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Meeting Summary

The agenda, prepared for the meeting by the Chair, provided the framework for the
meeting notes. The notes summarize the main points of contention and agreement
between the parties under the themes of the agenda:

1. Full Cost Accounting, Full Cost Recovery, Full Cost Pricing

There was consensus for full cost accounting, and some agreement for full cost recovery,
although there was no consensus as to whom costs should be recovered from. There was some
agreement for full cost pricing and user pay. However, there was also some strong opposition to
user pay. Itemsto be included in a definition of full-cost were identified, and specialized costs for
fire suppression and laboratory services were discussed. There was some debate about the degree
to which source protection costs should be included. There was widespread agreement that source
protection should be included in cost-accounting of awater system to the extent that it serves that
water system, with some dissenting opinions. There was some debate about the special problems
faced by small systems and low income individuals, and no consensus was reached on solutions
to these problems.

2. Management Issues

The importance of linking sound engineering/technical data with financial information for asset
management was emphasized, with some consensus reached on the need for province-wide
standards on asset assessment and management. There was also consensus on the need for long-
term planning for infrastructure maintenance and development. A point of contention was
whether such planning, and the necessary protection of revenues for water systems, is best
achieved within the municipal structure or by a dedicated water utility. Accrual and cash-based
accounting systems were discussed.

3. Financing of Infrastructure

Municipal borrowing capacity and other financing options were discussed. With the need for
more municipal borrowing, the ability of municipalities to finance their water infrastructure
needs, and the appropriate financing role of the private sector emerged as points of contention.
Reserve funds and debt issuance were compared as financing options. Key issues around the
provincia role in financing included the need for provincia grants for some communities, the
distorting effects of such grants, and the question of how they should be administered.

4. Other Strategic I ssues

On the issue of balancing costs with safety, there was consensus that the two go together, neither
one taking absolute precedence over the other. Economies of scale, both operational and in
infrastructure, may be possible depending on geographic factors. Some communities, especially
in northern Ontario, have little access to such economies. Support was expressed for universal
metering of all water users. If sewage financing isincluded in water bills, only users who receive
both water and sewer services should be charged for both. The question of what should be
included in the price of water and the possibility of for-profit water systems, was contentious.
Some argued that generating dividends is alegitimate cost of capital, while others suggested that
profits should remain in the system, and that dividends have a distorting effect on decision-
making for water system safety.
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Discussion of Substantive | ssues

Presentation A: Summary of the Presentation by AMO on municipal finance
(See Appendix A for full presentation notes):

Municipalities operate within much tighter rules than other orders of government. These
rules make it very difficult to manage new, "in-year" expenditures. If a new expenditure
is not budgeted, it must be paid for from reserves, cuts to planned programs or tax
increases in the subsequent year. Depending on the municipality and the assignment of
service delivery, up to 90% of a municipal budget is mandatory spending to meet
legislative requirements and prescribed service standards. This means that the amount of
spending over which council has absolute control isrelatively small.

« Municipalities cannot overextend themselves, they have defined debt capacity
limits. Municipalities are prohibited from deficit financing. Any deficit in the
operational budget in one year becomes the first item of expense in the following
year's budget.

« Municipalities have one major source of revenue (property taxes) as compared to
the multiple sources of revenue at the provincial and federal level. The property
tax system, on average, produces approximately 70% of municipal own-source
revenue. The remainder comes from development charges, user fees, license fees,
fines (such as parking tickets) and transfers from other governments (such as
conditional grants and the Community Reinvestment Fund, which isafund to fix
any gaps from the transfer of services between the province and municipalities).

« Inaddition to direct revenue, municipalities can expand their financial capacity by
using some management strategies, such as debt financing for capital
expenditures and the accumul ation of reserves. The annua payments for debt and
long-term financial obligationsis limited to 25% of a municipality's own purpose
revenue sources (property taxes, etc.). The province calculatesthisfigureanditis
part of aregulation. Only the Ontario Municipal Board can approve exceeding
thisamount. Debt must be for capital assets, and both interest and principal must
be repaid. Debt adds expense to the current budget, so municipalities are moving
towards paying up-front for capital expenditures, which saves money in the long
run, but downloading and pressure to freeze taxes are constraints.

Presentation B: Summary of the Presentation by Brian Murphy, Mayor of Moncton
and Al Strang, City Manager. (See Appendix B for full presentation notes)

Moncton (with 39,000 taps) was faced with problems of aging infrastructure and water
quality problems (heavy chlorination, excessive turbidity). In response to these problems
and citizen concern, Moncton devel oped a master plan including a: pre-design report in
1993, metering in 1994, and increased dam capacity in 1998. It was a challenge to
convince consumers of the need for metering, since price increases preceded quality
improvements. A new treatment plant was needed, estimated to cost $32 million. Finding
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funds was a problem (the Province had denied an application for funding), so a Public-
Private Partnership (PPP) was considered, and this model was adopted.

With no modelsto follow, the City engaged technical, legal, financial and PPP process
experts to ensure sound advice. Seeking this advice is recommended to those considering
PPPs. Following a qualifying and proposal process, a private partner was chosen. This
partner brought new innovations, and built the plant for $23 million, with no out of
pocket costs to the City. A lease-license agreement was set up for 20 years, along with
user-pay and metering. Specific features of the PPP included:

« company offered a $15 million guarantee

o arepair and replacement program written into the contract, where funds go into a
trust managed by the City

complete risk transfer, with risks absorbed by the private partner

athird party dispute resolution mechanism

default clause

innovation clause, that provided financial incentivesto offer the City innovations
unique tax exemption ruling, allowing savings to be passed on to the City.

lease license agreement, including fully deductible |ease payments and annual capital
depreciation, with savings passed onto the City.

In terms of results, the actual increase in costs to the consumer was $91 per household,
compared to the $120 estimated by the City. Thereis also an escalation clause in the
contract that permits only a 2% raise per 3 years.

1 FULL COST ACCOUTING, FULL COST RECOVERY AND FULL COST
PRICING

1.1.  Setting aside, initially, the question of what specific costs should be
recovered, isthe general case for recovery of costsfrom water userswell-
supported?

1.1.1 Full cost accounting

o Therewas consensus on the need for full cost accounting (Chiefs, CO, AMO, EP, PP,
OWWA/OMWA, CUPE, CEDF, CCPPP, OSWCA, OPSEU)

o For First Nations communities, failure to determine water costs as separate items
leads to under-funding (Chiefs).

1.1.2 Full cost recovery

o Thereisadistinction between full cost accounting and full cost recovery (CUPE,
AMO). There was some agreement for full cost recovery (OWWA/OMWA, Strategic
Alternatives, CCPPP, OSWCA, OPSEU). There was no consensus on who costs
should be recovered from.



Full cost recovery means recognizing costs and recovering them. This can be done
through grants, rates etc. Full cost pricing means recovering most of the costs from
users. Budgeting is very important for full cost recovery. Costs must be identified and
budgeted for (Strategic Alternatives)

OWWA/OMWA supported full cost recovery, but suggested that other forms of
revenue not be excluded.

AMO noted problems with full cost recovery. It would not be possible for the whole
province as it would be too expensive for some municipalities. Further, the
requirement that municipalities take over communal systems has raised transition
costs. The move to full cost recovery must be based on an assessment of costs that
includes transition costs.

Full cost recovery is broader than user fees (CUPE). There is a heed to broaden the
sources of revenue for municipalities. Perhaps a sharing of income tax between the
Province and municipalities would be a solution for long term funding needs.

There was some consensus around the principle of full cost recovery and full cost
accounting in large and medium municipalities and support for user-pay (EP)
OWWA/OMWA agreed, but not for fire. Chiefs agreed, but not for First Nations
communities.

The goal of safe drinking water may not be compatible with full cost recovery (AMO)

Full cost recovery raises equity concerns for low income people and between
communities (CUPE)

There is no data on how many people may be affected by an increase in costs. Further
research is needed here (AMO, CUPE)

There was some agreement that grants should be directed to users who could not
afford to pay, rather then subsidizing the system. (OSWCA, EP, CUPE) In reference
to EP's preference for subsidies in cash rather than in kind, OPSEU commented that
thisis not agood way to look at life.

EP asked whether direct grants to users would meet CUPE's equity concerns without
subsidizing resource exploitation. CUPE responded that implications of pricing on
low-income people must be considered fully, and could include direct grants but
prefer providing abasic water amount free.

CEDF opposed an individual grant system for those unable to pay asit creates a class
structure, and raised concerns about people having water cut off because they couldn't
afford to pay

Germany charges awater extraction tax. The Netherlands taxes on delivery of water.
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Other mechanisms for taxing (property tax etc.) should be considered (PP).

1.1.3 User-pay and full cost pricing

There was some agreement for full cost pricing and user pay (OWWA/OMWA,
AMO, OSWCA, EP, CEDF, PP). CO added that this should extend beyond
municipal usersto al water users, including private takings by industry, golf courses,
etc.

There was some strong opposition to user pay (Chiefs). First Nation communities are
small, with 52% of the national average income. These communities have no
economic base and need a commitment to the provision of safe drinking water
regardless of ability to pay.

OWWA/OMWA, PP agreed, noting that smaller communities and Native
communities may need assistance, but added that even if subsidized, users must
receive signals about the cost of the water. Full cost pricing is not the panacea. PP
notes that costing promotes conservation.

PP added that there is a need to define goalsfirst - safe clean water. AMO responded,
saying that if that is the goal, full cost recovery may not always follow.

First Nations object to user pay on philosophical grounds - water isnot a"good" that
can be traded (Chiefs).

EP pointed out that the user pay principle has had well-established international,
academic and policy support since the 1970s. Full cost pricing helps ensure that water
providers have adequate resources. User-pay increases sustainability, and efficiency.
Communities don't use water: individuals, companies and organizations do.
Disadvantaged individuals could receive cash subsidies, and decide for themselves
how to use their resources (EP)

Strategic Alternatives noted that water is not very responsive to price. A large price
change is needed before people notice. The inability to pay should not influence
discussion on the principle of full cost pricing

User pay is objectionable (Chiefs). It is not necessary for the goal of clean water.
Incentives for conservation can be achieved by other means.

The importance of an inventory of water for full cost pricing was noted (OSWCA)

The Chiefs pointed out that First Nations faced dirty water due to outside polluters.
This raises concerns with user fees, since those polluting should also pay.

1.2. Theitemsthat might normally beincluded in a definition of full-cost would

probably include oper ations, preventive maintenance, major maintenance, mid-
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liferehabilitation, end-life replacement, maintenance of system capacity, system
expansion, and overhead. Isthislist acceptable as a starting-point for
discussion?

OWWA/OMWA agreed that the items listed must be included in full costs.
Source protection should also be included in costs (CO)

Future growth and capacity should be included in full costs (OPSEU) however,
municipalities should retain the choice on how these future growth costs are
recovered (e.g. development charges, Section 221 of the Municipal Act vs. recovery
from water rates. (OWWA/OMWA)

Questions were raised about whom should pay for future capacity (OPSEU) and what
should be included in overhead costs.

The costs of public reporting should be included in overhead and operations (CEDF,
OWWA/OMWA).

Profit should be included in full costs (EP)

CUPE suggested the return of equity should be reinvested in the system.
OWWA/OMWA suggested funds should be kept as reserves for future development.
The Chair noted that profits were returned to customers in Edmonton.

EP noted that two types of costs were involved - operating and capital costs. Both of
these costs must be included in the full cost.

Costs for watershed management and source protection need to be included in full
costing (CO). OWWA/OMWA noted that these costs were outside the municipal
boundary. AMO noted that watershed management benefited all citizens, not just
water users, therefore these costs should not be included in user fees.

Debt repayments should be included (under overhead) (AMO).

OSWCA argued that two types of costs existed: (1) current cash expenditures,
including overheads, operating costs (direct and indirect), and financial costs (debt
repayment and interest) and (2) sustainable allowance, including renewal and
replacement costs (estimated), and improvement allowance (estimated).

Bird noted that there are mechanisms for accounting for maintenance costs. The costs
that appear in municipal books are insufficient for full costs. Full cost should include
system expansion (future users and/or watershed management) and system costs
(Bird)

CCPPP noted the difficulties of capturing indirect costs. For example, determining
9



1.3.

the portion of administration costs such as human resources etc. that apply to water
services. Current procedures do not easily allow for this.

PP noted the need to look ahead for full cost pricing issues, such as climate change
and the allocation issues thiswill raise.

Full cost accounting must include a statement of physical assets so that the public can
see assets diminishing. Thiswill raise public concern (OWWA/OMWA)

EP suggested aregular review of assets to assess depreciation, life expectancies,
condition and replacement costs. Regular depreciation reviews will increase
transparency.

Should some costs, such asfire suppression, specialized laboratory services,
and central data processing be treated differently, and, if so, how?

1.3.1 FireSuppression

OWWA/OMWA noted that 30% of capital costs go to fire, with costs either being
recovered by charges to the city per hydrant, or by putting the cost on the bill for fire.
However, costs are not identified in two tier municipalities. The question of whether
users or municipalities pay these costsis a political decision.

EP did not contest the 30% figure but argued that the allocation between fire and
general water supply isarbitrary. EP referenced the "zero intercept” concept used in
gas regulation.

Strategic Alternatives notes that the 30% figure is related to municipal size: in
Toronto it isless than 10%, in Peterborough 15%, and in small municipalities, 30%.
It is possible to identify these costs, therefore there is a need to decide whether to use
marginal costs.

OSWCA noted that in most cases municipalities are responsible for water quality and
fire, so there was no need for a distinction in terms of revenue collection.

OMMW/OMWA noted that most often, a fire suppression charge is made where there
are split jurisdictions such as a Region vs. local municipality. The water use for fire
protection is non-metered. Asfire protection is a cost recovered by property taxes, a
charge back to the property taxesis made for the service.

OSWCA and EP noted that infrastructure for fire and general water supply affect each
other (for example fire suppression requires a larger main, which in turn affects water
quality). However, EP argued that the former should be recovered through property
taxes and the latter through water charges.

Costsfor fire should be charged to property owners, asit is a service to property (or
10



public interest), not individuals.

o AMO noted the unintended consequences of user fees. For example, these decisions
may affect how people call for help.

o Strategic Alternatives argued against user pay for fire. It'samunicipal service, like
education. It should be on the municipal bill, or the water bill. Thereis no strong
reason for one or the other, aslong asit is not user pay.

1.3.2 Laboratory Services

o Labservicesare very expensive for all municipalities (OWWA/OMWA).
Downloading by the Province has put this responsibility on municipalities. Itisa
Provincia responsibility, and the government should get back into the business of
testing. A central system would equalize costs, and lead to better prices for greater
volume. There should be equity between the cities and rural areas. Costs are
excessive for rural areas at the moment. Provincial testing and labs would also make
reporting easier.

o EPreplied that it would be inappropriate to equalize costs. Higher per capita costs for
lab services are one of the costs of living in rural areas. Thereisno genera principle
of equity between cities and rural areas. For example, land and housing prices are
higher in cities.

o AMO noted that some municipalities are privileged by the current rules - for example,
bigger cities, or municipalities that have been allowed to band together to bulk-
purchase lab services, receive a better price.

1.4. Should therebealevy on usersto support activitieswith long-term relevance
to water quality such as sour ce protection and research?

« There was agreement that where source protection was part of the water system, it
should be included in costs (CO, OSWCA, Strategic Alternatives, AMO).

o CO pointed out that at a previous meeting, there was consensus that source protection
was a part of amultiple barrier approach. The question, now, is how do you pay for
this? Watershed management and source protection need to be integrated in water
management (both quality and quantity) and therefore included in full cost pricing
(CO)

o InNew York and Waterloo, funds are included on the water bill for source protection
(CO, Strategic Alternatives). Ontario has a history of separating source protection
from the water system. This must be reviewed (CO).

o Watershed management has many functions (including biodiversity for example),
therefore costs should only be charged for the protection of the water supply function
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(CO). A mechanism needs to be found to finance this function.

o Strategic Alternatives suggested that municipalities charge afew cents on the water
bill and give it to the CO to implement watershed management.

« OWWA/OMWA suggested that the costs for source protection may be best recovered
through waste water rates.

o OSWCA noted the costs of sewage should also be incorporated into these costs as
combined sewer overflows have a protection value.

« Source protection includes the study of processes and planning, monitoring, specific
programs, land use planning etc. (CO). Source protection reduces the risk of water
failures. There was consensus that thisis an integral part of the water system at a
previous expert meeting. CO asked for recognition for the principle of connection
between source protection and the benefit for water supply. OSWCA and PP agreed.

« EP pointed out the importance of the polluter pay principle as an even broader
principle. Farmers, industry, sewage utilities and developers should be responsible
for any damages they cause.

o CEDF noted that source protection (acquisition and enforcement) is a Provincial
responsibility, but that since the province has withdrawn from thisrole, perhaps a
levy should be charged to usersto offset ebbs and flows of provincial government
cuts.

o AMO agreed that acquisition costs should be passed on to consumersiif it related
directly to water protection.

o The Chair questioned whether this approach is necessary only because provincial
funding commitment is not firm? He also pointed out the difficulties of balancing
source protection responsibilities of conservation authorities and municipalitiesin
terms of jurisdictional issues and cost allocation issues.

After consultation, a statement on source protection was prepared by CO,
OWWA/OMWA, OSWCA, and Strategic Alternatives which included four principles:

(1) Source protection programs are an integral part of water supply management, and
must be carried out on a watershed basis. The extent of programs varies among
watersheds and among municipalities

(2) There must be adequate and sustainable sources of funding

(3) Some of the costs of source protection must be recovered from water users, including
private and large commercial users as well as municipalities, and from effluent

discharges thus capturing the "polluter pays' concept. The province needs to establish
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(4)

1.5.

policy and tools for this to happen, e.g., Water Resources Act, permits to take water
program. Something may be required in the municipal act related to water rates.

Standards or guidelines from the province are needed to guide what relevant source
protection costs can be linked to drinking water supply and sewage management. A
structure is needed to determine where revenues should come from and what
programs to support. For example, the network of dams and reservoirsin Ontario
serve multiple purposes. If adam's significant function is water supply then funding
should flow there from water supply, but if it is primarily for flood control then
funding should come from other sources.

OWWA/OMWA adds that full-cost accounting is necessary for this approach.
Strategic Alternatives connects source protection to long-term planning, and CO
agrees.

AMO agrees with the principle of linking watershed protection to drinking water and
the need for resources for protection, but has reservations about including watershed
protection costs in user fees; funding for environmental protection should come from
tax dollars, from the province. Connell agrees that source protection funding through
water/wastewater costs might weaken arguments for provincial funding.

CO replies that this should complement, not replace, other funding sources. The
province has an obligation to contribute. Right now water isfree to amunicipality, a
water bottler, golf courses etc. In redlity it isbecoming as scarce resource and should
have avalue put onit. That feeto water usersiswhat we're discussing, and in turn
the money generated should be invested in watersheds.

EP agreesin fact but not in principle with the statement. The statement implies a
right to pollute. Rights to clean source water should be clear.

PP agrees with the statement in fact and principle as it stands on the principles of
sustainability, long-term thinking, and the interconnectedness of these systems.
Working out equitable financial solutionsis possible.

Strategic Alternatives notes that in some cases it is cost-effective for a
water/wastewater utility to put money into watershed activities. Thisleaves decision
making entirely with the utility. This question of watershed protection as a water
quality tool is separate from the question of provincial policy around water taxes on
users and discharges.

AMO, however, maintains that this sets an undesirable precedent, and is not the
appropriate fee or tax to pay for such services, since users already pay for watershed
protection through [provincial] taxes. Many watersheds have amix of userson
municipa and non-municipal systems, often drawing from the same aquifer, and
municipa payments would be atax on some and not others.

OPSEU asks about the role of Conservation Authorities (CAS), since in some of
Ontario's watersheds there is no such agency. CO replies that money should flow to
source protection, not necessarily to a CA. In northern Ontario there is crown land,
so it should flow to the manager of the crown land, the province, to implement source
protection.

What are the problemswith implementing full cost recovery? Do small
13



systems face special problemsin implementing full cost recovery? If so, how
should these problems be dealt with? Would implementation of full-cost
recovery befair to all usersand communities? If not, how could such
problems be addr essed?

151 Small Systems

Remote communities with awide area of distribution have extremely high costs and
suggested that the Ontario Clean Water Agency (OCWA) was in agood position,
with expertise and advantages of scale, to administer subsidies for capital plans.

EP does not support subsidies and noted that small systems may have usersthat are
very wealthy (there was an assumption that small systems could not afford to pay
higher than average costs). Adopting a policy that provides subsidies based on size
may result in transfersto the rich. Subsidies should be in cash, not kind.

Subsidizing municipalities could discourage them from planning (EP). Further they
will be rewarded for not maintaining the system, and may make decisions, not on
need, but on subsidy availability. This resultsin over building of infrastructure which
then makes them dependent on the Province for more subsidies. It also reduces
innovation and skews land use decisions. AMO argued that there was no hard
evidence to support these claims. EP argued that the data came from the "Who Does
What Panel" - they consulted experts - and over building was the first problem listed.
Thisis not the fault of municipalities, but of the system that fails to give the right
incentives. Thereis further evidence of neglect - last year, half the plants were out of
compliance and hundreds of boil water advisories were issued.

Small communities should have service comparable to that of cities, otherwise people
are forced to moveto cities (Chiefs)

The BC Municipa Finance Authority helps small municipalities with funding
(CUPE).

Small systems face special problems with full cost pricing (OSWCA). For
municipalities with over 2000 peopleit is possible to use full cost recovery,
especially with atransitional system over 5-8 years. For municipalities with less than
2000 people, it ismore difficult. There need to be mechanisms to review needs for
water and sewage and development plans looking at economies of scale. This used to
happen, but not any longer due to alack of coordination. There is aneed to look at
economies of scale through a coordination body at the Provincia level. (OSWCA)

Small systems need help, so it makes sense to include grantsin full cost pricing. This
would be asmall part of the population. It will be expensive for small systems, but if
they can afford it, then there is no problem. Most municipalities can afford it
(Strategic Alternatives).
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OWWA/OMWA recognized the specia case of small communities, and supported the
Chiefs comments, but stressed the need for full cost accounting, with an option for
subsidizing those who cannot pay.

OPSEU supports the concept of full-cost recovery for long-term infrastructure
resourcing, but full-cost pricing is a different issue; not all small systems can achieve
efficiencies through linking. OPSEU calls for dedicated funding to water/wastewater
for such communities.

1.5.2 LowIncome lssues

Low income individuals or households have less ability to pay (OPSEU).

OPSEU suggested a problem with providing grants to individuals, asit is not related
to the water bill - people under financial pressures of various sorts may not use the
money to pay the water bill.

EP respects the right of low income individuals to make their own decisions.

OWWA/OMWA raised concerns about how "low income" would be evaluated, and
pointed to the difficulties of implementing subsidies for individuals. This could be
achieved through a provincial tax rebate, or other existing mechanism.

Subsidizing individuals reduces their incentive to conserve water. Subsidies also
influence where people choose to live. People respond to prices (EP).

Subsidies should not be to individuals, but to communities. Water is one of the basic
human needs, and should be a community responsibility (Chiefs).

EP pointed out that it isindividuals and not communities that use water.
Disadvantaged individuals should be subsidized in cash and not through the
subsidizing of infrastructure.

RELATED MANAGEMENT ISSUES: ASSET MANAGEMENT; LONG-
TERM PLANNING; ACCOUNTING and FINANCIAL PERFORMANCE

How should accounting and management systems be changed to improve the
safe delivery of clean water, and of waste water services?

The issues arising from this topic on the agenda are of particular importance to
OWWA/OMWA, which represents 150 water authorities serving 7 million people.
These authorities are responsible for stewardship of public water supply, to ensure
safe and reliable water supply. There will always be some risk, and the acceptable
level is set by the people of Ontario through the provincial government.
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21 Asset M anagement

There was some consensus on the need for province-wide standards for asset
management (EP does not agree with this). Discussion focused on the information needs
in order to develop asset management standards and implement asset management in
systems across the province.

o OSWCA argued that asset management was essential in terms of dealing with the
infrastructure deficit, and suggested it should be mandatory at the provincial level.

o PP noted the need to link technical information with financial information. Thereisa
general trend in this direction. PP predicts a huge overhaul in terms of infrastructure
in the coming years. A lot of information will be needed.

o OSWCA noted that fixing a break in the infrastructure costs 3 - 5 times the normal
replacement costs, therefore planning in advance makes financial sense.

o EPargued that privatization was the best way to ensure break-downs are prevented.
Private owners employ sound engineering practices to preserve their assets. EP
contrasted asset management practices in the private gas industry to those in the
public water industry.

« Managers have the tools and are doing afairly good job at providing safe water and
managing system assets. While public water authorities use many of the same
procedures as private industry, private companies also do many things for tax
avoidance purposes (OWWA/OMWA).

o Strategic Alternatives notes that plans cannot only be top-down work done at a desk,
but require engineersto actually look at the condition of assets. In an AWWA
survey, 92% of large municipalities were able to provide information on distribution
infrastructure, while in smaller systems below 1000 connections only 14% could
provide that information. They are not recording or reporting thisinformation. Asset
management and physical reporting must be put in place.

« OWWA/OMWA notesthat Strategic Alternatives comments imply that those
operating smaller systems do not know how many water main breaks they have
experienced. Thisisan incorrect conclusion, drawn from the lack of results from a
survey that was voluntary, long and time-consuming, and that asked for information
inaparticular format. Small operators know where breaks have happened, but are
unlikely to pay their consulting engineersto take time to fill out such a survey.

o Inlight of the OWWA/OMWA comments, stated above, Strategic Alternatives
acknowledged that conclusions about water-main breaks based on data taken from the
OWWA survey may have been too strongly stated, but re-emphasized the importance
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of good financial management and asset management.

OSWCA callsfor technical analysis of existing systems, especially underground
distribution/collection infrastructure, to be mandated on a municipal basis.

Superbuild noted a study currently underway for all municipalities - the asset
assessment inventory. Thiswill provide greater understanding of assets, especially for
small systems. Site visits will be made if municipalities do not have good inventories.
Another study islooking at best practices, including asset management, and databases
on pricing and financing. These studies will likely demonstrate the need for asset
management plans more broadly. First Nations are not included in these studies.
(Studies will be made available through the Inquiry)

OWWA/OMWA callsfor clear criteriain the Superbuild study to determine asset
conditions, and express concern that accountants will produce unrealistic/inapplicable
benchmarks.

Problems with asset management: right now it starts from the premise that a fixed
asset management system is an accurate inventory. A condition assessment of the
inventory follows, but these are difficult and expensive, and produce unreliable
information. Then come life cycle programs, which are often based on fads rather
than on good engineering criteria. Engineers who conduct these studies may
overstate problemsin order to win contracts to fix them. (OWWA/OMWA)

The Inquiry should recommend consistent, practical and sound industry standards for
asset management, especially regarding the implementation of performance
measurements and for mid-life rehabilitation. MOE should go beyond monitoring lab
results, to ensure that systems are well operated, well maintained and properly
financed to protect the public interest.(OWWA/OMWA)

Connell asks who should have the responsibility for developing such standards?

OWWA/OMWA suggest bringing together practitioners and theorists to develop
performance measurements. They fear an "apples-and-oranges’ comparison between
municipalities by the provincial government, without appropriate performance
measures. This group should be an initiative of the minister, or delegated to
OWWA/OMWA. AMO notesthat a centre for performance management (under the
CAO water/wastewater benchmarking initiative) has been proposed to advise
government and municipalities on how to write standards. It would draw from
academics, practitioners, etc, to create benchmarks. The Commission should
encourage this.

The crown must take aleading role in developing industry standards. The need for a
base of expertise and policy knowledge implies that MOE should be the standard-
setting agency. (OPSEU) OWWA/OMWA, however, points out that the Ministry of
Municipa Affairs, the MOE and other agencies are not well-coordinated, so thereis
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no focal point.

Price (City of Toronto agrees that thereis alack of standards. Instead of MOE, he
looks to Europe, which is 20 years ahead of Canada. Britain has a Water Research
Council which has been maintained despite the privatization, and is funded by
contractors, material suppliers and users.

Connell asks Price (City of Toronto) whether a consistent asset assessment approach
could be achieved across Ontario. Price explains that they hired consultants to pull
together analysis of the six municipalities, plus Scarborough and the City of Toronto,
and hope to have arequest for proposals (RFP) next year for an asset management
system. They have chosen a maintenance management/ work management system,
and are putting in place technology not only to plan but also to help with daily work,
tied also to city plans such as roadwork and paving. There are many competing
demands on the system - lead pipes to replace, people on half-inch service who we
want on three-quarter-inch, thousands of drains that back up raw sewage into
basements because of tree roots etc. which require asset management.

OWWA/OMWA adds that the City of Toronto does good work, and might be looked
to asamodel for standards development.

MOE expressed concern about distribution systems in some communities which are
open to water from other sources mixing with treated water. That health and financial
risk must be managed. OWWA/OMWA suggests that environment and housing
ministries need to work together to allow water authorities to check whether property
owners have wells.

L ong-term Planning I ssues

There was consensus for the need for long-term planning for infrastructure maintenance
and development for water supply. Discussion focused on the time frame required,
information requirements and which type of system could best manage this function.

Strategic Alternatives discusses two types of planning in their paper: strategic
plans/master plans, and the annual budget. 1ssues around strategic plans are scope,
whether the municipality addresses all options including management structures,
conservation, emissions trading, watershed-level concerns, and not only supply
management. The focusis usually growth, with insufficient focus on maintenance.
For both annual budgets and master planning, the basic issue is whether they are
being done, particularly in small municipalities where there is often no long term
planning (Strategic Alternatives).

While asset management looks at what you have, planning looks at what you may
have to provide in the future (Price, City of Toronto)

18



OWWA/OMWA takes issue with the suggestion that long-term planning is lacking.
The water authorities practice long-term planning. However, other immediate
problems around amalgamations (which have been more expensive and disruptive
than the provincial government anticipated) and new regulations following the
Walkerton tragedy have forced long-term planning onto the back burner.

OWWA/OMWA emphasizes the need for long-term planning and longer planning
horizons for taxes. Infrastructure replacement needs fall into a municipality's short-
and long-term itemsin the capital budget. Short-term (5 year) financing systems are
in place, through reserves, debentures, etc. OWWA wrote a capital budgeting
handbook last year on behalf of the province for new and replacement infrastructure,
which allows planning of capital expenditure for 5 or 10 years, and analysis of
impacts on operating budgets over the long term.*

From afinancial perspective for longer-term lifecycle analysis, for a period of
perhaps 80 years, replacement costs are estimated through a sinking fund calcul ation,
which asks how much must be put away annually into areserve that with interest
earnings, the money will be there for future infrastructure development. This
functions like depreciation (making expenditures and then depreciating assets) but is
more forward-thinking. (OWWA/OMWA)

Municipalities do not know enough about in-ground infrastructure, when it will fail
and how much they should invest in it long-term. Thereislittle concrete evidence to
predict future investment needs. Superbuild will try to gather that information but it
requires alot of digging (Strategic Alternatives). MOE shares concern about lack of
knowledge of distribution systems.

OWWA/OMWA agrees that there are unknowns in costing infrastructure, but with
annual capital management review and lifecycle costing, and money in reserve funds,
you have financial resources to react to unexpected infrastructure failures and adjust
financia projections. Systems, even small systems, are moving towards long-term
planning.

From the manager's perspective, they know what physical work will be donein the
next two to three years. For the longer term, we don't know exactly which pipeswill
be replaced in ten years, but can ensure that we have the financial resources
necessary, including setting policy, for future rate adjustments to achieve that.
(OWWA/OMWA)

PP suggest that long-term costs must be done from a sustainabl e asset management
approach, including consideration of infrastructure, climate change, sustainability of
funding for programs (frequent changes in provincial and federal funding programs
are aproblem), and the value of source water itself. From a 100-year timeframe study

! Ministry of Municipa Affairs and Housing, Spring 2000, Municipal Capital Budget Handbook Available
online a http://www.mah.gov.on.ca/Zbusiness/BudgHandbk/Handbook-

e . pdT Note this report was not prepared for OWWA/OMWA.
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of Hamilton, water users are paying only athird or a quarter of the annual needs for
long-term sustainability of the system.?

o Connell asksfor EP's opinion on the value of a 100-year time horizon for planning,
noting the example of rapid changesin Ontario Hydro forecasts. EP suggests that the
existing system needs attention today, and calls into doubt the usefulness of a 100-
year forecast given the limitations in accuracy over time.

« Strategic Alternatives suggests that in long-term planning for water, you may have a
50 year horizon but really you're deciding what to do in the next ten years, and in five
years you haveto re-do that plan. The long time horizon is useful to connect your
activities for the next few yearsto along-term plan, and knowing that events will
happen in the future is more important than knowing their exact timing.

« OWWA/OMWA notesthat aplan is a statement of principles, (e.g. how much
capacity will be needed in 15 years and what the cost range is); not an exact map.
Connell adds the importance of careful ongoing engineering assessment of the asset,
and OWWA/OMWA adds that pragmatism is important too, e.g. replacing water
mains when the roads are being re-paved.

« EP notes the problem, when politicians own and control these assets, of the interface
between a short political timing horizon and the engineering priorities of the system.

o PP addsthat atransparent, long-term approach "de-links" planning of financial
management from the whimsical unpredictability of the political realm. The
unpredictability makes it difficult for managersto rely on long-term funding.
Registering asset values of a system is one way to keep a public eye on the system.

2.2.1 Isiteaser to accomplish long-term planning when the water system is a utility
rather than a department of municipal government? (Connell)

Price (City of Toronto) responds:

o The department responsible for water and wastewater in Toronto probably has a
larger staff and budget than MOE. We're struggling with the amalgamation:
different cultures, records, etc., make it hard to assess system priorities.

o Political interference is minimal because they do not understand the enormous
size of the budget.

« Everyone wants user-pay full-price accounting, but in this case of lot of money
from water ratesis siphoned off. The Ministry of Municipal Affairs knows that
this goes on across Ontario (through interest in reserve funds, a treasurer deciding
whether to alocate that to water reserve or general revenue). It isabattleto
maintain water reserves for the purpose for which they were set up.

o If the system becomes a public utility, either an arms-length entity from council or

2 Pollution Probe, April 2001, The management and financing of drinking water systems: Sustainable
asset management, a submission to the Walkerton Inquiry, available online at
<http://www.walkertoninquiry.com/part2info/parti esz/\g thstanding/pdf/pollutionprobe.pdf>



something more like Hydro (which would require new legislation), then you can
have decision makers who concentrate just on water and sewage.

o Thewater planning problem for Toronto is that planners want to put another
million peoplein the city to use the existing infrastructure, and we have to figure
out how to supply their water and sewage services with the existing infrastructure.

Pipes are experiencing "midlife crisis’, deteriorating faster than they should,
depending on the age, the condition, the ground they arein, etc. North York gets
over 800 breaks a year in water mains compared to the old City of Toronto with
only 80, and North Y ork is the newer system.

« Governance has to bein place to address financing the system, and to address
stormwater, sanitary sewers, source water and potable water as one unit.
Cleaning up the waterfront if Toronto gets the Olympics would cost a billion
dollars, and the funding is not forthcoming.

Price (City of Toronto) and EP note the natural monopoly nature of water
distribution.

EP stated that water utilities need an environment of stability. Restructuring
electricity distribution in 1999 caused chaos. Turning municipal departmentsinto
utilities without privatizing them may not contribute to safety.

OWWA/OMWA counters that we no longer have water utilities for small systems,
only 15 or16 PUCs eft in Ontario. PUCs for small towns were only feasible when
electricity and water were combined, but restructuring of electricity forced PUCsto
sell the electricity utility, and water in almost every small system in Ontario has been
taken into the municipal structure.

OWWA/OMWA agrees with the importance of dedicated funds, not cross-
subsidization for water systems. In Ottawa, e.g., the CAO after amalgamation called
for having a dedicated water professional answerable to council, and small systems
need such an expert as well.

Strategic Alternatives noted that the long-term planning endorsement should not be
overly prescriptive. Some municipalities are not growing and their planning needs
are fairly ssmple, while others need more sophisticated approaches.

OWWA/OMWA and UWC call for special-purpose bodies, such as PUCs, to run
water systems. A municipal council has many concerns and has to be myopic; the
planning horizon is short. A special body makes long-term planning much easier.

AMO disagrees, suggesting that water plans must start with along-term vision for the
municipality (e.g. size and nature of future population) and an elected council to
integrate decisions about water, sewers, roads, etc. They can keep the costs from
being "lumpy", deal with changesto federal government infrastructure financing, and
plan to integrate roadwork, water and sewer work, etc.

Tax base funds are now under such pressure that politicians are eyeing water system
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reserves, and water system revenues cannot be relied on to remain dedicated
revenues. Systems may have to earn a profit as the Edmonton system does, paying
dividends to the municipality. PUCs generally did a good job, and municipalities
could as well but dedicated financing is a problem (Strategic Alternatives).

« OWWA/OMWA adds that while municipalities are required to segregate water and
sewer funds, crossover occurs when there is charge-back e.g. purchasing services
from the city. Examples of cross-subsidies existed in integrated utilities (gas/electric,
gas/electric/water). (EP, OWWA/OMWA)

o Connéll notes that the consensus on full-cost pricing strongly implies awater system
with independence enough to ensure that revenues are secure and long-range planning
has meaning.

2.3  Accounting Procedures

o Strategic Alternatives discusses accounting options of municipalities. In both cash-
based and accrual systems the costs of investment are recovered. The cash-based
system is more flexible, with investment cost covered as principal repayments and
money into reserves from revenues. The accrual-based system recovers investment
cost as depreciation. The timing and cash flow differ over time.

24  Monitoring of Financial Performance

o Strategic Alternatives notes that the cash-based system does not record assets, so it
does not allow monitoring of profitability or condition of assets. New Zealand, for
example, initiated accrual-based accounting in order to have some information on
assets.

« OWWA/OMWA differentiates between accounting, which is how last year's money
was spent, and financial management, which is budgeting for planning, projecting
needs and objectives; the former is a performance measure against the latter.

3. FINANCING OF INFRASTRUCTURE
3.1 Overview of Waysand Meansfor Capital Expenditures
Strategic Alternatives summarized related points from their paper:

o User feesare the important revenue source for water and sewer (except for fire
suppression which tends to be paid through property taxes). But capital expenditure
islumpy, so one needs either to have reserves or to borrow money and put debt
chargesinto user fees). Other traditional sources: development charges, important
revenue sources in new developments to pay for capital; improvement charges,
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charging adjacent properties to pay for infrastructure improvements, although these
generaly bring in little revenue; finally, historically there were provincia grants but
these have declined in recent years (Strategic Alternatives).

« Fiscal sustainability is difficult to measure, but bond rating agencies measure the
fiscal health of municipalities by looking at the tax base size, debt burden, reserves,
dependence on provincia grants, and expenditures. Over time, the local services
realignment will not be revenue neutral because pressures on the property tax from
socia services, for example, will likely increase. Amalgamation has also been costly
for municipalities. Finaly, there have been property tax freezesin Toronto and
elsewhere. We aso do not have information on the status of assets. Financial
information looks pretty good, perhaps because services are being cut (Strategic
Alternatives).

o Downloading is aproblem for municipal revenues (CUPE). OPSEU noted that
municipalities needed access to reserve funds, otherwise control of assets can be lost
to PPPs.

o UWC notes the value of abroader "toolbox" including design/build,
design/build/own, design/build/operate/transfer and design/build/finance concepts for
capital improvements and new plants, letting the private sector provide and
municipalities borrow less. Open transparent competition will provide substantial
long-term benefits on capital spending.

C. OWWA/OMWA adds that section 210.1 of the Municipal Act alows for variety of
initiatives. Another section of the Municipa Act, s.221, allows for broader allocation
of costs, and alows contributions towards upstream costs such as paying towards the
capacity of aplant that isalready built. Thisissimilar to development charges
(which are levied on the developers), which allows for the recovery of not only pipes,
but for treatment capacity.

3.2  Borrowing potential and practices of municipalities, large and small

o Municipal borrowing has declined dramatically over the past 20 years. The provincial
guideline prevents debt charges exceeding 20% of revenues, but most municipalities
borrow far less. (Strategic Alternatives) Fiscal conservatism of municipalitiesisin
part because borrowing costs will crowd out other expenditures. In case of
emergencies e.g. increased social services caseload, do not want the burden of paying
off debt. But it makes sense to pay off assets over time, a stream of costsin keeping
with the stream of benefits. (AMO)

o Tax-exempt municipal bonds cause less marketplace distortion than capital grantsto
municipalities. (UWC) OWWA/OMWA disagrees: The idea has been around for a
long time, but not implemented because it is unlikely to generate much more of a pool
of investors.
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o Onthehistory of borrowing: after World War |1 there was much borrowing to invest
in infrastructure, with bonds up to 40 years, but in 1979 an economic downturn made
debt payments very expensive, and municipalities re-examined debt as a primary tool
for financing infrastructure. Now the movement is towards using more tools, not only
debt. (OWWA/OMWA)

o Theprinciple of aligning costs of assets with the using-up of the asset has to be
balanced with other financial and public policy goas. (OWWA/OMWA)

o Many municipalitieswill be able to address their infrastructure needs. Municipalities
who have responsibilities for the frovision of water have the ability to debenture
borrow between $13-$20 billion.” Some of the smaller or northern municipalities
may need provincial grants to correct problems. Perhaps the province can assist by
allowing municipalities to borrow through afund at alower rate. (OWWA/OMWA)

o Based on areport from the National Round Table on the Environment and the
Economy, existing systems account for more than half of the infrastructure financing
needs of the next 15 years.

« Evenif public money is available, the private sector is a better financing source
because it is driven by the incentives to win contracts and make a profit, which it does
through efficiency, asin the Moncton example. Greater efficiency reduces total
capital demand. Municipalities lack incentives to use capital efficiently. (EP)

« Moncton could have hired the right engineer directly to find those same efficiencies.
Unlike Moncton, municipal operators do not have to generate a profit, and they can
borrow money at least as cheaply as private operators. (OWWA/OMWA)

« OWWA/OMWA notes that the English system is a poor example; they have grey
water-outs because so much profit is taken out of the system and invested el sewhere,
e.g. to expand in Canada. Connell replies that the regulator in the U.K. has strict
investment requirements.

o Oneissue that motivated privatization in the U.K. was the reluctance of local councils
increase rates, the method of financing is not crucial, but willingness of council to
increase rates if necessary is. (Strategic Alternatives) Connell agrees, with the
possible exception for small and Native communities.

« OWWA/OMWA addsthat as aresult of the Walkerton tragedy, thereis now local
political will and public support for rate increases, but Bird cautions that this attitude
isnot held in all municipalities.

o AMO notes that the reluctance to raise rates results in part from attempts to impose

% The details of this study were submitted to the Inquiry through CELA: C.N. Watson and Associates Ltd.,
Financial management of municipal water systemsin Ontario,



price caps on tax rates, whether directly asin the U.K. or implied as here in Ontario.
The Commission should assist Ontarians in understanding of what water is worth, and
creating awillingness to pay.

« Higher debt aways means higher taxes or rates at some point. In much of rura
Ontario people prefer to prepay the cost of local improvements rather than issue debt.
Senior levels of government have paid a political price for issuing debt, and thereisa
general belief that the larger your debt, the worse off you are. Debts are afinancing
tool, not arevenue stream. |f you need more money, you need more money not away
of reorganizing it (AMO).

o OPSEU notesthat OCWA, and the arm of the MOE before that, always had a
financing role. In other provinces there are finance authorities, and OCWA could
serve that purpose in Ontario. CUPE adds that the B.C. Finance Authority has an
AAA bond rating, and Ontario municipalities could benefit from a similar
arrangement. CUPE suggests consensus that we not lose sight of the role that
borrowing and public municipal debt can play for financing.

o Ontario did have adebt issuer, the Ontario Municipal Improvement Corporation; it
was alender of last resort, and has withered away for lack of demand.
(OWWA/OMWA)

« On borrowing and debt capacity, the AMO case study” included one municipality
which has atotal non-seasonal population of 50,000, and a service population
actually paying user fees of 26,000. The debt capacity is of the entire municipality,
but only people on the water system are paying it back. (AMO)

« OWWA/OMWA noted that Ontario municipalities probably have the best credit
ratings in North America, in part because they pool al spending together and take
debt capacity as a percentage of that. Provincial guidance has been very successful
regarding debt levels of municipalities, with not a default on a municipality's debt
payment since the 1800s. If we move to borrowing against credit streams, credit
ratings may go down and thus money will cost more.

3.3 What istheappropriaterolefor the provincial government?

o Provincial grants distort municipal decisions (Strategic Alternatives, CO, EP).

« There may be objectives the provincial government can meet through grantsto create
incentives to certain kinds of municipal spending. However, if some smaller

* See Financing of Municipal Waterworks: Analysis and Case Sudies, a paper submitted to the Walkerton
Inquiry by the Association of Municipalities of Ontario, Municipal Engineers Association, and the Ontario
Good Roads Association, June 2001, available online at

<http://www.walkertoninquiry.com/part2i nfo/partieﬂzl\g thstanding/pdf/AMO.pdf>



municipalities, e.g. those with alow tax base, cannot afford water costs then perhaps
they cannot afford other thingstoo. An unconditional grant makes more sense
(Strategic Alternatives).

OPSEU notes the historical instability of provincial grant and subsidy programs
(MOE, Lifelines, Jobs Ontario, OSTAR). A long-term stable approach to grantsis
needed (OPSEU, CO)

OWWA/OMWA isnot in favour of grants per se except perhaps in very small
communities, but suggests that the government consider the example of the American
EPA [Environmental Protection Agency] which has an interest-free revolving fund
with monies accruing back in. Another advantage is long-term planning, as
municipalities know where they arein the funding queue.

OWWA/OMWA is concerned that because of the government agenda, OSTAR is
tying its money into public-private partnerships (PPPs), which suggests that to
leverage the money you need a PPP. Municipal operators channel about 70 or 80% of
our spending to private corporations, but as sales agreements instead of ownership.
MOE clarifies. Superbuild, not OSTAR, is the funding entity that is fostering PPPs.

Thejob of the municipal council isto find the cheapest financing source, whether
through PPPs, revolving funds, municipal bonds or other sources. The provincia
government'srole isto facilitate options and remove artificial barriers. (Strategic
Alternatives)

It seems from the d'Ombrain report® and others that provincial responsibility is
fractured, with the agency with engineering ability to evaluate capabilities of
municipalities, MOE, not the one holding the purse-strings (instead it is Finance,
MAH). MOE is also best placed to tie asset management needs to engineering
reports, and to know the future direction of drinking water regulations. dOmbrain
seemed to suggest folding Superbuild and devolving financing responsibilities to
MOE. (OWWA/OMWA)

Chiefs of Ontario stated grants are necessary. Private funders are not lining up to
finance communities like Attawapiskat, and reliance on federal funding isthe reality
for the foreseeable future. Grants must be rationalized, not just non-dedicated lump
sums, and realistic decisions on where money is needed for the water system must be
based on data and full-cost accounting.

If al communities' infrastructure were brought up to current standards and everyone
started at the same level, would that solve the dilemma? (Connell)

The province could require assessment of the fair cost of providing a system, allow

> Nicolas d'Ombrain, March 2001, The Machinery of Government for Safe Drinking Water in Ontario,
issue paper commissioned by the Walkerton Inquiry. Available online at
<http://www.walkertoninquiry.com/part2i nfo/commizsgjepapers/mdombrai n/dombrain.pdf>
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the community to do a sustainable asset management plan, and figure out what
provincia role acommunity needs above what it can sustain. (PP)

Strategic Alternatives is cautious about the idea of a"fair cost” for utilities, but notes
general support for the idea that some municipalities for various reasons cannot afford
full-cost because they are low-income, cannot access economies of scale, or both.

But if they cannot afford water, they probably cannot afford other needs, and a
provincia fallback should be available with explicit criteria, e.g. how much of
household income you can expect spent on public infrastructure, with the province
filling the gap. Focus should be on public infrastructure as awhole.

Strategic Alternatives suggested that equalization grants in Canada have not generally
been based on household income or affordability. Rather, equalization grants have
been based on fiscal capacity (measured by the size of the tax base per capita) and
sometimes on expenditure need. Strategic Alternatives warns that there are some
water supply systems which are very expensive on a per-capita basis but affordable to
the local community.

Chiefs of Ontario disagree with the general-funding approach, which is easier to cut
back leading to water-system degradation. They are committed to full-cost
accounting for water, even for those who cannot afford full-cost pricing.

AMO notes that water systems are not always for the whole municipality so the grant
should match the number of water users, from whom the loan will have to be
recouped. OSTAR has made that mistake, and engineer's reports will be paid through
OSTAR grants based on property tax base not number of system users.

OPSEU notes the goal is not income reallocation, it is offsetting an unreasonable cost
to provide service due to geographic reality.

Other Financing I ssues

OCWA, and before that the Water Resources Commission and MOE, had the role of
administering grants. OCWA has the presence, knows capital budgets and
infrastructure requirements, and isin agood position to make quality judgments.
Grants from the crown could be contingent on being operated by OCWA. (OPSEU)

OWWA/OMWA takes exception to OCWA becoming the only route to funding,
noting that they are a crown corporation operating on a profit mandate and are in
competition with municipal water operators.

EP noted that the water and sewage systems' capital requirements are enormous. The
Canadian Water and Wastewater Association estimates that Ontario will need to
spend $32.2 billion over 15 years. The private sector has demonstrated that it has the
financial capacity to meet our capital needs. The need for capital investment has often
driven privatization el sewhere and may do so in some Ontario communities.
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4.1.

4.2.

OTHER STRATEGIC I SSUES: Balancing costs with safety; Economies of
scale; Universal Metering; Financing Sewage Systems and Full Cost Pricing

What level of redundancy should be built in systems? Should flexibility to
meet futureregulations be an important criterion? Isthe burden of cost
imposed by current regulationsin reasonable balance with safety
consider ations?

Redundancy was not discussed at the meeting. There was consensus that cost and
safety go together, neither one taking absolute precedence over the other. Safety
comes with aprice, and it is possible to overspend on the incremental safety
improvement that further investment gives.

Arethereopportunitiesfor economiesin water systemsthrough shared
services, mergers, or joint regional contracts?

OWWA/OMWA: The best benefits come from merging and linking operations and
water supply, but each situation isindividual. Amalgamation of systems and
municipalities for economies of scale reaches a certain size limit at whichitis
difficult to standardize operational policies. Example: Chatham/Kent, where 22
independent municipalities were put together into one with much success.’ When
Chatham/K ent was consolidated, we brought costs down for many of the smaller
systems but for some of the larger ones they went up. This southern Ontario example
might be less relevant in the north, because of the distances.

OPSEU notes the value of OCWA, which has the scale and breadth of operations to
find efficiencies, keep afocus on water, and create inter-municipal arrangements.
OCWA has approximately 30 regional hubs, usually located in alarger facility, from
which other facilities are staffed and resources dispatched. They have devel oped
their own SCADA system, which even the very small systems now have. OCWA got
1SO14001 certified in one of its largest plants, and is now pushing that throughout its
operations.

EP counters that there is nothing inherently different about OCWA, e.g. aprivate
Florida firm running 400 tiny plants also uses itinerant operators. OPSEU clarifies:
the advantage is inherent to the structure, not to OCWA per se. AMO cautions that
the municipal structure is different in the U.S., where even large metropolitan areas
can have many small municipalities.

In south western Ontario there are a number of regional schemes, and the key to cost-
effectivenessis the ability to share a source, the expensive part of a system, and allow
different systemsto tiein along the pipeline. That opportunity is there regardless of
whether it is OCWA, amunicipality, or a private firm. (AMO)

® See Chapter 8 of the paper by C.N. Watson and Associates Ltd, Financial management of municipal
water systemsin Ontario, submitted by CELA to theZVE\;/al kerton Inquiry.



4.3

Strategic Alternatives cautions that with the regional approach, municipalities should
expect costs to go up rather than down. Regionalization leads to more attention to
standards, so you may have economies but it will not necessarily be cheaper, since
often right now they are not spending enough to do the job properly. If OCWA takes
over it will do abetter job, bringing in a dedicated trained operator instead of part-
time locals, but it won't likely bring lower water bills. Bird restates: if we are raising
standards, it might be cheaper to meet those standards in cooperative venturesin
some cases, depending on a number of factors.

AMO cautions about shared services and contracting with outside agencies for capital
plants, since such off-book financing is not alowed for municipalities: it shows on
their books as adebt. Connell asks whether that should change. AMO (with general
agreement from other parties) responds "No". Every auditor-general in Canada
suggests that this needs to be more stringent.

AMO distinguishes between economies of scale in operational and in capital costs.
OCWA economies are the former. Merging small, dispersed systems, merging
capital costs, simply mean cross-subsidization between adjacent systems instead of
doing it with grants so that the entire province is cross-subsidizing.

OPSEU notes that when MOE did a sweep of water treatment plants in December
2000, they found many deficiencies and handed out infractions. OCWA, averaging
50 deficiencies per 100 plants, was far better than the 69 per 100 for non-OCWA
plants. Larger municipalities were not on the infraction list, except Hamilton.

There was some consensus that there is no single preferred structure. It depends on

density, geography, source, local demands. (AMO) There must be enough flexibility
to let people make their own decisions (Connell, AMO).

How should water service for new urban developments be financed?

Thistopic was discussed in Section 3.1 - Overview of Ways and Means. Also refer to
presentation by AMO (Appendix A), which included discussion of development charges.

4.4

Should universal metering be implemented for both domestic and
commercial users?

CO callsfor universal metering for domestic and commercial users aswell as private
water takers, asatool in promoting water conservation and to allow better allocation
and management of water.

Strategic Alternatives suggests that metering has been so widely adopted in the GTA,
except in the City of Toronto itself, that it is hardly an issue. Commercial usersin
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4.5

4.6

Ontario are always metered. AMO disagrees: larger municipalities are well on their
way to metering, but smaller ones are not. Up-front costs create resistance, and while
in general we are in favour of metering, for the smallest systems cost may outweigh
benefit. A recent policy that those who install meters must be licensed plumbers has
added to meter installation cost.

EP calls for universal metering as the first step in developing user-pay systems.

OSWCA supports metering as something they have been working on. Metering also
gives a better idea of water being lost in the system which is necessary for getting to
full-cost pricing or accounting. (OSWCA). AMO however notes that many smaller
municipalities are not going this route because of the costs.

AMO notes that price is an incentive to conservation, but it must be alarge price
jump to have an effect; demand isrelatively inelastic. Conservation can be promoted
more directly and proactively in other ways such as subsidies from municipalities,
e.g. Barrie, which invested $2.2 million in low-flow fixtures, achieving a 6-year
deferral of a$26 million plant and permanently deferred the cost of treating a huge
volume of water.

Strategic Alternatives stated that metering should be endorsed for a number of
reasons, but safety is not one of them, nor is cost recovery which can be done by flat
rates, so this Inquiry should not strongly endorse metering unless metering is
associated with revenues to implement safety measures.

Should a charge for water itself beincluded in the full cost of water ?

PP proposed that water could have a price, especially in times of scarcity. We neeto
look at methods of allocating scarce resources.

CO agreed that we should establish afee for water in recognition of the value of
water.

EP agreed with PP and CO. Historically, we've put prices on resources as they have
become scarce. However, there isaneed to discuss the problems with charging for
water, including the absences of clear ownership and the difficulty of setting the right
price.

Chiefs of Ontario object to the commodification of water, which fundamentally goes
against First Nations understanding of water. They also disagree with the issue of the
province's ownership of water.

Should financing of the sewage systems be brought into the same envelope as
thewater system?
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o Normally when municipalities meter water, the costs of sewage are then recouped
from water rates instead of property taxes. OWWA/OMWA advocates that. But
some areas have sewers or water municipally, but not both. Sewer surcharges should
be calculated only on the proportion of households that have both services.

4.7  Full Cost Pricing and Profit

o Full-cost pricing should include arate of returnsto investors. If we include financing
costsin full costs, then the cost of capital could be interest on principal or it could be
dividends to investors. (EP)

o Full-cost recovery as away of recovering costs includes capital investment costs.
Return of profit to shareholders can have a distorting effect and become the primary
objective instead of afocus on meeting the community's needs with the highest
possible standards. Private profit can expose municipalities to international trade
rules and regimes, e.g. NAFTA and GATS, that pressure governments to prevent
additional measures such as public health and safety from being costs to
investors.(CUPE)

o Connell asksfor opinions on the Edmonton model. CUPE is concerned that
shareholders distort decisions, and notes that there have been attempts to privatize
this municipally owned corporation.

o Strategic Alternatives noted that with EPCOR [the Edmonton corporation operating
water systemsin Alberta] adividend is paid to the municipality. Profit or return on
investment is necessary for generating the funds for the system while dividends are
payment for use of capital.

o Strategic Alternatives notes that water utilities often make a profit which we call a
surplus, but we don't identify it as such on the books so it is not seen asareturn on
investment. The key issueis whether that is spent elsewhere or on water. Thereal
guestion is how to provide water and meet standards at lowest possible cost, and if
someone can do that at lower cost but make a profit that's distributed to sharehol ders,
why not contract them?

o CUPE makes the point that learning how to manage public services more effectively
and public financial management to facilitate public investment are important issues
for the public sector.

Closing Summary (Bird)

Although the focusis on safety, the discussion indicates that financing is a pre-condition
of awell run and managed system. As presented in the agenda, thisis a precondition to
safe delivery of water. The discussion did not detail much in terms of the direct
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relationship between financing structures and particular safety issues.

There was an astonishing degree of agreement on actually figuring out how much things
cost. Considerable consensus was reached on full-cost accounting, and recovery (from
someone), and on management issues around asset management and planning. On
financing of infrastructure, no real agreement was reached on the relative roles of
borrowing, reserve funding and grants as different financing options.

Throughout, there was a sharp distinction between small systems perhaps requiring
different treatment such as grants, subsidized |ending through revolving interest-free
loans, or some other subsidy.

There was almost consensus that if regulations are mandated which increase costs there
should be careful consideration of how to meet those costs, but there was not agreement
on who should pay. We did not really discuss how water rate structures should be set up,
but discussed financing very thoroughly. There was agreement on the need to show the
full cost of water. We heard some discussion on source protection in particular, and how
to link these costs to water users, but no consensus was reached on this and other aspects
of full costing.

32



Appendix A:
Presentation on Municipa Financing Authority
Delivered by: Pat Vanini, Director of Policy and Government Relations
Association of Municipalities of Ontario (AMO)

| am pleased that Mr. Connell has asked AMO to provide a brief synopsis of municipal finance asit is
important that our discussion today be rooted in an understanding of the existing structure and
practicalities. In any journey, knowing where you are starting from is just as important as knowing the
destination. | had hoped that Nigel Bellchamber, Commissioner of Finance for the City of London and the
Secretary-Treasurer of AMO would be able to do this presentation. He has a great deal of practical
experience, having worked in a number of other municipal jurisdictions as well as at the Province.
Unfortunately, Nigel will not be able to join us until this afternoon so | will attempt to do justice to what
we call Municipal Finance 101.

| have assumed, and | hope correctly, that everyone is aware of the changes to municipal governance
structure in Ontario that has evolved over the last 20 years and the nature of the amalgamation activity over
thelast 5 years. Remember the numbers, 825 and 447. | aso hope to have safely assumed that you
understand the legislative relationship between municipal governments and special purpose bodies.

Therefore, | will focus on the "rules’ related to municipal finance, the sources of revenue, the municipal
budget process and municipal finance tools.

Municipalities see themselves as an order of government, and they function as a government. In terms of

municipal finance, the rules are not similar to the other two orders of government. Municipalities operate

within much tighter rules:

e municipalities cannot overextend themselves - there are defined debt capacity limits

e municipalities have one major source of revenue - property taxes as compared to the multiple sources
of revenue at the provincial and federal level, and

e municipalities are prohibited from deficit financing.

Municipal Sources of Revenue:

The property tax system, on average, produces approximately 70% of municipal own source revenue. The
remainder comes from development charges, user fees, license fees, fines (such as parking tickets) and
transfers from other governments (such as conditional grants and the Community Reinvestment Fund,
which isafund to fix any gaps between the transfer of services between the province and municipalities).

Since the single most major source of revenue is the property tax, | want to spend some time on how thisis
calculated. Every tax has two components: atax base and atax rate. For example, with the provincia
salestax, the base is the purchase price of a product, and the tax ratein Ontario is 8%. The tax base with
respect to property is a property's market value.

Asyou may know, the property assessment system in Ontario was changed in 1997 so that the entire
province is now being assessed on a"current market value" basis. The province has policy setting
responsibility and there are numerous pieces of |egislation and hundreds of regulations that direct the
nature of the assessment and the tax setting authority of municipal government.

Thetax rate is established by the municipal council, however the province sets the education tax rate. The
property tax is based on rates established for different classes of property (e.g., single family, farmland,
institutional, C and | (commercia and industrial) and there are sub-classes aswell. Any municipal
property tax rate set by a council must be within a provincially defined range of fairness - to get tax equity
within a class within the same market. Thisiswhy there are scheduled re-assessment periods - to keep
assessments up to date. There are also tax exempt properties, such as land owned by the federal and
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provincial governments, lands held in trust for a First Nations body or band, school boards, and charitable
and non-profit organizations.

Theratio of property classes (e.g., the percentage of residential to commercial), the rate of municipal
growth and the market assessment value of properties will vary from municipality to municipality. Given
this variety of circumstances in municipalities and the reliance on the assessment base as the major source
of municipal revenue, different levels of revenue will result. Those with a varied assessment base, and
with agrowing tax base can find it somewhat easier to deal with new service requirements than those with
astatic or shrinking tax base. Ontario's diversity hasits pluses and minuses.

Thisisabout all | want to say about the new assessment and taxation system, other than to say the moveto
CVA was applauded by municipal government when it was proposed. However since the concept was
introduced, a number of consequences developed. Property tax reform resulted in a redistribution of tax
burdens within classes and to some degree among classes. Some properties enjoyed tax decreases, others
had increases and in afew cases, rather significant increases. Asaresult, a series of further legidative and
regulatory changes occurred over the course of the last three years, such as the 10- 5- 5 phased capping
requirement for commercial and industrial and multi-residential properties. Thiswas done to phase-in
significant tax increases which generally has translated into those with decreases in a class funding those
with increases. Recent legidlation, bill 140 continues this phases processes on a 5% per year increment. In
many cases, that 5% is very small. A threshold rather than percentage approach would have been a better
approach. However, the Province did not take this advice and the impact of its capping approach means
that it will take along time in some parts of Ontario for properties to be effectively taxed in a current
market value assessment regime. And if | can quote a municipal treasurer, and it is not Mr. Bellchamber,
"in moving to asimpler approach, things are alot more complicated”.

It normally takes about 90 minutes to impart to new councillors the most basic aspects of CVA and
Ontario's property tax system, so | hope that you appreciate the relatively little pain that | have inflicted
upon you, but | also encourage you to read pages 10 and 11 of our paper. As part of our councillor training
program, we prepared a Primer on Property Assessment and Taxation and if you wish a copy, let us know.
It needs to be updated to reflect the most recent assessment/taxation bill and regulations related to Bill 140
which continued the capping regime and added more tools and morerules. It will give you a more in-depth
understanding of the changes and impacts on the major source of municipal revenue.

Municipal Revenue Sources

In terms of the other municipal own sources of revenue (user fees, development charges, licensing, and
fines), they generally have limits in the amount that can be charged (i.e., reasonable cost recovery) and
have defined processes for devel oping the fee and collecting it (development charges).

For example, user fees can be used to pay for the cost of specific services. Your area aware of the use of
fees to recover the partia or full cost of hydro, water and sewage services. User fees are also used for
other services and are generally set at lower than cost rates to provide access to recreational activities and
public transit operations to the public and low-income residents. License fees are for specific purposes and
must be limited to reasonable cost recovery related to the issuance of the license.

Similarly the scope of development chargesisrestricted - in this case to growth related capital costs, but
not capital projectsthat serve the entire or a broader area of the municipality, such as hospitals and waste
management services. DCswork well for high growth areas, but in areas that are trying to attract economic
growth, they are adisincentive.

Fines are only as good as the enforcement process and the ability to collect.

Direct transfers over the years have become very limited both from the province and the federal

government. It was part of their plan to manage their budget deficits. For example, between 1993 and

1998, Ontario municipal governments absorbed over $1.7 billion in provincial transfer payment cuts.
34



Now, the transfers are generally limited to the Community Reinvestment Fund, SuperBuild infrastructure
programs, some library funding, and one-of programs, such as community policing which require matching
municipal funds.

On the expenditure side, simply put, the nature of services that municipalities must delivery (the mandatory
programs) and discretionary programs has changed as a result of the province's Who Does What initiative,
which is now referred to as Local Services Realignment.

While some of the changes were welcomed, it has been along held position that the property tax baseis
not the place to finance social and community health programs. They are more appropriately financed
through provincial income redistribution. While municipalities are best placed to deliver them, being the
order of government closest to the public, the province is best placed to finance them.

Depending on the municipality and the assignment of service delivery, up to 90% of amunicipal budget is
mandatory spending to meet legidlative requirements and prescribed service standards. This means that the
amount of spending over which council has absolute control isrelatively small.

Municipal Budget Process

The municipal budgeting process differs from the other two governments.

. the municipal fiscal year is calendar - province and federal governments? is April to March

. the municipal budget processis very public - all deliberations are conducted at public meetings.

It isan annual process and requires the prioritizing of services, policies and programs as mandatory and
discretionary. Often municipalities develop strategic plans that provide another source of public input and
direction - the budget cycle being part of the implementation program of the strategic plan.

The budget has two components; current and capital. The current budget allocates expenditures for the
day-to-day operations (salaries, supplies, etc.). Municipalities are prohibited from budgeting for adeficit in
any current year budget. Any deficit in the operational budget in one year becomes the first item of
expense in the following year's budget.

The capital budget relates to major expenditures on physical assets, which have an economic life or provide
abenefit over anumber of years. Assuch, it is usually accompanied by a multi-year capital forecast of
expenditure items and sources of financing. Municipalities are permitted to finance capital expenditures
through debt, but only to alimited extent.

These rules make it very difficult to manage new, in-year, expenditures. If anew expenditure is not
budgeted, it must be paid for from reserves, or cuts to planned programs or tax increases in the subsequent
year.

Finance Management Strategies
In addition to direct revenue, municipalities can expand their financial capacity by using some management
strategies, such as debt financing for capital expenditures and the accumulation of reserves.

Again, there are provincial rules for debt financing of capital projects - rules that are designed to ensure
municipalities do not become overextended financially. The back drop is that the Province has the
authority to "supervise" amunicipality that isin financial difficulty. This has happened only a couple of
timesin the last several decades.

The debt that municipalities issue must only be related to a capital asset and both the interest and principal
must be repaid - not unlike your mortgage should you have one. Thereis no option to pay only the interest
on the debt, which means that debt repayments must be within manageable levels or their ability to finance
day-to-day operating expenditures may be threatened.
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The annual payments for debt and long-term financial obligationsis limited to 25% of a municipality's own
purpose revenue sources (property taxes, etc.). The province calculates thisfigure and it is part of a
regulation. Only the Ontario Municipal Board can approve exceeding this amount.

Because of the added expense that debt repayment contributes to the current budget, and the concern that
they may not have the additional revenue to make the repayments in the future, more municipalities
financed long term capital expenditures out of current revenue. This saves municipalities money in the
long run. However, the combined pressures of freezing or reducing property taxes, theincreasein
expenditures due to downloading have constrained the ability to finance capital from current revenue.

Municipalities, rather than relying on paying back the cost of capital works through debt financing, are
electing to accumulate funds (reserves) so that capital works can be paid for entirely or partly up front -
developing a savings program rather than "maxing out” the credit card is the analogy.

Municipalities also develop reserve funds to cushion impacts in the case of an emergency and to help deal
with unanticipated in-year expenses/programs or potential overruns (e.g., social service costs). Thelast
recession in the early 907s depleted many reserve funds and the intervening years has put alot of pressure
on municipalities to freeze taxes and reserves have been used as part of that financing tool.

I hope this has provided you with athumbnail sketch of municipal financing. In closing, there are several

things that we know to be true as of today:

e that municipalitiesare "offspring of the province" - constitutionally

e that stability and predictability make for better business planning however, at the same time we know
that provincial and federal governments come and go and thus the policy basis and priorities will also
change

¢ that municipal governments are the most conservative in terms of fiscal management while providing
vital public services and also lowest on the financial food chain, and

e that being amunicipal treasurer is perhaps one of the most challenging and difficult jobsin the
municipal sector.
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Appendix B:

Presentation to Walkerton Expert Meeting
By: Brian F.P. Murphy
Mayor, City of Moncton
and
L.E. (Al) Strang
City Manager, City of Moncton

Introduction

Moncton is located in the heart of the Maritimes; it isa commercial, tourism and service centre
with an enviable quality of life, a dynamic economy, a bilingual and bicultural community and
with some of the world's best seafood at our doorstep?

Turning to potable water issues, Moncton relies on a surface supply of water since beforeits
incorporation as a City (1890), three different reservoirs, the latest, Turtle Creek opened in (1966)

Body of the presentation

Moncton serves its municipality as well as the two neighbouring communities of Dieppe and
Riverview with approximately 80,000 people receiving water from the same source.

Until recently, Moncton'sreport card on water did not achieve high marks: it featured delivery
through and aging infrastructure, was only treated with chlorine and certainly did not meet the
Canadian guidelines for drinking water quality.

A Master Plan of our water system was completed in 1989. Chief among the recommendations
were the need for water treatment and better overall management of the resource.

Citizens, in random sample surveys conducted by the City, consistently showed concern about
water quality asthe leading municipal serviceissue.

The Master Plan led to three other initiatives. a pre-design report for water treatment in 1993, the
installation of water metersin 1994, and the raising of the gates at the reservoir's dam to increase
its capacity (1998).

The next major step was water treatment facilities.

Requests for funding under the earlier Federal-Provincial Infrastructure Program and the New
Brunswick Environmental Trust Fund in the early to mid 1990s were unsuccessful.

The municipality did not have access to the funding required for the plant estimated at $32 million
in 1995.

A partnership with the private sector seemed, on the surface at least, able to provide a possible
option for the municipality. At the very least it deserved a closer look.

The municipa council of the day authorized staff to conduct a careful and in-depth review of a
public-private partner ship to determine the feasibility of a public-private solution.

The review showed the possibility that the plant could be built faster, at alower cost and with a
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substantial transfer of risk.

Asamunicipality, we were approaching this with few similar and no direct models for
comparison. It was most essential to get the best professional advice possible we could, and we
did.

Expert consultation in the areas the P3 process, legal and contractual matters, financial matters
and technical requirements provided the municipality with the advise, the information and the
guidance needed to successfully follow through and conclude the process. Thisinvestment cost
the municipality $680,000.

A request for qualifications (RFQ) was issued in November 1995. The municipality received
considerable interest, 20 packages were requested from a variety of parties.

The events that followed placed an even greater focus on the need to address water quality: a boil
water order wasissued in 1997 when high levels of bacteriawere found in the regular testing
process. Another followed in 1999.

In the end, however, nine international consortiaresponded to the RFQ. Three of these were short
listed and invited to answer arequest for proposal (RFP). Asasideissue, one of these dropped
out leaving the City with two parties. Satisfied that we could proceed, we did and eventually
negotiated a successful contract with US Filter and its partners.

Why were they chosen?

The size of their plant, the operational features included and the patented technology they
offered.

All these combined would deliver the water quality required, and more, for $11 million less ($9
million in Capital and $3-$6 million in Operating cost-savings) than we could by following the
traditional route. Moreover, the plant was promised to be operational in 500 days and, in October
1999, 500 days later, it was delivered!

Asthefirst public-private partnership of its kind in Canada, the City of Moncton was confident
that the 20-year lease-license arrangement for the $23 million plant was the right decision for the
residents and for the municipality.

The traditional municipal method would have added $120 a year to atypical user's water bill
(four-person household), with the savings achieved in the partnership, users would see a $91
annual increase to their water bill.

Here are afew of the features of the agreement:

e  $15 million guarantee was issued from the parent company as protection to the City of
Moncton

e Arepair and replacement program was included in the contract to ensure that the plant,
which would be turned over to the City after the 20 years, was in acceptable condition. A
portion of the fees paid is reserved specifically for renewal and maintenance.

e User costsarefixed and controlled by council except those for which neither party has
control: electricity, sludge disposal (more than one tonne of sediment is removed from the
water supply every day!) as well asthe cost of chemicals are all subject to increases.
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o Completetransfer of risk from the municipality

e Stringent water quality guarantees. The water treatment facilities' perfor mance standards
included in the contract must exceed the Canadian Drinking Water Guidelines (chart).

e The contract includes adispute resolution mechanism that protects the municipality in the
event that guarantees are not met.

e Thecontract includes an Innovation Clause that provides mutual incentive to both parties to
develop or take advantage of new technology and methods.

e A unique twist that contributes to the lower cost is aruling obtained from Revenue Canada
which provides:

Designated municipal status:

the partner company will make the supply of potable water HST exempt

because the supply of water is considered an exempt supply of amunicipal service, the
partner company can claim the municipal rebate (.5714%) on its purchases of goods and
services.

Aswell asa
L ease/License Arrangement

Lease payments for the right to use the facility for 20 years are fully deductible each year by
the partner company (the City owns the plant from day-1)

License for the exclusive right to sell water to the City for 20 years must be capitalized and
depreciated each year.

Conclusion:

Today the cleanest, purest water flows out of our treatment plant, probably the best water in
Canada, not only in terms of the performance standards, the advanced technology, the protection
against bacteria and parasites but also in terms of its pure taste and crystal clarity.

The 3P dternative is a definite success in Moncton. Such a partnership deserves careful review
for any municipality who faces a similar situation.

Key to asuccessful partnership isgoing into it with your eyes wide open, armed with expert
advice and mindful of the long-term impact on your citizens, the municipality and your
employees.

A thorough understanding of each other's business (the public sector and the private sector
partners) is fundamental to the success of a 3P.

* * * %

The story doesn't end here. The City of Moncton has now turned its sights on its aging
infrastructure, some pipes as old as 122 years, but on, average, the bulk of the distribution system

is between 30 and 70 years old.
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The cost to replace and rehabilitate the system is estimated at $70 million and could, with the
current capital works program, take up to 20 years to complete.

The City of Moncton has recently received a proposal on the management, operation and
maintenance of our water and sewer system.

We are currently performing our due diligence to determine if a potential exists.

If it can be demonstrated that a private sector firm can do it better, faster and cheaper, all while
keeping control in the hands of council and protecting the jobs, salaries and benefits of our
employees - stay tuned!
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