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Water and Wastewater Rate Study Update e-mail X

The Town of Cobourg and Lakefront Utility Services Inc. (LUSI) retained the Watson & Associates
Economists Ltd. (Watson) to undertake an update to the water and wastewater rate study prepared for
the Town of Cobourg in 2008. Initial water rate updates were prepared in January and November 2013.
Since that time the Town and LUSI, have undertaken an Asset Management Plan review under the
Municipal Infrastructure Investment Initiative (MII). Results of the asset management plan were
provided for review by the Town and LUSI staff in December 2013. This letter report summarizes the
rate updates prepared based on this asset management plan.

The process undertaken for the update study included:

The review of water demand assumptions, whereby the historic customer and consumption
records were reviewed to assist in the forecast for water and wastewater service demands over
the 2013-2023 forecast period;

Updating the capital needs forecast for water and wastewater services, which was undertaken by
reviewing LUSI's 2013-2019 Capital Plan for water services, the Town’s 2014-2020 Capital Plan
for wastewater services and the lifecycle needs of the existing assets resulting from the Ml
asset management plan;

Developing a capital funding plan for the 2013-2023 capital needs forecast;

Review and update of the net operating expenditures for the water system to reflect 2013 actual
and 2014 budget estimates and forecast operating costs over the 2015-2023 forecast period,
incorporating associated capital plan requirements;

Providing recommend water and wastewater rate adjustments to address the needs of the long-
term financial plan; and

Providing an impact assessment of the recommended rates.

The following sections of this memo summarize the findings for each of the above reference process

steps.
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Watson & Associates Economists Ltd. 3.

To undertake the capital needs review, the first step was to determine the capital needs for the forecast
period. Based on the anticipated replacement timing and costs derived from the MIll Asset Management
Plan, approximately $27.7 million in capital needs for water services would need to be undertaken during
the 2013-2023 forecast period. This assessment suggests that LUSI's forecast of $2.1 million annually in
capital spending is lower than the average 10-year lifecycle needs (i.e. $2.8 million). Moreover, the
annual lifecycle replacement column in the asset management plan indicates an equivalent long-term
need of approximately $5.2 million annually. This would suggest that the water rates need to be
increased to generate capital funding capacity equivalent to roughly $5.2 million (in 20143%) to adequately
sustain future lifecycle demands. As noted above, by comparison, the current rates are providing for
approximately $0.9 million in funding annually.

For wastewater services the Ml Asset Management Plan identifies approximately $23.0 million in capital
needs during the 2013-2023 forecast period. This would suggest that the Town’s capital plan is
consisted with long-term average spending levels. However the Town’s plan anticipates capital
expenditures greater than the average in the early part of the forecast period. The annual lifecycle
replacement column in the asset management plan indicates an equivalent long-term need of
approximately $6.0 million annually. This would suggest that the wastewater rates need to be increased
$2.4 million currently to generate capital funding capacity equivalent to roughly $6.0 million (in20149).

For rate determination purposes, the capital needs forecasts have been adjusted for capital cost inflation
of 3% annually, reflecting the historic Statscan Construction Price Statistics Index.

As provided in detail in Appendix A, if the water rates forecast in the 2008 Study were to remain
unchanged (i.e. constant monthly base charge rates and roughly 9% annual consumptive rate
increases), the reserve fund would reach a deficit of approximately $4.0 million by a2019, subsequently
decreasing to a deficit of $3.0 million by 2023. The projected 2019 reserve fund deficit is due principally
to the $5.0 million clarifier replacement project in that year. As this trend does not reflect sustainable
funding for water services two water rate scenarios were considered. The first scenario utilizes debt to
phase in rate increases over the forecast period (i.e. $2.5 million in 2019 for the clarifier project).
Reflecting the competing demands for municipal debt capacity and other municipal service priorities, the
second scenario increases rates more dramatically in the early part of the forecast period to increase
contributions to capital reserves to provided sustainable capital financing over the period. The results of
these scenarios are provided in detail below.

As provided in detail in Appendix B, if the wastewater rates forecast in the 2008 Study were to remain
unchanged (i.e. constant monthly base charge rates and roughly 14% annual consumptive rate
increases to 2018), the reserve fund would reach positive balance of $12.0 by 2023. As this trend does
provide for sustainable funding over the forecast period, a more gradual rate phase-in has been
developed.

Net Operating Expenditure Forecast

LUSI and the Town provided the 2014 Operating Budget which formed the basis for the net operating
expenditure forecast. The 2014 operating expenditure estimates were inflated at 2.0% annually,
reflecting historic CPI rates over the prior 10 year period. Moreover, wastewater non-rate revenues are
forecast to increase more significantly than projected in the 2008 Study based on additional septage
receiving revenues from the County.

Annual operating expenditures for water services are expected to increase from 2013 levels of $2.1
million to $2.7 million by 2023. In addition, with increases in transfers to capital reserves and debt
financing under Scenario 1 annual capital-related spending would increase from $1.8 million in 2013 to
$4.7 million by 2023. By comparison, forecast transfers to capital reserves under Scenario 2 would
increase to $5.1 million by 2023.
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Table 1

Lakefront Utility Services Inc.
2013-2023 Water Rate Forecast — Scenario 1 (Debt)

Description Current 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Monthly Base Charge
3/4", 5/8" $ 1045|% 1087($ 1130[$ 11.75|$% 1223|$ 1271|$ 1322|$ 1375|3 1430|s 1487|s 1547
1 $ 4006|$ 4166($ 4333|$ 4506|$3 4686|$ 48743 50695 5272|s s482|s s702]s 5930
1% $ 5747|% 5977|$ 6216|$ 6465|$ 67.23|$  6992|$ 7272|s 7563|s 786s|s s1s0ls ss07
2" $§ 7489|% 7789|$ 81.00|$ 8424|$ 8761|$ 9112|3 9476|S 9855($ 10249($ 10659 |$ 11088
3" § 11569|% 12032 |$ 12513)|$ 13014 |$ 13534 ($ 14075|$ 14638 |5 15224 | 15833 (5 16466 |$ 17125
4" $ 16135|% 167.80|$ 174.52[$ 18150 (S 188.76|$ 19631 (S 204.16 |$ 21233|$ 22082 |5 22065|5 23884
6" $ 25195(% 26203 |$ 27251|$ 28341|$ 294.75|$% 30654 |$ 31880 |$ 33155|$% 34481|$5 as860|s 37295
8" $ 34319|% 35692|$ 371.19|$ 386.04 |$ 40148 |$ 41754 |$ 43424 |$ 45161 |S 46968 |5 48847 |5 508.01
Consumplive Rale ($/m*)
Block 1 Rate $ 075/% 081|$ 088[$ 097|$ 105|$ 115|$3 125|$ 136($ 149(s 1625 177
Block 2 Rate $ 093[% 100|$ 110|$ 120|$ 131|$ 142|s 155|s 169|s 184|s 201|3 219
Block 3 Consumption $ 117]$ 126|$ 138|$ 151|$ 164|$  179|$ 195|% 243|s 232|s 253|s 27

Table 2
Lakefront Utility Services Inc.
2013-2023 Water Rate Forecast — Scenario 2 (No Debt)

Description Current 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Monthly Base Charge )
314", 5/8" $ 1045/ 11.29|$ 1219|$ 1316|$ 1422|S 1535|$ 1658|$ 1791|$ 1934 ]|s 2089|$ 2256
1" $ 4006|$ 4326|$ 4673|$ 5046|$ 5450 |$  5886|S 6357|s 6sec|s 7415|s 8008 | $ 86.49
1y $_5747|S 6207|$ 6703|$ 7240|$ 78.19|$ 8444|$ 0120|s 9849|s 106375 11488|Ss 12407
2 $ 7489|% 8088|$ 87.35|$ 9434|% 10189 (S 11004 [$ 11884 |5 12835|$ 138625 14971|s 16168
3" $ 1156915 12495|$ 13494|$ 14574|$ 157.39($ 16999 |$ 18359 |s 19827 |$s 21413 |s 23126|s 24977
4" $ 16135[$ 17426|$ 188.20|$ 20325|$ 21961 |$ 237.08|$ 25604 |S 27653 |5 20865|$s 32254|5 34834
6" $ 25195|% 27211|$ 293875 317.38|$ 34278 |$ 37020 |$ 39981 |5 43180 |$ 46634 |5  50365|5 54304
8" $ 34319]S 37065|$ 40030 |5 43232 |$ 46691 |$ 50426 |$ 54460 |5 58847 |$ 63522 (s eec04|$ 74092
Consumplive Rate ($/m*)
Block 1 Rate $ 075/$ 081($ 089|$ 098|$ 1.08|$ 119|s 130]|s 130]s 130]s 130] $ 1.30
Block 2 Rale $ 093|$ 100|$ 110|$ 121|$ 134($ 147|s 1e2|s 162|s 162]s 162]$ 1.62
Block 3 Consumption $ 117]% 126|$ 139($ 153(s 168|$ 185|s 203|s 203|s 203|s 203($ 2.03
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Table 4
Town of Cobourg and Lakefront Utility Services Inc.
2013-2023 Annual Water and Wastewater Bill Inpact — Scenario 1 (Debt)

Description Current 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
WATER SERVICES
Annual Base Rate Bill $ 12540($ 13042|$ 13563 |$ 141.06|$ 14670|$ 15257 |s 15867 |s 165.02 $ 17162|$ 17848 |$ 18562
Block 1 Consumption 160 160 160 160 160 160 160 160 160 160 160
Block 2 Consumplion )
Block 3 Consumption
Consumplion 161 161 161 161 161 161 161 161 161 161 161
Annual C Bill $ 12000($ 12894)|$ 14137|$ 154.61|$ 16861 |$ 183.78|$ 20032|$ 21835|$ 238.00 $ 25942 |$ 28277
Total Annual Bill $ 24540|9$ 25936 |$ 277.01[$ 29567 |$ 31531 |$ 33635|$ 35899 |s 38337|$ 40962 $ 43791 |$ 46839
%Increase - Base Rate 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%
%lncrease - Consumption Rate 7.4% 9.6% 9.4% 9.1% 9.0% 9.0% 9.0% 9.0% 9.0% 9.0%
%Increase - Total Annual Bill 5.7% 6.8% 6.7% 6.6% 6.7% 6.7% 6.8% 6.8% 6.9% 7.0%
Description Current 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
WASTEWATER SERVICES
Annual Base Rate Bill -WW §$ 13692|% 14240|$ 14809|$% 154.02|$ 16048|$ 16658 |$ 17325|$ 18048|s 18738 $ 194388 |$ 20268
Block 1 Consumption 161 161 161 161 161 161 161 161 161 161 161
Block 2 Consumption
Block 3 Consumplion
Consumption 161 161 161 161 161 161 161 161 161 161 161
Annual Consumption Bill - WW $ 18354|% 191.65|$ 20042($ 208.96($ 21849 |$ 227.83($ 237.90($ 24841|$s 25938 $ 21084 |$ 282381
Total Annual Bill - WW $ 32046 |$ 33405($ 34821[$ 36297 |$ 37837 [$ 39441|$ 41114|s 42858(s 44677 $ 46572 |$ 48548
%lIncrease - Base Rate 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%
%Increase - Consumption Rate 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4%
%Increase - Total Annual Bill 4.2% 42% 4.2% 4.2% 4.2% 4.2% 42% 4.2% 4.2% 4.2%
Annual Water Bill $ 24540|% 25936 (% 277.01($ 29567 |$ 31531($ 33635($ 35899 s 38337|$ 40962 $ 43791 |$ 46839
Annual Wastewater Bill $ 32046 |% 334.05|$ 34821 S 36297 |$ 37837 |$ 39441 |$ 41114 |$ 42858|$ 44677 $ 46572 |$ 48548
Total Annual Bill S 565869 59340|$ 62522|$% 65864 |$ 69368|$ 73077|$ 77044 |$ 81195|$ 85639 $ 90363 |$ 953.88
Annual Bill Increase - $ 27.54 31.82 33.42 35.03 37.09 39.37 41.82 44.43 47.24 50.25
Annual Bill Increase - % 4.9% 54% 5.3% 5.3% 5.3% 5.4% 54% 5.5% 5.5% 5.6%)
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APPENDIX A
CURRENT WATER RATE FORECAST
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