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0. Executive Summary

For the past decade, water bills have increased faster than the rate of inflation, and it is likely that this trend will continue.  As water bills take a larger share of a household’s income, water systems, consumers, and policy makers will need to focus on the ability of low-income households to pay for public water service.

The federal Safe Drinking Water Act (SDWA) requires U.S. Environmental Protection Agency (EPA) to evaluate the affordability of water service when it proposes a new regulation.  The SDWA also required EPA to determine whether its existing regulations were affordable for small water systems.  Thus far, EPA has determined that every regulation that it has issued is affordable for all types of water systems.  Thus, while the SDWA envisioned that small water systems that could not afford to comply with a regulation would be able to request a variance from complying with the regulation, EPA has determined that these affordability-based variances will not be available for any of its regulations.

EPA has based its affordability determinations on a criterion that a household with the median (50th percentile) income should be able to pay 2.5% of its pre-tax income for water.  EPA has refused to consider the important differences between median-income households and low-income households.  These important differences include the ability to afford other public services without subsidies (such as telephone and energy services); different patterns of owning versus renting the home; and the mounting body of evidence that, in order to pay utility bills, low-income households make substantial tradeoffs that seriously affect their health.  

In addition, EPA has failed to acknowledge the very poor correlation between median household income and measures of poverty in a community.  That is, two communities with the same median income might have very different levels of poverty.  This makes median household income a poor measure of household need (or affordability) in a community. 

Nearly every state uses some measure of affordability in making funding decisions for water projects.  It is important for water systems to be familiar with the funding criteria in their state and to ensure that they are able to provide the state with the relevant affordability data for their water system.

It is also important for each water system to evaluate the needs of its community and to ensure that their water rates are affordable for all households in the community.  Utilities should examine their specific rate structures, conservation programs, and other practices to determine if they can enhance the affordability of water service without jeopardizing the financial integrity of the water system itself.

The paper enables the National Rural Water Association, its members, and policy makers to become familiar with the basic concept of affordability.  It presents some of the critically important issues faced by utilities and policy makers in trying to ensure that all consumers have access to safe and affordable water service.

1. Overview of Affordability

During the past decade, researchers, advocates for consumers, policy makers, and regulators began to focus attention on the affordability of water service.  The increase in household water bills, coupled with the prospect for further increases as new regulations are implemented and aging infrastructure is replaced, makes it likely that the affordability of water service will continue to be of great concern to the public and decision makers.

1.1 Ability to pay vs. willingness to pay

When discussing the affordability of water service it is important to distinguish between two concepts:  the ability to pay and the willingness to pay.  Ability to pay applies to lower-income households and is concerned with whether the household has enough income to pay a higher water bill without forcing serious tradeoffs in other essential goods and services.  Willingness to pay can apply to any water customer and is concerned with whether the customer believes that there is a sufficient benefit from the water service to justify a higher water bill.  The focus of an affordability analysis is on ability to pay, though water systems must be equally concerned with their customers’ willingness to support a higher level of water rates.

1.2 System affordability

Another important aspect of the affordability of water is to determine if a water system is able to finance capital improvements.  This system affordability is different from the customer’s ability to pay for the improvements.  Rather, it is based on an analysis of whether the system has sufficient credit and collateral to actually raise the money to pay for improvements.  The National Research Council (8) describes the problem in this way:

Adding to the financial difficulties of small non-metropolitan communities, lenders are less willing to loan to rural communities than to metropolitan ones because of the increased effort needed to monitor smaller loans relative to the profits they generate. … A shortage of loan capital is an especially significant problem for privately owned small water systems because they are not eligible to receive the government grants available to some publicly owned systems.

1.3 Customer affordability

There are several different ways that a customer’s ability to pay can be estimated.  Analyses can examine the impact of a new cost on the median household or on low-income households.  The median, or 50th percentile, household is not expected to have an ability-to-pay problem.  However, the median household can be used as a way of measuring the effect of an increased cost.  The reasons for focusing on the median household are somewhat unclear, but the ready availability of median household income data probably has a good deal to do with it.

Analyzing low-income households presents other problems, not the least of which is defining what is meant by a low-income household.  In addition, while most households with median incomes pay a water bill directly, many low-income households are renters and do not pay directly for water.  

1.4 National vs. state vs. local affordability

The term “affordability” is used in several different contexts.  As will be discussed in section 2 below, the federal Safe Drinking Water Act contains several references to the affordability of water service.  Similarly, the federal Rural Utilities Service bases some of its funding decisions on the perceived ability of a community to afford to pay higher water bills.

In addition, many states have established affordability standards for making funding decisions from the State Revolving Fund.  According to an EPA compilation of state funding criteria, every state except Hawaii uses some type of affordability criterion when making State Revolving Fund decisions.  The affordability criteria may compare the community’s median household income to the statewide median income (25 states), measure the water bill as a percent of median income in the community (15 states), or use a specialized index to measure the level of economic distress in a community (9 states). (22).

Finally, each utility must decide whether it needs to take special action to ensure that its water rates are affordable for its customers.  Utility-specific affordability programs include percentage of income payment plans, lifeline rates, special rates or discounts for low-income customers, conservation programs targeted to low-income customers, among others. (3, 11).

2. Safe Drinking Water Act Requirements and Uses

2.1 Overview

The 1996 amendments to the Safe Drinking Water Act (SDWA) gave EPA new authority to evaluate the affordability of water service.  Using that new authority, EPA has made national-level affordability determinations for most regulations that existed before 1996, as well as for all new regulations.  In addition, making water service affordable to customers is one of the explicit criteria that states are to use in awarding funding to water systems from the State Revolving Fund (SRF).

2.2 Pre-existing regulations

The SDWA does not technically require EPA to determine if pre-existing regulations are affordable.  However, the law does require EPA to have the ability to grant variances from those regulations (except those that were in place before 1986).  There are two types of variances under the SDWA.  

The first type of variance is based on the specific characteristics of the source water.  This type of variance may be requested by any type of water system and affordability is not considered in determining whether the variance should be granted.  

The second type of variance is available only to small water systems and is based on whether the system can afford to comply with the regulation.  In order to decide whether this second type of variance should be available, EPA has determined which technologies would be affordable to the typical small system for each pre‑1996 drinking water regulation.  (24) 

Importantly, while the SDWA makes it look like variances would be available for small systems that cannot afford to comply with pre-1996 regulations, EPA has decided that there will be no variances from these regulations.  That is, the results of EPA’s affordability study found that no variances should be granted from any of the 80 pre-1996 regulations – either because a variance would pose an unreasonable risk to public health or because an affordable treatment technology exists. (24)  

2.3 New regulations

EPA is required to assess the affordability of all new regulations that it develops.  In particular, EPA must determine, on a national level, whether three categories of small systems (those serving 25-500 people, 501-3,300 people, and 3,301-10,000 people) will be able to afford to comply with the regulation.  EPA must specifically identify the technologies that typical systems in each size category can use to affordably comply with the regulation.  If it finds that one or more system categories do not have an affordable compliance option, then EPA is required to identify variance technologies (see section 2.5, below) that can be used by systems of that size. (17)  

2.4 Grants and loans

In addition to national-level affordability determinations, the SDWA requires each state to develop criteria that it will use to award funding from the SRF.  One of the priority uses of the SRF is to help water systems whose per-household compliance costs are high.  Thus, each state has developed criteria to assess whether a water system’s charges are reaching a level that may be unaffordable for its customers.

In addition to the SRF requirements, the Rural Utilities Service (RUS) also uses affordability criteria in determining whether a water system is eligible for a grant or low-interest loan.  In the past, concerns have been raised about RUS’s ability to apply affordability criteria in a reasonable and consistent manner. (26) 

2.5 Variance Technology

If EPA finds that the typical water system in one of the designated size categories cannot afford to comply with a regulation as established (that is, there is no affordable compliance technology), then EPA is required to designate a variance technology.  Simply, variance technology is affordable technology that the typical water system in that size category can afford to install and operate, even though it is not expected to achieve compliance with the regulation.  Specifically, EPA describes variance technologies as “technologies [that] may not achieve compliance with the … requirement, [but] they must achieve the maximum reduction or inactivation efficiency that is affordable considering the size of the system and the quality of the source water.  Variance technologies must also achieve a level of contaminant reduction that is protective of public health.”  (23, 24)

2.6 Small System Variances

If a particular water system believes that it cannot afford to comply with a regulation, then, according to the SDWA, it should be able to apply to the State for a variance.  In order to obtain the variance, the system must show that it does not have an affordable means to achieve compliance (including an examination of restructuring its operations, such as by purchasing water from a neighboring water system).  In addition, the regulation for which the system is seeking a variance must have a variance technology established by EPA.  The system also must agree to install and operate the variance technology.  Finally, the variance lasts for only five years, at which time there must be a further determination that the system remains unable to achieve full compliance with the regulation. (23, 24)

As discussed in Section 2.2, however, EPA has determined that small systems will not be able to request variances from any pre-1996 regulation.  This determination is based on EPA’s findings that each of the 80 pre-1996 contaminants either poses a serious risk to public health or has an affordable treatment technology available.  EPA therefore refused to designate a variance technology for any of the pre-1996 contaminants.

Similarly, in its final regulations for arsenic and radionuclides, EPA determined that there were affordable compliance technologies.  EPA, therefore, refused to designate any variance technologies for these new regulations. (18, 21)  As a result, at the present time, small systems may not request affordability-based variances from any regulation.

2.7 Small System Exemptions

While not strictly related to “affordability” determinations, the small system exemption criteria under the SDWA also contain a link to affordability.  If a small system is theoretically able to comply with a regulation, but it is unable to obtain necessary financial assistance, then the system can apply for a two-year exemption.  (A small system can renew its two-year exemption for up to a total of six years for the same regulation.)  The exemption is tied explicitly to the system continuing to take “all practicable steps” to achieve compliance, including obtaining the necessary financial assistance. (23)

3. National Affordability Criteria and Programs

3.1 EPA criteria

EPA has stated that the purpose of a national-level affordability determination is to “look across all the households in a given size category of systems and determine what is affordable to the typical, or ‘middle of the road’ household.” (18)  Recall that these criteria are used by EPA solely for determining whether typical small water systems can afford to comply with an existing or proposed regulation, as described in section 2. 

In 1998, EPA commissioned a study to develop national-level affordability criteria. (17) The conclusion of that study was that a “total household water bill in the range of 1.5 to 3.0 percent of household income can be supported.”

EPA has subsequently used that study to support a definitive affordability benchmark of 2.5% of median household income (MHI).  (24)  In selecting this specific figure, EPA relied on several factors, including the fact that the SDWA specifically refers to point-of-entry (POE) and point-of-use (POU) devices as being technologies that may be appropriate for small systems.  Following is EPA’s rationale for choosing this specific figure:

The telephone expenditures [from the Consumer Expenditure Survey] would support an affordability threshold of 2%.  The other two expenditures looked at risk-reduction activities for drinking water.  Installation of a point-of-use device or the use of bottled water as an alternative to the water supplied by the system was examined.

* * *

The affordability threshold would need to be at or above 2% for the POU treatment units option to be affordable. … EPA does not believe that the affordability threshold should be set so low that two options [POU and POE] specifically identified in the SDWA as compliance technologies would never qualify as compliance technologies. …

The cost of bottled water as an alternate source of water … was also investigated as a risk-reduction activity. … A cost per household per year of approximately $570 was derived … The bottled water costs would be in addition to what the household is currently paying for water.  The bottled water costs support an affordability threshold of 2.5% or higher. 

In defining the purpose of a national-level affordability analysis, EPA made one other critical assumption: that “affordability to the median household served by the [water system] can serve as an adequate proxy for the affordability of technologies to the system itself.” (24)  

In January 2001, EPA further defined what it viewed to be the purpose of its national-level affordability analyses, stating:  “The objective of a national-level affordability analysis is not to determine what is affordable to the poorest household in the U.S.  Nor is it to determine what the richest household in the U.S. could afford.  Rather, it is to look across all households in a given size category of systems and determine what is affordable to the typical, or ‘middle of the road’ household.” (18)

In that same discussion, EPA also concluded that it does not accept the contention that “an increase in water bills would force a low-income household to trade off health care or some other ‘essential’ expenditure to pay the water bill.” (18)  It did not provide a basis for its belief that there would not be a tradeoff; it stated only that the data “do not necessarily support” such a finding.

3.1.1. Concerns with EPA’s use of 2.5% of MHI

EPA has established 2.5% of median household income (MHI) as being an affordable expenditure for water service.  Its justification for using this figure is seriously flawed in several respects.

At the most basic level, EPA commits a serious error in interpreting information from the Consumer Expenditure Survey.  This survey, conducted by the Census Bureau for the Department of Labor’s Bureau of Labor Statistics, tracks household expenditures over time.  The survey does not have a separate category for water service.  Rather it combines water service in with wastewater service, trash removal, and “other public services” (this could include fire protection assessments and other services provided by local governments).

In conducting its analysis, however, EPA apparently assumed that 100% of household expenditures on this group of public services could be available for water service.  For example, EPA states: “In establishing this threshold [2.5% of MHI], the Agency considered baseline household expenditures (as documented in the 1995 Consumer Expenditure Survey) for piped water relative to expenditure benchmarks for other household goods …” (18)

Compounding this error is EPA’s assumption that the expenditures of a typical household would mirror those of a low-income household.  This problem is most telling when EPA compares expenditures on water (really water and other public services) to expenditures on telephone service (roughly 2% of household pre-tax income) and energy (approximately 3% of household pre-tax income). (24)  But in conducting this comparison, EPA fails to mention that a significant percentage of low-income households do not have telephone service because they cannot afford it.  Data from the Federal Communications Commission show that fully 20% of households with incomes below $5,000 do not have telephone service. (6)

EPA also fails to mention that the federal and state governments spend billions of dollars each year on programs designed to provide telephone and energy services to low-income households.  These programs include universal telephone service funds that have been established on the federal level and in most states (and that are funded by a surcharge on each telephone bill), and the Low Income Home Energy Assistance Program that is funded by the federal government and frequently supplemented at the state level.

Thus, EPA’s assumption about what water bill is “affordable” is based on a comparison to telephone service (where despite federal and state programs, one out of every five very low income households cannot afford the service) and energy service (where hundreds of millions of dollars are spent by federal and state governments each year to try to provide the service to low-income households).  Simply, 2.5% of MHI may be an affordable level of utility services for the median household, but for a low-income household to afford that expenditure would require new sources of funding at the federal and state levels.

3.1.2. Concerns with EPA’s use of MHI instead of measures of poverty

EPA consistently states that its focus in evaluating affordability is on the median or typical household.  Indeed, EPA has gone so far as to say that the very purpose of its affordability analysis is to “determine what is affordable to the typical, or ‘middle of the road’ household.” (18)  EPA assumes, without examining the evidence, that by focusing on the median household it can determine whether there will be an impact on households that are truly at risk; that is, low-income households.  Ironically, at the same time that EPA says it should look only at the typical household in assessing affordability, it routinely looks at the segments of the population that are most at risk – not the “typical” person – when it determines a safe level for a drinking water contaminant.

One significant problem with a focus on the median household, however, is that it assumes that the distribution of household incomes below the 50th percentile is the same everywhere.  This is certainly not the case.  For example, two communities can have the same median household income, but one can have 20% of its households living below the poverty level while another will have no one living below the poverty level.

The following chart, showing actual data from the 1990 census for Pennsylvania, illustrates this problem.  The chart shows municipalities that have essentially the same median income (within $2000 of the statewide median income), but a widely divergent level of poverty – ranging from no families in poverty to more than 25% of families that have incomes below the poverty level.
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A similar analysis for Nebraska led one research team to conclude (12):

One of the more interesting results was the plot of median household income against the percent of households with incomes of less than $10,000.  What this comparison clearly indicates is that the median household income measure does not adequately capture community differences in the number of households which have a very limited financial capacity to pay for sewer and water services.  Consider, for example, that the percent of households with incomes of less than $10,000 ranged from 5 to 40 percent, for all communities with a median household income of approximately $20,000.

Analyses that focus on low-income households face other problems.  One, of course, is measuring low-income households.  Should there be a cut-off based on household income (for example, all households with incomes less than $20,000 per year), or should it be based on whether a household is classified as having income below the poverty level (which varies depending on the number of people in the household).  

In addition, many low-income households are renters and, in many parts of the country, water is typically included in the rent.  This varies greatly from one state to another.  One study using 1990 census data showed that nationwide fewer than 50% of households with incomes below $10,000 per year paid a water bill directly.  But that percentage varied from more than 70% in West Virginia to fewer than 25% in Alaska, the District of Columbia, and New York. (9). 

In addition, federal programs for some low-income households provide rent subsidies.  The combination of having water costs included in the rent and having federal rent subsidies may complicate an attempt to determine the true impact of rising water costs on low-income households.

It is also improper to assume that low-income households necessarily have lower expenditures on water than the median household.  An earlier study using census data shows that water expenditures tend to vary by size of the household, but not by the income of the household (at least within income levels at the median and below). (9)  Similarly, the Consumer Expenditure Survey shows that even though average household incomes and expenditures are 8-10% lower in the South than the national average, expenditures on water and other public services are essentially the same ($300 per year in the South vs. $296 per year nationwide). (13)

In short, there are problems with EPA’s fundamental assumption that the median household can provide a good measure of the affordability of water service to low-income households.  While there may be some difficulty in properly identifying and categorizing “low-income” households, there is no reason that these issues cannot be addressed.  There is an enormous amount of data on income levels, poverty status, housing tenure (renters vs. owners), and other characteristics that can be used to focus on households that may be at risk from an affordability perspective.  

3.1.3. Concerns with EPA’s use of household-level affordability as a proxy for system affordability

EPA states as one of its basic assumptions that “affordability to the median household served by the CWS can serve as an adequate proxy for the affordability of technologies to the system itself.” (24)  While this assumption may be appropriate for some water systems, it ignores the very real differences between small and large water systems and between rural and urban water systems.  The National Research Council (8) studied the special problems of small water systems and concluded:

Adding to the financial difficulties of small non-metropolitan communities, lenders are less willing to loan to rural communities than to metropolitan ones because of the increased effort needed to monitor smaller loans relative to the profits they generate. … A shortage of loan capital is an especially significant problem for privately owned small water systems because they are not eligible to receive the government grants available to some publicly owned systems.

What this means, simply, is that two communities with the same median income might have very different financial resources and circumstances.  It cannot just be assumed that all systems with a certain median income will have equal access to the financing that is needed to fund system improvements.

3.1.4. Concerns with EPA’s comparison of water expenditures to other goods and services

EPA has compared expenditures on water to expenditures on other household goods and services, such as cable television, telephone service, energy utilities, tobacco and alcohol.  These comparisons – always conducted for median-income households – show that the so-called “typical” household spends less for water service than it does for other utility services and such non-essentials as cable television or tobacco and alcohol. (17)

These types of comparisons make the case that median-income households could afford to pay more for water.  But they completely ignore the differences in spending patterns and priorities between low-income households and median-income households.

One researcher who has studied the problem for the U.S. Census Bureau concluded that one-third of households with incomes below $10,000 per year were unable to meet at least one basic need (rent, utilities, food, medical care). (1)  In a later study (2), the same researcher concluded:

In 1995, … about 1 person in 5 lived in a household that had at least one difficulty meeting basic needs.  These included households that didn’t pay utility bills, didn’t pay mortgage or rent, needed to see the doctor or dentist but didn’t go, had telephone or utility service shut off, were evicted, didn’t get enough to eat, or otherwise didn’t meet essential expenses.

Similarly, while the typical family may spend more on telephone service than it does for water, this certainly is not the case for low-income families that pay directly for water (that is, that do not have water included in their rent).  Low-income families often cannot afford telephone service at all, or at least not on a regular basis.  The Federal Communications Commission found that at least 20% of households with incomes below $5,000 per year do not have telephone service, even though there are several federal and state programs designed to provide low-cost telephone service to households in need. (6)  Similarly, a comprehensive study of single mothers found that “about one-third of the welfare-reliant mothers had their telephone disconnected or went without any phone service throughout the previous year.” (4)

The facts involving cable television service are even more telling.  The Federal Communications Commission reports that, as of June 2000, only about 70% of households that have cable television service available (that is, a cable runs past their residence) actually subscribe to the service. (5)

To compare expenditures on water service to those on telephone or cable television might be interesting for households with median income.  But for households that are low-income, such comparisons are meaningless.  Many low-income households cannot afford telephone service or cable television service at all.  It would seem apparent that if water bills go as high as telephone or cable television bills, similar levels of unaffordability (20 to 30% among the lowest-income households) might occur.

3.1.5. Concern with EPA’s conclusion that there is a lack of evidence of tradeoffs between utility expenditures and other health-related items 

In its affordability analysis of the arsenic rule, EPA concluded that it does not accept the contention that “an increase in water bills would force a low-income household to trade off health care or some other ‘essential’ expenditure to pay the water bill.” (18)  EPA did not offer an explanation for this conclusion, other than to state that data from the Consumer Expenditure Survey do not necessarily support that a tradeoff exists.

In fact, though, data from the Consumer Expenditure Survey and numerous other studies show that low-income households already are forced to make serious tradeoffs that affect the health and well-being of their members – including foregoing food and medical care.

The Consumer Expenditure Survey reports household expenditures by income level and income quintile (ranges of 20% of households).  The quintile data from the Survey makes it easy to compare low-income households (the lowest 20% of households, representing 16.3 million households with average income of just over $7,000 per year) with the median households (the third quintile – the 40th to 60th percentile – representing 16.3 million households with incomes between $24,000 and $40,000 per year, averaging approximately $31,000).  The following table compares expenditures in various categories and, frankly, cannot support any conclusion other than that low-income households make numerous tradeoffs in attempting to meet their necessary expenditures.

	Average Annual Expenditures of Low-Income and Median-Income Households – 1999

	Category
	Lowest Quintile
	Third Quintile
	Percent Difference

	Food
	2,716
	4,796
	77%

	Shelter
	3,588
	5,987
	67%

	Utilities
	1,542
	2,282
	48%

	Health Care
	1,241
	1,952
	57%

	Entertainment
	805
	1,555
	93%

	Source: U.S. Bureau of Labor Statistics, Consumer Expenditure Survey – 1999 (2000), Table 45


This conclusion is supported by a comprehensive study of low-income single mothers. Edin and Lein write that single mothers receiving welfare payments reported spending only $18 per month on medical care. Similarly, they reported that the average telephone bill was $31 per month, but “about one-third of the welfare-reliant mothers had their telephone disconnected or went without any phone service throughout the previous year.”  (4)

A recent study conducted for the State of Iowa reached dramatic conclusions about the tradeoffs that low-income households must make in order to pay their utility bills. (7)  That study concluded that, in order to pay their home-heating bill, low-income households made the following tradeoffs:

· Over 12% went without food at some point during the month

· More than 20% went without necessary medical care (failed to see a doctor when sick, failed to fill prescriptions for medicine, failing to take the full dosage of a prescription so it would last longer)

· Nearly 10% were unable to pay their mortgage or rent, risking foreclosure or eviction

· Almost 30% did not pay other bills or incurred debt to pay the heating bill

There is every reason to believe that low-income consumers would behave the same way if another essential, unavoidable utility bill (the water bill) increased significantly.

3.2 EPA’s use of affordability criteria

EPA has used its national-level affordability criteria to support several rulemaking packages, including those for surface water treatment (20), disinfection byproducts (19), radionuclides (21), and arsenic (18), as well as to make findings concerning compliance technology for pre-1996 regulations (15).  In each instance, EPA found that the regulations were affordable, based on its standard of a total water bill of 2.5% of median household income on a national level.  In all of these cases, EPA has relied upon the two studies that were discussed throughout this section:  its national-level affordability criteria report (17) and its initial interpretation and application of that report in establishing variance technologies for pre-1996 regulations (24).  

4. State and Local Affordability Criteria and Programs

4.1 Funding decisions

Each state has developed its own affordability criteria that it uses in making funding decisions from the State Revolving Fund (SRF).  EPA has summarized the state funding criteria in a voluminous report. (22)  While every state, except Hawaii, has some measure of affordability in its SRF guidelines, the way in which the states measure and apply affordability vary greatly.  For example, 25 states compare the community’s median household income to the statewide median income, 15 states look at the water bill as a percent of median income in the community, and 9 states have developed a different or hybrid measure of affordability or community need.  In addition, the weight given to affordability considerations when making funding decisions varies tremendously from one state to another.  Some states give needy water systems very high funding priority, while others assign little weight to a community’s or water system’s financial need.

It is not feasible to summarize each state’s funding criteria in a paper of this nature.  Each water system, however, should be aware of the particular affordability criteria used in its state and ensure that it has the ability to accurately measure and report its data according to those criteria.

4.2 Local policies and rate structures

Whether water rates are affordable to low-income customers will depend not only on the average rate per customer in the system, but also on the particular way that local water rates are developed.  For example,  if the water rates contain a high minimum charge (often called a customer charge or meter charge) and a relatively low consumption charge (a charge per 1000 gallons or 100 cubic feet), it will be very difficult for low-income customers to reduce their water bill through conservation.  In contrast, if most revenue is recovered through a consumption charge, then low-income customers may be able to reduce their water bills through targeted conservation programs.  In fact, some communities have found that conservation programs targeted specifically to low-income customers can not only help consumers afford their water bills, but also can reduce the utility’s costs for bill collection, service disconnection, and customer service. (3)

A report for the American Water Works Association Research Foundation discusses in detail many of the options that water systems can use to help ensure the affordability of water service for their low-income customers.  (11)

5. Summary of Potential NRWA Concerns

In summary, the affordability of water service is becoming an increasingly important issue on the local, state, and national levels.  Water rates will continue to increase because of new regulatory requirements, the need to replace aging infrastructure, and overall cost pressures such as inflation.  For the past decade or more, water rates nationally have increased faster than the rate of inflation.  If this trend continues (which is likely), affordability concerns will become even more important.

As a result, the National Rural Water Association and its members should become familiar with the basic concept of affordability, and some of the critically important issues faced by utilities and policy makers when dealing with affordability issues.  Some of the major affordability concerns are summarized in the following table.

	Important Affordability Concerns

	National

	
	· 
	Assuming that 2.5% of median household income is affordable

	
	· 
	Using median household income instead of measures of poverty

	
	· 
	Equating system affordability (ability to finance) with household affordability

	
	· 
	Comparing the cost of water to the cost of other goods and services, including those that are subsidized or non-essential

	
	· 
	Understanding the tradeoffs that low-income households make in order to pay for essential services

	State

	
	· 
	Understanding how affordability is used in making state funding decisions

	Local

	
	· 
	Examining local rate-setting options to enhance the affordability of water service for low-income households
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