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BUSINESS FUNDAMENTALS
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Must plan for a rainy 
day

Revenue Sufficiency
Revenues must match 

or exceed expenses

Reserve Funds Reinvestment
We must repair, 

replace, and reinvest in 
infrastructure

R
E

Utilities should operate like businesses, though the service being provided is a vital 
resource shared by all members of the community. 
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RATE BASICS

• Utilities are fixed cost intensive enterprises
̶ Fixed Cost Example – System Operations, Equipment, Debt Repayment
̶ Variable Cost Example – Electricity, Chemicals

• Rates are set to cover cash-flow needs of the utility, including cost of 
operations, cash funded capital needs, transfers and payment of 
principal and interest on debt

33
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UTILITY RATE 
SETTING 
PROCESS
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1. Revenue Requirement
- How big is the pie?

2. Class Cost Allocation
- How to cut the pie?

3. Rate Design
- How to collect the pieces of the pie?
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WHAT IS A REVENUE REQUIREMENT?
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• Revenue Requirement = Revenue 
that must be generated through 
user rates

O&M Expenses
(Day-to-day Operations)

Outstanding Debt
(Annual Principal and 

Interest Payments)

Maintaining Reserve 
Balance

Planned Capital 
Improvement Projects
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RATE STRUCTURE COMPONENT
• Two-part Structure – Does not necessarily tie to Fixed/Variable Cost

̶ Fixed Charge
̶ Variable or Consumption-Based

66

Fixed Costs
• Does not vary with sales
• Salaries, Debt Service, etc.
• Typically, a majority of costs 

for a utility

Variable Costs
• Varies with water sales
• Power, chemical, etc.
• Typically, a limited portion of costs 

for a utility

Note: Stability of Revenue Stream Should Always be Considered



© 2025 NEWGEN STRATEGIES AND SOLUTIONS, LLC

CUSTOMER CONFUSION
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The real cost of maintaining infrastructure 
isn’t always transparent to ratepayers.
• Services have historically been underpriced
• Utilities haven’t communicated value of service
• Ratepayers consistently rate infrastructure as “good” 

or “very good”
̶ Conventional ratings from professionals are 

typically “poor”
• Ratepayers believe conservation should result in 

reduced costs
̶ Conservation raises prices in the short term; 

savings are a long-term proposition
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VALUE OF WATER: WHAT CAN $4.78 BUY YOU?
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1.3 large coffee from Starbucks
(large coffee = 20 ounces)

6.75 cans of Coca Cola 
(Can = 12 ounces)

1.4 gallon of gasoline

12 16.9 oz bottles 
of Aquafina water

1,000 gallons of tap water delivered to your house
(enough to fill 200 five-gallon bottles)

*Existing Tier 2 Residential rate per 1,000 gallons of water from Port Lavaca. 1st 2,000 
gallons currently free.
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KEY ISSUES 
Current Financial 
Performance
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• Financial performance is projected to be insufficient 
beginning in FY 2026
– Projected expenses exceed revenues annually
– 1.10x Debt Service Coverage (DSC) target is not met through 

the next 5 years
– Reserves fall below the 90-day cash target and turn negative 

through the next 5 years

• $28.1 Million in Capital Improvements drives new debt

• Water is under-recovering; wastewater is funding the 
majority of combined operations for the water and 
wastewater systems
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EXISTING DEBT 
SERVICE
Without consideration of 
additional Issuances

10

Existing Debt Service
Water Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030

512,495$        512,495$ -$          -$           -$           -$              
Wastewater

-$                 -$           -$           -$           -$           -$              
Combined

512,495$        512,495$ -$          -$           -$           -$              
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CAPITAL 
IMPROVEMENT 
PLAN
($ Millions)
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ANTICIPATED 
FINANCIAL 
PERFORMANCE 
UNDER 
CURRENT 
RATES
Water and Wastewater

- Current City Capital

- Debt Service 
Coverage
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Revenues ($)
Water Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030
Over/(Under) Recovery (956,737)$     (1,343,419)$  (1,294,113)$  (1,600,565)$  (2,030,774)$  (2,299,914)$  
Ending Fund Balance 96,638           (1,246,780)    (2,540,894)    (4,141,459)    (6,172,233)    (8,472,147)    
Wastewater
Over/(Under) Recovery 1,226,470$   1,216,259$   1,067,160$   904,325$      625,053$      514,540$      
Ending Fund Balance 2,279,846     3 ,496,105     4 ,563,265     5 ,467,589     6 ,092,642     6 ,607,182     
Combined
Beginning Fund Balance 2,106,751$   2,376,484$   2,249,325$   2,022,371$   1,326,131$   (79,591)$       
Over/(Under) Recovery 269,733         (127,159)       (226,954)       (696,240)       (1,405,722)    (1,785,374)    

Ending Fund Balance 2,376,484     2 ,249,325     2 ,022,371     1 ,326,131     (79,591)          (1,864,965)    

Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030
O&M Target  -  90 Days Cash on Hand ($) 1,610,630$   1,732,517$   1,839,766$   1,905,814$   1,974,525$   2,046,015$   
Days Cash on Hand 133                   117                   99                      63                      (4)                      (82)                    

                                                 
                     

                                       

Note: Target Debt Service 
Coverage Ratio = 1.10x
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KEY ISSUES
Rate Structure
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• A single flat minimum charge applies to every customer 
class
– The charge does not vary by meter size
– As a result, larger users do not contribute proportionally to fixed 

costs

• Customer classes only partly reflect how different users 
consume water
– Small and large commercial users are billed as separate classes
– Multi-family properties have no dedicated class, despite a distinct 

usage profile
– Multi-family properties are currently charged under various 

different rate classes

• Currently provide 1st 2,000 gallons of water usage for free to 
each user class, except for bulk water customer class
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RATE 
STRUCTURE 
ADJUSTMENTS
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• Consolidate small and large commercial into a 
single commercial class

• Add a dedicated multi-family class
• Transition to meter-size-based minimum charges 

(water only)
– Fixed charges scale with meter size to recover 

capacity costs

• Retain tiered volumetric rates
• Charge for 1st tier 2,000 gallons of usage per 

customer class
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EXISTING DEBT 
SERVICE & 
CAPITAL 
IMPROVEMENT 
PLAN FUNDING
Water and Wastewater
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Long-Term Capital Funding
Water 2025 2026 2027 2028 2029 2030
Cash Funding -$                         -$                -$                -$                -$                -$                   
Bond Funding -                            788,870        2,200,000    850,000        950,000        14,000,000     
Wastewater 2025 2026 2027 2028 2029 2030
Cash Funding -$                         -$                -$                -$                -$                -$                   
Bond Funding -                            1,200,000    1,303,333    2,653,333    553,333        -                      
Combined 2025 2026 2027 2028 2029 2030
Cash Funding -$                         -$                -$                -$                -$                -$                   
Bond Funding -                            1,988,870    3,503,333    3,503,333    1,503,333    14,000,000     

Existing Debt Service
Water Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030

512,495$        512,495$ -$          -$           -$           -$              
Wastewater

-$                 -$           -$           -$           -$           -$              
Combined

512,495$        512,495$ -$          -$           -$           -$              

Debt Funding Assumptions
CURRENT 2026 2027 2028 2029 2030

Grants/Interlocal 2,561,109$     -$            -$             -$            -$            -$               
Other 1,076,000       -             -              -              -             -                
Water -  Revenue Bond Issuance (%) 100% 100% 100% 100% 100% 100%

Cash Split 0% 0% 0% 0% 0% 0%
WW - Revenue Bond Issuance (%) 100% 100% 100% 100% 100% 100%

Cash Split 0% 0% 0% 0% 0% 0%
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FINANCIAL 
SUMMARY 
UNDER 
PROPOSED 
RATES
Combined Cash Flow
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FINANCIAL 
PERFORMANCE
UNDER 
PROPOSED 
RATES
Water and Wastewater
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ANTICIPATED 
FINANCIAL 
PERFORMANCE 
UNDER 
PROPOSED 
RATES
Water and Wastewater
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ANTICIPATED 
FINANCIAL 
PERFORMANCE 
UNDER 
PROPOSED 
RATES CONT.
Water and Wastewater

- Debt Service Coverage
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Note: Target Debt Service 
Coverage Ratio = 1.10x
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MONTHLY 
CUSTOMER 
BILL 
PROJECTION
Water and Wastewater

Residential ICL 
Customer at 2,000 
Gallons
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MONTHLY 
CUSTOMER 
BILL 
PROJECTION
Water and Wastewater

Combined Residential 
ICL Customer at 4,000 
Gallons
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MONTHLY 
CUSTOMER 
BILL 
PROJECTION
Water and Wastewater

Combined Commercial 
ICL Customer
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MONTHLY 
CUSTOMER 
BILL 
PROJECTION
Water and Wastewater

Combined Multi-Family 
ICL Customer
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CONCLUSIONS – PERFORMANCE UNDER PROPOSED RATES
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• Proposed rates restore revenue 
sufficiency
– Revenues exceed expenses in every 

year of the plan
– 1.10x DSC target is met annually

• Reserves are rebuilt and maintained 
above target
– Days cash on hand stays well above 90 

days
• Long-term capital improvement plan 

is fully funded
• Both water and wastewater return to 

a positive recovery, ending cross-
subsidization



QUESTIONS AND DISCUSSION
RICHARD CAMPBELL, PRINCIPAL AND MANAGING DIRECTOR - WATER

(972)528-7158 
RCAMPBELL@NEWGENSTRATEGIES.NET
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APPENDIX
Proposed Rates  
Residential ICL
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Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030

Minimum Charge

5/8” $33.60 $35.28 $35.28 $37.04 $38.89 $40.83

3/4” 33.60 35.28 35.28 37.04 38.89 40.83 

1" 33.60 44.10 44.10 46.31 48.63 51.06

1 1/2” N/A N/A N/A N/A N/A N/A

2” N/A N/A N/A N/A N/A N/A

3” N/A N/A N/A N/A N/A N/A

4” N/A N/A N/A N/A N/A N/A

6” N/A N/A N/A N/A N/A N/A

Volumetric Charge (per kGal)

0 – 2,000 $0.00 $3.75 $3.75 $3.94 $4.14 $4.35

2,001 – 5,000 4.78 5.02 5.02 5.27 5.53 5.81

5,001 – 25,000 5.26 5.52 5.52 5.80 6.09 6.39

25,001+ 5.97 6.27 6.27 6.58 6.91 7.26
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APPENDIX
Proposed Rates 
Commercial ICL
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Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030

Minimum Charge

5/8” $36.10 $37.91 $37.91 $39.81 $41.80 $43.89

3/4” 36.10 37.91 37.91 39.81 41.80 43.89

1" 36.10 47.38 47.38 49.75 52.24 54.85

1 1/2” 36.10 94.76 94.76 99.50 104.48 109.70

2” 36.10 151.62 151.62 159.20 167.16 175.52

3” 36.10 303.24 303.24 318.40 334.32 351.04

4” 36.10 473.81 473.81 497.50 522.38 548.50

6” $36.10 $947.63 $947.63 $995.01 $1,044.76 $1,097.00

Volumetric Charge (per kGal)

0 – 2,000 $0.00 $7.42 $7.42 $7.79 $8.18 $8.59

2,001 – 5,000 4.95 7.42 7.42 7.79 8.18 8.59

5,001 – 25,000 5.26 7.42 7.42 7.79 8.18 8.59

25,001+ $5.97 $7.42 $7.42 $7.79 $8.18 $8.59
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APPENDIX
Proposed Rates  
Multi-Family ICL

28

Current FY 2026 FY 2027 FY 2028 FY 2029 FY 2030

Minimum Charge

5/8” $36.10 $37.91 $37.91 $39.81 $41.80 $43.89

3/4” 36.10 37.91 37.91 39.81 41.80 43.89

1" 36.10 47.38 47.38 49.75 52.24 54.85

1 1/2” 36.10 94.76 94.76 99.50 104.48 109.70

2” 36.10 151.62 151.62 159.20 167.16 175.52

3” 36.10 303.24 303.24 318.40 334.32 351.04

4” 36.10 473.81 473.81 497.50 522.38 548.50

6” $36.10 $947.63 $947.63 $995.01 $1,044.76 $1,097.00

Volumetric Charge (per kGal)

0 – 2,000 $0.00 $10.08 $10.08 $10.58 $11.11 $11.67

2,001 – 5,000 4.95 10.08 10.08 10.58 11.11 11.67

5,001 – 25,000 5.26 10.08 10.08 10.58 11.11 11.67

25,001+ $5.97 $10.08 $10.08 $10.58 $11.11 $11.67
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