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) TOWN OF NEWMARKET

. 395 Mulock Drive www.newmarket.ca

Newmarke't P.O. Box 328 mmayes@newmarket.ca
Newmarket, ON L3Y 4X7 005.895.5193 ext. 2102

November 19, 2015

CORPORATE SERVICES REPORT - FINANCIAL SERVICES-2015-54

TO: Mayor Tony Van Bynen and Members of Council
Committee of the Whole
SUBJECT: 6 Year Financial Plan — Water and Wastewater

ORIGIN: Director, Financial Services/Treasurer

RECOMMENDATION

THAT Corporate Services Report - Financial Services — 2015-54 dated November 19, 2015
regarding 6 Year Financial Plan — Water and Wastewater be received and the following
recommendation be adopted:

THAT Council adopt the proposed 6 Year Water Financial Plan and the 6 Year

Wastewater Financial Plan.

COMMENTS

Purpose:

Staff was directed in Financial Services Report 2014-36 to update the 8-Year Water and
Wastewater Financial Plan, this review includes an update to the rate structure and
consumption projections.

Budget Impact:

This plan proposes to set rates where the annual residential bill will increase by an average of
6.7% and the annual bill for a non-residential customer with a 2" meter will increase by an
average of 8.3% over the six years.

Summary:
This plan updates consumption projections. It also proposes adopting a tiered fixed rate
structure where customers with larger meters pay a higher monthly rate. Finally, it proposes
an increase in the asset replacement fund contribution in order to achieve long-term financial
sustainability.
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BACKGROUND

In the Financial Services Report 2014-386, staff was directed to conduct a further review of the
water rate structure with an update to the 6 Year Water Financial Plan and 6 Year Wastewater
Financial Plan.

This plan recommends updating the rate structure. This report provides a rationale for the update
to the structure. This plan also updates consumption projections to better reflect current trends.

Analysis and Options

Consumption Projections

In Financial Services Report 2014-36, it was found that based on economic, social and
technological factors, total consumption in Newmarket will continue to decrease. This report, for
the purposes of the new 6-year water and wastewater financial plans, projects water consumption
to 2021. See table 1 for the results.

This projection is based on historical population, consumption and York Region population
projections outlined in 2047 York Region Draft Growth Scenarios and Land Budget. As water
consumption per capita is decreasing without sufficient population growth to offset this trend, it is
projected that total billable consumption will decrease by 10% by 2021 compared to 2015.

The billable consumption is projected to decrease by less in 2017 to 2019 because the Town's
meter replacement program will increase the accuracy of the meters and will record higher
consumption levels.

Table 1: Water Consumption'Projections in Newmarket

2016 2017 2018 2019

Cnsumption in Cubic
Meters per Person per
Year

64.0

75.5 73.0 70.6 68.3 66.1

Population 87,519 88,421 89,331 90,251 91,181 92,100

Billable Consumption in
Cubic Meters (000’s)
without New Meters

6,607 6,457 6,311 6,168 6,029 5,892

Billable Consumption in
Cubic Meters (000's) with
New Meters

6,607 6,536 6,465 6,394 6,250 6,110

Billable Consumption

Growth Rate with New
Meters

-2.3%

-1.1%

-1.1%

-1.1%

-2.3%

-2.3%
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Wholesale Rates

York Region approved the new Water and Wastewater Financial Sustainability Plan, which sets
the wholesale rate at which the Town pays to have potable water delivered to our municipality and
to have it treated. See table 2 for the wholesale rate increases over the next six years.

Table 2: York Region Wholesale Rates from 2015 to 2021,

0 D16 0 018 019 020 0
Blended Rate $2.18 $2.37 $2.59 $2.82 $3.07 $3.35 $3.45
Rate Increase N/A 9.0% 9.0% 9.0% 9.0% 9.0% 2.9%

Rate Siructure

It is recommended that the Town adopt a tiered fixed rate structure where cusiomers with larger
meters pay a higher fixed rate. The American Water Works Association has established a
standard factor of what customers should be charged relative to the residential sized meter.

Table 3: Standardized Meter Equivalency Factor

Meter Size

Equivalency Factor

To illustrate how the equivalency factor works, if a resident with a 5/8” is charged $14 per month
for their fixed water rate, a business with a 2" meter would be charged 8 times the amount
equating to $112 per month.

According to the 2074 BMA Consulting Municipal Study, low consumption customers in
Newmarket pay among the most for water in York Region while high level water consumers pay
among the least. See table 2 for a regional comparison of water and wastewater annual charges.

Table 4: Water and Wastewater Charge per customer based on consumption and meter
size in York Region in 2014.

- Consumption 200m® 10,000m° 30,000m* 100,000m®

Meter Size _ 5/8" 2" 3" 4"

Aurora $666 | $33,302| $99,906| $333,020
East Gwillimbury 1,098 52,556 159,156 532,256
Geordina 862 32,187 96,475 321,483
King 813 37,134 113,095 370,317
Markham 613 30,649 91,947 306,490
Newmarket 914 29,256 87,006 289,536
Richmond Hill 628 31,400 94,200 314,000
Vaughan 617 30,856 92,568 308,560
Whitchurch-Stouffville 630 31,475 94,425 314,750
Average 760 34,313 103,208 343,379
Median 666 31,475 94,425 314,750
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To gauge the impact of changing to a tiered fixed rate in Newmarket, table 3 illustrates what the
annual charge for customers would look like using the 2014 volumetric rate and the proposed
tiered rate structure.

Table 5: Water and Wastewater Charge per customer based on consumption and meter
size with proposed rate structure using the 2014 volumetric rate

Consumption ~ 200m° 10,000m* 30,000m*> 100,000m®

Metersize T gy > w g
Newmarket with Tiers $914 | $31,618 $91,830 $297,702

There is economic reasoning as to why customers with large meters should bear a greater portion
of the fixed cost. Larger meters are more expensive to maintain and replace and require a greater
amount of standby capacity to accommodate consumption at peak times.

Moving to a tiered fixed rate increases total revenue by 4%, which reduces the pressure on
volumetric rate increases and provides greater revenue stability.

This additional revenue will come from non-residential customers with larger meters that put
greater strain on the water and wastewater infrastructure.

Approximately 66% percent of non-residential customers have meters smaller than 2”.
These customers will not see an increase to their fixed rate.

True costing the fixed charge for large meters enables lower increases to the volumetric rate. The
effect of the new structure is that it will make water and wastewater more relatively affordable for
residential and small business customers in subsequent years.

The inventory for the water meters is currently being collected. Since the meter inventory is in
progress, the tiered rate could be implemented as early as June 2016.

Asset Replacement Fund Contribution

The new 6 Year Water Financial Plan and 6 Year Wastewater Financial Plan recommend
increasing the asset replacement fund contribution by 8.5 percent per year. The additional
contribution is required in order to maintain capital reserves as a percent of accumulated
amortization. According to the asset replacement schedule for the Capital Financing Sustainability
Strategy, the Town must increase its contribution in order to remain financially sustainable in the
long term.

Table 6: Capital Reserves as a percent of Accumulated Amortization

2016 2017 2018. 2019

2015

2020 | 2021

Capital Reserves as a % of
Accumulated Amortization




Corporate Services Report - Financial Services-2015-54
November 19, 2015

5of7

Volumetric Rate Impact

This plan proposes a combined volumeiric increase of 10% in 2016, 7.22% from 2018 to 2020

and 4% in 2021. See table 7 below.

Table 7: Combined Volumetric Rate Increases from 2016 to 2021

2016

2017

2018

2019

- 2020

2021

Cmbine olmetc
rate per cubic metre $3.47 $3.72 $3.99 $4.27 $4.58 $4.77
Percent Increase 9.98% 7.22% 7.22% 7.22% 7.22% 4.00%

Fixed Rate Impact

This plan proposes no increase in the base annual charge in 2016 and increases in subsequent
years to ensure that the base fixed rate becomes 33% of the average residential customers' utility
bill. See Table 8 for an illustration of the fixed rate over time. This table also illustrates the
proposed phase in schedule for the tiered fixed rate structure. For more information on the phase
in schedule please refer to Financial Services Report 20156-53.

Table 8: Fixed Rate Increases from 2016 to 2021

- I oL

| 2017

2018

2019 12020 2021

E{Zf: Annual Fixed $28.00 | $28.00 | $30.75 |$32.70 | $35.06 |$37.59 | $39.09
éa?geter Monthly $28.00 | $112.00 | $246.00 | $261.59 | $280.47 | $300.72 | $312.75
3" Meter Monthly

F o od Rate $28.00 | $210.00 | $461.25 | $490.49 | $525.80 | $563.84 | $586.40
4" Meter Monthly

Fixed Rate $28.00 | $350.00 | $768.75  $817.48 | $876.48 | $939.74 | $977.33
gg;‘;egth‘gggase of 10.00% |0.00% |0.82% |6.34% |7.22% |7.22% | 4.00%

Total Rate Impact

The new rate structure will have different impacts on different types of customers. See table 9 for
an illustration of those impacts.
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Table 9;: Combined volumetric and fixed annual rates and percent increases from 2016 to
2021.

S |._2O1éi7 2017 2018 - 2019 7%20 2021
Average Residential 1,030 1,113 1,190 1,275 1,368 1,422
Customer 6.51% 8.1% 6.9% 7.2% 7.2% 4.0%
Average non- 35,600 40,131 43,001 46,104 | 49,432 51,409
residential customer
Wlth 2" meter 1 1 7% 1270/0 720/0 72Cy0 7.20/0 4-00/0

Table 9 may be over estimating the average bill increase due to the level of consumption going
down over time. Because consumption is going down, the revenue from the volumetric portion of
the utility bill will also decrease.

BUSINESS PLAN AND STRATEGIC PLAN LINKAGES

This report links to Newmarket's key strategic directions in being Well Managed through fiscal
responsibility.

CONSULTATION

The Municipal Act stipulates public notice requirements for changes to water and wastewater
rates. Advertisement on the Town's website has been provided for a three-week period in
advance of the public meeting. Notice has also been given through advertisement on the Town
Page of the local newspaper in advance of Council's consideration of the fee adjustments. The
statutory public meeting is scheduled as part of the Committee of the Whole meeting on
November 16, 2015.

HUMAN RESOURCE CONSIDERATIONS

Not applicable to this report.

BUDGET IMPACT

Operating Budget (Current and Future)
This plan proposes to set rates where the annual residential bill will increase 6.7% and the annual
bill for a non-residential customer with a 2” meter will increase by an average of 8.3%.

Capital Budget
This plan proposes increasing the asset replacement fund contribution by 8.5% in order to keep
up with inflation and contributing to the reserve for long term financial sustainability.
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CONTACT

For more information on this report, contact: Mike Mayes at 905-953-5300, ext. 2102 or via e-mail
at mmaves@newmarket.ca

Koo dn MoetdBalye e (e

Kevin Yaraskavitch Anita Moore, AMCT
Financial Business Analyst Commissioner, Corporate Services

d

Mike ez/CPA, A
Direftof, Eif\ancial Services /Treasurer

KY/MM//ne
Attachments:

e Water Financial Plan (2016-2021) — 9 pgs.
e Wastewater Financial Plan (2016-2021) — 9 pgs.
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