
|  C onsumer s’  Research Winter 201414

enefits and Drawback of Declining Water 
Consumption for Water Utilities

In the last several decades, water consumption 
relative to population size has been declining in the 
U.S. According to the U.S. Geological Survey (USGS), 
national water use peaked in 1980 and has remained 
fairly consistent. Although typical stresses for 
increased water use – population growth, increased 
water-dependent industry, increased irrigation for 
food cultivation, etc. – have risen since 1980, total 
water consumption has not. “This shows that water 
conservation efforts and greater efficiencies in using 
water have had a positive effect in the last 35 years,” 
says the USGS.

Declining water use has simultaneously been a helpful 
and harmful trend for water utilities. In order to 
continue providing adequate water services (such as 
drinking water and wastewater systems) to a growing 
population via the existing infrastructure, utilities 
have benefited from decreased water consumption. 
Without decreased consumption, water utilities may 
have faced shortages or other serious issues that could 
result from overburdened infrastructure, such as the 
spread of waterborne illnesses or the discharge of 
pollutants into rivers, lakes, and oceans.

Although improved efficiencies and decreased 
consumption are good for water utility companies 
and consumers alike, water utilities are struggling 
to remain profitable as consumers increase water 
conservation efforts, which consequently decrease 
utilities’ revenues. This is a particular problem in 
drought-prone areas, such as those in Southern 
California and Arizona, or in environmentally 
conscious cities, such as Seattle, Portland, Cincinnati, 
and San Francisco.

Until infrastructure improvements are financed and 
carried out, there is some relief for water utilities and 
consumers in the interim. Analytic software can help 
water utilities understand how water conservation and 
changes in general water use patterns are impacting 
their revenue. For example, Valor Water Analytics 
provides subscription-based software that delivers a 
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suite of customer sales and water use analytics that 
can help utilities be more effective in aiding their 
customers with utility bill management by designing 
estimated budgets and payment plans around their 
actual usage rates.

Implementing Analytic Software

Historically, utilities across the board have tended 
toward increasing usage rates to remain financially 
viable, while also improving revenue by minimizing 
inefficiencies to cut costs. However, with the aid of 
analytic software, some water utilities are employing 
dynamic pricing, attempting to aim rate increases at 
consumers who are “wasting” water as opposed to 
raising overall rates. This strategy is intended to target 
“bad actors,” as opposed to those who are making 
efforts to conserve in times of drought or to be 
environmentally conscious in general. Furthermore, 
utilities can employ such software to attain unrealized 
revenue that is unrelated to usage rates altogether. 
How does this work, though?

In the case of Valor Water, the company’s software 
tools closely monitor fixed versus variable revenue 
(i.e. disaggregated revenue data), so utilities can track 
and develop more revenue stability through informed 
rate planning and revenue forecasting. Shifting rate 
structures is not the only way such software enables 
cost savings. According to Valor Water’s founder 
Christina Boyle, “It can help locate inefficiencies 
in the billing and meter systems where the utility is 
missing opportunities to collect revenue, for water 
already delivered (‘hidden revenue’).”

The software employs data mining of utilities’ billing 
information to provide diagnostics that Boyle says can 
be used for “identifying and addressing habitual non-
payers (residential and commercial), locating mis-
classified customers in the billing system, identifying 
mis-sized meters, identifying heavy irrigators and 
mandating irrigation meter installs, and more.” 
Boyle emphasizes that utilities don’t just benefit from 
centralized dashboards like those included with the 
software her company makes for water utilities. “We 
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run the analytics but we also deliver advising and 
insight… we layer it with suggestions,” she explains. 
“Utilities were so hungry for this information.” 
According to Boyle, utilities hadn’t been regularly 
analyzing usage data and only infrequently hired 
data analysts and consultants to review usage data or 
create spreadsheets. With over 50,000 water utilities 
in the U.S. there is significant “hidden revenue” to be 
generated from implementing efficiency software.

Valor Water Analytics estimates that it locates roughly 
.5 – 3% of “hidden revenue” for its customers. In 
other words, a water utility company with 150,000 
customers and an annual operating income of $46 
million that employs Valor Water Analytics software 
could save $230,000 to 1.4 million annually in “lost” 
operating income.  Although .5 - 3% doesn’t seem like 
much of an increase, such savings can significantly 
strengthen the financial position of utilities if they 
are highly leveraged (i.e. have a lot of debt), have 
flat or declining revenues (due to drought or water 
conservation) accompanied by increasing expenses 
(from system improvements), or their cash flow is 
restricted or tied up in investments.

According to Boyle, “The implications of the 
aforementioned are that Valor Water’s cost savings 
will help reduce [utilities’] expenses, increase revenue, 
increase liquidity (more cash that isn't restricted), and 
can help reduce leverage (pay down debt).”  Achieving 
any increase in revenue during a time of declining 
water use without hiking up usage rates is valuable 
to utilities, as it keeps them afloat without provoking 
consumers – which isn’t uncommon with utility rate 
hikes. To finance the much needed infrastructure 
improvements, it’s more than likely that water utilities 
will increase rates regardless, but that should not 
excuse water utilities from utilizing tools that can 
improve their financial position without placing 
undue burden on consumers.

Data Analytics for Other Utilities

As discussed in the previous issue of the Consumers’ 
Research Bulletin, internet service providers (ISPs) 
could significantly benefit from dynamic and other 
pricing options, so it stands to reason that data 
analytic software similar to that described above 
could be useful to these ISPs in achieving unrealized 
revenue. Additionally, natural gas providers that also 
experience some of the same challenges faced by water 
utilities – unrealized revenue due to inefficiencies, 
habitual non-payers, mis-classified customers, etc. 
– may also achieve similar gains by employing data 
analytic software.

Electric utilities across the nation have already begun 
to execute data analytic technologies; however, the 
smart grid does not seem to hold the same promise for 
electric utilities and their customers as data analytic 

software does for water utilities and their customers. 
In the next issue of the Consumers’ Research Bulletin 
there will be a follow-up article to this one on the 
U.S.’s aging energy infrastructure, the implementation 
of smart grid technologies, the security of the data 
generated by smart grid technologies, and the 
implications of dynamic and other pricing models (i.e. 
the cost to consumers). ◀


