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Making a difference...together

REPORT TO SKANA WATER SERVICE COMMITTEE
MEETING OF MONDAY, SEPTEMBER 21, 2015

SUBJECT 2016 OPERATING AND CAPITAL BUDGET

ISSUE

This report provides a synopsis of the 2016 operating and capital budget, highlighting significant
proposed changes related to operational expenditures, debt charges, any capital expenditures and
revenue for the Skana water service.

In accordance with the establishment Bylaw No. 3133, the Skana Water Service Committee shall:
"Upon its establishment, and In November of each year, the committee must approve an annual
budget for the services provided in the Water Service Area which shall include estimates for the
administrative, development, maintenance, operational and other expenses, including debt
charges, and shall submit such expenditure estimates, together with estimates for expected
revenue, in a form approved by the Treasurer of the Regional Board for the approval of the
Regional Board and for inclusion in the Regional Board’s provisional and annual budgets.”

BACKGROUND

2015 Estimated Actual Revenue and Expense

The estimated actual operating cost is projected to be $11,800 under budget as a result of:
e Lower than budgeted expenditures for:
o contract services ($580)
water testing ($400)
electricity ($700)
Supplies ($420)
labour charges ($3,260).
o other operating expenses ($230)
¢ Higher than budgeted expenditures for:
o repairs and maintenance ($440)
e Unspent contingency in the amount of $6,650.

O O 0o

The estimated actual revenue is projected to be $630 more than budget as a result of:
e Higher than budgeted revenue for:
o other revenue (service charges and penalties and interest income).

This results in a projected year-end surplus of $12,430.
However, when adjusted for a maintenance reserve contribution recovery of $670 the actual year

end surplus is $13,100. It is proposed that $8,100 of the projected year-end surplus be carried
forward as revenue into 2016 and $5,000 be transferred to Capital Reserve Fund 1067.
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2016 Operating Expense

A decrease in the 2016 operating expense of $190 (-0.4%) is proposed.
This is primarily a result of:

Increase of $200 in services contract expenditures.

Increase of $50 in allocations.

Decrease of $600 in electricity expenditures.

Decrease of $160 in operating supply expenditures.

Increase of $350 in labour charges.

Decrease of $30 in other operating expenses.

It is proposed that the $6,650 contingency, approximately 10% of the operating budget, remain
unchanged from 2015. The contingency is to be used in the event that the operating budget is
exceeded, which is typically a result of major unplanned emergency repair events.

2016 Debt/Reserves

Maintenance Reserves:

Maintenance Reserves are to be used for the purchase of equipment and supplies that are
typically not replaced annually such as filter media, ultraviolet lamps and sensors and other
various items.

It is proposed that transfers to the maintenance reserves of $1,000 remain at 2015 level.

An expenditure of $670 occurred in 2015 against the maintenance reserve for the replacement of a
failed ultraviolet light sensor. The maintenance reserve balance at the end of 2015 is projected to
be $2,330.

2016 Capital Reserve Fund:

It is proposed that $1,970 be transferred to the Capital Reserve Fund in 2016. Projected annual
contribution amounts may need to be adjusted subject to the outcome and recommendations of
the strategic asset management plan for the service.

The capital reserve fund balance at the end of 2015 is projected to be $47,638.

MFA Debt:

Debt servicing expenditures are budgeted to be $1,173 lower in 2016 than 2015 as a result of debt
refinancing.
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2015 Revenue (User Charge and Parcel Tax)

In order to meet operating expenses and debt servicing costs it is proposed that:
e The user charge increase from $35,772 to $36,590; based on 45 single family equivalents
(SFE) equates to $813.11, for a 0.2% increase over the previous year.
e The parcel tax remain at $19,350; based on 73 taxable folios and including the 5.25%
surveyors tax fee this equates to $279.00 per parcel, unchanged from the previous year.

Proposed Alternatives for User Rate Structure

In July of 2015, a discussion between the Committee, Electoral Area Director and the CRD staff
raised issues related to water conservation during the drought conditions and potential changes in
the water usage rate structure. Currently, the existing customer water meters are not read for
billing purposes and water usage is based on the annual charge per single family equivalent unit
connected to the system. The other source of revenue is a parcel tax for properties capable of
being connected to the system.

In many water services that utilize the single family equivalent user charge there is quite often a
concern of inequitable water consumption between the customers. Under this scenario all
customers pay the same user charge regardless of the amount of water used per customer during
the year. An option to promote water conservation and equitable payment includes the sale of
water based on the amount consumed (measured by the meter). Further, excess water use may
be deterred by imposing a progressive block rate structure whereby the unit rate is increase based
on defined ranges of volumes used.

The experience of other water systems that have implemented consumption based rate structures
indicate that user consumption typically decreases. To guard against the potential of revenue
shortfall to cover fixed operating expenses, it would be proposed that the rates are initially
conservative and that the rates are reviewed and adjusted periodically (i.e. annually).
Two consumption based rate charge scenarios have been conceptualized as follows:

Scenario 1 — Hold the Fixed Charge and Implement a Tiered Water Rate

This scenario would impose a rate structure that retains the existing taxes and fees to cover
operating and debt costs and adds a new tiered usage charge for high consumption only, possibly
initiated after consuming 25 cubic meters per quarter. Customers with average or lower usage per
quarterly billing cycle would not be subject to the new usage charges, and customers that use the
most water would pay the highest costs. This alternative provides a moderate conservation
incentive to customers who use more water than average, and poses low risk of a revenue
shortfall (refer to Attachment 2).

Scenario 2 — Lower the Fixed Fee and Implement a Tiered Water Rate

This scenario would impose a rate structure that retains the taxes, reduces the fixed fee, but adds
a new tiered usage charge for all water consumed. This may result in a modest reduction for low
water consumers, and those users that use the most water would pay the highest cost. This
alternative provides a strong conservation incentive for all water customers but also poses a
moderate risk of a revenue shortfall (refer to Attachment 3).
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In order to implement a new water rate structure an amendment would be required to the fees and
charge bylaw.

Capital Plan 2016

The planned capital projects for 2016 include:

1. Safety Equipment ($2,000 in 2016)
The CRD's safety advisor has undertaken a review of the treatment facility in consultation with the
WorkSafe BC Officer and determined that additional eyewash safety equipment and drench hose

is required.

Forecast 2017-2020

A five-year capital and operating budget forecast is provided for information.
The five-year capital improvements proposed are as follows:

In 2012, funding to complete a Strategic Asset Management Plan (SAMP) for $10,000 was
approved. The SAMP is in progress and it is proposed to deliver the draft SAMP to the Committee
in late November, 2015. The SAMP’s findings will identify future capital projects to ensure the
reliability of the water system by completing system improvements as the existing infrastructure
reaches its life expectancy. The SAMP will provide an estimate of the annual budget that would be
required to replace assets at the end of their service lives, and to provide the level of preventive
maintenance required to sustain an acceptable level of service and maximize the service lives of
system components.

RECOMMENDATION

That the Skana Water Service Committee recommend that the CRD Board:
1. Approve the 2016 operating and capital budget for the Skana Water Service as presented;

2. Authorize the Parcel Tax of $279.00 and User Charge of $813.11 for the Skana Water
Service; and

3. Carry over $8,100 to 2016 as revenue and balance the 2015 revenue and expense on the
2015 transfer to capital reserve fund.

Dan Robson, A.Sc.T Scott Mason, B.Sc., P.Eng.
Manager, Saanich Peninsula and Gulf Islands Manager, Water Engineering and Planning
Infrastructure Operations Infrastructure Engineering
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Peggy Dayton, BCom, CPA
Senior Financial Analyst
Finance and Technology

Ted Robbins, B.Sc., C. Tech.
General Manager, Integrated Water Services
Concurrence

DR/SM/PD:Is
Attachments:

1. Budget Committee Sheets
2. Proposed User Rate Scenarios
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Malcolm Cowley, P. Eng.
Senior Manager, Infrastructure Engineering
Concurrence
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