‘ NEW APPROACHES TO UTILITY MANAGEMENT
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Utilities are finding ways to continue
service for ratepayers who have difficulty
paying their water bills.
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3 i ki scalating water and wastewater rates
_.are bringing affordability issues to the forefront for
water utilities. Water supply is recognized as a ris-

L __ing-cost utility industry for three reasons: the need to

comply with the requirements of federal drinking
water standards under the Safe Drinking Water Act,

Rising costs and rising water bills are inevitable. For customers,
the problem of water affordability may result in increased
arrearages, late payments, disconnection notices, and service
terminations. Utilities, under increasing pressure to respond to
affordability and disconnection problems, generally prefer
assistance-oriented programs in cooperation with social agencies
over rate structure modifications. In this article the author
reviews available options including financial counseling,
arrearage forgiveness, payment discounts, income-based
payments, lifeline rates, targeted conservation, disconnection
moratoria, and flow restriction.

the need to replace an
aging water supply infra-
structure, and the need
to meet growing demand
for water.! Parallel forces
can be found to affect the
wastewater treatment
and stormwater manage-
ment industries. The

This article is adapted from
Alternatives to Utility Service Discon-
nection, a multiutility report by R.E.
Burns et al published in 1994 by
the National Regulatory Research
Institute of Columbus, Ohio.
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National survey of monthly water charges*

Water

Rate 1986 1988 1990 1992
Lowest $2.84 $3.02 $3.66 $4.63
Average 9.41 9.95 11.16 12.35
Highest 21.95 21.30 22.95 32.17

based on summer rates where seasonal rates apply.

implications for consumers make it all the more
important that utilities seek out least-cost alterna-
tives for meeting revenue requirements.

Although measures are available to help mitigate
rising costs, the reality for many water utilities and
their customers is that rising costs and rising water bills
are inevitable. Smaller systems, which cannot take
advantage of economies of scale, will be hit particu-
larly hard. Many have other viability problems asso-
ciated with their size, including inadequate rate struc-
tures. These systems may need especially substantial
rate increases.

The problem of affordability is partly exacerbated
by the lack of funding for federally mandated stan-
dards. However, not all water utility costs can be
attributed to water treatment or regulatory standards
for treatment.2 Therefore, to blame the affordability
problem on federal mandates alone is not justifiable.

Some water systems may have had inadequate
rates even before their costs increased. Interestingly,
even the highest tier of rates still is experiencing sub-
stantial increases (Table 1). Some analysts project
that rising costs will cause water rates for the rest of
the 1990s to double (at least), with a continued trend
toward increasing-block rates, more uniform rates,
and more seasonal rates.3 Although conservation-
oriented rate structures can be economically justi-
fied, they can appear to exacerbate the problem of ris-
ing water bills. Thus, some utilities are considering rate
discounts and other forms of assistance for the elderly
and low-income populations (Table 2).

For customers, the problem of water affordability
may result in increased arrearages, late payments,
disconnection notices, and service terminations.
Affordability affects utilities in terms of expenses asso-
ciated with credit, collection, and disconnection activ-
ities; revenue stability and working capital needs;
and bad debt or uncollectible accounts that other cus-
tomers must cover.4 Other ramifications of the afford-
ability issue are also becoming apparent. If customers
cannot afford to pay for water service, potential
lenders may question the utility’s financial viability
and ability to meet debt obligations.> Moreover, ser-
vice disconnections can present a public relations
nightmare for utilities, particularly because they sup-
ply essential services. Increasingly, problems of bad
debt also extend to nonresidential utility customers.
Financial distress and bankruptcies in the commercial
and industrial sectors can leave utilities holding the
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*Source: reference 2. Monthly charges are for residential customers at 1,000 cu ft (7,480 gal); the average is

bag.¢ However, the larger
issue of affordability is pri-
marily a concern with respect

Increase Change A ; n
1986-92 percent to low-income residential
+$1.79 o8 CONSuUmers.

+2.94 +31

+10.22 +47 Water rates

expected to rise

Because water is essential
to life, water delivery is some-
times considered an absolutely
essential service. Historically,
water service was not particularly expensive; com-
pared with other utility bills, the water bill was not the
one consumers had difficulty paying. This situation
may change dramatically over the next decade.

Mounting evidence suggests rising water prices
exceed both average income growth and the general
rate of price increases. Affordability will continue to
be a problem for both utilities and their customers.”
For low-income customers, paying more for basic
water service means going without other, more dis-
cretionary products and services. Thus, rising water
prices can contribute to a deterioration in the quality
of life for low-income utility customers.

Regarding affordable water service, consumer
advocates are paying particular attention to the inter-
ests of the low-income population, including families
receiving public assistance, older Americans on fixed
incomes, and people with health problems or dis-
abilities.4-® Recent rate proceedings in cities across
the nation reflect the growing concern of these advo-
cates for their constituencies. A report issued by the
National Consumer Law Center (NCLC) in December
1991 estimated that more than 100,000 households
in eastern Massachusetts could not afford their water
bills.? In addition, annual water and wastewater bills
were projected to rise to more than $1,600 by 2000.
Should this projection materialize, water and sewer
costs would nearly equal the cost of home heating.
Without federal relief, this cost escalation will fur-
ther burden poverty-stricken citizens and those on
fixed incomes and could become a contributing fac-
tor in the spread of homelessness in the United States.4

Urban low-income populations generally do not
have water-guzzling lawns, swimming pools, or air
conditioning. However, poor housing conditions can
insinuate the presence of plumbing fixtures and appli-
ances that waste water. Not all low-income renters
must pay their water bills directly. Higher utility costs
are sometimes reflected in higher rents, but this may
not be an adequate price signal to guide consumption
decisions. Some advocates for low-income utility cus-
tomers argue that the way to address the affordabil-
ity problem is through expanded federal funding for
meeting federally mandated standards.!0

Thousands of the nation’s water systems, many of
which are smaller, privately owned systems, fall
under the jurisdiction of state public utility com-
missions.!! Given dramatically rising costs, some
commissions may need to revisit their jurisdiction



helping those in need, particularly when it comes to
life’s essentials. Many water utilities already reflect this
philosophy. Programs that help customers afford
water service and avoid disconnection can help util-
ities cope effectively with the impact of rising costs in
their service areas.
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