The Corporation of the Municipality
Staff Report

Office of the Treasurer
Manuela Batovanja

Prepared For: Mayor and Council Report No.: MB 2023-05

Agenda Date: January 24, 2023 File No.: C11

I Subject I

To receive the Municipality of Wawa 10 Year Water Financial Plan

I Background I

This report is a follow-up to the December 13, 2022, Council presentation by
Watson & Associates Economists Ltd. of the Municipality of Wawa Water and
Wastewater Rate Study.

The report in its entirety was provided to Council for review on December 20,
2022, no question or comments have been received.

Watson and Associates were instructed to use the rate study to form the 10 Year
Water Financial Plan.

The Water Rate Study and resulting Water 10 Year Financial Plan:

satisfies the legislative requirement under O. Reg 453/07 pursuant to the
Safe Drinking Water Act of the Municipality of Wawa Drinking Water utility.
Where the plan is a pre-requisite to the drinking water license.

achieves the Wawa Strategic Plan recommendation AF-08 of developing a
water financial plan ensuring that asset life cycling is coordinated with
financial strategies, mitigating rate increases through a planned approach
to funding expenditures.

satisfies the requirements of the modernization grant which partially
funded this project.

identifies methods by which to set funds aside for capital costs as outlined
in the Municipality of Wawa Asset Management Plan

Respectfully Prepared and Submitted By:
Manuela Batovanja, Treasurer
Director of Finance
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- informs and sets out recommendations for the water and wastewater rates
and user fees from 2023 to 2032.

I Recommendation I

That Council receives and adopts the Municipality of Wawa Water and
Wastewater Rate Study as prepared by Watson & Associates Economists Ltd.
And;

That Council receives and adopts the Municipality of Wawa 10 Year Water
Financial Plan as prepared by Watson & Associates Economists Ltd.

I Attachments I

1) Watson & Associates Economists Ltd. — Municipality of Wawa Water and
Wastewater Rate Study — Council Presentation December 13, 2022

2) Watson & Associates Economists Ltd. — Municipality of Wawa Water and
Wastewater Rate Study

3) Watson & Associates Economists Ltd. — Municipality of Wawa 10 Year
Water Financial Plan




220z ‘€l JeqwiadeQd
uonejuasald |1ouno)

Apn)gS ajey Ja1emalsep) R Ja1epN
emep) Jo Alijedioiuniy

dLil S1LSIhWONGOIS

oo




'sda)S IXBN

pue :Saley .

‘saln)ipuadx3 bunesadp -

‘buloueul{ pue spaa\ |elden .

'SBWN|O/\ pue sIsawolsny) pajseodalo pue bunsixgy .
‘121eMB)SEA\ pue J8le\N\ JO uolje|sibaT .

‘asodind Apnig .

Y. UOoISSNISI(] JO Sealy



sjuswalinbal buisuaol| s Aljedioiuny

ay] Jo Led se 82uInold By) 0] panlwgns aq Aew /0/SSY

‘69 O J0 LUed se ue|d |eloueul, |ewlo) ay) ‘Apnis
a)el ay} Jo (jenoudde pue) uons|dwod ayj uo paseg -

SW)SAS Jajemalsem pue
Jajem ay) JO ]SO0 8y] JoA0D8. 0] S9)BJ MU PUBSWIWIOIDY

sJeaA (| 1Xau ay) J8A0 S)s092 buljesado ainin) ajewsy .
|leydeo J4oj suondo Alanooal 1s09 Ajuap| .

Spoaau |e)ided wa)sAs
Jo]emMa)lsSem pue Ja)jem aininj pue juauind |je Ajnuap| .

Y. asodind Apnis



G10Z ‘10V Alluadsolid pue sqor Joj ainjonJisedju] .
ABajeng ainjonasedju| jedioiunpy o
:Sjuswalinbay Jayln4

1oy salunuoddQ J81epn e

pue 1oy Jalep) ues|Dd
0V J8)e\\ bunjuuq sjes - 210/cSy 69y 0

10y swalsAg abemag pue Jajep) 9|qeulelsng

q0v Jalep) bunuuq ajes

:Buimol|o) ay)
apn|oul 8say | "S89IAISS JO UOISIA0Id By] 8ouByud 0] S2UIAOId
oY) Aq passed uaaq sey uoine|siba] mau ‘uolay|epA)\ 9ouIS

y. la]emalsep) pue Jalep) Jo) uone|siboT



cuw Jad| pozso cW Jad| oy80

abieyon swnjop abieyn swnjop
06201 e 00061 €
0098 uC 00'¢csl uC
0S'v9 Wb 00'vilL Wl
00°cy kb 0092 ul
0S'L¢ We 00°'8¢ W

(Alyyuow) abaeyn aseg

sajey Buljig 191emalseM - 2202

(Alyyuowr) abaeys aseg

sajey Buyg

(2202) seiey juaun)

19} M\ - 220¢




961l 18C°) [ejol
q q uE

6l €c uC

6 6 w7 L

8 ¢l ul

GGl 8EC'1 Wi

19)eMa)sep

19)eM\

paJa)oN

9|1J014 Jawoisn)



9 PIOYasnoH = Jawojsny

paje|nojed aq [Im Buljjiq Jajema}sem sy} YoIym UO SMO} JoJem e SMOJ) 9A0QY :9JON
181'G6Z 181'G62 181°562 181'S62 181'G6Z 109'562 109'562 Lv2's62 188162 125762 Lvv'e6e ejol
090°€ 090°€ 090°¢ 090°¢ 090°€ 088°C 088 025 091 008°L 0cL MIN
121262 121262 121262 121262 /21262 121262 121262 /21262 121262 121262 /21262 Bunsix3

(su) 3se29104 SMO|4 13}eMa)sep

€1zl €1zl €1zl €1zl €1zl ({54 (454 0Lzl 80Z°L 90Z‘} 00Z‘} lejoL
Ll Ll Ll Ll Ll 9l 9l 142 ¢l ol 14 UIMaI - MeN
961°} 961°1 961°L 961} 961°} 961°1 961} 961°} 961°1 961°L 961°} Bupsix3

JSE29104 J3WO0}ISNY 19)eMI)SBM

096'8LE 096°8LE 09681 096'SLE 096'8LE 082°8LE 0828L€ 0Zy‘8LE 090°8LE 025°L1E 080°9LE lejoL
096°¢ 096°¢ 096°¢ 096°€ 096°¢ 08.°¢ 08.°€ 0zy'e 090°¢ 025C 080°} M3N
000'GLE 000'GLE 000°GLE 000'GLE 000'GLE 000'GLE 000'GLE 000'GLE 000'GLE 000°GLE 000'GLE Bupsix3

(su) 3sE29104 BWIN|OA 13)BMA

60€‘L 60€‘L 60€°L 60l 60€°L 80€°L 80€'L 90¢‘} ¥0€’L L0E'L €62°L lejoL
[44 [44 [44 [44 [44 34 34 6l Ll vl 9 YImoIg - MaN
182°) 182°) 1821 182') 182°) 182°L 182°L 182') 182°) 1821 182') Bunsix3

JSB28104 JaWOo)SNY 19)ep

‘poliad 1seo0alo) 8y} JOAO WS)SAS S
ey} saiuadoud Juesea BunsIxa SIapISUOD }SBI8I0) YIMOoIB Jawoisno sy

Ajjedioiunjy ayj 0] }o8UU0D pJNOM

"SMOJ} 84n}Nn} JoJ Jawo)sno Jad w'no 0g| Jo abeiaAe ue pawnssy
SaWN|OA 9|]el|id
pue SIasM ]Sedal0- Ia]eMalSeAN pue I3le\\



"Sjuswalinbal

Juswabeuew jasse Jiay) buinaiyoe spiemo) dals s Ajljedioiuniy

ayj sjuasalidal uoisinoid siy| -polad 1sedsalo) ay) Jo jjey Jane| syl

ul papinold si syuIom pajejal Juswabeuew }asse J10j uoisinoid |elauab vy

'S1S0D) .
pue buiwi] .

‘POBN -

Aq pauuapl aiam syJom |eyded

Spaau
Juswaoe|dal jasse s Ajljedioiuniy ayj JO maiAal B 0] uollippe ul }1Seda.o)
|endes s Ajijedioiuniy ayj uo paseq paljijuspl alom spaau |elde)

Y alnjonJiselju| jeude)n



00S°80. Jajemajsep\ [e3oL

2£02-6202 000°9SS SHJO\\ Juswiabeuey Jessy
2202 000°GY ueld Ja)se| Jejemalsep) g Jale |
¥202 000°/6 Jg|lel] wnnoey /18 Jamas
2202 00S°0L ApniS sjey @ ueld JA 0L M pue Jsjep)

2€02-¢coc
uayeyapun siea T uonduosag

:19YeM3]1SeAN

1ZS‘8V.L‘S J9JE M 8101

2£02-6202 000°80€°L SHJO\\ Juswabeue) Jossy
2202 120°2€2'€ EEESEI
2202 000°G0L ue|d Jalsel Jajemalse ) @ Jajle
2202 000°0S2 NS EUREEIN
¥202-2202 000‘¥95 SJa)|l4 - Jue|d Juswieal| Jeje
G202-2202 000°061 uoneyjiqeysy juelpAy
2202 00G ‘¥ Apn)s ajey B ueld JA 0L M PuUe e\
2202 000°G. AL - JuelpAH pue ulep Jele \\

TAN \TATAAI A
uayejapun sies A e uonduosaqg
:191e/\
($ parepu|)

2£02 01 ¢20¢ SspesN walsAg [ende)



(Z1 Hed) 1oV [edpunpy -

sabley) juswdo|anaq -

SjueIo A

1ged »

(sentesay Buipun4) siejsuel] 10bpng Bunesadp »

SOAI9SOY A

suondo buioueul{ |elden



ol

Jajema)sem Joj 9,0E pue Jayem Joj 9,0/ Jids usaq
aABY Saoue|eq aA0ge 8] ‘S)S09 JO saleys aAloadsal uo paseqg

SWwa)sAs Jajemalsem pue Jajem ay) Jo) Alanooal

1S02 padinbal ay) Alnuapl 0] pajeledsas usag aAey saoue|eq

oAlesal asay) ‘Apnis ajel ay) Jo sasodind ay) J04 ‘pauIquiod ale
SOAIBSAJ J9)eMB)SEM puk Ja1em jualind s Aljedioiuniy ay) ;010N

0SL‘0¢L uonezi|igels ajey
9G0°CLe |ejiden [eisuss)
160°CC. anJesay awdinbg

19jemalse\\ R J9je M\

LZ-99a-LE 9AI9SaY

120C
y. ‘1€ Jaqueoa(] JO Sy — Seouejeqg aAIeSaY



L

~

005802 12s‘8vL's Buroueui4 jeyde |ejoy
000°L€9 000°vEY‘L SanIasey Jojema]se \\/Jale M\
00G°C¢ 006299 suoinquuo) Bunessdo
- 000‘089 sjuswalinbay ainuaga
- 000°GLE 4100
000°GY 120°269°C Sjuels) [elopa4/|eIouIn0Id

¢€0¢-2c0c

19)ema)sep\

(AN [ATAAI A
J9jep

upueuld eyde)

uondiosaqg

¢ paleju

¢c0¢ 0}

22027 swelboid Bbuioueui |elden pasodoud



Jo}E MO)SE M IO} BG9* L Z$ PUE JSJe M 10} /GZ'6ES SI Jawoysno Jad Jusw)saAy|

¢l 211602 656007°0L 120296 086722791 1e10L
S0SEVEL 09,°€£6°GZ 0007025 092°606'SZ TS1EMBISEM [E10L
SY6'9€9 01£°091 G} slmeg Kieyues
820165 09.°68€'S2 000°0.5 050'29€'8 sonoe
28511 00v*18€°2 SOIOYUE JOjeMaISEN
19]eMDIJSe A\

119 20%°1 6612215y 120°26€°C 02272505 1518 8101
098°02/ 05121761 SUBWIBIE
592G/ 012°0LLY Sone
vE666) o . 020°9vE'S spes 9onI9g
T 661121 'Gh 120° 168G ooty S A
- 096426 SIolo|N JoleM
VG IGE 062'G05'12 senIoe J91e
19)}e A

juswaoe|day 919K09}17 ainyng Jseoaloy aeal-g| anjep

a|9£09}I7 |enuuy Jojjuswade|day }dN Ul papnjaul junowy  juawasejday |ejo]

"19)eMa)Sem 1o} 6G9‘LZ$ pue Jajem
10} /GZ'6€$ Jo Ayjedioluniy ayy Ag Juswisaaul Jswolsno Jad, e Joj sapinoid Syl .

‘Uol|[lW 0B°GZS SI 2JNjoNJiseljul Jajemalsem Bunsixa Jo anjeA |ejo} 8y
‘uol|[lw ZG'0G$ SI @injonJisedyul Jayem Buisixe Jo anjeA [elo} 8yl e
‘S,086| 91| 81 0] Yoeq Salep WolsAs Jojemalsem ay) Jo abe ay| .

‘S 0961 PIW 8y} 0} Yoeq sajep Wa)sAs Jajem ay) Jo abe ay|

y. S)S07) alnjonJisedju| a[oAos)l



€l

saly|ided |
SI219A W
sulew.ale/\ |
sjuelpAH m
Spea adIAIaS |

saneA m

s

L
I\
9@

¥
| | ’ _:_ R | L
|

000°000C

0000007

0000009

000°000°8

000°000°0T
000°000°CT

00000071

$220c) 1es A
AqQ s}assy Jolep) JO 1seoa10 Juswaoe|dey

($zz0z) 350D Juswade|day |e1o]



14

sal3|10e4 Ja1emalse ) |
siamas Aseyues m

sajoyuel\ m

000°000C

0000007

0000009

0000008

000°000°0T

000°000CT

000°000'7T

($2202) Jes A Aq sjessy
1a1ema)sep\ JO 1sedal104 Juswaoe|day

(Szz0z) 150D Juawade|day |e1o]



Gl

2€0¢ 0} GZ0Z woly Alenuue %z
202 Ul %€
€202 Ul %t
2202 Ul %S

:salnjipuadxs Bunetado Jayio || -

2€0Z 0} G0z wolj Ajlenuue %G .
¥20c Ul %9 -
€co0c Ul %L -
¢c0C Ul %8 -

S|EOIBYD PUB SN

2£02Z 01 220z wol) Ajjenuue 9,¢ — sabepp -

:pawinsse
aJe 1seoalo) Bunelsado ay) 0] sjuswisnipe Buimol|o) 8y ‘alojaiay] Ws)-1abuo
8y} JOAO 8SBaJ08ap P|NOo S8)el Uolje|jul Jey) pawnsse S| )i ‘JoAemoH ‘sajel
1S8J8)ul pue uolejjul Jo sajel Jualnd ay) 8ziubooal 0) palsnipe usag aAey Apn)s

9)eJ 8y} ul pajuasaid (Jejemalsem pue Jsjem Joj) sainjipuadxs Bunesado ay| .

Y. syjabpng bunetadp



9l

G19°695°L 6709611 806v2Y'L 892°6G€‘L 608'G62°L LY9'€eTL €ZEVLL'L EV6'ELL'L LEV'VETL 91261} lejoL
vig'ise LyG'yLe €8€'€/Z G08'9eZ 622102 6€0'991 198'zEL 00085} 000612 000°+¥Z siajsuel] [eyded @ aAI9S9Y - pajejey [eyded
[Reiegel [Reiegel i 15691 [Heiege] ¥4 LsG'ale [Eeiege] ¥4 [Eeiege] ¥4 [Reiegel [Reiegel i 15691 suswAed jgoq - pajeipy [ended
058'G66 156'796 v.6'vE6 116'G06 820°'8/8 950158 ¥06'vZ8 Z6€'66. 988'89/ GZ9'veL s)soQ Bunelsdo

uonduosaqg

(A4

L€0e

si1son Bunesadom
sjuswAed 1g92q - palejey [eudeom
sigisuel] [euden g aAlasay - palejey eudenm

ococ

620¢

820¢

120¢ 9coc

gcoe

¥2oc €coe
0

000°002
00000t
000°009
000008
000°000°L

000°002°L

000°00%'L

000°009°L

000°008°L

19bpng bunesad 181N




Ll

120519 865°€09 V€€265 GEZ'18S 062025 811655 105°8YS Y0€°LES zeL'ozs 966715 lejol
zoL'ele 8/G'vLe 208'sle 06.°9LC Leg'21e vvo'LLe §lo'sle €6v'LLC 680'8LC z6v'6Le siojsues [eyded pue anlasay - pojejay ended
616'L0Y 020°68¢€ z€es'aLe Sri'v9e 65.'2S€ YLV LYE z6v'0ee L18'6LE £10'80€ ¥0S'662 sjsoD Bunesedo

uonduasaqg

s)son Buneladpm  siejsuel) |euden pue anlasay - palelayd |eudenm

ceoc L€0d 0€0c 620¢ 8c0¢ 120¢c 920c Gcoc ¥eoc €coc
0

000'00}
000°'002
000°00€
000°00t
000005
000°009
000°00L

Y, 19bpng bunesad Ja1emalsep)



8l

0'658 60258 EV'ESS 915§ S66v$ €e8v$ 667v$ 705§ 6,65% 96'99% Il [ENUUY [E30 | - 3sE3I0UI §

% % %t %t %t %t %ob %S %9 %L [lIg [ENUUY [}0 ] - 85Ba10U] %
05005'1S | ov'IvylS | LEVBELS | ¥60eel$ | 626/24$ | veE6ez S | LO'L8LLS | Z09ELLS | S6S80'L§ | 9/'620'6 | 08'856% g [enuuy (301
0086$ | 09°'€9e$ | O0z6vES | 09'9ge$  |o0pzes  |oviies  |os86zs | 008828 | ovsiz§ | 0019z§ | 08'%bES [l1§ WNIOA PAUIGUIOD [ENUUY
o8l o8l o8l o8l 08l 08l 08l 08l 08l 08l 08} SWNIOA
0S2ZLIS | 982078 | LV'SEOLS | VEVE6S | 625568 | v6LL6S | bzzess | co8veS | SLOi8S | 9LV9IS | 00WLLS g ejey oseq [enuuy
0r'es 2028 V61S 18718 0815 €L18 9918 0978 €518 1S 91$ Sjey JUESUOD PaUIqLIoD
V€68 28688 92988 98288 1962$ 05°9L§ SELS 190.8 15298 €L€9% 05658 el osed AIIUO PauIqLIOD

10z 0€0Z 6202 820z Lz0z 920z 20z ¥20Z

ajey juejsuo)

:paulquo) I81eMa1SBAA pue I91epn

168 58S €L1$ 1928 0528 6e4$ 828 18 9028 9698 Il [eNuUY [e30 | - @seaI0U] §
%e %C %Z %e %Z %C % %e % %e [enuuy [e}0 | - 8583.0U] %
%e % %e % %C %e % % % %e 918y BWN|OA - 9SESI3U| %
%C. %2 %C. %2 % %C % %e % %C ajey aseg - asealOU| %
0Lozh$  |eL8ivS  |6zO0MWS | 9520pS | sevees | svz8e$ | 2000868 | 6Lzie$ | 29G9e$ | 95'85e$ | 09°15€$ g |enuuy [e30 1
09°111$  |03%601$ | 00°801S | 0Z901$ | Ov¥OLS | 0920LS | 08°00LS | 00°66$ 0Z'26§ 0r'56$ 09°'€6% g awnjoA [enuuy
08l 08} 08l 08} 08l 08l 08l 08l 08l 08l 08l SWNIOA
0SVIes | ce80e$ | 6c20es | 959628 | 950628 | S8v8es | Lz6Les | eLeLes | cveaes | oL'€9es | 00°85e$ g ejey oseq [enuuy
2908 1903 090§ 6508 8508 1508 950% 5508 vS 0% €508 2508 EENFIEET)
12923 69523 61523 EZ23 FEZ23 VLE€ZS 1223 78723 18723 €623 05123 a1ey oseg AUJUON
6202 uonduosag
.19]eMmalse/\\
80158 V2 6v$ 0L'SYS v0vr$ srevs S6°07$ VL1€$ 0gers €225% 00'09$ g [enuuy [e30 | - aseaIou] §
%G %G %S %S %G %S %G %9 %8 %01 g [eNUUY [30 ) - 35B3J0U %
%S %S %S %S %S %G %S %9 %8 %01 9Jey aWN|OA - 8SE2I3U| %
%S %G %S %G %S %G %S %9 %8 %0} ajey oseg - 9seaIU| %
OrpL0°lS [ €€€20'lS 807268  [8¢8268  |vews8S [ 68'1¥8S | v60088  |eceos$  |c66L.8 | 022998 | 022098 g lenuuy [e3o 1
0v'99z$ | 08'ese$ | 0zlve$ | 0y0ses | 09°'612S | 08°'8028 | 00°'861$ | 00°681$ | 0z8LLS | 09'691$ | 0Z15L$ 168 WINJOA [enuuy
08l 08} 08l 08} o8t 08l o8t 08} o8l 08} 081 SWNIOA
008088 | €569.8 | 882EL$ | 86695 | LV99S | 60°€€9$ | 62098 | €cviSS | €L1vSS | 091068 | 00°95¥$ g @jey aseq [enuuy
8v'1s WIS ve1s 8z1$ 218 oL'ls 0r'1$ 01§ 6608 2608 80§ ajey JUEJSU0D
€€29% €198 10198 185§ 0v'SSS 9LTSS 2058 S8LVS VIGHS 08173 00'8€$ ajey aseg AUJUON
1£0Z 0£0Z

uonduasaqg

SEILITY

(J819|N\ .74 pUB SBWN|OA [enUUY JO "W'ND 08| UO paseg) sallewwng a)ey



AL
Auo 1a3ep,
(pasodoud)

uoyiele|n Aeg ooei1a]  aue|A 91§ 3nes 151e9H JAAIY BUYM  (Ud4InD) emepp emepn «uoSidiN aye7 pay auAedauioH s|ieq Je3

$05S A Zsrs

1r65 005$

£TTS LOVS

000'TS

€€SS

00S°T$

000CS

00SCS

000°€S

‘ (W'nd Qg Uo paseq) s||Ig pauiquo)) Jajemalsep)
pue Ja)ep\ [enuuy |eljuapisay Jo uosliedwon



0c

90UINOI4 BU] 0] ue|d |eloueuld e
Hwgns 0} Ajijedioliunw ay) Joj SI Juswaldinbal Buisuadl| ay)] Jo ued

(s)waisAs Jo1em ay) ajelado 0] pasuall|
aq 0] palinbai ale aolnles Jajem Buipinoid saijedioiunw [y .

ue|d
4 |eloueuld J8¥ep\ £0/€G uolie|nbay oueuQ



pasIlBApPe 8q OS|e JShw uoljewJlojul siy} Jo Ajljige|ieae
ay|l -aus gem sAjjedioiunw ay) uo pue (abieyod 1noyjim) oiignd
ay] 0] 1senbal uodn a|gejieAe apew aq isnw sue|d |eloueul) ay |

(1gop 19U pue saljljigel| |e10} ‘s|jesodsip ‘SUMOpP 8lluM ‘Sjuswia)aq
‘uononJisuod jasse |eydes a|qibue) ‘suolisinboe sjasse |ejded
a|qibue) ‘sjasse |eloueUlj-uouU |B)o] ‘a°l) 1Sedal10) ay) JO Jeah yoes
10J uolew.lojul gy¥Sd 8yl apnjoul sjuswalinbal jeuolippe ay |

‘s9)el 8y} JO uolenojes

pue sSaWwn|oA aininj Buljseoalo] ‘sallojuaAul pajielap bulpinoid
‘suoljisod pun} aAlasal pue bunelado ‘jejides ay) bunseosslo) ul
yoeouddy ,uosiepn, 9yl Ylim Jualsisuod Ajjesauab ale sue|d ay |

sieal aAll Alans wnwiuiw B e uayeluapun
a( 0] paau ||Im 1ng Juawnoop BulAll e paltapisuod si ue|d ay |

Y. sjuswalinbay /0/€S1 "bay O Jo Altewwng



paljedaid aq [Im Hodal "6y O 8yl YdIym Uo uoijewlloul
|eloueul) ayj bunoaloid siseq ayj sepinoid Apnis ajey ay| -

(8]0A2 186pNnQ 1x8u Bulnp [1e18ep ul pamalral aq Aew)
awln siy] 1e panoidde aq 0] aney1ou op (Lzoz puokaq "a°1) sajel
pa)seosalo]) ay) 1ng paaoidde aq 1snw Apms J0/£SY B9y 'O 9yl -

(a1nny ay) ojul pajoslold)
1ew.Jo]) Juswaje)s |eloueul) 0GLS g¥YSd Ul 8dUIAOId 8y} 0} Jl wodal 7

uayj pue (abesn
pue) slawolsno pue saAlasal ‘Bunelado ‘(jemauas Alojuaaul
Buipnjour) jeudes Joj saniAnoe aininy 1oaloid o) sanedidiunw |

:10J SI uolne|siBba| 8y} Jo JuUsUl BY|

SOOIAIBS J9]BMB)SEAN
10J pabeinoous pue Ja)ep) Jo) Alojepuew si buioday .

o JUesl\ SsIy] Jo || seoq 1eypn



€

anuaAay pallaje(

a|npayos
AlInunuooH pun aAlesay

sooueleg pun{ aAIoSay
abiey) usawdojana

sniding
pale|InWNJdY, JO Jed

asuadxa ue se papnjou|

slajsuel| aAlasay

sasuadx]
BuneladQ ul papnjou|

8|geol|ddy JoN

uoljezijyowy

uononpal 1ga( :|ediould
asuadx3 1sa.ia)u|

asuadx3
1saJaju| R |edioulid

sjuswAied 19eQ

(3s00 [eoLI0}sIH)
sjessy |enden a|qibue|

(Juswaoe|day ainin4)
sIsAjleuy 1500 9242917

sjosse
palinboe Ajsnoinaid

sjessy |enden a|qibue|

}Seda104 |ende)

Sjuswalinbay |eude)

Siseg |entooy |ind,

uej|d
|eloueuld 20°¢Sy Bay'O

Siseg ysep payipo,

Apms ajey

yoeouddy

sealy
UOISIADY Jueoyiubig

&

1ew.0

buuoday 20°¢GH By O "sA Apnis arey



144

IoUN0Y
Agq panoisdde sojel ay) uo paseq ue|d |eloueuld ay) azljeui

sa)ey Jojemalsep) pesodold ay) Japisuo)

sa)ey Jojep) pasodold ay) Jepisuo)

N O < 0

welbold bunetadp ay) Jepisuo)

weiboud |eyiden ay) Jepisuo) |

uoI}BJBPISUOD S [IDUNOY) JO) SIBN.IN



& Associates
ECONOMISTS LTD.

Water and Wastewater Rate Study
Municipality of Wawa

Watson & Associates Economists Ltd.
905-272-3600

December 8, 2022 info@watsonecon.ca




Table of Contents

Page

EXECUtiVe SUMMAIY ......coooiiiiiiieeee s s s s s e e s s s e s s s s s s e s s ne s s e s e nnesnsnnnnnnns i
1. e T W o2 oo T 11
1.1 BacKkgroUnd.........coouiiiiii e 1-1

1.2 StUAY ProCesS.....coooiiiiieeeeee 1-2

1.3  Regulatory Changes in Ontario..............ccoooviviiiiiiiii e 1-3

1.4  Sustainable Water and Sewage Systems Act...........cccceeeii. 1-4

1.5  Financial Plans Regulation .............ccooiiiiiiii e 1-5

1.6 Water Opportunities ACt, 2010 .......ccoeirieeriieeeiee e 1-7

1.7  Infrastructure for Jobs and Prosperity Act, 2015 (LJ.P.A.).cceeeiieniennn, 1-9

1.8  Forecast Growth and Servicing Requirements ........................ 1-11

2. Capital Infrastructure Needs..........ccoooriiiiieccciiii e 21
2.1 Capital FOreCast. ..o 2-1

3. I {2 oV o L= 0o 1] ] T 31
3.1 Overview of Lifecycle Costing............uuuiiiiiiiiiiiiieccc e 3-1

3.1 DefiNitioN ..uueieiiiii e 3-1

3.1.2  FIinanCing COStS .....cooiiiiiiiiiie e 3-1

3.1.3 Costing Methods .........ooovmiiiiiiii e 3-4

3.2 IMPact ON BUAQELS .......uuiiiiiiiiiii e 3-6

4. Capital Cost Financing Options .........cccccciiiiiriinnnnnnns s 41
4.1  Summary of Capital Cost Financing Alternatives............cccccccooeiiiiiinennnn, 4-1

4.2 Development Charges Act, 1997 ... 4-2

4.3 MUNICIPAl ACL ... e 4-4

4.4  Grant Funding Availability ..........coooiiiii 4-6

4.5 Existing Reserves/Reserve FuNds............cccoiiii 4-8

4.6 Debenture FINanCiNg.........coooiiiiiiii 4-9

4.7  Infrastructure ONtario...........ccoo oo 4-9

4.8 Recommended Capital Financing Approach..............ccccovviviiiiiiiineeee. 4-10

Watson & Associates Economists Ltd.
H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx



Table of Contents (conta)

Page
5. Overview of Expenditures and Revenues ..........cccomveeeciiiiiniinnnneessssnnnnnnnnnns 5-1
5.1 Water Operating EXpenditures.............cccoiiiiiiiiiiiiiiiiiee e 5-1
5.2  Water Operating REVENUES ... 5-1
5.3 Wastewater Operating EXpenditures ............ccoovvviiiiiiiiii e 5-5
5.4  Wastewater Operating Revenues .............cccccooiiiiiiiiiiiiiii 5-5
6. Pricing StruCtures ... e e e e 6-1
6.1 (e To 18 o o o I 6-1
6.2  Alternative Pricing Structures..............oceiiiiiiiiiiiice e 6-2
6.3  Assessment of Alternative Pricing Structures ..............ccccccuiiiiiiiinnnnnns 6-4
6.4  Rate Structures in ONtario .........cooooooioiiiiiiii e 6-9
6.5 Recommended Rate Structures and Base Charges.............ccccccuunnnnee 6-10
7. Analysis of Water and Wastewater Rates and Policy Matters..................... 7-2
7.1 ] (oo 18 o o] o I 7-2
7.2 Water RateS .. ... 7-2
7.3  Wastewater Rates ......ooooviiiiiiiii e 7-3

7.4  Forecast of Combined Water and Wastewater Impact for the
Average Residential Customer ............cccc 7-4
8. Recommendations ... s 8-1
Appendix A Water System Inventory Data .............cccciiiiiinninnn, A-1
Appendix B Wastewater System Inventory Data ...........ccoemciiiiiiiiiiccceecccceeeeees B-1
Appendix C Detailed Water Rate Calculations..........ccccccciimmieciiiieeccc e, C1
Appendix D Detailed Wastewater Rate Calculations.............ccccoovmmmmmmrecccciiinnnnns D-1

Watson & Associates Economists Ltd.
H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx



List of Acronyms and Abbreviations

Acronym Full Description of Acronym

A.M.O. Association of Municipalities of Ontario

cu.m. cubic metres

C.W.W.F. Clean Water and Wastewater Fund

D.CA. Development Charges Act, 1997

F.I.R. Financial Information Return

[.J.P.A. Infrastructure for Jobs and Prosperity Act, 2015
1.O. Infrastructure Ontario

M.O.E. Ministry of Environment

O.C.ILF. Ontario Community Infrastructure Fund

OLT Ontario Land Tribunal

O. Reg. Ontario Regulation

O.S.ILF.A. Ontario Strategic Infrastructure Financing Authority
P.S.A.B. Public Sector Accounting Board

P.T.ILF. Public Transit Infrastructure Fund

S.W.S.SA. Sustainable Water and Sewage Systems Act, 2002

Watson & Associates Economists Ltd.
H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx



Executive Summary



7

Executive Summary

The Municipality of Wawa retained Watson & Associates Economists Ltd. (Watson) to
undertake a water and wastewater rate study. This study aims to provide an analysis of
current capital and operating forecasts, costing for lifecycle cost requirements, current
volumes and customer profiles. The results of this analysis provide updated water and
wastewater base charges and volume rates for customers within the Municipality of
Wawa (the Municipality). The rate analysis contained herein provides fiscally
responsible practices that are in line with current provincial legislation at a level of rate
increases that are reasonable.

The analysis presented herein provides the following:

e The 2022 to 2032 capital spending program for water and wastewater is $5.75
million and $0.71 million (inflated), respectively;

o Of this amount a provision has been included to address the water and
wastewater infrastructure lifecycle requirements based on the
Municipalty’s asset management plan. Additionally, reserve transfers
have been provided over the forecast period to meet the asset
management needs beyond 2032;

e The operating expenditures (for water and wastewater) presented herein have
been adjusted to recognize the current rates of inflation and interest rates.
However, it is assumed that inflation rates could decrease over the longer-term.
Therefore, the following adjustments to the operating forecast are assumed:

0 Wages and benefits: 3% annual inflation between 2023 and 2032

o Utilities and Chemicals annual inflation rate of:

= 8% in 2023;

= 7% in 2024;

= 6% in 2025; and

= 5% annually thereafter.

o All other operating expenditures have an annual inflation rate of:

= 5% in 2023;

= 4% in 2024;

= 3% in 2025; and

= 2% annually thereafter.

Watson & Associates Economists Ltd. PAGE i
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The present rate structure (base monthly charge and a constant volume rate) is
continued;

Existing water customers total 1,287; approximately 22 new customers will be
added over the next 10-year period;

Existing wastewater customers total 1,196; approximately 17 new customers will
be added over the next 10-year period.

To meet these expenditure requirements, the following rate increases to water and
wastewater are suggested:

To meet the needs of the water forecast, an initial 10% increase is required for
2023. Subsequently, the annual increases will be 8% for 2024, 6% for 2025 and
5% annually thereafter. The volume rates and base charges are anticipated to
increase at the same rates.

To meet the needs of the wastewater forecast, an average annual increase of
2% per year on both the volume rate and base charge is provided.

Based on the above, the combined water/wastewater bill will increase by 7%, 6%, and
5% annually for 2023, 2024, and 2025, respectively, with a 4% annual increase
thereafter. Over the forecast period, this represents an average annual increase of $54
on the combined water and wastewater bill (based on 180 cu.m. of usage and a %’
meter.)

Tabled ES-1 and ES-2 summarizes the recommended water and wastewater rates and
average annual bill, respectively, (assuming an annual volume of 180 cu.m.) based on
the analysis provided herein over the forecast period.

Table ES-3 provides a summary of the combined water and wastewater bills.

Watson & Associates Economists Ltd. PAGE ii
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Introduction

7
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1. Introduction
1.1 Background

The Municipality of Wawa currently services 1,287 metered water customers and 1,196
metered wastewater customers.

The water source comes from Wawa Lake and is treated at the water treatment plant
owned and operated by the Municipality of Wawa. The water treatment plant includes a
low lift pumping station, membrane filtration system, disinfection system utilizing sodium
hypochlorite, treated water storage, high lift pumping and a standby generator. The
Municipality also owns and operates various hydrants, service leads, pumping stations,
and 31 kilometres of watermains.

With respect to the wastewater system, the Municipality operates and maintains a
wastewater collection system consisting primarily of gravity mains and a few force
mains. The Wawa Sewage Treatment Plant is a Class 1 plant which consists of
aeration and polishing ponds. Treated effluent is then discharged into the Magpie
River.

The water and wastewater systems are metered and utilize rate structures with a
monthly base charge as well as a volume charge on a per cubic metre basis. Table 1-1
provides the existing rates currently in effect.

Watson & Associates Economists Ltd. PAGE 1-1
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Table 1-1
Municipality of Wawa
Water and Wastewater Rates — 2022

2022 - Water Billing Rates 2022 - Wastewater Billing Rates

Base Charge Base Charge
" 38.00 " 21.50
1" 76.00 1" 43.00
1" 114.00 1%" 64.50
2" 152.00 2" 86.00
3" 190.00 3" 107.50

Volume Charge Volume Charge
$ 0.840 |per m? $ 0.520 |per m?3

Since the Walkerton crisis, the Province has continued to make legislative changes for
municipal water and wastewater systems. Noted below are the historical changes along
with pending legislation anticipated to be implemented in the future. Watson &
Associates Economists Ltd. (Watson) was retained by the Municipality of Wawa to
assist in addressing these changes in a proactive manner as they relate to the water
and wastewater systems. The assessment provided herein addresses changes
recommended to the water and wastewater rates based on the most current information
and forecasts the implications over the forecast period.

1.2 Study Process

The objectives of the study and the steps involved in carrying out this assignment are
summarized below:

o Identify all current and future water and wastewater system capital needs to
assess the immediate and longer-term implications;

¢ |dentify potential methods of cost recovery from the capital needs listing. These
recovery methods may include other statutory authorities (e.g. Development
Charges Act, 1997 (D.C.A.), Municipal Act, etc.) as an offset to recovery through
the water and wastewater rates;

e |dentify existing operating costs by component and estimate future operating
costs over the next ten years. This assessment identifies fixed and variable
costs in order to project those costs sensitive to changes to the existing

Watson & Associates Economists Ltd. PAGE 1-2
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infrastructure inventory, as well as costs which may increase commensurate with
growth; and

e Provide staff and Committee/Council the findings to assist in gaining approval of
the rates for 2023 and future years.

1.3 Regulatory Changes in Ontario

Resulting from the water crisis in Walkerton, significant regulatory changes have been
made in Ontario. These changes arise as a result of the Walkerton Commission and
the 93 recommendations made by the Walkerton Inquiry Part Il report. Areas of
recommendation include:

e watershed management and source protection;
e quality management;

e preventative maintenance;

e research and development;

e new performance standards;

e sustainable asset management; and

e lifecycle costing.

The legislation which would have most impacted municipal water and wastewater rates
was the Sustainable Water and Sewage Systems Act (S.W.S.S.A.) which would have
required municipalities to implement full cost pricing. The legislation was enacted in
2002, however, it had not been implemented pending the approval of its regulations.
The Act was repealed as of January 1, 2013. It is expected that the provisions of the
Water Opportunities Act will implement the fundamental requirements of S.W.S.S.A.
Furthermore, on December 27, 2017, O. Reg. 588/17 was released under the
Infrastructure for Jobs and Prosperity Act, 2015 (I.J.P.A.), which outlines the
requirements for asset management for municipalities. The results of the asset
management review under this Act will need to be considered in light of the recent
investments undertaken by the Municipality and the capital spending plan provided
herein. The following sections describe these various resulting changes.

Watson & Associates Economists Ltd. PAGE 1-3
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1.4 Sustainable Water and Sewage Systems Act

As noted earlier, the S.W.S.S.A. was passed on December 13, 2002. The intent of the
Act was to introduce the requirement for municipalities to undertake an assessment of
the “full cost” of providing their water and wastewater services. It is noted, however,
that this Act has been repealed. To provide broader context and understanding to other
legislation discussed herein, a description of the Act is provided below.

Full costs for water service was defined in subsection 3(7) of the Act and included
“...source protection costs, operating costs, financing costs, renewal and replacement
costs and improvement costs associated with extracting, treating or distributing water to
the public and such other costs which may be specified by regulation.” Similar
provisions were made for wastewater services in subsection 4(7) with respect to
“...collecting, treating or discharging waste water.”

The Act would have required the preparation of two reports for submission to the
Ministry of the Environment (or such other member of the Executive Council as may be
assigned the administration of this Act under the Executive Council Act). The first report
was on the “full cost of services” and the second was the “cost recovery plan.” Once
these reports were reviewed and approved by the Ministry, the municipality would have
been required to implement the plans within a specified time period.

In regard to the full cost of services report, the municipality (deemed a regulated entity
under the Act) would prepare and approve a report concerning the provision of water
and sewage services. This report was to include an inventory of the infrastructure, a
management plan providing for the long-term integrity of the systems, and would
address the full cost of providing the services (other matters may be specified by the
regulations) along with the revenue obtained to provide them. A professional engineer
would certify the inventory and management plan portion of the report. The
municipality’s auditor would be required to provide a written opinion on the report. The
report was to be approved by the municipality and then be forwarded to the Ministry
along with the engineer’s certification and the auditor’s opinion. The regulations would
stipulate the timing for this report.

The second report was referred to as a cost recovery plan and would address how the
municipality intended to pay for the full costs of providing the service. The regulations
were to specify limitations on what sources of revenue the municipality may use. The

Watson & Associates Economists Ltd. PAGE 1-4
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regulations may have also provided limits as to the level of increases any customer or
class of customer may experience over any period of time. Provision was made for the
municipality to implement increases above these limits; however, ministerial approval
would be required first. Similar to the first report, the municipal auditor would provide a
written opinion on the report prior to Council’s adoption, and this opinion must
accompany the report when submitted to the Province.

The Act provided the Minister the power to approve or not approve the plans. If the
Minister was not satisfied with the report or if a municipality did not submit a plan, the
Minister may have a plan prepared. The cost to the Crown for preparing the plan would
be recovered from the municipality. As well, the Minister may direct two or more
regulated municipalities to prepare a joint plan. This joint plan may be directed at the
onset or be directed by the Minister after receiving the individual plans from the
municipalities.

The Minister also had the power to order a municipality to generate revenue from a
specific revenue source or in a specified manner. The Minister may have also ordered
a regulated entity to do or refrain from doing such things as the Minister considered
advisable to ensure that the entity pays the full cost of providing the services to the
public.

Once the plans were approved and in place, the municipality would be required to
submit progress reports. The timing of these reports and the information to be
contained therein would be established by the regulations. A municipal auditor’s
opinion must be provided with the progress report. Municipalities would also revise the
plans if they deem the estimate does not reflect the full cost of providing the services, as
a result of a change in circumstances, regulatory or other changes that affect their plan,
etc. The municipality would then revise its prior plan, provide an auditor’s opinion, and
submit the plan to the Minister.

1.5 Financial Plans Regulation

On August 16, 2007, the M.O.E. passed O. Reg 453/07 which requires the preparation
of financial plans for water (and wastewater) systems. The M.O.E. has also provided a
Financial Plan Guidance Document to assist in preparing the plans. A brief summary of
the key elements of the regulation is provided below:

Watson & Associates Economists Ltd. PAGE 1-5
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e The financial plan will represent one of the key elements for the municipality to
obtain its Drinking Water Licence;

e The financial plans shall be for a period of at least six years, but longer planning
horizons are encouraged;

e As the regulation is under the Safe Drinking Water Act, 2002, the preparation of
the plan is mandatory for water and encouraged for wastewater;

e The plan is considered a living document (i.e. will be updated as annual budgets
are prepared) but will need to be undertaken, at a minimum, every five years;

e The plans generally require the forecasting of capital, operating and reserve fund
positions, providing detailed inventories, forecasting future users and volume
usage and corresponding calculation of rates. In addition, P.S.A.B. information
on the system must be provided for each year of the forecast (i.e. total non-
financial assets, tangible capital asset acquisitions, tangible capital asset
construction, betterments, write-downs, disposals, total liabilities and net debt);

e The financial plans must be made available to the public (at no charge) upon
request and be available on the municipality’s website. The availability of this
information must also be advertised; and

e The financial plans are to be approved by Resolution of the Council or governing
body indicating that the drinking water system is financially viable.

In general, the financial principles of the draft regulations follow the intent of S.W.S.S.A.
to move municipalities towards financial sustainability. Many of the prescriptive
requirements, however, have been removed (e.g. preparation of two separate
documents for provincial approval, auditor opinions, engineer certifications, etc.).

A Guideline (“Towards Financially Sustainable Drinking Shores — Water and
Wastewater Systems”) had been developed to assist municipalities in understanding the
Province’s direction and provided a detailed discussion on possible approaches to
sustainability. The Province’s Principles of Financially Sustainable Water and
Wastewater Services are provided below:

Principle #1: Ongoing public engagement and transparency can build support for, and
confidence in, financial plans and the system(s) to which they relate.

Principle #2: An integrated approach to planning among water, wastewater, and
stormwater systems is desirable given the inherent relationship among
these services.

Watson & Associates Economists Ltd. PAGE 1-6
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Principle #3: Revenues collected for the provision of water and wastewater services
should ultimately be used to meet the needs of those services.

Principle #4: Lifecycle planning with mid-course corrections is preferable to planning
over the short term, or not planning at all.

Principle #5: An asset management plan is a key input to the development of a financial
plan.

Principle #6: A sustainable level of revenue allows for reliable service that meets or
exceeds environmental protection standards, while providing sufficient
resources for future rehabilitation and replacement needs.

Principle #7: Ensuring users pay for the services they are provided leads to equitable
outcomes and can improve conservation. In general, metering and the
use of rates can help ensure users pay for services received.

Principle #8: Financial plans are “living” documents that require continuous
improvement. Comparing the accuracy of financial projections with actual
results can lead to improved planning in the future.

Principle #9: Financial plans benefit from the close collaboration of various groups,
including engineers, accountants, auditors, utility staff, and municipal
Council.

1.6 Water Opportunities Act, 2010

As noted earlier, since the passage of the Safe Drinking Water Act, 2002, continuing
changes and refinements to the legislation have been introduced. Some of these Bills
have found their way into law, while others have not been approved. Bill 72, the Water
Opportunities Act, 2010, was introduced into legislation on May 18, 2010 and received
Royal Assent on November 29, 2010.

The Act provides for the following elements:

e The fostering of innovative water, wastewater and stormwater technologies,
services and practices in the private and public sectors;

Watson & Associates Economists Ltd. PAGE 1-7
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e Preparation of water conservation plans to achieve water conservation targets
established by the regulations; and

e Preparation of sustainability plans for municipal water services, municipal
wastewater services and municipal stormwater services.

With regard to the sustainability plans:

e The Act extends from the water financial plans and requires a more detailed
review of the water financial plan and requires a full plan for wastewater and
stormwater services; and

e Regulations will provide performance targets for each service — these targets
may vary based on the jurisdiction of the regulated entity or the class of entity.

The financial plan shall include:

e An asset management plan for the physical infrastructure;

¢ A financial plan;

e For water, a water conservation plan;

e An assessment of risks that may interfere with the future delivery of the municipal
service, including, if required by the regulations, the risks posed by climate
change and a plan to deal with those risks; and

e Strategies for maintaining and improving the municipal service, including
strategies to ensure the municipal service can satisfy future demand, consider
technologies, services and practices that promote the efficient use of water and
reduce negative impacts on Ontario’s water resources, and increase co-
operation with other municipal service providers.

Performance indicators will be established by service, with the following considerations:

e May relate to the financing, operation or maintenance of a municipal service or to
any other matter in respect of what information may be required to be included in
a plan;

e May be different for different municipal service providers or for municipal services
in different areas of the Province.

Regulations will prescribe:

e Timing;

Watson & Associates Economists Ltd. PAGE 1-8
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e Contents of the plans;

e Which identified portions of the plan will require certification;
e Public consultation process; and

e Limitations, updates, refinements, etc.

As noted earlier, it is expected that this Act will implement the principles of the
S.W.S.S.A. once all regulations are put in place.

1.7 Infrastructure for Jobs and Prosperity Act, 2015 (1.J.P.A.)

On June 4, 2015, the Province of Ontario passed the I.J.P.A. which, over time, will
require municipalities to undertake and implement asset management plans for all
infrastructure they own. On December 27, 2017, the Province released Ontario
Regulation 588/17 under the |.J.P.A. which has three phases that municipalities must
meet:

Figure 1-1
Legislative Timelines set out by the Infrastructure for Jobs and Prosperity Act
Legislation related to Asset Management Plans

1-Jan-18 1-Jul-19 1-Jul-20 1-Jul-21  1-Jul-22  1-Jul-23  1-Jul-24  1-Jul-25

Strategic Asset Management Policy ! @
Asset Management Plans - Current Levels of Service g 3 X 2
- Current levels of service I~ : [
- Asset (inventory) analysis Core municipal Allmunicipal
- Current performance of assets infrastructure assets infrastructure assets
- Lifecycle activities and costs to maintain currentlevels of service
- Impacts of growth on currentlevels of service
Asset Management Plans - Proposed Levels of Service ’
- Proposed levels of service
- Proposed performance of assets
- Lifecycle activities and costs to achieve proposed levels of service
- Financial strategy
- Impacts of growth on proposed levels of service

’ Deadline for completion
@ Update

Note: on March 15, 2021, the Province filed Regulation 193/21 to extend all of the
timelines of Regulation 588/17 by one year (reflected in the table above).

Every municipality in Ontario was to have prepared a strategic asset management
policy by July 1, 2019. Municipalities will be required to review their strategic asset
management policies at least every five years and make updates as necessary. The
subsequent phases are as follows:

Watson & Associates Economists Ltd. PAGE 1-9
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e Phase 1 — Asset Management Plan (by July 1, 2022):
o0 For core assets, municipalities must have the following:
= Inventory of assets;
= Current levels of service measured by standard metrics; and
= Costs to maintain levels of service.
e Phase 2 — Asset Management Plan (by July 1, 2024):
0 Same steps as Phase 1 but for all assets.
e Phase 3 — Asset Management Plan (by July 1, 2025):
0 Builds on Phase 1 and 2 by adding:
= Proposed levels of service; and
= Lifecycle management and financial strategy.

In relation to water and wastewater (which is considered a core asset), municipalities
were to have an asset management plan that addresses the related infrastructure by
July 1, 2022 (Phase 1). O. Reg. 588/17 specifies that the municipality’s asset
management plan must include the following for each asset category:

e The current levels of service being provided, determined in accordance with the
following qualitative descriptions and technical metrics and based on data from at
most the two calendar years prior to the year in which all information required
under this section is included in the asset management plan;

e The current performance of each asset category, including:

o0 asummary of the assets in the category;

o the replacement cost of the assets in the category;

o the average age of the assets in the category, determined by assessing
the average age of the components of the assets;

o the information available on the condition of the assets in the category;

0 a description of the municipality’s approach to assessing the condition of
the assets in the category, based on recognized and generally accepted
good engineering practices where appropriate; and

e The lifecycle activities that would need to be undertaken to maintain the current
levels of service.

Watson & Associates Economists Ltd. PAGE 1-10
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1.8 Forecast Growth and Servicing Requirements

The Municipality of Wawa services 1,287 metered water customers and 1,196
wastewater customers. Information on the existing number of customers and existing
billable volumes was obtained from the Municipality.

For future water and wastewater customers to be added to the systems, consideration
has been given to the potential for existing unserviced properties to hook into the
Municipality’s system over the forecast period between 2022 to 2032.

The forecast assumes the addition of 22 water customers and 17 additional wastewater
customers over the forecast period. For operating revenue purposes, it would be
undesirable to forecast too high as it could produce a potential operating deficit should
the growth in the water and wastewater systems not materialize.

Based on historical information, the Municipality’s volumes per customer is 180 m?3 per
year. For forecasting purposes, the assumed billable volumes per customer will be
based on that figure.

Table 1-2 provides for the forecast of water users and volumes for Wawa, while Table
1-3 provides the forecast of wastewater users and volumes.

Watson & Associates Economists Ltd. PAGE 1-11
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2. Capital Infrastructure Needs

2.1 Capital Forecast

4

Capital forecasts have been provided for the water and wastewater systems and are
presented in Tables 2-1 and 2-2 (note: the costs are in inflated dollars). The basis for
these forecasts include the Municipality’s capital requirements, as well as a provision for
works related to their asset management plan for the water and wastewater systems.

For water, the capital costs over the forecast period totals $5.7 million. For wastewater,
the capital costs over the forecast period totals $0.7 million.

Table 2-1
Municipality of Wawa

2022 to 2032 Water Capital Forecast Summary (Inflated $)

. Total
Description 2022-2032 Years Undertaken
Water Main and Hydrant - MRV 75,000 2022
Water and WW 10 yr Plan & Rate Study 24,500 2022

Hydrant Rehabilitation

190,000 2022-2025

Water Treatment Plant - Filters

564,000 2022-2024

Water Intake Valve 250,000 2022
Water & Wastewater Master Plan 105,000 2022
Water Intake 3,232,021 2022
Asset Management Works 1,308,000 2025-2032
Total Water 5,748,521

Table 2-2
Municipality of Wawa

2022 to 2032 Wastewater Capital Forecast Summary (Inflated $)

Description 20;::;32 Years Undertaken
Water and WW 10 yr Plan & Rate Study 10,500 2022
Sewer Jet / Vacuum Trailer 97,000 2024
Water & Wastewater Master Plan 45,000 2022
Asset Management Works 556,000 2025-2032
Total Wastewater 708,500

Watson & Associates Economists Ltd.
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3. Lifecycle Costing

3.1 Overview of Lifecycle Costing

3.1.1 Definition

For many years, lifecycle costing has been used in the field of maintenance engineering
and to evaluate the advantages of using alternative materials in construction or
production design. The method has gained wider acceptance and use in the areas of
industrial decision-making and the management of physical assets.

By definition, lifecycle costs are all the costs which are incurred during the lifecycle of a
physical asset, from the time its acquisition is first considered to the time it is taken out
of service for disposal or redeployment. The stages which the asset goes through in its
lifecycle are specification, design, manufacture (or build), install, commission, operate,
maintain and disposal. Figure 3-1 depicts these stages in a schematic form.

3.1.2 Financing Costs

This section will focus on financing mechanisms in place to fund the costs incurred
throughout the asset's life.

In a municipal context, services are provided to benefit tax/rate payers. Acquisition of
assets is normally timed in relation to direct needs within the community. At times,
economies of scale or technical efficiencies will lead to oversizing an asset to
accommodate future growth within the Municipality. Over the past few decades, new
financing techniques such as development charges have been employed based on the
underlying principle of having tax/rate payers who benefit directly from the service
paying for that service. Operating costs which reflect the cost of the service for that
year are charged directly to all existing tax/rate payers who have received the benefit.
Operating costs are normally charged through the tax base or user rates.

Capital expenditures are recouped through several methods, with operating budget
contributions, development charges, reserves, developer contributions and debentures,
being the most common.

Watson & Associates Economists Ltd. PAGE 3-1
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Figure 3-1
Lifecycle Costing

User Cost to User

Select
or Specify

Purchase
Install
Commission

Investment
Costs

|

Operating Costs

Operate

v

v

Maintain Maintenance Costs

Monitor Monitoring Costs
(Throughout Life
of Assets)

v

(To End of
Useful Life)

v

Disposal
Costs

v

Remove

Life Cycle

Dispose Costs

New construction related to growth could produce development charges and developer
contributions (e.g. works internal to a subdivision which are the responsibility of the
developer to construct) to fund a significant portion of projects, where new assets are
being acquired to allow growth within the Municipality to continue. As well, debentures

Watson & Associates Economists Ltd. PAGE 3-2
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could be used to fund such works, with the debt charge carrying costs recouped from
taxpayers in the future.

Capital construction to replace existing infrastructure, however, is largely not growth-
related and will therefore not yield development charges or developer contributions to
assist in financing these works. Hence, a municipality will be dependent upon
debentures, reserves and contributions from the operating budget to fund these works.

Figure 3-2 depicts the costs of an asset from its initial conception through to
replacement and then continues to follow the associated costs through to the next
replacement.

As referred to earlier, growth-related financing methods such as development charges
and developer contributions could be utilized to finance the growth-related component
of the new asset. These revenues are collected (indirectly) from the new homeowner
who benefits directly from the installation of this asset. Other financing methods may be
used as well to finance the non-growth-related component of this project, such as
reserves which have been collected from past tax/rate payers, operating budget
contributions which are collected from existing tax/rate payers and debenturing which
will be carried by future tax/rate payers. Ongoing costs for monitoring, operating and
maintaining the asset will be charged annually to the existing tax/rate payer.

When the asset requires replacement, the sources of financing will be limited to
reserves, debentures and contributions from the operating budget. At this point, the
question is raised: "If the cost of replacement is to be assessed against the tax/rate
payer who benefits from the replacement of the asset, should the past tax/rate payer
pay for this cost or should future rate payers assume this cost?" If the position is taken
that the past user has used up the asset, hence he should pay for the cost of
replacement, then a charge should be assessed annually through the life of the asset,
to have funds available to replace it when the time comes. If the position is taken that
the future tax/rate payer should assume this cost, then debenturing and, possibly, a
contribution from the operating budget should be used to fund this work.

Charging for the cost of using up an asset is the fundamental concept behind
depreciation methods utilized by the private sector. This concept allows for expending
the asset as it is used up in the production process. The tracking of these costs forms
part of the product's selling price and, hence, end-users are charged for the asset's

Watson & Associates Economists Ltd. PAGE 3-3
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depreciation. The same concept can be applied in a municipal setting to charge
existing users for the asset's use and set those funds aside in a reserve to finance the
cost of replacing the asset in the future.

Figure 3-2
Financing Lifecycle Costs
New Assets Financing Methods Replacement Assets
Purchase Purchase
Install Install
Commission Commission
Operate Operate
Maintain Maintain
Monitor Monitor
(Throughout Life (Throughout Life
of Assets) of Assets)
(To End of (To End of
Useful Life) Useful Life)
Removal/Decommission - Removal/Decommission
Disposal Disposal
L Y,

3.1.3 Costing Methods

There are two fundamental methods of calculating the cost of the usage of an asset and
for the provision of the revenue required when the time comes to retire and replace it.
The first method is the Depreciation Method. This method recognizes the reduction in
the value of the asset through wear and tear and aging. There are two commonly used
forms of depreciation: the straight-line method and the reducing balance method
(shown graphically in Figure 3-3).

Watson & Associates Economists Ltd. PAGE 3-4
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The straight-line method is calculated by taking the original cost of the asset,
subtracting its estimated salvage value (estimated value of the asset at the time it is
disposed of) and dividing this by the estimated number of years of useful life. The
reducing balance method is calculated by utilizing a fixed percentage rate and this rate
is applied annually to the undepreciated balance of the asset value.

The second method of lifecycle costing is the sinking fund method. This method first
estimates the future value of the asset at the time of replacement. This is done by
inflating the original cost of the asset at an assumed annual inflation rate. A calculation
is then performed to determine annual contributions (equal or otherwise) which, when
invested, will grow with interest to equal the future replacement cost.

The preferred method used herein for forecasting purposes is the sinking fund method
of lifecycle costing.

Watson & Associates Economists Ltd. PAGE 3-5

H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx



4

Figure 3-3

STRAIGHT LINE DEPRECIATION

Original Cost H

Total Annual Contributions Equal Original Cost

$x $x $x $x $x $x $x $x $x $x

Original Cost - Salvage Cost
Formula:

Number of Years of Useful Life

SINKING FUND METHOD

1. "Estimate Future Replacement Cost"

Annual Inflation Future

Cost
2. "Estimate Annual Contribution which will Grow with Interest to Equal Future Replacement Cost"

"Annual Interest Earnings"

Future
Replacement
Cost

$x $x $x $x $x $x $x $x $x $x

3.2 Impact on Budgets

Detailed water and wastewater systems inventory information was obtained from the
Municipality. The age of the water and wastewater systems dates back to the early
1970s. The total value of existing water infrastructure is $50.52 million, and the value of
existing wastewater infrastructure is $25.90 million.
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The detailed water and wastewater inventories are provided in Appendices A and B,
respectively. As well, the lifecycle “sinking fund” contribution amounts for each piece of
infrastructure have also been included. These calculations determine the level of
investment the Municipality may wish to consider as part of its budgeting practices.
This information is summarized in Figure 3-4.

Figure 3-4
Municipality of Wawa
Summary of Water and Wastewater Infrastructure

Total Replacement  Amount included in Net Replacement for Annual Lifecycle

Value 10-year forecast Future Lifecycle Replacement
Water
Water Facilities 21,505,290 357,545
Water Meters 924,960 -
Hydrants 1,165,530 3,508
Senvice Leads 3,346,020 5,397,021 46,127,199 199,934
Valves 4,170,270 75,765
Watermains 19,412,150 770,860
Total Water 50,524,220 5,397,021 45,127,199 1,407,611
Wastewater
Wastewater Manholes 2,381,400 115,532
Facilities 8,362,050 570,000 25,333,760 591,028
Sanitary Sewers 15,160,310 636,945
Total Wastewater 25,903,760 570,000 25,333,760 1,343,505
Total 76,427,980 5,967,021 70,460,959 2,751,117

Investment per customer is $39,257 for w ater and $21,659 for w astew ater

The total value of the water and wastewater systems equate to an average investment
per customer of $39,257 and $21,659 respectively.

With respect to lifecycle costing contained in the Appendices, the following information
was taken into consideration:

e approximate age;

e material type;

e main lengths;

e diameter of the mains;

e estimated useful life; and

e estimated replacement costs.

Watson & Associates Economists Ltd. PAGE 3-7
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Summaries of both water and wastewater assets are shown on Figures 3-5 and 3-6.
These figures show when the assets are coming due and the cost of replacement in
2022 dollars.

Watson & Associates Economists Ltd. PAGE 3-8
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4. Capital Cost Financing Options

4.1 Summary of Capital Cost Financing Alternatives

Historically, the powers that municipalities had to raise alternative revenues to taxation
to fund capital services have been restrictive. Over the past decade, legislative reforms
have been introduced. Some of these have expanded municipal powers (e.g. Bill 26
introduced in 1996 to provide for expanded powers for imposing fees and charges),
while others appear to restrict them (Bill 98 in 1997 providing amendments to the D.C.A.
along with recently proposed changes through Bill 23, More Homes Built Faster Act,
2022).

The Province passed a new Municipal Act which came into force on January 1, 2003.
Part XlI of the Act and O. Reg. 584/06 govern a municipality’s ability to impose fees and
charges. In contrast to the previous Municipal Act, this Act provides municipalities with
broadly defined powers and does not differentiate between fees for operating and
capital purposes. It is anticipated that the powers to recover capital costs under the
previous Municipal Act will continue within the new Statutes and Regulations, as
indicated by s.9(2) and s.452 of the new Municipal Act.

Under s.484 of Municipal Act, 2001, the Local Improvement Act was repealed with the
in-force date of the Municipal Act (January 1, 2003). The municipal powers granted
under the Local Improvement Act now fall under the jurisdiction of the Municipal Act. To
this end, on December 20, 2002, O. Reg. 390/02 was filed, which allowed for the Local
Improvement Act to be deemed to remain in force until April 1, 2003. O. Reg. 119/03
was enacted on April 19, 2003, which restored many of the previous Local Improvement
Act provisions; however, the authority is now provided under the Municipal Act.

The methods of capital cost recovery available to municipalities are provided as follows:

Recovery Methods Section Reference

e Development Charges Act, 1997 4.2
e Municipal Act 4.3
o Fees and Charges
o Sewer and Water Area Charges
o Connection Fees

Watson & Associates Economists Ltd. PAGE 4-1
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Recovery Methods Section Reference

o0 Local Improvements

e Historical Grant Funding Availability 4.4
e EXxisting Reserves/Reserve Funds 4.5
e Debenture Financing 4.6
e Infrastructure Ontario 4.7

4.2 Development Charges Act, 1997

In November, 1996, the Ontario Government introduced Bill 98, a new Development
Charges Act. The Province’s stated intentions were to “create new construction jobs
and make home ownership more affordable” by reducing the charges and to “make
municipal Council decisions more accountable and more cost effective.” The basis for
this Act is to allow municipalities to recover the growth-related capital cost of
infrastructure necessary to accommodate new growth within the municipality.
Generally, the Act provided the following changes to the former Act:

¢ Replace those sections of the 1989 Act that govern municipal development
charges;

e Limit services which can be financed from development charges, specifically
excluding parkland acquisition, administration buildings, and cultural,
entertainment, tourism, solid waste management and hospital facilities;

e Ensure that the level of service used in the calculation of capital costs will not
exceed the average level of service over the previous decade. Level of service is
to be measured from both a quality and quantity perspective;

e Provide that uncommitted excess capacity available in existing municipal facilities
and benefits to existing residents are removed from the calculation of the charge;

e Ensure that the development charge revenues collected by municipalities are
spent only on those capital costs identified in the calculation of the development
charge;

e Require municipalities to contribute funds (e.g. taxes, user charges or other non-
development charge revenues) to the financing of certain projects primarily
funded from development charges. The municipal contribution is 10 percent for
services such as recreation, parkland development, libraries, etc.;

Watson & Associates Economists Ltd. PAGE 4-2
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e Permit (but apparently not require) municipalities to grant developers credits for
the direct provision of services identified in the development charge calculation
and, when credits are granted, require the municipality to reimburse the
developer for the costs the municipality would have incurred if the project had
been financed from the development charge reserve fund;

e Set out provisions for front-end financing capital projects (limited to essential
services) required to service new development; and

e Set out provisions for appeals and complaints.

In late 2015, the Province approved further amendments to the D.C.A. With respect to
water and wastewater, the only changes are for the municipality to provide an asset
management calculation for the growth-related works and for the Council to consider
(but not necessarily approve) area-specific rates.

As of 2019, a number of amendments to the D.C.A. were made through the Bill 108 the
More Homes, More Choice Act, 2019, Bill 138 the Plan to Build Ontario Together Act,
2019, Bill 197 the COVID-19 Economic Recovery Act, 2020, and Bill 213 the Better for
People, Smarter for Business Act, 2020. With respect to water and wastewater, a few
changes may impact D.C. revenue collections:

1. Timing of Collection:

a. D.C. Rate Freeze - For developments proceeding through site plan or
zoning by-law amendment, the D.C. rate is frozen at the time the
application is submitted. The D.C. remains frozen for two years after the
application is approved. Should the D.C. study be updated to increase
water and wastewater D.C. rates during this period, the Municipality would
not be able to collect for this increase.

b. D.C. Installment Payments - For rental housing and institutional
development D.C.s are paid over 5 years and for non-profit housing, D.C.s
are paid over 20 years. This provides a delay in receipt of D.C. revenues
which will need to be cash-flowed by the Municipality.

2. Mandatory Exemption (additional units) — For existing dwellings, one additional
dwelling unit could be constructed within the existing dwelling. This additional
dwelling unit is exempt from D.C.s. With the changes to the Act, one additional
dwelling unit may be constructed within a new residential dwelling, which would
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be exempt from D.C.s. Further, one ancillary dwelling unit may be constructed
on the same property as a new unit. This ancillary dwelling would be exempt
from D.C.s. As these new additional units are exempt from D.C.s, no D.C.
revenue may be collected for these units, however, each additional unit provides
additional population which requires capacity in the water and wastewater
treatment plants. As a result, consideration for these additional units should be
made during the D.C. study process to ensure all capacity available to growth is
allocated appropriately.

3. Mandatory Exemption (universities) — A new mandatory exemption has been
introduced which exempts the payment of D.C.s for developments of land
intended for use by a university that receives operating funds from the
Government.

Most recently, the Province introduced Bill 23: More Homes Built Faster Act, on October
25, 2022, which subsequently received Royal Assent on November 28, 2022. The Bill
amended several items within the D.C.A. and other legislation. These changes would
impact a municipality’s ability to recover D.C.s for growth-related water and wastewater
capital costs.

However, the Municipality of Wawa does not impose D.C.s, and as such, these changes
do not effect the calculation herein.

4.3 Municipal Act

Part XlI of the Municipal Act provides municipalities with broad powers to impose fees
and charges via passage of a by-law. These powers, as presented in s.391(1), include
imposing fees or charges:

e “for services or activities provided or done by or on behalf of it;

e for costs payable by it for services or activities provided or done by or on behalf
of any other municipality or local board; and

e for the use of its property including property under its control.”

Restrictions are provided to ensure that the form of the charge is not akin to a poll tax.
Any charges not paid under this authority may be added to the tax roll and collected in a
like manner. The fees and charges imposed under this part are not appealable to the
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Ontario Land Tribunal (OLT, formerly known as Local Planning Appeal Tribunal
(LPAT)).

Section 221 of the previous Municipal Act permitted municipalities to impose charges,
by by-law, on owners or occupants of land who would or might derive benefit from the
construction of sewage (storm and sanitary) or water works being authorized (in a
specific benefit area). For a by-law imposed under this section of the previous Act:

e A variety of different means could be used to establish the rate and recovery of
the costs and could be imposed by a number of methods at the discretion of
Council (i.e. lot size, frontage, number of benefiting properties, etc.);

e Rates could be imposed with respect to costs of major capital works, even
though an immediate benefit was not enjoyed;

¢ Non-abutting owners could be charged;

e Recovery was authorized against existing works, where a new water or sewer
main was added to such works, "notwithstanding that the capital costs of existing
works has in whole or in part been paid;”

e Charges on individual parcels could be deferred;

e Exemptions could be established;

e Repayment was secured; and

e OLT approval was not required.

While under the new Municipal Act no provisions are provided specific to the previous
s.221, the intent to allow capital cost recovery through fees and charges is embraced
within s.391. The new Municipal Act also maintains the ability of municipalities to
impose capital charges for water and sewer services on landowners not receiving an
immediate benefit from the works. Under s.391(2) of the Act, “a fee or charge imposed
under subsection (1) for capital costs related to sewage or water services or activities
may be imposed on persons not receiving an immediate benefit from the services or
activities but who will receive a benefit at some later point in time.” Also, capital
charges imposed under s.391 are not appealable to the OLT on the grounds that the
charges are “unfair or unjust.”

Section 222 of the previous Municipal Act permitted municipalities to pass a by-law
requiring buildings to connect to the municipality's sewer and water systems, charging
the owner for the cost of constructing services from the mains to the property line.
Under the new Municipal Act, this power still exists under Part I, General Municipal
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Powers (s.9 (3) b of the Municipal Act). Enforcement and penalties for this use of power
are contained in s.427 (1) of the Municipal Act.

Under the previous Local Improvement Act:

e A variety of different types of works could be undertaken, such as watermain,
storm and sanitary sewer projects, supply of electrical light or power, bridge
construction, sidewalks, road widening and paving;

e Council could pass a by-law for undertaking such work on petition of a majority of
benefiting taxpayers, on a 2/3 vote of Council and on sanitary grounds, based on
the recommendation of the Minister of Health. The by-law was required to go to
the OLT, which might hold hearings and alter the by-law, particularly if there were
objections;

e The entire cost of a work was assessed only upon the lots abutting directly on the
work, according to the extent of their respective frontages, using an equal special
rate per metre of frontage; and

e As noted, this Act was repealed as of April 1, 2003; however, O. Reg. 119/03
was enacted on April 19, 2003 which restores many of the previous Local
Improvement Act provisions; however, the authority is now provided under the
Municipal Act.

4.4 Grant Funding Availability

Federal Infrastructure Funding

Phase 1 (April 1, 2016 to March 31, 2018)

Funding was provided by the Government of Canada to expressly help municipalities
with repair and rehabilitation projects. Funding was mainly provided through the Clean
Water and Wastewater Fund (C.W.W.F.) and Public Transit Infrastructure Fund
(P.T.L.F.) in Federal Phase 1 projects. The C.W.W.F. was announced in Ontario on
September 15, 2016. The Fund is $1.1 billion for water, wastewater, and storm water
systems in Ontario. The federal government provided $569 million and Ontario and
municipal governments provided $275 million each.

Over 1,300 water, wastewater, and storm water projects have been approved in Ontario
through the C.W.W.F. In Ontario, P.T.l.F. accounted for nearly $1.5 billion of the
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national total of $3.4 billion. The program was allocated by ridership numbers from the
Canadian Urban Transit Association. The Association of Municipalities of Ontario
(A.M.O.) understands that $1 billion of Ontario’s share has been approved.

Phase 2: Next Steps

The federal government announced Phase 2 of its infrastructure funding plan with a
total of $180 billion spent over 11 years. In addition to the balance of funding for
previous green, social, and public transit infrastructure funds ($20 billion each, including
Phase 1), the government has added $10.1 billion for trade and transportation
infrastructure and $2 billion for rural and northern communities. This funding must be
implemented by agreements with each Province and Territory.

In Phase 2, Ontario will be eligible for $11.8 billion including $8.3 billion for transit, $2.8
billion for green infrastructure, $407 million for community, culture and recreation and
$250 million for rural and northern communities.

Federal Gas Tax

The federal Gas Tax is a permanent source of funding provided up front, twice-a-year,
to Provinces and Territories, who in turn flow this funding to their municipalities to
support local infrastructure priorities. Municipalities can pool, bank and borrow against
this funding, providing significant financial flexibility. Every year, the federal Gas Tax
provides over $2 billion and supports approximately 2,500 projects in communities
across Canada. Each municipality selects how best to direct the funds with the
flexibility provided to make strategic investments across 18 different project categories,
which include other water and wastewater servicing.

Ontario Government

The Province has taken steps to increase municipal infrastructure funding. The Ontario
Community Infrastructure Fund (O.C.1.F.) was increased in 2016 with formula-based
support growing to $200 million, and application funding growing to $100 million
annually by 2022/2019. As well, $15 million annually will go to the new Connecting
Links program to help pay for the construction and repair costs of municipal roads that
connect communities to provincial highways. This is on top of the Building Ontario Up
investment of $130 billion in public infrastructure over 10 years starting in 2015.
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Grant Funding

For this study process, grant funding has been assumed for the Municipality in the
amounts of $2.8 million for water and $45,000 for wastewater. However, if the status of
the grant funding changes, the rate study may need to be amended to reflect the
appropriate funding sources.

4.5 Existing Reserves/Reserve Funds

The Municipality has established reserves and reserve funds for water and wastewater
costs. Currently, their reserves are combined and the balances as of December 31,
2021 are presented in Table 4-1:

Table 4-1
Combined Water and Wastewater Reserves and Reserve Funds
As of December 31, 2021

Reserve 31-Dec-21

Water & Wastewater

Equipment Resene 722,051
General Capital 312,056
Rate Stabilization 130,150

For the purposes of the rate study, the reserve funds have been separated to assist in
the rate calculations for the appropriate service category. Based on the Municipality’s
budgets, the reserves have been allocated using 70% water and 30% wastewater.
Table 4-2 provides a summary of this breakdown:

Table 4-2
Separate Water and Wastewater Reserves and Reserve Funds
As of December 31, 2021

Reserve 31-Dec-21

Water

Equipment Reserve 505,436
General Capital 218,439
Rate Stabilization 91,105
Wastewater

Equipment Reserve 216,615
General Capital 93,617
Rate Stabilization 39,045
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4.6 Debenture Financing

Although it is not a direct method of minimizing the overall cost to the ratepayer,
debentures are used by municipalities to assist in cash flowing large capital
expenditures.

The Ministry of Municipal Affairs regulates the level of debt incurred by Ontario
municipalities, through its powers established under the Municipal Act. Ontario
Regulation 403/02 provides the current rules respecting municipal debt and financial
obligations. Through the rules established under these regulations, a municipality’s
debt capacity is capped at a level where no more than 25% of the municipality’s own
purpose revenue may be allotted for servicing the debt (i.e. debt charges). The
Municipality of Wawa’s calculation on Debt Capacity is shown on Schedule 81 of the
Municipality’s most recent Financial Information Return (F.I.R.). This calculates to the
Municipality’s estimated annual repayment limit of approximately $2.3 million. Based
upon 20-year financing at an assumed rate of 6%, the available debt for the Municipality
is approximately $26.9 million. Based on the calculations provided herein, it is assumed
that the Municipality will require $680,000 in debentures to finance the water capital
program.

4.7 Infrastructure Ontario

Infrastructure Ontario (1.0.) is an arms-length crown corporation, which has been set up
as a tool to offer low-cost and longer-term financing to assist municipalities in renewing
their infrastructure (this corporation has merged the former O.S.I.F.A. into its
operations). 1.0. combines the infrastructure renewal needs of municipalities into an
infrastructure investment “pool.” 1.O. will raise investment capital to finance loans to the
public sector by selling a new investment product called Infrastructure Renewal Bonds
to individual and institutional investors.

[.O. provides access to infrastructure capital that would not otherwise be available to
smaller borrowers. Larger borrowers receive a longer term on their loans than they
could obtain in the financial markets, and can also benefit from significant savings on
transaction costs such as legal costs and underwriting commissions. Under the |.O.
approach, all borrowers receive the same low interest rate. 1.O. will enter into a
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financial agreement with each municipality subject to technical and credit reviews, for a
loan up to the maximum amount of the loan request.

The first round of the former O.S.I.F.A.’s 2004/2005 infrastructure renewal program was
focused on municipal priorities of clean water infrastructure, sewage treatment facilities,
municipal roads and bridges, public transit and waste management infrastructure. The

focus of the program was expanded in 2005/2006 somewhat to include:

e clean water infrastructure;

e sewage infrastructure;

e waste management infrastructure;

e municipal roads and bridges;

e public transit;

e municipal long-term care homes;

e renewal of municipal social housing and culture; and
e tourism and recreation infrastructure.

With the merging of O.S.I.F.A. and 1.0., the program was broadened in late 2006 to also
include municipal administrative buildings, local police and fire stations, emergency
vehicles and equipment, ferries, docks and municipal airports.

To be eligible to receive these loans, municipalities must submit a formal application
along with pertinent financial information. Allotments are prioritized and distributed
based upon the Province’s assessment of need.

4.8 Recommended Capital Financing Approach

Of the various funding alternatives provided in this section, the following are
recommended for further consideration by the Municipality of Wawa for the capital
expenditures (inflated) provided in Chapter 2:

Watson & Associates Economists Ltd. PAGE 4-10
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Table 4-2
Municipality of Wawa
Capital Forecasting Financing Sources

Inflated $
Description Water Wastewater
2022-2032 2022-2032

Capital Financing
Provincial/Federal Grants 2,657,021 45,000
OCIF 315,000 -
Debenture Requirements 680,000 -
Operating Contributions 662,500 32,500
Water/Wastewater Reserves 1,434,000 631,000
Total Capital Financing 5,748,521 708,500

Tables 4-3 and 4-4 provide for the full capital expenditure and funding program by year
for water and wastewater, respectively.
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5. Overview of Expenditures and Revenues
5.1 Water Operating Expenditures

In this report, the forecast water budget figures (2023 to 2032) are based on the 2022
operating budgets. The costs for each component of the operating budget have been
reviewed with staff to establish forecast inflationary adjustments. As described earlier,
the operating expenditures for water presented herein have been adjusted to recognize
the current rates of inflation and interest rates. However, it is assumed that inflation
rates could decrease over the longer-term. Therefore, the following provides for the
inflation assumptions for the various categories operating expenditures on an annual
basis:

e Wages and benefits: 3% annual inflation between 2023 and 2032

e Utilities and Chemicals: annual inflation rate of 8% in 2023, 7% in 2024, 6% in
2025, 5% annually thereafter; and

e All other operating expenditures: annual inflation rate of 5% in 2023, 4% in 2024,
3% in 2025, and 2% annually thereafter.

In addition, debenture payments and contributions to the water reserve funds have been
included. The water reserve fund transfers are used to fund the water capital program
identified in Chapter 2, as well as build-up the reserve balance for future lifecycle
requirements.

5.2 Water Operating Revenues

The Municipality has base charges and miscellaneous revenue sources to help
contribute towards operating expenditures. These miscellaneous revenues, include
items such as fire hydrant rental revenue, reconnection fees, late payment penalties,
etc. Miscellaneous revenues have been assumed to increase at a rate of 5% in 2023,
4% in 2024, 3% in 2025, and 2% annually thereafter.

The water base charges are further discussed in section 6.5 of this study.

Note that the operating revenue presented herein represents the fixed component of the
total operating revenue. The shortfall of the fixed revenue from the operating
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expenditures is what is used to calculate the recovery from the water volume rates,
which is presented in Chapter 7. Table 5-1 provides for the water operating budget for
the Municipality.
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5.3 Wastewater Operating Expenditures

Similar to water expenditures, the wastewater operating expenditures have been
adjusted over the forecast period to reflect the current inflationary pressures in Ontario.
The following inflationary factors are provided:

e Wages and benefits: 3% annual inflation between 2023 and 2032

e Utilities and Chemicals: annual inflation rate of 8% in 2023, 7% in 2024, 6% in
2025, 5% annually thereafter; and

e All other operating expenditures: annual inflation rate of 5% in 2023, 4% in 2024,
3% in 2025, and 2% annually thereafter.

In addition, contributions to the wastewater reserve funds have been included. The
wastewater reserve fund transfers are used to fund the wastewater capital program
identified in Chapter 2, as well as build-up the reserve balance for future lifecycle
requirements.

5.4 Wastewater Operating Revenues

The Municipality’s fixed revenue sources are generated primarily from base charges
and miscellaneous sources, which includes sewage dumping fees, reconnection fees,
and penalties. Similar to water, miscellaneous revenues have been assumed to
increase at a rate of 5% in 2023, 4% in 2024, 3% in 2025, and 2% annually thereafter.

The base charges are further discussed in section 6.5 of this study.

As noted in the section above, the operating revenue presented herein represents the
fixed component of the total operating revenue. The shortfall of the fixed revenue from
the operating expenditures is what is used to calculate the recovery from the
wastewater volume rates, which is presented in Chapter 7. Table 5-2 provides for the
wastewater operating budget for the Municipality.

Watson & Associates Economists Ltd. PAGE 5-5
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6. Pricing Structures

6.1 Introduction

Rates, in their simplest form, can be defined as total costs to maintain the utility function
divided by the total expected volume to be generated for the period. Total costs are
usually a combination of operating costs (e.g. staff costs, distribution costs,
maintenance, administration, etc.) and capital-related costs (e.g. past debt to finance
capital projects, transfers to reserves to finance future expenditures, etc.). The
schematic below provides a simplified illustration of the rate calculation for water.

“Annual Costs”

Operations

- Staff costs

- Distribution costs

- Maintenance

- Meter reading and billing, etc.

Total Costs

Volume Rate

Capital Related

- Past debt

- Contributions to reserves
- Contribution to capital

These operating and capital expenditures will vary over time. Examples of factors that
will affect the expenditures over time are provided below.

Operations

e Inflation;

Watson & Associates Economists Ltd. PAGE 6-1
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¢ Increased maintenance as system ages; and
e Changes to provincial legislation.

Capital Related

e New capital will be built as areas expand;

¢ Replacement capital needed as system ages; and

e Financing of capital costs are a function of policy regarding reserves and direct
financing from rates (pay as you go), debt and user pay methods (development
charges, Municipal Act).

6.2 Alternative Pricing Structures

Throughout Ontario, and as well, Canada, the use of pricing mechanisms varies
between municipalities. The use of a particular form of pricing depends upon numerous
factors, including Council preference, administrative structure, surplus/deficit system
capacities, economic/demographic conditions, to name a few.

Municipalities within Ontario have two basic forms of collecting revenues for water
purposes, those being through incorporation of the costs within the tax rate charged on
property assessment and/or through the establishment of a specific water rate billed to
the customer. Within the rate methods, there are five basic rate structures employed
along with other variations:

e Flat Rate (non-metered customers);
e Constant Rate;

e Declining Block Rate;

e Increasing (or Inverted) Block Rate;
e Hump Back Block Rate; and

e Base Charges.

The definitions and general application of the various methods are as follows:

Property Assessment: This method incorporates the total costs of providing water into
the general requisition or the assessment base of the municipality. This form of
collection is a "wealth tax," as payment increases directly with the value of property
owned and bears no necessary relationship to actual consumption. This form is easy to

Watson & Associates Economists Ltd. PAGE 6-2

H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx



7

administer as the costs to be recovered are incorporated in the calculation for all
general services, normally collected through property taxes.

Flat Rate: This rate is a constant charge applicable to all customers served. The
charge is calculated by dividing the total number of user households and other entities
(e.g. businesses) into the costs to be recovered. This method does not recognize
differences in actual consumption but provides for a uniform spreading of costs across
all users. Some municipalities define users into different classes of similar consumption
patterns, that is, a commercial user, residential user and industrial user, and charge a
flat rate by class. Each user is then billed on a periodic basis. No meters are required
to facilitate this method, but an accurate estimate of the number of users is required.
This method ensures set revenue for the collection period but is not sensitive to
consumption, hence may cause a shortfall or surplus of revenues collected.

Constant Rate: This rate is a volume-based rate, in which the consumer pays the
same price per unit consumed, regardless of the volume. The price per unit is
calculated by dividing the total cost of the service by the total volume used by total
consumers. The bill to the consumer climbs uniformly as the consumption increases.
This form of rate requires the use of meters to record the volume consumed by each
user. This method closely aligns the revenue recovery with consumption. Revenue
collected varies directly with the consumption volume.

Declining Block Rates: This rate structure charges a successively lower price for set
volumes, as consumption increases through a series of "blocks." That is to say that
within set volume ranges, or blocks, the charge per unit is set at one rate. Within the
next volume range, the charge per unit decreases to a lower rate, and so on. Typically,
the first, or first and second blocks cover residential and light commercial uses.
Subsequent blocks normally are used for heavier commercial and industrial uses. This
rate structure requires the use of meters to record the volume consumed by each type
of user. This method requires the collection and analysis of consumption patterns by
user classification to establish rates at a level which does not over or under collect
revenue from rate payers.

Increasing or Inverted Block Rates: The increasing block rate works essentially the
same way as the declining block rate, except that the price of water in successive
blocks increases rather than declines. Under this method the consumer's bill rises
faster with higher volumes used. This rate structure also requires the use of meters to

Watson & Associates Economists Ltd. PAGE 6-3
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record the volume consumed by each user. This method requires, as with the declining
block structure, the collection and analysis of consumption patterns by user
classification to establish rates at a level which does not over or under collect from rate
payers.

The Hump Back Rate: The hump back rate is a combination of an increasing block
rate and the declining block rate. Under this method the consumer’s bill rises with
higher volumes used up to a certain level and then begins to fall for volumes in excess
of levels set for the increasing block rate.

6.3 Assessment of Alternative Pricing Structures

The adoption by a municipality or utility of any one particular pricing structure is
normally a function of a variety of administrative, social, demographic and financial
factors. The number of factors, and the weighting each particular factor receives, can
vary between municipalities. The following is a review of some of the more prevalent
factors.

Cost Recovery

Cost recovery is a prime factor in establishing a particular pricing structure. Costs can
be loosely defined into different categories: operations, maintenance, capital, financing
and administration. These costs often vary between municipalities and even within a
municipality, based on consumption patterns, infrastructure age, economic growth, etc.

The pricing alternatives defined earlier can all achieve the cost recovery goal, but some
do so more precisely than others. Fixed pricing structures, such as Property
Assessment and Flat Rate, are established on the value of property or on the number of
units present in the municipality, but do not adjust in accordance with consumption.
Thus, if actual consumption for the year is greater than projected, the municipality incurs
a higher cost of production, but the revenue base remains static (since it was
determined at the beginning of the year), thus potentially providing a funding shortfall.
Conversely, if the consumption level declines below projections, fixed pricing structures
will produce more revenue than actual costs incurred.

Watson & Associates Economists Ltd. PAGE 6-4
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The other pricing methods (declining block, constant rate, increasing block) are
consumption-based and generally will generate revenues in proportion to actual
consumption.

Administration

Administration is defined herein as the staffing, equipment and supplies required to
support the undertaking of a particular pricing strategy. This factor not only addresses
the physical tangible requirements to support the collection of the revenues, but also the
intangible requirements, such as policy development.

The easiest pricing structure to support is the Property Assessment structure. As
municipalities undertake the process of calculating property tax bills and the collection
process for their general services, the incorporation of the water costs into this
calculation would have virtually no impact on the administrative process and structure.

The Flat Rate pricing structure is relatively easy to administer as well. It is normally
calculated to collect a set amount, either on a monthly, quarterly, semi-annual or annual
basis, and is billed directly to the customer. The impact on administration centres
mostly on the accounts receivable or billing area of the municipality, but normally
requires minor additional staff or operating costs to undertake.

The three remaining methods, those being Increasing Block Rate, Constant Rate and
Declining Block Rate, have a more dramatic effect on administration. These methods
are dependent upon actual consumption and hence involve a major structure in place to
administer. First, meters must be installed in all existing units in the municipality, and
units to be subsequently built must be required to include these meters. Second, meter
readings must be undertaken periodically. Hence staff must be available for this
purpose or a service contract must be negotiated. Third, the billings process must be
expanded to accommodate this process. Billing must be done per a defined period,
requiring staff to produce the bills. Lastly, either through increased staffing or by service
contract, an annual maintenance program must be set up to ensure meters are working
effectively in recording consumed volumes.

The benefit derived from the installation of meters is that information on consumption
patterns becomes available. This information provides benefit to administration in
calculating rates which will ensure revenue recovery. Additionally, when planning what
services are to be constructed in future years, the municipality or utility has documented

Watson & Associates Economists Ltd. PAGE 6-5
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consumption patterns distinctive to its own situation, which can be used to project sizing
of growth-related works.

Equity

Equity is always a consideration in the establishment of pricing structures but its
definition can vary depending on a municipality's circumstances and based on the
subjective interpretation of those involved. For example: is the price charged to a
particular class of rate payer consistent with those of a similar class in surrounding
municipalities; through the pricing structure does one class of rate payer pay more than
another class; should one pay based on ability to pay, or on the basis that a unit of
water costs the same to supply no matter who consumes it; etc.? There are many
interpretations. Equity therefore must be viewed broadly in light of many factors as part
of achieving what is best for the municipality as a whole.

Conservation

In today's society, conservation of natural resources is increasingly being more highly
valued. Controversy continuously focuses on the preservation of non-renewable
resources and on the proper management of renewable resources. Conservation is
also a concept which applies to a municipality facing physical limitations in the amount
of water which can be supplied to an area. As well, financial constraints can encourage
conservation in a municipality where the cost of providing each additional unit is
increasing.

Pricing structures such as property assessment and flat rate do not, in themselves,
encourage conservation. In fact, depending on the price which is charged, they may
even encourage resource "squandering,” either because consumers, without the price
discipline, consume water at will, or the customer wants to get his money's worth and
hence adopts more liberal consumption patterns. The fundamental reason for this is
that the price paid for the service bears no direct relationship to the volume consumed
and hence is viewed as a "tax," instead of being viewed as the price of a purchased
commodity.

The Declining Block Rate provides a decreasing incentive towards conservation. By
creating awareness of volumes consumed, the consumer can reduce his total costs by
restricting consumption; however, the incentive lessens as more water is consumed,
because the marginal cost per unit declines as the consumer enters the next block
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pricing range. Similarly, those whose consumption level is at the top end of a block
have less incentive to reduce consumption.

The Constant Rate structure presents the customer with a linear relationship between
consumption and the cost thereof. As the consumer pays a fixed cost per unit, his bill
will vary directly with the amount consumed. This method presents tangible incentive
for consumers to conserve water. As metering provides direct feedback as to usage
patterns and the consumer has direct control over the total amount paid for the
commodity, the consumer is encouraged to use only those volumes that are reasonably
required.

The Inverted Block method presents the most effective pricing method for encouraging
conservation. Through this method, the price per unit consumed increases as total
volumes consumed grow. The consumer becomes aware of consumption through
metering with the charges increasing dramatically with usage. Hence, there normally is
awareness that exercising control over usage can produce significant savings. This
method not only encourages conservation methods, but may also penalize legitimate
high-volume users if not properly structured.

Figure 6-1 provides a schematic representation of the various rate structures (note
property tax as a basis for revenue recovery has not been presented for comparison, as
the proportion of taxes paid varies in direct proportion to the market value of the
property). The graphs on the left-hand side of the figure present the cost per unit for
each additional amount of water consumed. The right-hand side of the figure presents
the impact on the customer's bill as the volume of water increases. Following the
schematic is a table summarizing each rate structure.

Watson & Associates Economists Ltd. PAGE 6-7

H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx



Figure 6-1
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Figure 6-2

4

Summary of Various Rate Structures and their Impact on Customer Bills as Volume

Rate Structure

Usage Increases

Cost Per Unit As Volume
Increases

Impact On Customer Bill
As Volume Increases

Flat Rate

Cost per unit decreases as

more volume consumed

Bill remains the same no

matter how much volume
is consumed

Constant Rate

Cost per unit remains the
same

Bill increases in direct
proportion to consumption

Declining Block

Cost per unit decreases as
threshold targets are
achieved

Bill increases at a slower
rate as volumes increase

Increasing Block

Cost per unit increases as
threshold targets are
achieved

Bill increases at a faster
rate as volumes increase

Hump Back Rate

Combination of an
increasing block at the
lower consumption
volumes and then converts
to a declining block for the
high consumption

Bill increases at a faster
rate at the lower
consumption amounts and
then slows as volumes
increase

6.4 Rate Structures in Ontario

In a past survey of over 170 municipalities (approximately half of the municipalities who
provide water and/or sewer), all forms of rate structures are in use by Ontario
municipalities. The most common rate structure is the constant rate (for metered
municipalities). Most municipalities (approximately 92%) who have volume rate
structures also impose a base monthly charge.

Historically, the development of a base charge often reflected either the recovery of
meter reading/billing/collection costs, plus administration or those costs plus certain
fixed costs (such as capital contributions or reserve contributions). More recently, many
municipalities have started to establish base charges based on ensuring a secure
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portion of the revenue stream which does not vary with volume consumption. Selection
of the quantum of the base charge is a matter of policy selected by individual
municipalities.

6.5 Recommended Rate Structures and Base Charges

The Municipality currently utilizes a base charge and volume rate for its water and
wastewater customers. It is recommended that the same rate structures be continued in
the future.

In order to provide for the Municipality’s capital expenditures, future asset replacement
needs, as well as the day-to-day operating expenditures, the water base charges are
proposed to increase by 10% in 2023, 8% in 2024, 6% in 2025 and 5% annually
thereafter. The water volume rates (discussed in Section 7.2), is proposed to increase
by the same percentages as the base charges.

With respect to wastewater, the base charges are calculated to increase by 2% on an
annual basis over the forecast period. The wastewater volume rate is also proposed to
increase by 2% annually (discussed in Section 7.3).

The above increases in the base charges are recommended to ensure that the
Municipality can fund the capital and operating costs while minimizing the need for
debentures.

The forecasted base charges and corresponding revenues are provided in Tables 6-1
and 6-2.
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Table 6-1
Municipality of Wawa
Base Charge Forecast — Water

Water 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 1,287 1,287 1,287 1,287 1,287 1,287 1,287 1,287 1,287 1,287 1,287
New 6 14 17 19 21 21 22 22 22 22 22
Total Customers 15293 1,301 1,304 1,306 1,308 1,308 1,309 1,309 1,309 1,309 1,309
Total Annual Revenue $643,872 | $712,272 | $770,879 [ $818,280 | $860,400 | $903,420 | $949,256 [ $996,719 [ $1,046,555 | $1,098,882 | $1,153,826
%" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 1,238 1,238 1,238 1,238 1,238 1,238 1,238 1,238 1,238 1,238 1,238
New 6 14 17 19 21 21 22 22 22 22 22
Subtotal Customers 1,244 1,252 1,255 1,257 1,259 1,259 1,260 1,260 1,260 1,260 1,260
Monthly Base Charge $38.00 $41.80 $45.14 $47.85 $50.25 $52.76 $55.40 $58.17 $61.07 $64.13 $67.33
Annual Base Charge $456.00 $501.60 $541.73 $574.23 $602.94 $633.09 $664.74 $697.98 $732.88 $769.53 $808.00
Total Annual Revenue $567,264 | $628,003 | $679,869 | $721,809 [ $759,106 | $797,061 $837,579 | $879,458 | $923,430 [ $969,602 | $1,018,082
1" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 12 12 12 12 12 12 12 12 12 12 12
New
Subtotal Customers 12 12 12 12 12 12 12 12 12 12 12
Monthly Base Charge $76.00 $83.60 $90.29 $95.71 $100.49 $105.52 $110.79 $116.33 $122.15 $128.25 $134.67
Annual Base Charge $912.00 | $1,003.20 [ $1,083.46 | $1,148.46 | $1,205.89 | $1,266.18 | $1,329.49 [ $1,395.96 | $1,465.76 | $1,539.05 | $1,616.00
Total Annual Revenue $10,944 $12,038 $13,001 $13,782 $14,471 $15,194 $15,954 $16,752 $17,589 $18,469 $19,392
1 %" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 9 9 9 9 9 9 9 9 9 9 9
New
Subtotal Customers 9 9 9 &) 9 9 9 ) &) &) 9
Monthly Base Charge $114.00 $125.40 $135.43 $143.56 $150.74 $158.27 $166.19 $174.50 $183.22 $192.38 $202.00
Annual Base Charge $1,368.00 | $1,504.80 [ $1,625.18 | $1,722.70 [ $1,808.83 | $1,899.27 [ $1,994.23 [ $2,093.95 | $2,198.64 [ $2,308.58 | $2,424.00
Total Annual Revenue $12,312 $13,543 $14,627 $15,504 $16,279 $17,093 $17,948 $18,846 $19,788 $20,777 $21,816
2" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 23 23 23 23 23 23 23 23 23 23 23
New
Subtotal Customers 23 23 23 23 23 23 23 23 23 23 23
Monthly Base Charge $152.00 $167.20 $180.58 $191.41 $200.98 $211.03 $221.58 $232.66 $244.29 $256.51 $269.33
Annual Base Charge $1,824.00 | $2,006.40 | $2,166.91 [ $2,296.93 | $2,411.77 | $2,5632.36 | $2,658.98 | $2,791.93 [ $2,931.53 | $3,078.10 | $3,232.01
Total Annual Revenue $41,952 $46,147 $49,839 $52,829 $55,471 $58,244 $61,157 $64,214 $67,425 $70,796 $74,336
3" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 5 5 5 5 5 5 5 5 5 5 5
New
Subtotal Customers 5 5 5 5 5 5 5 5 5 5 5
Monthly Base Charge $190.00 $209.00 $225.72 $239.26 $251.23 $263.79 $276.98 $290.83 $305.37 $320.64 $336.67
Annual Base Charge $2,280.00 | $2,508.00 | $2,708.64 | $2,871.16 [ $3,014.72 | $3,16545 | $3,323.72 | $3,489.91 | $3,664.41 [ $3,847.63 | $4,040.01
Total Annual Revenue $11,400 $12,540 $13,543 $14,356 $15,074 $15,827 $16,619 $17,450 $18,322 $19,238 $20,200
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Table 6-2
Municipality of Wawa
Base Charge Forecast — Wastewater

Wastewater 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 1,196 1,196 1,196 1,196 1,196 1,196 1,196 1,196 1,196 1,196 1,196
New 4 10 12 14 16 16 17 17 17 17 17
Subtotal Customers 1,200 1,206 1,208 1,210 1,212 1,212 1,213 1,213 1,213 1,213 1,213
Total Annual Revenue $336,174 $344,476 $351,903 $359,488 $367,237 $374,581 $382,364 $390,011 $397,811 $405,767 $413,883
%" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 1,155 1,155 1,155 1,155 1,155 1,155 1,155 1,155 1,155 1,155 1,155
New 4 10 12 14 16 16 17 17 17 17 17
Subtotal Customers 1,159 1,165 1,167 1,169 1,171 1,171 1,172 1,172 1,172 1,172 1,172
Monthly Base Charge $21.50 $21.93 $22.37 $22.82 $23.27 $23.74 $24.21 $24.70 $25.19 $25.69 $26.21
Annual Base Charge $258.00 $263.16 $268.42 $273.79 $279.27 $284.85 $290.55 $296.36 $302.29 $308.33 $314.50
Total Annual Revenue $299,022 $306,581 $313,250 $320,062 $327,022 $333,563 $340,524 $347,335 $354,282 $361,367 $368,595
1" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 8 8 8 8 8 8 8 8 8 8 8
New
Subtotal Customers 8 8 8 8 8 8 8 8 8 8 8
Monthly Base Charge $43.00 $43.86 $44.74 $45.63 $46.54 $47.48 $48.42 $49.39 $50.38 $51.39 $52.42
Annual Base Charge $516.00 $526.32 $536.85 $547.58 $558.53 $569.71 $581.10 $592.72 $604.58 $616.67 $629.00
Total Annual Revenue $4,128 $4,211 $4,295 $4,381 $4,468 $4,558 $4,649 $4,742 $4,837 $4,933 $5,032
17" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 9 9 9 9 9 9 9 9 9 9 9
New
Subtotal Customers 9 9 9 9 9 9 9 9 9 9 9
Monthly Base Charge $64.50 $65.79 $67.11 $68.45 $69.82 $71.21 $72.64 $74.09 $75.57 $77.08 $78.63
Annual Base Charge $774.00 $789.48 $805.27 $821.37 $837.80 $854.56 $871.65 $889.08 $906.86 $925.00 $943.50
Total Annual Revenue $6,966 $7,105 $7,247 $7,392 $7,540 $7,691 $7,845 $8,002 $8,162 $8,325 $8,492
2" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 19 19 19 19 19 19 19 19 19 19 19
New
Subtotal Customers 19 19 19 19 19 19 19 19 19 19 19
Monthly Base Charge $86.00 $87.72 $89.47 $91.26 $93.09 $94.95 $96.85 $98.79 $100.76 $102.78 $104.83
Annual Base Charge $1,032.00 $1,052.64 $1,073.69 [ $1,095.17 | $1,117.07 | $1,139.41 $1,162.20 $1,185.44 $1,209.15 | $1,233.34 | $1,258.00
Total Annual Revenue $19,608 $20,000 $20,400 $20,808 $21,224 $21,649 $22,082 $22,523 $22,974 $23,433 $23,902
3" Meter Size 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Existing 5 5 5 5 5 5 5 5 5 5 5
New
Subtotal Customers 5 5 5 5 5 5 5 5 5 5 5
Monthly Base Charge $107.50 $109.65 $111.84 $114.08 $116.36 $118.69 $121.06 $123.48 $125.95 $128.47 $131.04
Annual Base Charge $1,290.00 [ $1,315.80 | $1,342.12 | $1,368.96 [ $1,396.34 | $1,424.26 [ $1,452.75| $1,481.80 | $1511.44 | $1,54167 | $1,572.50
Total Annual Revenue $6,450 $6,579 $6,711 $6,845 $6,982 $7,121 $7,264 $7,409 $7,557 $7,708 $7,863
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Chapter 7

Analysis of Water and
Wastewater Rates and Policy
Matters
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7. Analysis of Water and Wastewater Rates and
Policy Matters

7.1 Introduction

To summarize the analysis undertaken thus far, Chapter 2 reviewed capital-related
issues and responds to the provincial directives to maintain and upgrade infrastructure
to required levels. Chapter 4 provided a review of capital financing options to which
water and wastewater reserve contributions will be the predominant basis for financing
future capital replacement. Chapter 5 established the 10-year operating forecast of
expenditures including an annual capital reserve contribution. The base charge
revenues identified in Chapter 6 are to ensure that fixed costs are recovered regardless
of the amount of volume used by customers. This chapter will provide for the
calculation of the volume rates over the forecast period. These calculations will be
based on the net operating expenditures (the variable costs) provided in Chapter 5,
divided by the water consumption forecast and wastewater volumes provided in section
1.8.

7.2 Water Rates

Based on the discussion of rate structures provided in section 6.5 and the
recommendation to continue with the present structures, the rates are calculated by
taking the net recoverable amounts from Table 5-1 (the product of total expenditures
less non-rate revenues and deduct the base charge amounts provided in section 6.5)
and completes the calculation by dividing them by the volumes resulting in the
forecasted rates. The volume rates are anticipated to increase by:

e 10% in 2023;

e 8% in 2024;

e 6% in 2025; and

e 5% per year from 2026 to 2032.

These increases are required in order to fund the operating and capital expenditure
forecast, while providing reserve fund transfers to prepare for the future lifecycle
requirements. Detailed calculations of the volume rates are provided in Appendix C. A

Watson & Associates Economists Ltd. PAGE 7-2
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summary of the recommended base charge and volume rates along with the total
annual bill for an average residential user who consumes 180 cubic meters per year are
presented in Table 7-1.

Table 7-1
Annual Customer Water Bill
Based on 180 cubic metres of usage and %" Water Meter

Description 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Monthly Base Rate $38.00 $41.80 $45.14 $47.85 $50.25 $52.76 $55.40 $58.17 $61.07 $64.13 $67.33
Constant Rate $0.84 $0.92 $0.99 $1.05 $1.10 $1.16 $1.22 $1.28 $1.34 $1.41 $1.48
Annual Base Rate Bill $456.00 $501.60 $541.73 $574.23 $602.94 $633.09 $664.74 $697.98 $732.88 $769.53 $808.00
Volume 180 180 180 180 180 180 180 180 180 180 180
Annual Volume Bill $151.20 $165.60 $178.20 $189.00 $198.00 $208.80 $219.60 $230.40 $241.20 $253.80 $266.40
Total Annual Bill $607.20 $667.20 $719.93 $763.23 $800.94 $841.89 $884.34 $928.38 $974.08 |  $1,023.33 $1,074.40
% Increase - Base Rate 10% 8% 6% 5% 5% 5% 5% 5% 5% 5%
% Increase - Volume Rate 10% 8% 6% 5% 5% 5% 5% 5% 5% 5%
% Increase - Total Annual Bill 10% 8% 6% 5% 5% 5% 5% 5% 5% 5%

7.3 Wastewater Rates

Similar to water, the calculation of the wastewater rates takes the net recoverable
amounts from Table 5-2 and completes the calculation by dividing them by the volumes,
resulting in the forecast rates. Detailed calculations are provided in Appendix D.

Based on the capital and operating needs over the forecast period, the wastewater
volume rates are anticipated to increase by 2% annually over the entire forecast period
(2023 to 2032).

Table 7-2 summarizes the recommended rates for wastewater and provides the
average annual bill for a residential customer who uses 180 cubic meters per year:

Watson & Associates Economists Ltd. PAGE 7-3
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Table 7-2
Annual Customer Wastewater Bill
Based on 180 cubic metres of usage and 32" Water Meter

Description 2023 2024 2025 2029
Monthly Base Rate $21.50 $21.93 $22.37 $22.82 $23.27 $23.74 $24.21 $24.70 $25.19 $25.69 $26.21
Constant Rate $0.52 $0.53 $0.54 $0.55 $0.56 $0.57 $0.58 $0.59 $0.60 $0.61 $0.62
Annual Base Rate Bill $258.00 $263.16 $268.42 $273.79 $279.27 $284.85 $290.55 $296.36 $302.29 $308.33 $314.50
Volume 180 180 180 180 180 180 180 180 180 180 180
Annual Volume Bill $93.60 $95.40 $97.20 $99.00 $100.80 $102.60 $104.40 $106.20 $108.00 $109.80 $111.60
Total Annual Bill $351.60 $358.56 $365.62 $372.79 $380.07 $387.45 $394.95 $402.56 $410.29 $418.13 $426.10
% Increase - Base Rate 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%
% Increase - Volume Rate 2% 2% 2% 2% 2% 2% 2% 2% 2% 2%

7.4 Forecast of Combined Water and Wastewater Impact for
the Average Residential Customer

Based on the foregoing information, the combined impact of the water and wastewater
base charge and volume rate charges equates to a 7% increase in 2023, a 6% increase
in 2024, a 5% increase in 2025, and a 4% increase thereafter. Table 7-3 presents the
forecast combined annual bill for customers with a %" meter and 180 cubic metres of
annual usage.

Table 7-3
Municipality of Wawa
Annual Customer Bill — Based on a %" Meter and Annual Volume of 180 cubic metres

Constant Rate 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032
Combined Monthly Base Rate $59.50 $63.73 $67.51 $70.67 $73.52 $76.50 $79.61 $82.86 $86.26 $89.82 $93.54
Combined Constant Rate $1.36 $1.45 $1.53 $1.60 $1.66 $1.73 $1.80 $1.87 $1.94 $2.02 $2.10
Annual Base Rate Bill $714.00 $764.76 $810.15 $848.02 $882.21 $917.94 $955.29 $994.34 $1,035.17 $1,077.86 $1,122.50
Volume 180 180 180 180 180 180 180 180 180 180 180
Annual Combined Volume Bill $244.80 $261.00 $275.40 $288.00 $298.80 $311.40 $324.00 $336.60 $349.20 $363.60 $378.00
Total Annual Bill $958.80 $1,025.76 $1,085.55 $1,136.02 $1,181.01 $1,229.34 $1,279.29 $1,330.94 $1,384.37 $1,441.46 $1,500.50
% Increase - Base Rate 7% 6% 5% 4% 4% 4% 4% 4% 4% 4%
% Increase - Volume Rate 7% 6% 5% 4% 4% 4% 4% 4% 4% 4%
% Increase - Total Annual Bill 7% 6% 5% 4% 4% 4% 4% 4% 4% 4%
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Recommendations

As presented within this report, capital and operating expenditures have been identified
and forecast over a ten-year period for water and wastewater services.

Based upon the foregoing, the following recommendations are identified for
consideration by Municipal Council:

1.

That Council provide for the recovery of all water and wastewater costs through
full cost recovery rates.

. That Council consider the Capital Plan for water and wastewater as provided in

Tables 2-1 and 2-2 and the associated Capital Financing Plan as set out in
Tables 4-3 and 4-4.

That Council consider the base charges provided in Table 6-1 for water and
Table 6-2 for wastewater.

That Council consider the volume rates for water and wastewater as provided in
Tables 7-1, 7-2 and 7-3 respectively.

Watson & Associates Economists Ltd. PAGE 8-1
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Appendix A

Water System Inventory Data
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Appendix B

Wastewater System Inventory
Data

Watson & Associates Economists Ltd. PAGE B-1
H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx
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Appendix C

Detailed Water Rate
Calculations

Watson & Associates Economists Ltd. PAGE C-1
H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Rate Study.docx
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Appendix D

Detailled Wastewater Rate
Calculations

Watson & Associates Economists Ltd. PAGE D-1
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1. Introduction

1.1 Study Purpose

Watson & Associates Economists Ltd. (Watson) was retained by the Municipality of
Wawa (the Municipality) to prepare a water financial plan as part of the five submission
requirements for the purposes of obtaining a municipal drinking water license as per the
Safe Drinking Water Act, 2002. In general, a financial plan requires an in-depth
analysis of capital and operating needs, a review of current and future demand versus
supply, and consideration of available funding sources. This detailed financial planning
and forecasting in regard to the Municipality’s water system has already been
completed and documented by Watson within the “Municipality of Wawa Water and
Wastewater Rate Study, December 8, 2022” (2022 Rate Study). The objective of the
report provided herein is to convert the findings of the 2022 Rate Study into the
prescribed reporting requirements for a financial plan as defined by Ontario Regulation
453/07 (O.Reg. 453/07).

1.2 Background

The Safe Drinking Water Act (S.D.W.A.) was passed in December, 2002 in order to
address some of the recommendations made by the Walkerton Inquiry Part Il report.
One of the main requirements of the Act is the mandatory licensing of municipal water
providers. Section 31 (1) specifically states,

“No person shall,

a) establish a new municipal drinking water system or replace or carry
out an alteration to a municipal drinking water system except under
the authority of and in accordance with an approval under this Part
or a drinking water works permit; or

b) use or operate a municipal drinking water system that was
established before or after this section comes into force except
under the authority of and in accordance with an approval under
this Part or municipal drinking water licence.”

In order to become licensed, a municipality must satisfy five key requirements as per
section 44 (1):

Watson & Associates Economists Ltd. PAGE 1-1
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1. Obtain a drinking water works permit.

2. Acceptance of the operational plan for the system based on the Drinking Water
Quality Management Standard.

3. Accreditation of the Operating Authority.
4. Prepare and provide a financial plan.
5. Obtain permit to take water.

The preparation of a financial plan is a key requirement for licensing and as such, must
be undertaken by all water providers.

1.2.1 Financial Plan Defined

Subsection 30 of the Act provides the following definition of financial plans:

"financial plans" means financial plans that satisfy the requirements
prescribed by the Minister. 2017, c. 2, Sched. 11, s. 6 (3)

As of time of writing, the Sustainable Water and Sewage Systems Act, 2002 has been

repealed (see Section 2.2 of this report) however, the standards that it directs underpin
the specific requirements of s.30 as they are outlined in O. Reg. 453/07 and which will

be examined in detail below.

1.2.2 Financial Plan Requirements — Existing System

O.Reg. 453/07 also provides details with regards to s.30 (1) part b of the S.D.W.A. for
existing water systems. The requirements for existing systems are summarized as
follows:

e Financial plans must be approved by Council resolution (or governing body);

e Financial plans must include a statement that the financial impacts have been
considered and apply for a minimum six-year period (commencing in the year of
licence expiry);

e Financial plans must include detail regarding proposed or projected financial
operations itemized by total revenues, total expenses, annual surplus/deficit and

Watson & Associates Economists Ltd. PAGE 1-2
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accumulated surplus/deficit (i.e. the components of a “Statement of Operations”
as per the P.S.A.B.) for each year in which the financial plans apply;

e Financial plans must present financial position itemized by total financial assets,
total liabilities, net debt, non-financial assets, and tangible capital assets (i.e. the
components of a “Statement of Financial Position” as per P.S.A.B.) for each year
in which the financial plans apply;

e Gross cash receipts/payments itemized by operating transactions, capital
transactions, investing transactions and financial transactions (i.e. the
components of a “Statement of Cash Flow” as per P.S.A.B.) for each year in
which the financial plans apply;

¢ Financial plans applicable to two or more solely-owned drinking water systems
can be prepared as if they are for one drinking water system;

e Financial plans are to be made available to the public upon request and at no
charge;

e |f a website is maintained, financial plans are to be made available to the public
through publication on the Internet at no charge;

e Notice of the availability of the financial plans is to be given to the public; and

e Financial plan is to be submitted to the Ministry of Municipal Affairs and Housing.

1.2.3 Financial Plan Requirements — General

Given that the requirements for a financial plan is legislated under the Act, a financial
plan is mandatory for water systems. The financial plans shall be for a forecast period
of at least six years but longer planning horizons are encouraged. The ten-year
forecast goes above and beyond the minimum requirement. The financial plan is to be
completed and approved by resolution of Council or the governing body in accordance
with subsection 3 (1) 1 of O. Reg. 453/07. Confirmation of approval of the financial plan
must be submitted at the time of municipal drinking water license renewal (i.e. six
months prior to license expiry).

A copy of the financial plan will be submitted to the Ministry of Municipal Affairs and
Housing (MMAH) and not the Ministry of the Environment, Conservation, and Parks
(MECP); however, the MECP may request it in the course of review of the licence
renewal. Financial plans may be amended and additional information beyond what is
prescribed can be included if deemed necessary. The financial plan must contain on
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the front page, the appropriate financial plan number as set out in Schedule A of the
Municipal Drinking Water Licence.

1.2.4 Public Sector Accounting Board (P.S.A.B.) Requirements

The components of the financial plans indicated by the regulation are consistent with
the requirements for financial statement presentation as set out in section PS1200 of
the Canadian Institute of Chartered Accountants Public Sector Accounting Handbook:

“Financial statements should include a Statement of Financial Position, a Statement
of Operations, a Statement of Change in Net Debt, and a Statement of Cash Flow.”

The format required is to conform to the requirements of PS1200 and PS3150. The
financial statements are to be reported on a full accrual accounting basis. The accrual
accounting method recognizes revenues and expenses in the same period as the
activities that give rise to them regardless of when they are actually paid for. Since an
exchange of cash is not necessary to report a financial transaction, the accrual method
is meant to provide a more accurate picture of financial position.

The accounting treatment of tangible capital assets is prescribed under section PS3150.
Tangible capital assets are to be capitalized to ensure an inventory of the assets owned
are recorded and to account for their ability to provide future benefits.

The Statement of Cash Flow and the Statement of Change in Net Financial Assets/Debt
are required statements. The Statement of Change in Net Financial Assets/Debt
reports on whether enough revenue was generated in a period to cover the expenses in
the period and whether sufficient resources have been generated to support current and
future activities. The Statement of Cash Flow reports on how activities were financed
for a given period providing a measure of the changes in cash for that period.

1.2.5 The Municipality’s Financial Plan

The Municipality is currently in the process of renewing the drinking water license and
the previous version of the financial plan no longer meets the requirements as it must
apply to a period of a least six years beginning in the year that the licenses would
otherwise expire. This financial plan provides for a 2022 start year and forecast period
to 2031.
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Sustainable Financial Planning
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2. Sustainable Financial Planning

2.1 Introduction

In general, sustainability refers to the ability to maintain a certain position over time.
While the S.D.W.A. requires a declaration of the financial plan’s sustainability, it does
not give a clear definition of what would be considered sustainable. Instead, the MECP
released a guideline (“Towards Financially Sustainable Drinking-Water”) that provides
possible approaches to achieving sustainability. The Province’s Principles of Financially
Sustainable Water Services are provided below:

Principle #1:

Principle #2:

Principle #3:

Principle #4:

Principle #5:

Principle #6:

Principle #7:

Principle #8:

Ongoing public engagement and transparency can build support for, and
confidence in, financial plans and the system to which they relate.

An integrated approach to planning among water, wastewater, and storm
water systems is desirable given the inherent relationship among these
services.

Revenues collected for the provision of water services should ultimately
be used to meet the needs of those services.

Life-cycle planning with mid-course corrections is preferable to planning
over the short-term, or not planning at all.

An asset management plan is a key input to the development of a financial
plan.

A sustainable level of revenue allows for reliable service that meets or
exceeds environmental protection standards, while providing sufficient
resources for future rehabilitation and replacement needs.

Ensuring users pay for the services they are provided leads to equitable
outcomes and can improve conservation. In general, metering and the
use of rates can help ensure users pay for services received.

Financial plans are “living” documents that require continuous
improvement. Comparing the accuracy of financial projections with actual
results can lead to improved planning in the future.
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Principle #9: Financial plans benefit from the close collaboration of various groups,
including engineers, accountants, auditors, utility staff, and municipal council.

2.2 Sustainable Water and Sewage Systems Act

The Sustainable Water and Sewage Systems Act (S.W.S.S.A.) was passed on
December 13, 2002. The intent of the Act was to introduce the requirement for
municipalities to undertake an assessment of the “full cost” of providing their water and
the wastewater services. In total, there were 40 areas within the Act to which the
Minister could have made Regulations. It is noted that, the regulations, which
accompany the Act, were not issued and the Act was repealed on December 31, 2012.

2.3 Water Opportunities Act, 2010

Since the passage of the Safe Drinking Water Act, changes and refinements to the
legislation have been introduced, including the Water Opportunities Act (W.O.A).
W.O.A. was introduced into legislation on May 18, 2010 and received Royal Assent on
November 29, 2010, as the W.O.A.

The purposes of the W.O.A. are to foster innovative water, wastewater and storm water
technologies, services, and practices; create opportunities for economic development
and clean-technology jobs; and conserve and sustain water resources. To achieve this,
the W.O.A. provides for the creation of performance targets (financial, operational and
maintenance related), which will vary by service type and location and the required
submission of conservation and sustainability plans for water, wastewater, and
stormwater.

The sustainability plan in the W.O.A. expands on interim legislation for financial plans
included in O.Reg 453/07, to include the following:

e an asset management plan for the physical infrastructure;
¢ financial plan;

e water conservation plan (for water service only);

e arisk assessment;

e a strategy for maintaining and improving the services; and
e additional information considered advisable.

Watson & Associates Economists Ltd. PAGE 2-2
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Where a Board has jurisdiction over a service, the plan (and any plan amendments)
must be approved by the municipality in which the municipal service is provided, before
submission to the Minister. The Minister may also direct preparation of joint or partially
joint plans.

Regulations (still forthcoming) will prescribe details in regard to any time periods or time
limits, contents of the plans, identifying which portions of the plan will require
certification, the public consultation process (if required), limitations updates and
refinements.

2.4 Infrastructure for Jobs and Prosperity Act (1.J.P.A.), 2015

On June 4, 2015, the Province passed the Infrastructure for Jobs and Prosperity Act
(I.J.P.A.) which, over time, will require municipalities to undertake and implement asset
management plans for all infrastructure they own. On December 27, 2017, the Province
of Ontario released Ontario Regulation 588/17 under I.J.P.A. which has three phases
that municipalities must meet. The timelines associated with the three phases were
later extended by Ontario Regulation 193/21 which was filed on March 15, 2021.

Every municipality in Ontario will have to prepare a strategic asset management policy
by July 1, 2019. Municipalities will be required to review their strategic asset
management policies at least every five years and make updates, as necessary. The
subsequent phases are as follows:

e Phase 1 — Asset Management Plan (by July 1, 2022):
o For core assets — Municipalities must have the following:
¢ Inventory of assets;
e Current levels of service measured by standard metrics; and
e Costs to maintain levels of service.
e Phase 2 — Asset Management Plan (by July 1, 2024):
0 Same steps as Phase 1 but for all assets.
e Phase 3 — Asset Management Plan (by July 1, 2025):
0 Builds on Phase 1 and 2 by adding:
o Proposed levels of service; and
e Lifecycle management and Financial strategy.
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In relation to water (which is considered a core asset), municipalities will need to have
an asset management plan that addresses the related infrastructure by July 1, 2022
(Phase 1). O.Reg. 588/17 specifies that the Municipality’s asset management plan
must include the following for each asset category:

e the current levels of service being provided;

o determined in accordance with the following qualitative descriptions and
technical metrics and based on data from at most the two calendar years
prior to the year in which all information required under this section is
included in the asset management plan.

e the current performance of each asset category;

e asummary of the assets in the category;

¢ the replacement cost of the assets in the category;

e the average age of the assets in the category, determined by assessing the
average age of the components of the assets;

¢ the information available on the condition of the assets in the category;

e a description of the Municipality’s approach to assessing the condition of the
assets in the category, based on recognized and generally accepted good
engineering practices where appropriate; and

e the lifecycle activities that would need to be undertaken to maintain the current
levels of service.

2.5 Water Forecast

The Municipality has already completed their financial planning through its 2022 water
budget and a forecasting exercise through the 2022 Rate Study. The budget and rate
study are designed to address “full cost” principles and reflect the guiding principles
toward sustainable financial planning.

As a result of employing this process, the 2022 Rate Study provides the basis for a
financial plan for the Municipality’s water system by including:

e A detailed assessment of current and future capital needs including an analysis
of potential funding sources;

e An analysis of operating costs in order to determine how they will be impacted by
evolving infrastructure needs and system growth;
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e An analysis of required water rates that ensure revenues are equitable and
sufficient to meet system needs; and

e A public process that involves consultation with the main stakeholders including
the Municipal staff, Council, the general public (specifically the users of the
system) and others with the aim of gaining input and collaboration on the
sustainability of the water financial plan.

The details of the financial plan arising from the 2022 Rate Study are contained in
Appendix A.
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3. Approach

3.1 Overview

The 2022 Rate Study has been used as a starting point to prepare the water financial
plan. The Water forecast is prepared on a modified cash basis; therefore, a conversion
is required in order to present a full accrual financial plan for the purposes of this report.
The conversion process used will help to establish the structure of the financial plan
along with the opening balances that will underpin the forecast. This chapter outlines
the conversion process utilized and summarizes the adjustments made to prepare the
financial plan.

3.2 Conversion Process

The conversion from the existing modified cash basis financial plan to the full accrual
reporting format required under O.Reg. 453/07 can be summarized in the following
steps:

1. Calculate Tangible Capital Asset Balances

2. Convert Statement of Operations

3. Convert Statement of Financial Position

4. Convert Statement of Cash Flow and Net Assets/Debt
5. Verification and Note Preparation

3.2.1 Calculate Tangible Capital Asset Balances

In calculating tangible capital asset balances, existing and future purchased, developed,
and/or contributed assets will need to be considered. For existing water assets, an
inventory has already been compiled and summarized within the 2022 Rate Study as
well as part of the Municipality’s annual P.S.A.B. 3150 compliance processes. Given
the prospective nature of the 2022 Rate Study, replacement cost is provided for each
asset. However, historical cost (which is the original cost to purchase, develop, or
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construct each asset) is required for financial reporting purposes. Once historical cost
is established, the following calculations are made to determine net book value:

e Accumulated amortization up to the year prior to the first forecast year.

e Amortization expense on existing assets for each year of the forecast period.
e Acquisition of new assets for each year of the forecast period.

e Disposals and related gains or losses for each year of forecast period.

Future water capital needs have also been determined and summarized within the 2022
Rate Study. However, these estimates only represent future assets that the
Municipality anticipates purchasing or constructing without consideration for assets that
are contributed by developers and other parties (at no or partial cost to the Municipality).
These contributed assets could form a significant part of the infrastructure going forward
in terms of the sustainability of the system as a whole and despite their non-monetary
nature; the financial plan may need to be adjusted in order to properly account for these
transactions. Once the sequence and total asset acquisition has been determined for
the forecast period, annual amortization of these assets for each year is calculated in a
similar manner as that used for existing assets.

Once the historical cost, accumulated amortization, and amortization expenses are
calculated as described above, the total net book value of the tangible capital assets
can be determined and recorded on the Statement of Financial Position.

3.2.2 Convert Statement of Operations

A wide range of adjustments will be considered, dependent on the size and complexity
of the system, in order to convert from the cash to full accrual basis. For example, debt
repayment costs relating to the principal payment portion only needs to be removed
under the accrual basis, as they no longer qualify as an expense for reporting purposes.
Principal payments are reported as a decrease in debt liability on the Statement of
Financial Position. Transfers to and from reserves are removed as these transactions
are represented by changes in cash and accumulated surplus. Finally, expenses
relating to tangible capital assets, such as amortization, write-offs, and (gain)/loss on
disposal of assets are reported on the Statement of Operations in order to capture the
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allocation of the cost of these assets to operating activities over their useful lives and
therefore are added in under the accrual basis.
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3.2.3 Convert Statement of Financial Position

Once the Statement of Operations has been converted and the net book value of
tangible capital assets has been recorded, balances for the remaining items on the
Statement of Financial Position are determined and recorded (see Figure 3-2). As
noted earlier, the applicable balances from the Statement of Capital and the Statement
of Reserve and Reserve Funds will need to be transferred to this statement. The
opening/actual balances for the remaining accounts such as accounts receivable,
inventory, accounts payable, outstanding debt (principal only), are recorded and
classified according to the structure of the Statement of Financial Position as outlined in
PS1200.

It is acknowledged that some of the balances required on the Statement of Financial
Position will be consolidated across the Municipality and as such, it may be difficult to
isolate the information that is relevant to water. An example of this is accounts
receivable, which may be administered centrally by the Finance Department. Ontario
Regulation 453/07 allows for the exclusion of these numbers if they are not known at
the time of preparing the financial plan. Please refer to the Financial Plan Notes in
Chapter 4 for more details.

3.2.4 Convert Statement of Cash Flow and Net Financial Assets/Debt

The Statement of Cash Flow summarizes how the Municipality financed its activities or
in other words, how the costs of providing services were recovered. The statement is
derived using comparative Statement of Financial Position, the current Statement of
Operations and other available transaction data.

The Statement of Change in Net Financial Assets/Debt is a new statement which
reconciles the difference between the surplus or deficit from current operations and the
change in net financial assets/debt for the year. This is significant, as net debt provides
an indication of future revenue requirements. In order to complete the Statement of Net
Financial Assets/Debt, additional information regarding any gains/losses on disposals of
assets, asset write-downs, acquisition/use of supplies inventory, and the acquisition use
of prepaid expenses is necessary, (if applicable). Although the Statement of Change in
Net Financial Assets/Debt is not required under O.Reg. 453/07, it has been included in
this report as a further indicator of financial viability.
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3.2.5 Verification and Note Preparation

The final step in the conversion process is to ensure that all of the statements created
by the previous steps are in balance. The Statement of Financial Position summarizes
the resources and obligations of the Municipality at a set point in time. The Statement
of Operations summarizes how these resources and obligations changed over the
reporting period. To this end, the accumulated surplus/deficit reported on the Statement
of Financial Position should equal the accumulated surplus/deficit reported on the
Statement of Operations.

The Statement of Change in Net Financial Assets/Debt and the Statement of Financial
Position are also linked in terms of reporting on net financial assets/debt. On the
Statement of Financial Position, net financial assets/debt is equal to the difference
between financial assets and liabilities and should equal net financial assets/debt as
calculated on the Statement of Net Financial Assets/Debt.

While not part of the financial plan, the accompanying notes are important to summarize
the assumptions and estimates made in preparing the financial plan. Some of the
significant assumptions that need to be addressed within the financial plan are as
follows:

a) Opening cash balances — Opening cash balances are necessary to complete the
Statement of Cash Flows and balance the Statement of Financial Position.
Preferably, opening cash balances should be derived from actual information
contained within the Municipality’s ledgers. However, it may not be possible to
extract this information from the ledgers for water alone; therefore, a reasonable
proxy will be needed. One approach is to assume that opening cash balances
equal ending reserve and reserve fund balances from the previous year adjusted
for accrual-based transactions reflected by accounts receivable/payable
balances. The following equation outlines this approach:

Ending Reserve/Reserve Fund Balance
Plus: Ending Accounts Payable Balance

Less: Ending Accounts Receivable Balance

Equals: Approximate Ending Cash Balance
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b) Amortization Expense — The method and timing of amortization should be based
on the Municipality’s amortization policy. Otherwise, an assumption will need to
be made and applied consistently throughout the financial plan.

c) Accumulated Amortization — Will be based on the culmination of accumulated
amortization expenses throughout the life of each asset however derived, along
with information on construction/acquisition date and useful life obtained from the
2022 Rate Study.

d) Contributed Assets — As noted earlier, contributed assets could represent a
significant part of the Municipality’s infrastructure acquisitions. As such, a
reasonable estimate of value and timing of acquisition/donation may be required
in order to adequately capture these assets. In the case where contributed
assets are deemed to be insignificant or unknown, an assumption of “no
contributed assets within the forecast period” will be made.

e) Accumulated Surplus — The magnitude of the surplus in this area may precipitate
the need for additional explanation especially in the first year of reporting. This
Accumulated Surplus captures the historical infrastructure investment which has
not been reported in the past but has accumulated to significant levels. It also
includes all water reserve and reserve fund balances.

f) Other Revenues — Will represent the recognition of revenues previously deferred
(i.e. development charge revenues) and/or accrued revenues (developer
contributions), and/or other minor miscellaneous revenues.
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4. Financial Plan

4.1 Introduction

The following tables provide the complete financial plan for the Municipality’s water
system. A brief description and analysis of each table is provided below. It is important
to note that the financial plan that follows is a forward look at the financial position of the
Municipality’s water system. It is not an audited document' and contains various
estimates as detailed in the “Notes to the Financial Plan” section below.

4.2 Water Financial Plan

4.2.1 Statement of Financial Position (Table 4-1)

The Statement of Financial Position provides information that describes the assets,
liabilities, and accumulated surplus of the Municipality’s water system. The first
important indicator is net financial assets/(debt), which is defined as the difference
between financial assets and liabilities. This indicator provides an indication of the
system’s “future revenue requirement.” A net financial asset position is where financial
assets are greater than liabilities and implies that the system has the resources to
finance future operations. Conversely, a net debt position implies that the future
revenues generated by the system will be needed to finance past transactions, as well
as future operations. Table 4-1 indicates that for 2022, the Municipality’s water system
will be in a net financial debt position of approximately $2.05 million. The Municipality’s
net financial debt position is projected to improve to $0.75 million by the end of the
forecast.

Another important indicator on the Statement of Financial Position is the tangible capital
asset balance. As noted earlier, providing this information is a requirement for
municipalities as part of PS3150 compliance and is significant from a financial planning
perspective for the following reasons:

' 0.Reg. 453/07 does not require an audited financial plan.
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e Tangible capital assets such as water mains and treatment plants are imperative
to water service delivery.

e These assets represent significant economic resources in terms of their historical
and replacement costs. Therefore, ongoing capital asset management is
essential to managing significant replacements and repairs.

e The annual maintenance required by these assets has an enduring impact on
water operational budgets.

In general terms, an increase in the tangible capital asset balance indicates that assets
may have been acquired either through purchase by the municipality or
donation/contribution by a third party. A decrease in the tangible capital asset balance
can indicate a disposal, write down, or use of assets. A use of assets is usually
represented by an increase in accumulated amortization due to annual amortization
expenses arising as a result of allocating the cost of the asset to operations over the
asset’s useful life. Table 4-1 shows tangible capital assets are expected to decrease by
approximately $2.92 million over the 10-year forecast period. This indicates that the
Municipality’s anticipated use of existing assets is higher than the investment into
tangible capital assets over the forecast period.

4.2.2 Statement of Operations (Table 4-2)

The Statement of Operations summarizes the revenues and expenses generated by the
water system for a given period. The annual surplus/deficit measures whether the
revenues generated were sufficient to cover the expenses incurred and in turn, whether
net financial assets have been maintained or depleted. Table 4-2 illustrates the ratio of
expenses to revenues will peak at 147% and decrease to 93% over the forecast period.
As a result, the annual deficit position will peak at $563,146 and grows to an annual
surplus of $102,308 by the end of the forecast period. It is important to note that an
annual surplus is beneficial to ensure funding is available to non-expense costs such as
tangible capital asset acquisitions, reserve/reserve fund transfers and debt principal
payments.

Another important indicator on this statement is accumulated surplus/deficit. An
accumulated surplus indicates that the available net resources are sufficient to provide
future water services. An accumulated deficit indicates that resources are insufficient to
provide future services and that borrowing or rate increases are required to finance
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annual deficits. From Table 4-2, the financial plan proposes to add approximately $0.79
million to a 2022 accumulated surplus of $7.16 million over the forecast period. This
accumulated surplus, as indicated in Table 4-2, is predominantly made up of historical
investments in tangible capital assets.

4.2.3 Statement of Change in Net Financial Assets/Debt (Table 4-3)

The Statement of Change in Net Financial Assets/Debt indicates whether revenue
generated was sufficient to cover operating and non-financial asset costs (i.e., inventory
supplies, prepaid expenses, tangible capital assets, etc.) and in so doing, explains the
difference between the annual surplus/deficit and the change in net financial
assets/debt for the period.

Table 4-3 indicates that in most years, forecasted annual surplus exceeds the
forecasted tangible capital asset acquisitions (net of amortization for the year), resulting
in decreases in the net debt asset balance. Therefore, an overall decrease to net debt
balance is anticipated over the forecast period to 2031. This is a result of minimal
capital asset acquisitions forecasted between 2022 and 2031. The ratio of cumulative
annual surplus before amortization to cumulative tangible capital asset acquisitions is
0.83 in 2022 and increasing to 1.17 over the remainder of the forecast period (note: a
desirable ratio is 1:1 or better).

4.2.4 Statement of Cash Flow (Table 4-4)

The Statement of Cash Flow summarizes how water systems are expected to generate
and use cash resources during the forecast period. The transactions that provide/use
cash are classified as operating, capital, investing, and financing activities as shown in
Table 4-4. This statement focuses on the cash aspect of these transactions and thus is
the link between cash- and accrual-based reporting. Table 4-4 indicates that cash from
operations will be used to fund capital transactions (i.e., tangible capital asset
acquisitions) and build internal reserves and reserve funds over the forecast period.
The financial plan projects the cash position of the Municipality’s water system to
improve from a balance of approximately $698,700 at the beginning of 2022, to
approximately $1.36 million by the end of 2031. For further discussion on projected
cash balances please refer to the Notes to the Financial Plan.

Watson & Associates Economists Ltd. PAGE 4-3
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Water

Notes to Financial Plan

The financial plan format as outlined in Chapter 4 closely approximates the full accrual
format used by municipalities (2009 onward) on their audited financial statements.
However, the financial plan is not an audited document and contains various estimates.
In this regard, Section 3 (2) of O.Reg. 453/07 states the following:

“Each of the following sub-subparagraphs applies only if the information
referred to in the sub-subparagraph is known to the owner at the time the
financial plans are prepared:

1. Sub-subparagraphs 4 i A, B and C of subsection (1)
2. Sub-subparagraphs 4 iii A, C, E and F of subsection (1).”

The information referred to in sub-subparagraphs 4 i A, B and C of subsection (1)
includes:

A. Total financial assets (i.e. cash and receivables);
B. Total liabilities (i.e. payables, debt and deferred revenue);
C. Net debt (i.e. the difference between A and B above).

The information referred to in sub-subparagraphs 4 iii A, C, E and F of subsection (1)
includes:

A. Operating transactions that are cash received from revenues, cash paid for
operating expenses and finance charges

B. Investing transactions that are acquisitions and disposal of investments

C. Change in cash and cash equivalents during the year

D. Cash and cash equivalents at the beginning and end of the year

In order to show a balanced financial plan in a full accrual format for the Municipality of
Wawa, some of the items listed above have been estimated given that the Municipality
does not maintain all financial asset and liability data separately for water. Usually, this
type of data is combined with the financial assets and liabilities of other departments
and services given that there is not a current obligation to disclose this data separately
(as there is with revenue and expenses).

Watson & Associates Economists Ltd. PAGE 4-9
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The assumptions used have been documented below:
1. Cash, Receivables and Payables

It is assumed that the opening cash balances required to complete the financial
plan are equal to:

Ending Reserve/Reserve Fund Balance
Plus: Ending Accounts Payable Balance

Less: Ending Accounts Receivable Balance

Equals: Approximate Ending Cash Balance

Receivable and payable balances were estimated for each year of the forecast
based on the following factors:

a) Receivables: Based on historical levels of Municipal-wide receivables as
a percentage of annual Municipal-wide revenue earned; and

b) Payables: Based on historical levels of Municipal-wide payables as a
percentage of annual Municipal-wide expenditures.

2. Debt

Outstanding water related debt at the end of 2021 was approximately $2.2
million. It is anticipated that additional debentures will be required over the
forecast period. Principal repayments over the forecast period are scheduled as
follows:

Watson & Associates Economists Ltd. PAGE 4-10
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Year Principal
Payments

2022 33,967
2023 54,381
2024 57,529
2025 60,858
2026 64,381
2027 68,108
2028 72,050
2029 76,221
2030 80,633
2031 85,302

For financial reporting purposes, debt principal payments represent a decrease in
debt liability and the interest payments represent a current year operating
expense.

3. Deferred Revenue

Deferred revenue is typically made up of water development charge reserve fund
balances which are considered to be a liability for financial reporting purposes
until the funds are used to emplace the works for which they have been
collected. As the Municipality does not currently impose development charges,
these amounts are 0.

4. Tangible Capital Assets

e Opening net book value of tangible capital assets includes water related
assets in the following categories:
i. Facilities;
ii. Water Mains;
ii. Water Meters;
iv. Hydrants;
v. Service Leads; and
vi. Valves.

e Amortization is calculated based on the straight-line approach with no
amortization in the year of acquisition or construction.

Watson & Associates Economists Ltd. PAGE 4-11
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e Given the planned asset replacement forecast in the 2022 Rate Study,
useful life on acquisitions is assumed to be equal to the weighted average
useful life for all assets on hand in each respective asset category.

e Write-offs are assumed to equal $0 for each year in the forecast period.

e Tangible capital assets are shown on a net basis. It is assumed that
disposals occur when the asset is being replaced, unless the asset is
documented as a new asset. The value of each asset disposal is
calculated by estimating the original purchase/construction date and
deflating current replacement cost values to those estimated dates in
order to calculate original historical cost.

e Gains/losses on disposal are assumed to be $0 (it is assumed that
historical cost is equal to accumulated amortization for all disposals).

e Residual value is assumed to be $0 for all assets contained within the
forecast period.

e Contributed Assets, as described in Section 3.2.1, are deemed to be
insignificant/ unknown during the forecast period and are therefore
assumed to be $0.

e The Municipality is unaware of any specific lead service piping in the
municipal water system.

The balance of tangible capital assets is summarized as follows:

Watson & Associates Economists Ltd. PAGE 4-12
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5. Accumulated Surplus

Opening accumulated surplus for the forecast period is reconciled as follows:

2022 Opening

Accumulated
Surplus

Reserve Balances
Resenes: Capital/Other 814,980
Total Reserves Balance 814,980
Less: Debt Obligations and Deferred Revenue (2,210,137)
Add: Tangible Capital Assets 8,558,045
Total Opening Balance 7,162,888

The accumulated surplus reconciliation for all years within the forecast period is
contained in Table 4-2.

6. Other Revenue

Other revenue includes interest and other non-operating general revenues (fire
hose charge, reconnection fees, penalties, solar energy revenue, and other
miscellaneous revenues) and proceeds from capital grants.

7. Operating Expenses

Capital expenditures for items not meeting the definition of tangible capital assets
have been reclassified as operating expenses and have been expensed in the
year in which they occur.

Watson & Associates Economists Ltd. PAGE 4-14

H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa Water Financial Plan.docx



Chapter 5

Process for Financial Plan
Approval and Submission to
the Province

4

Watson & Associates Economists Ltd.
H:\Wawa\2022 W-WW Rate Study and Water Financial Plan\Report\Wawa



4

5. Process for Financial Plan Approval and
Submission to the Province

As mentioned in section 1.2, preparation of and approval of a financial plan for water
assets that meets the requirements of the Act is mandatory for municipal water
providers. Proof of the plan preparation and approval is a key submission requirement
for municipal drinking water licensing and, upon completion, must be submitted to the
MECP. The process established for plan approval, public circulation and filing is set out
in O. Reg. 453/07 and can be summarized as follows:

1. The financial plan must be approved by resolution of Council of the municipality
who owns the drinking water system or the governing body of the owner.
(O. Reg. 453/07, section 3 (1) 1).

2. The owner of the drinking water system must provide notice advertising the
availability of the financial plan. The plans will be made available to the public
upon request and without charge. The plans must also be made available to the
public on the municipality’s website. (O. Reg. 453/07, section 3 (1) 5).

3. The owner of the drinking water system must provide a copy of the financial plan
to the Director of Policy Branch, Ministry of Municipal Affairs and Housing. (O.
Reg. 453/07, section 3 (1) 6).

4. The owner of the drinking water system must provide proof satisfactory to the
Director that the financial plans for the system satisfy the requirements under the
Safe Drinking Water Act. (S.D.W.A. section 32 (5) 2. ii.).

Watson & Associates Economists Ltd. PAGE 5-1
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6. Recommendations

This report presents the water financial plan for the Municipality of Wawa in accordance
with the mandatory reporting formats for water systems as detailed in O.Reg. 453/07. It
is important to note that while mandatory, the financial plan is provided for Council’s
interest and approval however, for decision making purposes, it may be more
informative to rely on the information contained within the 2022 Rate Study.
Nevertheless, Council is required to pass certain resolutions with regard to this plan and
regulations and it is recommended that:

1. The Municipality of Wawa’s Water Financial Plan prepared by Watson &
Associates Economists Ltd. dated January 20, 2023 be approved.

2. Notice of availability of the Financial Plan be advertised.

3. The Financial Plan, the Council Resolution approving the Financial Plan, and the
Water Rate Study underpinning the Financial Plan be submitted to the Ministry of
Municipal Affairs and Housing. (O.Reg. 453/07, Section 3 (1) 6)

4. The Council Resolution approving the Financial Plan be submitted to the Ministry
of the Environment, Conservation, and Parks satisfying the requirements under
the Safe Drinking Water Act. (S.D.W.A. Section 32 (5) 2 ii))’

' Note: The Ministry of the Environment, Conservation, and Parks does not require the
Council Resolution for the initial financial plan submission. We encourage the
Municipality to contact the Ministry of the Environment, Conservation, and Parks to
verify all requirements have been met.

Watson & Associates Economists Ltd. PAGE 6-1
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Appendix A

Water Budget and Forecast
Summary Tables
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