THE CORPORATION OF THE

CITY OF WHITE ROCK
CLOSED CORPORATE REPORT
DATE:

February 25, 2013

TO:

Mayor and Council

FROM:

Dan Bottrill, Chief Administrative Officer

SUBJECT: Purchase of the City of White Rock Water Utility from EPCOR
______________________________________________________________________________
RECOMMENDATIONS
THAT Council:
1) Receive for information the February 25, 2013 closed corporate report from the Chief
Administrative Officer titled “Purchase of the City of White Rock Water Utility from
EPCOR;”
2) Approve staff to proceed with the preparation of a business case for the purpose of
determining whether or not the City of White Rock should enter formal negotiations to
purchase the water utility from EPCOR; and
3) Approve the release of Council’s decision to examine the merits of purchasing the water
utility from EPCOR.
______________________________________________________________________________
INTENT
The objective of this closed corporate report is to provide information on the current status of the
water utility owned and operated in the City of White Rock by EPCOR with an overview of the
merits of staff pursuing the purchase of the water utility.
INTRODUCTION
Water services for The City of White Rock has been provided by a private operator since prior to
the incorporation of the municipality. Staff has reviewed the following agreements for water
services:


Agreement dated September 29, 1922 (attached as Appendix A) between the District
of Surrey and White Rock Waterworks Company Limited specifying the terms and
conditions “to maintain and continue to operate its present water system and also to
lay down, relay, connect, disconnect, repair and maintain all mains and other pipes
through and under the streets, avenues, alleys, highways, bridges, and thoroughfares
of that portion of the said Municipality of Surrey known as White Rock …”.



Agreement dated April 30, 1966 (attached as Appendix B) between the White Rock
Water Works Company Limited and White Rock Utilities Limited specifying the
terms and conditions the sale of the water utility from White Rock Water Works
Company Limited to White Rock Utilities Limited. This agreement references the
September 29, 1922 agreement.
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Agreement dated May 28, 1966 (attached as Appendix C) between the City of White
Rock, White Rock Water Works Company Limited and White Rock Utilities Limited
for the purposes of obtaining the “Corporation’s” (City of White Rock’s) consent and
transfer by the “Old Company” (White Rock Water Works Company Limited) to the
“New Company” (White Rock Utilities Limited) “of all of its rights, powers and
assets of a public utility nature wherever situate and particularly of those rights and
assets situate in the City of White Rock and, in particular, the Corporation consents to
the assignment by the Old Company to the New Company of all the rights and
powers of the Old Company under the 1922 Agreement.”

EPCOR advises that it purchased the shares of White Rock Utilities Limited. By purchasing the
shares of the company, EPCOR would hold all the assets and liabilities of the previous company
including any and all contractual agreements with the City of White Rock. EPCOR has advised
City staff that it is unaware of any agreement with the City of White Rock.
EPCOR, according to their web site, builds, owns, and operates electrical transmission and
distribution networks, as well as water and wastewater treatment facilities and infrastructure in
Canada and the United States. EPCOR is headquartered in Edmonton, Alberta, is governed by
an independent Board of Directors, and is 100% owned by the City of Edmonton. In 2011,
EPCOR reported total revenue of $1.8 billion, net income of $144 million, and paid a dividend
of $138 million to their sole shareholder, City of Edmonton.
COUNCIL GOAL
The following two strategic priorities have relevance to the issue of whether or not to purchase
the water utility from EPCOR.
Service Delivery: Service delivery is essential to the City of White Rock and we will
continue to work to enhance our community programs.
Infrastructure:

Robust municipal infrastructure is fundamental to quality of life. The
City of White Rock wants to continue to make appropriate strategic
investments to maintain or replace public assets as required.

ANALYSIS
As a private utility, the rates that EPCOR may charge for water utility services in White Rock is
regulated by the Comptroller of Water Rights for British Columbia. The rates reflect the cost of
operating the water utility as well as a profit. EPCOR has recently confirmed that their
assumptions with regards to the Total Water Quality Management (TWQM) project application
for their White Rock operations include “that the allowed return on equity would remain at
10.8% ...”. In other words, EPCOR is entitled to a return on their net asset position. Under those
conditions, they would be motivated to increase their net asset position by building additional
infrastructure and paying down debt as quickly as possible.
EPCOR is entitled to make a profit. It is not a charitable organization. If the City of White Rock
were to purchase the utility, the City would operate it on the basis that the operating revenues
would support the cost of operating the utility. There is no need to make a profit in the form of a
return on equity.
The City does not have financial information on EPCOR’s White Rock operation including its
equity position. However, it would not be unreasonable to assume that the value of the assets of
the utility is approximately $10 million. Assuming the debt was paid off, and ultimately any debt
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used to finance their assets would eventually be paid down, EPCOR potentially would be entitled
to a profit of approximately $1 million per year ($10 million equity times 10%). Once they have
paid down the cost of the TWQM project and assuming that half of the $12 million associated
with the project was new infrastructure, EPCOR would be entitled to profit of approximately
$1.6 million per year ($16 million times 10%). That is a lot of money that is being taken out of
the community and to be given to the City of Edmonton in the form of a dividend.
I recognize that it is not reasonable at this time to assume that EPCOR has paid down their debt
to acquire the utility, so the above figures are significantly higher than the current state of
financial affairs. I bring this to your attention in order to forecast the consequences should
EPCOR continue to own the water utility in White Rock.
The following is provided as an overview of the advantages and disadvantages of purchasing the
water utility from EPCOR:
Advantages:
1) Water rates ultimately could be approximately 10% lower than they otherwise would be
if EPCOR continues to own the utility assuming EPCOR’s allowed rate of return remains
at 10.8% and the City is able to operate at the same cost as EPCOR. The overall savings
to the community would ultimately be estimated at $1 million (or more) every year.
2) The cost of borrowing is currently at historical low levels with interest rates for ten (10)
year debt from the Municipal Finance Authority estimated at approximately 3.28%
(according to their web site).
3) There are administrative costs related to dealing with the Comptroller of Water Rights of
BC that the City of White Rock would not have to deal with. White Rock Council would
determine water rates by bylaw similar to the sanitary sewer and storm drainage utility.
4) There may be other overhead costs such as operating from the Administration building on
Russell Avenue that may also be reduced or avoided.
5) The City of White Rock will own the water utility on behalf of the community and is able
to levy rates on a break-even basis similar to the sanitary sewer or storm drainage utility.
6) The City of White Rock, as a member municipality of Metro Vancouver, would be able
to use Metro Vancouver as a supply source option.
7) The City of White Rock, as a municipality, may be eligible for senior government
infrastructure grants not available to EPCOR.
Disadvantages:
1) City of White Rock would be responsible for operating the water utility. However, the
City could contract the operations back to EPCOR.
2) City of White Rock would be writing a very large cheque estimated at $10 million and
would have to borrow for the entire purchase price of the utility.
3) City of White Rock would have to determine cash flow projections and interim internal
borrowing options to cover the amount of cash flow required to finance water utility
operations (preliminary estimate of approximately three months of revenue).
4) City of White Rock would have to adjust Finance Department operations to
accommodate additional billing and collections of water utility revenue.
5) City of White Rock would have to be prepared to take on a significant infrastructure
review and improvements, including the chlorination issue with Fraser Health, and meet
new commitments with Metro Vancouver if applicable.
Staff is of the opinion that there are sufficient advantages to further investigate the purchase of
the water utility from EPCOR.
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Next Steps:
Assuming Council is prepared to further examine the merits of pursuing the purchase of the
water utility from EPCOR, the next steps would be to:
1) Formally notify EPCOR of the City of White Rock’s intention to examine the potential
purchase of the water utility in accordance with the agreement between the City and
EPCOR with a written request for the necessary financial information necessary to
prepare a business case.
2) Advise Metro Vancouver that the City is examining the merits of acquiring the water
utility from EPCOR with a request to discuss the process of the option to obtain our water
supply from Metro Vancouver.
3) Prepare a business case and report back to Council at a Closed meeting with a view to
determine, based on the business case, if the City should make an offer to purchase the
water utility.
BUDGET IMPLICATIONS
Should the City of White Rock determine to purchase the water utility from EPCOR, the
financial plan would need to be amended to reflect the purchase and operations of the water
utility. A rough estimate of the water utility is $10 million.
RISK MANAGEMENT
There is very little financial risk with regards to purchasing the water utility from EPCOR from
the perspective that the City of White Rock is able to establish water rates at a level that will
cover the costs of operations including the cost of debt to acquire the utility. However, the City
should be prepared to undertake significant infrastructure improvements, mainly to deal with
chlorination, and possibly new commitments with Metro Vancouver.
The risks associated with taking on the ongoing operation of the utility can be mitigated by
contracting the operation back to EPCOR. In other words, should Council agree to proceed with
the purchase of the water utility, the negotiations with EPCOR would include a provision for
EPCOR to continue to operate for a period of at least five years. EPCOR is in the business of
operating utilities. In the case of White Rock, EPCOR owns and operates the water utility.
OPTIONS
Council has the following options with regards to the potential purchase of the water utility from
EPCOR:
1. Approve staff to proceed with the preparation of a business case for the purpose of
determining whether or not the City of White Rock should enter formal negotiations to
purchase the water utility from EPCOR; or
2. Reject the proposal to further examine the merits of purchasing the water utility from
EPCOR.
Staff is recommending option one which is reflected in the recommendations at the beginning of
the corporate report.
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CONCLUSION
EPCOR is currently involved in the TWQM project in order to comply with Fraser Health’s
requirement to chlorinate the water supply in White Rock. As EPCOR is expected to make
approximately a $12 million infrastructure investment, it would be timely to consider the merits
of purchasing the water utility in White Rock from EPCOR.
Respectfully submitted,

Dan Bottrill
Chief Administrative Officer
Appendix A: Agreement dated September 29, 1922 between the District of Surrey and White
Rock Waterworks Company Limited.
Appendix B: Agreement dated April 30, 1966 between the White Rock Water Works Company
Limited and White Rock Utilities Limited.
Appendix C: Agreement dated May 28, 1966 between the City of White Rock, White Rock
Water Works Company Limited and White Rock Utilities Limited.
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