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ABSTRACT 

There are mounting concem with water management and utility regulation in British 

Columbia. Rapidiy growing urban centres require substantiai investments to expand water 

supply and renew existing infr-astnicture, but the rates charged for water supply do not 

reflect the costs of new supply investments. Wastewater treatment requires substantial 

investments to attain heaith and environment standards, but investment capital is scarce. 

These financiai challenges are especidly severe for smaller utiiities. Facing capital 

shortages. Iocd governments are increasingly looking to private ownership to buiid and 

operate water supply and wastewater faciiities. Pubiic concerns for water quality and 

urban watershed land management are rïsing. Demand reductions are recognized as a an 

alternative to new water supply investment, but little is being done to infonn or encourage 

water consumers in this direction. The meager £inancial, manageriai and technical 

resources of some of the province's smaller water utilities represent a particular challenge 

for regdators. Regdation of private water utiiities is conducted by the Comptroiler of 

Water Rights with the Ministry of Environment but this close link between government 

ministry and independent regulation is sometirnes perceived as problematic. Overail, there 

is mounting pressure to recognize these concerns in reforming the province's system of 

water utility management and regulation. 

This study addresses two questions: Which aiternatives exist for the economic regulation 

of water utilities that would be appropriate for British Columbia? How might a new 

strategy be successfully implemented in the province? In order to answer these questions, 

several phases of research were carried out. The fmt was an evaiuation of tbe eKisting 

system for water utility regulation in British Columbia based on four criteria: cost 

effectiveness, efficiency, equity and adaptabiiity. The second was the identification of 

forces of change in the provincial water supply sector. The third was identification of 

institutionai and regdatory alternatives that might be pursued to improve the existing 

system. A telephone questionnaire was administered to experts and representatives of 

affected interests in the province to gain a measure of the desirability and feasibiity of 

various alternatives. The insight gained throughout the research informed the 



development of a set of recommendations for the provincial goverment and economic 

regdaton. 

The key recommendations of the study focused on the institution responsible for 

regulation and on the jurisdiction and authoricy of that regdator. The fmt critical 

recommendation is to transfer the responsibility for water utility regulation from the 

Comptroiier of Water Rights to the British Columbia Utilities Commission. The benefits 

of such a mode1 include the administrative economy of scale associated with housing all 

utility regulation functions in one organization. The second key recommended change is to 

expand the jurisdiction and authority of the economic reguiator to empower it to requk 

and review integrated resource plans h m  privately-owned water utilities on a mandatory 

bais  and from publicly-owned utilities on a voluntary basis. This practice would reduce 

the likelihood of rnisinvestment in the province. Further, it would dso allow the regulator 

to ensure that investment decisions are based not ody on financial costs, but also on 

relevant environmental and social considerations. The implementation of these reforms 

has the potential to improve the effectiveness, efficiency. and equity and adaptability of 

economic regulation for water utilities in British Columbia. 
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1. INTRODUCTION 

The general purpose of this report is to consider altemate models to the existing legislative 

and policy regime for water utility regulation in British Columbia. especiaiiy in light of the 

emerging issues and future challenges facing the water industry in the province. This 

chapter provides some background on those issues and challenges, describes in more detaiI 

the objective of, and terms of reference for, the report; and provides an overview of the 

structure of the remainder of the report. 

1.1 Background 

Concerns are arising that some elements of water utiiity regulation in British Columbia, as 

currently practiced under the existing legislatioa and regulatory system, could be 

improved. For example, a Iegal dispute between a developer and an irrigation district has 

brought into question the efficiency and effectiveness of regulation, as weU as the ability of 

existing institutions to ensure that due process is followed' At a broader level, the water 

sector in British Columbia is also undergohg transformation as local goveniments are 

beginning to look to private ownership to build and operate facilities related to water use.' 

Finally, a combination of factors have led to the evolution of social and environmental 

objectives: for example, rapid growth of urban populations placing greater demands on 

existing infrastmcture3; increasing concem over water quality' and over urban watershed 

land management and disposition5; and the rising cos& of treating and disposing of 

wastewater.' As a result, there is mounting public pressure to recognize and incorporate 

these factors in planning and regulatory processes. 

Boudreau et al. (1996). 
"ersond communication. Steve Davis. March 5. 1997. Personai communication, Donald Lidstone, 
March I I ,  1997. 
NRTEE (1996). 
' British Columbia, Ministry of Environment Lands and Parks (1993). Personai communication with 
Bruce Morgan. January 27, 1997. 
* For exampIe, in the Greater Victoria Water District (Perry, 1996a). Since the release of David Peny's 
report, the province decided, in Ianuary 1997, to adopt the recommendations contained in the report, key 
among them that the GVWD's non-catchment areas (4,900 hectares) become part of the Capital Regionai 
District's park system. 

See note 3. 



In the case of regulatory processes for water utilities, it is usehl to review why regdation 

may be regarded as necessary for the water industry. In many public utility sectors, 

including the water sector, the business of providing a utility service is considered to be a 

natural monopoly, where one supplier can g e n e d y  provide the service more cost- 

effectively than two or more.' Part of the reason for this lower cost, is that the existence 

of more than one supplier would result in a duplication of the utility infrastrucnire, which 

represents a substantial investment.' Whiie a naturai monopoly situation can result in 

lower average costs for consumers, it can also result in the monopolist maximizing its own 

profits at the expense of consumers if it is not prevented nom doing so. It may aiso result 

in poor capital planning, neglect of the ongoing maintenance of the utility, and a 

detenoration in the q u a l i ~  of service. Aiso, where the costs of water supply expansion 

are above the average cost of the existing supply system, the pricing of water services will 

not send consurnen the correct signai for the costs of their water use, resulting in over- 

consumption. Many privately- and publicly-owned water utilities are now facing a capital 

crisis in that they need sipifkant infkastructure repair, upgrading andlor expansion but 

have no capital reserve fun& set aside to cover such costs. 

In order to constrain monopoly power, and thereby ensure fair rates for consumers as well 

as an acceptable standard of service, two main forms of intervention are commody 

pursued in the water sector.' The fmt is for the utiLity to be placed under public 

ownenhip, usually by local government, such that the interest of consumers is protected 

through public control of rate setting. The second is for utilities under private ownership 

to be econornicdy regulated by a public utility commission. Aside fiom protecting 

consurners* interest, economic regdation dso assures utility owners a reasonable rate of 

return on their investments so that they can afford to C O ~ M U ~  providing essential water 

services to consurners. There are also non-regdatory alternatives for achieving the goals 

of consumer protection with respect to both price and quality in monopoly situations. For 

Glynn et al. (1992) at 1921. 
8 McGuigan and Moyer (1993) at 701. 

Jaaard (1995) at 580. 



example. in the United States, some professionai associations coordinate voluntary self- 

assessment, peer review and b e n c h k i n g  programs that help utiiities develop agendas 

for continudy improving quality, efficiency, and customer satisfa~tion.'~ However, this 

report focuses on regdatory alternatives. 

In British Columbia, as in the United States, where water utilities are regulated by public 

utdity commissions, the move to explore regdatory alternatives is driven by the desire to 

improve cost effectiveness as well as the general effectiveness of programs in meeting 

public poky goals.1L There are a number of key trends shaping these goals and factors 

posing challenges to their attainment In its report on water and wastewater services in 

canadaL2, the National Round Table on the Environment and the Economy (NRTEE) 

identifles a number of these trends and challenges: the rising operational and maintenance 

costs associated with Our water and wastewater systems; two sigrilficant market 

distortions, namely the absence of fidi cost pricing and user pay pricing; unmet 

maintenance needs for water infkastmcture; new h f k t r u c t ~ ~ ~  demands on the horizon; 

and, fiscal trends. 

In Canada, and particularly in British Columbia where water is relatively abundant (at least 

seasondy), water is under-priced. The report of the NRTEE'~ (mentioned above) 

descnbes two major market distortions in the water sector which result from such under- 

pricing. First, consumer prices do not refiect tme cost (Le., all operational and capital 

costs) of treating water and cleaning effluent. Second, water and wastewater 

infrastructure services are not provided on a user pay basis (either by customer class or by 

volume). The cornbined impact of these two market distortions is to: reduce the demand 

for technologies that minimize or avoid producing waste during processes using water 

(fiont-of-pipe environmental technologies); and remove the motivation for consumen to 

"adopt conservation oriented lifestyles, invest in eco-efficient end-use technologies, press 

'O H0ffbuh.r (1996). 
" Ibid 
I2 See note 3. 
l3  See note 3 at 8-9. 



for more compcehensive conservation planning, or demand more efficient treatment of 

water and wastewater"." The end result is that Canadian demand on its water resources 

is excessive due to subsidized prices, and this poses a threat to our aquatic ecosystems. 

Not only do Canadians pay lower rates for their water than consumers in other countries, 

but British Columbians also pay less for their water than the Canadians on average.'' 

Given that water is increasingly becoming a scarce good (although in some cases ody 

seasonaüy), and that many utiiities' rates are not sufficient to cover the cost of providing 

water service over the long-tenn, it will be important for economic regulators to 

encourage a move towards rates that reflect the tnie cost of water. When water rates are 

artificially low, two things happen: the utiiity is not able to recover its costs; and 

consumption hcreases (or is elevated) in response to the low rates. This combination 

leads to a capital crisis: the elevated consumption leads to the need for system expansion 

which the utility has insufficient revenue for without significant capital expansion. Thus, 

better water pricing is key because it addresses the capital crisis currently facing many 

utilities. 

When rising consumption is combined with other emerging trends - rising infrastructure 

and operationai costs for water and wastewater services, growing needs to repair or 

replace detenorating water and wastewater treatment facilities, sewers and supply, and 

declining avaiiability of public capital to pay the capital costs of water and wastewater 

systems - it signais a threat to the long-term viability of water and wastewater ~ ~ s t e n ï s . ' ~  

In British Columbia, different salutions are king brought to bear to address long-term 

viability. For example, the provincial govemment is limiting the creation of new srnail 

utilities, which are especiaiiy vulnerable to non-viabiliry, and encouraging the transfer of 

srnaii utilities in unincorporated areas to public agencies (municipdities and regional 

districts) who have access to betier financial, manageriai and technicd resources. In 

'' See note 3 at 9. 
'' Speech by Cathy MacGregor, Mar& 6, L997. 
l6 See note 3 at 9. 



addition, public-private partnerships are k ing explored, both by municipalities and by the 

provincial goveniment, as a solution to this fial diremma'' 

While these are clear steps toward addressing the viability issue, there may aiso be 

additional policies to be explored by economic regulators; for example, acquisition 

incentive andlor uniform raternaking policies, which encourage Iarger private utilities or 

other investors with more capital and expertise to assume the responsibility of srnalier 

utility operations. With respect to public-private partnerships, it is still unclear whether 

water and wastewater systems, operated under various models of public-private 

parmerships, should be subject to any form of ecoaomic regulation. A decision needs to 

be made on this issue so that if this category of ucilities is added to the portfolio of water 

utility regulators, they c m  begin developing programs and policies to address the needs of 

those utilities. 

A related issue facing the water sector is the need to rethink the supply-oriented focus that 

water pianners have traditionaily held. In the face of rising demand due to population and 

economic growth, planners have typicaUy adopted supply management strategies which 

are options for increasing supply; for example, by expanding a reservoir or tapping into a 

new watershed. The alternative approach, referred to as demand management, involves aIi 

measures that reduce or alter the volume and timing of water use." One progressive 

planning framework, which involves a balanced consideration of both demand and supply 

management options when engaging in capital planning for future water system 

invesments, is that of integrated resource planning (IRP). Given the current level of 

issues in British Columbia, social and environmental concern related to water management 

" Personai communication, Donald Lidstone, March I l ,  1997. The Association of Vancouver Island 
Municipalities has retained legal counsel CO review the Municipal Act, identiQ actual and potential 
baniers to implementing public-private pamierships. and draft amendrnents to the Act which would 
remove those barriers. At their October 1997 Convention, the Union of British Columbia Municipaiities 
will decide whether to endorse a package of propos& Iegislative amenciments and submit it to the 
Province. 

As defined on p. 1-2 of a report by Cornpass Resource Management Group, 'The Role of Demand-Side 
Management in Managing Greater Victoria's Warer Supply: Needs Assessment and Evaluation". in Perry 
(1996b). 



it may be desirable for water utiIïty reguiators to play an active role in encouraging, and 

possibly requiring, water utilities to carry out integrated resource planning. 

Another final area of growing concem shared by economic, health and environmental 

regulaton is water quality. In generd, the quaiity of B.C.'s potable water supply is safe; 

however. in certain locations, national guidehes are not king met for ali defined 

criteria'' Further, in ment years, B.C. has experienced a higher number of waterborne 

disease occurrences (up to 30 or 40% more) in drinking water relative to other Canadian 

provinces.'0 Public concem over these alarming statistics is rising and is providing the 

impetus for f i e r  action. This issue is also tied to that of capital planning and cxises. 

Many water utilities in the province are in need of major upgrades to their systems, not 

because of elevated consumption, but in order to meet updated engineering and heaith 

requirernents. As was mentioned earlier, most of these same utilities are not chargulg their 

customers the true cost of providing the water and have not set aside reserve fun& for 

future innastructure needs. Institutional, scientinc, financial and logistical constraints stiU 

limit the ability of water purveyors and govemment to ensure a safe, reliable water supply 

for all British Columbians at ail tirnes." 

1.2 Objective 

As these and other issues and challenges emerge in the water sector in B.C., opportunities 

exist to improve water utility regdation. These improvements may be brought about 

through changes to the legal, political, institutional and regdatory process elements of the 

existing system. The objective of this report is to review alternatives and address the 

following questions. 

Whkh alternative foïms of economic regulation for water utüities are most 
appropnafe for British Columbia? 

How might a new strategy for water utüity regulafion be successfulZy Unplemented 
in the province? 

l9 British Columbia, Ministry of Environment Lands and Park (1997a). 
" See note 15. Cathy MacGngror. 
2' See note 19. 



This research focuses primarily on the role of the provincial governent and its appointed 

entities, particularly its independent economic water utility regulator, in dealing with 

current challenges and emerging issues. It should be noted. however, that numerous other 

stakeholden WU ai l  play a role in shaping the future of the water and wastewater industry 

in British Columbia: the federai government, regionai and municipal governments, labour, 

environmental groups, consumen, water management professionals and their associations, 

infiastruc ture and environmental technology companies, and private investo rs. The scope 

is also iimited primarily to the regulation of privately-owned water utilities with respect to 

economic efficiency. However, the Iinks between such regulation and the oversight of 

publicly-owned water utilities and publicly- or prîvately-owned sewer systems, as weU as 

the Iinks with environmental and health regdation. are also discussed. 

1.3 Overview 

The phases of research canied out to achieve the objective of the study are as follows: 

establishment of methodology ; 

description of the existing institutional arrangements for water utility regdation; 

evaluation of the current system and identification of emerging challenges; 

review and discussion of alternatives; and 

development of recommendatiom. 

A brief overview of the structure of the report is provided here. 

Chapter 2 describes the methodology, analytical h e w o r k  and other research tools used 

to cary out the research. The existing water utility regulation system in British Columbia 

is descnbed in Chapter 3. Information was gathered fkom govemment reports as well as 

though personal communication with regulators and other affectedlinterested parties. The 

elements of the existing regdatory system that are described include: legislation and 

reguiations; policies and guidelines; administrative structures; economic and financial 

arrangements; political structures and processes; historical trends; and key participants and 



stakeholders. Chapter 4 presents an evduation of the existing water utility regdation 

system in the province and identifies the key emerghg issues and future challenges for the 

water industry in British Columbia It is these issues and challenges which are forces for 

change and should be addressed in any reform. 

The review of alternative strategies is a phase of the research which involved a number of 

steps, which are presented in Chapter 5. The fmt of these is a review of the generic 

rationale for economic regulation of privately-owned water utilities. The broad challenges 

facing water utility regdators are highlighted. The second is a review of research 

Literature on generd and water-specific water utility regdation, and of the experience of 

water utiiity regulators in other jurisdictions. The third is the solicitation of input £kom 

both regulators and affected interests in British Columbia through the administration of the 

telephone questionnaire (descnbed in Chapter 2). The insight gained fiom participants' 

responses provides some measure of the applicability of various theoreticai or generic 

alternatives in the British Columbian context. 

Findly, a series of recommendations is presented in Chapter 6. The information coIlected 

throughout the research was used to develop the recommendations regarding regulatory 

alternatives which have the potential to ùnprove performance and couid redistically be 

implemented in British Columbia. Implementation issues and strategies are discussed, and 

items for action and research are highlighted. 



2. METHODOLOGY 

Previous evaluations of water utility regulation in British Columbia have focused prirnarïly 

on the activiues of the Utility Regulation Section under the Comptroiier of Water 13ights.12 

The intent of the present study is to build on these efforts and broaden the focus to include 

related organizations and processes as well. Institutionai arrangements for water utility 

regulation are of key interest. They include the "structures, processes, and policy 

approaches for making public decisions and for influencing the behaviour of individuais, 

gmups and f ~ . ~ ' ~  in tbcz report, the performance and policies of the appointed 

independent econornic regulator, in this case the Comptroller of Water Rights 

(Comptrolier), are evaluated. The relationship of the Compuoiier to other provincial 

agencies and to local govemments is also addressed. The focus is primarily on the 

regulation of privately-owned water utilities with respect to economic efficiency. 

However, the links between such regulation and the oversight of publicly-owned water 

utilities and publicly- or privately-owned sewer systerns, as well as the links with 

environmentai and health regulation, are also discussed. The following sections describe 

the underlying process used to achieve the address these issues and the various phases of 

research and analysis. 

2.1 Scoping the Issues 

Information was gathered from govemment reports as well as though personai 

communication with regulators and other affectedlinterested parties. These include 

representatives from: the Utiiity Regulation Section acting for the Comptroller of Water 

Rights; the Ministry of Environment, Lands and Parks; the Ministry of Heaith, the 

Minïstry of Municipal Afïairs; water and wastewater management professional 

associations; municipal governments; the Union of British Columbia Municipalities; 

owners / operators of privately-owned utilities; private firms and consortia involved in 

financing pnvate utiüties; legal counsel for various parties; and, environmental groups. 

22 British Columbia. Ministry of Environrnent Lands and Parks (1996~). Ernst and Whinney (1986). 
Mann (1983) at 116. 

9 



The elements of the existing regdatory system that are described include: legislation and 

reguiations; policies and guidelines; administrative structures; economif and financial 

arrangements; political senictures and processes; histoncal trends; and key participants and 

stake ho lders. 

2.2 Identification of Forces of Changes 

This phase of the research involved two main steps: evaluating the existing system, and 

idenwing emerging issues and future challenges for B.C.'s water industry and water 

utility reguiator. The main research tool employed in this phase of the research is a set of 

evaluative criteria (descn'bed below), selected to assess the current performance of the 

water utility regdation system. These critena were used in combination with a ranking 

scheme as part of a telephone questionnaire (see Section 2.3.2 and Figure 2-1) 

administered to water utility regdators and affected interests. Discussions with telephone 

survey participants and other personal communications contributed to the identification of 

emerging issues and future challenges which should be addressed under any reform. 

A number of sources were consulted in selecting the evaiuative criteria for use in the 

study. These include: an earlier evaluation of B.C.3 Utility Regulation Section / 

progra~24; a recent Water Utility Regulation Program review"; other evaluative 

govemment reports'6; and, case study research l i teratu~.~'  After reviewing the criteria set 

forth in these various documents, the followîng criteria were chosen based on their 

perceived ability to assess key aspects of B.C.'s regdatory system. 

The fmt criterion is that of administrative and cost effectiveness. It evdcates the ability of 

the utility reguiator to achieve its goals in a manner which is both administratively and cost 

'' Ernst and W h i ~ e y  (1986). 
British Columbia, Ministry of Environment Lands and Parks (1996~). 

26 Perry (1996a) at pp. 39-41. 
Watson et al. (1 996). 



effective. The following five principles provîde a basis for determining how weil this 

criterion is king met. 

Degree of cost recovery: the regulator shouid engage in cost recovery to recoup the 

administrative costs of regdation to the maximum extent possible. 

Minimizution of regulatory costs: the regulator should nin cost effective regulatory 

programs- 

Adequacy of skills and resources of regulators: the regulator should have enough 

financial resources and adequate human resources with appropriate ski11 sets and 

expertise to fulnL1 its mandate. 

Clear distinction of roles rmd mandates mong regulators: the roles and mandates of 

entities regulating various aspects of utility activities, such as drinkuig water quality, 

economic efficiency and environmentai behaviour, should be clear and distinct. 

Degree of coordination: the ac tivi ties, programs and policies of the water u tility 

regulator should be cwrdinated both with those of environmental and health 

regulators, and with those of regulators responsible for wastewater systems and 

watershed management. 

The second criterion focuses on the regulator's ability to promote economic eficiency in 

the water sector, using the following principles as indicators. 

Financial viability of utilities: the reguiator should control the proliferation of non- 

viable utilities, and ensure that existing utilities have rate structures which allow them 

to becomedremain hanciaily viable without earning any extra r e m s .  

Degree to which rates refect the true costs of water: the regulator should set rates 

which approximate or reflect costs, subject to other rate sethg considerations and 

other regulatory objectives (eg. health and environmental regulations). 



The third critenon focuses on issues related to equity and the regulator's efforts to ensure 

that both regulatory processes and outcomes are fair such that the interests of ratepayers 

and utility operators are balanced. The foliowing two indicators were used. 

Equitubility of processes: there should be mechanisms in place to easure public input 

into the regulatory process and to ensure appropnate action is taken on pubiic appeals 

(public accowitability). 

Faimess of outcomes: regulation should resdt in the outcomes which bdance the 

interests of ratepayers, utility operators and other affected parties. 

The criterion evaluates the regulator's ability to adapt to changing conditions in the 

future ushg the following characteristics as indicators. 

Ahprive capaciîy: the regulatory system should be flexible enough to respond to 

changes in relevant social, politicai, economic and environmental factors, including 

other provincial initiatives, policies and legislation. 

Range ofmanagernent choice: the regulator should be able to innovate and impiement 

a broad range of regulatory policies and procedures to fulfill their mandate. 

Flexibility tu tailor regulation: the regulator should be able to tailor its policies and 

procedures when regulating utilities of different size and ownership. 

2.3 Review of AIternative Strategies 

The review of alternative strategies is a phase of the research which involved a number of 

steps. The first of these is a review of the generic rationaie for economic regulation of 

privately-owned water utilities. This step identified the broad challenges facing water 

utiiity regulators. The second is a review of: current research literature on water utility 

regulation, as well as on regulation of public utilities in general; and the experience of 

water utiIity regulators in other Canadian provinces and other counhies. This step 

identified the broad range of regulatory alternatives which can be pursued in the r e a h  of 



economic regulation. The third is the soIicitation of input from both regulators and 

affected interests in British Columbia through the administration of the telephone 

questionnaire (described beiow). The insights gained h m  participants' responses 

provides sorne measure of the applicabiiity of various theoretical or generic alternatives in 

the British Columbian context. 

Two main tools were used during this phase of the research. The first is an analytical 

framework to structure the discussion of regdatory alternatives. The second is a 

telephone questionnaire (including a section on evaiuation of the current system, using the 

evaiuative criteria described above in Section 2.2 in combination with a ranking scheme) 

to solicit the input of both regulators and affected interests in British Columbia and gain 

some measure of the appiicability of various theoretical or generic alternatives in the 

British Columbian context. These tools are described in detaiI below. 

2.3.1 Analyticai Frarnework 

hprovemencs to the current system of water utility regulation may k brought about 

through changes to the legal, political, institutional, and regulatory process elements of the 

existing systern For example, regulatory alternatives for various aspects of the current 

system can be identified: the institutional structure; organizational resources; scope of 

jurisdiction and authority; and methods of oversight; viabiiity policies and assessment 

methods2' (see Table 2- 1). This categorization of regdatory alternatives is used as an 

analytical framework throughout the report (especially in Chapters 5 and 6) to structure 

the discussion of options for British Columbia. 

Sec note 92. 



Table 2- 1 : Analytical framework for discussing regulatory alternatives. 

Source: Adapted from Beecher (1995a). p. 105. 

Institutional Structure 

Organizational Resources 

Scope of Jurisdiction 

Scope of Authority 

Methods of ûversight 

Viability Policies and 
Assessrnent Methods 

The second tool used to carry out this phase of the research is a telephone questionnaire. 

As noted in the introduction, during the eariy stages of research. information was coliected 

regarding: broader trends in the water sector; more specifc issues and challenges facing 

water utility regdators in B.C.; and the variety of regulatory alternatives available to water 

utility regdators king  explored nationaiiy and internationdy. The insight gained from 

this research informed the design of a telephone questionnaire. The intent was to survey 

key govemment agencies and other affected stakehoidea in the province to gain some 

insight into both the receptivity of various parties to regulatory alternatives and the 

feasibility of implementing regdatory alternatives. The questionnaire did not attempt to 

deal with ai i  categories of regulatory alternatives outiined in the analytical frarnework (see 

Table 2-1). It focused primarily on the institutional struchue (identity of the regulator). 

the scope of jurisdiction, and to a limited extent, the scope of authonty with respect to 

utilities operated under public-private partnerships. The evaluation section dso addressed, 

again in a limited way, the allocation of organizationd resources. Given that not ai i  the 

- 
Which agency (if any) should regulate water utilities for 
economic purposes? 

What organizational resources are required to support the 
cost of regulation and how would they be recovered? 

Who are the regulated water utilities and what are the 
thresholds (e-g., revenue, size of utility) that define 
jurisdiction? 

How will regufated utilies be regulated in ternis of the 
scope of authority over rates, returns and other issues? 

What specific regulatory tools are required for ovenight 
of the water industry? 

What specific policies and assessrnent methods are 
required to ensure the long-term viability of the water 
industry? 



s w e y  participants are familia. with alternative methods of regdatory oversight, these 

were not expiicitly addressed in the questionnaire. 

The survey included 9 questions divided into three sections (Figure 2-1). The h t  section 

(3 questions) explored responses to alternative scopes of jurisdiction: what ownership 

structures jus- the economic regulation of a water utility? Alternative scopes of 

authority were also considered in this section in the context of public-private partnenhip 

structures. The second section (5 questions) explored responses to alternative identities 

for the provincial economic regulator: which provincial entity should be responsible for 

economic regdation? The final section (1 question, 13 subsections) asked respondents to 

evaluate the current regulatory system based on a ranking system and the evaluative 

criteria described above. 

A total of 12 potentiai participants were approached to cornplete the survey, ai l  of whom 

accepted. These participants were chosen for their ability to represent the interests of a 

variety of govenunent agencies, private organizations and independent stakeholders. The 

sample included one or two participants representing each of the following interests: 

the Utility Regulation Section (which carries out the day to day responsibilities of the 
Comptro'olIer of Water Rights with respect to economic regu!ation); 

other sectionshranches of the Ministry of Environment, Lands and Parks (which 
administers the environmental regulation of water systems and wastewater discharges); 

the Ministry of Heaith (which administers the regulation of aU water systems and some 
wastewater discharges with respect to human health protection); 

the Ministry of Municipal Affairs (which oversees the provision of water and 
wastewater service provision in unincorporated (d) areas); 

water and wastewater management professional associations; 

municipal governments expressing interest in and engaging in public-private 
partnerships for the provision of water andor wastewater services; 

the Union of British Columbia Municipalities; 



private firms involved in financinghperariag water and wastewater systems operated 
under pubIic-private partnership agreements; 

owners / operators of large privately-owned andor regulated water utilities; 

legal counsel for various parties; and 

environmentai groups. 

The insight gained fiom participants' cesponses provided some masure of the 

performance of the existing regdation systern and of the applicabiiity of various 

theoretical or generic alternatives in the British Columbian context. The resdts of the 

evaiuation section of the questionnaire are presented in Chapter 4, while the responses to 

the first two sections of questions are discussed in Chapter 5. 



Figure 2- 1 : Tekphone questionnaire. 

Throughaut the survey, the word reguIalion, untess otbemi3e specined, refers to 
economic regulatlon of utllities Reguîation ?O protect hurnan and envifonmental 
health is not expllciify addressed hem. The flrst set of questions ask about 
govemment intervention and the need for provincial economic regulatim of water 
utilitles and wastewater utiMIes. 

Do you think that any govemment intervention, in the forrn of economic regulation, is 
warranted for water utilities under the following kinds of ownerçhip: 
public ownership [e-g. owned and operated by O YES Cl NO O DEPENDS 
a public agency: municipality, regional district, 
improvernent district) 
private ownership (e-g. owned and operated by YES U NO O DEPENDS 
a developer or investor) 
public-private partnership (e-g. owned and operated II YES D NO Cl DEPENDS 
jointly by the public and private sectors under a 
variety of models) 

Do you think that any govemment intervention, in the form of economic regulation, is 
warranted for providers of wastewater services under the following kinds of ownership: 
public ownership (e.g. owned and operated by O YESO NO O DEPENDS 
a public agency: municipaIity, regional district, 
improvement district) 
private ownership (e.g. owned and operated by U YES Cl NO O DEPENDS 
a developer or investor) 
public-private partnership (e-g. owned and operated O YES O NO U DEPENDS 
jointly by the public and private sectors under a 
variety of rnodels) 

Assuming that the provision of water and wastewater services through public-private 
partnerships will be subject ta some fom of provincial regulation, what aspects of their 
functioning should be regulated? 

The next set of questions assume that some form of provincial economic regulation is 
occurring, and ask you ta identify which provincial entity should be the regulator. 

Do you think that the economic regulator and environmental regulator of water (and 
possibly wastewater) utifities should be the same entity? 

UYES U NO 
Why? 

Do you think that the economic regulator of water utitities and providerç of wastewater 
seivices (assuming the latter were econornically regulated) should be the same entity? 

O YES O NO 
Why? 

Who do you think should regulate waterutilities with respect to econornic efficiency? 
O British Columbia Utilities Commission (BCUC)? 
O Utility Regulation Section under the Comptrotler of Water Rights? 
O Other: 

Why? 

17 



Figure 2- 1 : Telephone questionnaire (continued). 

7. Assuming that wasiewater utilities were to be regulated, who do you think should be their 
econornic regulator? 
O British Columbia Utilities Commission (BCUC)? 
O Utitity Regulation Section under the CornptroIler of Water Rights? 
O Other: 

Why? 

8. Assuming that the staff of the Utiliîy Regulation Section under the Comptroller of Water 
Rights remains the economic regulator of water utilitÏes, should the section: 
O YES Ci NO remain housed in the Water Management Banch of the Ministry of 

Environ ment? 
O YES 13 NO be moved to am's length of govemment? 

Why? 

The next set of questions a* you tu evaluate the existlng regulatoty system for 
water utilithes. The ranking ocale is set fiom 1 to 5 in the following way= 

1 = uie existing system is exceilent 
2 = the existing system is good or adequate 
3 = you are neutral or uncemin 
4 = minor improvements to the system a m  needed 
5 = major improvements or refonns are needed 

Please rate the following aspects of the existlng water utility regulation system in 
B.C.: 

Neutral Minor Major 
Don't Changes Changes 

ExcslIent Good Know ~eeded Needed 

Administrative and Cost Effectiveness 
degree of cost recovery for regulation programs 13 O O 13 O 
cost effectiveness of regulatory prograrns U O U O U 
adequacy of skills and resources of regulators CJ C1 O O O 
clear distinction between mandates of various O 0 O d O 
regufators (heaith, economic, environmental) 
coordination between provincial regulators O O O O O 
(health, economic, environmental) 

Economic Efficiencv (abilitv of the econornic reauiator ta Dromote economic efficiencv in the 
water SUDP~V sectorl 
6. the economic regulator' control of the creation î3 O O O U 

of non-viable utilities 
7. ability of the economic regulator to ensure that 13 O U O O 

existing utilities have rate structures which dlow 
them to becorndrernain financially viable without 
eaming any extra returns 

8. ability of the regulator to set rates which reflect D 0 O O O 
costs, subject to other regulatoiy objectives 



Figure 2- 1 : Telephone questio~aire (continued). 

Neutrai Minor Major 
Don't Changes Changes 

Excellent Good Know Needed ~eeded 

Eauitv (faimess of reaulatorv orocesses and outcornes) 
9. faimess of the processes soliciting public input, O U O O D 

or dealing with disputes, appeals, and cornplaints 
10. degree to which outcomes (e-g. rate structures) O O O 13 D 

balance the interests of ratepayers and utiiiity operators 

Ada~tabilitv labilitv to ada~t  to chanaina conditions in the future) 
11. the system's response to changes in relevant O 0 O n Cl 

social, political, economic and environmental 
factors and priorities, including other provincial 
initiatives, policies and legislation 

12, the regulatots to implernent a broad range of O O O O Cl 
management initiatives, policies and procedures to 
fulfill their mandate 

13. the ability of regulators to tailor their policies and U D O a O 
procedures when regulating utilities of different size 
and ownership 



3.1 Introduction 

A variety of mechanisms have evolved over time to deal with the need for regulation of 

various aspects of water utility operation in British Columbia These have grown in 

complexity over the years to form a system of overlapping institutions. This chapter wiU 

describe the history, and state of current regulation, of both public and private water 

utilities with respect to drinking water quality, economic efficiency and environmental 

consideratiom. Some of the characteristics used to descnbe the existing regulatory system 

are: legislation and regulation; policies and guidelines; administrative sûucnires; economic 

and fmancial arrangements; political structures and processes; historical trends; and, key 

participants and stakeholder~.'~ 

F i t ,  however, it is useful to describe the main components of water and wastewater 

systems, and the main characteristics of the water industry. It is also important to 

highlight the various aspects of the water industry, and activities of water utilities, which 

require regdation in order to protect the health and pocketbooks of consumers, as well as 

the environment. Furthemore, the allocation of regulatory functions among various 

provincial agencies in British Columbia is better undentood in the context of the structure 

of the water industry: there is a wide variety of institutions providing comrnunity water 

services throughout the province. 

3.2 Water: System Components, Industry Characteristics and Regulation 

There are a nurnber of components which form a community water and wastewater system 

(Figure 3- 1). These include: bulk storage reservob, water treatment facilities, service 

storage reservoin, pumping stations, distribution systems for delivering water to 

" Mitchell (1989). On p. 245. Mitchell suggests that consideration of dl these vaiabIes and their 
interaction is helpful both in conducting a meaningful anaiysis of institutional arrangements. and in 
facilitating predictions of possible futures and prescriptions for altering existing patterns. 



customers. collection systems for receiving wastewater from customers. and. wastewater 

Figure 3-1: Main components of water and sewage systems. 

Water 
matment 

Service 
storage 

eservoin 

Distribution 
treatment to customers 

water 
colfection 

Surface drainage 

Source: North West Water, 'The Advanced Water Cycte" (1994). in Klein and 
h i n  (t996). p.86. 

Public utilities, including water utilities, s k  a number of characteristics that shape their 

industries. Many of these quaiities are shared not only by public utilities, but also of what 

are referred to as ~ t u r a l  monopolies, when one firm can provide service more cheaply 

than two. In general, the foiIowing are characteristic of monopolistic public utilities: they 

are capital intense; they enjoy signincant economies of scale; their customers are captive; 

duplication of their physical faciiities wouid be highly inefficient; they are edkmchised by 

govemment authorities (at some level) to operate within a given temtory without 

cornpetition; and they are obligated to serve and are expected to provide reliable service 



on dernand3'. The abuse of their monopoly power is usudy rnitigated either by public 

owuership or by economic regulation of privately-uwned utilities. 

Another characteristic, which is particuiar to the water sector, is that the quality of the 

product - water - is crucial but diffcult for consumen to a~sess.~' Water utilities are also 

rare, although not doue, among public utiüties in that their product is denved h m  a 

renewable naturd resource, which is also subject to other forms of regulation.32 These 

unique characteristics of the water industry have led to the evolution of an equally unique 

regulatory structure. Regdators need to ensure that: water is aliocated and withdrawn in 

a manner which does not threaten aquatic ecosystems; water utilities are supplying 

consumers with a reliable supply of safe, potable water which does not pose any risks to 

human health; water and wastewater utilities are charging reasonable rates for their service 

and not abusing their monopoly power; and, wastewater utilities are dealing with their 

effluent discharges in a manner which does not pose environmental or hedth risks. 

Therefore, the three main objectives of regulatoa in the water sector are: human health 

protection (drinking water quality protection), environmental protection, and the 

promotion of economic efficiency. Quality of senrice is a fouah objective which spans, 

and is an integral part, of the previous three. 

In designing their regulatory £i-ameworks to meet these objectives, governments have the 

option of amalgamating sorne or ai l  of these functions under one agency. In most 

jurisdictions, the three main regulatory functions are carried out by separate agencies. 

WhiIe this docation may be efficient in one sense, there is a danger in this separation if 

there is not sufficient coordination of legislation, policies and programs of the various 

regulators. For exarnple, the respoosibility for regulating water utilities with respect to 

pnce and to environmental and health concem are often vested in sepaiate agencies. In 

such situations, environmentai and health regulators may impose regulatory requirements 

'O Beecher (1995b). 
31 Klein and Irwin (1996). 
'' See note 30. 



without taking into account the cost implications of their decisions for water and 

wastewater system owners, and ultîmately ratepayers' bills.33 Similady. price regdaton 

need to take into account the cost to utilities of meeting environmentai and health 

requirements when setting rates. in Bntish Columbia, the regulation of water utilities with 

respect to drinking water quality is carried out by the Ministry of Health, while the 

environmental and price regulation functions are canied out by different sections of the 

Ministry of Environment, Lands and Parks. The allocation of regdatory jurisdiction is a 

key component of this chapter. But fit, the specifc characteristics of the water supply 

industry in British Columbia are descnbed. 

3.3 Water Services: Who's Providing in Briüsh Columbia? 

While one quarter of British Columbians obtain-their water fiom groundwater sources34, 

the remainder of the provincial population is served by community water systems (utilities) 

that obtain their water from surface water sources. Most of these utilities are publicly- 

owned (e-g.. by a municipdity or regional district) and are not economically regulated. 

Only 2 % of British Columbian residents (30,000 households) are served by privately- 

owned utilities econornicaily regulated by the Comptrolier of Water Rights. A more 

de tailed breakdo wn of the kinds of organizations providing cornmunity water services to 

the residents of British Columbia is provided in Table 3- 1 . The following subsections 

provide an overview of British Columbia's water industry based on the size, organization 

and ownenhip of its community water systems. 

Over 200 comrnunity water systems in this province are privately-owned by companies 

and individuals and are regulated with respect to economic efficiency by the Cornptroller 

of Water Rights under the Water Utility Act, as descnbed later. Many of these utilities 

have been created in ruml areas to provide water service to land development where no 

33 Glynn et ai. (1992). 
Y Speech by Cathy MacGregor. M m h  6. 1997. 



water authorities existed These water utilities can be divided into 3 classes35 (A, B, and 

C) according to the amount of their annuai operating revenues as foiiows: 

Class A: utilities with revenues over $750,000; 

CIass B: utilities with revenues between $l5O,ûOû and $750,000; 

CIass C: utilities with revenues under $150,000. 

An analogous dassification scheme according to size, as defined by the number of 

approved service comections, roughly corresponds with the three financial classes: 

utilities senring over 5,000 connections; 

utilities serving between 500 and 5,000 comections; 

utilities serving under 500 connections. 

Table 3-2 provides a breakdown of regulated water utilities in the province by size and by 

regionai district. The numbers have changed slightiy since 1992, but the basic picture 

remains the same: there are very few large privately-owned utili5es (2), a few medium 

sized utilities (9) and a large contingent of small utilities (202). A total of some 30,000 

households (2 % of all households36) in the province are served by utilities that are 

regulated by the Comptroller of Water Rights. Two major utilities are the Greater Victoria 

Water ~is t r ic t~ '  for service to the western communities, and White Rock Utilities Ltd. 

which serves the City of White Rock. 

The remainder of British Columbian households are served by communiy water systems 

which are not economicaliy regulated by the Comptroiler of Water Rights. These utilities 

35 This classification scheme was developed by the National Association of Regulatory Commissioners 
(NARUC) and modified for application in British Columbia The scherne was rnandated for application 
by the Comptroiler of Water Rights in Orders No. 1 and 2, dated July 20th. 1973. 
36 AS of 1996. there were 1,469.777 households in British Columbia. based on personal communication 
Pat Bluernell. 
" Legislative changes are currently king made to the institutional stntctutt of the Greater Victoria Water 
District. Once these changes are complete, the GVWD will no longer faII under the jurisdiction of the 
Comptroller of Water Rights with respect to economic regdation. 



Table 3-1: Analysis of providers of comrnunity water services in Brîtish Columbia 

Provider of Water Services 

Privately-owned and regulated by Comptroller: 

Class A 

Class B 

ClassC 

Privatelyowned and unregulated by Comptroller (mobile 
home parkç, campgrounds) 

Publicly-owned and unregulated by Comptroller: 

Regional District water systems (each district likely 
operating one or more water systems) 

Municipal water systems (al1 but 5-6 of 150 
municipalities operate water systems) 

lmprovement District water systems 

Water Users Communities 

No. of Utilities 

Source: Audiors consmcr based on data provided by British Columbia's Ministry of 
Environment, Lands and Parks. and Ministry of Municipal Affairs and Housing, March. 
1997. 

are either srnail and privately-owned (e.g., in mobile home parks, campgrounds), or 

publicly-owned (e-g., municipalities, regional districts). This latter category is considered 

next. 

3.3.2 Publicly-Owned and Unregulated Water Utürties 

The majority of British Columbia's population resides in areas where cornmunity water 

services are provided by one of the following four types of public corporate bodies: 

municipalities, regional districts, improve ment districts, and w ater users cornmuni ties. 

These bodies fail outside the jurisdiction of the Comptroiler of Water Rights with respect 

to economic regulation, with the exception of water users comrnunities as  described 

below. A draft report)* prepared by the Ministry of Municipal Affairs clarifies the roles of, 

and distinctions among, these four types as providers of local services such as water. 

British Columbia, Ministry of Municipal Anairs and Housing (1993). 



Table 3-2: Analysis of regulated waier uiilities in British Columbia by s i x  and regional district. 

Size 
(Approved 

Co nnectlons) 
> 20,000 

5,000 - 20,000 
2,000 - 5,000 
1,000 - 2,000 
500- 1,000 
200 - 500 
100-200 
50-100 
5 -- 50 - 

No. 
of 

Utilities 

1 
1 
1 
2 
6 
17 
35 
10 
99 - 

Cumulative 
Frequency 

Reverse 
Cumulative 
Frequency 

202 
201 
200 
199 
1 97 
191 
174 
139 

1 99 
Total: 1 202 1 202 1 202 

I Key for Regional Districts 

Reglonal Districts With More Than 5 Utilitles 

1 KBRD 
1 NRD 
1 SCRD 

CK = Central Kootenay CSh = Columbia Shuswap EK = East Kootenay OS = Okanagan-Similkameen NRD = Nanairno 
Co =- Central Okanagan CV = Cowtchan Valley FC = Fraser-Cheam TN=Thornpson-Nlcola 
C = Capital Car = Cariboo GV = Greater Vancouver KBRD = Kootenay Boundary 
CS= Comox-Strat hcona Da = Dewdney-Allouette NO = North Okanagan SCRD = Sunshine Coast 

Source: Utility Regulaiion Section, Water Management Brurich, British Columbia Ministry of Environment Lands and Parks. Prepared May 1994 with 1992 
data. 



Municipuüties 

Municipalities are the primary f o m  of local govenunent in the province. Fuii local 

representation is achieved through the generd election of a councii by secret ballot. The 

Municipal Act sets out the responsibilities and jurisdiction of municipalities, as weil as the 

process and criteria for the creation or restructure of municipalities. There are 150 

municipaiities in British Columbia, and a i l  but a few own and operate water ~ ~ s t e r n s . ~ ~  

The financial support for the provision of community services, such as water supply, is 

obtained either through the levying and collection of taxes andor user fees, or through the 

access to borrowing through the Municipal Finance Authority, and to assistance programs 

such as the Infrastructure Works Rograrn. 

Regional Disaiclï 

Under this structure, govemance is by a board of directors made up of electoral area 

directors and representatives appointed by municipal councils within the regional d i s ~ c t .  

As such, regional dismcts have a key role to play in coordinating land use planning and the 

delivery of cornrnunity services, such as water supply, in nual unincorporated areas. In 

this way, their mandate overlaps with that of improvement districts, described below. 

There are 27 regional dismcts in the province, and according to the Ministry of Municipal 

Affairs, each of them operates one or more water systemsM; however, it is unclear exactiy 

how many water systerns are owned and operated by regional districts in total. Like 

municipalities, regional dismcts have full access to bowwing through the Municipal 

Finance Authority as weU as to assistance programs. 

- 

j9 Comspondence with Rob Rounds. February 4. 1997. 
'O See note 39, 



Improvement Districts 

hprovement districts were created by the provincial govenunent in the 1920's to enable 

small groups of residents to provide shared services, such as water. In these 

organizations, representation is achieved by election of a board of mistees. While an 

improvement district may provide any number of community services, drinking water and 

irrigation water are the most common services provided: 241 out of 286 improvement 

districts operate water systems? Improvement districts have no jurisdiction in land use 

planning and regulation; however, they do have a referral role in the subdivision approval 

process. Unlike municipalities and regional districts, improvement districts do not have 

access to infrastnichire assistance programs, aithough they do still have access to 

borrowing through the Municipal Finance Authority. This restriction on their access to 

assistance is part of the Ministry of Municipal Affairs' policy to encourage the transfer of 

responsibility for community service provision in rural areas kom improvement districts to 

regional districts. 

Water Users Communities 

These c o m m ~ t i e s ,  as defined and empowered under the warer are public 

corporate bodies of 6 or more water Licensees, which may acquire and hold property and 

works. These communities operate their water systems on a cost recovery basis, and as 

such, coliect fees directly fkom rnemben. The Comptroiler of Water Rights has the 

authority to incorporate and dissolve water users communities and to approve rates, as 

weli as process rate appeals, if a comrnunity submits its rate schedule for approval. There 

are 125 such water users communities currently operating in the province.43 

" See note 39. 
42 British Columbia (1979), R.S. Chap. 429. 
" Personai communication. Chris Morgan. March 18. 1997. 



3.4 Drinking Water Qualify 

There are a number of historical factors which have shaped efforts to protect drinking 

water quality in the province day.*  Prior to 1992, drinking water systems were 

regulated directly under the Healrh ~ct ." Requirements of the Health Act were difncult 

to enforce effectively to ensure optimal public heaith outcornes because authority was 

usuaiiy vested in the niinister and the provisions were not clearIy defmed. During the 

1980's, when the significance of waterborne disease in British CoIumbia became apparent, 

it was realized that enhancements to the Ministry of Health's dnnking water program were 

required. 

As a result, in the Iate 19801s, more fun& were made available for water chemistry 

analysis and, in October of 1992 the Sde Drinking Water ~e~ulat ion*,  pursuant to the 

Health Act, became effective. Foilowing promulgation of this new regdation, additional 

human resources were aiso aiiocated to the drinking water program. At the t h e  of its 

introduction. however, it was understood that requirements of the regdation would be 

introduced graduaiiy to minimize frnanciai implications to water purveyors. The 

subsequent implernentation of purveyor self monitoring programs has aiIowed health uni& 

to decrease the amount of time dedicated to routine sampling and to focus their efforts on 

those systems which present the highest risk to consumers and which have the least 

resources to address water quality issues. 

Currently in British Columbia, aii water system purveyors are regulated for drinking water 

quaiity by the Ministry of Health. The ultimate goal of this regdation to reduce the 

incidences of waterbome disease. Under the Safe Drinking Water Regulation of the 

" The fint two paragraphs of this section describing the recent history of  water quality regufation in the 
province are a sununary of an Appendix of an unpubiished draft poiicy paper entitled "Options for Type of 
Drinking Water Protection", drafted by Ministty of Environment Lands and Parks, obtained from Bruce 
Morgan in March 1997. 
''' British Columbia (1996) HeaIrh Act R.S.B.C. 1996, Chapter 179 
46 See note 45, Safe Drinking Water Regulation. (B.C. Reg. 230/92, O.C. 1072/92). 



Health Act, a number of responsibilities are conferred upon the province and waterworks 

operaton with respect to various aspects of waterworks systems as foilows: 

any construction, alteration or extension of a waterworks system must be approved by 

a public heaith engineer. 

in situations where water quality in the system poses a health hazard, a water purveyor 

must now public / medicai hedth officiais, and foilow their instruction with respect to 

notification of the public, usually through boil water advisories, and the minimization 

of public risk (which may involve upgrading works); 

the terms and conditions for operation and maintenance of al waterworks systems are 

set out in operating permits issued and penodically reviewed by public / medical health 

O ficials; 

public/ medical heaith officiais estabiish water potability monitoring procedures and 

microbiological schedules which must be foilowed; the results of water sampling and 

testing must be reported to public / medical heaith officiais, and to the public, on 

request; the ministq has adopted standards for potability in the form of National 

Drinkuig Water Quality ~uidelines" established by the Federd-Provincial 

Subcommittee on Dtinkuig Water ~uaiity"~; cornpliance is monitored by community 

health inspecton; 

cornmunity health inspectors perform routine surveillance for diseases potentidly 

transmitted through water borne routes. 

In addition, the Sanitary Regulations under the Henlth Act provide medical health officers 

with specific authority to issue orders regarding the contamination of domestic water 

supplies, including source waters, either foilowing contamination of a water supply or 

where evidence exists that a proposed activity may present an unacceptable risk to the 

quality of the water suppty. 

" Canada, Heaith Canada (1996). 
Barry Willoughby, of the Minisîry of Health and Ministry Responsible for Seniors. is the British 

Columbia representative on the cornmittee. 



The Ministry of Health is currently developing a risk assessrnent model for community 

water supply systems in the province."9 The a h  is to estimate the risk associated with the 

individual components of any community water suppIy system - the water source, the 

treaûnent system and the distribution system - as weii as with the system as  a whole. 

This model wiü help public and medicd heaith officials and water purveyors to iden* 

and prioritize the need for system improvements, both within individual systems and 

throughout the province. At the provincial level, the findings of such a model could help 

make infonned decisions regarding the docation of increasingly scarce public sector 

funding for infrastructure irnprovement. The Ministry of Heaith is also considering options 

to Ïncrease the availability of appropriate training opportunities for water purveyon 

throughout the province.50 

3.5 Environmental Considerations 

Clearly, there is a wealth of environmental legislation in the province governing many 

aspects of environmental management. This section wiU focus solely on environmentai 

legislation, policies and initiatives which have a direct bearing on the operation of water 

and wastewater systems. 

3.5.1 Water 

The primary piece of provincial legislation governing the management of water resources 

is the Water ~ct . '  ' The main focus of the Act is on water allocation and regdation, and it 

has become clear in recent yean that major refomis to, and perhaps a complete overhaul 

of, the Act are needed to deal with a host of i s s ~ e s . ~ ~ ~ o  date, however, no major 

legislative changes to the Water Act have occurred. 

" Personal communication, Barry Willoughby, January 28, 1997. 
' For example, the Ministry of Heaith is soliciting the cooperation of the British Columbia Water and 
Waste Association in providing such training opportunities, according to an unpublished draft poiicy 
paper entitied "Options for Type of Drinking Water Protection", drafted by Ministry of Environment 
Lands and Parks, obtained from Bruce Morgan, March 1997 

See note 42. 
In 1993, The Ministry of Environment, Lands and Parks initiated a thne- to five-year consultation 

process on water management process and issues. This ptocess invoïved the development of a series of 



Under the provisions of the Warer Act, ali water utizities using surface water m u t  obtain 

water licenses from the Cornptroiier of Water Rights in order to divert and use water. The 

Comptroiler rnay issue conditional licenses based on terms it establishes: no one can make 

changes in and about a Stream unless these have been approvedS The daily administration 

of allocation programs is handled by the regionai Water Management Branch Offices of 

the Ministry of Environment, Lands and Parks. As previously noted, under provisions of 

the Local Services Act, any new subdivision or extension of an existing development 

served by a privately-owned water utility, must &O have its water supply system 

approved by the Comptrolier before the subdivision can be registered. This approving 

function is currently carried out by the Utility Regdation Section under the same branch 

of the Ministry of Environment, Lands and Parks. 

The Ministry of Environment, Lands and Parks is currently conducting a review of 

existing tools for water quaIity prote~tion.~' Since both the Ministry of HeaIth and the 

Ministry of Environment both have mandates related to water quality protection, this will 

invoive examining existing, and identehg opportunities for implementing new, legislative 

and policy tools under the jurisdiction of both &stries. 

3.5.2 Wastewater 

The primary piece of legislation governing the management of wastewater discharges is 

the Waste ~ a n a ~ e m e n t  AC?', which reptaced the Pollution Control Act in 1982. One of 

the most si@~caat aspects of this new Act was the introduction of the concept of Solid 

and Liquid Waste Management Plans. Whde a i l  regional districts were required to submit 

a Soiid Waste Management Plan by Decernber 3 1, 1995, the submission of Liquid Waste 

-- 

discussion papers, entitled "Stewardship of the Water of British Columbia," which identified the 
chalIenges facing water management and made poIicy recommendations. 
" WoterAct, s.7 as arnended by S.B.C. (1992) Chap. 26, effective June 2. 1995. 

Personai communication, Bruce Morgan, March 1997. This review rnay lead to the drafting of new 
prcventative environmental protection legislation (Le. CIean Air and Water Act) designed not to improve 
protections without duplicating the provisions already set out in other legislation. 
55 British Columbia (1996) Warte Management Act R.S.B.C. 1996, Chap. 482. 



Management Plans remains optional. To date, a few, but certainly not all, municipalities 

ancilor regional districts have submitted Iiquid waste management planss6 

Wastewater systerns are subject to end-of-pipe regulation at the provincial IeveI. 

Wastewater discharges mder 22.7 m3 per day are reguiated by the Ministry of Health 

under the Sewage Disposal Regulation of the Health ~ c t . ~  Discharges over 22.7 m3 per 

&y are regulated by the Ministry of Environment, Lands and Parks under the Wmte 

Mamgement  AC^.'^ Given the ciifferences in legislation and mandates of the two ministries 

(protection of human health versus protection of the environment), their regulatory 

requirements often differ as weU. Efforts are king made to improve the coordination of 

these program in order to ease the burden on both wastewater system owners and 

ministry employees in cases of transition h m  one discharge volume category, and 

ministeriai jurisdiction, to another. 

Operators of wastewater systerns are granted permission to discharge effluent under 

permits which quanti@ the allowable discharge as weii as setting cntena for effluent 

quality. In this way, bota ministries are able to regulate wastewater discharges, but not 

the operation of wastewater system. A joint initiative is underway to develop a new 

sewer discharge regulation which would replace this existing sewage discharge perrnitting 

~ ~ s t e r n ? ~  In addition, the Ministry of Environment, Lands and Park,  in cooperation with 

other agencies, is also developing an overall municipal sewage management strategy." 

s6 Personal communication. Orest Maslany. March 11. 1997. Sixteen such plans have been reviewed and 
approved, white anorher 20 are under deveIopment. as per personal communication with Chris Jenkins, 
June 5. 1997. 

Personai communication, Bob Smith, ApriI 14. 1997. 
58 See note 56. 
s9 See note 56, and personal communicaaon, Bill Lightowlers. Canadian Environmental Technology 
Advancement Corporation. March 1997. The new regulation would govem: the quaiity of discharges to 
water / land and the quality of water dtstined for reuse; monitoring and repomng; design. management 
and operation of facilities; security requirements for private ownerdoperators; and enforcement 
Organizations cotlaborating on the development of the regulation include: the Ministry of Heaith; the 
Ministry of Municipai Affairs; the Ministry of Environment, Lands and Parks; Sierra Legal Defense; and, 
the Canadian Envimamental Technology Advancement Corporation. 

Aside h m  the new rcgulation. and improved coordination with the Ministry of Health, some other key 
elements of the strategy includc: enabting local govenuncnts to increase rheir conml over sewage 
discharges within their geographicai boundaries; and, increasing the use of certified professionais in the 



This strategy addresses almost all aspects of management, with the exception of economic 

regulation. 

3.6.1 Rivately-ûwned Water Utilities 

The economic regulation of independent (privately-owned) water utilities initiaily occurred 

under the Public Utdities Commission of the 1960's- When that commission was 

dissolved in 1973, the responsibilities for water and energy utility regulation were 

transfened to separate departments in government In the water sector. regulatory 

responsibilities were transferred to the Comptroiler of Water Rights. The staff that had 

worked on water utilities at the Public Utilities Commission were transferred over to the 

Ministry of Environment where they continued their work. Concurrent with this tramfer, 

a significant addition was made to their pordolio: the Comptrolier of Water Rights 

became responsible for approving the satisfactory completion of water works pior to the 

registration of subdivisions under the Local Services Act. In the energy sector. regulatory 

responsibilities of the previous Public Utilities Commission were reenacted by the Energy 

Act. That Act was repealed and replaced by the Utiliries Commission  AC^^' in 1980. 

The Utilities Commission Act estabiished the British Columbia Utilities Commission 

( B o  as the quasi-judicial provincial reguiator of elecûic and narurai gas utilities. This 

resulted in the economic regulation of the energy sector k ing placed at arms length from 

government At the same t h e ,  analogous legislation was passed in the water sector in the 

form of the Water Utiiity  AC^^^. This Act applies only to water utilities that are subject to 

the legislative authority of the provincial govemment. The duties. responsibilities and 

resnaints to which a water utility is subject are the same as are imposed on a public utility 

provision of environmental impact information and the design and operation of system for sewage 
treatment/disposal and water reuse. Canadian Environmental Technology Advancement Corporation 
(CETAC), Awareness Workrhop for Public-Private parmerships for Wastmater Treatment in British 
Cohnbiiz, a surnmary of Vancouver Island Workshop (Febmary 17. 1997). Section 4(a). 
6 1 Utilities Commission Act (1996). S.B.C. Chap. 60. 
62 British Columbia (1996) Warer UtiZity Act R.S.B.C. 1996, Chap. 473. 



under the Utilities Commission Act, other than Sections 33,34 and 5 1(2) and Sl(3). The 

Comptroller of Water Rights is designated as the BCUC's counterpart in the water sector, 

and as such, plays a quasi-judiciai d e  in the economic regdation of private water utilities. 

However, the Comptrolier of Water Rights was never granted the same independence or 

anns length fkom govemment as the BCUC in its d e  as economic regulator in the sense 

that: 1) the regdatory sta f f  remain housed at the Ministry of Environment, Lands and 

Parks, and 2) the Comptroller and Deputy Comptroilen also occupy manageriai positions 

within the ministry and, as a resuit, are in a potential confiict of interest situation. 

The Cornpwller of Water Rights has a number of respomibilities under various pieces of 

legislation. The day-to-day administration of those responsibilities pertaining to economic 

regulation and water works approval is carried out by the staff of the Utility Regdation 

Section. The section is currently housed in the Water Management Branch of the Ministq 

of Environment, Lands and P a r k  Its responsibilities are set out in two pieces of 

legislation: the Local Services Act and the Waier Utiiity Act. 

Under the Local Semices Act, the Comptroller is responsible for the approval of 

waterworks for new subdivisions, to ensure that water systerns installed by land 

developers are properly designed and constmcted. 

Under the Wuter Utiiif~ Act, the Comptroller is responsible for ensuring that utilities' 

customers receive acceptable water service at reasonable rates. This involves: 

processing applications for Certificates of Pubiic Convenience and Necessity; 

setting tariffs (rate regulation); and, 

administering reseme trust fun&. 

The section aiso carries out another unofficial but important function: it provides 

assistance to the Ministry of Municipal Affairs, in the matter of transfers of privately- 

owned water utilities to local governments, usuaiIy regional districts. 

In the Water Utility Act, ail water system operators are placed under the jurisdiction of the 

Comptroller of Water Rights, except for the following: 



municipalities ; 

a person who furnishes services or commodity only to himself, his ernployees 

or tenants, where the service or commodity is not resold to, or used by, others; 

the Greater Vancouver Water District under its Act; 

an improvement district or water users comrnunity; 

a regional district in respect of the service of the supply of water 

in bulk to a municipaIity or electoral area; or, 

to consumers in a municipality; 

a person who supplies water by tanker truck; or 

a person who seiis bottled ~ a t e r . ~ ~  

In the last decade, staf l  reductions have decreased the number of full-the ernpIoyees in 

the section from 15 to 8 and eliminated support from al1 regional offices. This has rneant 

that some important aspects of regulation are at times carried out with considerable delay: 

routine inspections of water systems; monitoring of trust fund balances; routine financial 

and administrative reviews; and, maintenance of databases for information and documents 

such as water system d r a ~ i n ~ s . ~  

In order to address some of these issues, the Ministry of Environment, Lands and Parks, 

has mandated the present study as well as a review of the programs related to the 

regulation of water and wastewater service providers. The Water and Sewer Cornmittee 

has been asked to review the way in which private water and sewer systems in the 

province are currently regulated (or not), and to consider alternatives in consultation with 

other stakeholders such as the British Columbia Utilities Commission, Mïnistry of 

Municipal Affairs, the Union of British Columbia ~ u n i c i ~ a l i t i e s . ~ ~  

Ibid, Section 1. 
65 British Columbia. Ministry of Environment Lands and Parks (1996~). 

E-mail correspondence. Ingrid Taggart, April3, 1997. 



There are a number of historical factors which have shaped the development and 

regulation of rhe publicly-owned segment of the community water suppiy i n d ~ s t r y . ~ ~  

Publicly-owned water utilities were subject to econornic rate regulation by the Ministry of 

Municipal Affairs until the early 1980's. At that tirne, the primary focus of oversight by 

the miaistry shifted to the regulation of capital borrowing and loans through the MunicipaI 

Fiance Authority. However. irnprovement districts must stilI obtain approval for their 

annual rate increases fiom the Ministry of Municipal AfYairs in the sense that their rate 

bylaws have to be approved by the ministry. At the same t h e ,  the approving function for 

water rates in municipal fringe areas was shifted from the Comptrolier of Water Rights 

(who had perforrned the function until then) to the inspector of Municipalities under the 

Municipal Act. 

In a related vein, the responsibility for oversight of irnprovement districts was held by the 

Ministry of Environment, Lands and Parks until 1979, when it was transferred to the 

Ministry of Municipal Affairs. Since that time, the provincial policy has been to encourage 

the transfer of responsibility for smail water systems (owned by private operators or 

improvement districts). serving unincorporated rural areas, to regional governments. 

Improvement districts rose in number until the rnid 1980's then declined to the current 

level of 281, of which 246 operate water systems. Some of this decline can be attrïbuted 

to the province's transfer policy, described above, while the remainder has resulted from 

the extension of sorne municipal boundaries. 

Publicly-owned water utilities are outside the jurisdiction of the Comptrolier and are 

essentiaily self-regulated with minimal oversight by the Ministry of Municipal Affairs. 

This limited oversight, includes, for example, the requirement that rate increases in 

municipal fringe areas be approved by the inspector of Municipaiities, in accordance with 

the Municipal Act. In essence, public corporate bodies providing community water 

66 The information for this section was obtained through personal communication with Rob Rounds. 
January 28, 1997. 



services are free to set their own rates, and to provide that service directly. or contract 

out service delivery under terms and conditions laid out in the Municipal Act. Whiie 

municipalities, regional districts, and improvement districts aU have access to bomwing 

through the Municipal Finance Authority, only municipalities and regional dismcts have 

access to provincial infhstnicture assistance programs. 

Provincial financial assistance for infkstructure works has taken a number of forms over 

the years. Untii a few years ago, gram were provided under the Revenue SharUlg Act, 

and then through the Infrastructure Works Program. The most current funding program is 

the water and sewer capital grant cornponent of the Local Govemment Grants  AC^.^' 
Over the. funding for these programs is decluiing, while capital needs for dhstructure 

repairs, upgrades and irnprovements are steadily increasing. Due to limited program 

funding, priority is currently given to urgently required public health and environmentai 

protection works. such as water and wastewater treatment systems. The total e s h a t e d  

cost of top priority water projects presentiy listed with the MinistIy of Municipal Affairs, 

for which no funding commitments have been made, is approximately $37.0 

This figure only includes costs for priority projects where a formal application has been 

made, and does not include the costs of upgrading the multitude of small systems operated 

by improvement districts and water users communities, which are not eligible for such 

grants. 

Many issues facing the Ministry of Municipal Affairs as the provincial agency overseeing 

the provision of community water services by publicly-owned utilities are the sarne as, or 

linked with, those facing water utility regdators of privately-owned utilities. For exampie, 

the ministry is actively involved in trying to address two major issues related to the 

provision of water services by public agencies. The first is the tenuous viability of many 

" British Columbia, Ministry of Municipal Affairs (1994). 
This figure does not include works in progms for which provincial funding has or has not been 

provided. This figure also only includes projects where local govemments have f o d l y  applied for grant 
assistance. Information obtained through personal comspondence with Rob Rounds. Manager. Municipal 
Financial Services Branch, Ministry of  Municipal Affairs and Housing. on February 4. 1997. 



water systems currently owned and operated by improvement districts. The second is the 

coordination of the changing roles and responsibilities of regional districts with those of 

water utility regulators. These issues are described in p a t e r  detail later in this chapter. 

Public-private partnerships are not a new phenornenon: rnany municipalities and regional 

districts contract out various activities related to the operation for their water systems 

(e-g., meter reading contracts, operation and maintenance contracts). Public-private 

partnerships faU dong a number of continuums, including the degree of responsibility. 

authoncy and risk transferred from the public to the pnvate sector and the proportion of 

public vs. private ownership. Municipalities are £ke  to engage in some public-private 

partnenhips arrangements under ternis and conditions set out in the Municipal Act  as it 

currently stands. 

However, some municipalities are now seeking to engage in public-private partnenhip 

models which would fa11 outside the envelope of acceptable models, as defmed by the 

terms and conditions set out in the existing  AC^.^' TheSe models approach the more 

significant, complex, and risky end of the public-private partnenhip spectrum where a 

system may be placed under full private ownership for an extended period. It has not yet 

been established whether and how water utilities operated under vaxious models of public- 

private partnerships are to be subject to any form of economic regulatory oversight. 

3.6.4 Wastewater System 

Wastewater systems are not identified as "public utilities" as such in legislation and are not 

currently subject to economic regulation. However, just like water utilities, they are 

natural monopolies in that bey: are capital intense and duplication of their physical 

" Personal communication. Donald Lidstone, March L 1, 1997. The Association of Vancouver Island 
Municipalities has retained legd counseI to rcview the Municipal Act, identify actual and potential 
barriers to implementing public-private partnerships, and cirafts amendments to the Act which would 
remove those barriers. At their October 1997 Convention, the Union of British Columbia Municipalities 
will decide whether to endorse a package of proposed legislative amendments, and whether to present it to 
the Province. 



facilities would be highiy inefncien~ enjoy significant economies of scaie; and have captive 

customen. They have the same potential for abuse or negiect of rnonopoiy power as 

water utilities, the result king  either excessive or insufficient rates. As with water utilities 

in the province, it wastewater system operators are more iikely to be charging rates which 

do not reflect the m e  long-term cost of the service. as a result of poor capital planning, 

and many are now facing capital crises.70 In such cases, the collection of insufficient rates 

is contributhg to deteriorating levels of service, neglect of necessary repairs and 

infkastnicnire upgrades, and non-cornpliance with environmentai andor health 

~-e~ulations.'~ Thei-e is also at least one case in the province where the unregulated 

monopoly situation in the wastewater sector is resulting in custorners king charged 

excessive rates for their wastewater  service^.'^ 

3.7 Synopsis 

Water utïiities in British Columbia fall under the jurisdiction of three regdators with 

differing, but overlapping, mandates: an environmental regulator, the Ministry of 

Environment, Lands and Parks; a drinkùig water quality regulator, the Ministry of Heaith; 

and an economic regulator, the Comptrolier of Water Rights, whose economic regulation 

programs are administered by the Utility Regdation Section of the Muiistry of 

Environment, Lands and Parks). There are a number of challenges facing these regdators 

in ensuring that British Columbian receive an adequate supply of safe, potable drinking 

water and pay the true costs of receiving that service. These issues, which are the topic of 

the next chapter, suggest a need for reform. 

'O Personal communication. Chris Jenkins. June 5. 1997. 
" Personal communication. Dale Wetter. March 1997. 
" Personal communication. Bill Grant, Februaiy 1997. Personal communication, Ingrid Taggart. June 3. 
1997. 



4. FORCES OF CHANGE 

This chapter presents the results of the evaluatioo of the existing water utility regulation 

system by the participants in the telephone survey. Areas of performance which could be 

improved are highlighted, as are the major forces of change in British Columbia's water 

industry. 

4.1 Evaluation of the Current System 

The 1 s t  section of the telephone questionnaire (described and reproduced in Chapter 2), 

focused on evaluating the current regulation system, which includes the Comptroiler of 

Water Rights (as decision maker), staff of the Utility Regulation Section (as 

administrator), and economic regulation programs. Participants were asked to evaluate 

the regulator and regulatory programs based on a set of criteria and principles combined 

with a ranking scheme (Table 4-1). The responses of 12 participants yieIded useful 

feedback regarding their perception of the performance of the current system. Tables 4-2 

and 4-3 provide summaries of participants' rankings of the system. The generai intent of 

the evaluation was not to coilect data to perform sophisticated statistical analysis, but 

rather to identify trends in participants' responses, and to identifj areas most in need of 

irnprovement. 



Table 4- 1: Evaiuative criteria, principles and ranking scheme used by telephone 
questionnaire participants to evaiuate the current water utility economic regulation system. 

PRINCIPLE 

1 Administrative and Cost Effectiveness 1 

Econornic Efficiency i 
(ability of regulator to promote 
economic efftciency in water supply 
sector) 

(faimess of regulatory processes and 
outcomes) 

Adaptability 

(ability to adapt to changing 
conditions in the future) 

1. degree of cost recovery for regulation programs 

2. cost effectiveness of regulatory programs 

3. adequacy of skills and resources of regulators 

4. clear distinction between mandates of various 
regulators (health, economic, environmental) 

5. coordination between provincial regulators (health, 
economic, environmental) 

6. the economic regulator' control over the creation of 
non-viable utilities 

7. ability of the economic regulator to ensure that 
existing utilities have rate stnictures which allow 
them to become/remain financially viable without 
earning any extra retums 

8. ability of the regulator to set rates which reflect 
costs, subject to other regulatory objectives 

9. faimess of the processes soliciting public input, or 
dealing with disputes, appeals and complaints 

10. degree to which outcomes (e-g. rate structures) 
balance the interests of ratepayers and utility 
operators 

11. the system's response to changes in relevant social, 
political, economic and environmental factors and 
priorities, including other provincial initiatives, 
policies and legislation 

12. the regulator's ability to implement a broad range of 
management initiatives, policies and procedures to 
fulfill their mandate 

13. the ability of regulators to tailor their policies and 
procedures when regulating utilities of different size 
and ownership 

I 

The ranking scale was set from 1 to 5 in the following way: 
1 1 = the existing system is excellent 
1 2 = the existing system is good or adequate 
1 3 = you are neutral or uncertain 
1 4 = minor improvements to the system are needed 

5 = major improvements or refoms are needed 

Source: Based on Mteria, principles and telephone questionnaire described in Chapter 2. 



Table 4-2: Summary of participants evaluation of water utility regulator and regdatory 
programs. Rankings are based on the criteria, principies and ranking scheme 

shown in Table 4-1. 

1 CRITERIA AND PRINCIPLES 1 
1 Effectiveness 1 ~fficiencv =au& . I . 

Participant 1 2 3 4 5 6 7 8 9 10 

A 5 5 5 5 5 5 5 5 5 5  

Source: Based on information colIected during telephone questionnaire intmiews. 

It is somewhat difficult to identiQ trends based on the data. The sample size is s m d .  and 

the variation between participants' responses is often large. This may be the result of a 

polarkation of views and opinions among participants. Alternatively, it may be thai 

participants interpreted the ranking scheme significantly differently. Perhaps the most 

discemible trend in the responses was the relatively positive evaluation of the system with 

respect to the two equity critena: the faimess of processes and of outcornes. The 

majority of respondents commented favourably on the ability of the Comptroller of Water 

Rights to conduct hisher processes in a fair manner and retum fair decisions, although 

many of those same participants also commented on the lengthy and tirne consuming 

nature of public hearings. Overali, however, the evaiuation section of the telephone 

questionnaire did not prove useN in identwing priorities for improvement, as participants 

indicated a need for reform in most aspects of the system. 



Table 4-3: Surnrnary of participants' evaluation of water utiiity regdators and regdatory 
programs grouped according to criteria. 

Source: Based on information coIIected during confidential telephone questionnaire interviews. 

Participant 

A 
B 
C 
D 
E 
F 
G 
H 
I 
J 
K 

L 

Average 
across 

participants 

Most participants quaiified their numerical responses with comments. Often, respondents 

indicated that their responses in this evaluation section were very much tied to their 

responses in the remainder of the telephone questionnaire, which are presented in the next 

chapter. There was a strong feeling that the implementation of options for reform, 

discussed in other parts of the questionnaire, would have a positive impact on the aspects 

of performance or programs k i n g  evaiuated. Respondents' comments on broder  issues, 

sparked by the evaiuation, are integrated into the section below, which identifies the main 

issues and challenges facing the province today. 

Cast 
Effectiveness 

Questions 1 - 5 
Average 

5 
4 

4 

3 
5 
4 
3 
4 
2 
5 
4 

3 

4 

Adaptablity 

auestions 11 - 13 
Average 

5 
4 
3 

4 

4 

4 

5 
5 
2 
5 

4 

3 

4 

Economic 
Efficiency 

Questions 6 - 8 
Average 

5 
5 
3 
2 
5 

5 

2 
3 
2 
4 

Equfty 

Questions 9 - 10 
Average 

5 
5 
2 

3 
1 

5 
2 

2 
1 
2 

5 

2 

4 

3 

1 

3 



4.2 Emerging issues and future challenges 

A review of key documents and comments coiiected from interviews suggest that a 

number issues and challenges are currently emerging in the water utility regdation system 

of British Columbia Many of these are tied to the traditional evolutionary pattern of 

water utilities in the province, which is described in a recent program review of the Utility 

Regulation 

Many water utilities go through an evolutionary process that begins with their creation and 

ends with the transfer of the system to a public agency. LnitiaUy, a land developer must 

enter into the water utiIity business as a private operator in order to achieve the primary 

objective of developing and seUing lots. During the initial stages of land deveIopment the 

owner is interested in properly maintaining the utility to maximize lot sales. At this stage 

the deveIoper typically subsidizes the water utility operations. Most water utiiities are 

eventuaily transferred to a public agency. However, some utilities have expanded to the 

point where they represent a substantiai invesmient by their owners, and may not be 

transferred in the foreseeable future. Potentiai growth may Lead the owners to consider 

making capital investments on which they are entitled to a fair and reasonable r e m .  

There is a strong rationale, based on the potential for abuse of monopoly power in such 

situations, to continue with the regulatory oversight of these utilities. 

The foliowing pacagraphs describe the main issues and challenges facing the provincial 

government as policy-makers, the Utility Regulation Section under the Comptroller of 

Water Rights as economic regulator, as weii as other affected ministxies. Many of these 

concem are shared by various arrns of government, and aii of the issues are interrelated. 

As such, these issues and challenges can be considered as forces or drivers of change in 

British Columbia' s water industry . 

73 British Columbia, Minisay of Environment Lands and Parks (1996~). 



F h a l  Cons- and Public-private Partnersh@s 

At the end of h u a r y  1997. the Ministry of Employment and investment released 

"Building Partnerships," the report of the Task Force on Public-private ~artnershi~s."~he 

report cites a number of factors which have conmbuted to increased demand for new and 

improved public services: high population growth, accelerated economic growth, and 

infrastructure investrnent backiogs. At the same tirne, the growth of tax-supported debt 

and reduced budgets for provincial transfers to local govemments has left the provincial 

goverment facing a challenge. Public-private partnerships are k ing  explored as a 

solution to this fiscal dilemma. 

There is growing support for public-private partnerships on the part of municipalities, and 

growing interest in oppoaunities on the part of private investors." Public-private 

partnership's are dready king pursued in the water and wastewater sector in British 

~olurnbia'~ This brings up a key question: is there a need for smnefonn of economic 

reguiution of water and wmtewater utilities operated under certain public-private 

parînership models? A concern exists for both public and private partners engaging in 

these arrangements that no system is in place to economically regdate these new pubiic- 

private utilities." There is a need for clear policy direction on this issue so that if these 

utilities are to be regdateci, their economic regulator can begin deveioping regdatory 

programs tailored for public-private partnerships. 

Econornic Reguktion of Wmtewater Systems 

There is also a question arising regarding the possibility of initiating the economic 

regulation of existing privately-owned wastewater systerns. As noted earlier, wastewater 

British Columbia. Task Force on Public-Private Partnerships (1996). 
75 See note 69. Aiso. personal communication with Steve Davis, March 5. 1997. 
76   or example. the District of Lake Country is currently reviewing proposais from the private sector for a 
wastewater utitity public-private parbiership. The District of Chilliwack is reviewing expressions of 
intcrests from the private sector for the provision of complete Municipal utility services. 

In the case of the District of Lake Country wastewater utilities. both the mayor and one of the short- 
Iisted candidaces have exprtssed interest in cxploring the possibility of the British Columbia UtiIities 
Commission taking an active role in such regulation. Personai communication. Jonathan Huggert, 
Novemkr 1996. 



systems are naturd monopolies and have the same potentid for abuse or neglect of 

monopoly power as water utilities. Such abuse can result in customen being charged 

either excessive or amficiaiiy low rates. Examples of both cases exist in the province. 

Long-Tenn ViubiC&y of Wcrter Utilities 

As stated in a recent Program Review of the Utility Replation Section of the Ministry of 

Environment Lands and Parks, the viability of most smaU utilities is often dependent upon 

the willingness of the owner to provide support, Iargely through the donation of tirne, in 

managing and administenng the business and operating the system. With this support the 

utilities are viable and they have been successfully regulated. The degree of support bat  

the owner must provide is dependent on a number of factors such as rates, number of 

customers and complexity of operation. 

At the moment, there is growing concem over the viability of many of the small privately- 

owned uulities and improvement districts in the province. This concem is shared by 

economic, heaith and environmental regulatoa. In recent years, the province has adopted 

a policy to explore al l  other avenues for water senrice delivery in an area (Le. provision by 

neighbouring public corporate bodies) before establishing a new private utility, in order to 

prevent the proliferation of non-viable utilities. In addition, the province is encouraging 

and supporting the transfer of srnail utilities in unincorporated areas to regional dismcts. 

While this is a clear step toward addressing the viability issue, there may also be additional 

policies to be explored by economic regdaton; for example, acquisition incentive andor 

uniform ratemaking policies, which encourage larger utilities or other investon with more 

capital and expertise to assume the responsibility of smaller, non-viable utiiity operations. 

Role of Regionuf Governments 

The changing role of regional govemments throughout the province has resulted in 

increased awareness of the links between land-use planning, provision of water and 

wastewater services in unincorporated (developing) areas, and proliferation of potentially 

non-viable utilities. As such, it identifies the need to address the changing role of regionai 



districts in developing future policy regarding water utility regdation. Regionai districts 

have traditiondy played a minimal role in the provision of water senrices in the province. 

Now. however, they are creathg local authorities to provide water service, acquiring 

utilities, and in some cases. creating local service areas to serve new subdivisions. The 

involvement of regional districts in water service provision in unincorporated areas is 

increasing generaiiy, although at Merent rates throughout the province. 

It has also been suggested that regional districts should assume responsibility for ail 

aspects of land development, including among others: the approving ofncer function, 

which is currently held by the Ministry of Transportation and Kighways; the management 

of water utilities and on-site sewage disposal; the right of fust refusd for the delivery of 

local services such as water; the determination of s e ~ c i n g  requirements; and, the 

approval of the satisfactory construction of works, currently performed by the 

ComptroUer of Water Rights under the Local Services Act for privately-owned 

waterworks." While there is an argument to be made for havhg many of the functions 

canied out by regional districts. an equaliy compellùlg argument could be made for some 

of them to be carried out at the provincial level. The main point is for symmetricd 

functions conceming water and wastewater systems to be canied out by the sarne entity or 

at lest  at the same ievel of govemment. Clearly, decisions regarding the future role and 

powers of regionai districts wdi need to be coordinated with those regarding the future 

role of water utility regdaton. 

Public PartiEipafion and Accountability 

As noted in a recent Program Review of the Utility Regulation section:' utilities are king 

regulated in a climate of greater public interest and scmtiny. htervenors at hearings make 

weil-prepared presentations in objection to. as weIi as in support of, the servicing of new 

developments. proposed rate increases, and options for meeting growing water supply 

requirements. As a result, the Utility Regulation Section must engage in more 

" Gary Paget ( 1997). 
" British Columbia, Ministry of Environment Lands and Park (1996~). 



comprehensive investigation and reporthg pnor to making decisions: this is a challenge at 

current staff levels. During the telephone surveys, some participants expressed concem 

that while regdatory processes, especidy hearïngs are certainly thorough, they are dso  

extremeiy tirne consuming. There is a need to consider alternatives for improving public 

representation in decision making processes related to water utiLity regulation. 

Capital Plnnning and Future Water Supply 

Although water supply is still adequate throughout most of the province in the short tetm, 

there is an increasing realization that water is becoming a scarce good Like any other. This 

is a p a t e r  concem during the summer season and in some areas of the province; for 

example, some parts of the Okanagan Valley. There is dso a growing awareness that even 

where water is not scarce and alternative sources of supply exist, there are often 

signir~cant environmentai impacts associated with the developmenr of new alternative 

supply. Guidelines, policies and legislatioa need to be reoriented to enable water 

managers to balance supply and demand management strategies when planning for future 

water needs. Over the long term, there wiU be a need to use existing supplies more 

efficiently to mitigate the cornbined effects of coatinued popdation growth and the Iack of 

new water sources feasible for development. This may involve the adoption of planning 

and regdatory frameworks whose goal is to optirnize suppty and demand management 

efforts with respect to both resource alIocation and capitd investment; for example, 

integated resource planning 

The need for such a planning fiamework is highiighted by recent decisions regarding 

future water supply, demand-side management, and the disposition of watershed lands in 

IRP can be defined as ". . . a comprehensive fonn of water utility planning that encompasses Ieast-cost 
analysis of demand-management and supply-management options, as we1I as an open and parcicipatory 
decision-making proccss, the construction of alternative pianning scenarios, and recognition of the 
multiple institutions concemeci with water resources and the competing policy goals among them. . . 
Leart-cost-planning or analysis cmphasizes a balanceci consideration of supply-management and demand- 
management options in identifying feasible Itast-cost alternatives for meeting future water ne&. 
Compared with traditionai planning, least-cost planning recognizes that water demand is malleable and 
that forecast demand does not have to be taken as a given in the planning process" (Beecher, 199%). 



the Greater Victoria Water Dismct (GVWD). Recently, the GVWD underwent a 

signZcant public process to address a number of issues currentiy facing, or soon to be 

facing, many other publicly-owned utilities. In 1996. a Special Commission was: 

". . . appointed in response to public criticism of the GVWD for many of its 
policies. particularly controversies about pricing of water for areas unrepresented 
in the present stnicture. about proposed uses of G W  land in the Sooke HUS, 
and about the adequacy of public participation in key water supply de ci si on^."^' 

A key issue related to the long-term management of water supply in the GVWD. and 

particularly the controversid proposed expansion of the Sooke Dam reservoir, is that of 

demand-side management and the role it should play. An independent consultant was 

contracted to evaluate the potential for water conservation measures in the GVWD. 

Special Cornrnissioner Perry found the conclusions of the consultant's report to be 

"startling": a large number of demand-side management rneasures which have proved 

effective in other jurisdictions. and which have the potential to be cost-effective in 

reducing water demand, have never k e n  tried in the Victoria area 83 

The situation in the Greater Victoria area is similar to that of most other publicly-owned, 

and larger privately-owned. utilities throughout the British Columbia. While there is 

certainly a growing awareness throughout the province of demand-side management and 

its potential benefits, programs being implemented remain focused largely on public 

education and voluntaq initiatives." There has k e n  some specinc policy and technical 

work done by larger regional districts facing supply constraints; for example, the Greater 

Vancouver Regionai District, the Capital Regional District, the Okanagan-Ssameen 

Regional District, and the Nanaimo Regional District. However. the majority of utilities in 

the province have not engaged in any significant quantitative analysis of the potential for, 

" Perry (1996a) at 9. " Perry (1996b). 
" Perry (L996a) at 121-122. 
" Persona1 communication. Trent Berry. June 9. 1997. 



and cost effectiveness of, demand-side management in their jurïsdicti~n.~~ There are iikely 

opportunities for cost-savings in areas throughout the province that are king missed 

because DSM options are not king considered. W e  engaging in IRP-like planning 

processes is currently the prerogative of the utility, it may be that the economic regulator 

could play a more signifcant role in prornoting the adoption of such an approach 

throughout B.C.3 water indusw. 

Synergies in Water and Wizstewater System Planning 

The water and wastewater cornponents of a community service systern are inexrricably 

linked. Perhaps the most obvious link is that between water consumption and the 

generation of wastewater for treatment. Therefore, the implementation of demand-side 

management has positive spin-offs for the wastewater sector. DSM can reduce the burden 

on wastewater infrastructure and delay the need for capital investment in new treatment 

facilities. Therefore, long term management of water supply and demand should be 

htegrated with planning for wastewater treatment needs. As long as planning for, and 

regulation of, water and wastewater systerns occurs separately, oppominities for taking 

advantage of these synergies will continue to be missed. 

Wuter PricUlg 

There are two water pricing challenges facing water utility ownen I operators in the 

province. The fmt is that water prices in the province may not be sending consumen the 

right price signals regarding the benefits and costs associated with their Ievel of 

consumption. If we have a strong naturai monopoly, there are stiii economies of scale to 

expansion, which means that having a price signal that is too high is of greatest concern. 

The utility rnust recover al1 its costs but by setting a price to do that it does not give a 

signal to consumen of the benefits they bring to everyone by increasing their 

consumption. In today's world, however, it is increasingly the case that water utilities are 

in a situation of weak monopoly, meaning that the incremental unit cost (marginal cost) of 

Ibid. 



expansion exceeds the average unit cost If prices are set at marginal cost, the utility WU 

earn excess profit. So pnces are generally set at average cost, which does not give the 

correct signai to consumers of the costs caused by seasonal or peak time increases in 

coasumption. The rate design solution is to set the marginal price at marginal cost while 

adjusting other charges downward (intra-marginal rate, fixed part of the rate) to ensure 

that excess profits are not earned. 

The second challenge is that because many water utilities are municipdy-owned and 

operated, and their prices are set by municipal politiciaos, there has been evidence to 

suggest that rate increases have been politicdy constrained such that rates may not even 

recover average cost (current fixed and operating costs plus capital renewal). The rate 

design (rate setting) solution is to ensure that average rates are at least sufficient to 

recover average cos6 in a sustainable manner. 

EfFciency and Effectiveness of Replation 

There is a growing consensus that some reform of the institutional arrangements for water 

utility regdation is needed. In paaicular, the appropnateness of the Utility Regulation 

Section behg housed in the Muiistry of Environment, Lands and Parks has been called 

into question, for two main reasons. The f m t  is that the economic regulation mandate of 

the section does not fit with the environmental protection mandate of the ministry as a 

whole. The second is that there may be potential for greater administrative efficiency if all 

uulity regulation in the province is the responsibility of a single agency, such as the British 

Columbia Utilities Commission, 

4.3 Role of the Economic Regulator in Addressing the Need for Change 

Clearly the emerging issues and future challenges facing water industry in British 

Columbia can not ai l  be addressed by the economic regulator. The mandate of the 

economic regulator is limited to ensuring that social, environmental, health, and other 

public policy objectives are met by water utilities at the least-cost to the customer, while 

stiU promoting the long term financiai viability of the utility. Currently, the mandate of the 



economic reguIator is further limited to carrying out this task only with respect to 

privately-owned utilities. Nonetheless, the economic regulator wiiI have an important 

role to play in coordination with other agencies responsible for other aspects of water 

management, in helping to shape the future of privately-owned community water systems. 

There is also the potential to expand the mandate of the reguiator, by making some of its 

programs available to the public sector on a voluntaq basis, to promote positive reform 

throughout British Columbia's entire water industry. However, such changes to the 

institutional structure and scope of the economic regulator's authority and jurisdiction wiii 

require legislative reform and therefore action on the part of the provincial govemment. 

A range of alternatives for reform of the water utility regulation system is presented in the 

next chapter. 



5.1 Introduction 

While the previous chapter discussed a i i  the aspects of the water industqr which are 

regulated, this chapter focuses on the specific challenges facing economic regulators and 

the options available to them. Alternative strategies for economic reguiation can be 

discussed at a number of levels. The categories of alternatives which are used to discuss 

options throughout this chapter are adapted from those identifed by ~eecher. '~ These 

categories, summarized in Table 5- 1, include a range of options for: institutional 

arrangements; organizational resources; scopes of jurisdiction and authority; methods of 

oversight includllig regulatory processes and ratemaking methods; and, strategies for 

addressing the viability of srnail utilities. 

Table 5- 1: Comprehensive Wework for reviewing regdatory alternatives. 

Institutional Structure Which agency (if any) should regulate water utilities for economic 
purposes? 

Organizational Resources What organizational resources are required to support the cost of 
regulation and how will they be recovered? 

Scope of Jurisdiction Who are the regulated water utilities and what thresholds or forms 
of ownership define jurisdiction? 

Scope of Authority How will regulated utilitieç be regulated in ternis of the scope of 
regulatoty authonty over rates, retums and other issues? 

Methods of Oversight 

Source: Adapted h m  Bexxher (1995a) p. 105. 

What specific regulatory processes and raternaking methods are 
required for ovenight of the water industry? 

Viability Policies and 
Assessrnent Methods 

Alternatives are described based on a review of literature and reports, and in iight of 

experience in other jurisdictions, including that of other provinces in Canada, and of other 

What specific policies and methods are required to ensure the 
viability of srnaIl water utilities? 

86 Beecher (19951) at 105. 



countries. The applicability of options in British Columbia is ais0 discussed. Participants' 

responses to the relevant sections of the telephone questio~aire (Chapter 2) are presented 

where applicable and provide a useful initial measure of the feasibility, desirability and 

acceptability of certain options for the province. Before examining possibilities for 

reform, however, it is important to understand the underlying challenges facing economic 

regulaton as they carry out their mandate in the water sector. 

5.2 Economics: the Industry and the Chaiienge 

There are a number of economic characteristics of the water industry which regdators 

must bear in mind. The first of these is the business of providing water and wastewater 

services is a naniral monopoly, as described above. Two other key features of the water 

industry are that: 

the production and consurnption of water and wastewater services impose economic 

"extemalities" (positive andor negative impacts) on other individuals or communities 

not directly involved (e-g. wastewater poilution); and 

water and wastewater systerns assets tend to be very long-lived (e.g. distribution 

networks underground) and their neglect may not affect quality of service u n d  some 

period of tirne has passed." 

A fmal characteristic of public utility industries, which is not particuiar to the water 

industry, is that utility ownen / operators generally have better financial information than 

the reguiator." 

The challenge facing economic regulators of water utilities is to promote economic 

efficiency in the water sector aven these characteristics. Ideaily regulators do this via cost 

effective poiicies and programs whic h incorporate equity considerations and which are 

flexible enough to allow for adaptation to changes in policy objectives and the water 

" Sec Glynn et al. (1992). 
88 Ibid. 



industry. The main objectives of these programs and policies should be to: protect 

consumen h m  high prices and low quality; and set rates which ensure a reasonable rate 

of retum to water service providea so that they can aBord to provide high quality service, 

meet other regdatory requirernents, and have some incentive to stay in the business. In 

British Columbia, as in the United States, other challenges exist because the water industry 

is characterized by numerous small cornmunity water systems, many of which are 

operating at financial, managerial and technical deficits, additional challenges exist Water 

utility regulators are thus faced with the task of monitoring and promothg the long-term 

viability of privately-owned water systems. The following sections outline options 

available in rising to these challenges. 

5.3 Alternative Institutional Arrangements 

The basic question addressed here is: which agency, if any, should regulate water utilities 

for economic purposes? Inevitably, this question is aiso tied to the issue of ownership, 

and the classic debate conceming the relative efficiency of public versus private 

ownership. The jury is stiU out on this debate although ment  empirical studies suggest 

bat: on average, publicly-owned water utiLities are more efficient than privately-owned 

utilities although they exhibit wider dispersion between best and wont practiceag; and for 

small scale water systems, private ownership is comparatively more efficient whiie for 

large scale operations, public ownenhip is cornparatively more efficient. The relative 

efficiencies of water utiiities under the two anangements do suggest that aiteration of the 

ownership structure of the water suppIy sector is an option, and one which wîU have 

important implications for the institutionai arrangements for economic regulation in the 

province. 

As noted in previous chapters, 2% of households in British Columbia are served by 2 12 

pnvately-owned water utilities, while the majority of the remaining 984% are served by 



over 500 publicly-owned water utilities. One possible model would be to transform aii 

publicly-owned water systems into private ownership and have them aiI  be subject to the 

same regulatory policies. This complete divestiture of public assets was pursued in 

England in recent years. Another possible model wodd be to create a market 

characterized by public ownership and cornpetitive contracts for operation with no state 

regulatory involvement, as  is the case in France. Figure 5-1 provides a profile of the water 

industries in British Columbia, France, the United States, and England and Wdes, based 

on a public private continuuni. 

Both of these models seem equally unfeasible in the current British Columbian context. 

The transformation fmm private to pubIic ownership implies that municipalities and 

regional districts wouid purchse existing privately-owned utilities, which seems unlikely 

given the current fiscal realities of local govements. The transformation from public to 

private ownerçhip at a significant scale in the near future is also uniikely, although some 

initiatives in this direction may occur as part of the strategy to address looming capital 

constraints. Thus, the provincial govemment needs to accommodate the continued 

coexistence of public and private ownership in the water supply sector in reforming the 

water utility regdation system. 



Figure 5-1: Nature of public-private partnerships in various 
jurisdictions according to responsibility. 

lncteasina  rivat te sector res~onsibilitv + + + -. + + 

t + + t c t Increasinci ~ubl ic  sector reswnsibility 

BRîiïSH COLUMBIA 
Municipal PrÏvately- 
Service ? ? ? Public-private Partnerships ? ? ? Owned Utility 

FRANCE 
MunicipaI Management Leasing P rivatizatio n 
Service Contract System Contract 

UNITED STATES 
Municipal Contracting Con t ract Contract Privatization Pnvately- 
Service Out Management Operations Contract Owned Utility 

ENGLAND AND WALES 
. - 

Privatized 
Wate F 

Authorities 

Management Contract: Amngemenl whereby the local authority delegates one or more, and sornetimes 
all, of the operations, maintenance, and management fundons of a water and/or wastewater system to 
the private firm. The municipality is responsible for the financing, design, construction, replacement (or 
possibly renewal or modemization) of the facifity, as well as its owriership. The average length of these 
contracts is 10 years or les.  

Leasing System: Under this system, the municipality is responsible for new works and the private 
company is responsible for the operation of an already existing water andior wastewater service. Plants / 
facilities are leased to the private cornpany for the duration of the contract. The typical length of contracts 
under this system is 10-20 years. 

Pnvatization Contract: A type of delegated management contract under which the municipality signs a 
contract with a single private company, The private cornpany is responsible for the design, construction, 
operation, management, and maintenance of the facility and mets  the expenditure involved either from its 
own financial resource or by means of extemal financing. The contracts are signed for 20-30 year period 
during which the private company effectively acts as owner and operator of the utility. 

Contmcting Out: See Management Contract. 

Contract Management: These arrangements include modek where the private partner is responsible for 
any of the following combinations of functions: Design Build, Design Build Major Maintenance, Oesign 
Build Operate. 

Contract Operations: These arrangements include models where the private partner is responsible for any 
of the following combinations of functions: Lease Develop Operate, Build Lease Operate Transfer, Build 
Transfer Opetate- 

Source: Adapted fiom J.F. Petry, "Privatization - WorIdwide Trend," Proceedings, A W A  1986 
Annual Conference: Water - Key to Life, Denver, Colorado, Iune 22-26, 1986, Arnerican Water Works 
Association, Denver, Colorado, U.S.A., 1986, in Morani-de Loe and Mitchell (1993), p. 139. 



A s w e y  of other jurisdictions reveals that a variety of modeis exist Ui the area of 

institutional arrangements? The Werences in the characteristics of the water sectors in 

these jurisdictions provide insight into the need for regulatory systems to adapt to those 

characteristics. At an international level (Table 5-2), institutional arrangements have 

evolved based on the charactenstics of the water industry, and especidy the ownership 

structure, in the country. 

Table 5-2 Cornparison of global regdatory alternatives. 

Country 1 Nature of Regulatlon 1 Selected Feaaires 1 
United States 

Great Britain 

State public utility commissions 

1 

France 1 Municipal contract regulation 

Ratebasdrate-of-return regulation 

Centralized incentive regulation 

Indexing, negotiations, reviews 

Chile 

Source: Beecher et al. (1995). p. 169. Based on a World Bank Workshop hdd in April 1994. 

Price caps, single administrator (Office of 
Water, OFWAT) 

The system in British Columbia is very similar tu that in the United States, where: water 

utilities may be under public, private, or joint ownenhip and operation; and the economic 

regulation of water, and in some cases wastewater, utilities is canied out by state public 

utility commissions. The ody  real difference is that in British Columbia, regulation is not 

carried out by the public utility commission (BCUC). However, as noted in Chapter 3, the 

water utility regdator in the province (Comptroller of Water Rights) is granted the same 

powers and responsibilities in Iegislation as the BCUC. 

Regulation by national tariff 
boards 

Operational contract, 5-year prke caps, 
30-year planning horizon 

I 

9' The meaning of some of the unfaniliar regulatory terms in the table are clarified in the section on 
alternative ratemaking processes and methods. 

Performance rneasures, yardstick 
corn petition 

Argentina Price-cap regulation by a 
regulatory agency 



Table 5-3: Cornparison of provincial institutional arrangements 
for economic regdation of water utilities. 

PROVINCE 

British Columbia 

Al berta 

Saskatchewan 

Manitoba 

3ewer  also* 

1 1 

New Brunswick 1 No private water utilities 1 Self-regulated 

Ontario 

Quebec 

NATURE OF REGULATiON 

Provincial regulatory and appeal 
commission for remaining srnaller 
municipalities 

Privateiy-owned utilities 

Provincial water utility regulator 
(separate provincial energy utility 
commission) 

Provincial public utility commission 

No private utiiities 

Provincial public utilities board 

No provincial economic regulation: 
privately-owned utilities are overseen 
by local govemments 

No private water utilities 

Prince Edward 
Island 

Nova Scotia 1 Provincial public utility board 1 Provincial public utility board 

Pu bli cly-owrted utilities 

Self-regulated with lirnited 
ovenight by Ministry of Municipal 
Affairs and Housing 

Self-regulated 

Rate approval by local 
govemment and then by provincial 
Municipal Board 

Provincial public utilities board 
(except City of Winnipeg) 

Self-regulated with some oversight 
by Ministry of Municipal Affairs 

Self-regulated with sorne oversight 
by Ministry of Municipal Affairs 

Provincial regulatory and appeal 
commission 

Note: The words commission and board are used interchangeably. 

Self-regulated for larger 
municipalities 

Newfoundland 

Source: Based on telephone interviews with representatives fiom provinciai agencies and public utility 
commissions in Canada. 
At a national Ievel, a telephone s w e y  of other Canadian provinces provided the 

information summuized in Table 5-3. Of note again is that British Columbia is the only 

province, of  those regulating private water utilities, where regulation of water utilities is 

dealt with separately n o m  the regulation of other utilities, and where the regulator is not 

an independent commission. Also of interest is that Manitoba is the oniy province where 

wastewater utilities are economicaiiy regulated. 

No private water utilities Self-regulated 



A number of alternative institutional arrangements for water utility regdation are avaiiable 

for consideration in British Columbia (Table 5-4). These options are discussed here 

pnmarily with respect to privately-owned water utilities, although they codd potentially 

apply to public-private partnerships and publicly-owned utilities as weii if the economic 

regulator were given any authority over them. Given the current institutional 

arrangements and the characteristics of the water sector in the province, some rnay be 

more appropriate or feasible. These options include regdation by: public utïiiry 

commission, an existing provincial agency (as is the case at present), a new provincial 

water agency (which wouid need to be created), local govemments, agencies at various 

levels of governments coordinated by a rnernorandum of understanding. A final option 

wouId be to deregdate water utilities and aiiow market forces and rnonopoly power to 

prevail. 

Table 5-4: Alternative institutionai arrangements considered. 
Al ternative shown in italics identifies the cunent stnic ture. 

Alternative 

Economic regulation is 
transferred to the 
provincial public utility 
commission (BCUC) 

Economic regulation is 
retained &y an existing 
provincial agency 
(status quo) 

Implications 

The public utility 
commission would 
need to integrate 
water utilities into its 
mandate and develop 
cost-recovery 
mechanisms to 
recover the costs of 
regulating the water 
industry. 

Economic regulatory 
function continues is 
performed by the 
Comptroller's Staff in 
the Ministry of 
Environment Lands 
and Parks. 

Key Advantages 

Pooling of expertise 
among economic 
regulators of al1 
sectors; oversight 
would be more 
effective with 
conçolidated 
authority; substantial 
experience and 
expertise in emerging 
rnethods of public 
utility oversight. 

No disruption; no 
changes to legislation 
required; links to 
other departments 
and ministries well 
established; well 
situated for 
coordination with 
other initiatives and 
policies related to 
water management. 

Key Disadvantages 

Challenge of 
devebping cost- 
recovery mechanisms 
to recover costs of 
water utility regulation 
programs. 

Incongruence with 
other regulatory 
functions of ministry; 
does not take 
advantage of 
administrative 
economies of scale. 



Table 5-4: Alternative institutional arrangements considered (continued). 

Alternative 

Economic regulation is 
transferred to a new 
provincial water 
management agency 
responsible for al1 
regulatory functions 
(economic, health, and 
environmental) 

Economic regulation is 
transferred to local 
goveming bodies 

Implications 

A new provincial 
agency is created to 
perform economic 
and other regulatory 
functions affecting 
the water industry. 

The economic 
regulatoiy function is 
assumed by 
municipalities and/or 
regional districts. 

The basic economic 
regulatory function is 
maintained by the 
public utility 
commission but 
responsibilities are 
actively coordinated 
and shared with other 
provincial and local 
agencies through 
memoranda of 
understanding and 
other institutional 
arrangements. 

Market forces and 
rnonopoIy power are 
allowed to prevail, 
and consumers are 
left unprotected with 
respect to potential 
abuses of monopoly 
power by their utility. 

Key Advantages 

More coordinated 
and comprehensive 
regulation; greater 
ability to advance 
provincial policy 
goals; management 
functions al1 working 
together to achieve a 
shared objective; 
savings to existing 
agencies. 

Province no longer 
pays for econornic 
regulation directw; 
local self-rule may be 
enhanced; oversight 
is rnaintained. 

Reduces total 
administrative costs; 
promotes information 
sharing; reduces 
duplicative or 
conflicting efforts. 

Direct costs of 
econornic regulation 
to the provinces will 
be saved; staff and 
other resources can 
be dismantied or 
reallocated; the cost 
of regulation to 
utilities will be 
reduced. 

Key Disadvantages 

Cunent political 
climate may not be 
conducive; startup 
costs are high; 
combining multiple 
regulatory functions 
would be complex. 

Lacking expertise, 
experience, and 
resource; potential for 
inefkiency, inequity 
and abuse is very 
high; long-term 
consumer protection 
and policy goals of the 
province may not be 
served. 

Developing 
coordination 
mechanisms can be 
cosüy; agency cultures 
and goals may not be 
compatible. 

Surrenders provincial 
responsibility and the 
benefits of regulation: 
increases potential for 
monopoly abuse, 
especially with limited 
cornpetition; sacrifices 
consumer protection. 

Source: Adapted from Beecher (1995a). p. 115-6. 



The current situation of the Utitity Regdation Section in the M i n i s ~  of Environment, 

Lands and Parks, is not ideal. For example, the mandate of the section is at odds with the 

general mandate of the ministry. Also, the current situation creates the potential for 

conflict of interest for some ministerial staff who have management responsibilities as well 

as formai decision making responsibilities in their role as Deputy Comptroller. The 

underlying issue is the section's lack of independence, or am's length, from the 

govemment Based on the need to address this conceni, the list of alternatives identifed 

in Table 5-4 was narrowed during the development of the telephone questionnaire. The 

two main alternatives presented were: 1) to move the Utility Regdation Section to a m ' s  

length of govemment (and the rninistry); and 2) to amalgamate the section with the British 

Columbia Utilities Commission. Respondents were k e ,  however, to suggest other 

alternatives. 

One of the questions asked of survey paaicipants regarding institutional structures was 

whether any form of regdatory intervention was warranted for water utilities and 

providen of wastewater services under various ownership structures. The detaiied 

responses to this line of questioning are presented under the section on alternative scopes 

of jurisdiction. Most respondents did not support deregdation of those water utïiities 

already subject to regulation. Participants were also asked a number of questions related 

to the identity of the economic regulator of water, and possibly wastewater, uùlities. 

Responses to each question are discussed below. 

Do you think thar the economic regulator and environmental regulator of warer, and 
possibly wastewater, utilities should be the same entily? 

Eleven out of twelve respondents indicated no: economic and environmental 

regulation functions should be kept separate. The most cornmon reason stated for 

this was the potential conflict of interest created if the same agency is responsible 

for carrying out both these functions. The provincial govemment has a ciear role 

to play in setting environmental and health standards goveming ail water and 

wastewater utilities. The role of economic regulation, then, is to ensure that those 

standards are met at the least-cost to the consumer. While the majority of 



respondents were in favour of keeping the fimctions separate, several pointed out 

the need for coordination between agencies carrying out these functions. A few 

aiso indicated that their response was a pragmatic "no": ideaiiy, al l  water 

management functions should be housed under one roof and working together to 

achieve a shared objective; but realisticaiiy, given the structure of the current 

system, environmental and economic functions are best kept separate. The one 

participant who responded "yes" was in favour of pursuing an ideal, integrated 

mode1 of water management under a new provincial water management agency. 

Do you think that the economic regulator of water utilities and providers of 
wmewater services, assuming the latter were economically reguiated, should be the 
same entiw? 

Eleven out of twelve participants agreed that water and wastewater service 

providen should be regulated by the same agency. The most commonly cited 

reason was that the same basic principles underlie the economic regdation of aii 

utilities, and the same regdatory expemse is required in d e a h g  with them. 

Furthemore, there are economies of scale in dealing with the two together. The 

lone respondent who felt that it should be a separate entity dealing with 

wastewater cited the need for the regulator to have expert knowledge of issues 

specifically related to wastewater systems. Sihe suggested that at the very least, if 

water and wastewater were to be dealt with by the same entity, there should be a 

separate section within the agency with specific expertise. 

Who do you think should regulate water utilities with respect tu economic encienc 

O British Columbia Utilities Commission (BCUC)? 

O Utiliv Regulation Section under the Comptroller of Water Rights ? 

O Other: 

Assuming that providers of wustewater services were to be regulated, who do you 
think should be their economic regulator? 



in response to the fmt question, 9 out of 12 respondents indicated they were in favour 

of moving the responsibility for water utility regulation to the BCUC. Of the 

remaining participants, one suggested that there were advantages to the regulation of 

utiiities k ing  retaiaed by the Ministxy of Environment, Lands and Parks. Hislher 

reasoning was that this ailowed for sharing of eng inee~g  expertise within the 

ministry; however, s/he aiso admitted that the section did need more independence and 

fuily cost recovered programs. Another participant suggested creating a new 

provincial water agency capable of integrating the management of all aspects of water 

management, incIuding utility regulation. The last of the group indicated she had no 

particu1a.r preference. 

With respect to the identity of the econornic regulator for wastewater systems, should 

they corne under regulation, 11 out of the 12 participants would choose the BCUC. 

The exception was not in total disagreement but felt that wastewater systerns should 

either be regdated by a separate entity, such as a Comptroiier of Wastewater or, if 

under regulation by the BCUC, by a specialized section within the commission. 

Assuming that the staff of the Utility Regulation Section under the Comptroller of 
Water Rights remahs the economic regulator of water utilities, should the section: 

remin  housed in the Water Management Branch of the Ministry of 
Environment? or 

iY be moved tu a m ' s  length of govemment? 

Aii of the respondents indicated they would be in favour of a move to am's length, 

and most believed that almagarnation with the BCUC was the preferable way of 

accomplishing this move. 

Regulatory alternatives faiiing under the umbreiia of orgaaizational resources must answer 

the question: what organizationai resources are required for regulation and how will costs 



be recovered? Options in this category o f  alternatives are not deait with extensively in 

literature nor were they incorporated in the telephone questionnaire. However, one author 

summatizes a number o f  models (Table 5-5). Regardles o f  source o f  funding, the 

challenge for water utility regdators is the development o f  costeffective regulatory 

programs, and cost-recovery mechanism. '' This challenge exists for two main reasons. 

Firstiy, due to the high caseload, the financiai and human resources aiiocated to water 

utility regulation by public utility commission are ofien greater than those aIiocated to the 

regulation o f  other industries. In addition, the fin& recovered h m  the water industry to 

pay for the cost o f  regulation are usuaiiy insufficient. 

Table 5-5: Alternative organizational r e s o m  arrangements for funding o f  regulatory 
programs considered. Alternative shown in italics indicates the current situation. 

Aiternative 

Fees aççeççed on 
regulated water 
utilities 

Fees assessed on 
other regulated utilities 

General revenues f%m 
the province 

Implications 

The cost of regulating 
each industry is fully 
allocated to each 
industry, and 
regulatory fees based 
on water industry 
revenues, are 
expected to support 
the cost of regulation. 

The cost of regulating 
the water industry is 
supported in part by 
the fees assessed to 
the other regulated 
utilities, such as 
electric or gas 
utilities. 

The public utility 
commission seeb 
funding from the 
province to cover the 
entire cost of 
regulation or the cost 
of regulation not 
covered by utility 
assessments. 

Key Advantages 

Avoids inter-industry 
subsidies; supports 
the user-pay 
principle; forces cost 
control on regulatorç. 

Spreads the cost of 
regulation 
progressively 
according to industry 
revenues; 
recugnizes 
economies of scope 
in regulation. 

Recognixes 
importance and 
benefits of provincial 
economic regulatory 
function, even if it 
must be supported 
through tax dollars. 

Key Disadvantages 

Revenues of the 
regulated water 
industry are not 
sufficient to support 
even basic regulatory 
function; ratepayers 
could be unduly 
harmed by excessive 
fees in water rates. 

Inter-industry 
subsides are 
perceived as unfair 
and discrirninatory; 
calls into question the 
cost-effectiveness of 
water industry 
regulation. 

Runs contrary to the 
user-pay principle, 
fee-based regulation, 
and avoidance of 
subsidies and taxes. 

Source: Adapted from Beecher (1995a) p. 116-7. 

QL Beecher (1995a) 



If the choice is made to move the responsibility for water utility regulation to the BCUC, 

or some other arms length arrangement, the issue of funding and cost recovery wiii need 

to be addressed. In both of these scenarios, the costs of water utility regulation may be 

recovered through self-funding mechanisms (fee assessments), through fmancial support 

from the provincial goverment, or some combination of both. It may also be that the 

mode1 changes over t h e  with more hancial assistance h m  the provincial govemment 

during the initiai transition period to arms le@, or to the BCUC. This support could 

then be phased out  as cost recovery mechanisms are phased in. If amalgamation with the 

BCUC, and the introduction of cost recovely programs, are pursued, then a further 

decision wouid need to be made: would the costs of water utility regulation programs be 

fully covered by water industry fees or would they be partially covered by the regulatory 

fees assessed to elechic and gas ucilities? 

The Utility Regulation Section already has some excellent ideas on how to move towards 

cost recovery for some of its programs. For example, the CPCN application and 

processing fee could be increased substantiaily and s a  be on par with development fees 

charged by other provincial agencies. The section estimates that increasing CPCN fees 

frorn $50 for an entire subdivision application, to $800 per lot, would aLlow it to recover 

34% of the cost of their CPCN program?3 Other options the Utility Regulation Section 

has identSed for cost recovery include: a regulatory charge per lot once the comection 

to that lot is in service; and a trust fund management fee charged to each utility to cover 

the cos& of monitoring and administering trust fun& accounts? 

5.5 Alternative Scopes of Juridiction 

The choice of alternatives in this category determines which water utilities are under the 

jurisdiction of the regulator and what thresholds, if any, define that jurisdiction. In the 

93 British Columbia, Minisûy of Environment Lands and Parks (1996a). 
Personal communication, Bill Worobets. February 12 L997 



United States, whose system is skrdar to that in British Columbia, the types of water and 

wastewater utilities under the jurisdiction of a state public utility commission varies h m  

state to state. S d a r l y ,  not al1 States regulate the same categorïes of utilities (Table 5-6). 

Table 5-6: Approximate number of commission-regdated water and 
wastewater utilities in the United States. 

Numhr of Percentage Num ber of Percentage 
Utiiities of Utilities Commissions of States 
Under by type Carrying out Engaging 

Regu lation Regulatian in 
- - 

Regu lation 
Commission-Regulated Water 
Utilities 

Privately-owned 4,178 43% 46 92% 
Municipal 1,677 1 9% 12 24% 
Water Districts 1,208 1 4% 8 1 6% 
Non-profit 1,617 18% 11 22% 

Total 8,752 100% 46 92% 
Commission-Re~ulated 
Wastewater ~tilGes 

Privately-owned 1,325 61% 28 56% 
Municipal 626 29% 6 1 2% 
Water Districts 199 9% 1 5 10% 
Non-profit 1 37 1 2% 1 4 1 8% 

Total 2.1 87 100% 28 56% 
Note: The state public ut i l i i  commissions do not regulate water or wastewater utilities in 
Georgia, Minnesota, North Dakota, South Dakota or Washington, D.C., primarily because of the 
Iirnited presence of maior orivatelv-owned water and wastewater utilities in these areas. 

Source: Adapted fiom 1995 NRRI Survey on Commission Regulation of Water and Wastewater UtiIities. 
in Beecher et aI. (1995). p. 124. 

In cornparison to the U.S., a i l  of the regulated water utilities in British Columbia faii under 

the privateIy-owned category." Neither municipal water utilities nor wastewater systems 

under any fom of ownership are economicaUy regulated in B.C.. There are currentiy no 

size-thresholds, such as revenues or the number of customers served, used to bound the 

jurisdiction of regdators. A number of options are available to the province in 

monsidering the scope of jurisdiction of the provincial water utility regulator (Table 5-7). 

95 The exception used to be the Greater Victoria Water Districl but as of 1997, it is no longer 
econornically regdateci by the Comptrolier of Water Rights. 



Table 5-71 Alternative scopes of jurisdiction considered. 

regulatory jurisdiction 

Limit regulatory 
jurisdiction according 
to system size 

Expand regulatory 
jurisdiction beyond 
existing categories, 
possibly based on a 
modified scope of 
authority and/or 
methods of oversight 

Define regulatory 
jurisdiction according 
to criteria other than 

Continue regulating 
the existing 
configuration of water 
systems, pn'rnarily 
privately-owned, as 
defined in existing 
legislation. 

Decrease the number 
of regulated utilities 
by creating size 
threshold(s), such as 
revenues or the 
number of custorners 
sewed, for economic 
regulation. 

Extend regulation to 
inchde privately- 
owned wastewater 
systems. 

M e n d  regulation to 
water systems under 
different forms of 
ownership, such as 
pu blicly-owned 
systems, and 
systems operated 
under public-private 
partnerships. 

Define the scope of 
jurisdiction over 
p rivately-ow ned and 
other systems 
according to a non- 
size criterion, such as 
consumer 
complaints. 

Key Advantages 
Familiar rnethods of 
oversight. 

Could exempt a large 
number of water 
systems fmm 
provincial oversight; 
reduces the costs of 
regulation to water 
systems and the 
regulator. 

Advances consumer 
protection and 
provincial policy 
goals; more 
equitable; improves 
econornies of 
regulatory scope; 
increases base from 
which to collect 
regulatory fees. 

Advances consumer 
protection and 
provincial policy 
goals; more equitable 
and expensive; 
improves economies 
of regutatory scope; 
increases base from 
which to collect 
regulatory fees. 
Should reduce the 
number of regulated 
utilities requiring 
ove rsig ht; p rovides 
an incentive for 
utilities to comply 
with standards; 
emphasizes 
consumer satisfaction 
with service. 

Key Disadvantages 
Limits the base from 
which to coltect 
regulatory fees; does 
not further consumer 
protection goals with 
respect to wastewater 
systerns or systems 
operated under 
public-private 
partnerships. 
Limits regulation; 
further lihits the base 
from which to collect 
regulatory fees; 
effectively 
deregulak during a 
period of rising costs 
and uncertainty; cost- 
effectiveness not 
im~roved. 
1 ncreases cost of 
regulation to 
regulator and 
wastewater utilities; 
requires more 
interagency 
coordination; 
expands reg ulat ion 
without altering 
authority or methods 
of oversiqht. 
1 ncreases cost of 
regulation to 
regulator and utilities; 
may require more 
interagency 
coordination; requires 
modification of scope 
of authority and/or 
methods of oversight. 

Nurnber of regulated 
utilities requiring 
attention is very 
uncertain; diff icult to 
raise and allocate 
regulatory resou mes; 
raises procedural and 
due process issues; 
a n  be very arbitrary. 



The fourth option in the table of alternatives bears some M e r  elaboration since it is an 

option which aiso involves making concurrent changes to the scope of authority. 

Currently in British Columbia, two main categories of water utilities exist which are not 

economicaliy reguIated by the economic regdator publicly-owned utilities, and water 

utilities operated under public-private partnerships. Expanding regdatory jurisdiction to 

include either or both these categories of utilities could involve creating correspondhg 

scopes of authority modifred according to the category. For example, in the case of 

publicly-owned utilities, jurisdiction could be expanded to aiiow publicly-owned utiiities to 

transfer their authority over rate setting to the economic regulator on a voluntary basis. 

Similarly, the jurisdiction of the economic regulator could be expanded such that systems 

operated under public-private putnerships would be economically regulated, unless they 

met certain exemption criteria The economic regulator could also be identified by public 

and private parmers as  the xbitrator of disputes arising in respect of their contract. 

Further, if the economic regulator were to be made responsible for the approval of capirai 

investments for either of the two categories of water utilities, one would have to expand 

the scope of jurisdiction accordingiy. Options for developing and imptementing modified 

scopes of authority are discussed further in Sections 5.6 and 5.7.3. 

In the telephone questionnaire, participants were asked two main questions related to h e  

scope of water utility regdators' jurisdiction: 

Do you think rhar any governrnent intervention, in the foma of economic regularion, is 
warranted for water utilities under the following kiruis of ownership: 

public awnership ( c g .  owned and operated by D YES Cl NO CI DEPENDS 
a public agency: municipality, regional district, 
improvement dismmct) 

private ownership (cg. owned and operated by O YES O NO D DEPENDS 
a developer or investor) 

public-private partnership (e.g. owned and O YES 0 NO D DEPENDS 
operated joktly by the public and private 
sectors under a variety of mode& 

The same questions were then repeated wirh reference tu wastewater systems. 



AU participants indicated that their respoases and comments on the fmt question applied 

to both water and wastewater systems equaiiy. Their responses are discussed below: 

Public Ownership. There was significant disagreement among participants in this 

category, with responses split fairIy evenly between yes, no and depends. The main 

arguments in favour of regulation were that although publicly-owned utilities are not 

operating under the profit motive, they are not necessariiy operating eficiently. 

Regulation could provide greater discipline, cost control, accountability, transparency, 

and incentives for efficiency. Respondents who were against implernenting regulation 

cited the foilowing reasons. 

Municipalities and regionai dismcts are capable of Iooking after the interests of 

consumers through the local govemrnent public input process. Another layer 

of regulation would be superfiuous. 

The provincial govemment's role should be lirnited to setting environmentai 

and health standards. 

Regulation is not the solution to the inefficient management of publicly-uwned 

water utilities. 

Some cornments recorded in the "depends" category were as follows. 

There might be room for economic regulation of municipalities and regional 

districts on a voluntary bais. Such a move would aUow publicly-owned water 

utilities to daim their rates are truly based on the ''user pay" principle. 

There is a need for greater accountability and transparency in the rate setting 

process. This might be provided by some form of regulation, although not full 

regulation, as it is currently practiced for privately-owned utilities. 

Not now, but rnaybe later. Local govemments are not ready for economic regulation 

right now, but once provincial and federal fiscal conssaints bring about the need for 

rate increases and consumer resistance begins to mount, they may look for ways to rid 

themselves of the responsibfity for rate setting. Regulation by an extemal entity 

could provide them with a way to do that. 



Pn'vate Ownership. The majority of respondents indicated that regdation was 

necessary for privately-owned utilities, although some qualifed their responses with a 

"depends". Their arguments are outlined here. 

Water utilities are providers of a monopoly service, and their activities are 

unchecked by cornpetition. Therefore, regulation is necessary to protect 

consumers from abuses of monopolistic power and to protect the long-term 

fuiancial viability of utilities in order to ensure the service continues to be 

provided. 

Regulation provides a necessary mechanism for resolving customer cornplaints 

regardhg rates or quality of service. 

Regdacion allows decisions to be made based on sound business practice, 

rather than on emotiondy or politicaiiy charged issues. 

Regulation prevents cross-subsidization (e.g. from logging revenues). 

Some comments recorded in the "depends" category were the following. 

An economic regulator might want to create a benchrnarking report card so 

diat regulatory intervention would ody be triggered if the utüity was 

performuig poorly. 

Some form of protection is necessary for consumers and utilities, but maybe 

this would be better accomplished through direct contracts, either between 

local govemments and the utility, or between ratepayers and the utility. 

Public-Mvaîe Partnerships. Most participants (9 out of 12) responded in favour of 

regulation, although most quaiified thek response with a "depends". Comments on 

this issue included those below. 

The need for regulation wiil depend on the public-private partnership model, 

and whether the ownership, responsibiIity and Liability for a utility remain in the 

hands of local government or are transferred to a private Company or investor. 



Utilities operated under public-private parmership arrangements should be 

eiigible for economic regulation on a voluntary basis. 

A well estabiished regulatory structure for public-private partnerships can 

provide greater certainty for the private partner and thereby reduce the risk 

factor. This Iower risk means that the private partner will not expect as high a 

return on equity, which, in t u ,  will keep rates down. 

Ratepayers need assurance of independent review given the perception of 

private investors as profit-takers. 

Wmtewater Systems. AU 12 participants indicated that their responses with respect to 

regulation of water utilities under the various forms of ownerstiip applied equaliy to 

wastewater systerns. A specifïc concern voiced by more than one participants was that 

a number of wastewater system owners have not adequately maintained their systems, 

nor h2ve they set aside adequate reserve funds for future infrastructure upgrades and 

improvements. Economic regulation is seen as having potentiai to bring about a 

positive shift in this area of hanciai viability. However, it may not be the most 

appropriate option given other policy objectives. For example, environmental 

regulators would like to see regulatory reform in the wastewater sector provide them 

with tools for addressing the manageriai and technical deficits of many wastewater 

systerns as well as the environmentai non-cornpliance those same systerns. 

5.6 Alternative Scopes of Authority 

The scope of authority determines how regulated utilities are regulated with respect to 

rates, retums, and many other issues. In British Columbia, the economic regulator 

performs a number of functions in regulating privately-owned water utilities under their 

jurisdiction (Figure 5-2). 



Figure 5-2: Regdatory functions cucrentiy performed by the Comptroiler of 
Water Rights in British Columbia in respect of its regdation of water utiiities. 

Issue certificates of convenience and necessity for new waterworkç 
and extensions to existing water systems 

Review certificates for major construction projects 

Approve territory boundaries and changes in boundaries for 
authorized service lots 

Appmve financial issuances and loans 

Appmve rnergers, acquisitions. and other ownerçhip changes 

Review financial accounts and management practices 

Review utility management prudence 

Review conservation and drought management practices 

Review / approve metering, billing, and disconnection practices 

Approve revenue requirements, cost allocation, and rate structures 

Detemine an aIlowed rate of retum 

Review record-keeping and reporting 

Resolve consumer cornplaints 

Provide management of utilities under direct supewision (seized by 
the Crown) 

Source: Adapted h m  Beecher et al. (1999 p. 123. 

One function which the Comptroller of Water Rights is not currently empowered to carry 

out is that of requiring and reviewing long-term resource management plans of utilities. 

Some aspect of this is necessarily hvolved, however, in reviewing utility management 

prudence with respect to new capital investments if they involve increases in water supply. 

One approach, integrated resource planning, combines the review of utility management 

prudence with respect to capital planning with the expiîcit evaiuation of both supply and 

dernand-management options for meeting long-term resource needs. The alternatives for 

implementing such a planning process for capital planning are described in Section 5.7.3. 

The expansion of the scope of authonty to include such a process could also be made to 

apply to publicly-owned utilities &or systems operated under public-private partnership 

arrangements. 



Table 5-8: Alternative scopes of authority considered. 

regulatory authority 

Limit the scope of R 

Expand the scope of 
regulatory authority 

Define specific scopes 
of regulatory authonty 
for different categories 
of regulated water 
utilities 

Implications 

Regulation continues 
to cover al1 areas of 
economic activity for 
regulateû systerns, 
such as rates, rate 
structure and profÏts, 
as set out in current 
legislation 

Regulatory authority 
over al1 regulated 
utilities is limited to 
certain areas, such 
as consumer 
cornplaints about the 
quality of service. 

Existing authority 
over al1 regulated 
utilities is expanded 
to include functions 
not already defined 
by legislation or 
policy. 

Regulatory authority 
is modified 
depending on the 
category of utility. 

Source: Adapted from Beecher (1995a) p. 1 18. 

Key Advantages 

Familiar and fairly 
compre hensive; 
pmtects economic 
welfare of bath 
utilities and 
consumers. 

Focused authority 
can be effective and 
cost-effective, even if 
the number of 
regulated utilities is 
expanded. 

Enhances long-terni 
water system 
viability; furthers 
other provincial 
policy goals; 
rein forces 
interagency 
coordination, 

Allows regulatory 
authority to be 
tailored and focused 
for each category of 
regulated utility; can 
be a more effective 
and cost-effective 
uses of limited 
regulatory resources. 

Key Disadvantages 

Very costly to 
implement; very 
reactive; can be 
unnecessarily 
cumbersome to the 
regulator and utilities. 

Sacrifices sorne 
areas of authonty 
considered essential 
for protecting the 
public interest; may 
be difficult to 
implernent because 
of the inter- 
relatedness of utility 
activities. 

Requires additional 
resources, capabil'rty 
and expertise. 

May require 
additional resources, 
capability and 
expertise. 

There is a range of modifications related to the scope of regulatory authority which could 

feasibly be applied, as noted under the last option in the table. The economic regulator's 

authonty could cover aIi areas of economic activity for privately-owned utilities, and be 

limited to certain areas for other utilities (e.g., publicly-owned utilities and water systems 



operated under public-private partnerships. Examples of modified scopes of authority are 

considered for various categories of utilities are discussed below. 

As outlined in the previous section, the scope of jurisdiction could be expandeci, based on 

a m o ~ e d  scope of authonsr, to give publicly-owned water utilities options with respect 

to rate-setting. Under such conditions, publicly-owned utilities could be given the option 

oE remainùig unregulated with respect to its rates; requesting that the economic regulator 

make non-binding recommendations regarding its rate levels; or turning over authonty for 

rate setthg to the economic regulator. It may actually be advantageous in some cases for 

publicly-owned water utilities to submit thernselves to economic regdation. For example, 

independent review can create greater public accountability with respect to rate setting. 

Similarly, the scope of authority with respect to public-private partnerships could be 

expanded. One option is to place al1 water and wastewater utilities operated under public- 

private partnerships under economic regulation, subject to exemption based on criteria 

established by the economic reguiator. Cornpliance with these criteria would provide the 

regulator with the assurance that consumers are protected from potential monopoly abuse 

under the partnership arrangement. For example, in California, the economic regulator 

requires that the public partner (municipal or regional government) maintain the following 

authorities and powers in order to be exempted kom regulation: 

the exclusive authority to establish ail rates and rate changes charged to the public; 

approval powers over any proposal of the private partner to provide new, 
additional or alternate service to any other public or private entity or to change the 
service fee paid to the private partner to the public parnier; 

approval powers over the original design and construction of the project, including 
any changes in design, alterations or additions to the project; 

approval powen over any changes in ownership of the party or parties subject to 
the contingent agreement; 

the authority to impose fines and penalties for non-cornpliance with any provision 
of the executed agreement, or for failure to provide the service within the time 
period agreed to in the agreement; 

the authority to ensure that the project is adequately maintained; 



adequate oppominity to monitor cornpliance with the agreement and to ensure that 
the project is operated to meet any applicable federal or state water quality 
standards or other applicable laws; and 

adequate opportunïty to amend the agreement in the event of unforeseen 
cîrcurnstances or contiagencies. such as flood, earthquake, fire, or other naturai 
disasters or federal tax law changes.96 

The irnplementation of such a policy wodd have the economic regulator reviewing public- 

private partnership contracts to ensure that these criteria were met, and carrying out 

regulation of utilities which are not exempt. Another option would be for the regulator 

not to play a role in reviewing public-private partnerships, but to be designated in the 

contract as the arbitrator of disputes arising in respect of the partnership arrangement. 

The telephone questionnaire did not explicitly address options for aitering the scope of 

regulatory aurhoricy in the case of privately- and publicly-owned water utilities. However, 

participants were asked to consider what scope of regulatory authority might be 

appropriate for water utility regulators to govem their dealings with water, and possibly 

wastewater systems operated under public-private partnership rnodels. The question was 

asked of participants as follows: 

Assuming that the provision of water and wastewater services through public-private 
partnerships will be subject tu some form of provincial regulation, what aspects of 
their fwictioning should be regulated? 

Some of the comments made by participants on this topic are presented in the 

following paragraphs. 

They should have the same aspects of their behaviour reguiated as electric and gas 

utilities have by the British Columbia Utiiities Commission. 

They should have the same aspects of their behaviour regulated as private water 

utilities which are currently under regulation by the Comptroiier. 

" Beecher et al. (1995) at 125-6. 



The key areas chat should be regulated are profits and cost of service, and the 

regulator should also ensure that sufficient reserve fun& are set aside for future 

infrastructure requirements. 

These utilities, and aü water utilities, shouid be subject to benchmark reguiation. 

This wouid involve the regulator developing provincial or regional benchmarks for 

costs, reninis, rates and performance standards. As long as utilities were meeting 

these benchmarks, no more detailed regulatory oversight wouId be required. 

However, regulatory intervention would be rriggered in cases wbere utilities were 

not meeting the benchmark. 

Private investors in public-private partnerships need some assurance of earning a 

reasonable rate of retum (Le. one which aiiows them to recover their cos& and 

provides them with some incentive to be in business): regulation should ensure 

this. 

The economic regulator should be primarily involved in dealing with quality of 

service cornplaints and in resoiving disputes between public and private partners or 

between ratepayers and a utility. As such, they would be estamshed as the 

arbitrator in an arbitration clause embedded in the partnership contract. 

Alternatively, the regulator might be assigned a quasi-arbitrator role, whereby it 

would be responsible for establishing a dispute resolution process, monitoring that 

process to ensure that due process is followed, and enforcing decisions resulting 

from the process. 

The regulation of water and wastewater services provided by public-private 

partnerships, and the regulation of a i l  regulated water utilities for that matter, 

should be based on a deintegrated view of waterworks systems. In other words, 

the form of regulation would depend on a component of the water system under 

consideration, as weii as on whether or not that component is newly instailed by 

the public-private partnership. 



In the case of new infrastructure, such as a new water treatment plank regulation 

shodd be by contract The= would be a cornpetitive bidding process for the 

contract; for example, a 20-year contract. The initial rate structure would be set in 

the contract, and adjustrnents would be cacried out periodically (e.g. annuaiiy) 

based on some economic index (e.g. the Consumer Price Index). Formai detailed 

review of the rates, and of the a b w  of the chosen index to reflect changing costs, 

would occur every 5 years or so, as set out in the contract. The role of the 

economic regulator in ail this couid be to review and approve the initial contract, 

and to carry out the 5-year reviews. 

In the case of existing infrastructure, and particularly buried distribution and 

collection pipe networks, contracts woulci like only be signed for a 5-year period. 

This is because assuming responsibility for existing systems entails more nsk since 

the investor cm not always be sure of what he is getting, or quant@ the risks of 

system failure. Again, the contract would be reviewed and approved by the 

economic regulator. The utility wodd be required to provide a capital expenditure 

pian with the economic regulator at the mid-point of the contract, or every 2-3 

years. In order to get the best performance out of the utility, the regulator could 

establish some incentives. For example, the utility might be aiiowed to keep part 

or a i l  of the profits it generates through gains in their eficiency, as long as those 

gains do not corne at the expense of performance. 

5.7 Alternative regdatory processes and ratemaking methods 

In recent years, there have been ciramatic changes in the world of economic utility 

regulation. These changes have resulted in the development and evolution of a variety of 

regulatory techniques, which can be classified as either processes or methods. Today's 

regulator's options for regulatory processes include: generic processes ("mass" hearings), 

adversarial public hearings (written and oral), cornplaints-based regulation, and alternative 

dispute resolution processes. The range of ratemaking methods includes: rate-of-retuni 



regulation; incentive regulation; retined benchmarking; performance-based regulation. 

Once the utility's income (as defined by total revenue, prices, or rate of return) has k e n  

established the regulatory process tums to the design of the raie structure. The foilowing 

sections wili review the main characteristics, advantages and disadvantages of the 

techniques listed above. The information regardhg alternative regulatory processes is 

summarized in tabular f om (Table 5-9) as is the information regarding alternative 

ratemaking methods (Table 5-10). The application of both regulatory processes and 

ratemaking methods in the context of water utility regdation in British Columbia is 

discussed throughout. 

One alternative which applies generaiiy to methods of oversight and is applicable to both 

regulatory processes and ratemaking techniques is that of simplified procedures." Many 

water utility regdators, among them the Comptroiler of Water Rights in B.C.. are facing 

the challenge of regulating hundreds of srnaii water systems. Smaller utilities often Iack 

the resources to meet regulatory requirements designed for much larger public utilities. 

One option for alleviating the reguiatory burden on both regdators and utilities is to 

implement simplifed procedures for utilities under a certain size. Aspects of the 

regulatory process which can be simplined include: nling requirements; proceedings; and 

reporting methods for annual fmanciai reports. This method is appropriate for medium- 

and small-shed utilities. 

5.7.1 Regulafory Processes 

Public Hearïngs 

Historically, the most common regulatory processes have k e n  public hearings based on 

the adversariai model. Hearings may be held to ded with any issue before a regulatory 

commission. For example, they may be heId to resolve a specific dispute or to review and 

approve rates on an annual or periodic bais. During the hearing, written andor oral 

submissions are made to the regdatory commission by a utiLity owner I operator and by 

ratepayers or other intervenors. The regdatory commission considen these submissions 

See note 86. 



in rendering its decisions on the matter at hand. The most recent public hearing held by 

the Comptroller of Water Rights with respect to its economic regulation duties was the 

March 1996 rate hearing for the Greater Victoria Water District. 

Generic  oce es ses^^ 
These processes, which are essentially "mass" public hearings, ailow for the determination 

of common cost elements used to calculate a utility's revenue (as described in the next 

section on ratemaking methods), such as rate-of-retum or other specific types of 

expenditures. They provide opportunities to make determinations and develop guidelines 

which WU affect many or most, if not a, utilities under the jurisdiction of a regulatory 

commission; for exarnple, benchmarks and performance standards, among others. They 

can result in substantid time and cost savings since they avert the need for individual 

public hearings on the issue for each af5ected utiiity. The application of these processes, 

though, should be limited ro determinations on issues which are truly regionai or province- 

wide in scope. An exarnple of an issue related to water utiiity regdation which could be 

best dealt with in a generic process is that of deciding whether to d o w  uniform 

ratemaking, which involves se thg  uniform rates across physically disconnected systerns 

owned by the same utïiity. 

Complaints-Based ~ e g u h t i o n ~ ~  

This method of regulation shifts the onus from the regulator to customer groups. Under 

this model, the trigger for regulatory intervention cornes fkom ratepayers. While this 

process can lead to more costeffective regulation, it may also limit the degree of ongoing 

regulatory oversight in ce- areas of a utility's performance. This model is not 

appropriate for large utilities because it affords very limited oversight. It is usuaüy applied 

in the case of srnaiier utilities since it reduces the regulatory burden signincantly for the 

regulator, and for the utility owner / operator. 

98 Information for this section provided by personal communication. Bill Grant, February 1997. 
* Ibid. 



AIternafive Dikputle Resolufion ~ o e e s s e s ' ~  

These processes, sometimes also referred to as negotiated settlement processes, are 

designed to complement an existîng regulatory process. ratber than replace it, and may not 

be appropriate in aii cases. The negotiated settiement process is a flexible and voluntary 

one: participants c m  choose to opt out at any time and pursue traditional channels if they 

are unsatisfied with the process. The main benefits of the negotiated settlement process, 

when it is used appropriately and approached in a spirit of innovation, are potentiaiiy 

better regulatory decisions and usually, cost and t h e  sa~ings. '~' However, it is an 

alternative which is new to participants thus increasing initial cos& for farniliarisati~n.'~ 

In some cases, due process requirements WU iimit the applicability of this model. 'O3 

The Comptroiler of Water Rights has made use of alternative dispute resolution processes 

when resolving cornplaints or mediating disputes between parties. For example, after the 

recent rate hearings for the Greater Victoria Water District, there were a number of issues 

which remained unresolved after the rate hearings held in March 1996. The Comptroller 

encouraged the GVWD and affected parties to reach consensus on these issues within a 

specified period and/or make written submissions on any unresolved issues by the end of 

that period. 

The British Columbia Utilities Commission (BCUC) also has experience in applying the 

negotiated settlement pmcess in British Columbia. As energy utility regulators in a quasi- 

judicial, decision-making environment, the BCUC faces a number of issues when engaging 

in these processes, key among them the maintenance of fundamental principles of nahiral 

justice and fairness. The BCUC has developed a series of procedures and guidelines 

which deaI with the vanous aspects of the process.'04 

l m  BCUC (1996a). 
Io' Ibid 
IM See note 86. 
'O3 See note 100. 

See note 100. 



Table 5-9: Analysis of alternative regulatory processes. 

Aiternative 

Public 
hearings 

Generic 
Processes 
("mas 
hean'ngs") 

Complaints - 
based 
regulation 

Aite mat ive 
Dispute 
Resoiution 

or 

Negotiated 
Settfement 
Processes 

Decision making and 
dispute resolution 
mechanisrn based on the 
adversarial rnodel- 
Submissions made to 
regulatory commission 
by utilities and 
intervenors. 
Based on the adversarial 
model but allows for a 
regulator to make 
determinations on issues 
which will affect many or 
aH regulated utilities 

Shifts the onus for 
initiating regutatory 
activity from the 
regulator to customer 
groups. 

Em p hasizes resolving 
disputes outside of the 
formai regulatory 
p rocess. 

Key Advantages 

Provides an opportunity 
for al! parties to have 
input into the decision- 
making or dispute 
resolution p rocess. 

Substantial time and cost 
savings over holding 
public hearings for each 
affected utility. 

Reduces agency and 
utility costs. 

Can be used in 
conjunction with other 
methods; reduces costs 
to the province and 
utilities; facilitates 
consensus buiIding; can 
help coordinate 
interagency oversight. 

Key Disadvantages 

Costly and time 
consuming; highly 
formalistic and tegalistic. 

Not applicable for dealing 
with al1 issues which 
corne before regulators. 

Not suitable for larger 
utilities; results in lirnited 
oversight. 

Lack of familiarity 
increases initial costs; 
participants rnay resist 
the process for strategic 
and other reasons; due 
process considerations 
can present a barrier to 
im plementation. 

Source: Adapted from Beecher et ai. (1995a) p. I 18-9. 

5.7.2 Ratemuking Methoh 

The foilowing are a varîety of methods which can be used in the calculation of a utility's 

revenue requirements and rate stmcnire. In dealing with its two largest water utilities 

under its jurisdiction, the Greater Victoria Water District and White Rock Utilities Ltd., 

the Comptroiier of Water Rights has employed rate-of-retum regulation in estabiishing 

and approving rates. Having had its utilities under rate-of-rem regulation, the BCUC 

more recently turned to alternative mechanisms. 



While the discussion beIow is stnictured to consider rate-of-retum regularion versus 

incentive regulation, the distinction is arbitrary. Both metfiods involve a rate-of-retum 

cdculation, and both provide incentives for the utility. A more useful distinction mighr be 

based on the frequency of formai regulatory reviews of rates. For example, one could 

consider reguiation programs characterized by less frequent formai regulatory reviews and 

long p e n d  when rates are adjusted automaticdiy using indexhg mechanisms ("long 

programs"). and programs characterized by more frequent formal reviews and relatively 

short periods of time of automatic adjustment ("short programs"). The b n g  programs 

usually referred to as  incentive reguiation, where as short programs are characteristic of 

rate-of-rem regulation. Long review programs have greater potential for reduction of 

regdatory costs since the expense of frequent hearings is avoided. However, long review 

prograrns aIso imply greater reliance on performance-based approaches (to ensure quai@ 

of service is maintained) and on weii-nined indexing mechanisms (to ensure that rates 

continue to reffect the true costs of providing the service). 

Table 5-10: Andysis of alternative rate setting methods. 

AIternative 
Rate-of- 
retum 
regulation 

Incentive 
regulation 

Implications 

Maintains the traditional 
process of econornic 
oversight by which the 
regulator evaluates and 
approves the utiiity's 
ratebase, rate of retum, 
and revenue 
requirements. 

Replaces traditionai 
ratemaking with new 
incentive models which 
rnay include any or al1 of 
the following 
mechanisms: price or 
revenue caps, indexing 
rnechanisms for periodic 
adjustment, performance 
standards, and profit 
sharing mechanisms. 

Key Advantages 

Familiar and fairly 
comprehensive; protects 
economic welfare of both 
utilities and consumers; 
provides relatively strong 
economic incentives. 

StreamIines the 
regulatory process in the 
long-terni; reduces 
regulatory costs; 
decreaseç the frequency 
of fomal regulatory 
review processes; 
encourages efficient 
utility behaviour and 
better planning; provides 
clearer and more 
consistent incentives. 

Key Disadvantages 

Very costly to implement; 
highly formalistic and 
legalistic; does not 
necessarily ensure 
efficient utility behaviour; 
can thwart competition. 

Startup and transition 
costs may be high; 
requires developrnent of 
caps, indexes, 
benchmarks, and other 
standards and 
mechanisms; rnay not be 
effective unless other 
changes in the regulatory 
process are 
implemented. 

Source: 



AIso known a s  cost-of-service regulation, this is the traditionai ratemaking method. It 

"aIlows f i  to set prices which, given costs, yield a specified rate of r e m  on investment 

The totai revenue requirernent of a firm is cdculated as a function of operathg 

costs and the rate base (the purehase price or capital cost minus the accumulated 

depreciation of the utiliv's assets) rnultiplied by the rate of return.Io6 UsuaUy rate of 

return regulation, as a ratemaking method, is combined with a public hearing process, or 

an annual rate review by an econornic regulator. During these hearings or reviews, the 

regulator, intervenors and the utility assess acceptable levels of operating costs, the value 

of the rate base, and the appropriate rate of return, and the regulator then sets the rates. 

This method fias the advantages of king familiar and fairly comprehensive and protecting 

both ratepayers and utilities in a rnanner which is perceived to be fair.lo7 On the other 

hand, there are a number of disadvantages of this method: it cm be very expensive and 

tirne consuming to c q  out annual review processes; it provides the utility with weak 

incentives to pursue efficiency and innovation because the resulting gains are passed 

almost directiy to ratepayers; in certain cases, it may indirectly encourage utiiities to make 

larger than necessary, or unnecessaty, capital investments in order to expand their rate 

base. and thereby their 'O8 

lncentive Reguiarion 

There are a wide  varie^ of regdatory mechanisrns which faii under the category of 

incentive reg~ation.'Og It is often dflicult to distinguish between them, panly as a result of 

inconsistent terrninology, but dso because they are not necessarily mutuaily exclusive. 

'OS Liston (1993) and Deloine &Touche (1993). 
'O6 The rare-of-rem (ROR) formula can generally be represented as: Revenue requirement = Total Cost 
= Variable Costs + ROR x Rate Base (after Liston (1993)). A more specific formula for calculating totai 
revenue requirements is as follows: R = C + (V - D ) ~ ,  where R is the total revenue requirement, C is the 
total of operating costs inctuding taxes, V is the gross value of the firm's assets, D is accumulated 
depreciation of assets, and k is the rate of r e m  allowed on assets. The quantity (V - D) is referred to as 
the firm's rate base (after McGuigan and Moyer (1993) at 697-719). 
'0-1 Beecher (1995a) at 105. 
108 Sec note 105. 
109 Pfeifenberger and Tye (1995). Brown et al. (1991). Hahn and Stavins (1991). h i n  and Peters (1992). 



Incentive regulation mechanisms have emerged to try and correct some of the 

shortcomings associated with rate-of-retum regulation, and in that way, couid almost be 

said to include aii  ratemaking techniques which are not smctly rate-of-retum. As noted 

above, however, the differences between incentive and rate-of-regdation are not as great 

as they might k t  appear. Similady. although many authors have created distinctions 

benveen various types of incentive regulation, variations on the theme of incentive 

reguiation are not as distinct as they fmt appear either. Regardless, the main 

characteristic of incentive forms of regulation is tbat they attempt to provide the utility 

with greater incentives for cost reduction while at the same t h e  reducing the need for 

fiequent rate hearings. 

A number of techniques are commonly associated with incentive reguiation programs: 

profit shariag mechanisms, indexuig mechanisms, performance-based approaches and 

benchmarkkg techniques. Profit sharing mechanisms create expLicit procedures for 

sharing the benefits and costs of an incentive program. Indexing mechanisms a.üow a base, 

such as rates, cos8 or revenues, to be adjusted periodically using an index. to reflect 

changes in underlying cost structures. Adjustments are made between rate hearings 

without a formal regulatory proceeding and cm therefore result in substantial regulatory 

cost savings. Three main kinds of indexing mechanisms are: cost adjustment, price caps, 

and revenue decouphg mechanisms.' Io 

Cost adjustment rnechanisms, also cded automatic rate adjustment mechaùisms, aUow 

rates to be adjusted based on indexed cost changes. The variation between actual 

costs and indexed costs is either appropriated by a utility, in the case of cost savings, 

or absorbed in the case of ovemns. 

In the case of pnce cap mechanisms, the regulator establishes a price ceiling or "cap" 

for individual or average rates. The utility has Ml pricing fkedom below these caps, 

which are adjusted periodicdly . 

"O Pfeifenberger and Tye (1995). 



Revenue adjustment mechanisms (&O caüed revenue decouplhg mechanisms) result 

in the placement of any differences between actual and projected revenue requirements 

being placed in an accrual account. Periodic rate adjustments for the next period 

reconc ile these Merences. 

Indexing mechanisms provide improved incentives to utilities to improve their efficiency in 

order to increase their profits, whether it be through adjustments to costs, prices, 

revenues, or rate of return. Opportunities for utilities to increase their profits are also 

often tied to performance targets set by a regulator. As a result, some economists andor 

regulators refer to certain forms of incentive regulation as performance-based regulation. 

Whatever label is attached, performance-oriented approaches tie profits to performance 

rather than to costs, prices, revenues or rate of retuni, thereby removing the incentive to 

invest in capital assets to boost profits. 

Benchmarkhg techniques are yet another tool associated with incentive regulation, and 

aUow for non-detailed reguiation of many similar utilities. These techniques involve 

establishing standards in a various areas of performance: for example, financial, technical. 

operationai, customer satisfaction, and reiiability. These benchmarks are used in incentive 

regulation systems; for example, as the targets set for utilities in a performance-based 

regulation system. Benchmarks can also be established for certain components used to 

caiculate rates, such as operating costs, capital assets, and depreciated value. in order to 

make the determination of reasonable expenses easier. 

Most forms of incentive regulation incorporate some aspect of each of the tools described 

above: profit sharing mechanisms, indexing mechanisms, perfomiance-oriented 

approaches and bencharking techniques. As a result, using these tools to distinguish 

between different variations of incentive regulation, as many authors do, is not a miitful 

exercise. They are better left under the umbreiia of incentive reguiation and descnbed in 

detail. 



As was noted in the sections on alternative scopes of jurïsdicbon and authority, another 

aspect of the regdatory systern is the approval process for major capital investments. 

Commonly, utilities are asked to jus- major capital investments on the basis of ieast- 

cost. A further step can be taken to ask utiiities to give equal consideration to supply- and 

demand-management options when undertaking least-cost analysis. When such a 

requirement is addeci, the capital planning process then becornes an exercise in integrated 

resource p1-g (IRP), which can be defined as: 

". . . a cornprehensive form of water utiüty planning that encompasses 
least-cost analysis of demand-management and supply-management 
options, as weU as an open and participatory decision-making process, the 
construction of alternative planning scenarios, and recognition of the 
multiple institutions concemed with water resources and the competing 
policy gods among them. Least-cost-planning or andysis emphasizes a 
baianced consideration of supply-management and demand-management 
options in idenming feasible least-cost alternatives for meeting future 
water needs. Compared with traditional planning, least-cost planning 
recognizes that water demand is malleable and that forecast demand does 
not have to be taken as a given in the planning pro ces^."'^' 

One alternative available to an economic regdator in promoting the adoption of such an 

approach is to promote LRP through the creation of guidelines for water utilities. 

Cornpliance with these guidelines couid be voiuntary or mandatory, depending on the 

scope of the regulator's authority with respect to each category of utility. In the case of 

regulated water utilities, the options are presented in Table 5-1 1. For water and 

wastewater utilities operated under public ownership or under public-private partnership, 

the options are presented in Table 5- 12. Given the growing incentive for considering 

demand-side management options, for their potential to meet environmental and social as 

well as financiai objectives, IRP is a valuable capital planning method for any water or 

wastewater utility. 

" ' Beecher (199%)). 



Table 5-1 1: Alternatives for the implernentation of integrated resource planning 
for regulated (privately-owned) water utilities in British Columbia considered- 

1 Alternative 1 implications 

I process to justify al1 major capital: investments prior to 
their approval for inclusion in the ratebase. 

IRP remains voluntary for regulated 
utilities, and discretionary for the 
regulator (curent situation) 

Regulated water uülities may choose to engage in IRP on 
a voluntary basis. Also, the regulator may request (at 
their discretion) that regulated utilities follow an IRP 

In the case of regulated water utiIities which are already subject to economic reguiation 

IRP is explicitly required in 
legislation for regulated utilities 

with respect to their rates, IRP can be combined with the rate making process. For 

Regulated water utilities must produce an integrated 
resource plan, to be reviewed by the regulator, as part of 
the approval process for major capital investrnents. 

example, rates can be approved for a 5 year basis, subject to automatic periodic 

adjustment of ail the rate factors except for major capital expenditures. Such investments, 

can be reviewed separately, as the need arises and in the context of an IRP, without 

needing to revisit the entire rate approval decision. 

Table 5-12: Alternatives for the implementation of integrated resource planning 
considered for currently unregulated water and wastewater utilities in British Columbia. 

1 Alternative 1 impiiuitiom 
- 

I 
1 Unregulated water and wastewater 
! utilities rnay engage in IRP on a 

recommendations 

Unregulated utilities engaging in IRP 
rnay request a binding review of their 
plan by the regulator 

IRP, and the approval of capital 
investments by the regulator, is 
explicitly required in legislation for al1 
water and wastewater utilities 

Unregulated water and wastewater utilities, such as 
municipally-owned utilities, rnay engage in integrated 
resource planning, without review by the regulator. 

Non-regulated utilities, such as municipally-owned 
utilities, rnay request that the regulator review their plan 
and make non-binding recomrnendations. These 
recommendations would be made available to the public. 

Non-regulated utilities, such as municipally-owned 
utilities, rnay request that the regulator review their plan 
and make binding deteninations. These determinations 
could be overridden through Special Direction from the 
municipality. 

AI1 water and wastewater utilities must produce an 
integrated resource plan, to be reviewed by the regulator, 
as part of the approval process for major capital 
investments. 



A fundamental question which must inevitably be addressed when considering the 

implementation of any of these options related to IRP is the Mowing: Which 

institution(s) is(are) best suited to internahe extemalities or social ~ o s t s ' ' ~  in the water 

and wastewater sectoa in the province? The mandate of economic regulators, such as  

the Cornptroller of Water Rights and the British Columbia Utilities Commission, are not 

completeiy resnicted to economic efficiency as defined on a solely fmanciai (private) cost 

basis.li3 Water utilities could be allowed to incur costs, with approval of the economic 

regulator, in order to address enWonmeatal and social externalities. 

The question rernains whether the provincial govemment would rather implement social 

costing via the economic regulator on a sector-specific basis, or via other provincial 

environmental and social regulators on an economy-wide basis . These two alternative 

approaches are descnbed below. 

If the economic regulator were chosen, there are a number of mechanisms it couid use to 

consider extemalities. One of these is IRP, as described above, which can involve explicit 

consideration of environmental extemalities and sociai costs when making decisions about 

capital investments, hiture water supply, and demand-side management If this option 

were punued the economic regulator could require that social and environmental costs be 

considered explicitly as part of the capital planning process. The econornic regulator 

could also encourage water and wastewater utilities to adopt rate structures that take 

extemaiities into account. 

If the responsibility for social costing were left with social and environmentai regulators, 

different mechanisms would be employed. For example, the province rnight implement a 

'12 "An extemality is defined as a positive or negaiive impact that a third party experiences because of an 
activity, for which the party neither gives nor receives comptete compensation. Externdities are genedly 
referred to as social or environmentai and they may be negative or positive" (BCUC, 1996b, p. 2). 
"Social costs are defined as the full costs to society of some activity and are catculated as the sum of 
private cosu (refleaed by cumnt pnces in the market - aiso refemd to as  financial costs) plus or minus 
dl extemaiities . . . sociai costs are the sum of private costs plus extemalities in the case of negative 
externalities" (BCUC, 1996b, p. 3). 
I n  BCUC (1996b). 



province-wide surcharge on water licenses. Altematively, it might implernent a provincial 

or regional rnarke t for tradable wastewater discharge perrnits. Province-wide subsidy 

pro- to encourage environmentally desirable behaviour on the part of utilities would 

be a fuaher option. 

There are a number of arguments against implementing a sector-specific approach and 

involving the economic regulator.l1'' One of these is that social costing is not in the 

mandate of economic regulators. TheY role is solely to ensure that b are providing 

reliable service in cornpliance with other regulations at the leastcost to the consumer. A 

second argument is that other social and environmental policies are already doing an 

adequate job of internalizing externality costs. 

On the other hand, there a number of arguments in favour of having economic regulators 

carrying out the internalization of social c o s t ~ . ' ~ ~  The fmt is that current policies and 

regulations are not achieving full social costing. There are s f l  incentives for ratepayers to 

consume excessive amounts of water and for utilities to encourage that behaviour to meet 

their revenue requirements. A second reason for working on a sector-specific basis is that 

economy-wide approaches may be very costly and/or poliûcaily difficult to implement. 

For example, the implementation of a surcharge on water licenses is likely to be perceived 

as a tax grab. 

Given that better water pncing has the potential to address the capital crisis facing many 

water utilities in the province as well as other social and environmental objectives, sector- 

specific social cosMg via the economic regulator is Likely to be more effective and 

efficient than other economy-wide initiatives. 

' Ibid. 
'" Ibid 



5.7.4 AppIrcafiom in B M h  Columbia 

Many, if not aii, of the regulatory processes and ratemaking methods discussed above 

widespread applicability in B.C., although some processes and methods wiiI be best suited 

to dealing with different sites or hancial classes of utilities. This argues in favour of 

t a i l o ~ g  regulatory processes and ratemaking meîhods to the fmancial/size classes of 

utilities in the province. As noted in the chapter describing existing institutional 

arrangements, regulated water utilities in British Columbia are divided into 3 classes' l6 

according to their annual operathg revenues as follows: 

Class A: utilities with revenues over $750,000 

Class B: utilities with revenues between $150,000 and $750,000 

Class C: utilities with revenues under $150,000. 

An analogous classification scheme according to sue, as defmed by the number of 

approved service comections, roughly corresponds with the three fmancial classes. 

In generai, complaints-based regulation and simplified procedures are most applicable to 

smaller (Class C) utilities in the province. Most of the alternative ratemaking approaches 

(Le., various f o m  of incentive regulation), require that the same financial information 

(Le., detailed review of costs and justification of those costs) as rate-of-retum regulation. 

The application of such alternatives in B.C.3 regulated water sector is likely limited to 

large, and possibly medium-shed. utilities (Class A and B). Currently, in the province, a 

variety of regulatory processes and ratemaking methods are used to regulated the different 

categories of utilities (Table 5- 13). 

li6 This classification scheme was developed by the National Association of Regulatory Commissioners 
(NARUC) and modifiod for application in British Columbia. The scherne was mandated for application 
by the Comptroller of Water Rights in Orders No. I and 2 dated Juiy 20th. 1973. 



Table 5-13: Regdatory processes and ratemaking methods currently employed 
by class of utiiity in British Columbia 

Class A 

Class B 

rate-of-return regulation 1 public hearings 
alternative dispute resolution 
public hearings for those 
corning under rate-of-retum 
regdation 
simplified hearing procedure 
for remainder 

Class C 

return regdation for some 
utilities 

complaints-based regulation 

for remaider, review and 
approval by Compmlier 
based on benchmarked cos& 
review and approval by 
Comptroiier based on 
benchmarked cos& 

Source: Based on information obtained h m  the staff of the Utility Regulation Section. Water 
Management Branch, Ministry of Environment Lands and Parks, March 1997. 

On the whole, the nature of current economic regdatory programs for water utilities in 

British Columbia is reactive rather than proactive. Provincial water utility regulators 

could benefit from developing a clear vision and articulating a strategy to guide their use 

of various regdatory processes and ratemaking methods. The Water Business Plan 

developed by the Water Division of the California Public Utilifies Commission (CPUC) is 

an excellent example of how such a strategy might be shaped (Appendix C). The CPUC 

Plan identifies the goais of the commission for the next two CO three years and identifies 

specific objectives and strategies for achieving those goals. These objectives and 

strategies address the commissioa's need to regulate two distinct size classes of water 

companies with different requirernents and to ensure that long-term water supply needs 

are met. 

While rate regulation of water utilities is a useful tool in protecting both consumers and 

uciiity owners financiaily, it may not aecessarily be the best way to ensure the viability of 

utilities. The next section reviews some additional tools avaiiable to regdators in dealing 

with srnail nonviable utilities. 



5.8 Alternatives for Addressing the Viibility of S m d  ~tilities'" 

The viability of small water utilities is a prominent and pressing issue for water utility 

regulatoa in British Columbia. Water utility viability can be defined in a number of ways, 

but what is cornmon to ai i  definitions are six key dimensions of ~iability."~ Three of these 

are performance dimensions. namely technical, fmancial and managerial; three are 

institutional dimensions, namely regulatory, stnictural and comprehensive (Figure 5-3). 

The viability of water utilities in the province couid be assessed and improved in any of 

these areas. The issue of viability is also of concem to environmental regulatoa of 

wastewater discharges since the underlying cause for environmental non-compliance of 

many of these systerns is often the underlyîng non-viability of a sewer system dong its 

performance dimensions, particularly technical and managerid. 

Figure 5-3: Dimensions of water system viability and some key questions. 

PERFORMANCE DIMENSIONS 
Tech nical Can the system provide safe, adequate and reliable water service? 

Financial 
II 

Does the system have or can it acquire the capital need to provide water 
service that meets regulatory standards? 

Do the existing or proposed rates acairatdy. adequately, and equitably 
reflect the full cost of water seMce? 

Managerial Is management cornpetent to comply with environmental, public health 
and economic regulations? 

INSTITUTiONAL DIMENSIONS . . - - .  . 

Regulatory Is the certification process for ernerging water syçtems adequate for 
ensuring viability? 

Is regulatory oversight of existing water systems adequate for ensuring 
their viability? 

Are regulators implementing appropriate tools for improving the viability 
of the water industry? 

1 structural 
1 . Is the water supply industry structured to exploit economies of sale and 

sçope and operate efficiently? 

Are there barriers to industry restructuring? I 
L 

Comprehensive Are govemmental d e s  in water resource management coordinated? 

1s integrated resource planning a guiding paradig m? 
? 

Source: Adapted h m  Beecher et al. (1992). p. 19. 

'17 The information for this section was obtained from Beecher et al (1992). 
' l a  See note 1 17. 



A variety of assessrnent methods and policy models are available to assist economic 

regdators in addressing viability."' The Utility Regdation Section in Bdish Columbia 

already has some policies in place in this area. These foliowing is a progression of 

strategies addressing v i a b ~ t y . ' ~ *  A discussion of policies already in place and 

administered by the Utility Regulation Section is also included. 

Cer t fa t ion  

This refea to the implementation of non-proliferation policies tied to the issuance of 

Certificates of Public Convenience and Necessity (CPCN). The idea is to screen any 

emerging water systems stringently before issuing them a CPCN. A useful tool in 

evaluating emerging water service providers is a set of established performance standards 

or viability cnteria The Utility Regulation Section does have techaical / engineering 

design guideiines which it uses to evduate new watenvorks. It dso ensures that the 

fuiancial accounts for the utihty be assessed by the accounting staff of the section. 

For a number of years now, the section has dso had a policy in place to have developers 

explore dl other options for servicing a new development. preferably extension of seMce 

by adjacent providers, before issuing a Certifïcate of Public Coovenience and Necessity 

(cPcN)."~ In recent years, only 3 to 4 of the 30 CPCN applications processed each year 

are for new water ~tilities."~ The remainder are for extensions or amenciments of existing 

cermcates. This suggests that water utility regulaton are moving towards an effective 

limitation of the number of new s d ,  and potentially non-viable, water utilities. In 

addition to preventing the proMeration of new utilities, the CPCN can dso be used to 

encourage prudent capital investment, and thereby prornote long-term viability. For 

example, in reviewing CPCN applications for amenciments or extensions, the economic 

'19 See note 117. 
'" This progression of strategies was adapted for the British Columbian context by the author based on 
the information provided by of Beecher et ai. (1992) in Chapter 7 at 169-70 (see note 117). 
"' See note 117, at 54-55: 'These certificates are findamental to the economic regdation of public 
utilities because of their monopolistic character and the state's responsibility for assuring that they operate 
in the public interest". 
'" Persona1 communication, Bill Wombcts. April2. 1997. 



regulator may require that the water utility produce an integrated resource plan to juste 

its proposed capital investments. 

Regulatory Oversight Through Onguing Monitoring and Rate Reviews 

Regulatory oversight can be used to improve the viability of some, but not ail. regulated 

water utilities. Furthemore, frequent or fotmal rate reviews for al l  srnail utilities in B.C. 

wouid not be costeffective based on the sheer number of utilities to be reguiated. Other 

methods of addressing viability may prove more hitful given scarce human and fiaancial 

resources. For exampie, the regulator might instead focus its efforts on outreach to those 

utilities which have not communicated with the regdator for a long tirne. Such outreach 

would provide an opportt~nity to determine whether the utiliv is k ing  run properly, and 

whether a rate increase is needed to cover reasooable costs, ensure the system is in good 

working order. and meet environmental and health standards. The regulator may 

recomrnend a rate increase higher than requested by a utility in order to improve its 

fmancial picnire. Another monitoring option for smaU water utilities is the application of 

performance assessrnent techniques.'23 Such techniques can be used to screen utilities 

based on their technical, financial and managerial performance and to trigger intzrvention. 

The main regulatory program which the Utility Regdation Section has used to address the 

long-term fmancial viability of smaii utilities is one where trust fun& are set aside from 

utility revenue. Under this program, utility ownen are required to set aside funds ezch 

year in order to cover the costs of future replacements. The Section has had utiiities set 

up bank accounts and kvocab le  lettea of authority appointhg the section as the 

authority. This prevents utilities from withdrawing fun& uniess they have the approval of 

the Cornptroiier. However, rhere have k e n  breaches in this system and in some cases, 

water utility owners have been able to pocket these fun& at the expense of ratepayers. 

Whiie the trust fund administration program is still fulnlling its role to some extent, reform 

and/or alternatives for achieving the same goal couid profitably be considered. 

Beecher et al. (1992) at pp. 1 13-142. 



The second program of the Utilify Regdation Section, dso aimed at addressing viability, 

is that of revenue deficit funding. Under this initiative, a developer forming and hoIding a 

ualicy company for the purpose of gaining approvai for a subdivision must agree to 

establish a revenue deficit fbnd as a condition for approvai of their Cenificate of Public 

Convenience and Necessity. The hind is set up to cover the cost of the revenue deficit 

that resuIts because not ail connections in the new systerns come into use imniediately, 

while rates are charged based on the total number of connections. The interest from the 

initial huid deposit made by the developer covers the revenue deficit. 

Consolidation Strategies 

These strategies can include policies and incentive structures intended to encourage 

mergers and acquisitions. There are economies of scale to be achieved through 

consolidation, sometimes referred to as regionalization, which amount to an important 

fuiancial resource for the water supply sector. 

Thus far in the province. most activity in this area has focused on the transfer of smaii 

non-viable utilities (both publicly- and privately-owned) to local govemments, rnainly 

regional districts. The Utility Regdation Section currentiy provides the Minisay of 

Municipal Main and Housing with assistance in facilitating the transfer of improvement 

dismcts to regionai districts. Mergers of privately-owned utilities and acquisitions by 

private owners have not ken  neariy as common in British ~olumbia.'" However, they 

represent a clear oppormni~ to address the hancial viability of many small utilities. Given 

decreasing levels of federal and provincial assistance for local infiasûucture 

improvements, the province may need to consider policies such as these in order to ensure 

adequate water service for British Columbians. 

1 24 Only one example exists in the province of a larger pnvate company acquiring smailer water utilities. 
Personai communication, Bill Worobets, April2. 1997. 



Direct Supervision und ~ecertilfzcaiion'~ 

These actions are considered last resort options for deahg  with utilities in severe 

financial, technical or managerial distress. Decertificahon is the retraction of a utility 's 

CPCN, and is not a very helpfuI option since it results in the interruption of service. 

Direct supervision invoives an economic regulator taking over or delegating the 

management of the utiiity. 

In British Columbia, water utilities come under direct supervision in one of two ways. 

The fmt is for the u a t y  to be seized by the Comptroiler of Water Rights under Section 

97 of the Utilities Commission Act. The second is for the utility to come under escheat to 

the Crown. This happens when the uti1.i~ fails to file an annual report with the Regîstrar 

of Companies for tbree years in a row. In such cases, jurisdiction for the ulllity is actuaüy 

transferred to the Attorney General; however, the Attorney General, in h m ,  produces an 

Order in Council to delegate responsibility for those water utilities under escheat to the 

Comptroiler. Under both scenarios, the Comptroller of Water Rights assumes 

responsibility for appointhg a new individual(s) to the macagement of the water utility in 

question, and providing these new appointees with financiai and techicai assistance when 

necessary. There are a currently 5 water utilities under the direct supervision of the 

Comptroiler of Water ~igjhts.'?~ 

lZ5 Information in this section pertaining specificaily to water utilities in British Columbia was provided 
by Ron Simmons through personal communication, June 9. 1997. 
Iz6 Of these 5.2  are in eschem. 2 were seized under Section 97, and 1 was ongidly seized and will 
subsequently faiI under escheat in M y  1997. In most escheat cases, the owner has abandoned the utiliry, 
while in most cases of seinire. the utiIity's owner has not complied with an order of the Comptroller of 
Water Rights. 



6. RECOMMENDATIONS: A WAY FORWARD 

The water indurtry: "awaits regulatory refonn -- not the kind thut opem cornpetitive 
floodgates, but the kUrd thut will enrure the long-tem financiai stabiliry of water 
companies as well as safe. adequate, and @ r u e  supplies for the public".'" 

A number of alternatives for water utility regulation were outhed in the previous chapter. 

This chapter makes recommendations and discusses institutionai and legislative changes 

required for implementation. Some recommendations are aimed at the provincial 

government, others at economic regdators. The recommendations are discussed with 

respect to alternative modeb in the same categories outlined in the previous chapter: 

institutional arrangements; organizational resources; scope of juisdiction; scope of 

authority; methods of ovenight such as ratemaking processes and methods; and viability 

policies and assessrnent methods. However, the discussion of recommended changes to 

the scopes of jurisdiction and authority has been combined under one heading since these 

topics are so interconnected. 

6.1 Institutional Arrangements: Which agency should regdate water ualities for 
economic efficiency? 

Before answering this question, it must be clear at a broader level which utilities are k ing  

regulated. Specific scenarios are outüned under the section on scope of jurisdiction and 

authority. Institutional arrangements for independent economic regulation are discussed 

here with respect to privately-owned water utilities, although they might also apply to 

public-private partneahips (on a mandatory basis) and public-owned utilities (on a 

voluntary basis), as outlined later. 

There are a number of factors which speak strongly in favour of moving the responsibility 

for water utilify regulation to arms length of govemment and converting the Utility 

Regdation Section of the Ministry of Environment Lands and Parks into a stand-alone, 

- -- - 

O'Connor and Patel(1994) at 24. 



independent, quasi-judicial regulator. The fmt of these is the potentiai confLict of interest 

for some staff who occupy both a management role in the Ministry of Environment Lands 

and Parks and a formal decision-making role as Deputy ComptroLler of Water Rights. n i e  

second of these is the fact that the mandate of the Utility Regulation Section is primarily 

economic while the general mandate of the ministry is primarily environmental. While the 

efforts of economic and environmentai regulators clearly need to be coordinated, their 

mandates are nonetheless distinct. 

There are other factors which suggest that a further step to amalgamate the Utility 

Regulation Section with the British Columbia Utilities Commission (BCUC) would be 

desirable. The k t  of these is the emerging role of the corporate private sector in the 

water industry through public-private partnerships. The word corporate here is used to 

distinguish between two distinct groups within the pnvate sector in British Columbia: the 

existing private sector in British Columbia which owns and operates the regulated, 

privately-owned utilities in the province, and the private sector, composed of national and 

international f m  and consortia (e.g., contract operations f m ;  planning, engineering and 

technology fimis; investment W) which are seeking to estabiish a presence in the 

province through public-private partnerships. The latter category of firms and consortia 

are often players in other utility sectors (e.g., electric and gas) and are accustomed to 

sophisticated regulation. As these f î  and consortia increase their involvement in water 

and wastewater utility operations throughout the province, a greater degree of regulatory 

expertise is required for water utility regulation. 

Based on these factors, 1 am convinced of the need to move the responsibility for water 

utility regulation out of the Ministry of Environment, Lands and Parks. Furthemore, 1 

believe that in m a b g  this rnove, it wouid be best to simply amalgamate the Utiiity 

Regulation Section with the British Columbia Utilities Commission (BCUC). Not only 

would it grant water utility regulators the independence they require, but it could also 

resuit in significant administrative economies of scaie in regulation. In addition, it would 

take advantage of the BCUC's existing expertise in finance, rate design, capital planning, 



demand-side management, r e m  on equity, regulatory process and adminismtive law. In 

impiementing an amalgamation with the BCUC, it would be beneficial if as many of the 

water utility regulatory staff were transfemd as possible. The existing staff of the Utility 

Regulation Section have reguiatoq expertise as weU as fmt hand knowledge of water 

utilities in the province, and this experience is a valuable asset The interaction of the staff 

of the Section, with its expertise in dealing with water utilities, and the BCUC, with its 

related experience in the energy sector and in dealing with larger hm, should resuk in the 

development of more efficient and effective programs for water utility regulation. 

Recommendation: T r d e r  the responsibility for economic regulation of water utilines 
Rom the Comptroller of Water Rights to the British C o l d i a  UtiZities Commission. 

Implementation of this recommendation will require legislative reform. The Water Lltilify 

Act wiU need to be repeaied and the Utilities Commission Act will need to be amended to 

change the definition of ''public utility" to include water utilities as they are currently 

defined under the Water Utility Act. In addition, there would also be a need to amend 

other legislation empowering the Comptroller of Water Rights. As described in the 

previous chapter, the Comptroller of Water Rights is dso responsible, under the Local 

Services Act, for approving the satisfactory construction and completion of waterworks in 

aU new subdivisions served by privately-owned utilities. The question is: assurning that 

the duties of the ComptroUer of Water Rights with respect to water utility regulation are 

transferred to the BCUC, shodd the Comptroller's approving function under the Local 

Services Act also be transferred to the BCUC? There is a strong rationaie for having this 

approving function staying tied to the economic regulation function because the soundness 

of the design, siting, and construction of waterworks clearly affect quality of service and 

reiiability of a water utility. These issues become the concem of the economic regulator. 

Recommendatimt: Assming the responsibility for economic regulation of privutely- 
owned wuter utilities is transferredfrom the Comptroller of Water Rights tu the British 
Columbia Utilities C m  Lision, transfer the Comptroller 's approving function for 
wateworks under the Local Services Act as well. 



6.2 Organizational Resources: What resources are required to support reguiation 
and how will these costs be recovered? 

If the Uriiity Regulation Section is amalgamated with the BCUC, it will need to move 

toward a cost recovery mode1. There will need to be assistance from the provincial 

governrnent while a cost recovery strategy is developed and phased in. The Utility 

Regulation Section aiready has some excellent ideas on how to move towards cost 

recovery for sorne of its programs. The development of a suitable arrangement for 

financial support of the water utility regdation program wiii require consultation among 

the Utility Regdation Section, their executive administration at the Ministry of 

Environment Lands and Parks, the British Columbia Utilities Commission and the 

provincial goveniment, 

There are three main factors which suggest that efforts should be made to pursue self- 

funding. The first of these is the increasing fiscal consiraint experienced at the provinciai 

leveI. The second is the fact chat some of the Comptroller's fees have not been updated 

for many years and are out of line with administrative fees king charged by other 

provincial agencies. For example, the application fee for a Certificate of Public 

Convenience and Necessiry (CPCN) has not been increased since 1959."' Some 

opportunities and workable solutions for cost recovery have been identified and developed 

by the Utility Regulation Section. The third and final factor is the user pay principle. 

Consumers should pay the cost of the regdatory programs which protect them fiom 

potential monopoly power abuse. 

Recornmendation: Develop a transitionalfunding strategy for water urility regdation 
programs, and in dohg so, pursue cost-recovep to the maximum extent possible. 

1 wodd &O recommend that in developing this strategy, the cost of regulating the water 

industry not be supported in part by the fees assessed to the other regulated utilities, such 

as electric and gas utilities. While this may prove dificult given the relatively high per 

British Columbia, Ministry of Environment Lands and Park (1996a). 



capita cost of regulating water utilities, the altemative would be inequitable in that it goes 

against the weil accepted principle that the cost of utility regulation in a given sector be 

borne by the customen who benefit from that regulation. 

6.3 Scope of Jurisdiction and Authority: Who are the regdated utilities and what 
are the thresholds, if any, that d e h e  juridiction? How wül reguiated utilities 
be regulated with respect to rates, rehuns, and capital investments? 

6.3-1 Exi&ing ATvuteiy-ûwned Waer and Wastewuter Utilities 

While there is a need for reform of various aspects of the water utility regulation system, 1 

believe that economic regulation has a key role to play in ensuring the long-term viability 

of existing privately-owned water utilities in the province. Aithough it would ease the 

regulatory burden, 1 would not suggest decreasing the nurnber of regulated utilities by 

creating a size threshold such as revenues or the number of service connections. Based on 

the size breakdown of water utilities currently reguiated in the province (Table 3- 1) 

vimiaily any size threshold would eliminate most of the utilities. Limiting jurîsdiction 

would not be a wise move aven that rnany of the smaiier utilities are the ones whose 

technical, manageriai, and fuiancial viability are the most precarious. There is a clear need 

for water utility regulaton to maintain their ovesight of all currentiy reguiated privately- 

owned utilities. There may be benefits, however, to expanding the scope of authonty of 

the regulator over these utilities to include the approval of capital investments. 

Recommendotion: Maintain regulatory oversight of all privately-owned water utilities 
currently under the jurisdiction of the Comptroller of Water Rights. 

As noted in the previous chapter, the one item which could most beneficiaiiy be added to 

the existing scope of authority of the economic regulator is the authority to explicitiy 

require integrated resource planning to justify major capital investrnents. This would 

enable the reguiator to ensure that only least<ost alternatives are king included in a 

utility 's rate base. Lmposing such a requirement would involve the utility submitting a 

integrated resource plan with any CPCN application for an extension to, or for an 



amendment to a CPCN for, an existing waterworks system. This would aiso provide the 

regulator with an additional tool for encouraging the long-tem viability of existing water 

utilities by reducing the likeiihood of misinvestment 

Recommendation: Expand the scope of author@ of the economic regulator to include 
the ability to require reg ulated privately-o wned wuter utilities to prodice integrated 
resource plans to justiify m y  major capital invesments. 

Recommendation: Dwelop a set of irttegrated resource planning guidelines for water 
and wastewater utilities. 

More information is needed before firm recommendations can be made regarding the 

potential addition of pnvately-owned wastewater utilities to the portfolio of water utility 

regdaton. There is a need to complete an inventory of existing wastewater systems in the 

province and to identiQ cases of monopoly power abuse or neglect in the wastewater 

sector. Once the inventory is complete, the provincial govemment will be in a better 

position to assess the desîrabiliq of adàing existing privately-owned wastewater systems 

to the portfolio of economic replators. Accorciing to comments made by several 

telephone questionnaire respondents, 1 beiieve there are enough cases of monopoly power 

abuse andfor neglect in the existing private wastewater sector to justiQ economic 

regulation. Furthemore, as in the case of the pnvate water sector, there is a strong 

argument to made for the implernentation of capital planning approval processes for the 

wastewater sector. Based on the fmdings of the inventory, then, the provincial 

govemment might choose to have the economic regulator: perform the same oversight 

(rate regulation and capital planning. possibly under an IRP model) of privately-owned 

wastewater utilities as it does for privately-owned water utilities; or intervene on a 

cornplaints basis oniy and thereby focus its attention on the most pressing cases of abuse 

or neglect. 

Recommendation: Complete an inventory of existing wastewater systems in the province 
and identify any cases of monopoly power abuse or neglect. In light of thefindings, and 
if cases of neglect or abuse do exist, decide whether to place all privately-owned 
wastewater utilities d e r  full regulàtion or to have regularory intervention be triggered 
on a cornplaints basrî. 



6.3.2 Public-Private Partnemhips 

Another possible change to the jurisdiction of water utility regdators would be the 

addition of water and wastewater utilities operated under certain models of public-private 

partneahips. Given the strong profit motive under which corporate private f m  and 

consortia are operating, there is a need to incorporate some fonn of regulatory ovenight 

for public-private partnenhips in the water and wastewater sector. In particular, when the 

authonty for setting rates, service levels, and practices, Lies with the private partner, there 

is a need for consumer protection based on the monopoly rationale. The recommended 

scope of the economic regulator's authority over water and wastewater systems can 

potentiaLiy be non-intrusive. 

Recommendntion: E x p d  the jurisdicrion of water utility regulators ro inciude water 
and wastewater utilities operated d e r  public-private partnership arrangements. 

Given that most partnership contracts wiU govem most service parameters and econornic 

aspects of the behaviour of a utiiity, placing public-private partnenhips under hill 

regdation would be clearly be inefficient and superfiuous. However, there may be some 

cases in which the terms of the contract do not provide adequate consumer protection 

with respect to potential monopoly power abuse. Therefore, it would be useful for the 

economic regulator to review these contracts with a view to ensuring that the consumer 

interest is protected. 

In expanding its authority with respect to public-private partnership, one potentialiy 

effective and efficient system would be for the economic regulator to develop exemption 

criteria with which to review and evaluate partnership contracts. These criteria would 

ensure that sufficient nghts and authonty over certain aspects of the project. such as rate 

setting, levels of service, design and construction of the project, monitoring of cornpliance, 

and adequate maintenance of the project, are maintained by the public partner. The criteria 

set out by the California state regdator, outlined in Section 5.6, could provide a useful 

starting point for the economic regulator in developing a mode1 for British Columbia If 

the requisite criteria were met, the partnership would be exempt fiom regulatory 



intervention untii the amendment of the contract. The likelihood is that most public- 

private partnerships would be exempt under such a model, but the economic regdator 

wouId have the assurance that the consumer interest is k ing  protected. The regulator, 

might, however, retain the authority to require that integrated resource plans be produced 

to jus- any major capital investments, for the reasons outlined in Section 6.3.1. 

Another option, which is not mutuaiiy exclusive of implementing an exemption policy as 

outiined above, would be to appoint the economic regulator as the entity responsible for 

resolving disputes arising in respect of the public-private partnership contracts. Under this 

model, the economic regulator wouid be responsible for setting up a decision-making or 

dispute resolution process, acting as arbitrator, ensuring that due process is foiiowed, and 

enforcing the decision or settiement. 1 believe that an independent economic regulator 

woufd be in a unique and appropriate position to act as arbitrator in resolving such 

contract disputes. 

Recomrnendation: Broaden the scope of the water utility regulator's authority to include 
the following: 

the review and evaluation of public-private partnership contracts based on exemption 
criteria developed by the regulator to ensure the consumer interest is protected; 
rhe economic regulation of utilities operated under public-private partnerships which 
do not pal i f i for  exemption d e r  the conditions in # I ;  
approval of capital expendirures; and 
arbitration of disputes related to public-pnvate partnership contracts. 

63.3 Pubücly-Owned Wirter and Wmtewater Utilities 

There is a growing rationaie for expanding the jurisdiction of water utility regulators to 

include pubiicly-owned water utilities. While the interest of consumers is protected by 

local government through public control of rate setting, many questionnaire respondents 

characterized pubiicly-owned utilities as struggling in the areas of efficiency and 

accountabiIity. Further, local governments responsible for rate increases are often 

politically constrained such that rates may not even recover the utility 's average cost. 

Many local governments do not have the technical / economic expertise or accountability 



mechanisms in place to ensure that least-cost supply and demand management alternatives 

are the ones king included in the rate base. Rate regulation and approvd of capital 

investments by the economic regulator of water and wastewater uîiiities has potential 

benefits for ail  utilities, and could be implemented on a voluntary basis for publicly-owned 

utilities. The scope of the economic regulator could be expanded in legislation to Uow 

for rate regulation andor ap proval of capital expenaitures for public1 y -ow ned water and 

wastewater systems. 

Recommendation: Erpand the jurisdiction of the economic regulator to allow for the 
voluntary regulation of publicly-owned water and wastewater utilities based on a 
modijîed scope of authority. 

Given the potential benefits of rate regulation and capital invesmient approval for al l  

utilities, it may be that at some point d o m  the road, the provincial govemment will want 

to make these regulatory processes mandatory for al l  water and wastewater utilities in the 

province. In the meantime, however, the provincial govemment may want to make 

legislative changes to expand the scope of authority of the regulator and take a phased 

approach, moving fiom a voluntary to a mandatory approach over tinte. The fmt step 

would be to strongly encourage local governments to take advantage of existing expertise, 

of the Comptroiler of Water Rights and the British Columbia Utilities Commission, in such 

matten. Their combined experience could be brought to bear in bringing due process to 

capital planning, and ultimately to rate setting decisions for their municipal water and 

wastewater utilities. Under such a rnodel, local govemments could engage in integrated 

resource planning for their water and wastewater utilities and approach the economic 

regulator on a voluntary basis to request non-binding review or binding approval of their 

plan. 

The implementation of such a mode1 would require that the 1ocal.government fmt charge 

its water and/or wastewater utility with the task of developing an integrated resource plan. 

Once the plan is complete, the local govemments has two options for having the plan 

reviewed by the economic regdator. The fmt is to request that the economic regulator 



review the integrated resource plan with a view to developing non-binding 

recommendations regarding capitai investments for local government to consider. The 

second is to request that the economic reguiator review the integrated resource plan and 

develop binding determinations. Under this option, the local government couid reserve 

the right not to foilow the direction of the regulator by issuhg a Special Direction. Whiie 

the first option is the one most likely to be chosen by the majority of local goveniment, it 

would s t U  be beneficial to leave the second option open to local govenunents who wanted 

to initiate a more binding review of theîr own accord. 

Legislative change would be required to implement either option. In paaicular, with 

respect to the second option involving binding review, the economic regulator would need 

to have the authority to gant a certXcate of public convenience and necessity (CPCN) for 

the proposed capital expenditures in the integrated resource plan. This would fonnalize 

the binding nature of the process in the second option. 

Recommendation: -and the scope of authoriw of the economic regulator to allow for 
the binding or non-binding review of Uitegrated resource plans for publicly-owned water 
and wastewater utilities. 

W e  local govemments do have some clear incentives to engage in IRP. namely greater 

accountability and minimization of their risk of misinvestment, the provincial government 

could also provide them with additional bancial incentives. For example, the provincial 

government could choose to require that water and wastewater utilities produce an IRP 

for binding approval by the economic regulator in order to q u w  for infrastructure 

assistance programs. Similarly, it codd also adopt a policy that only local govemments 

which have completed an IRP approved by the economic regulator are qualined to bomow 

fiom the Municipal Fiance Authority. The province could, alternatively, provide grants 

to local govemments to cover the costs of developing of theû fmt IRP. 



6.4 Methods of Oversight: What sperinc regdatory toois are required for 
oversight of the water industry? 

Ultimately, it is the appointed water utility regulator that selects the regulatory tools for 

oversight of regulated utilities. The Utility Regdation Section already tailors its 

regulatory oversight to the size of utilities in its portfolio. The challenge facing the 

Section now is to find ways of irnproving its administrative efnciency and easing the 

regulatory burden. One exercise which might be usehl is to articulate a series of 

objectives and strategies for reguiating each class (A. B. and C) of water utiliq. Possible 

strategies are discussed below. 

Rate hearings for large (Class A) utilities have proved usehl in allowing intervenors to 

participate in the rate sening process; however, they have also proven time consuming, 

and thus have not k e n  held fkequently. One solution, which would ease the regulatory 

burden of rate hearings while still ensuring that rates continue to reflect the tme costs of 

providing service, would be to tailor an incentive regulation program for Class A utilities. 

This might involve: using price cap indexing mechanisms to adjust rates between formal 

regulatory review, and requiring that capital expenditures be approved using a planning 

process that requires consideration of all resources for meeting the demand for more 

water, including options to increase suppiy and to conserve through demand management. 

In the case of medium-sized utilities (Class B), water utility regulators may want to 

consider developing simplined procedures. As for smaüer utilities (Class C), complaints- 

based regulation does seem to be the best method of oversight, given the limited human 

and fmancial resources of water utility regulators. However, easing the regulatory burden 

on both regulators and utilities should not be the only objective. The lack of ongoing 

regulatory oversight under complaints-based regulation is of concem given that many 

smdier utilities do not have the fmancial resources to meet their existing and future needs 

for infrastnicture improvement. As a result, I strongly recornmend that compiaints-based 

regulation for this class of utilities be combined with some assessrnent of viability, as 

discussed in the aext section, 



6.5 Viability Policies and Assesment Me&& for S d  Utüities: What policies 
and other toots are avaüabk to ensure the long-term 6nancial health and 
sbbility of the water industry, and especidy smaller systems? 

The Utility Regdation Section is aware of the urgency of addressing viability, and of the 

variety of options available to i t  Once changes to the institutional arrangements for water 

utility regdation have been implemented, the regdatory staff wilt be in a better position to 

focus on îhis issue. The development of an explicit strategy to assess and improve the 

viability of exishg systems in the short-. medium- and long-terms codd help regulators 

stnicture their efforts in this area 

A key component of any such strategy would be the developmeat and irnplementation of 

pohcies to encourage mergers and acquisitions of smaiier utilities. Another key 

component would be to conduct outreach by contacting smaller utilities that have not 

deaihgs with the reguIator for some time and assess their performance in order to 

prioritize efforts to improve viabiiity, The articulation of a strategic plan may serve as a 

usehl tool in stnictuhg such efforts.'2g 

Recommendution: The waier utility regulator should develop and articulate an explicit 
straiegy to assess nnd improve the viabilis, of existing m l 1  utilities in the province. The 
srrategy should: involve outreach to utiliries which have not contacted the regulator in a 
long rime and assessrnent of their peflormance; include measures tu prevent the creation 
of utilities which will not be viable in the h g - r e m ;  and encourage and support the 
acquisition of existing m l 1  non-viable utilities by larger, viable systems equippsd with 
berter financial, technical and managerial resources. 

'19 A report by Becher et al. (1992) highlights the smtcgies and policies wbich a nurnber of statt public 
utility commissions have adopted to addrrss viabity of srna11 water systems. The California Public 
Utilities Commission Water Business Plan reproduced in Appendix C also pmvides a modet of a 
cornprehensive strategic plan. 
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Excerpts From 1986 Evaluation of 
Water Utility Regdation in British Columbia 

in 1986, Ernst & FCrhinney Management Consultants completed an evduation of water 
utility regdation. Whde their research was completed over 10 years ago, many of their 
assessments still apply today. In their report, they provided an overview of  the strengths 
and weaknesses o f  the water utiiity regulation program made a number. They also 
presented some key prhciples they feIt should be incorporated into any future reguiatoy 
program. Both these sections of the report are presented here. 

DESCRIPTION OF THE DESIRED FUTURE 

There should be no hidden subsidies by govemrnent, suppliers. and by groups of users. 
lnterested parties must be able to look at a water utility and easily detemine the true water 
costs and how the costs are being allocated. Delays, work without compensation. absence 
of a rate of retum, overbuilding, afl hide the true cost of the enterprise - both inflating the 
original lot price and not fairiy representing the operating costs. As a first pflnciple, the 
calculations should be transparent. 

Standards should be easily accessible. Once rate setting becomes rational, then one must 
ask: "is the rate change consistent with other costs around the province?" Providing 
provincial standards and comparative rates provides that information. 

Rate setting is not a function for a govemment department nor for a hrlinister. Empitical 
research provides the clue ass al1 other provinces use a Public Utilities approach in 
comparable circumstances. B.C. does as well, indirectly, but the appeamce is not 
rnaintained. Failure to move the initial decision frorn with the Ministry necessitates at least 
sorne independent appeal proces. 

The decision maker should be independent of the inceptors and administrators. Again the 
appearance of independence insulates the Ministry from the results of Iegislative 
interpretations which it cannot influence. Rate setting is always controversial and thus is 
kept at an ' s  length. 

The price of water must be realistic. Water is a scarce commodity in some parts of the 
province and is expensive to find and transport. In that way it is no different than gas, oil or 
electricity. Failure to pay a properly costed pnce means that the general public loses sorne 
of its resources to those who will overuse the resource because the price is low. Properiy 
priced water means that lots are priced fairly and consumers purchase with their eyes open, 

Developing land is a private sector role; supplying water is a public sector responsibility. 
This again is a principle based on ernpirical examination. There is a consensus that 
generally the private sector is best equipped to develop land but most people expect water tc 
be part of local govemment's role. The task therefore is to work out different ways that can 
be implemented to fit the public sector responsibility to specific situations. 

If government is to remain in the business of regulating water utilities, then it should do so 
properiy. The current annual budget for the Community Water Supply Section is more than 
half a million dollars. The govemment should receive value for money fmm these 
expenditures. 



OVERVIEW OF STRENGTHS AND -ES 

"TEN COMMANDMENTS" 
FOR AN "IDEAL" 
REGULATORY 

PROGRAM 
1. Program officiais should 

have accu rate, accessible 
and concise knowledge 
about the characteristics 
of their "client basen, 
including an awareness of 
current and future issues. 

2. The Ministry should 
clearly state that one of its 
missions is to be in the 
business of water utility 
regulation and that it 
intends to be a "good" 
regulator. 

3. Adequate legislation 
should be in place to 
clearly establish the 
powers, roles and 
responsibilities of the 
regulators. 

4, Staff should have an 
interest in their work and 
be dedicated to achieving 
the program's objectives, 

IS THIS COMMANDMENT 
MET? 

NO, there is data on the 
number of utilities, by region, 
but little, if any, information that 
can be used for analysis and 
planning. Typical data that 
ought to be easily accessible 
for each utility, and for the 
*universen of utilities are: 

financial status; 
age of works and owners; 
attitudes of owners; and, 
average rate increases. 

NO; instead, there is the 
perception amongst al1 staff 
that the Ministry wants to get 
out of the business, 

YES; indeed, because of the 
absence of other management 
tools and systems, the 
legislation becomes all- 
empowering and there can be 
the tendency to work to the 
letter of the law. 

YES; our intenriews with 
owners/operators indicated that 
staff are well regarded by the 
people they regulate. Our 
intewiews with staff also 
demonstrated their cornmitment 
to the program's objectives. 
We were atso impressed with 
the number of innovative ideas 
they have for irnproved 
performance. 

IF NOT, SO WHAT? 

There is an inadquate 
information base to plan 
activities and obtain needed 
resources. For example, would 
it cost $75 million or $7.5 
million to bring ail the 
waterwotks up to 1985 
standards? How many utility 
operators are planning to divest 
their facilities? 

It is difiicult for staff to be 
motivated and innovative if 
they know that the Ministry 
regards their activities as a 
"nuisance" to the rest of the 
Ministry. There is no stnving 
for excitement and vigot! 



"TEN COMMANDMENTS" 
FOR AN "IDEAL" 
REGULAfORY 

PROGRAM 
5. Adequate resources and 

skills, of the right type 
should be in place. 

6. The activities of the 
progmrn should have an 
overall sense of purpose 
or direction, there should 
be a strategy and a sense 
of priority for daiiy, 
rnonthly , and annual 
activities - 

7. There should be a set of 
concise and documented 
Policies and Procedures 
w hich are understandabte 
agreed-upon, and 
approved, 

IS THIS COMMANDMENT 
MET? 

NO; the activities of the 
program have transformed 
from being engineering oriented 
to being finance oriented. But 
the rnix of skills in the Section 
does not represent this 
transformation. For example, 
there are 8 FTE's with an 
engineering background and 
only one trained accountant. In 
addition, 3-5 FE'S (out of the 
1 1 RE'S in the Section) are 
dedicated to assisting the 
Ministry of Municipal Affairs, or 
are otherwise assigned to other 
duties that are not of a 
regulatory nature. 

NO; there is no overall Plan 
which gives a sense of where 
the program ought to be 
headed, what it ought to be 
doing, and how it will get there. 

NO; attempts have been made 
to document some of the 
policies but they have only 
scratched the surface and 
provided litt[e, if any, organized 
direction to staff. For example, 
what should be done when an 
application for a rate increase is 
received? 

IF NOT, SO WHAT? 

The program does not have the 
resources to carry on the 
needed reg uiatory activities; 
engineers are being asked to 
make decisions and perfom 
analyses that normally ought to 
be done by other professionals. 
This is not economical, it is 
inefficient and there are doubts 
that the correct regu latory 
decisions are being made. 

Staff don't know where the 
program is going; there is no 
confidence or sense of certainty 
that existing problems will ever 
be resolved. 

Staff are Iikely carrying out their 
activities in an inconsistent 
manner that could cause 
problems with the utilities; staff 
have nowhere to go for help 
and decisions couid be made 
that are inconsistent with the 
intent of the program 
managers; it is extremely 
expensive and tirne consurning 
to train new staff (if indeed they 
can ever be considered trained 
in the absence of a description 
of what they are supposed to 
do). 



OVERMEW OF STRENGTEIS AND WENClWSSES 

"TEN COMMANDMEMS" 
FOR AN "IDEAl" 
REGULATORY 

PROGRAM 
8. There should be an 

effective and ongoing 
program of inspecting. 
monitoring, enforcing and 
making decisions. 

9. There should be a 
'safety valven to deal with 
situations which would 
disrupt the normal 
ongoing activities of the 
program. 

10. Program Managers 
should have knowledse 
about the effectivenek of 
their programs and 
activities; they should be 
using the knowledge to 
plan and modify their 
future activities. 

(continueci) 

IS THIS COMMANDMENT 
MET? 

NO; because of staff shortages 
and the need to react to crises 
as they occur, there are few 
such ongoing programs. 
Atternpts are made to enforce 
orders (if staff have time). 
There are no inspection 
programs that have been 
negotiated with, and delivered 
by the Regions. The decision 
making process conceming 
applications is slow and 
backlogs are troublesome. 
Ongoing monitoring activities 
are limited to a cursory review 
of annual financial reports and 
a confirmation of trust fund 
balances with financial 
institutions. 

NO; al1 issues, no matter how 
heated and political. must be 
dealt with by govemment staff. 

NO; Program Managers and 
Ministw executive do not know 
if they are being effective or if 
changes should be made to 
program activities. 

IF NOT, SO WHAT? 

There is no ongoing, proactive 
regdatory program. Instead. 
the Section reacts to 
applications and complaints. 

The Section is bogged down in 
dealing with a small number of 
high profile. volatile crises; 
management time and energy 
is diverted from their program 
tasks and spent on energy- 
draining, emotional issues. to 
the detnment of the overall 
p rograrn. 

More than half a millior: dollars 
is spent ever year to achieve 
the objective of 'secure and 
adequate water supply at a 
reasonable cost" but no one 
knows the extent to which this 
is being accomplished. 



APPENDM B 

NRTEE Recommendations to Provincial Governments 

In a recent report entitled "Water and Wastewater Services in Canada," the National 
Round Table on the Envircnment and Economy (NRTEE) made a number of suggestions 
to specific stakeholder groups regarding actions they could take to help achieve both 
environmental and econornic goals in the delivery of water and wastewater services. Most 
of their suggestions relate more directly to publicly-owned utilities, but some of them also 
apply to privately-owned utilities. The foilowing are the suggestions made to provincial 
govemments. 

Reform regulations goveming water and wastewater services, emphasizing 
environmental performance rather than the technoIogical/technical process. 

Strengthen the provincial role in regtdating water quality and setting environmental 
standards. 

Support the principle of full cost, user pay pricing in the medium and long t e m  and 
phase out capital and operational support for water and wastewater 
infiastructure/services to large- and medium-sized municipalities (the cut-off point 
would likely Vary by province). Once funding support ends, a province codd 
announce that it is no longer the lender of Iast recourse for water infrastructure debt 
incurred by large- and medium-sized municipaiities. This would improve the 
provincial debt rating. 

Develop specific water and wastewater fuading and support programs for smaii, rural 
and remote, communities. These could include direct funding and interest-fiee loans. 
They couid also include technical services to promote 'Lbundling" of projects among 
several smali, rurai, or remote communities and watershed-based planning. 

Factor in water and wastewater costs when caicuIating transfer payrnents under 
welfare and other social assistance programs. 

Ensure the labour agreements are respected in the event of a transfer of ownership/ 
management from public agencies to private operators. 

Be open to working with environmental groups on regdatory and conservation issues. 



California Public Utilities Commission's 
Water Business Plan 

The Caiifomia Pubiic Utilities Commission (CPUC) has developed a vision for the water 
supply and distribution uidustry in the state of California. as weli as a set of strategic goals 
for their Water Division. This is an excelient example of how a utility commission might 
structure its efforts to assess and improve the viability of its water sector. The information 
reproduced below was obtained fiom the CPUC website, located at: 
http://www.cpuc.ca.gov/business~planlsec~~O.h~~ 

WATER SUPPLY AM) DISTRIBUTION IM)USTRY 

VISION 2000: The wuter indu~ny's monopolistic structure remains unchanged The indussry is highly 
capital intensive, and the "quality " of ifs product is highly regulored by state arui federal standarcls. 
Some competing wuter sources and bypars oppomcnities a is t  -- though h i t e d  Regulatory issues 

surrounding upgradurg facilities. maintuining udequate supply und cost recovery have emerged, und 
there is some movement roivard a pet$onnunce-based regulanoa California 's investor owned water 

compmies provide about 20 percent of all the potable delivered in Calgornia The Commission water 
regularoty role in the year 2000 will focur on consumer protection. safety, economic reg uiation of 

rnonopoly services, and some rules for, and monitoring oJ cornpetilion. 

Two to T h  Year Outiook 
We continue to project, for the foreseeable future, that the traditionai monopoiistic structure of water 
delivery is likely to persist Unlike some other utility industries the Commission regulates, technological 
advances are unlikeiy to dramaticdly rnodifi the natural monopoly character of the system for delivery of 
dnnking water to Cdifornia homes and businesses. However. the concept of Alternative Regulatory 
Methods wiIl be exarnined with the possibility of an adaptation for one or more of the Ciass A water 
utilities. 

There remain, however, a number of ernerging issues important for California's privately-owned water 
distribution systems. For exampie, the Commission will need to continuaily monitor supply issues, 
particuIarIy as they d a t e  to conservation, ernergency needs, 
and privately-owned systems' physical access to larger inmastate water transmission facilities. 

The Division has divided its regulated water utilities into two groups, targe water utilities and small water 
utilities/sewer utiliaes because the two categories requin different levels of regulatory oversight, The 
Water Division has three Branches, one for large water utility regulation, one for srna11 water utility 
reguIation and an Accounting and Enance Branch that performs accounting, auditing and financial 
analysis on al1 water utilities and other utilities that the Commission regulates as requested by other 
divisions. 

The Water Division expects to staff and process al1 water regdatory activities of the Conmission. The 
Office of Ratepayer Advocates is invited to participate in any of the water proceedings that it wants CO (for 
example, ORA may wish to address conservation issues, or it might wish to develop a low-income 
ratepayer assistance program for water customers). The Division will hoId itself ready to work with ORA 
on any issues it desires to participate in. but wiil retain an independent perspective that will endeavor to 
look out for the long-term interests of water ratepayers and utilities. 



The justification for chis approach is threefold Fmt, water companies are smail when compareci to the 
energy and telecommunications utilities in California Water utilities have relativcly few staff to do 
regulacory work and consequently staff and the uuIities genedly stipulate to issues without adversarial 
proceeding. Secondly, warer issues are normaily standard monopoly ratemaking issue. The Commission 
has processeci these issues for many yean and has an established policy to work hm. 'Ihirdly. most water 
issues are local to the districts k ing  served. Then are usually no statewide issue in water proceedings. 
Where thcre are, ORA will be expected to dso participate. 

In formal proceedings before the Commission, such as General Rate Cases, the Water Division project 
team will not have an advisory d e .  The advisory needs of the Commission or Adminisirative Law Iudge 
Division will be provided by other Water Division staff who will be independent of the projet team. 

Fiscal Year 1996 - 1997 Obiectives and Stratepies 
In the next 12 months the Commission will focus on three programs: 

Program 1: Large Water Company Regdation 
For the thirteen Ciass A (greater than 10,000 service connections) water companies. the Commission will 
try to improve regulation by accomplishing the following objectives. 

Objective A: Ensure just and reasonabk r a s  whiZe minimizùrg regulrrtory bwden. 
Strategy 1: Meet the deadlines established in the Rate Case Plan for generd rate case filings. 

Straregy 2: Process offset, step rate and attrition advice letter filings in a timely manner. 

Strategy 3: Develop, in the first quarter of 1997, an alternative ratemaking program for Elk Grove Water 
Works, a Class B cornpany with 7,500 connections. If feasible, this program will be extended to the other 
six Class B companies. In calendar year 1997, the Division wilt develop a similar program for a district 
of California Water Service Company. 

Objective B: Vevebp efJicient, thorough SM for evahting chunges to utility corporate 
sirucrutes. 
Many privately-owned water utilities attempt to purchase other privately-owned or public-owned water 
systerns that would compliment their existing service. Other utilities may choose [O privatize operations. 
Under Section LOO 1 of the Public UtiIities Code the Commission must approve al1 such acquisitions and 
corporate structure changes. 

Srrategy I : District Consolidmion: The Commission in the past has consolidated many water districts 
for raternaking and reporting purposes, reducing the total number of districts to 56. As utilities file rate 
cases for the rernaining districts, utilities and staff wiI1 consider consolidating districts based on the 
criteria of geographic location, source of water supply, geographicd area, compatibility of operation, and 
sirniiarity of costs of service, 

Strategy 2 : Staridard Practice: The Commission staff will work with the California Water Association 
to develop a standard practice that consolidates existing Commission policy in this area and provides an 
explicit procedure for approval of utility mergers and purchases. 

06jective C: lncrease ùtcentives for lorge water utilities to putehase smaU water utility systems 
Straegy : Srnuit System Acquisition: The Commission will issue, this fiscal year, a nile making 
pruceeding to address seeamlining small water company acquisition regdations and issues affecting 
water company consolidations. The Commission will address the benefits and costs of small system 
acquisition- Unless a small water company is in reasoaably close physical proximity to an existing large 
water compatny district, it may not be beneficial for customers of the small company to be served by a 
large water company rather than by thtir existing company. Alternatively, though potential customer 
benefits rnay exist, small companies may set a hi& price when a sale is proposeci making such sales 



unamactive. CumntIy, several applications to purchase smail water companies are king considcd by 
the Commission. The Commission will continue to support the acquisition of small tmubled warer 
companies by municipalities and by watcr districts. 

Objective D: A.ivcitization îssues and the use of a e s s  resources 
S m e g y  1 : Privurizarion: Commission-regulated large water companies are pursuing a poticy of 
expanding their presence by cantracting with municipd water systems to operate a11 or parc of those 
systems. So far. staff and the utilities have agreed on the rnethods of allacating costs between mgulated 
and non-fegulated activities. but as additional utiIities involvc themselves in chese opportuniries, a formal 
paIicy may be required. The Water Division will discuss this issue with the Catifornia Water Association 
to determine the needs and best rnettiod of meeting those needs. 

Szruregy 2 : Excess Resources: Some large water companies are utilizing existing equiprnent and 
personnel to compctc for contracts to provides services. such as billing, ta other entities. ïhe  questions of 
cost allocation in these areas has suIl to be resolved, unlike larger contracts when disparate operation or 
separate subsidiaries make the allocation pmcedure more or less mechanical. The Water Division will 
discuss this issue also with the California Water Association to determine the specific issues and to 
propose a methoci of addressing these issues. 

Program ïk Small Water Company Reguiation 
For the 182 CIass B, C and D (les than 10,000 service connections) wacer companies, the Commission 
will continue to ensure just and reasonable rates through informa1 srnaII water gened rate case and offset 
advict letter filings. At the same time, the Commission will try to improve regdation by accomplishing 
the following objectives. 

Objective A: Shpl i fL smal l  wder rate casejilhgs 
Smegy f : Smemline Filings: The Commission has aiready reduced the nurnber of pages of 
workpapers that a class D Company (iess than 500 service connections) must file to initiate an informa1 
GeneraI Rate Case from 45 to five. The Commission will anempt to further simpIify the five page 
workpaper. if possibte. Instructional serninars will be conducted on the use of these new forms to smdl 
campnies at California Water Association meetings and by direct outreach to the srnall companies. 

Strutegy 2 : Ourreach: The Commission continues to be concerned that small water companies who do 
not file for rate changes regularly are possibly being ignored by their owners. When this happens the 
systems can deteriorate quickly. reducing service quality and increasing the long-term costs to mtepayers. 
Staff wiIl increase its stated ouueach policy to those utilities who have not communicated with the 
Commission for a long time to determine: a) if the utility is being run pmperly, and b) if the utility needs 
a rate increase to cover reasonable costs and keep the systern in good operating order. 

Objective B: Provide more responsive rate cuse processing, by reducing processing tirne to no more 
h n  5 -  dmontlis. 
Szrazegy f : Service Guarantee Pian: Because rate decreases and service improvements do not require 
Comrnission resolution, the Commission has focused on review of fiIed rate increase applications to 
ensure just and reasonable rates. Recently, ihe Commission has approved the Service Guarantee Plan, 
memoriaIized in Standard Ptactice U-9-W. It provides a timeline for processing small water informal 
G e n d  Rate Cases and mandates interim increases. subject m refund if the process takes tonger han five 
and one-half months. The Water Division will continue to make &Month Progress Reports to die 
Commission and to the Water industry. 

Srrategy 2 : Work Processes: Staff wil1 develop more simplified work procwses as the opportunities 
present themseIves. 



Straregy 3 : Benchmark  The Division will continue to develop guidelines for c e d n  operating 
expenses to make determining teasonable expenses easier. 

Objective C: Develop Q process for s d  compqny offseis 
The Commission allows cost pas-through for certain items such as purchased water and power rate 
increases. These offsets have b e n  used extensively by the large water companies but are almost never 
used by smaller companies. The Division recently proposed a resolution that instinited memomdum 
account protection for purchased water expenses. Staff will develop procedures to use these rnemomdum 
accounts to provide closer tracking for the smali companies beween incurred costs and revenues. 

Objective D: Heaith and Safety 
The safety of services provided by monopoly ua2ities is dways a concem for the Commission. The 
Commission has a Memorandum of Understanding (MOU) with the California Department of Health 
Services @HS) that requins the Commission to consider and authonze increased rates to cover facilities 
required by DHS in conformance with the F M  Sufe Drinking Warer Act (SDWA). While these issues 
apply to the Commission's Large Water as  well as  Srnail Water Programs. they affect srnallcr water 
utilities much more than the larger utilities; s m i i  companies are also often lirnited in their ability to 
cespond organizationaily to the SDWA requirements. The Division recently developed a revised MOU 
with DHS to clarify functions of the two agencies. Division management will schedule meetings with 
Depaiient of Health Services Field Operations Branch and with Depamnent of Water Resources to 
discuss issues of interest to these agencies and the Commission. 

Srrazegy 1 : Financing Oppomuiirïes: S t a f f  will continue to investigate alternative financing 
opponunities, such as special loans or grants. thaî might be available to the srnall companies to upgrade 
facilities to meet health and safety standards. If the SDWA is revised as presently proposed, it wilI include 
a State Revolving Fund This will require the Commission to set standards for handling these fin& if a 
regulated utility utilizes them. 

Straregy 2 : System Operarions: Staff will continue to work on clarifying the requirements for backflow 
prevention devices. One active proceeding. initiated by a formal complaint, is presently addressing this 
issue. Staff plans to take a more active d e  in providing advice in formal complaint proceedings and to 
participate as necessary as a result of b is  and sirnilar situations. 

Straregy 3 : Coordination: Division management will meet with Depamnent of Health Services to 
identify issues of interest to that agency and ours and address those issues expeditiously. 

Program Hi: Meeting long-term wakr suppty needs 
in addition to the specific Large and Smail Water Programs, the Commission will continue to encounter 
new and emerging issues with regard to water supply issues. 

Objective A: Conservation 
Conservation affects ptivately-owned utilities adversely in that it lowers revenues. If some of the utility's 
fixed costs are included in the consumption charge which is the case for the Class A companies rather 
than the exception. conservation can aiso result in an increase in rates because the water companies' fixed 
costs remain even though tess water is sold. Additionally, rates that increase with water use can result in 
windfall profits to the utility if sales are higher than expected and in significant undercollections, if sales 
are l a s  than pmjected. 

Strutegy 1: Evaluate Existing P r o g r m :  Utility initiatives such as the low-flow toilet and çhower-head 
programs have proven successful in encouraging custorner water conservation. The Commission will 
continue address these programs on a case-by-case basis. 



Straegy 2: Developing New Programr: Staff will continue to participate in the California Urban Water 
Conservation Council (CUWCC). By its participation, staff will address conservation issues to the 
CUWCC and consider possible policy solutions for recommendaaon to the Commission- Management wilt 
arrange a meeting with the California Deparmient of Water Resources before the end of the second 
quarter of 1997 to see what conservation activities the two agencies can coopcrate in and develop meeting 
schedules for the future to address appropriate niles for Commission regulated water utilities. 

The Division will work with the Water Industry to develop agreed upon procedures for evaluating the 
cost-effectiveness of conservation programs during the calendar year. The Division will propose a rule 
that requires the larger utilities to evaluate a reasonabte number of redistic conservation programs for 
districts for which they are requesting rate increases- 

Objective B: Recyckd and Rectaimed Waer 
Tertiary-treated water from sewage treatment plants is increasingly being used in lieu of potable water for 
imgation. landscape waterïng and some pmcess water needs. Provision of recycled water can displace 
sales of existing potable water and may resuIt in stranded utility investment Staff will continue to monitor 
the potentiaily affectai utilities. 

Strategy : Recycled Waîer: To eliminate financial hardship to the utility or increased rates to remaining 
customers. the Commission has recornmended that existing retaiI utilities be authorized to provide 
recycled water service, collecting the same fixed dollar rnargin over cost that each utility presently makes 
from supplying potable water. Political pressures and potential financial windfdls to the sewer districts 
make this policy problematic. The Commission will be working closeiy with the affected water utilities 
and the legislature on this problem. 

Objective C: Improve Supply Access 
Strategy I : Wuter Markets: The Bradley Bit1 authorized custorners of the Federai Central Valley 
Project to resell federai water without the customer losing rights to the water. This could potentially create 
a wholesale market for water, but probably only in years with water shortages. While the Commission's 
jurisdiction over these issues is limiteci, we will be monitoring water transfers as a result of this legislation 
EO see if regulated utilities should be more active in identifying additional supplies. 

Strategy 2 : Additional Supply: California-American Water Company (Cal-Am) is presently under 
order by the State Water Resources Control Board to reduce its take of water fiom the Carmel River by 
approximately 60% and to seek other, long-term, repIacements. M e r  more than 15 years of study. the 
Monterey Peninsula Water Management District determineci that a new dam on the upper Carmel River 
was the best approach to providing a secure, year-round water supply that was not detrimental ta the locd 
fi ora and fauna Cal-Am filed application No. 96-1 1-015 on November 14, 1996 to apply for a CPCN and 
for authority to build the Carmel River Dam, previously called the New Los Padres Dam. An 
Environmentd impact Report update will probably be r e q u i d  and is expected to take a minimum of 
thirteen rnonths to complete. 

Southern California Water Company has entered into a long-term commitment to obtain State Water 
Project water via the Central Coast Water Agency for its Santa Maria District near San Luis Obispo. The 
utiIity wiIl be seeking Commission approval for this cornmitment to purchase 500 acre-feet annually and 
for the authority to pass chrough to the ratepayers the costs of the intertie to the State Water Project. 

Please cdl 4 15-703- 1245 for more information or to request a copy of the Water timeline. 
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