
www.efc.unc.edu 

Resilient Business Models for Water and 

Wastewater Utilities  

 

Jeff Hughes 

Director, Environmental Finance Center 

Faculty, Water and Wastewater Leadership Program 

University of North Carolina at Chapel Hill 

(919) 843-4956 

jhughes@sog.unc.edu 

www.efc.unc.edu 



www.efc.unc.edu 

Special Thanks 

This work was supported in part by the United State 

Environmental Protection Agency and the Water 

Research Foundation. 



Topics 

• Water leadership center 

• Project background 

• Revenue and rates trends 
– Mining NACWA Data 

• The art of financial policies 
– Stephen Winters, Orange Water and Sewer 

Authority 

– Barry Gullet, Charlotte Mecklenburg Utilities 

• Coming attractions 

• Questions 





 The Water and Wastewater Leadership 

Program at the University of North Carolina 



Leadership Program  

Themes and Objectives 

• Self-awareness and self-assessment 

• Leading and managing skills 

• Thinking strategically 

• Leveraging technology 

• Financial sustainability 

• Taking it home and putting it to work 
– Personal development plan 

– Business improvement plan 

 

 

 

 
 



Defining a Resilient Utility Business Model  

(Water Research Foundation Project #4366) 

 

• Comprehensive trend 
analysis 

• Identify and analyze 
best practices (pricing, 
policies, new revenue 
strategies…. 

• Examine the impact 
financial evaluation 
metrics and guidelines 

• Assess impact and 
viability of new 
business models 
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Identifying Trends and Strategies 
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Utility managers --changes in water 

use have had: 
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LOOKING FOR INSIGHT USING 

NACWA 2011 SURVEY DATA 



User Charge Revenue Trends (2005 to 2011) 
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Pricing Level Modifications (2005 to 2011) 
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user charge revenue/total operating 

expenses 
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Change in user charge revenue user charges 

vs. change in user charge for 7,500 gallons 

from 2005 to 2011 (n=63) 
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Fixed versus variable 

 

Data analyzed by the Environmental Finance Center at the University of North Carolina.  

Data source: Each utility’s customer billing records, project funded by NC Urban Water 

Consortium 



Charlotte-Mecklenburg Utilities  
Water and Sewer Revenues Fixed versus variable 
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Minimum charge divided by total 

charge @ 7,500 
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ratio of minimum charge to total charge @ 7,500 vs. 

number of people served 2011  
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Meeting Revenue Challenges 

• Costs 

• Finance Policies 

• New pricing and 

business models 

• Supplemental services 

(behind the meter) 

• Affordability programs 

• Communication, 

communication… 

 



a. A method for maintaining a better credit 

union 

b. A tool for influencing board decisions 

c. A bunch of words not worth the paper 

they are written on 

d. A vision of what a utility would like to 

become 

e. All of the above? 

A Utility Finance Policy is? 



Variations 

• Length: 1 to 40 pages 

• Format: 1 policy, dozens of separate 

policies 

• Board role: reviewed, approved, informed 

• Customer/public role: extensive, as an 

after thought 

• Contents: metrics, reserve policies, 

financial philosophies and objectives 



•Debt service coverage ratio minimum 
1.80  
•Fund balance to be maintained at level 
equal to 100% of the operating expenses 
for the current budget for the operating 
year 
•The City’s goal is a 40-60% mix of 
PAYGO to financing within next 2 years 
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Charlotte Mecklenburg Utilities 
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Orange Water and Sewer Authority 

ORANGE WATER AND SEWER AUTHORITY 

FINANCIAL MANAGEMENT POLICY 

MARCH 26, 2009 
 

SUMMARY 
 

The purpose of this document is to describe a comprehensive and systematic approach to 

strategic financial planning, related policy decisions, and measurements of financial 

performance that collectively guide Orange Water and Sewer Authority (OWASA) in its 

ongoing efforts to provide its customers with high quality water, wastewater and reclaimed 

water services through responsible, sustainable and creative stewardship of the resources and 

assets it manages. 
 

The   following   excerpt   from   OWASA’s   Mission Statement provides the framework for 

development of this approach and related policies. 
 

 Efficiency and Value - we will perform all services in a financially sound and responsible 
manner with sufficient revenues to properly operate and fully maintain the water and 

wastewater system.  As OWASA relies solely on user fees, we will continue to be guided by 

cost-of-service principles with regards to our rates, fees, and charges, and operate the water 

and sewer system at the lowest rates consistent with our obligation to provide proper and 

efficient services, now and in the future.  We remain committed to continuous improvement in 

all of our services and will provide high value to our customers. 
 

 Sustainability - we will proactively plan, construct, operate, maintain, and finance the water 
and wastewater system in a manner consistent with the principles of environmental, social 

and economic sustainability. 
 

FINANCIAL PERFORMANCE OBJECTIVES 

Measurement Objective Section 

Working Capital Reserves The greater of 4 months of O&M budget or 20% of the 

succeeding 3 years of CIP budget  

A.1 

Capital Improvements Reserve 

Fund 

Minimum fund balance target of 2% of annual 

depreciated capital costs 

B.1 

Debt Service Coverage Ratio ≥  2. 0  D.1 

Debt Burden to Asset Value ≤  50 % D.2 

Sufficiency of Revenues Above 

Debt Requirements 

Annual Debt service shall not exceed 35% of annual 

gross revenues 

D.3 

Credit Ratings Aa2 – Moody’s;;  AA+  – Standard  &  Po o r’s;;   

AA+ – Fitch 

D.4 

Cash Financing of Capital Annual revenues and cash reserves shall provide not 

less than 30% of CIP funding 

E.1 

Rate/Revenue Stabilization Fund Minimum fund balance target of 5% of projected water 

and sewer revenue 

E.2 

Service Affordability Average annual residential bill divided by real median 

household  income  shall  be  ≤  1. 5 %. 

F.2 

 



 
   

 

 

RESOLUTION ADOPTING ORANGE WATER AND SEWER AUTHORITY 

FINANCIAL MANAGEMENT POLICY 

 

WHEREAS, Orange Water and Sewer Authority recognizes the importance of sound 

business practices and strong financial policy   to   support   the   utility’s   long-term fiscal 

sustainability; and 

 

 WHEREAS, Orange Water and Sewer Authority’s  Strategic Financial Management and 

Planning Document has guided financial policy since 1996; and 

 

 WHEREAS, staff and the Board of Directors’ Finance Committee have developed a 

revised financial management policy; and 

 

WHEREAS, the revised Orange Water and Sewer Authority Financial Management 

Policy reflects sound financial policy and provides guidance for financial practices and 

procedures; 

 

NOW, THEREFORE, BE IT RESOLVED: 

 

1. That the Orange Water and Sewer Authority Financial Management Policy is hereby 

adopted. 

 

2. That Orange Water and Sewer Authority’s  Strategic Financial Management and 

Planning Document adopted September 14, 2006 is hereby rescinded. 

 

 

 

Adopted this 26
th

 day of March, 2009 

 

 

 

       ______________________________ 

       Gordon Merklein, Vice Chair 

 

 

 

ATTEST: 

 

 

 

________________________________ 

Braxton Foushee, Secretary 

 



What best describes your governing board’s 

role in financial decision making?  

22% 

28% 28% 

0% 

22% 

1. We present and they say yes 

2. We present and they say  no 

and tell us to cut 

3. They provide thoughtful 

ideas that are incorporated 

into proposals and decisions 

4. They voice their opinions 

loudly, but generally follow 

management’s lead. 



Governance Structure Matters 

• Municipal 

• County 

• Authority/special district 

• Elected board 

• Appointed board 

• Number of local governments 

• Number of board members 

• For-profit board 



OWASA Screen Shot 

 



 



Henry County WSA, GA 

• “Beginning October 1, 2008 and on the first day of 

October of each year thereafter, the water and sewer 

rates in effect as of September 30th, 2008 and each year 

thereafter shall be increased  by 5 percent.  The 5 

percent rate increase shall be computed each year 

by increasing the previous  year's rates by 5 

percent.  Said rates shall remain in effect until modified, 

amended or terminated by the Authority.” 

 



NE OH Regional Sewer District 

Rate Stabilization Account 

• This account will be established to enable the District to pre-fund expected 
future expenses in a way that can reduce or smooth rate increases that 
would otherwise be needed.  The Rate Stabilization Account is established 
and funded to meet a specific risk such as a revenue loss related to a 
certain level of demand curtailment. The restrictions in place will be 
structured so that the use of this account also helps to meet bond 
covenants.   

• Funds deposited into this account are treated as operating costs in the year 
of deposit and will be treated as revenues in the years of use for the 
purposes of computing the District’s debt service coverage ratio.  Impacts to 
the account are determined by the annual performance of actual rate 
revenue versus the budgeted rate revenue.    The account will be 
established to accumulate funds annually up to 5% of rate revenues, 
however, only after all payments are made for operating expenses and debt 
service, and all required deposits to the debt service reserve and the 
working capital reserve are made. Funds will be drawn down to reduce or 
smooth  
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