allowed return” 
that is sufficient to attract capital at reasonable rates. A company is not “guaranteed” any return; 
whether it earns an allowed return depends on how efficiently the company is run and/or whether 
the PUC allows recovery of reasonable operating expenses and other factors.  There is no 
regulatory “guarantee” that a poorly run company will earn its “allowed” rate of return.    

• A company is entitled to the opportunity to earn a return only on invested capital that is prudent 
and reasonable as well as used and useful in providing service to customers.  Like other investor-
owned companies, a return of capital is made to a utility’s shareholders. 

WHAT IS A WATER RATE CASE? 

The process by which state regulators determine how much individual residents, commercial 
establishments and industrial customers will pay for their water service is known as a “rate case.”  In order 
to comply with “due process” provisions of the U.S. and state constitutions, a system has been developed 
over the years giving a utility the right to present its rate case in a public forum. This process also gives 
consumers and other interested parties the right to challenge those requests. A schedule of public hearings 
is created that allows the public to participate in the process. The utility is required to support its requests 
by meeting certain evidentiary standards.  During the hearing process, the utility is subject to cross 
examination and evidence presented in the proceeding can be challenged on a number of grounds.   

The typical Water Rate Case process involves the following players:  

• The utility  

• The public, including individual consumers, consumer advocates, local government 
representatives, public interest groups and other interested parties 

• The state public utility commission and its staff 

During the process, requests for rate increases undergo an extremely thorough examination involving all of 
these entities.  Rate requests are subject to tests and challenges at every step of the way.  
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INVESTED CAPITAL 

A fundamental principle of establishing water rates is that the rates should be based on the actual or 
projected costs of providing service.  Utilities have the right to recover prudent and reasonable operating 
expenses and, assuming an efficient operation, to earn a fair return on invested capital. 

The amount of this return goes to the core of each rate case proceeding.  Experts are called by both sides to 
testify as to what is fair and reasonable.  Attorneys debate the applicability of prior rulings by the Supreme 
Court of the United States.  In general, these high court decisions have established that the rate of return to 
the equity owner should be comparable to returns on investments in other enterprises having similar risks 
and that they are sufficient to maintain the utility’s credit and attract necessary capital at reasonable rates.  
A utility comes prepared to address issues, such as risk, as they pertain to the company.  When all is said 
and done, the proceedings should establish rates that meet these constitutional standards. 

The invested capital upon which the utility should be allowed the opportunity to earn a fair return generally 
consists of the depreciated original cost (book value) of the plant investment, also known as the “rate base.”  
The rate base decreases each year as a result of depreciation, however, yearly capital investments can also 
increase the rate base.  Generally, rates do not change each year as a result of annual additions or reductions 
in the rate base.  Rather, the rate base, revenue requirements and rates associated with it will be updated 
when the utility files for a rate increase.  Exceptions to this process do exist, such as in states that allow 
surcharges outside the context of a general rate proceeding for replacement of aging infrastructure or for 
the investment necessary to comply with new water quality standards. 

It is of interest that the process investor-owned utilities go through to establish rates is usually significantly 
different from the one a municipal or governmental water system experiences.  In most states, government-
owned water utilities generally set their own rates and do not have to go through a state PUC approval 
process.  One result of this is that local politics often has a bearing on water rates.  Political leaders are 
sometimes reluctant to increase rates as doing so may be unpopular with voters.  Thus, needed but costly 
infrastructure repairs may be postponed or avoided in order to keep rates low.  Meanwhile, state PUC 
regulation of investor-owned utilities helps promote necessary infrastructure investment, rehabilitation 
and/or replacement, and maintenance. It does so not only by enforcing the utility’s obligation to provide 
safe and reliable service, but also by setting rates that cover the costs of providing that service, including a 
fair return on invested capital. 

DETERMINING THE RATE OF RETURN 

In order to be consistent with provisions of the U.S. Constitution that prohibit confiscation of property 
without “due process” and fair compensation, the Supreme Court of the U.S. has established that utility 
shareholders are entitled to a fair return on prudently invested capital for assets that are “used and useful” 
in providing service to customers.  The two primary U.S. Supreme Court cases that established this 
principle are Bluefield Water Works vs. the Public Service Commission of West Virginia (“Bluefield”) 
(1923), and the Federal Power Commission vs. Hope Natural Gas Company (1944). 

In Bluefield, the Supreme Court stated that a regulated utility: 

“…is entitled to such rates as will permit it to earn a return on the value of the property which it 
employs . . . equal to that generally being made . . . on investments in other business undertakings 
which are attended by corresponding risks and uncertainties. 

. . . 
Allowed returns should be reasonably sufficient to assure confidence in the financial soundness of 
the utility and should be adequate, under efficient and economical management, to maintain and 
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CONCLUSION 

The rate case process is designed to protect the interests of customers while at the same time allowing 
water utilities the opportunity to recover reasonable operating expenses and to earn a fair return on the 
invested capital necessary to provide reliable service to customers.  

While it may often seem cumbersome and time consuming, the water rate case process remains one of the 
strongest assets of the investor-owned water utility.  Established law provides that a well-run company 
should be able to obtain a reasonable rate of return on its invested capital and recovery of reasonable 
operating expenses.  This gives investors the comfort of knowing that if the company delivers its product 
reliably and consistently, it offers a stable investment opportunity.  The traditional regulatory structure 
provides that while utilities cannot choose whom they will serve in their franchise area, if they do a good 
job they should have the opportunity to earn a fair return on investment.  
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Water Affordability based on Income: The Tiered Assistance Program in Philadelphia
The program is funded by rate increases on those municipal water ratepayers not enrolled in TAP. 
http://graham.umich.edu/media/pubs/Water-CS-Philidelphia-Tiered-Assistant-Program_0.pd

Replacing the Nation’s Deteriorating Water Infrastructure While Maintaining Affordable Water Rates
https://www.aarp.org/content/dam/aarp/research/public_policy_institute/cons_prot/2011/insight56.pdf
Full-Cost Pricing: One suggested solution is the use of full-cost pricing. This requires utilities to become 
financially self-sustaining by increasing water rates until their revenues are sufficient to fund ongoing operations 
and maintenance needs while also meeting infrastructure upgrade costs. The EPA suggests increasing water rates 
at the rate of inflation plus 3 percent per year to eliminate any funding gap.
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