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HALDIMAND COUNTY

Chief Financial Officer Report
2019 Draft Rate Supported Capital Forecast and Operating Budget

Committee of the Whole on January 24, 2019

Message from the Chief Financial Officer

Mayor and Members of the Council,

This document presents the 2019 Draft Rate Supported Capital Forecast and Operating Budget,
outlining the services to provide potable water and wastewater services to Haldimand County’s citizens
and businesses. As such, it is one of the most important strategic documents that Council reviews
annually in ensuring reliable, safe, clean and affordable potable water is available to people in every
community. The review and approval of the 2019 Draft Rate Supported Budget will provide for the
applicable water and wastewater rates required to fully recover the cost of the relevant systems, as
none of these costs are funded by property taxes.

The provision of potable water services in the Province of Ontario is highly regulated. While these
regulatory requirements have helped to ensure potable water is safe and clean, they have significantly
impacted the water and wastewater operations over time and have adversely impacted the associated
rates. Despite these impacts and the large number of independent water and wastewater systems
across the County, Haldimand County’s water and wastewater rates have remained competitive
through long range financial planning and good fiscal stewardship over the annual operations.

The 2019 Draft Rate Supported Capital Forecast and Operating Budget has been developed on the
following fundamental principles:

e Capital and operating costs associated with the provision of water and wastewater services have
been allocated directly to the users of these systems (although the majority of customers use
both systems, some users only have one system or the other);

e Full cost recovery of all operating and capital costs are recovered directly from the users of the
applicable systems;

e Annual indexing of all miscellaneous revenues based on the annual increase to the underlying
costs;

e Netcosts (i.e. revenues required from rates revenue) will be recovered 50% from fixed revenues
(i.e. basic charges) and 50% from variable revenues (i.e. consumption revenues);

As such, there are three main factors that impact the rates annually: (i) increase/decreases in gross
costs; (ii) increases/decreases in miscellaneous revenues (i.e. bulk services, industrial recoveries, etc.);
and (iii) changes in annual consumptions/number of customers.

The 2019 Draft Rate Supported Operating Budget, as outlined in this document, represents an overall
net increase in total rate revenue requirements of $232,560 or 1.94% compared to the 2018 budgeted
total rates revenue of $12.0 million (the water system requires a decrease of $75,700 or 1.32% in rates
revenue; while the wastewater system reflects an increase of $308,260 or 4.90% in rates revenue).
The relative impact on each system varies: a 1% impact in the water system is equal to approximately
$57,000 in user rates revenue; while a 1% impact on the wastewater system is equal to $63,000
($120,000 combined).

Based on the total net rate revenue requirements, the typical residential user will see a monthly
decrease of approximately $1.00 or 1.2% (based on a residential service of 1” or less and average
consumption of 15 m3 per month — as outlined in Appendix Q). This is primarily due to the increased
consumption and basic charges realized as a result of increased development (particularly in
Caledonia) which is anticipated to offset budgetary pressures.
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Key Financial Messages - 2019 Draft Rate Supported Capital Forecast and Operating Budget

e Full cost recovery of all capital and operating costs from users of the systems achieved (no
revenues from property taxation);

e Targeted rate stabilization reserves maintained at a level of 25% of rates revenue to offset any
unforeseen revenue shortfalls due to fluctuating consumption or cost increases

e All capital financing principles met:

o Planned rehabilitation/replacement of underlying infrastructure;

o Continued focus on comprehensive performance reviews, condition assessments and
inflow/infiltration studies to maximize performance and capacity of existing infrastructure;

o Providing capacity for anticipated growth;

o Within projected/established debt limits and sufficient capital replacement reserves to
meet forecasted replacements;

e Despite an overall increase in net costs, driven primarily by:

o Combined overall increase in capital related costs of 1.0%;

o Review of distribution of administrative wages/benefits (primarily related to staff managing
coordinated capital projects including roads, water and wastewater) — transferred costs
of $221,000 to water and wastewater operations resulting in 1.8% increase in rates;

o Offset partially by reduced hydro costs of approximately $122,000 - due mainly to savings
for Global adjustment billings based on Class “A” rate (as applied for by staff in early
2017)

e Overall consumption increases and new users resulted in an overall reduction to the average
residential user of 1.2% or a savings of approximately $1.00 per month

Average Monthly Residential Customer Impact (15 m3)

2018 2019 $ %
Total Water $36.55 $34.65 ($1.90)
Total Wastewater $46.20 $47.12 $0.92
Total $82.75 | $81.77 = ($0.98) | (1.2%)

It should be noted that other customer’s will have slightly varying impacts depending on individual
circumstances, such as: service size, monthly consumption and type of service (i.e. water only or
wastewater only). All bulk services (i.e. water depot, septic holding treatment, etc.) have been
increased by 2.0% based on increases to the overall underlying costs.

The 2019 Draft Rate Supported Capital Forecast and Operating Budget is fiscally sustainable and
based on sound financial principles. There are significant investments in rehabilitation/replacement of
infrastructure and provisions for growth while maintaining the integrity of the water and wastewater
systems. In addition, based on current projections and assumptions, water and wastewater rates
should be very stable over the next three years. However, it should be cautioned, that Provincial
legislation can significantly impact municipal operations and senior staff will continue to monitor the
political environment and lobby against changes that may impact the affordability of water rates in the
Province of Ontario.

Respectfully Submitted,

Mark Merritt, CPA, CA
Chief Financial Officer and General Manager of Financial & Data Services
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HALDIMAND COUNTY
2019 Draft Rate Supported Capital Forecast and Operating Budget

For Consideration by Committee of the Whole on January 24, 2019

Introduction/Background:

Prudent management, as well as section 290 (1) of the Municipal Act, requires local municipalities to prepare
and adopt annual estimates required for the purposes of the municipality, including amounts sufficient to pay all
debts of the municipality falling due within the year, amounts required to be raised for sinking funds, and amounts
required for any board, commission or other body. A budget is a guide to ensure Corporate Strategic priorities
and departmental business plans are achieved. Annual budget estimates ultimately determine the County’s
revenue requirements and the impact on taxation/user rates to County residents.

The County currently develops three (3) annual budgets as follows:

¢ Rate Supported — includes Water and Wastewater Operating Budget and Capital Budget (including
upcoming year and 9 year forecast)

o Tax Supported Capital Budget (including upcoming year and 9 year forecast)

e Tax Supported Operating Budget.

Council has approved the following 2019 Budget Timetable:

Draft Budget Review Date(s) AddltlonlaDI;&oSndltlonal
Rate Supported Capital and
Operating Budget January 24, 2019 n/a
Tax Supported Capital Budget February 28, 2019 ?ﬂ‘arg:c:]uilréig)lg
Tax Supported Operating Budget April 2, 2019 ’(Ai‘fprrg;uﬁzg)‘l’ 2019

The review and approval of the 2019 Rate Supported Budget will provide for the applicable water and wastewater
rates required to fully recover the cost of the relevant systems, as none of these costs are funded by property
taxes. The subsequent review of the 2019 Draft Tax Supported Operating Budget will provide the basis for the
2019 levy impacts for tax supported operations.

Legislative Framework and Budget Process:

Legislative Framework:

Haldimand County is responsible for the purification and distribution of potable water to its users and the
collection and treatment of the resulting wastewater. This system is fully funded by the users, with no financial
support from property taxes. Capital infrastructure is funded from user rates with offsetting funding from
Development Charges and financial assistance from other levels of Government when available.

The Province has enacted specific legislation to ensure safe, clean and affordable potable water is available to
people in every community. These regulatory requirements have significantly impacted the water and
wastewater operations over time and have adversely impacted the associated rates. Increased staffing and
treatment costs have been realized to accommodate the substantial workload to respond to these regulatory
requirements and rigorous reporting/enforcement by the Ministry of the Environment. The legislative
environment in which municipalities operate is continually evolving, inevitably placing additional constraints and
pressures on resources and finances. The ideology of sustainable services and the allocation of limited
resources are paramount in the budgeting decisions of all municipalities across the Province.

Although the Municipal Act provides the legislative authority for multi-year budgets, sustainable long range
financing principles go beyond “multi-year budgeting” and involve the integration of long range strategic planning
with service delivery plans and the appropriate annual budgets to facilitate the financial resources required.

It is generally accepted that municipalities do not currently have the financial resources to fully fund the essential
replacements associated with their current infrastructure needs. A recent study estimates that nearly 60% of all
public infrastructure is provided by local municipal governments. This is a significant change from the early 50’s
when local municipal governments represented just over 20% of all public infrastructure. As such, it would take
a collaborative effort by all levels of government to be committed to sustained increases in municipal
infrastructure investments to ensure municipalities are providing safe, reliable and environmentally responsible
services. The current underfunding of government infrastructure investments has been commonly referred to
as the “infrastructure deficit” being “the total value of physical infrastructure investments that should have
occurred to maintain optimal performance but did not. This would include any delayed rehabilitation and
replacement of assets that are worn out”. It is anticipated, through current and future asset management plans,
long range funding plans will be developed to fund infrastructure replacements at the optimal time within the
available resources, thereby reducing the current “infrastructure deficit”.
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With respect to meeting full cost recovery pricing for water and wastewater systems, past studies/surveys
indicate the impacts of these legislative requirements are more dramatic on the smaller rural systems that also
service large geographic areas (i.e. servicing less than 10,000 customers). Across the Province, there are
several systems that fall into this category (i.e. there are more than 600 municipal systems across the Province
that have fewer than 10,000 customers). Haldimand County’s water and wastewater systems currently have
approximately 9,800 customers and are further hampered by a diverse topography and numerous independent
water supply and wastewater treatment networks. These factors can negatively impact the County’s long range
financial sustainability plan.

Economic Environment

The current economic environment in Canada and Provincially will undoubtedly have impacts on the local
economy. Based on the National Bank’s January 2019 Economic Forecast, Canada’s annualized rate of change
in key financial areas is projected as follows:

Annualized Rate of Change 2016 2017 2018 2019
Actual Actual Actual Forecast
Gross Domestic Product 1.1% 3.0% 2.1% 1.8%
Residential Construction 3.5% 2.4% (0.7%) (1.1%)
Unemployment Rate 7.0% 6.3% 5.8% 5.7%
Inflation 1.4% 1.6% 2.2% 1.7%
Eank_ of Canada Prime Currently at 3.95% (major banks = 3.95%)
ending rate

Recent economists’ reports indicate temporary slowing in the fourth quarter of 2018 and the first quarter of 2019,
revising the growth forecast for 2019 to 1.7%. Inflation forecasts have also been lowered. These potential
impacts have influenced the guidelines and recommendations contained within the 2019 Draft Rate Supported
Operating Budget. The affordability of the County’s investments in water and wastewater infrastructure has been
weighed against the need to provide safe, sustainable and reliable services to our customers.

Rate Supported Budget Process

An integral part of the budget process is to adopt guidelines to ensure a consistent approach in developing the
draft budget. The budget process is a culmination of collaborating efforts between supervisors, managers and
senior staff. The budget guidelines establish the framework to develop the proposed budgetary needs to meet
existing service levels, as well as identify proposed changes to these service levels. During 2013, the County
completed a comprehensive Water and Wastewater Rate study to review cost allocation methodologies and
recovery principles for all water and wastewater customers. This review included a series of public consultations
as well as review by Council of the principles and the associated impacts on specific users of the
water/wastewater systems.

The principles, as approved during the 2013 water/wastewater rate study, and as amended, continue to be
utilized for preparation of the 2019 Draft Rate Supported (Water and Wastewater) Capital and Operating Budget,
including:

° Full cost recovery of all operating and capital costs;

o Net costs (i.e. revenues required from rates revenue) will be recovered 50% from fixed revenues
(i.e. basic charges) and 50% from variable revenues (i.e. consumption revenues);

° Leachate costs to be allocated based on relative loading at the treatment plant and recovered
50% from fixed revenues and 50% from variable revenues;

. Blended Holding and Septic tank treatment costs to be allocated based on loading and revenues

will include a fixed monthly charge and annual consumption charges to be indexed annually
(annual indexing began in 2016);

o Bulk water based on full cost recovery (based on bulk water depot direct cost allocation and water
treatment & supply cost (per m3)); administration fee and bulk water activation fee (annual
indexing began in 2018);

. Annual indexing of all miscellaneous revenues based on annual increase of underlying costs.

The Rate Supported Budget is scheduled to be reviewed by Council on January 24", 2019. It is recommended
that the required rate increases take effect February 1%, 2019, upon approval of the draft budget by Council.
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A. 2019 DRAFT RATE SUPPORTED CAPITAL BUDGET AND FORECAST TO 2028

Capital Budget Process/Principles

Similar to the Tax Supported Capital Budget, the County’s Rate Supported Capital Budget process has been
focused on strategic objectives and long term financial plans. This process provides direction to
management when identifying infrastructure needs and implementing a long range financial plan that is
sustainable. The County completed a comprehensive Asset Management Plan (AMP) in early 2014 for the
following asset categories: roads, bridges/culverts, storm sewer, water and wastewater. The plan included the
required annual reserve contributions based on the anticipated cost and timing of replacement of the assets in
these categories. This plan identified some funding shortfalls, in particular, water and wastewater had an annual
deficit of approximately $700,000 (primarily in water). Although this plan was approved in early 2014, it is
anticipated to change/evolve over time. The results of both the rate study and AMP will help refine the current
long range plan which continues to provide the fundamental basis for the ten year capital forecast.

The 2019 Draft Rate Supported Capital Budget focuses on the following key principles:

e Focus on Replacement/Rehabilitation: Focus on replacement/rehabilitation projects that support the
overall objectives of the system and long range infrastructure plan. Using the comprehensive inventory
of our current infrastructure needs, a long range financing strategy can be implemented to ensure the
system is financially sustainable and affordable.

o Studies/Reviews/Evaluations: Continue comprehensive performance evaluations and condition reviews
of the facilities. These evaluations and studies provide the basis for determining future infrastructure
needs as well as the timing of these requirements. By identifying physical or operational “bottlenecks”,
operational and capital plans can be put in place to address these issues. Also, continued inflow and
infiltration (I/1) studies/reviews are planned to identify sources of extraneous flow. These studies will
assist in identifying areas of concern to provide additional future capacity and delay costly infrastructure
upgrades/replacements (as well as address lost water management —a component of pending legislative
requirements under the Water Opportunities Act).

e Provide Service Capacity for Anticipated Growth: Provide the necessary new/upgraded infrastructure at
the critical timelines identified in the long range infrastructure plan based on existing capacity and future
needs. This provides a more realistic opportunity to develop a financial plan that is affordable to the rate
payers. The ten year forecast focuses on replacement of existing infrastructure but given the substantial
growth that is anticipated over the next 10 years, there are a significant number of growth related projects,
particularly for wastewater infrastructure, within the draft 10 year capital forecast which are to be funded
in part from the applicable development charges reserve fund (i.e. approximately 51% of the required
funding over the ten year forecast is budgeted from development charges, primarily influenced by the
need for additional wastewater service capacity in Caledonia).

Gross Capital Costs Overview

Based on the aforementioned guidelines and principles, the total gross capital expenditures (for the combined
water and wastewater systems) are approximately $125.5 million for the period 2019 to 2028. Relative to the
approved forecast in 2018, this represents an increase of approximately $6.8 million over the ten year forecast
(this increase is driven by better identification of costs and projects related to cast iron watermain replacements,
re-identification of the pump installation project at the Nanticoke Industrial Pumping Station (funded by industry)
and increased costs related to the Caledonia Wastewater Treatment Plant (funded by development charges).
Typically gross capital costs decrease significantly in the later part of the forecast. As a result, some non-specific
capital costs have been identified in these later years (primarily years 5 through 10). The specifics of these
projects will be identified as better replacement information is developed through updates to the County’s asset
management plan in future years.

Although the current annual capital requirements are realistic and manageable, given the current customer base,
there are replacements, not currently within the current 10 year forecast, that require a long range plan to address
the associated financial impacts. A long range financial plan to address the replacement of current water and
wastewater infrastructure was included as part of the 2013 rate study (the principles from which form the basis
for the 2019 Capital Budget and Forecast). As indicated below, there are fairly consistent average gross costs
relative to the prior year’s approved budget over the 10 year forecasted period. As identified through the rate
study, average gross capital costs were projected in excess of the costs included in the current forecast period
and projected additional costs into the future (i.e. 25 year plan). Average costs now exceed those identified in
the rate study, mainly due to the inclusion of the construction for a new/enhanced wastewater treatment plant in
Caledonia in the year 2027. It is anticipated that, as a result of substantial growth in the Caledonia area, a
new/enhanced wastewater treatment facility will be required (to be funded from Development Charges).
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Gross Expenditures

2018 Budget

Average Annual Gross
Expenditures

2019 Draft Budget

Average Annual
Gross Expenditures

10 Year Forecast from
2013 Rate Study
(average annual gross
expenditures)

Water System $3.5 Million $3.9 Million $4.7 Million
Wastewater System $8.4 Million $8.6 Million $4.3 Million
Total $11.9 Million $12.5 Million $9.0 Million

Estimated Haldimand County Water/Wastewater “Infrastructure Deficit”

It is generally accepted that municipalities do not currently have the financial resources to fully fund the essential
replacements associated with their current infrastructure needs. The County’s current capital asset inventory,
as reported for audited financial statement purposes, reflects the historical value of the assets, less the
accumulated amortization (i.e. value used/utilized over its useful life to date). The resulting “Net Book Value”
(NBV = historical cost less accumulated amortization) represents the remaining value of the asset over its
remaining useful life. The net book value of assets, as a % of historical cost, is a good financial indicator of the
state of good repair of the County’s infrastructure — the lower the percentage, the greater percentage of
infrastructure that is nearing its replacement/end of useful life. Based on the audited 2017 financial statements,
the County’s net book value of assets for water and wastewater only (excludes tax supported infrastructure) was
as follows:

2017 Net Book Value
(water and wastewater assets only)

Historical Cost
Net Book value
Percentage

Haldimand

$214,805,896
$137,805,601
64.2%

The County’s NBV as a % of historical cost has remained relatively constant from 2009 to 2017 albeit trending
down over this period (this information has only been reported in the County’s financial statements since 2009).
This is a good indicator that capital asset investments have kept pace with the utilization of existing assets in
relative terms. In comparison to other single tier municipalities in southern Ontario (the Province completes a
annual “Financial Indicator Review” of Ontario municipalities — Haldimand is grouped with 28 single tier
municipalities in southern Ontario, ranging in size, but excluding Toronto), their average NBV as a % of historical
cost (based on all asset categories) is approximately 59% over the same time period, based on the most recent
available information (Haldimand’s tax supported NBV is approximately 50%). Ultimately, as assets age and
near the end of their useful life, the County needs to develop a long term financial plan to meet these
requirements.

As noted previously, the County completed a comprehensive Asset Management Plan (AMP) in 2014 for the
following asset categories: roads, bridges/culverts, storm sewer, water and wastewater. The plan included the
required annual capital reserve contributions based on the anticipated cost and timing of replacement of the
underlying assets in these categories. This plan identified significant annual funding shortfalls, particularly in the
roads/bridges and water categories. By utilizing the information from the AMP, an “estimated infrastructure
deficit” can be calculated for the County’s water and wastewater infrastructure. Although based on incomplete
information (not every single asset is reported for financial reporting purposes) and several assumptions, it
provides an indication as to whether the County is currently providing sustainable capital funding to replace the
current infrastructure.

Haldimand County's Infrastructure Deficit

$5,500,000
$5,000,000
$4,500,000
$4,000,000
$3,500,000
$3,000,000
$2,500,000
$2,000,000

N~

2079 <02, 3031 3022 202, <“‘oeq 22 2035 <02, <03,

= Current Annual Amortization

= Annual Contributions - Capital Replacement Reserve

AMP Required Annual Contributions

Note: reduced 2020 annual contribution is due to new debt payments beginning related to Dunnville WWTP
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Although the above information is based on several assumptions (i.e. rate of inflation, interest earnings on
applicable reserves, estimated useful life, anticipated debenture issuances, etc.), it is a good indication that there
are future funding issues to be addressed in order to fully finance future asset replacements. As capital
contributions are the sum of debt payments and capital reserve contributions, increased debt payments limit the
ability to increase annual reserve contributions (as is the case in years 2019 through 2021). The “draft” asset
management plan for water and wastewater also indicates a funding shortfall averaging approximately $700,000
over the forecast period (particularly in water). These estimates provide a fundamental basis to assist in
developing future sustainable funding plans that can be evaluated and monitored.

Water Gross Capital Costs:

A summary of the planned gross capital costs for Water services is presented in the chart below. Although there
are limited overall changes, there are shifts in timing/scope changes for projects that will affect the long range
financing plan (primarily due to the changes in the early years of the forecast — 2019 to 2021). As it is more
difficult to predict long term needs, fewer specifically identified projects are scheduled in the final 6 years of the
forecast. More detailed inventory and continued studies will better identify the timing of these related projects.
Specifics of some of the identified water system capital projects, by major category, are as follows:

Average annual costs for replacement of watermains are approximately $819,000. Increased costs in the 2019
forecast reflects a better defined cast iron watermain program. Technical studies and reviews are a key
component in maintaining system efficiencies and determining optimal replacement of existing infrastructure. As
a result, a consistent and comprehensive multi-year plan has been established over the forecasted period
(averaging approximately $46,000 annually). Water plants/transmission system expenditures represent
replacement of existing infrastructure over the forecasted period. Average annual costs for
replacement/upgrades to plants/transmission are approximately $3.0 million — annual fluctuations would reflect
growth related projects funded from Development Charges or one-time significant replacements. The
replacement of the existing water standpipe in Caledonia began in 2018 with the project spanning a four year
period at an estimated total cost of $5.4 million ($5.2 million identified in 2020 and 2021), funded primarily by
development Charges ($3.2 million). A review of current projects related to the Dunnville Water Treatment plant
has resulted in a new project identified for repairs and upgrades, for a total of $4.3 million, beginning in 2019.
As well, pump installation at the Nanticoke industrial pumping station has been added ($2.4 million) funded by
the impacted industries. Administrative costs represent one-half (50%) of the administrative capital cost. As all
urban communities have had their meters replaced over the last 3 years, there are limited administrative projects
over the 10 year forecast period.

Gross Capital Expenditures - Water
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Wastewater Gross Capital Costs — As depicted in the chart below, there is a fairly consistent focus on
replacement and upgrades to existing wastewater infrastructure over the forecasted period. The details of some
of the wastewater capital projects, by major category, are as follows:

Average annual wastewater replacement and upgrade costs is approximately $297,000. Annual fluctuations
reflect the timing of planned replacements with spikes for major projects as can be noted in 2019 with the final
phase of the Dunnville Alder Street replacement. A comprehensive annual wastewater main replacement
program has been developed over the forecast period resulting in better specific replacement plans and the
elimination of non-specific replacement costs in the later years of the forecast period. Technical studies and
reviews are a key component in maintaining system efficiencies and determining optimal replacement of existing
infrastructure. As a result, a comprehensive, multi-year plan has been established over the forecasted period
(averaging approximately $160,000 annually). Wastewater plants/transmission system expenditures represent
replacement of existing infrastructure over the forecasted period. There are major plant repairs/upgrades
planned within the first 3 years of the forecast, averaging $6.2 million, including the Jarvis Additional Wastewater
Treatment Capacity project, totaling $6.4 million over the years 2018 to 2019 ($5.2 shown within this forecast);
and the Caledonia Wet Well Expansion totaling $1.4 million over 2018 to 2020. Planned for the last half of the
ten year forecast is also the new/upgraded Caledonia Wastewater Treatment at a total cost of $47 million over
the years 2019 to 2027 (funded fully from Development Charges). As discussed, it is anticipated based on
current growth in the Caledonia area, that a new/enhanced WWTP will be required to cope with the increased
wastewater flows in that area. The Administrative costs represent one-half (50%) of the administrative capital
cost. As all urban communities have had their meters replaced over the last 3 years, there are limited
administrative projects over the forecast period.

Gross Capital Expenditures - Wastewater
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Financing Methodology

Similar to the Tax Supported Capital Budget, there are limited financing sources available to the County to fund
the necessary infrastructure replacements. As the water and wastewater systems are 100% self-funded from
the users, there are limited customers to spread the burden of expensive project expenditures across
(approximately 9,800 users in total). As the individual systems are funded specifically from the users of the
relative systems (i.e. water users pay 100% of infrastructure costs related to the water system and wastewater
users pay 100% of infrastructure costs related to wastewater systems), the funding sources are different for the
two systems. The sources of financing for specific projects depend on the availability of funds and the nature of
the capital projects. Similar to the Tax Supported Capital Budget, a long range plan was developed
independently for water and wastewater infrastructure needs based on the 10 year forecasted costs. As a result,
the focus of the 2019 Draft Rate Supported Capital Budget and Forecast is financing, meaning there are no
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capital projects financed directly from rates. These principles are a major step towards sustainability and lifecycle
costing of infrastructure needs — it is the first step in moving from a “cash basis” to an “accrual basis” of funding.

Typically, water and wastewater capital projects are funded in specific ways, depending mainly on whether the
expenditure is for replacement or enhancement, as follows:

Replacements/Rehabilitation — These projects are typically financed from the applicable capital replacement
reserve (i.e. water and wastewater respectively). Where sufficient reserves are not available, these projects
must be debt financed. When available, external sources of financing will be utilized, including grants, recoveries
from joint partners or developer contributions. The County’s Capital Financing Principles allocate 50% of the
annual Federal Gas Tax funds, Appendix E, to water or wastewater replacements; plant upgrades and the meter
replacement program. In addition, master plan studies are funded from the development charges reserve funds
as identified in the development charges background study. Replacements at water plants for capital works
specific to supplying non-potable water to industry is recovered 100% from the industries supplied by this
infrastructure. As outlined in the chart below, the majority of financing over the forecasted period for
replacements is funded from the applicable reserve fund (i.e. water or wastewater) and from an allocation of
annual Federal Gas Tax grant funding. There is no new debt for replacement/upgrades related to major
water/wastewater treatment plant capital projects over the forecasted period.

Plant Upgrades/Enhancement Projects: Typically, these projects are financed from external revenue sources.
Enhancements to existing services/processes, not growth related, are internally financed. Development charges
are collected for specifically identified projects. External sources of funds may be available as new grants are
made available or third party groups partner with the County to initiate these activities. The County currently
does not have an established predictable source of new funding for these initiatives other than the development
charges collected on the specifically identified projects.

Funding Sources

Funding Sources — Water Projects: As depicted below, the majority of funding for water capital projects is from
the water capital replacement reserve fund (in aggregate, approximately 43% of total funding over the forecast
period). Federal Gas Tax grant funding represents the next largest portion totaling 29%. There have been no
announcements regarding grant funding on a go forward basis, therefore no funding is included within this
forecast. There is limited use of development charges (approximately 19% related to growth related share of
identified projects). The external funding is related to contributions for capital works undertaken on behalf of
industries supplied with raw water from Nanticoke or Port Maitland. These projects are primarily funded 100%
from the applicable industries utilizing this infrastructure. This includes a large pump installation ($2.4 million) in
2019. Total external funding represents 10%.
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Funding Sources — Wastewater: As depicted below, the majority of funding for straight replacement wastewater
capital projects is from the wastewater capital replacement reserve fund (in aggregate, approximately 28% of
total funding over the forecasted period). Grant funding (i.e. Federal Gas Tax) represents approximately 7% of
the annual funding. Use of Development Charges for wastewater financing is substantial and represents
approximately 65% of total projects financing. As mentioned, the main driver of the increase in development
charges financing for wastewater projects is as a result of the inclusion of a second wastewater treatment plant
in Caledonia in the amount of $47 million (which is fully financed by Development Charges over the ten year
forecast period).

Funding Sources - Wastewater
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Grant Funding

As indicated above, the only predictable grant funding is the County’s annual Federal Gas Tax Allocation (our
current allocation is approximately $2.77 million per year). As outlined in the capital financing principles, 50%
of the annual allocation is applied to water/wastewater capital needs. Of the approximately $17.3 million
allocated to water/wastewater capital projects over the forecast period, $11.3 million is allocated to water
replacements/plant upgrades and $6.1 million is allocated to wastewater replacements/plant upgrades. As there
is currently a funding deficit in water; more Gas Tax funds have been allocated to the water system.

If additional grant funding is available in future years, staff will need to reassess the allocation principles for the
Federal Gas Tax funds, between water and wastewater and tax supported capital needs, in conjunction with the
asset management plans and revised funding needs.

Impacts on Reserves and Reserve Funds

As noted above, reserves and reserve funds are a critical component of a municipality’s long-term financing plan
and represent the major financing source for projected future capital projects. Included in the appendices is a
summary of the water and wastewater capital replacement reserve funds. Income for these funds is derived
from the County’s rate supported operating budget and is used to fund the proposed capital projects included in
the 2019 Draft Rate Supported Capital Budget and Forecast to 2028. The following chart outlines the projected
balance of the water and wastewater capital replacement reserve funds (impacts on the development charges
reserve funds are described in more detail later in this report).
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Forecast - Capital Replacement Reserve Funds
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The capital financing principles approved by Council, included in Appendix A, require the respective reserve
funds to remain positive over the forecasted period. In addition, any particular year’s deficit cannot exceed 25%
of the annual contributions to the respective reserve. As outlined in the graph above, the projected balances in
the water and wastewater capital replacement reserve funds meet the financial principles outlined above. As
new debt requirements to fund water/wastewater related capital infrastructure start in 2020 (for debt to be issued
in 2019), the increased debt payments reduce the ability to transfer funds to the applicable capital replacement
reserve. Although this is not an issue for early years of the capital forecast, a more comprehensive asset
replacement program is required in future years to identify specific financing needs so that the impacts on the
capital replacement reserve can be re-evaluated at that time.

As identified during the 2014 Rate Supported Budget, the water capital replacement reserve was violating the
above noted financing principles. As a result, staff proposed a shift in contributions to capital replacement
reserves from wastewater to water, to be phased in over 10 years starting in 2014, this shift is identified in
Appendix B. Overall, annual capital related impacts on the user rates were held to approximately $119,000 or
1.0% of combined rates revenue per year. The impact in 2019 specific to water is $86,000 or 1.5% and for
wastewater is $34,000 or 0.5%.

Capital related impacts include the combination of annual capital replacement reserve fund contributions and
debt repayments. As outlined in Appendix B, It is recommended that increases to these capital replacement
reserve funds continue until 2024 to offset the anticipated future disbursements, particularly for water. The
annual shift in additional contributions to water from wastewater will be phased in over 10 years but limited to a
cumulative annual rate increase of 1.0%. Similar to the allocation of Federal Gas Tayx, if future predictable grants
are available for water/wastewater infrastructure projects, this reallocation will need to be re-evaluated.

Development Charges (DC)

During the comprehensive update to the Development Charges By-law in 2014, detailed capital projects and the
relative growth related proportions were identified. Incorporated in this analysis is the financing of these
requirements over the next 10 and 20 years (10 years for parking, leisure, library, general government,
cemeteries and ambulance services; 20 years for roads/bridges, fleet, fire services, water/water and storm
sewer). As a result, the projects included in the 2019 Rate Supported Capital Budget and Forecast include the
projects outlined in the 2014 Development Charges Background Study, as adjusted for revisions, if any, to the
originally estimated costs or new growth related projects not originally identified at the time of the 2014 study.

In aggregate, there is $7.3 million of growth related water capital projects to be financed from development
charges (Caledonia Elevated Tank — approximately $3,160,000; Dunnville WTP reservoir expansion —
approximately $1,841,000, and the majority of the balance, approximately $2.3 million, represents estimated
costs related to future replacements/plant upgrades yet to be identified). Wastewater capital projects includes
approximately $56.2 million funded from development charges (the majority of which represents the
new/upgraded Caledonia WWTP in the amount of approximately $46.7 million — which was not identified during
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the 2014 study; the next largest balance, of approximately $5.2 million, representing Additional Wastewater
Treatment Capacity in Jarvis; and the Caledonia wet well expansion, of approximately $1.4 million). The
remaining balance of the Wastewater DC projects are distributed throughout the 2019 ten year capital forecast.

During the setting of the development charges rates in 2014, the anticipated timing of receipts in relation to
infrastructure needs was evaluated. As a result, it was anticipated that certain development charges reserve
funds would be “negative” over the period covered by the current rates. These shortfalls would be offset by
growth related borrowing, Development Charge Debt (DC Debt), which would ultimately be collected from future
development charges as these costs are fully self financed. A summary of the water and wastewater
development charges reserve funds over the forecasted period is included in Appendix F (which includes the
impacts of any required DC debt). A new DC Study, which is nearing completion in early 2019 will reflect the
changes noted above (i.e. new growth related projects and changes in estimated future development). It is
anticipated that these changes will result in higher DC rates.

Impact on Long Term Debt

As outlined in the Capital Financing Principles, debt financing for rate supported projects is utilized in limited
circumstances when insufficient alternative funds are not available.

Existing Debt: The County has future repayments related to debt issued for to water and wastewater projects,
with total remaining principal payments of approximately $11.8 million. The annual debt repayments (interest
and principal) are committed over the forecast term and are included in the Net Capital Financing page in
Appendix B as part of the overall capital financing. Typically debt payments begin the year after the debt
proceeds are received (e.g. for debt issued in 2017; repayments began in 2018). Existing debt have maturity
dates ranging from 2020 to 2027 — see Appendix B.

Proposed New Debt: Over the ten year forecast, there is NO new proposed debt financed projects for water or
wastewater projects. New debt to be issued over the forecast term includes existing projects where construction
is to be completed and debt financed in 2019 or beyond. New debt financed projects in wastewater relate to
replacements/upgrades at the Dunnville wastewater treatment facility, expected to be issued in 2019, with the
first payment in 2020.

Development Charge Debt (DC Debt): As outlined above, it is anticipated that new growth related debt to be
recovered from future Development Charges will need to be issued over the forecast period to offset negative
cash flows due to timing of Development Charges receipts (i.e. commonly referred to as DC or growth related
debt). Over the ten year forecast, there is approximately $62 million of new debt issuances required to fund
specifically identified projects (approximately $15 million when excluding the new/upgraded Caledonia WWTP).
Of which, new debt financed projects in wastewater relate to replacements/upgrades at the Jarvis lagoon system
to be initiated in 2018, totaling $6 million, the Caledonia Wet Well Expansion at the Caledonia WWTP initiated
in 2018, totaling $1.37 million and the requirements for the New Caledonia WWTP to be initiated in 2022, totaling
approximately $47 million. New debt financed projects in water relate to Caledonia Elevated Tanks ($3.1 million
in 2020) and Dunnville WTP reservoir expansion ($1.75 million in 2026). Other new debt to be issued over the
forecast term also includes existing projects where construction is to be completed and debt financed in 2019 or
beyond.

Annual debt repayments for DC debt will be offset by future development charges. All existing and proposed
DC debt related payments are included in the Net Capital Financing page in Appendix B as part of the overall
capital financing.

The Ministry of Municipal Affairs and Housing regulates the level of debt that may be incurred by municipalities
- no more than 25% of the total own purpose revenue can be used to service debt and other long-term obligations.
It should be noted that, despite the limits imposed by the Province, a prudent municipality in a low growth area
would not consider a debt burden to this level. A typical guideline established by municipalities is a 10%
maximum.

The following analysis projects the annual debt charges, in comparison to the County’s annual repayment limit
(ARL) and in relation to the County’s Financial Principles Guideline of 10% (this analysis also includes the tax
supported debt payments as approved in the 2018-2027 tax supported 10 year capital forecast and all proposed
DC Debt).
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The above graph includes debt required to offset the timing of cash flows related to Development
Charge receipts (typically referred to as “DC Debt”), CVF receipts and offsetting grants for Grandview

Lodge Debt (until 2027).

Based on projected annual debt repayments (assuming approximately a 3% increase in net revenues annually),
the County is well within its established financing principles of a maximum of 10% of annual net revenues
(Municipal sources only). Over the forecasted period, the County’s total debt payments (i.e. DC debt, tax and
rate supported) reach a maximum of nearly $11 million (tax supported $4.7 million; rate supported $2.0 million,
DC debt $4.3 million) or 8.0% of annual net revenues in 2023. Given the significant infrastructure requirements,
the future use of debt is unavoidable. However, proper debt policies ensure:

That outstanding debt obligations will not threaten long-term financial stability;
That the amount of outstanding debt will not place undue burden on future water and wastewater users;
That the municipality maintains the flexibility to take advantage of opportunities that arise;
Continued investment in long-term infrastructure;

A better matching of the Water and Wastewater user’s cost of financing the proposed project with the
future benefits derived from the infrastructure investment.

Not included in the above chart, is DC debt to be issued for the new Caledonia WWTP for the project portion to
take place in 2027. Staff will continue to monitor the ARL limits for debt in future years when the payments for

the new facility will take effect (i.e., beyond the 10 year forecast).
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B. 2019 DRAFT RATE SUPPORTED OPERATING BUDGET

Rate Supported Operating Process and Budgetary Constraints

The environment for water and wastewater operations is very highly regulated and monitored. The County’s
treatment facilities are governed by contracts with independent operators who are qualified to meet the stringent
legislative requirements. As a result, several financial pressures influence the 2019 Draft Rate Supported
Operating Budget that are, to some degree, beyond Council’s control.

In addition to these external factors, there are several budgetary constraints that are unique to Haldimand
County. The County operates a number of independent water and wastewater systems servicing relatively few
users. With only approximately 9,800 users, the County operates four wastewater treatment facilities, four
wastewater lagoons, two water treatment facilities, seven water distribution systems and eight wastewater
collection systems. Though the County’s user group is relatively small, the growth mainly related to the
development in Caledonia is beginning to impact the end cost to the user, as discussed further within this report.
Additional customers will help spread the costs over more users, however, other factors will impact operations:
increased costs for servicing more users, potential loss/reduced consumption by large scale industrial
customers; and change in consumption patterns for all users.

2018 Forecasted Operating Variance

Annual rates are impacted by the net costs to be recovered by rates revenues (i.e. increases/decreases in costs
or miscellaneous revenue sources). In addition, fluctuations in annual consumption can significantly impact the
annual water/wastewater revenues. As a result, to mitigate these fluctuations, the fixed component of the water
and wastewater billings was increased to 50% of the total estimated annual revenues starting in 2013 (recovery
principles are outlined in Appendix L). The emphasis on fixed revenues (“basic/base charges”) can help alleviate
budget variances due to fluctuations in consumption. In addition to this, the County maintains a rate stabilization
reserve for both water and wastewater to offset any unanticipated operating variances. As outlined in the draft
2019 operating budget document, the combined water/wastewater forecasted year end 2018 operating surplus
is approximately $1,489,000.

The following chart outlines the forecasted 2018 surplus/(deficit) for water operations:

2018 Projected Operating Variance

Water Operations

Surplus/(Deficit)

Revenues:
Residential and Commercial/Industrial Consumption - Mainly from

) : $410,866
large industrial users
Recoveries from New Credit (residential and bulk water increased

. $92,227

consumption)
Nanticoke Industrial Pumping Station - Stelco and Imperial Oil

: : ($62,799)
recoveries offset by expenditures below
Port Maitland Raw Water (due to reserve below) ($249,434)
Bulk Water Sales (surplus for Hagersville, Jarvis and Dunnville) $105,011
Water Meter Installations ($46,136)
Connection permits - Due to timing of transfer to Building Division $8,544
Water turn on/off $8,059
Miscellaneous Net ltems (Individually under $25,000) $1,120

Sub-total Revenues $267,458

Expenditures:

Salaries & Wages - Shift in distributed wages and water portion of

gapping related to Asset Management position $55,447
Hamilton Water Supply - Wholesale water purchase $235,880
Billing and Collecting Costs $33,791
Hydro - County share only $80,695
Nanticoke Industrial Pumping Station - Stelco and Imperial Oil share of

: . : $62,779
expenditures - mainly hydro savings
Interdepartmental Charges - 2018 rates estimated prior to preparation ($26,475)
of final rates in of 2018 Tax Supported Operating Budget '
Transfer to Reserves (Port Maitland Raw W ater) $249,434
Miscellaneous Net ltems (Individually under $25,000) (%4,981)

Sub-total Expenditures $686,570

Total Water Operating Surplus / (Deficit) $954.028
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The following chart outlines the forecasted 2018 surplus/(deficit) for wastewater operations:

2018 Projected Operating Variance

Wastewater Operations

Surplus/(Deficit)

Revenues:

Residential and Industrial/Commercial Consumption $194,229
Norfolk Sludge Storage ($19,349)
Service Charge on Accounts $10,590
Bulk Processing Leachate - Higher treatment levels $196,828
Holding/Septic Tank Revenues $73,986
Wastewater Portion of Water Meter Installations ($46,118)
Overstrength Charges - offset by contribution to reserve $98,658
Rodding Service Charges $10,274
Connection Permits - Due to timing of transfer to Building Division $12,577
Miscellaneous net items (individually under $25,000) ($18)
Subtotal Revenues $531,657

Expenditures

Salaries & Wages - Shift in distributed wages ($15,288)
Billing and Collecting costs $33,791
Hydro $89,225
Taxes & Local Improvements $12,844
Interdepartmental Charges - 2018 rates estimated prior to preparation of final ($24,805)
rates in 2018 Tax Supported Operating Budget '
Wastewater Rate Stabilization Reserve - Offset to Overstrength Charges ($98,658)
Miscellaneous net items (individually under $25,000) $6,244
Subtotal Expenditures $3,353
Total Wastewater Operating Surplus / (Deficit) $535,010

There were several items with significant 2018 variances that impact the 2019 operations as follows:

e Fluctuating annual consumption (particularly industrial and commercial water users though
residential consumption is rising slightly as a result of new development as well);

e Greater than budgeted bulk water usage (including bulk water usage in New Credit), although it
was a wet summer season;

o Variable hydro costs (decreased hydro costs at treatment facilities — mainly due to a switch from
Class B to Class A Global Adjustment charge at the Nanticoke Industrial Pumping Station facility);

¢ Hamilton Water Supply costs impacted by fluctuating volumes;

¢ Higher than budgeted leachate treatment levels.

2019 Draft Rate Supported Operating Budget Overview

The 2019 Draft Rate Supported Operating Budget, as outlined in this document, represents an overall net
increase in total rate revenue requirements of $232,560 or 1.94% compared to the 2018 budgeted total rates
revenue of $12.0 million: the water system requires a decrease of $75,700 or 1.32% in rates revenue; the
wastewater system reflects an increase of $308,260 or 4.90% in rates revenue. The relative impact on each
system varies: a 1% impact in the water system is equal to approximately $57,000 in user rates revenue; while
a 1% impact on the wastewater system is equal to $63,000.

The budget summary by major function is outlined below. Though the 2019 Draft Rate Supported Budget
includes a number of impacts as discussed below, the typical residential user will see a monthly decrease of
approximately $1 or 1.2% (based on a residential service of 1” or less and average consumption of 15 m? per
month — as outlined in Appendix P) as the increased consumption and basic charges realized as a result of the
increased development (particularly in Caledonia) is anticipated to offset budgetary pressures.
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2019 Budget Drivers — Water Operations

WATER OPERATIONS
2018 Budget 2019 Budget increase/(decrease)
$ $ $ %
Expenditures
Salaries, Wages & Benefits 1,850,430 1,863,630 13,200 0.71%
Supplies & Materials 130,800 140,800 10,000 7.65%
Hamilton Water Supply 2,347,930 2,348,400 470 0.02%
Senvices 2,828,880 2,659,260 (169,620) -6.00%
Veolia Operating Senices Charges 2,147,060 2,201,740 54,680 2.55%
Interdepartmental Charges 383,650 422,750 39,100 10.19%
Long Term Debt Charges 1,443,500 1,441,050 (2,450) -0.17%
Transfers to Resenes/Resene Funds 1,216,310 1,611,570 395,260 32.50%
Total Expenditures 12,348,560 12,689,200 340,640 2.76%
Revenues
Recoweries from New Credit 248,300 288,500 40,200 16.19%
Fees & Recoweries 5,879,790 6,255,860 376,070 6.40%
Transfers from Reserves/Resene Funds 502,300 502,370 70 0.01%
Total Revenues 6,630,390 7,046,730 416,340 6.28%
Net Revenues Required from User Rates 5,718,170 5,642,470 (75,700)  -1.32%

As noted above, the overall 2019 rates revenue requirement from water users has decreased by $75,700 or
1.32%.

Driver Net Rate Revenues Impact % Impact
A. Base Budget (net) ($174,330) (3.05%)
B. Council Approved/ New Initiatives $12,970 0.23%
C. Water Additional Capital Contribution $85,660 1.50%
Total ($75,700) (13299

Details of the water operations budget drivers are outlined below.
A. Base Budget Drivers (net)

As indicated above, the total base budget net operating expenditures decrease by approximately $174,330. This
net change is driven primarily by: increased New Credit and bulk water consumption and fire protection charges.
Expenditure drivers for 2019 include reductions in the overall and hydro accounts, and increases to Veolia
Operations for standard annual increase and interdepartmental charges based on 2018 actuals. A decrease in
hydro costs at treatment facilities mainly due to a switch from Class B to Class A Global Adjustment charge at
the Nanticoke Industrial Pumping Station facility has also resulted in a decrease in the net base costs (though
the majority of these savings impact Stelco and Imperial Oil which are directly offset by adjustments to
recoveries).

As outlined in Appendix K, based on the anticipated 2018 surplus, there will be an ability to transfer excess funds
of approximately $4.6 million from the rate stabilization reserve to the Water Capital Replacement Reserve Fund.
This transfer will have a positive impact on the long term capital financing plan for water infrastructure. It should
be noted that any major loss of revenues (i.e. major industrial water user) will instead need to be offset from this
reserve to mitigate annual impacts on the users.

The major detailed net operational impacts are outlined below:
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2019 Draft Water Operating Budget
Summary of Impact of Base Budget Drivers on Rate Revenue Requirements

Increase/
Base Budget: (Decrease)
Revenues (excludes rate revenues):
New Credit Water Depot and Residential - 3 year average consumption ($40,200)
Bulk Water Sales - 2 year average consumption ($141,600)
Fire Hydrant Fees - Estimated 2% increase ($43,450)
Water Meter Installations $20,620
Dunnville Microstrainer - Increased recoverable capital planned for Port Maitland offset by
. o ($307,040)
increased contribution to Resene Fund
Nanticoke Industrial Pumping Station - Stelco and Imperial Qil recoweries offset by $95.760

expenditures below
Miscellaneous Fees & Recoweries ($430)
Sub-total Revenues| ($416,340)

Expenditures:

Salaries & Wages - Regular economic increases and shift in administrative work from water

$230
to wastewater
Hamilton Water Supply - Wholesale water purchase (based on rates per agreements and 5 $470
year average consumption with predicted residential consumption increase)
County Hydro Costs ($44,960)
Dunnville Microstrainer (offset) - Increased recoverable capital planned for Port Maitland $307,040
Nanticoke Industrial Pumping Station - Stelco and Imperial Oil share of expenditures - mainly
. ($95,760)
hydro savings
Veolia Operations - Standard annual increase $54,680
Interdepartmental Charges - based on 2018 actuals $39,100
Miscellaneous Supplies & Senices ($18,790)
Sub-total Expenditures| $242,010
Total Base Budget Impact on Rate Revenue Requirements ($174,330) |

B. New Initiatives

New initiatives are identified in two categories: Council Approved Initiatives and New Initiatives. There is one
Council Approved Initiative for 2019, as outlined in Appendix J. As a part of the corporate revised organization
structure, a more comprehensive review of staff time spent on both the water and wastewater systems was
completed. As a result, the rate supported budget shows an increase overall for water and wastewater, for staff
time related to managing coordinated capital projects, but a greater emphasis on wastewater operations. There
are no New Initiatives proposed for Council’s consideration for 2019. Overall, the net rate revenue impact of this
initiative in water operations is an increase of $12,970 as outlined below:

Rate Revenue

Description Increase/
(Decrease)

Council Approved Initiatives

Salaries, Wages, Administrative Charges impact of Revised Organizational Structure $12.970

Sub-total $12.970

Total Initiatives Impact on Rate Revenue Requirements $12,970

C. Infrastructure Capital Financing Requirements

Overall, water annual capital financing related impacts on the user rates were held to 1.5% in 2019. Capital
related impacts include the combination of annual capital replacement reserve fund contributions and debt
repayments, as outlined in Appendix B. Essentially, the combined water reserve fund contributions and changes
to debt repayments for 2019 increased by $85,656. As indicated previously, it is recommended to maintain an
annual combined water and wastewater rate increase of 1.0% dedicated for capital related impacts over the
forecasted period, with an annual shift in additional contributions to water from wastewater phased in over 10
years. Itis recommended that increases to these capital replacement reserve funds continue until 2024 to offset
the anticipated future disbursements, particularly for water. This plan will be revisited on an annual basis based
on projected sources of capital financing and relative capital replacement reserves.
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2019 Budget Drivers — Wastewater Operations

WASTEWATER OPERATIONS
2018 Budget 2019 Budget increase/(decrease)
$ $ $ %
Expenditures
Salaries, Wages & Benefits 665,240 914,610 249,370  37.49%
Supplies & Materials 20,110 21,550 1,440 7.16%
Senices 1,571,230 1,490,390 (80,840) -5.15%
Veolia Operating Senices Charges 2,477,170 2,548,490 71,320 2.88%
Interdepartmental Charges 290,310 319,250 28,940 9.97%
Long Term Debt Charges 1,150,900 1,139,060 (11,840) -1.03%
Transfers to Reserves/Reserve Funds 2,490,760 2,585,640 94,880 3.81%
Total Expenditures 8,665,720 9,018,990 353,270 4.08%
Revenues
Municipal Recoweries 58,320 49,000 (9,320) -15.98%
Fees & Recoweries 1,833,240 1,894,170 60,930 3.32%
Transfers from Reserves/Resene Funds 480,240 473,640 (6,600) -1.37%
Total Revenues 2,371,800 2,416,810 45,010 1.90%
Net Revenues Required from User Rates 6,293,920 6,602,180 308,260 4.90%

As noted above, the overall 2019 rates revenue requirement from wastewater users has increased by $308,260
or 4.90%. Detailed budget drivers are outlined below.

Driver Net Rate Revenues Impact % Impact
A. Base Budget (net) $66,610 1.06%
B. Council Approved/ New Initiatives $208,030 3.31%
C. Wastewater Additional Capital Contribution $33.620 0.53%
Total $308,260_ 4,90%

A. Base Budget Drivers (net)

As indicated above, total net base expenditures increased by approximately $66,610. The major revenue related
impact is increased holding and septic tank processing based on increased volumes. Expenditure related
impacts include a shift in administrative staff time from water to wastewater, Veolia operating impacts, hydro
savings at treatment plants and increased interdepartmental charges based on 2018 actuals. The major detailed
net operational impacts are outlined below:

2019 Draft Wastewater Operating Budget

Summary of Impact of Base Budget Drivers on Rate Revenue Requirements

Increase/
Base Budget: (Decrease)
Other Revenues (excludes rate revenues):
Norfolk Sludge Storage - Based on 3 year average wlume and 2% rate increase $9,320
Owerstrength charges offset by increased contribution to Rate Stabilization Reserve below ($56,020)
Septic/Holding ($20,820)
Miscellaneous Fees & Recoweries $15,910
Sub-total Revenues ($51,610)
Expenditures:
Salaries & Wages - Regular economic increases and shift in administrative work from water
to wastewater $41,340
Veolia Operations - Standard annual increase $71,320
Hydro - 3 year average consumption with estimated rate increase and Global Adjustment decrg ($77,400)
Increase in Contribution to Rate Stabilization Resene - Overstrength Revenue $56,020
Miscellaneous Supplies & Senices ($2,000)
Increased Interdepartmental Charges based on 2018 actuals $28,940
Sub-total Expenditures $118,220
Total Base Budget Impact on Rate Revenue Requirements $66.610
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B. New Initiatives

New initiatives are identified in two categories: Council Approved Initiatives and New Initiatives. There is one
Council Approved Initiative for 2019, as outlined in Appendix J. As a part of the corporate revised organization
structure, a more comprehensive review of staff time spent on both the water and wastewater systems was
completed. As aresult, the rate supported budget shows an increase overall for water and wastewater, for staff
time related to managing coordinated capital projects, but a greater emphasis on wastewater operations. There
are no New Initiatives proposed for 2019. Overall, the net rate revenue impact of this initiative in wastewater
operations is an increase of $208,030 as outlined below:

Rate Revenue

Description Increase/
(Decrease)

Council Approved

Salaries, Wages, Administrative Charges impact of Revised Organizational Structure $208.030

Subtotal $208,030

Total Initiatives Impact on Rate Revenue Requirements $208,030

C. Infrastructure Capital Financing Reguirements

Overall, wastewater annual capital financing related impacts on the user rates were 0.5% in 2019. Capital related
impacts include the combination of annual capital replacement reserve fund contributions and debt repayments,
as outlined in Appendix B. Essentially, the combined wastewater reserve fund contributions and changes to
debt repayments for 2019 increased by $33,616. As indicated previously, it is recommended to maintain an
annual combined water and wastewater rate increase of 1.0% dedicated for capital related impacts over the
forecasted period, with an annual shift in additional contributions to water from wastewater phased in over 10
years. Itis recommended that increases to these capital replacement reserve funds continue until 2024 to offset
the anticipated future disbursements, particularly for water. This plan will be revisited on an annual basis based
on projected sources of capital financing and relative capital replacement reserves.

Impacts on Miscellaneous Rates

As outlined above, both water and wastewater operations are benefitted by higher charges from miscellaneous
revenue sources. A comprehensive list of all fees and charges is included in Appendices M — Schedules B
through D, inclusive. Various housekeeping amendments to the schedules contained in Appendix M have been
shaded in blue, including revisions to water meter costs for 2019 in order to address inconsistencies with these
fees on the 2018 schedules. The intent is to pass a comprehensive water and wastewater by-law that includes
all water and wastewater fees, with an effective date of February 1, 2019.

The majority of the revenues derived from miscellaneous charges are the bulk processing fees (i.e. bulk water
charges and bulk wastewater treatment charges — leachate, holding/septic tanks and portable toilets) and Fire
Protection Charges. These fees and recovery methodologies were covered in detail in the 2013 rate study (see
Appendix L for the applicable methodologies). The principles adopted as part of the rate study were based on
cost allocation methodologies to ensure the users of the systems pay for the full costs of these systems. There
are no planned changes to the underlying recovery methodologies in 2019.

Water Miscellaneous Revenues

Miscellaneous revenues represent approximately $7.0 million in annual revenues for the water system, reducing
the user rates revenue by a corresponding amount. Of these fees approximately $2.0 million relates to the
recovery of costs associated with the provision of non-potable water to industries in Nanticoke - it should be
noted that this budget has been developed with no changes to the cost allocations under the Lake Erie industrial
agreement. An additional $574,000 relates to industry recoveries from Port Maitland, the bulk of which is related
to funding required for related capital projects. Bulk water recoveries represent total revenues of approximately
$1.2 million, with the impacts on the end user outlined below. A further $502,000 relates to development charges
funding to offset related development related debt payments. Fire protection charges represent approximately
$2.2 million which includes an increase of $43,450 or 2.0%. The remaining miscellaneous fees total
approximately $570,000 and include: water supply charges to New Credit of $288,000 (which is established by
agreement as a percentage of the County’s water rate and includes increased consumption related to usage of
the bulk water depot in New Credit); property tax recoveries from industry of approximately $95,000; and
miscellaneous charges of approximately $187,000. These miscellaneous revenues (excluding the New Credit
charge as it is covered by a specific agreement) are all proposed to reflect an annual inflationary increase of
2.0% (rounded where applicable), based on the underlying increase in the associated costs to provide these
services (subject to the annual budget review).

Ultimately, if the proposed miscellaneous charges are not adopted, the rates to other users of the systems will
have to be increased to offset the resulting reduction in revenue.

The following summarizes the proposed changes for bulk processing fees:
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(i) Bulk Water Charges

As outlined in Appendix L, historically Bulk Water charges were based on the methodology outlined in the
County’s 2013 rate study as approved by Council. The methodology included both a “fixed” component and a
variable component. Due to the fluctuations in consumption within this user group, the related rate had been
fluctuating in recent years. In order to maintain a level of predictability to these rates, Council adopted a change
as part of the 2018 budget to provide for the indexing of the bulk water cubic meter rate based on the underlying
cost increases (2% for 2019), which is the same approach taken with respect to the septic and holding tank
customers a few years ago in order to achieve rate consistency. The proposed 2019 monthly fee is $17.19 which
represents a 2.0% increase. The monthly administration fee will continue to be billed to all customers with
consumption in the applicable month. The majority of the revenues generated from these charges relate to
commercial water haulers (approximately 80% of the water consumption is billed directly to approximately 17
large haulers).

For reference purposes, a history of the bulk water rate is included below:

2013 2014 2015 2016 2017 2018 | Proposed
2019
[Bulk Water Rate (per m3) $3.02 $2.96 $2.93 $2.96 $2.89 $2.94 $3.00

The proposed per load impact on a “typical end user”, based on the assumptions noted below, is as follows:

2019 Proposed

Bulk Water Rat 2018 Rat Ch

u ater ~ate £Ulo Rates Rates Lhange
(per cubic metre) (&) (%)
Controlled by Haldimand County
Bulk Water Rate (charged to hauler) $2.94 $3.00 $0.06 2.0%
Monthly Administration Fee (charged to hauler) $16.85 $17.19 $0.34 2.0%
Per Load Impact on "Typical End User" (3,000 gallon load)
Water Commodity (determined by Haldimand County) $40.10 $40.90 $0.80 2.0%
Estimated hauler delivery charge (determined by hauler) $85.45 $85.45 $0.00 0.0%
Total "End User" estimated cost $125.54 $126.35 $0.80 0.6%

The following assumptions were used in the above chart: average load is 3,000 gallons (i.e. approximately 13.6
cubic metres); no change in the hauler’'s 2018 delivery charge; and excludes any allocation of administration fee.
It should be noted that a customer using one load of 3,000 gallons per month would be equivalent to the County’s
annual average of 13.6 cubic metres for potable water supplied directly to metered water residents (i.e. typically
urban residents). Additionally, rural customers have the ability to reduce their required purchases of water by
capturing rainwater for personal use (typically not available to urban residents). In wet seasons, this has the
potential of significantly reducing the need to purchase water directly from water haulers.

Wastewater Miscellaneous Revenues

Miscellaneous revenues represent approximately $2.4 million in annual income for the wastewater system which
helps reduce the impact on user rates revenue. Of these fees, approximately $1.4 million relates to the leachate
treatment cost recovery. The 2019 budget reflects no change in this revenue source as a Leachate Best
Practices Study is currently being completed, and the study findings will be considered during preparation of the
2020 budget. As the majority of the costs are allocated based on loading, it is anticipated as leachate strength
and volumes decline after the closure of Tom Howe, that these revenues will decline. The associated loading
and allocation of costs will be monitored in future years to ensure appropriate costs allocations. The
holding/septic tank treatment charges total approximately $171,000. This is a increase of $20,820 in aggregate
due to a proposed increase of 2% in the per cubic meter rate and what appears to be the evening out of volumes
after a number of years of declining volumes (see analysis of impact on end user below). The remaining
miscellaneous fees total approximately $796,000 and include: “overstrength” charges established under the
Sewer Use By-law of $138,500; sludge storage charges to Norfolk County of approximately $49,000; a decrease
in meter installation charges of $20,600; transfer from Development Charges Reserve Fund — Sewer of
approximately $473,000 for the growth related share of debenture charges; and miscellaneous charges of
approximately $136,000. The miscellaneous fees reflect an inflationary increase of 2.0% (rounded as required),
based on the underlying increase in the associated cost to provide these services (subject to the annual budget
review).

(i) Holding/Septic/Portable Toilet Tank Treatment Charges

As outlined in Appendix L and approved by Council during the 2013 rate supported budget review, the recovery
methodology for holding and septic tank treatment cost allocation is to allocate the full operating costs associated
with these services to the applicable users. Similar to other fixed/miscellaneous fees, it is recommended to
increase the “fixed” monthly charge to $17.19 or 2.0%. The volumetric rates apply equally to all septic, holding
tank and portable toilet waste treated at the County’s facilities.
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When the rate study was approved, Council amended the proposed recovery methodology to exclude specific
capital costs associated with this service. As a result, there were no funds to replace any capital
failures/repairs/maintenance which will impact the County’s ability to provide this service in the future. During
the 2015 budget review, Council evaluated options to continue to provide this service and recover the full costs
associated therein (i.e. recovery of capital replacement costs) to ensure the sustainability of this service. From
this review, Council approved the closure of the Caledonia septage receiving station and recovery of capital
costs at the Dunnville receiving plant to provide the necessary capital funding to sustain this service into the
future. In addition, all future rates will be indexed similar to other miscellaneous fees.

Based on Council’'s recommendation, the 2019 holding/septic tank rates have been increased by 2.0% similar
to other miscellaneous fees. Due to an increase in volumetric rates, coupled with an increase in volumes, the
annual revenues are expected to increase by $20,820. Holding/septic volumes treated on an annual basis
declined steadily from 2010 to 2016 (from a high of 24,000 cubic meters to a low of approximately 9,000 cubic
metres). During 2017 and 2018, volumes have rebound, with a three year average volume utilized for the
projected 2019 volumes of approximately 12,000 cubic metres.

The impact on the holding/septic tank rates for 2019 is as follows:

. . . 2019

Hol P le Toilet Tank T h 201 h

olding/Septic/Portable Toilet Tank Treatment Charge 8 Proposed Change
(per cubic metre) $ (%)
Controlled by Haldimand County:
Proposed Rate (charged to hauler) $14.07 $14.35 $0.28 2.0%
Monthly Administration Fee (charged to hauler) $16.85 $17.19 $0.34 2.0%
Per Load Impact on "Typical End User" (2,000 gallon load)
Treatment Cost (determined by Haldimand) $127.90 $130.45 $2.56 2.0%
Estimated hauler delivery charge (determined by Hauler) $87.70 $87.70 $0.00 0.0%
Total "End User" cost $215.60 $218.15 $2.56 1.2%

The proposed administration and treatment fees are paid by all customers that discharge holding
tank/septic/portable toilet waste to County treatment facilities. As this represents only a handful (approximately
6) of commercial haulers, the cost to the end user (i.e. household) includes additional haulage charges. To
determine the per use impact on the “typical end user” (i.e. predominantly rural residents), the following
assumptions were used: average load is 2,000 gallons (i.e. approximately 9.1 cubic metres); and an estimated
delivery charge of $87.70. The impacts on specific users will vary considerably based on the number of times a
year this service is required.

Impacts on Rates

Water and wastewater rates are impacted by the net revenue requirements, as well as the anticipated
consumption by the affected users. As a result, although additional revenues may not be required, anticipated
consumption can increase/decrease the relative rates correspondingly (i.e. increased consumption will decrease
rates; decreased consumption will increase rates). Given there are different users of each system (i.e. there are
approximately 200 water only customers and approximately 100 wastewater only customers), the funding of
these two systems must remain autonomous. The rate revenue consumption assumptions are outlined in
Appendix L.

For 2019, the water users are required to generate approximately $5.6 million, which represents an decrease in
water rate revenue requirements of 1.32%. These revenues are collected by a combination of base water fixed
fees and volumetric consumption charges per cubic metre consumed. As outlined in Appendix L, one of the
principles adopted as part of the rate study was to increase the relative portion of the “fixed”/base fees. As the
costs of the systems are approximately 50% fixed, the fixed component of the billing is set at 50% of the total
revenues. This fixed component will help to offset any fluctuations in revenues due to shifts in annual
consumption patterns.

The required rate revenue for the wastewater users is approximately $6.6 million in 2019, representing an
increased requirement of 4.90%. Similar to water customers, these revenues are recovered through a
combination of basic wastewater charges and volumetric charges based on the water consumed (other than
those users that qualify for the Wastewater Discharge Program — which allows for billing based on a wastewater
meter). The fixed component is also set at 50% of the total rate revenue requirement. As there are several
customers with water service but no corresponding wastewater service (particularly large industrial and
commercial customers), the rate model compensates for these deviations.

As water and wastewater operations are recovered 100% from the applicable users, changes in consumption
patterns can shift the burden to different users. Although setting the fixed component of the bill at 50% will assist
in offsetting future shifts in consumption, approximately 25% of the County’s total water consumption is derived
from 2 major industrial users (includes 4 separate locations). As a result, any fluctuations in their operations can
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cause large revenue shifts on the volumetric portion of the biling. The following outlines the estimated

consumption for 2019:

Water Customers and Consumption Comparison

2018 2019
Forecast Budget Budget
Users % Consumption % Users % Consumption %
Residential 9,116 90.47% 1,366,547 41.46% | 9,244 90.43% 1,402,322 41.52%
Commercial/Industrial 680 6.75% 604,525 18.34% 679 6.64% 609,511 18.05%
Large Industrial 4 0.04% 804,002 24.40% 4 0.04% 837,598 24.80%
Subtotal 9,800 97.26% 2,775,075 84.20% | 9,927 97.11% | 2,849,432 84.37%
Bulk Water 276 2.74% 385,927 11.71% 295 2.89% 370,984 10.98%
New Credit Wholesale 73,065 2.22% 84,594 2.50%
New Credit Depot 61,626 1.87% 72,493 2.15%
Total 10,076 | 100.00%| 3,295,693 100.00%| 10,222 | 100.00%| 3,377,503 100.00%

The number of customers for budgeting purposes reflects the totals from an in-year review, with an incremental
increase related to the known development coming on in 2019 and beyond.

Large industrial consumption can fluctuate significantly based on changing operations (i.e. closures/labour
disputes) and possible conversion of operations to different water sources (i.e. potable water to raw water).
Given the current reliance on these industries and potential negative impacts of uncontrolled reductions in water
consumption, the estimated usage projected for large industrial customers for 2019 is comparable to the 2018
budgeted consumption. This will ensure the rates are not impacted by changes in estimates in consumption for
these industries. This methodology will also help offset any potential large consumption changes in the future.
The consumption of these industries will be closely monitored on a go-forward basis. The balance in the current
Water Rate Stabilization Reserve, Appendix K, will provide some relief to offset any negative consumption
impacts as they become known.

Wastewater Customers and Consumption Comparison

2018 2019
Forecast Budget Budget
Users % Consumption % Users % Consumption %
Residential 8,870 93.14% 1,309,129 61.54% | 9,083 93.25% [ 1,344,153 | 61.71%
Commercial/Industrial 644 6.76% 489,259 23.00% 649 6.66% 480,157 22.05%
Large Industrial 3 0.03% 294,108 13.83% 3 0.03% 316,089 14.51%
Subtotal 9,517 | 99.94% 2,092,496 98.36% | 9,735 99.94% | 2,140,399 98.27%
Septic/Holding 6 0.06% 10,250 0.48% 6 0.06% 10,712 0.49%
Leachate 0.00% 24,568 1.15% 26,956 1.24%
Total 9,523 | 100.00% 2,127,314 100.00%| 9,741 | 100.00%| 2,178,067 | 100.00%

The number of customers for budgeting purposes reflects the totals from an in-year review, with an incremental
increase related the known development coming on in 2019.

Similar consumption projections were utilized for wastewater customers with corresponding reductions for large
industrial customers (one of the large industrial customers has water only and operates its own wastewater
lagoon).

The resulting 2019 water and wastewater user rates are included in Appendix M in this budget document. The
proposed rates would be effective on all billings for consumption effective February 1, 2019. The intent is to
implement rate changes as early in the year as possible to provide the users with a more predictable increase
(i.e. one rate increase at the beginning of each year). Additionally, this would provide the flexibility to change
the rates during the year to offset anticipated in-year shortfalls as the case may be.

As a result of the proposed changes, the effective monthly impact on selected standard services is as follows
(for bulk services — water and wastewater — based on a “per use” basis including treatment and transportation):
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AVERAGE CUSTOMER IMPACTS

User 2018 2019 $ Change |% Change
Monthly Services
Basic $21.10 $19.80 $(1.29) | (6.1%)
Water Consumption|  $ 15.45 $14.85 $(0.60) | (3.9%)
Residential Total $ 36.55 $ 34.65 $(1.90) | (5.2%)
(15 m3) Basic $24.14 $ 24.03 $(0.12) (0.5%)
Sewer Consumption $ 22.05 $ 23.09 $1.04 4.7%
Total $ 46.20 $47.12 $0.92 2.0%
Total $82.75 $81.77 $(0.98) | (1.2%
Basic $ 259.05 $ 243.17 $(15.87) | (6.1%)
Water Consumption $ 515.14 $ 495.05 $ (20.08) (3.9%)
. Total $ 774.18 $ 738.23 $(35.96) | (4.6%)
(CZC,’,”;Q;;E?)' Basic $ 296.48 $ 295.06 $(L42) | (0.5%)
Sewer Consumption $ 735.14 $ 769.66 $ 34.52 4.7%
Total $1,031.62 $1,064.72 $ 33.10 3.2%
Total $1,805.81 $ 1,802.95 g (2.86) (0.2%)
Basic $ 906.66 $851.11 $ (55.56) | (6.1%)
Water Consumption | $4,121.09 $ 3,960.42 $ (160.68) [ (3.9%)
industrial Total $5,027.76 | $4,811.52 | $(216.23)| (4.3%)
(&' 4,000 m3) Basic $1,037.69 | $1,032.70 $(4.99) | (0.5%)
' Sewer Consumption| $5,881.12 $6,157.30 $276.19 4.7%
Total $6,918.81 $ 7,190.01 $ 271.20 3.9%
Total $11946.56 | $12,001.53 $54.97 0.5%
Bulk Services (per use basis)
Potable Water Costs (County) $40.10 $40.90 $0.80 2.0%
Bulk Water
(3,000 gallons) | Estimated Delivery Charges (Private Hauler) $85.45 $85.45 $- 0.0%
Total $125.54 $126.35 $0.80 0.6%
Treatment Costs (County) $127.90 $130.45 $2.56 2.0%
Septic/Holding ) ) )
(2,000 gallons) Estimated Delivery Charges (Private Hauler) $91.57 $91.57 $- 0.0%
Total $219.47 $222.02 $2.56 1.2%

The majority of the County’s customers have both water and wastewater services and, for residential users, will
see a slight decrease in their overall monthly costs as a result of the proposed 2019 rates. Bulk water rates will
see a 2% increase based on the change in methodology implemented with the 2018 budget. Holding/septic tank
customers will experience overall increases relative to the inflationary increase of 2% on treatment costs for
2019.

Future Impacts/Budget Constraints

Although the County has consistently established the Rate Supported Operating Budget as full cost recovery
from the users of these systems (i.e. ho property tax revenues support the water or wastewater operations),
there are some areas that still require assumptions and projections that could impact future rates. In addition,
as a result of changing legislative environments, operating costs can fluctuate year to year. These will have
varying effects on future budgets; and it is anticipated that, through future reviews and closely monitoring actual
results, impacts can be minimized. These future issues include:

o Impacts of additional customers and/or consumption patterns related to residential growth

e Impacts of Reduced Consumption at Large Industrial Users — As indicated above, reduced consumption
at the 4 large industrial operations (2 separate owners) could have significant impacts on future rates.
These users currently represent approximately 25% of total water rates revenue consumption and 15%
of wastewater revenue consumption in 2019. In addition, Raw Water revenues account for approximately
$2.0 million in cost recovery, not all of which could be eliminated if consumption was reduced.

¢ Maintenance Costs Associated with Ontario Power Generation (OPG) Water Intake — The current budget
does not include any future costs associated with the shared water intake at OPG that has been
traditionally maintained by OPG.

o Tangible Capital Asset Reporting and Long Range Asset Management — A comprehensive inventory of
water and wastewater assets will identify the infrastructure needs for long range infrastructure planning.
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e Ongoing Performance Evaluations of Facilities - Facility reviews and needs studies may impact future
timing of required infrastructure replacements.

o Leachate Treatment Revenues — With the transition from landfill operations to a transfer station, the
treatment of leachate from these closed landfills will decline over time and affect the revenues generated
from the applicable treatment. This will ultimately shift costs to other users of the systems thereby
affecting future rates. Further review of leachate management will be completed in the upcoming years.

¢ Available Balances in Rate Stabilization Reserves — The availability of balances in rate stabilization
reserves will be a major factor in the ability to offset/mitigate any of the above factors in a given year or
over a planned timeframe. These balances need to be managed and monitored to ensure sufficient
reserves are available.

All of these items could have substantial financial impacts on future County budgets and/or user rates. As these
issues are resolved or completed, a more strategic and long range financial plan can be developed and
implemented.

Conclusion/Recommendations

In light of the current economic times and from a financial perspective, the 2019 Draft Rate Supported Capital
Forecast and Operating Budget is fiscally responsible and based on sound financial principles. There are
significant investments in rehabilitation/replacement of infrastructure while maintaining the integrity of the water
and wastewater system.

Continual revisions to the operating budget process will help the County better allocate resources to manage its
operations and develop a long range financial plan with predictable water and wastewater rates.

It is, therefore, recommended that Council adopt the 2019 Draft Rate Supported Capital Forecast and Operating
Budget and associated revisions to user rates and miscellaneous fees and charges.

Prepared by: Charmaine Corlis, Treasurer

Respectfully submitted: Mark Merritt, CPA, CA, Chief Financial Officer and General Manager of
Financial & Data Services
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