Decoding the Bill: A Guide
to Water & Sewer Rate
Fundamentals

December 4, 2025
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The Water Sector is a
Unique Business

A self-sufficient enterprise that
acts like a government body

A sales pitch that often says: “try
not to use our product”

A perception by some that “Water
IS everywhere, it is a basic
Pumgn need, and it should be
ree.

The essential service provider in
every community




A situation that we’re all aware of...
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Figure 3: Consumer Price Index for Water, Sewer, and Trash Collection vs. All ltems for Urban
Consumers, 1998 - 2024

Source: U.S. Bureau of Labor Statistics, 2024a; U.S. Bureau of Labor Statistics, 2024b



And Ohio utilities have followed a similar
path

AVERAGE ANNUAL RATE INCREASE
m Water mSewer = MCI/CPI

5.3% 0.4% 5 204

4.8%

4.5%

2.6%

5.0%
2.8%
l :

20 YEARS 10 YEARS 5 YEARS

* Based on data taken from the Ohio EPA Water Rate Survey



Federal support for water sector infrastructure is

less than other sectors
Water Infrastructure Funding Parity Report, NACWA, July 2022
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Rising operating costs +
Aging Infrastructure +
Capital Project Costs +

Little Outside Funding =

Ratepayers Pick Up the Bill

O,



Two recent
reports
highlight the
affordability
challenges
utilities are
facing
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Utilities Must
Understand
Their Unique
Risks Before
Becoming
Financially
Resilient

System
Pressures

Customer Usage
Patterns

Capital Financing
Needs

Operating Costs

Financial
Metrics

Other Financig|
anagement Policies

Debt and Liabilities

Debt Coverage
Ratios

Liquidity ang
eserves

<
Py



Rate Study
Ingredients
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Rate Study Process

STEP 4: DESIGN RATE STRUCTURE

STEP 5: ASSESS EFFECTIVENESS IN ADDRESSING
PRICING OBJECTIVES

STEP 3: ALLOCATE COSTS

STEP 20 IDENTIFY REVENUE REQUIREMENTS &
DEMAND PROJECTIONS
STEP 1: IDENTIFY FINANCIAL &
PRICING OBJECTIVES



Typical Rate Study Drivers

« Capital investment Conservation

* No rate adjustments for years Tiered rate defensibility

* Pension Credit rating/meet bond covenants

Other?

« Groundwater treatment (PFAS,
chromium, nitrate)



What’s top of mind as you start a rate

study?
* EXxpect it to be contentious? « Should you invest in outreach?
« Concerned citizens or citizens * What is driving your rate study?
groups, or Council members? a. CIP or simply keeping up with your
COsSts?
) . . -
Political appetite for change b. Tiered rate defensibility?

* Report clearly deriving rates
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A clear financial plan promotes strategic

decision making

Financial Data

Rate revenue projections

Other income
OpEx/CapEx Budget

—

~

Assumptions

Customer growth

-

Apply Constraints

* Reserve targets
¢ Debt service coverage
requirements

OpEx inflation
CapEx inflation
Changes in usage patterns

Financial Policies

Operating reserve

Capital reserve
Debt service coverage

Other fiscal policies

J

A

Financial Plan Forecast

Rate revenue

Other operating revenue
Operating expenses
Capital expenditures
Existing debt service
Transfers

¢ Funding options

Financial Plan
Alternative 1

/'

Apply Revenue
Adjustments

¢ Equal annual
¢ As-needed

* Staggered

N

N

Financial Plan
Alternative 2

Financial Plan
Alternative 3




Financial Planning Time Horizons

10

10+

Benefits

Natural extension of the annual budgeting
process
Short-term projections are generally more
accurate

Challenges

Short-term focus may prevent recognition of
key long-term trends
CIP expenditures beyond Year 5 not reflected

Includes CIP expenditures in Years 6 -10
10-year projections frequently required by
external financing sources

Projections of demand, revenues, and costs
beyond Year 5 may be of limited accuracy

Adjunct to broader utility planning activities:

« Long-term water supply projects
* Integrated resource plans
* CIP master plans

Speculative nature of the financial planning
projections




Risk Mitigation Strategies: The “Big 3”

Adequacy of Fixed
Revenue Contribution

Adequacy of Cash
Reserves

Careful Use of
External Debt

Financing

Minimize revenue fluctuations
Drought curtailments
Cool/wet irrigation season

Operating

Capital Improvement

Long-term asset repair and replacement
Rate stabilization

Target vs. Required debt service coverage ratio
Ratio of long-term debt to assets



Importance of Formal Financial Policies

Guidance to Maintain Financial Solvency

Provide a basis for coping with fiscal emergencies (revenue short-falls, asset
failure, emergency, etc.)

Guidelines for Sound Financial Management
Cash Reserves
Use of Debt

Enhance financial management transparency
Governing Bodies
Customers
External financing sources



External Debt Financing
Lower Short-Term Rates vs. Higher Risk

ADVANTAGES

DISADVANTAGES

Cheaper short-term option
relative to rate-funded
financing

Provides intergenerational
equity

Far less impactful on current
ratepayers

Excessive debt limits financial
flexibility & may lower credit
rating

Over the long-term, more costly
(in absolute dollars) relative to
rate-funded financing

Bond/loan covenants requiring
specific debt service coverage
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Geauga County Case Study

Geauga County Department of Water Resources provides water and
sewer service to about 50 communities east of Cleveland

Prior rate study was completed in 2016. This included a 5-year rate plan
and a rate structure simplification

Rate increases were necessary to prepare for large, upcoming capital
costs

$28M Wastewater Treatment Plant Upgrade in 2027



Water & Sewer Financial Plans

WATER FINANCIAL PLAN SEWER FINANCIAL PLAN
mmm O&M Expenses mmm Existing Debt Service mmm O&M Expenses mmm Existing Debt Service
Proposed Debt Service Cash Funded CIP Proposed Debt Service Cash Funded CIP
$3.0 $12.0
$2.5 — $10.0 —
g $20 5 $80
£ s = s
$1.0 $4.0
$0.5 $2.0
$0.0 $0.0
2025 2026 2027 2028 2029 2030 2025 2026 2027 2028 2029 2030
Total Revenue (in millions) $1.71 $1.91 $2.09 $2.26 $2.41 $2.52 Total Revenue (in millions) $7.36 $8.34 $8.86 $9.39 $9.91 $10.44
Total Expenses (in millions)  $1.96 $2.17 $1.99 $2.07 $2.28 $2.40 Total Expenses (in millions)  $8.22 $8.08 $8.96 $9.77 $10.01 $9.95
Ending Cash Balance $1.63 $1.37 $1.47 $1.66 $1.79 $1.91 Ending Cash Balance $3.15 $3.42 $3.32 $2.94 $2.85 $3.34
Days of Cash (180 target) 369 300 310 339 353 365 Days of Cash (180 target) 186 194 182 156 146 166

Debt Coverage (1.1x target) 0.54x 1.41x 2.54x 4.79x 5.67x 4.12x Debt Coverage (1.1x target) 0.80x 1.49x 1.33x 1.05x 1.17x 1.28x



Recommended Rate Increases

* Introduced new Water

Im p rovement Fee ’ Wh ICh gets NEW Water Improvement Fee $5.00 $5.00 $5.00 $5.00 $5.00
charged bi-monthly to all water Cleveland Water
customers Volume Rate Increase $1.25 $1.25 $1.25 $1.25 $1.00
New Volume Rate (/Kgal) $14.21 $15.46 $16.71 $17.96 $18.96
* Increased water volume rates so Minimum Billed Usage (gal) 6,500 6,500 6,500 6,500 6,500
that the two systems have identical Minimum Charge $9237  $10049  $108.62  $11674  $123.24
rates by 2028 Services Center
Volume Rate Increase $2.15 $2.15 $2.15 $1.25 $1.00
* Minimum Charge for water is on a New Volume Rate (/Kgal) $12.41 $14.56 $16.71 $17.96 $18.96
bi-month Iy basis Minimum Billed Usage (gal) 6,500 6,500 6,500 6,500 6,500

Minimum Charge $80.67 $94.64 $ 108.62 $116.74 $123.24

» Large sewer rate increases needed
to s%pport WWTP upgrade

Service Charge Increase
$20 $10 $10 $10 $10
(Applies to all service areas)
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Sample Bills

* Based on residential
customer that uses 6,000 597

$80

gallons every two months I

» Total bill increases from
~$218 to ~$326 over 5-year 2025 2026
forecast

$158

* 8.4% compound annual $138
Increase in the combined
bill

2025 2026

Sample Water Bill

$128
$105 $114 Iiiil
2027 2028 2029 2030

Sample Sewer Bill

$168 $178 $188 5198
2027 2028 2029 2030



Cost of Service &
Rate Design

O,



What is Cost of Service?

Rationale:

Different types of customers generate different costs because
the way they use water (flow) governs how facilities are
designed, sized and operated

Cost of service allows the matching of the rates charged to
each group with the cost incurred to serve them

Each group will “pay its own way”; no subsidies



What can affect the cost to serve a customer or
customer class?

Wastewater Water
Strength of sewage (BOD, TSS, Water source
TKN)

Peak v. average flow

Capacity (less common) Elevation

Location (not common) Location (not common)
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Water Cost of Service

COST OF SERVICE

\ \ v v \ \ v v \ \

¥

Customer Classes
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Sewer Cost Allocation

NET REVENUE REQUIREMENTS
Treatment Conveyance Pumping [EEE & Meters Customers el
Inflow General

Wet Weather/

Billing Meter R&R Capacity

Customer Classes

Residential Non-Residential High Strength



Rate Structure Objectives

- Rates can be a powerful
communication tool

- Different rate structures promote
different behavior

* Objectives often compete and must be
balanced

Cost-of-Service

Seeed AllsestiEne Financial Sufficiency

Ease of Minimal Customer
Implementation Impacts
Customer

Rate Stability Understanding

Economic
Development
Equitable
Contributions

Revenue Stability

Administrative
Burden

Water Efficiency Affordability
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Conservation

Reducing total
annual demand

Reducing water
waste

Reducing peak
demand

Reducing outdoor
water usage

Common Pricing Objectives

Financial

Enhancing revenue

stability

Providing funding
for alternative
water supplies

Mitigating risk

Affordability

Minimizing
customer impacts

Maintaining low
average customer
bills

Crafting rates that
provide affordable
water for essential
uses

Equity

Allocating water
supplies equitably

Providing a drought

management tool

Valuing efficiency
of use over total
use

Administration

Allowing cost-
effective
administration

Allowing easy
Implementation

Enhancing
customer
understanding



Flat or Uniform Rate

Provides limited pricing signal to promote efficient water usage
Flat rate can be regressive for low users
Easy to understand and stable revenue stream




Declining Block Rate

Does not provide pricing signal to promote efficient water usage
Can promote economic development




Seasonal Rate

Provides pricing signal to promote efficient water usage
Can lead to revenue instability and unaffordability for essential use

Peak Season




Inclining Block Rate

Provides strong pricing signal to promote efficient water usage
More volatile revenue source
Potential to penalize large users




Delaware City Case Study

City’s goal was to encourage
efficient water use with their
volume rates while maintaining
the same annual revenue
amount

Create class-based rates
(residential, mastered, non-res.)

A surprising result: water bills
cheaper for most residential
customers

37

Existing Rates

Water Minimum Charges
5/8"
3/4"
T
1.5"
o
3
A"
6"
g

$ 13.15
19.73
32.88
65.75

105.20
197.25
328.75
657.50
1,052.00

Water Volumetric Rates (per CCF)

0 -2 CCF (Minimum)
2-30CCF
30-470 CCF

> 470 CCF

$ -
5.16
3.62
2.50

Ratio
1.0
15
2.5
5.0
8.0
15.0
25.0
50.0
80.0

Discount

30%
92%




Volume Rate Alternative Option

] i ) ] 2026 Forecasted Rates Alternative Rate Option
Adjusted residential tier Cutoff (ccf) Rate  Cutoff (ccf) Rate
Residential (Tier 1) 2 $0.00 2 $0.00

CUtOﬁ:S Residential (Tier 2) 30 $5.47 6 $4.08
o Residential (Tier 3) 470 $3.84 10 $6.12
Inclining block structure for Residential (Tier 4) X $2.65 X $8.16
residential customers to viastered (Tier 1) 5 $0.00 5 $0.00
promote efficient water use Mastered (Tier 2) 30 $5.47 30 $4.08
Mastered (Tier 3) 470 $3.84 470 $4.08

] Mastered (Tier 4) X $2.65 X $4.08

Uniform rate for Master-

_ : : Non-Residential (Tier 1) 2 $0.00 2 $0.00

metered & Non-residential Non-Residential (Tier 2) 30 $5.47 30 $4.08
customers Non-Residential (Tier 3) 470 $3.84 470 $4.08

Non-Residential (Tier 4) X $2.65 X $4.08
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Water Bill Comparison with Alternative
Rate Structure

4 CCF Residential Water Bill

© Current Structure  m Alternative Option

$31.43
$29.65
$27.97

$26.38
$24.88

$23.47 $23.47 $23.42
I $22.10

$27.89

$26.31

$24.83

2025 2026 2027 2028 2029 2030
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Alternative Option Bill Impacts

Approximately 70% of all customer bills will decrease

Approximately 24% of bills will not be affected

Residential customers benefit from the new structure until they use 12 CCF

Mastered and non-residential customers benefit from the new structure until they use 193 CCF

70,000

60,000

50,000

40,000

Number of Bills

30,000

20,000

10,000

Number of Bills According to Bill Impact Compared to the Current Rate Structure w 6% Increases

32.6%
59,231
23.9%
43,479
10.5%
19,087
2.3%
0.4% 4,163
816 -
Under - -20%to- -15%to- -10% to- -5% to
20% 15% 10% 5% 0%

23.8%
43,337

0%

1.4%
2,493

1.5%
2,666

0% to 5% 5% to

10%

Residential customers that use
12 or more CCF and mastered &
non-residential customers that

use 193 or more CCF will
experience increased bills.

09% 08% 1.1%

0.3%

1637 1497 2081 00

_— —-— . —
10%to  15%to  20%to  30%to

15% 20% 30% 40%

0.1% 0.1% 0.0% 0.0% 0.0%
195 111 47 28 24
50%to 60%to 70%to 80%to 90% to

60% 70% 80% 90% 100%

Bill % Change Compared to Keeping Current Rate Structure w 6% Increase

0.0% 0.0% 0.0% 0.0%
6 0 4 9

100% to 110% to 120% to Over

110% 120% 130% 130%




Affordability
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What’s Changed...

Water and wastewater bills are
growing faster than inflation

Cost of living has risen
significantly

Customer (and governing body)
expectations



Water and Sewer Bills vs. MHI and CPI

—\Nater Charges Sewer Charges - — MCI/CPI ——Ohio Median Household Income

205%

175%

Based on AWWA/Raftelis National Rate Survey, 10 Ccf Bill, National Median



Affordability
Questions

What is legally permissible?

How does the utility define affordability?

Who is helped by the current rate structure — low
Income or low user?

Who should the utility be concerned about?

What type of program best suits the needs of the
customers needing assistance?

How will the programs be funded?



Our Job: Allowing All Customers To Manage Their
Water Bills

Your rate structure can enhance or undermine your affordability message

Affordability-friendly:
Variable charges allow customers to reduce their bill by conserving
Lifeline rates discount the initial increment of usage to recover only base costs

Less friendly:
Minimum charges may force customers to pay for services they did not use

High fixed charges do not allow customers to control their bill through
conservation



Measuring the Affordability-Friendliness
of Common Rate Structures

. Inclining Declining High
ngg]se Block Block Minimum
Rates Rates Charges
More Friendly Less Friendly
Water Uniform High
Budget Volumetric Fixed

Rates Rates Charges



Why Utilities are Turning to Customer
Assistance Programs

To meet a growing need (increased delinguencies)

Mitigates impacts when discussing the need for revenue increases

Provides a direct pipeline for assistance between you and the
customer

Makes the customer smarter about your services

Demonstrates responsiveness by being more efficient and
effective



h aVe ﬂ eXib ility t O Bill Reductions and Discounts i . l I o

customer information system changes
» Can be simple and effective
; - May h d
Lifeling May have customer and revenue
n impacis
» Can promote consereation
l

o o o o o . .
Most utilities in Ohio e
Legal constraints in some areas
« Directly assists customers of greatest
nead
il

) =

Directly assists customers in nead
Fewer legal and policy barriers

Amearage Management and
Fargiveness

=

Crisis Funding

i =

+ (Often has met negative budget impact
» Low cost for & high customer value

« Can have lower administrative burden

Partnerships with Other
Assistance Programs assist customer in need
- ILhility does not have full control over the

program
. » Can dramatically reduce future water

: ) bills for target customers

Clonsanvation and Lesk hapel ] l I « Low cost for a high customer value
Promotes conservation

. "0 » |z @ utility best practice that helps keep
Controlling Operational Costs rates low, but may not significantly
[ | reduce affordability challenges

- Monthly and budiget billing can improve
THINKING OUTSIDE THE BILL: - . customer ability to pay

Billing Mechanisms i - .
A New Guide to Affordability Administrative burden can be low if

» technolegy is in place
and Customer Assistance = :
» Cooperation, contracted collaboration,

shared governance, and consolidation

and costs
» Partners may be better equipped to
ol

i =

- & & can create economies of scale and
Regionalization "' reduce operating expenses and
A Study Sponsored by the ‘\\ . customer bills B )
AWWA Water Utility Council American Water Works » Can be a slow and pﬂllllﬂﬂh‘ difficult
Association
THIRD EDITION Dedicated to the World's Most Important Resource FHHE

- - 8 B

Thinking Outside the Bill: A New Guide to Affordability and v " . a1 .|I
Customer Assistance, AWWA, 2022 Eligible Customers All or Most Customers Low Medium High



The way you think about rates can reflect
how you manage your system

Proactive and responsive to the needs of your system
and customers

Alignhed with community values and goals

Predictable, fair and equitable






= RAFTELIS

Thank you!

Contact:
Joe Crea
513 818 4145 / icrea@raftelis.com

David May
513 570 5060 / dmay@raftelis.com
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