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Water Pricing and the Drought

• Pricing and Revenue Considerations

• Pricing and Revenue Response Options
– Short Term

– Medium Term

– Long Term



Limitations and Restrictions 
on Utility Pricing

1. Government Owned Utilities
a) No or low debt

b) Revenue bond debt

2. Investor Owned Utilities

3. Non‐profit water corporations



Drought Response Handicaps

• Public 
perception of 
monopolies

• Capital 
intensity 
leads to fixed 
costs

• Limited 
reserves



Source: Data collected by DWR, NCDENR Local Water Supply Plans



Rate Structures and Pricing Signals 
Across North Carolina

#

[_

#

[_

#

#

#

#

#

#

[_
#

#

[_

[_

[_

#

#

[_

#

#

[_

[_

#
#

#

#

#

#

#

#

#

[_

High: > $5 (n = 45)
Medium: $2 - $5 (n = 229)
Low: < $2 (n = 76)
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Source: 2007 NCLM/SOG Rate Survey, Price is $/1,000 for Customer using 14,000 gal./mo.



Considerations
• Sudden usage reductions often lead to 
significant revenue reductions but only 
modest cost reductions

• Relationship between usage and price may be 
difficult to predict

• Some utility rates are artificially low

• A utility’s starting point will influence difficulty 
of meeting uniform reduction targets



Considerations
• Current billing practices often limit the ability 
of price to influence demand

• Time lag

• Disconnections between usage and 
payment 

• One size does not fit all



Short Term Options
• Expand usage monitoring 

• Expand customer usage research 

• Increase volume charges

• Increase base charges

• Increase enforcement of usage restriction 
penalties



Medium Term Options
• Move towards “full cost” pricing by limiting 
artificially low rates

• Expand pricing and consumption information 
included on bills

• Move to monthly billing

• Consider alternative rate structures (seasonal, 
water budget, uniform block, increasing block)

• Establish emergency assistance fund for water 
services customers



Longer Term Options
• Invest in meter technology
• Invest in reuse systems
• Fund credit program for installation of water 
efficiency devices/fixtures

• Fully funded capital improvement programs 
(CIPs) with significant conservation, efficiency, 
and rehabilitation investments

• Establish rate stabilization fund
• Maintain significant undesignated reserves 
(utility fund balance)



Supplemental Information







Impact of Usage Reductions 
(10,000 to 6,000 GPM -- 40% Reduction)
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For More Information:

Jeff Hughes
Environmental Finance Center 

School of Government
University of North Carolina at Chapel Hill

919 843‐4956
jhughes@sog.unc.edu
www.efc.unc.edu

mailto:jhughes@sog.unc.edu
http://www.efc.unc.edu/

	Water Pricing and �the Drought�
	Water Pricing and the Drought
	Limitations and Restrictions �on Utility Pricing
	Drought Response Handicaps
	Rate Structures and Pricing Signals Across North Carolina
	Considerations
	Considerations
	Short Term Options
	Medium Term Options
	Longer Term Options
	Supplemental Information
	Impact of Usage Reductions �(10,000 to 6,000 GPM -- 40% Reduction)
	For More Information:

