The City of Finance Department

BME MEMORANDUM

TO: Mayor J. Lehman and Members of Council

FROM:  C. Millar, MBA, CPA, CGA, Director of Finance & Treasurer (  m

NOTED: P. Elliott-Spencer, MBA, CPA, CMA, General Manager of Community and Corporate Services cm
C. Ladd, Chief Administrative Office P Eb
RE: Supplemental Scenario for Water System Financial Plan Staff Report

DATE: November 16, 2015

At the October 28, 2015 Finance and Corporate Services Committee, in relation to the Water Operations
Branch 2015 Drinking Water System Financial Plan staff report, Committee members requested that staff
provide additional supplemental rate scenarios directed as follows:

That staff in the Finance Department;
a) Prepare revised versions of Table 4-2 and Table B-2 using the following additional rate scenario:
iy water rate increases of 1% for the period of 2016 to 2024; and
iy wastewater rate increases of 2% for the period of 2016 to 2020, and 1% for the period of
2021 to 2024;
b} Provide comment regarding the implication of the above scenario; and
a) The revised tables and associated comments be circulated to members of Council in advance of
City Council consideration of the recommended motion concerning the Water Operations Branch
2015 Drinking Water System Financial Plan.

Watson & Associates, who modelled both the Water Financial Plan and the related Fiscal Impact Analysis
{FIA), have provided updated tables and comments in the attached.

ANALYSIS

Watson & Associates has summarized and provided comments on key elements associated with the FIA
on pages 1 to 3 of the attached. Important assumptions to highlight include the following:

e Water and Wastewater Financial Plan extends to 2024 as legislation requires, however, the
forecast included in the FIA extended to 2031;

« For water assets, there is a total of $66.5M in replacement costs needed to 2031, out of which
$43M has been scheduled in the FIA to occur in the period 2025 to 2031. These estimated future
construction costs are not indexed and are in 2014 dollar values;

« For wastewater assets, there is a total of $211M in replacement costs needed to 2031, out of
which $162.2M is scheduled for the period 2025 to 2031. These estimated future construction
costs are not indexed and are in 2014 dollar values;

¢ FIA assumes 9,975 new customers being added to the Water and Wastewater system by 2024
for the annexed lands, and 7,924 new customers for the Barrie municipal boundary;

¢ \Water reserves have cash flowed $13.84M of debt costs which the FIA assumes will be paid back
from the Development Charge reserves in 2018; and,

»  Wastewater reserves have cash flowed $9.75M of debt costs which the FIA assumes will be paid
back by Development Charges between 2029 and 2031.
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2015 Drinking Water Financial Plan

fn paragraph 19, of the Drinking Water System Financial Plan staff report, the Financial Plan suggests the
following annual rate adjustments in order to maintain fiscal viability of the systems:

Service/Year | 2016 | 2017 | 2018 | 2018 | 2020 | 2021 | 2022 {2023 | 2024
Water 20% {20% |20% {20% |20% [2.0% [1.0% |1.0% | 1.0%
Wastewater | 3.0% | 3.0% |[3.0% | 3.0% [3.0% |3.0% |2.75% | 2.75% | 2.25%

These rate increases reflect the use for a typical residential home consuming 180 cubic metres per year.
Water Reserves
From Appendix A, page 4-5 of the Drinking Water System Financial Plan staff report, the water related

capital and development charge ending reserve balances associated with rates noted above are as
follows:

Reserves 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
DC's {$9.9M) | {$4.1M) | $6.8M | $6.8M | 21.3M | $33.6M | $46.5M | $53.5M | $62.9M | $74.4M
Capital $10.1M | $14.5M | $19.9M { $40.3M | $45.9M | $49.7M | $59.1M | $69.6M | $80.6M | $90.2M
From 2025 to 2031, there is capital works estimated in 2014 dollars of $48M that would be funded from
the Water Capital Reserve.
Wastewater Reserves
From Appendix A, page B-5 of the Drinking Water System Financial Plan staff report, the wastewater
related capital and development charge ending reserve balances associated with rates noted above are
as follows:
Reserves 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
DC's $3.2M $3.8M | $4.3M | {$3.4M) | $0.5M | $3.2M | $5.7M | $7.8M | $10.2M | $14.5M
Capital $2.3M $12.5M | $18.4M | $21.1M | $20.1M | $36.0M | S$55M | $72.4M | $90.1M | $91.2M

From 2025 to 2031, there are capital works estimated in 2014 dollars of $162.2M that would be funded
from the Wastewater Capital Reserve.

Scenario Request

The following scenario related to rate increases and impact to reserves was requested by Finance and
Corporate Services Committee:

ServicefYear | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023 | 2024
Water 10% | 1.0% |1.0% |1.0% | 1.0% |1.0% [1.0% [1.0% |1.0%
Wastewater | 2.0% | 2.0% | 2.0% |20% [2.0% [1.0% [1.0% [10% |1.0%
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Water Reserves

From Page 7, Table 4-2B of the attached:
Reserves 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
DC's {59.9M) | ($4.1M)} | $6.8M | $6.8M | 21.3M | $33.6M | $46.5M | $53.5M | $62.9M | $74.4M
Capital $10.1M $14.3M | $19.2M | $38.9M | $43.5M | $45.9M | $53.4M | $62.0M | $71.0M | $78.6M

Wastewater Reserves

From Page 9, Table B-2B of the attached:
Reserves 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
DC's $3.2M $3.8M $4.3M | ($3.4M) | SO5M | $3.2M $5.7M | $7.8M | 510.2M | $14.5M
Capital $2.3M $12.2M | $17.3M | $18.8M | $16.3M | $30.3M | $46.2M | $59.9M | $72.6M | $68.1M

Staff Recommendation

The City of Barrie’s current estimated replacement value of water and wastewater assets is approximately
$1.5B. As noted in the tables, the total Water and Wastewater Capital Reserve balances total $12.4M for
2015.

The forecasted improvement to the City’s Water and Wastewater Capital Reserves is based on many
assumptions. As noted on page 3 of the attached, Watson & Associates highlights that slower growth
and higher construction costs, would put more pressures on the City’s annual revenues. The analysis
assumes higher growth in 2015 and 2016, based on the FIA, however this growth is unlikely to
materialize due to the outstanding appeals to the Secondary Plans.

Staff do not recommend the proposed scenario rates to be sufficient to maintain a financially viable water
and wastewater system. While the reserve balances at 2024 seem significant, the amount of capital
works that require funding from 2025 to 2031 are very significant, and may exceed reserve balances. As
a result, in order to mitigate annual revenue risks in the short term, for the 2016 budget, staff are
recommending a water rate increase of 2.5% and a 5% rate increase for wastewater. These
recommended rates for 2016 are slightly higher than proposed in the Water Financial Plan.
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Memorandum
To: Craig Millar Fax O
From: Gary Scandlan Courier [J
Date; November 8, 2015 Mail O
Re: Water and Wastewater Financial Plan Scenario e-mail O

Further to your request to update the Water and Wastewater Rates and schedules to the
Financial Plan for a scenario which provides for lower rate increases to the average annual
residential bill, we are pleased to provide you with the updates and commentary as requested.

Your request was to:

a) Prepare revised versions of Table 4-2 and Table B-2 using the following additional rate
scenario:
i.  water rate increases (i.e. Average Residential Customer Bill} of 1% for the period
of 2016 to 2024, and
ii.  wastewater rate increases of 2% for the period of 2016 fo 2020 and 1% for the
period of 2021 to 2024;
b) Provide comment regarding the implication of the above scenario; and
¢) The revised tables and associated comments be circulated to members of Council in
advance of City Council consideration of the recommended motion concerning the
Water Operations Branch 2015 Drinking Water System Financial Plan.

Part 1: Updates to the Fiscal Impact Analysis related to water and
wastewater services for Scenario Analysis:

To undertake the updates of Table 4-2 and Table B-2 in the Financial Plan, we have had to
make changes to the water and wastewater rate analysis that formed an integral part of the
fiscal impact analysis (FIA). Within the FIA, there are a number of issues that were identified
through the process, including the following:

1. The forecast included in the Water and Wastewater Financial Plan extends to 2024
however, the forecast included in the FIA extended to 2031.
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2. A target for both water and wastewater services was that 34% of revenues be received
from the monthly fixed charges and 66% to received from the variable rate (based on
volume usage).

3. Debt Capacity could not exceed the City’s approved financial framework which capped
at 20% of own source revenues (note the Province sets a maximum limit of 25% on
municipalities). The FIA had the City’s debt capacity peaking at 19 for a number of
years within the forecast period including 2019 and 2022 through 2025.

4. City Council had concerns that the backlog of asset replacement coupled with the
additional infrastructure coming due for replacement over the forecast period (to 2031)
was significant. For water these costs (uninflated 2014$) equated to $66.5 million and
for wastewater the costs equated to $211 million.

The assets were grouped by City staff into four categories including low, medium, high
and extreme needs. With the level of growth anticipated over the forecast and the
infrastructure needs required to service the growth, it was determined that only the
extreme and high needs (and a minor amount of medium needs) could be
accommodated within the forecast period (to 2031) for the tax supported services.

For water and wastewater services it was determined that all four levels of asset
replacement could be accommodated however, much of the asset replacement works
would have to be moved to the end of the forecast period. This meant budgeting and
funding asset replacement in the forecast years 2025-2031. Of the total $66.5 miillion in
water related asset replacement needs, $48 million is in the 2025-2031 period. For
wastewater, $162.2 million of the $211 million is scheduled in the 2025-2031 period.

5. The forecast of customers and volume usage included in the FIA (and the Financial
Plan) was based on the detailed growth forecast and included new customers in both
the former Barrie municipal boundary and the annexed lands.

The annexed land customers were anticipated to being in 2017 with 9,975 new
customers in this area being added to the water and wastewater systems by 2024. In
addition, the forecast also included 7,928 new customers in the former Barrie municipal
boundary.

6. The City has already undertaken expansions to both the water and wastewater
treatment facilities to accommodate the growth however, has been cash flowing much
of the growth related debt awaiting the development to take place. For the years 2011
to 2014, the water reserves have cash flowed over $13.84 million and the wastewater
reserves have cash flowed over $9.75 million. The FIA has includes the repayment of
these funds from future Development Charge revenues (in 2018 for water and 2029-
2031 for wastewater). The City will have to continue to cash flow the growth related
portion of the treatment debt until DC revenue is received and will likely have to adjust
the timing of the repayments to the non-growth related reserves (especially for water).
The FIA analysis included assumptions to ensure the water and wastewater reserves
were at sufficient levels to continue to cash flow these debt payments over the short
term.

NACCServiFINVAdmimCouncilC11A-Memas to Council\2015Watson Appendix for memo -SCENARIO-nov9 (3).docx



Watson & Associates Economists Ltd. Page 3.

Scenario Analysis

Based on the foregoing, we have updated the analysis based on the following annual increase
for water and wastewater:

e 2016-2020 period - 1% for water and 2% for wastewater
o 2021-2024 period - 1% for water and 1% for wastewater

o 2025-2031 period — 1% for water and 1% for wastewater (note that this was
subsequently revised)

With the FIA already anticipating the debt capacity peaking at 19%, we have not assumed any
additional debt in these updated calculations; instead we have lowered transfers to
reserves/reserve funds.

Water:

In regard to water, the assumptions above would lower the reserves by $11.5 million for 2024
and by $28.3 million for 2031. This would result in a reserve balance of $71 million and $85
million respectively. We would note that while the 2031 balance appears like a sizable
amount, our understanding is that the City will be responsible to fund over $200 million in
water infrastructure asset replacement in the next 10-20 year period (post 2031).

Wastewater:

In regard to wastewater, the assumptions above would lower the reserves by $23.1 million for
2024 and by $67.7 million for 2031. This would result in a balance of $62.3 million and
negative $18 million (i.e. deficit), respectively. Since the reserves would result in a negative
balance, we have increased the wastewater rates from 1% in the latter part of the forecast.
This would result in a revised ending reserve balance of $4.95 million in 2031. The annual
increases to achieve this would be approximately 5% per year (2025-2031). We have included
this alternate scenario is the updates to the Financial Plan tables as requested.

Similar to water, it is our understanding that the City will be responsible to fund $680 million in
wastewater infrastructure asset replacement in the 2032-2051 period.

Other Concerns:

In addition to the above, we would just remind you that there are a number of assumptions (as
noted earlier) which could affect the estimated revenues to be received (e.g. slower growth,
higher capital costs, etc.). The scenario for wastewater has reduced the margin for error to a
minimum and hence the City would need to monitor annual revenues to ensure that the
proposed reserve balances will actually materialize.

NACCServiFINVAImimCouncilC11A-Memos to Council2015Watson Appendix for memo -SCENARIC-nov9 (3).docx
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Part 2: Updates to Ontario Regulation 453/07 Financial Plans for
Scenario Analysis:

Statement of Operations

The Statement of Operations summarizes the revenues and expenses generated 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. 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.

Ancther important indicator on this statement is accumulated surplus/deficit. An accumulated
surplus indicates that the available net resources are sufficient to provide future services. An
accumulated deficit indicates that resources are insufficient to provide future services and that
borrowing or rate increases are required to finance annual deficits. This accumulated surplus
is predominantly made up of reserve and reserve fund balances as well as historical
investments in tangible capital assets.

Water
Scenario 1A - Initially Reported Resulits (Table 4-2A)

Table 4-2A illustrates the ratio of expenses to revenues decreasing from 93% in 2015 to 86%
by 2024 (with lower percentages during 2016 to 2023). As a result, annual surplus grows from
approximately $2.3 million in 2015 to just under $6.2 million by 2024 (with higher results in
2016 to 2023).

From Table 4-2A, the financial plan proposes to add approximately $154.6 million to a 2014
accumulated surplus of approximately $214.9 million over the forecast period.

Scenario 1B — Revised Results (Table 4-2B)

Table 4-2B illustrates the ratio of expenses to revenues decreasing from 93% in 2015 to 90%
by 2024 (with lower percentages during 2016 to 2023). As a result, annual surplus grows from
approximately $2.3 million in 2015 to just over $4.1 million by 2024 (with higher results in 2016
to 2023).

From Table 4-2B, the financial plan proposes to add approximately $143.1 million to a 2014
accumulated surplus of approximately $214.9 million over the forecast period.

Comparison of Results (Table A)

Table A highlights the impacts of the revised water forecast to the Statement of Operations
within the Financial Plan.

The revised projections in Scenario B produce an increasingly higher annual expense to
revenue ratio than under Scenario A, with a 4% difference by 2024 (Scenario A at 86%;

NACCSeniFINVAdmiInm\Council\C11A-Memos to Council\2015WWatson Appendix for memo -SCENARIO-nov (3).docx
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Scenario B at 90%). The impact on the ratio results from Scenario A's higher projected annual
total revenue for the years 2016 to 2024. Over the course of the projection period, Scenario A
proposes cumuiative total revenue of $506.6 million, whereas Scenario B totals to just under
$495.0 million.

As a result, after 2015, annual surplus under Scenario B is consistently lower than Scenario A.
Over the projection period, Scenario A proposes to add $154.6 million to accumulated surplus,
compared to Scenario B’s cumulative result of $143.1 million.

Wastewater

Scenario 2A - Initially Reported Results (Table B-2A)

Table B-2A illustrates the ratio of expenses to revenues decreasing from 73% in 2015 to 60%
by 2024 (with lower percentages during 2016 to 2023). As a result, annual surplus grows from
approximately $12.1 million in 2015 to just under $25.6 million by 2024 (with higher results
during 2016 to 2023).

From Table B-2A, the financial plan proposes to add approximately $303.6 million to a 2014
accumulated surplus of approximately $243.3 million over the forecast period.

Scenario 2B ~ Revised Results (Table B-2B)

Table B-2B illustrates the ratio of expenses to revenues decreasing from 73% in 2015 to 65%
by 2024 (with lower percentages during 2016 to 2023). As a result, annual surplus grows from
approximately $12.1 million in 2015 to just over $19.9 million by 2024 (with higher results
during 2016 to 2023).

From Table B-2B, the financial plan proposes to add approximately $280.5 million to a 2014
accumulated surplus of approximately $243.3 million over the forecast period.

Comparison of Results (Table B)

Table B highlights the impacts of the revised wastewater forecast to the Statement of
Operations within the Financial Plan.

The revised projections in Scenario B produce an increasingly higher annual expense to
revenue ratio than under Scenario A, with a 5% difference by 2024 (Scenaric A at 60%;
Scenario B at 65%). The impact on the ratio results from Scenario A's higher projected annual
total revenue for the years 2016 to 2024. Over the course of the projection period, Scenario A
proposes cumulative total revenue of $664.6 million, whereas Scenario B totals to just under
$641.5 million.

As a result, after 2015, annual surplus under Scenario B is consistently lower than Scenario A.

Over the projection period, Scenario A proposes to add $303.6 million to accumulated surplus,
compared to Scenario B’s cumulative result of $280.5 million.
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