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SUBJECT: Renewal of HRWC Dividend Agreement

ORIGIN

The existing three-year Dividend Agreement in place between the HRM and the Halifax
Regional Water Commission (HRWC) expires on March 31, 2010.

RECOMMENDATION

It is recommended that Halifax Regional Council approve the proposed Dividend Agreement
between the HRM and the HRWC, as shown in Attachment 2, for the five-year period April 1,
2010 to March 31, 2015, subject to approval of the Nova Scotia Utility and Review Board
(NSUARB).
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BACKGROUND

Prior to April 1, 2007, HRM received an annual dividend payment from the HRWC based on
HRWC revenues from the prior year.  In May 2006, the NSUARB suggested that the dividend
formula better reflect HRWC’s asset base and directed that the Agreement be reviewed when it
expired in March 2007.  The resulting dividend agreement – the one currently in place (see
Attachment 1), based on a return on the HRWC's “rate base” or value of their infrastructure –
was approved by the NSUARB in May 2007 and closely resembles a Grant in Lieu of Taxes.

The current three-year Agreement calculates the annual dividend by applying a rate of 1.56%, or
$1.56 per $100, to the specified HRWC asset base.  The HRWC Water Service asset base reflects
all non-depreciated infrastructure paid by rate payers (as shown on HRWC financial statements). 
This asset base was preferred to the Property Valuation Services Corporation assessed values,
which do not include the value of many below-ground assets, e.g. water pipes.  HRWC financial
statements are reviewed annually by the NSUARB.

DISCUSSION

The proposed renewal builds upon the existing agreement.  The rate of 1.56% continues to be
applied to the water service assets throughout the 5-year period.  New wastewater and stormwater
assets are being brought into the calculation in 2012/13, at an interim rate of 0.5%, for the final
three years of the agreement.  This proposed Dividend Agreement was approved by the HRWC
Board at their meeting on September 24, 2009.

An estimate of the projected dividend revenues is shown in Table 1, below.

Table 1 – Estimated HRWC Dividends* (Grants in Lieu of Taxes)

----------     Period of proposed Dividend Agreement      ----------

Fiscal Year 2010/11 2011/12 2012/13 2013/14 2014/15

 from Water Assets 3,720,600 3,775,200 3,829,800 3,884,400 3,939,000
from Wastewater/

Stormwater Assets**
0 0 342,800 442,800 567,800

Projected
Dividend Revenues

3,720,600 3,775,200 4,172,600 4,327,200 4,506,800

*   Based on HRWC Projections
** Assets transferred in 2007, as well as Harbour Solutions and donated assets, are excluded.
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The rate of 0.5% is considered a an acceptable interim rate, by HRWC and HRM staff, for new
wastewater/stormwater assets.  This rate will be reviewed prior to the renewal of the proposed
agreement, i.e. by the end of 2014, with the objective of establishing a methodology for both the
water and wastewater rates that would be transparent, equitable and logical, for use in subsequent
agreements.

In addition, this revised Agreement outlines HRM’s intent to nominate HRWC projects for
federal and provincial capital programs, recognizing the infrastructure deficit faced by both the
HRM and HRWC.

BUDGET IMPLICATIONS

The proposed Agreement would see an estimated increase in the annual HRWC dividend
payment of approximately $840,000, or 23%, over the five-year period of the agreement, as
shown in Table 1 of the Discussion section.  The actual dividends may differ from this
projection, if HRWC capital projects are changed and/or delayed.

The 2009/10 fiscal year marks the end of the wastewater/stormwater transition agreement to
allocate the full dividend amount to wastewater/stormwater capital projects. Commencing in
2010/11, the dividend revenue will be available for other municipal (capital) priorities. 

FINANCIAL MANAGEMENT POLICIES/BUSINESS PLAN

This report complies with the Municipality’s Multi-Year Financial Strategy, the approved
Operating, Capital and Reserve budgets, policies and procedures regarding withdrawals from the
utilization of Capital and Operating reserves, as well as any relevant legislation.

ALTERNATIVES

Regional Council could provide specific direction to HRM Finance staff to change the proposed
terms of the Agreement and attempt to re-negotiate with the HRWC.

ATTACHMENTS

Attachment 1: Current HRWC - HRM Dividend Agreement, 2007 - 2010
Attachment 2: Proposed HRWC - HRM Dividend Agreement, 2010 - 2015
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A copy of this report can be obtained online at http://www.halifax.ca/council/agendasc/cagenda.html then choose the appropriate
meeting date, or by contacting the Office of the Municipal Clerk at 490-4210, or Fax 490-4208.

Report Prepared by: Andre MacNeil, Financial Consultant, 490-6241

Report Approved by: _________________________________________________

Bruce Fisher, Manager, Fiscal & Tax Policy, 490-4493

                                                                                                     

Report Approved by: Cathie O’Toole, CGA, Director of Finance, 490-6308

http://www.halifax.ca/council/agendasc/cagenda.html









