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Background

The Windsor Utilities Commission (“WUC”) operates the drinking water system for the City
of Windsor and provides drinking water to the neighbouring municipalities of LaSalle and
Tecumseh. WUC operates water treatment facilities and provides potable water to all parts
of Windsor through an extensive water distribution network. Water is provided to the
neighbouring communities through WUC’s water transmission and distribution system at
designated metered points from which the neighbouring communities distribute the water to
their own local residents.

Objective

The purpose of this document is to update the Water System Financial Plan (“WSFP”) in
order to fulfill the license renewal requirements defined in O.Reg. 453/07.

The WSFP incorporates the most recent operating, capital and cash flow forecasts
contained in WUC’s 2017 rate review and 2018 (plus 5 year) operating budget.

Regulatory Requirements

In 2007, as part of the Municipal Drinking Water Licensing Program, the Ministry of
Environment and Climate Change (MOECC) released Ontario Regulation 453/07 that
requires the preparation of a Financial Plan for all municipal drinking water systems.

Financial Plan requirements for license renewals defined under O.Reg 453/07 require that
the plans:

e Be approved by Council or the applicable governing body (WUC)

e Apply to a period of at least six years.

e Include the year in which the license expires as part of the forecasted period
(2019).

e Provide details of the projected financial position.

e Provide details of the projected statement of operations including total
revenues, expenses, annual surplus and accumulated surplus.

e Provide projections of gross cash receipts and payments as included in a
typical statement of cash flows, which include operating, capital and investing
and financing transactions.

e Provide details of expenditures directly related to the replacement of lead
service pipes.

¢ Be made available to the public without charge

e Be made available to the public on the internet, if the owner maintains a
website on the internet.

e Be provided to the Ministry of Municipal Affairs and Housing.



Windsor Utilities Commission
Water System Financial Plan Reg 453/07 April 2018

It is noted that the “description of disclosures” required in the financial plan under O. Reg.
453/07 were written for municipalities subject to Canadian Public Sector Accounting
Standards. WUC is subject to International Financial Reporting Standards (“IFRS”) and
accordingly the description of some required disclosures in WUC’s financial plan may differ
from the regulation where the equivalent IFRS terminology has been applied.

Guidelines for the Plan

The Ministry of the Environment and Climate Change provided principles of financial stability
to be utilized in preparation of the financial plans in its report in its 2007 guide “Toward
Financially Sustainable Drinking —Water and Wastewater systems”. The principles
provided are summarized below:

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

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

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

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

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

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

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

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

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

Replacement of Lead Service Pipes

In 2007 the MOE implemented a regulated lead testing program which required
municipalities and systems operators to undertake mandatory testing for lead in drinking
water to ensure lead levels met the Ontario Drinking Water Standard. WUC has performed
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all required lead testing and continues to meet or exceed the testing requirements of the
province.

In accordance with O. Reg. 453/07 the WSFP must include the financial implications directly
related to the replacement of lead services. As part of WUC’s ongoing water main capital
replacement program, WUC has targeted the replacement of lead services in every year of
the current plan. Annual expenditures associated with the replacement of lead services
included in the “Watermain Renewal and Improvements” line in Schedule 2 are summarized
as follows:

Lead Services Replacement Cost - Projected

($000's)
2019 2020 2021 2022 2023 2024

Annual cost 2,028 2,105 2,185 2,268 2,354 2,443

As a result of these efforts it is estimated the number of lead services will decrease as
outlined in the chart below:

Estimated Remaining Lead Services
8000

7000 N

6000 \

5000 \

4000 \

3000 \

2000 \

AN
S

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032

Water System Financial Plan

The detailed water system financial plan is provided in Schedule 1 and 2 of this report. A
summary of the key statements and assumptions for each is summarized as follows:
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a. Projected Statement of Financial Position

The projected statement of financial position indicates projected cash and
investments of $11.8 million at the end 2019 will grow to approximately $18.9 million
by 2022. The projected growth in cash and reserves is required to facilitate larger
than normal capital expenditures projected for 2023 through 2025 associated with the
construction of a central feeder main.

Debt of $51.4 million is without annual repayments and due in 2042. To facilitate
repayment of this debt, WUC contributes annually to a sinking fund investment
intended to pay off this debt in full in 2042. The sinking fund is projected to grow from
$8.0 million at the end of 2018 to $17.0 million at the end of 2024.

b. Projected Statement of Income and Operations

Water revenue is expected to grow at a rate of approximately 3.8% over the early
years of the projected and by 2.8% in 2024. The increase in revenue is required to
fund the capital program of WUC which includes the water main and lead renewal
programs noted earlier in this report.

Operating expenditures are expected to increase by 2.2% on average over the
period of projection.

Net income is projected to grow from $13.1 million in 2019 to $17.2 million in 2024 as
is needed to fund the capital expenditures and systematically fund repayment of
WUC'’s long term debt as described above.

c. Projected Statement of Cash flows

Cash flow from operations is projected to increase from $22.8 million in 2019 to
approximately $29.7 million in 2024. This increase provides the necessary funding
for capital expenditures of $146 million from 2019 to 2024 as well as investment in
the sinking fund of $9.0 million over the same period to reduce WUC'’s net debt.

The water system financial plan as provided in Schedule 1 and 2 is a key tool in ensuring
the long term financial stability and sustainability of WUC’s drinking water system. The plan
is a living document updated annually as part of WUC'’s annual budget and rate setting
process to improve its accuracy and compliance with O. Reg. 453/07.
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