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Sustainable Financial 
Management Planning for 
Water Utilities 

Tara Johnson
EPA Water Finance Center 



Background

Financial planning can be a key component of overall system 
preparedness, including laying the groundwork for response 
to crises such as the COVID-19 pandemic.

• Water sector utilities face mounting financial challenges
• Aging infrastructure
• Changes in population and demand for water services
• New environmental and public health challenges

• Some utilities are embracing sustainable financial planning 
practices

• Projecting revenue expectations
• Predicting capital improvement needs
• Forecasting expenses years into the future
• Examining the adequacy of capital and operational 

budgets





Key Theme 1: Forward Thinking Planning Horizon

Shifting to forecast planning for both anticipated costs and 
revenues helped utilities realize benefits such as stability and 
predictability.

• Grounded in approach that ensures all costs are included and 
budgeted at appropriate level and that utilities can embrace 
philosophy through financial forecasting and cash-flow 
modeling

• Financial forecasting helps utilities manage near-term 
operational budgeting, focusing on cost control and boosting 
efficiency

• Two types of planning
• Long-range planning with 10-20 year forecasting 
• Short-range planning, preferred for utilities in early stages 

of sustainable financial management planning



Key Theme 1: Continued

• Costs that factor into future modeling
• Capital and operations and maintenance (O&M) costs
• Labor-related costs
• Long-term capital planning anticipated costs

• Benefits of financial planning
• Greater financial predictability
• Able to address areas of historic underinvestment and 

unmet needs
• Work toward financial self-sufficiency
• Stability and predictability 
• Improves relationships with local decision-makers and 

with customers 



Key Theme 2: Gradual and Predictable Rate Increases 

As utilities took steps to improve financial sustainability, they saw the 
necessity of raising rates in the findings of their enhanced financial 
forecasts and improved understanding of future capital and operating 
investment requirements. To ease affordability burdens and respond to 
local decision-maker and customer concerns, the utilities focused on 
implementing rate strategies tied to gradual and predictable annual 
increases. 
• Utilities used different approaches to raising more revenue

• Creating a new rate structure
• Exploring additional revenue sources
• Increasing rates within the existing structure

• Strategies for affordability
• Working to keep incremental rate increases as steady and low as 

possible
• Implementing direct customer assistance programs
• Drawing on other low-income assistance programs within the 

community



Key Theme 3

Transparent and proactive communication with 
customers and local decision-makers allows utilities 
to maintain good relationships. 
• This strategy helped utilities overcome historical resistance 

to rate increases by some in their customer base by 
providing a clear basis for the need, avoiding substantial 
rate shocks, and helping ratepayers to prepare. 

• Opening and maintaining these internal communication 
channels ensured information needed to support financial 
forecasts was available on a timely basis and helped to 
improve the efficiency of the modeling process. 

This Photo by Unknown Author is licensed under CC BY-SA

https://it.wikipedia.org/wiki/Potabilizzazione_dell'acqua
https://creativecommons.org/licenses/by-sa/3.0/
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General Manager - Brown Day Marshall 
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Moving to a Sustainable Rate 
Structure
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BDM Rural Water System, Inc.
7 staff including GM, OM, Office Mgr., 4 Operations Specialists



Moving to a Sustainable Rate Structure 
• Proactive vs. reactive management & 

decision making
• Flexibility

• Better planning
• Long-term decisions

• Improved customer relations
• Less unexpected outages

• Better work environment & team 
morale

• More operational flexibility



Where do we start?
• Why all the conversation around long 

term sustainability when there are 
positive cash flows?

• What has changed from the first 20-
40 years of existence for our 
systems, to today?

• There are two basic revenue 
generating components: 

• Monthly base fee income
• Water usage income

• One source can and may subsidize 
the other

When the water rate covers operational expense, 
O&M Exp (Cost to pump, treat & deliver) & 
monthly base fee covers depreciation, which funds 
cash financed Cap ex, term debt principal 
payments & Capital reserve builds then:

• In general, if water rate 
inadequate, will feel in 
monthly cash flow 

• In general, if monthly base fee 
inadequate, cash flow may not 
be impacted for many years



Evaluating Base & Water Usage Rates

Moving to a 
Full Cost Recovery Long Term Plan
(Funding Depreciation + Inflation Cost) 



Comparing Depreciation & Replacement Value
Data courtesy of the Water System Depreciation: A Capital Planning Tool for the Well-Managed Utility White Paper by



Does Our Rate Structure…

Cover operating 
costs (O&M)

Include 100% of the 
depreciation expense

Have a plan to fund the future 
replacement value with a 
combination of debt and 
system reserve financing



BDM’s Revenue, Margin and Base Rate

$513,131 in 
unfunded 

depreciation

Water revenue 
lower than O&M 

costs



BDM’s Revenue, Margin and Base Rate



BDM Total Assets from 2006 to 2019



Keys to Our Success
COMMUNICATION 
WITH RATE-PAYERS 
IS CRITICAL

Quarterly manager articles in Quality On Tap magazine, annual meetings, 
in-person meetings with municipalities and individuals

PLAN FOR 
DEPRECIATION

Include depreciation expense in annual budget & planning process 
(15+ Year Capital Improvement Plan)

FINANCIAL STABILITY 
RESULTS IN SAVINGS

Improved financial stability, allows for the refinance of all our term 
debt at considerably lower interest rates. 

Annual interest expense decreased. 

Total principal and interest payments were kept the same, reducing the 
number of years to fully pay off the loans. 

COMMIT TO PAY OFF 
DEBTS WITHIN THE 
ASSET’S LIFETIME

Future debt financing  required to be amortized at a timeframe that is 
no longer than the life of the asset being financed. 



Hampton Roads 
Sanitation District

Jay Bernas
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Ted Henifin
General Manager – HSRD



Becoming a Financially Sustainable 
Organization

Ted Henifin, P.E.
General Manager

Jay Bernas, P.E.
Chief Financial Officer

June 15, 2020



Agenda

• Background
• Hampton Roads’ Challenges
• Catalyst for Change
• HRSD’s Financial Model
• Conclusion
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Service Area – 3,100 sq miles

25



Background

• Provides wastewater 
treatment for 18 
localities (249 mgd
treatment capacity)

• Serves 1.7 million 
people (20% of all 
Virginians)

• Independent political 
subdivision with 
Governor appointed 
Commission
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Water issues challenging Virginia and Hampton Roads

• Restoration of the Chesapeake Bay
– Harmful Algal Blooms
– Localized bacteria impairments
– Urban stormwater retrofits (cost and 

complexity)
• Adaptation to sea level rise

– Recurrent flooding
• Depletion of groundwater 

resources
– Including protection from saltwater 

contamination
• Wet weather sewer overflows

– Compliance with Federal 
enforcement action
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Nutrients (Plan as of 2010)
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EPA Consent Decree for Wet Weather SSOs
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• Started negotiations in 
2007 – entered in 2010

• Separate sewer system, 
not combined

• No real issue – de 
minimus volume on 
annual basis

• Initial estimate - $3 
Billion



Fiscal Year 2007 Budget
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Fiscal Year 2008 – First “Long” Range Forecast
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Annual capital expenditures ($ millions)as projected in 2008
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Projections from 2008



Projections from 2008
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Building the Financial Forecast using Future Perfect



Comparable Utilities Summary
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Name Ratings
Service Area 
Population

Total Revenue in 
000's

Total Long Term
Debt

in 000's1 Size of CIP

Oklahoma City Sewer Enterprise, OK Aa2/AAA/ - 532,000 $129,693 $148,043 $154.5 million (2009-2013)

East Bay Municipal Utility District, CA Aa3/AA+/ - 640,000 75,600 384,439 $178.7 million (2008-2012)
Fairfax County Sewer Enterprise, VA Aa2/AAA/AAA 935,000 95,943 376,008 $300 million (2008-2013)

St. Louis Metropolitan Sewer District, MO Aa2/AA+/AA+ 1,000,000 223,063 441,251 $820.9 million (2009-2013)

Northeast Regional Sewer District, OH Aa2/AA/ - 1,000,000 150,154 481,768 $580.3 million (2007-2011)
City of Columbus Sewer Enterprise, OH Aa2/AA/AA 1,000,000 163,072 956,579 $1.6 billion (2008-2013)
Upper Occoquan Sewerage Authority, VA Aa3/AA+/ - 1,088,000 20,893 338,851 $395 million (2008-2014)

Metropolitan Wastewater Reclamation District, CO Aa2/AA+/ - 1,600,000 65,070 95,234 $1.291 billion (2008-2019)

Hampton Roads Sanitation District, VA Aa3/AA+/AA 1,600,000 132,206 359,904 $1.073 billion (2009-2013)

City of Baltimore Sewer Authority, MD A1/AA/A+ 1,800,000 151,462 591,899 $837.8 million (2008-2013)

District of Columbia Water and Sewer Authority, DC Aa3/AA/AA- 2,200,000 306,457 1,032,233 $771.8 million (2008-2017)

1. Includes senior and subordinate indebtedness.
Sources: Moody’s Municipal Financial Ratio Analysis Data as of 6/30/07

FY 2008 HRSD Comprehensive Annual Financial Report
Service Population and CIP data from latest Moody’s, S&P, Fitch Rating Reports for Issuer
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Commission Adopted Revenue Policy

Financial Forecast
HRSD will analyze water consumption, regional economic and 
population data periodically to identify any trends that may impact its 
long-range financial forecast. HRSD will also analyze and conservatively 
project major expense drivers, such as construction costs, inflation, 
operating cost increases, and borrowing costs. The forecast should 
target financial metrics, across the twenty-year period, that are 
consistent with rating agency metrics for a strong, double-A rated 
credit. This approach will ensure the long-range forecast is resilient 
and maintains HRSD’s strong financial framework.
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Financial Model Math
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FY21 Drivers

Revenue $       332,397 Consumption trends, rate increases

Expenses $       175,776 Inflation, Efficient operations, New facilities

Debt Service $         61,408 CIP spend and regulatory deadlines

Cash for CIP $         94,953
Policy driven, higher cash = lower debt service,
Bond ratings, Intergenerational equity 

-
-

=



Revenues



Water Consumption Trends – Almost flat
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Residential Water Consumption Trends – New Accounts Offsetting Declines
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Projected Wastewater Rate Increases Average Residential bill



Projections from 2008



• High-level budget items
• Include new facilities

– SWIFT O&M

Forecasting Expenses



CAFR Trend Analysis – Line Item Inflation Rates
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Impact of Research and Development
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Asset Management - CIP Risk Based Project Prioritization



Program Contingency for Capex Projections

• All projects stripped of individual contingencies
• Probability of every project hitting 100% of their 

contingency is low
• Program contingency added

– Year 1 = 0%
– Year 2 = 2%
– Years 3 and beyond = 5%
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Schedule Contingency
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Capital Spend Projection

• Integrated Plan (SWIFT and Wet Weather)
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Future Perfect’s Debt Engine
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PFM’s Future Perfect Model Pro Forma



Total Debt Service Coverage Forecast
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Financial Forecast Metrics compared to 2020 Fitch Medians



Defining the Baseline and Ensuring Financial Resiliency

• WIFIA or Clean Water funding
• Consent Decree negotiations/deadlines
• Capital Planning – how much can we afford?
• Budgeting – Communicating YOY inflation impacts
• Sensitivity of key variables – Scenario Planning and Risk 

Management
• Confidence in Financial Sustainability

– Contingency planning - What are your dials and levers?
– $15M Cybersecurity initiative
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Strategy Execution



Communication at all levels is key to execute the strategy

• Internal Stakeholders
– Strong relationships between all departments

 Engineering and Finance has to be in sync for the CIP
 Internal lunch and learns for all staff on our financial plan

– Detailed briefings to our Commission and Finance Committee

• External Stakeholders
– Publish monthly financials in our monthly report (available online) and on 

EMMA (Electronic Municipal Market Access)
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FY21 Budget Snapshot

• Revenue = $332M
• Opex = $176M
• Debt Service = $61M
• PAYGO = $95M

• 10 year CIP = $2.9B
• 20 year CIP = $5.7B
• Debt Outstanding = $806M
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Current state of wastewater in Hampton Roads

HRSD costs are rising 
to treat water to 
higher standards.  

Treated water 
currently discharged 
to area waterways –
no beneficial use.
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•Treat water to meet drinking 
water standards and 
replenish the aquifer with 
clean water to:
–Reduce nutrient discharges
–Reduce the impact of sea-level 

rise
–Sustainable groundwater 
–Protect the groundwater from 

saltwater contamination
•Estimated cost $1 Billion
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Adaptive Management Integrated Plan
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Response to COVID-19

• Postponed planned 9% rate increase
– Financial model critically important in decision-making process
– Modified future rate increases
– Reduced planned liquidity levels
– Reduced targeted debt service coverage

• No impact to water consumption trends
• Suspended shut-offs
• Too soon to see impact to write-offs
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Questions?

Ted Henifin, P.E.
ehenifin@hrsd.com

Jay Bernas, P.E.
jbernas@hrsd.com

mailto:ehenifin@hrsd.com
mailto:jbernas@hrsd.com


Questions & 
Answers

This Photo by Unknown Author is licensed under CC BY

https://www.flickr.com/photos/132437315@N05/17427376792
https://creativecommons.org/licenses/by/3.0/


Thank you!

For any additional questions, 
please email the EPA Water 
Finance Center:
waterfinancecenter@epa.gov
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