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EPCOR Water (West) Inc.
1.0

Application for Adjustment to CIAC Charge

TARIFFS APPLIED FOR

1.

In accordance with Schedule B of its Water Tariff No. 4 (effective January 1, 2015),
EPCOR Water (West) Inc. (“EWW”) currently collects Contributions in Aid of Future
Construction (“CIAC”) upon receiving an application for an extension of service. CIAC charges
are one-time charges collected from developers or new customers to cover the costs incurred by
the utility to provide water service to additional units which utilize or may utilize waterworks
capacity in the future. Prior to July, 2015 CIAC funds were deposited into EWW’s Trust
Account, a trust fund held at the Royal Bank of Canada, and withdrawals were made to fund
projects for future expansion of source capacity upon written authorization of the Comptroller of
Water Rights (the “Comptroller”). As will be discussed below, EWW has expanded source
capacity but sufficient funds are not available to be released from the Trust Account. A Future
Capacity Receivable (“FCR”) account is utilized to track the funding deficiency, with the net
amount being referred to as the Deferred Capacity Trust Fund (“DCTF”). Based on discussions
with the Comptroller on July 21, 2015 EWW now deposits CIAC funds directly into its general
bank account and records a transaction in its accounting records that reduces the balance in the
FCR.

2.

For reasons provided below, EWW hereby submits this Application for Adjustment to
Contributions in Aid of Future Construction Charge (the “Application”) to amend its CIAC
charge, as shown on Schedule B of its Water Tariff No. 4 (as amended effective January 1,
2015), from $8,500 to $19,000. Further, EWW seeks approval of the $19,000 CIAC charge on
an interim basis, subject to final approval by the Comptroller, effective September 1, 2015.

3.

Please see a copy of Schedule B attached that has been amended to reflect the proposed
$19,000 CIAC charge. EWW proposes to replace Schedule B in EWW’s current Water Tariff
No. 4 with the amended Schedule B.

4.

Section 2.0 below provides a brief overview of how EWW has reflected the actual and
forecast balances in its Trust Account / FCR in this Application.

5.

Section 3.0 below examines the issues that EWW has recently observed which are
creating additional risks for the utility and provides support for why EWW should earn the
Weighted Average Cost of Capital (“WACC”) on investments made to fund DCTF deficiencies.

6.

Section 4.0 provides an update of the Trust Account balance as at December 31, 2014
and a status on the developer-funded capital projects approved by the Comptroller in prior
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Revenue Requirement and Rate Applications that have been placed into service/are forecast to be
placed into service in the periods 2011 to 2017.

7.

Section 5.0 below identifies the projects to be funded through the Future Construction
Charge (“FCC”) program in the 2015-2027 period and explains the basis for EWW’s proposed
$19,000 CIAC charge.

8.

Section 6.0 below reiterates some of the issues EWW faces with appropriately funding
growth projects and requests guidance from the Comptroller with respect to establishing a path
forward for funding future projects.
2.0

TRUST ACCOUNT / FUTURE CAPACITY RECEIVABLE
BALANCES

9.

On an ongoing basis, EWW monitors the balance in the Trust Account held at the Royal
Bank of Canada and reviews the need to update its CIAC charge taking into consideration: (i) the
current DCTF balance; and (ii) the forecast DCTF balance based on forecast deposits and
withdrawals. EWW has attached Table 1 to this Application to provide the actual and forecast
amounts held in the Trust Account and the actual and forecast FCR balances over the period
2012-2027 based on the applied-for CIAC charge of $19,000.

10.

EWW has also attached Table 2 to provide detailed information on the timing of the
recognition of amounts receivable from the FCC based on: a) capital project expenditures
incurred during 2009-2014; and, b) developer-contributed capital projects included in EWW’s
2015-2017 Revenue Requirement and Rates Application (“2015-2017 RRA”). Rows 1 to 8 of
Table 2 provide the capital expenditures by project by year. Actual capital expenditures are
provided for the period 2008 to 2014 and forecast expenditures are provided for the period 2015
to 2017. Rows 9 to 15 of Table 2 show the anticipated year in which the project or portion
thereof goes into service and becomes an amount eligible for collection from the DCTF.
3.0

REQUEST TO EARN WEIGHTED AVERAGE COST OF CAPITAL

In Order No. 2221 (in respect of EWW’s November 19, 2009 application to adjust its
CIAC charge), the Comptroller directed EWW to fund any short-term shortfalls in the DCTF
based on the short-term interest rate of Canadian prime rate (source: Bank of Canada, Series
V121796), plus an indicative credit spread for EWW and a 5 basis point administration fee on
any short-term loans to the DCTF. On page six of Order No. 2221, the Comptroller noted that

11.
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“any shortfall should be minimized and be as temporary as possible with EWW managing the
project timings and cost recoveries accordingly.”

12.

On Row 19 of Table 1 EWW notes that it is projecting a long-term shortfall in the DCTF
which commenced in 2014 and will continue through to 2026 and submits that it bears
significant risks that were not previously foreseen in its previous applications.

13.

EWW has made, and will continue to make significant investments in the French Creek
service area. These investments have enabled the development community to make easier
choices with respect to where on Vancouver Island they wish to build new subdivisions. Clearly,
a prospective developer will, as part of its planning process, consider water quality and water
service capacity in one of its criteria when choosing where to construct. Therefore, a service
area such as French Creek would be seen to be highly attractive, with its added well capacity, to
construct new housing. However, developers also utilize other criteria, such as access to schools,
parks, road infrastructure to decide where and when to build. EWW bears the risk that
developers will assess those other criteria as higher in importance thus delaying development
activity in the service area.

14.

EWW also notes that its capacity expansion programs can take a number of years to
complete. For instance, new well programs expected to be completed in the 2015 – 2017 RRA
period have been under construction since 2011 and prior. The FCC program was established
based on the premise that developers would first provide funds to build a new well, and then
EWW would utilize these funds to construct new capacity. EWW now recognizes that the extent
to which developers are likely to provide long term funding for future projects is lower than
originally thought. EWW is therefore bearing additional risk which the developer community is
not prepared to bear. EWW should be allowed to earn a fair return for this risk.
EWW’s current supply capacity is 35.5 L/s. Our most recent addition to supply capacity
was 16.9 L/s, or a 47% increase at a time when customer growth is forecast to be 0.80%. EWW
plans its well construction projects for the long term benefit of the community since it is more
cost effective to construct a few wells that can provide large increases in capacity than numerous
small wells that would provide minimal increases in capacity. In so doing, EWW lays out more
funds to construct these larger scale wells and should therefore be allowed a fair return for the
higher level of investment made.

15.

16.

In its March 2012 CIAC application EWW forecast developer lot contributions of 50
units per year for the period 2012 – 2019. Its actual experience is that there were no new
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contributions in 2012, and only 38 contributions in 2013. EWW received only eight
contributions in 2014, and is forecasting only 56 contributions over the 2015 – 2017 test period.
The slower than forecast growth has significantly lengthened the time period under which EWW
will be able to recover its investment in future capacity.
August,
2015 Lot
Actuals/Fo
recast

March,
2012 Lot
Forecast

Year
2012
2013
2014
2015
2016
2017

50
50
50
50
50
50

-2
38
8
56
0
0

2018

50

14

2019

50

14

400

128

17.

EWW now also has a better understanding of the risks inherent in drilling a new well.
The likelihood that a well will provide no or a low water supply is more significant than first
realized and is demonstrated in the table below which shows new water supply ranging from 0
L/s to 10 L/s. It is also more likely to take longer and to cost more to find a water supply that will
satisfy capacity requirements. This is demonstrated in the table below which shows 1 attempt
each to successfully build new capacity at Springhill Road ($100 per 1 L/s) and 3 attempts to
build new, but not significant, capacity, at the Church Road site ($704 per 1 L/s). EWW has
been prudent in its expenditures on finding and creating new capacity and will continue to use its
experience when planning and forecasting the costs of future well construction.
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Variability in New Water Supply Capacity from New Wells

Well

Peak
Recomme
nded
Forecast
Pumping Cost
Rate (L/s) ('000s)

Church Road TW s1

1.6

TW n1
Lundine Lane Well

1.0
2.6

Cost/Pum
ping Rate

1,830

704

10.0

1,318

132

Springhill Road #2a RW s1

7.4

732

99

Springhill Road #2a ACs1

7.9
37.9

787
4,667

100
123

Oceanside Well #2
RW n1

10.0
-

Based on the above, EWW requests that the Comptroller recognize EWW’s current risks
and its inherent risks previously not identified by allowing EWW to earn a return on the shortfall
based on the Weighted Average Cost of Capital (“WACC”) approved by the Comptroller in
Order 2420.

18.

19.

The WACC used in Table 1 is 6.24% for 2014; 7.37% for 2015; 7.31% for 2016; and
7.29% for 2017 to 2027. EWW is using 7.29% as a placeholder for 2018 to 2027 and will update
this rate to the Comptroller approved actual rates whenever EWW files a new CIAC application.
4.0

BACKGROUND – 2008-2017 New Capacity Projects

20.

In Order No. 2221, the Comptroller approved a CIAC charge of $6,700, effective
March 1, 2010. This charge was determined based on a forecast of developer-related capital
projects totalling $2.1 million for the period March 1, 2010 to December 31, 2011 period divided
by 310 units forecast to be served by those projects.
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21.

The forecast closing balance in the Trust Account at December 31, 2011 was $245
thousand, while the actual closing balance was $1,107 thousand. In 2010 – 2011, 127 developer
lot contributions were received. Only 109 lot contributions were received at the CIAC charge of
$6,700 with the remainder received at a lower CIAC rate. In recognition of the lower level of
developer funding ($820 thousand), signifying lower than forecast growth, EWW sought only
$1,015 thousand in costs related to a new reservoir (Project ID 870996) and a growth study.

22.

In Order No. 2315 and subsequent Order No. 2327, the Comptroller approved a CIAC
charge of $8,500, effective April 15, 2012. This charge was determined based on a forecast of
50 developer lot contributions each year for the period 2012 – 2019 in order to recover: $2,861
thousand from new developer-related capital projects; interest costs for shortfalls in the DCTF;
and shortfalls from developer-related capital projects that continue to be constructed.
The forecast closing balance, per EWW’s March 29, 2012 application, in the DCTF at
December 31, 2014 was ($1,220) thousand, comprised of a balance of $nil in the Trust Account
held by the Royal Bank of Canada offset by a balance of ($1,220) thousand in the FCR.

23.

24.

The actual closing balance per Table 1 of the current application is ($884) thousand,
comprised of a balance of $171 thousand in the Trust Account and a balance of ($1,055)
thousand in the FCR.

25.

In 2012, EWW forecast 150 developer lot contributions for the period 2012 - 2014 but
has received only 46 contributions, less a refund of two contributions, for the same period. For
the 2012 – 2014 test period, EWW has placed into service $1,354 thousand in assets for
developer-related capital projects.

26.

A status report of each developer-related capital project is provided below.

27.

The Church Road New Reservoir (Project ID 870996) was placed partially into service
in 2011 with final in-service occurring in 2012. Costs of this project ($1,066 thousand) were
recovered from the Trust Account in 2013.

28.

The project to construct New Wells to Support Growth (Project ID 870997) is forecast
to cost $1,830 thousand by its final completion date in 2016. The portion of this project
constructed prior to 2015 is currently being reviewed by the Vancouver Island Health Authority
(“VIHA”) as EWW is seeking source water approval. EWW is forecasting that all regulatory
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approvals and final construction of this project will occur by 2016. Once VIHA approval has
been received, EWW will seek approval from the Comptroller to approve costs of phase I of this
project ($507 thousand) as a 2014 addition to the FCR (aka Loan from EPCOR). Phase II of this
project is expected to be completed in 2016 and once again, EWW will seek approval from the
Comptroller for the costs of this portion of the project ($1,322 thousand) as a 2016 addition to
the FCR.

29.

The two phases of the project are 100% developer funded. An assessment of the
additional capacity provided by these wells will be performed once placed into service to
confirm that the costs of the two phases should continue to be treated as developer funded. At
present the additional well capacity from these wells is only 1.6 L/s. For details on the costs
incurred and the issues faced by EWW related to this project, please see the 2015 – 2017 RRA.
Project ID 070997 – New Wells to Support Growth was originally forecast to be a
100% developer-funded capital project. As per Direction 1 of Order 2420, 29% of the costs of
this project will be developer-funded with the remaining 71% rate base funded. Well projects
currently undertaken by EWW have been estimated to add 15.3 L/s of additional capacity of
which 10.8 L/s (71%) is required to satisfy existing customer demands with the remainder
considered to service future (i.e. developer-funded) demands. The developer related forecast
costs of this project are $231 thousand. This project is currently awaiting VIHA approval. Once
this approval has been received, EWW will make an application to the Comptroller to approve
the costs of the project as a 2015 addition to the FCR.

30.

31.

The Well Rehabilitation project on Springhill Road (Project ID 870998) was originally
forecast to be a 20% developer-related capital project and 80% rate base related capital project.
As discussed above, 29% of the costs of this project are developer funded. The developer related
forecast costs of this project are $212 thousand. This project is currently awaiting VIHA
approval. Once this approval has been received, EWW will make an application to the
Comptroller to approve the costs of the project as a 2015 addition to the FCR.

32.

The Drew Road Water Treatment Upgrades (Project ID 230996) was completed in
2013 and is a 100% developer-related capital project. An application to the Comptroller was
prepared in 2013 adding $223 thousand to the FCR in 2013. Funds were released from the Trust
Fund in 2014.

33.

The Drew Road Pump Station Upgrades are forecast to be constructed in 2016 and is
considered to be a 9% developer-funded capital project. An application to the Comptroller to
August 31, 2015
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approve the developer related costs of this project ($24 thousand) as a 2016 addition to the FCR
will be prepared in 2016.

34.

The Lundine Lanes Upgrades (Project ID 210998) were completed in 2014 for $552
thousand and is a 100% developer-funded capital project. An application to the Comptroller was
purposely delayed until a Decision was reached on the 2015 – 2017 RRA and will be prepared in
the third quarter of 2015 to approve, as a 2014 addition to the FCR, the full cost of the project.

35.

EWW completed the Growth Assessment Study. The cost for the Growth Assessment
Study ($22 thousand) was withdrawn from the DCTF in 2014 as shown in Table 1, row 3.
5.0

FORECAST 2015-2027 DCTF

EWW’s capital plan, as approved by the Comptroller in Order 2420 includes $438
thousand in costs to complete projects that were started within, or prior to, the 2012-2014 test
period. These projects are identified in rows 2 to 4 of Table 2.

36.

37.

EWW intends to place $1,790 thousand in developer-funded capital projects into service
over the 2015-2017 test period.

38.

As recommended by the Comptroller on July 21, 2015, EWW no longer deposits funds
received from developers to the Trust Account. Rather these funds are being deposited to
EWW’s general bank account and an offsetting reduction in the FCR (Loan from EPCOR) is
recorded.

39.

At a future date, should the loan amount become zero, EWW will return to its prior
practice of depositing funds received from developers to the Trust Account, then submitting a
Release of Funds letter to approve project costs allowing for the transfer funds from the Trust
Account to the general bank account.

40.

Upon the issuance of an Order regarding this application, EWW will request from the
Comptroller that the current balance in the Trust Account be transferred to EWW’s general
account and that the Trust Account be closed. The result of this transfer will be to reduce the
amount owing in the FCR by $188 thousand.
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41.

EWW intends to recover shortfalls in the DCTF based on the WACC approved by the
Comptroller in Order 2420.

42.

In Table 3, EWW demonstrates how it has forecasted future growth and future Maximum
Day Demand. Maximum Day Demand represents the volume of water per second that wells will
need to supply in order to meet customer needs on specific days in the year.

43.

In Determination 11 of Order 2420, the Comptroller approved a customer growth forecast
of 14 per year over the RRA period. Lacking any better information EWW is using the customer
growth forecast as a proxy for its lot growth forecast of 14 per year after 2017. As noted
previously, the prior CIAC application forecasted 50 new residential lots per year which was too
high. EWW is also aware of only one large development of 54 lots that is planned to occur in
2015, and is not aware of any other large residential developments that are planned to be
constructed after 2016. EWW is also aware that customer growth can occur through existing
developments rather than new developments. For instance, an empty house or condominium unit
would, once occupied, increase customer count but not change the lot count. This may suggest,
in hindsight, that even the 14 residential lot growth forecast is too high. EWW intends to review
the lot development forecast as part of its next RRA and adjust the forecast as required. An
illustration of the potential issue is provided below.

Year
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Customer
Lot Growth Growth
Actuals/Fo Actuals/Fo
recast
recast
80
21
47
-3
-2
17
38
11
8
30
56
14
0
14
0
14
14
14
14
14
255
146

44.

Through discussions with the Comptroller on July 21, 2015 EWW has identified the
possibility of treating the 54 lot development as a separate project with separate cost recovery for
that specific project. At the present time, isolating and costing this project separately would only
August 31, 2015
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magnify the issues that EWW is currently facing. EWW has not considered this approach in the
current application.

45.

EWW is aware of one or two potential commercial developments that may be constructed
in the short term with in-service dates after 2017, but does not have sufficient information to
know the nature and size of these developments and has not included this in our forecast.

46.

At 2013 Maximum Day Demand of 46.3 L/s EWW has insufficient capacity to meet the
needs of current customers. The well programs currently underway are intended to meet both
current needs and future customer requirements.

47.

Once VIHA source water approval is received, EWW will have a supply capacity of 52.4
L/s and total capacity of 62.4 L/s. The extra 10 L/s is required in order to continue to meet the
needs of current customers should the largest well be placed out of production.

48.

Based on the above and assuming that supply capacity from these wells does not drop
over time, EWW forecasts that new wells will need to be constructed in 2026/2027 to meet
future customer needs in 2028. Maximum Day Demand is forecast to be 52.6 L/s in 2028. See
table 3 and the chart below for numerical and graphical representations of the forecast.
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49.

Total Capacity represents the entire well capacity for all wells while Supply Capacity
represents the supply available to meet customer needs should the largest well, currently
Oceanside #2 be placed out of service. Base Demand represents current demand of current
customers and has been forecasted to stay constant, regardless of conservation strategies or other
impacts. Future Demand represents the increased demand from new customers plus current
demand from existing customers.

50.

Over the period 2015 to 2027 EWW forecasts that 196 new lots can be developed based
on the new capacity allocated to growth and that 182 new residential customers will connect to
the water system over that time period. There will always be a lag between new customers and
new lots as the new lots first need to be constructed before customers can build homes, and
occupy the units. EWW has not considered the extent to which new residential customer growth
may occur from existing lot developments as discussed in paragraph 40 above.

51.

EWW’s current forecast has been designed to adequately consider differences between
forecast and actual lot developments and differences between forecast supply capacity and
forecast Maximum Day Demand. The previous application did not adequately consider that
demand would quickly outgrow supply based on a growth rate of 50 lots per year as illustrated
below. This improved design will allow EWW to adjust the CIAC charge more moderately in
the future.
March,
2012 Lot
Forecast

Year
2013
2014
2015
2016
2017
2018
2019

50
50
50
50
50
50
300

Maximum
Day
Demand
46.3
47.8
49.3
50.8
52.3
53.8
55.3

Based on New Demand per Customer of 0.03 L/s,
EWW would have run out of supply capacity of
52.4 L/s in 2018
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52.

EWW is aware that there is a potential for supply or total capacity to drop as the wells get
older or as other activities outside its control occurs. In this application, EWW has not
considered the potential rate base impacts to current customers if capacity funded by growth
customers is re-deployed to meet current customer’s demands.

53.

EWW estimates that, based on new well costs and pumping rates allocated to new
developments, 7.0 L/s of Total Capacity should be restricted to new lot growth. In the long-term
future, EWW may determine that it is more cost-effective for both the ratepayer and EWW to
transfer a portion of the 7.0 L/s allocated to growth customers to the ratepayer rather than
construct new wells.

54.

In Order 2420, the Comptroller directed EWW to prepare a seven year DCTF schedule.
EWW has prepared a 13 year DCTF schedule as it believes this provides a fulsome analysis: of
the funding levels required to return the DCTF balance to near zero; of the costs that are
projected to be incurred for future projects; and, of the growth and supply assumptions
necessary to return to near zero.

55.

This schedule also provides a better understanding of the funding that is needed by
developers prior to the construction of new wells and other growth assets. This will allow the
FCC program to return to the original intention of being a pre-funded developer paid program,
rather than a utility invested program.

56.

At the current rate of $8,500 per lot EWW forecasts that it will not have any supply
capacity in 2028 to meet Maximum Day Demand and will be owed $3.1 million from the DCTF.
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Total Supply Capacity
Existing Maximum Day Demand
Capacity Available for Growth
Demand per new lot/customer
Available lots
Current CIAC Charge

52.60
46.80
5.80
0.03
196
$8,500

Total Funds Collected
Current Balance in Trust Account

1,666,000
170,699
1,836,699

Current Balance in FCR
Forecast Future Costs
Forecast Return at WACC
Interest on Trust Account

-

1,054,646
1,790,069
2,095,394
425
4,939,684

DCTF balance at Dec 31, 2027

-

3,102,985

57.

EWW has considered a scenario where the DCTF balance is reduced to near zero by
2021. Utilizing a forecast of 14 lots per year the CIAC charge would need to be raised to
$27,000 per lot (a 317% increase over the current rate). EWW is concerned that such a rate
increase would definitely sway developers away from EWW’s service area, thus exacerbating
the DCTF deficiency. In such a case the forecast growth of 14 lots could significantly drop.
EWW also does not want to create two or more separate rate charges for the same group of well
development programs. For instance, if at a rate of $27,000, EWW does become fully funded by
2021, the CIAC rate would likely drop significantly after 2021. This would create unfairness for
developments occurring in the 2015 to 2021 period vs developments occurring after 2021. This
scenario also does not properly account for the potential growth capacity that would still be
available after 2021.

58.

EWW, through inquiry with the development community, has learned that at $8,500 per
lot its pricing is significantly lower than the current market rate of approximately $12,000 per
lot. EWW has also searched for and reviewed CIAC charge of other utilities and has not been
able to identify many, and for those utilities that do charge CIAC fees, EWW’s cursory review
indicates that there is no comparability between utilities.

59.

EWW has considered a scenario where the CIAC rate over the current RRA period would
be $12,000 and increase for the period 2018 to 2027 in order to return the balance in the DCTF
to near zero. At a rate of $12,000 for the period 2015 to 2017 and a rate of $23,000 for the
period 2018 – 2027 EWW would have a near zero balance in the DCTF.
August 31, 2015
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60.

This 2 tier rate structure would recover the cost of service from new development, but
would create unfairness for developments occurring after 2018 vs developments occurring before
2018.

61.

Developers are more likely to construct in areas where facilities and infrastructure are
already in place. The assumption that developers will pre-fund construction of wells is not
realistic.

62.

EWW is using better knowledge of current and future growth potential in building its
forecast, by reviewing actual lot development history, dialoguing with developers on their future
plans and having a better understanding of the marketplace.

63.

EWW has a better understanding of the risks and costs associated with drilling a new
well. Costs of drilling a new well are highly variable based on soil conditions and other factors.
New capacity from a new well is also highly variable. Refer to the 2015 – 2017 RRA and to
paragraph 17 above for examples of high well costs with low added capacity and moderate well
costs with much better than expected added capacity.

64.

EWW also has a better understanding of the nature of its operations. Customer
contributions represent 50% of EWW’s gross rate base. EWW should therefore not be
considered to be strictly a utility which supplies water to existing customers. In a sense, it is also
acting as a development company facing differing and larger risks than those faced by a typical
utility operation.

65.

EWW is forecasting that $3,703 thousand in developer funded deposits will be made
between 2015 and 2027 of which $2,864 thousand will be used to recover actual and forecast
construction costs and $839 thousand will be considered a recovery of interest costs and return.
The recovery of interest and return recognizes EWW’s continuing risks of carrying a short term
receivable balance, the new risks associated with slower than expected growth and carrying a
long term receivable balance, and additional unforeseen future risks.
EWW’s interest is to ensure that the developer community bear the risk of future growth
and bear it at an effective cost. EWW forecasts that by 2027, a balance of $167 thousand will be
available in the Trust Account to fund future developments. The risk of managing growth can
then be transferred back to the developers of French Creek. And, if in the future, the DCTF

66.
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balance returns to a deficit balance, EWW will be compensated for the development risk that it
would be undertaking at that time.

67.

Instead of preparing Release of Funds applications that were used when a Trust Account
balance existed, EWW will now prepare Authorized Capital Expenditure applications that will
advise the Comptroller of costs incurred by EWW that EWW wishes to add to the FCR. Within
that application EWW will advise the Comptroller of the current balance in the DCTF and the
forecast balance after project costs have been approved to be added to the FCR. Two such
applications will be prepared upon approval of this application: Phase I of 870997 and 210998.
EWW is prepared to fund the FCR based on EWW’s WACC as approved in EWW’s
RRA applications. EWW’s proposed CIAC charge includes the recovery of capital project costs
plus the carrying costs associated with any shortfalls in the FCR as shown in Table 1, row 19.

68.

6.0

PATH FORWARD

In EWW’s presentation to the Comptroller on July 21, 2015, we provided five
methodologies for ensuring that, in the future, all stakeholders fairly share in the risk and
rewards of receiving water services in the service area. In retrospect, it is clear that the risks
associated with our current well program were not fully identified. An objective viewer may
also, in retrospect, identify that the rewards may not have been fairly shared between all
stakeholders. In order to ensure the future viability of the service area EWW is seeking
Directions or Orders from the Comptroller with respect to which methodologies EWW should or
should not consider when examining the construction and funding of future capital programs.

69.

70.

Below is a recap of the five methodologies:
1. Growth projects shall be fully funded before construction is initiated.
This approach removes all risk from EWW and results in no risk to current
ratepayers. This approach may tend to stagnate any growth within the service
area as developers will need to pre-fund the project for periods of more than 3
years, based on EWW’s recent experiences, before they would be able to sell fully
developed lots.
2. Developers build growth projects and transfer assets to EWW.
This approach removes all risk from EWW and results in no risk to current
ratepayers. This approach may tend to create less cost – effective solutions, as
developers will size the project for their specific needs which would generally be
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lower than the needs of the entire service area, and negatively impact EWW’s
integration of the new assets, as without appropriate oversight and control EWW
may be integrating assets that do not conform to EWW construction standards.
EWW noted, in a previous application, that this was an important issue negatively
impacting the utility.
3. New capacity programs need to consider a whole system approach.
New programs are undertaken to benefit both current ratepayers and developers
since, as discussed above; it is not cost effective to build unique solutions to
support only one group of customers or developers. Once constructed, it becomes
operationally impossible to isolate capacity intended to support current ratepayers
from capacity intended for future ratepayers. It may therefore be reasonable for
current ratepayers, developers and the utility to fairly share the risks associated
with drilling a dry well or the benefits of drilling a well with higher than expected
capacity. The current pick a well approach used where specific wells are assigned
to ratepayers, developers or a mix is therefore not appropriate when a
comprehensive well program involving the construction of numerous wells is
being undertaken.
4. An incremental approach needs to be considered when allocating costs to growth
projects.
Based on EWW’s current experience, the main reason for undertaking the current
well programs was to satisfy a current supply deficiency. In hindsight it is clear
that the growth portion of the current program could have been delayed for a few
years. It may therefore be reasonable to assume that current ratepayers receive all
the risks and rewards of any new capacity constructed. Any capacity not required
to support current ratepayers, and associated costs, could continue to be included
in rate base. Then, as new development occurred, funds received would be
applied in a manner that would reduce rates charged to ratepayers.
5. Reallocation of growth costs as current supply falls.
EWW foresees the possibility that at the proposed CIAC rate growth in the
service area will be stalled in the long term. Simultaneously, well capacity
assigned to current ratepayers may start to drop resulting in a requirement to build
new capacity for current ratepayers. EWW believes that it would potentially be
prudent and reasonable to transfer existing growth capacity and costs back into
rate base, rather than continue to separate growth capacity from existing capacity.
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COMPLIANCE REPORTING

71.

As part of its 2015 compliance reporting, EWW will report to the Comptroller the
balances, withdrawals, deposits and carrying costs in the Trust Account separately from the
interest charged, rate of interest (or WACC if approved), deposits/loan reductions (ie Developer
funds received), authorized and/or pending releases/expenditures and opening and closing
balances in the FCR Loan.

72.

As part of its annual compliance reporting after 2015, EWW will report to the
Comptroller updated DCTF schedules including interest charged, rate of interest (or WACC if
approved), deposits/loan reductions(i.e. Developer funds received), authorized and or pending
releases/expenditures and opening and closing balances. A proforma schedule is attached as
Table 4.
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