Municipal Utility Financial Sustainability

Financial Model for Water and Sewer Systems
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This model allows a utility to:
m Determine long-term capital and operating costs.

® Set tariffs to achieve sustainable service delivery.
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Municipal Utility Financial Sustainability: Example of Water System Cost Model
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Model Capability

B The model calculates the cost of capital
improvements required to serve a growing
population and the associated operation and
maintenance costs. It also assesses the
investment required for the rehabilitation of
ageing assets. These costs are integrated
with the interest charges needed to service
the investment debt to determine the cost
each year and the total cost over a chosen
period.

B The calculation of revenue utilizes
consumption by the various consumer
groups together with rates and population
growth projections to calculate the annual
revenues over the chosen analysis period.
Frontage tariffs are calculated separately,
taking account of growth over time. Non-
revenue water usage can also be taken into
account.

B The model provides separate accounts for
the bulk system and the distribution or
collection system. This allows adjustment of
the frontage tariffs to cover the distribution
or collection system costs and the
consumption tariff to cover the cost of the
bulk system. This feature is most useful in
demonstrating to purchases of bulk servicess
that they are being equitably charged.
Similarly, consumers within the municipality
can be assured that the frontage tariffs are
equitable and appropriate to their
circumstances.

Enquiries should be addressed to:

lan Rose-Innes, PEng.
Dayton & Knight Ltd.
Email: irose-innes@dayton-knight.com
Phone: 604-990-4800

® The two accounts are integrated and user
tariff rates adjusted to converge on a chosen
debt in a future year. The model also allows
the calculation of the marginal cost of
consumption or discharge over any period.
This is vital to determine the cost/benefit of
proposed interventions in the system to
create additional capacity or effect demand
management.

B The model is flexible, allowing the user to
vary many parameters and, in so doing, to
understand the relative and absolute
importance of each.

B The model facilitates communication
between engineering and financial
managers, councilors and the public on
required tariffs.

B Study grant funding can be obtained to
supplement the cost of preparing model
data.

Model Results

By utilizing this model, managers are

equipped to:

m  Achieve financial sustainability of their
utility over the long term.

m Justify the tariffs applied to the services
rendered.

m  Demonstrate the equity of the tariff
structure.

Dayton & Knight Ltd.
CONSULTING ENGINEERS
www.dayton-knight.com



