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1.0

Memo

Background and Purpose of Memo:

The Town of St. Marys operates a municipal drinking water system with License No. 056-101.
As a condition of the License, the Safe Drinking Water Act (2002) requires that Council adopt a
Financial Plan as described in O.Reg. 453/07. The current License expires on November 22,
2014 and an application for renewal must be submitted on or before May 23, 2014. As part of
the application for renewal of the License the Town must prepare and adopt a new Financial
Plan covering the period from 2014 to at least 2019.
The Town has retained BMROSS to assist with the preparation of the necessary Financial Plan.
The Plan is to cover the period 2014 to 2024 in detail and also review financial requirements in
10 year increments for a full life cycle of the existing water system assets.
In Technical Memo No. 1 information was provided concerning system assets, long-term
replacement needs and costs, and reserve fund requirements.
The purpose of this Memo is to provide a Financial Plan for the St. Marys Water Works of the
period 2014 to 2024. The Memo includes background information in support of the Plan.
2.0

The Financial Plan

2.1

Structure

The Financial Plan is attached to this Memo. The structure of the Plan is as set out in Ontario
Regulation 453/07. The Plan has three sections. From top to bottom they are:




Financial Position
Financial Operations
Cash Flow

The Plan is developed by completing the Financial Operations (Revenue and Expenditures)
section first in order to determine the annual surplus or deficit from water works operations.
Capital works are only represented in terms of changes to the net book value of the assets (i.e.
amortization), losses or gains through asset disposal and interest paid for financing capital.

-2The next section to be completed is the Cash Flow section which introduces the capital program
as well as the impacts of investing and borrowing.
The final section to be completed is the top section in the Plan, which takes the outcome of the
Operations and Cash sections and presents the end of year financial position of the system,
incorporating the overall asset value.
The following sections of this memo provide details of the various decisions and assumptions
that are incorporated into the 2014 Town of St. Marys Financial Plan for Water Works.
2.2

Financial Operations Section

2.2.1

Assumptions

The following assumptions have been used to provide the values for the Financial Operations
Section:


The starting point for the Financial Operations Section was the 2014 water works budget.



Re: Revenue Increases:
 Fees from water billing revenue will increase by 3% annually from 2014 to 2017 and 2%
per year after that.
 Fees from service charges, penalties and sale of assets will remain at current values.
 Actual water consumption will remain constant throughout the life of the plan.



Re: Expense Increase:
 Labour, contract and professional fees, training and business expenses will increase
2.5% annually.
 Utility costs, which are principally for hydro, will increase 5% per year through the life of
the Plan.
 Material and supplies and internal charges will increase at 2% annually.
 Bank charges will remain constant.

2.2.2

Outcomes

Given that revenue increases in the Plan are limited to 2% annually beyond 2018 and expenses
are typically increasing at 2% to 5%, the net revenue, although positive, continues to decline.
The rate of decline is offset somewhat by declining debenture interest expenses.
Consistent with O. Reg. 453/07 requirements, amortization is expensed on an annual basis.
The amortization expense changes annually in consideration of capital asset activities.
Because of the relatively long life of most new assets, the annual amortization value does not
change significantly through the 10 years of the Plan.
2.3

Cash Flow Section

2.3.1

Assumptions

The following assumptions have been made regarding the Cash Flow Section:
The cash position at the beginning of 2014 ($918,863) is equal to the accumulated reserves
dedicated to water works activities.
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Table 2.1
Planned Capital Projects
(2014 – 2024)
Project Description
Watermains:
Carral Street Reconstruction (Queen to Elgin)
Warner St. (Queen to Elgin) and Jones St. W (Salina to Warner) Reconstruction
Queen Street Core Area Reconstruction
Elizabeth St. (Brock to Waterloo) & Waterloo St. (Elgin to Waterloo South End)
Peel Street N Reconstruction (Egan to Station)
Egan Avenue Improvements
Emily Street Improvement (Thamesview Crescent to Overpass)
St. George Street North Reconstruction
Wellington Street North Reconstruction (Parkview to Egan)
Wellington St. S/St. Maria St./Washington St.

Year of
Construction

Capital
Allowance

2014
2015
2016
2016
2016
2017
2017
2018
2018
2018
2020
2021
2022
2024

$71,000
$17,000
$147,000
$341,000
$15,000
$179,000
$20,000
$269,000
$49,000
$204,000
$5,000
$43,000
$33,000
$135,000
$1,528,000

2014
2014
2015
2020
2021
2022
2023
2015
2016
2017
2020

$130,400
$45,000
$2,760,000
$30,000
$30,000
$30,000
$30,000
$17,000
$15,000
$20,000
$5,000

Sub-Total Watermains
Other: Water Projects
Additional Water Storage Facility
Generator for Well 3
Water Meter Replacement

Generator, SCADA and related

Sub-Total Other
Overall Total

$3,112,400
$4,640,400

In addition to the information in the table, starting in 2015, $4,000 annually is proposed for lead
service replacement. Section 3.(4) (iv) of O.Reg. 453/07 specifically requires identification of
the costs of lead service replacement.
Along with lead service costs, capital expenditures are further divided into categories consistent
with their primary purpose. These are:




Growth related
Service enhancement
Replacement of existing plant

The majority of projects are watermain replacements. The largest single project is the planned
construction of additional water storage in 2015, which is considered both a service
enhancement (to address an existing storage deficiency) and growth related to accommodate
expected development. The allocation of costs is based on information provided to BMROSS.

-4The Financial Plan assumes that a debenture will be issued in 2015 to finance construction of
the proposed water storage expansion. The debenture value and interest rate used are
$2,760,000 and 3.7 % respectively for a period of 15 years.
For purposes of the Financial Plan, it assumed that payments will begin in 2016 and continue to
beyond the life of the plan.
2.3.2

Outcomes

On a cash basis, current revenues will exceed operating costs (exclusive of amortization) by
$672,024 in 2014, will decline to a surplus of approximately $570,000 in 2016 and then increase
steadily to $730,000 by 2024.
As a result of the significant debenture issue in 2015 for the purpose of increasing water
storage, principal payments increase in 2016. Payments will decrease by approximately
$35,000 annually in 2020 as a result of full payment of previous debt.
As currently drafted, the Plan is showing cash deficit positions in 2014 and 2016 as a result of
the water storage project proceeding simultaneously with aggressive watermain reconstruction.
Table 2.2 identifies the annual transfer to reserve or deficit for each year of the Plan.
Table 2.2
Year End Cash Surplus (Deficit)
Year End
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
Total

Cash Difference
from Prior Year
($254,693)
$445,4451.
($274,512)
$49,357
($115,195)
$415,442
$428,613
$404,151
$422,622
$464,015
$337,323
$2,831,954

Investment in
System Upgrades
$116,000
$17,000
$518,000
$219,000
$522,000
$0
$40,000
$73,000
$63,000
$30,000
$165,000
$1,763,000

Total
$370,693
$462,445
$243,488
$268,357
$406,805
$415,442
$468,613
$477,151
$485,622
$494,015
$502,323
$4,594,954

Note: 1. As a result of borrowing

In Technical Memo No. 1, it was identified that contributions to reserves, combined with
expenditures or rehabilitation/replacement, needed to be in the order of $520,000 annually to
achieve system sustainability. The current Plan is currently underfunding this value by an
average of roughly $100,000 (20%) annually. However, the early years (2014 to 2016) show
significant growth related capital expenditures and by 2023-2024 the Plan is within 4% of
sustainable values.
2.4

Financial Position Section

This section summarizes the annual position of the St. Marys Water Works with respect to its
financial and non-financial (i.e physical assets).
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the Financial Plan is directly dependent on the Operations and Cash activities discussed
previously.
2.4.2

Discussion

Based on the 2014 operating capital budget for the St. Marys Water Works, at the end of 2014
there will be:





$1,173,556 in Reserves
$8,836,564 in Asset Net Book Value
$995,970 in Long-Term Debt
$9,014,150 in Total Equity

In 2024, based on the forecasted changes in revenue and expenses, and the planned capital
program, the above value will change to:





$3,750,817 in Reserves
$10,646,255 in Asset Net Book Value
$1,413,819 in Long-Term Debt
$12,843,853 in Total Equity

As discussed in Technical Memo No. 1 and in Section 2.3.2, the need for reserves is
substantial. Although the 2024 value ($3.75 M) appears significant, it is actually less than the
funds required for financial stability. However, by the end of the Plan period the overall
Financial Position will be improving annually to the point where it is approaching where it needs
to be.

3.0

Summary

It is a requirement of the renewal of a Municipal Drinking Water License that a Financial Plan as
described in O.Reg. 453/07 be approved by Council. The Regulation requires that the first year
of the Plan be the year in which the current license expires (i.e. 2014) and that the Plan be for a
minimum of six years.
In addition, Sections 4(5) and 4(6) of the Regulation requires:
“ 5. The owner of the drinking-water system must,
i. make the financial plans available, on request, to members of the public
who are served by the drinking-water system without charge.
ii. make the financial plans available to members of the public without
charge through publication on the Internet, if the owner maintains a
website on the Internet, and
iii. provide notice advising the public of the availability of the financial plans
under subparagraphs i and ii, if applicable, in a manner that, in the
opinion of the owner, will bring the notice to the attention of members of
the public who are serve by the drinking-water system.
6. The owner of the drinking-water system must, give a copy of the financial
plans to the Ministry of Municipal Affairs and Housing. “
The following figures summarize the content of the 2014 Financial Plan.
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