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Financial Best Management Practices
for Community Water Suppliers

The complete resource package will consist of:

Web site content and Audio-Visual Series Technical Support
printed materials

- Guidebook for . AV Guide to BMPs . Aemail
BMPs

- Six BMPs A’elephone

. Six BMPs



Benefits of BMPs

BMPs provide important benefits. They help to:

Develop water rates that reflect true cost of service
justify water rates to users

budget for infrastructure upgrades: current & future
propose reasonable timelines for compliance
explain future plans to customers and decisioakers
prepare successful loan applications

demonstrate due diligence to regulators and lenders
reduce the possibility of omitting important issues
save money and improve communication.



Contents of Guidebook

Divided into these sections:

Is This Guide for Me?
About Best Management Practices

Six Financial Best Management Practices

BMP A. Create a basic asset inventory

BMP B. Build an asset management plan

BMP C. Create a fiyear operating plan

BMP D. Establish a lotgrm financial plan

BMP E. Determine sustainable water rates and charges
BMP F. Develop a communications plan.



The Best Management Practices

Best Management
Practice
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Why You Need It

A.Create a Basic Asset
Inventory

Thisis a list of water system assets with
detailssuch as:

1 component manufacturer/model

1 installation date,

1 original costtc.
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effectively.

B.Establish an Asset
Management Plan

The plans a written document that includes
1 basic asset inventory
1 priority list for repairor replacement of
assets
1 ~annual budget, including estimagéor
replacementresaves
9 schedule for implementation

Provides useful information tg
develop options for service
delivery

reducedoss of servicand
emergency repairs because o
planned replacements

etc.

C.Create a Fivear
Operating Plan

Adocument listingconclusions of a plaring
processshows what you want to do with
your water system imext five years, and

how.you expect to do it.

Provides context for preparing
the annual budget

enables focus owhat you
want to achieve




The Best Management Practicesontinued

Best
Management 2 KIG LOQ&a ! q Why You Need It
Practice
D.Establish a Plan forecasts revenues and expenses ovel You need to estimatiture
LongTerm period of at least ten years into the future. financial condition to know
Financial Rin Includes provision for how to provide for asset
1 assetreplacement &enewal renewal and to establish
1 = proposed financing realistic water pricing today
1 projected reserves. for future .
Your waterrates and chargeshould cover 1 Sustainable water rates and
E.Establish costs of: charges are essential to
Sustainable 1 regular maintenance adequately fund operations
Rates & Charge: I operating costs safely and effectively in
f planned replacements present and for the
' . contribution to reserve fund foreseeable future.
1 debt repayment
F.Create a You shouldshare informatiom, motivateyour |  Stakeholders, including
Communicationd team, and enlist support ofdecision customers, health officials,
Plan makers regualtorsand consumers about suppliers, funders and others
the operation of your water system. need to know your situation.




Building Block Road Map

A ; B ; C
Asset Five-year
Basic Asset Management Operating Plan &
Inventory .. Plan Annual Budget

C4. 5Yr Capital
Costs

B3.Renewal

Service Providers
Reserve Account

Long-Range Plan

D2. Capital
ReserveAccount

=

Sustainable Rate
& Charges

El. Rates &

Charges

Estimated B2. $ for Asse
Service Life TR

Al. Asset C3.5-Yr

B1. Asset
Prioritization

inventory Operating Costs

D1.LongTerm
Capital Plan

Plans &
Documents Operating

Budget Frst.

C1. Current Yr
Operating Budget

Key

Worksheet (Excel) included in Gui
Worksheet (Word) included in Guid
Reference (Excel) included in Guid
From your water system files

Other information transfer

F

Communications
Plan

F3.
Communications
Plan

F2.

Communications
Strategy

F1. Possible
Stakeholders
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BMP A: Create a Basic Asset
Inventory



Basic Asset Inventory

What and Why?

What is an asset inventoryA list of items of value owned by the
water system, with information about each. May include:

- manufacturer name and model number
installation date & original cost.
- ~condition of the asset & remaining useful life.

Why neededdncreases knowledge of the system, gives specific
iInformation for better financial decisions. Helps schedule
repairs and replacements & to get greatest value possible fron
assets.
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Challenges and Benefits

Challenges to Overcome
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Cannot explain properly to customers why $ needed to renew assets.

Benefits of an Asset Inventory

Shows strengths and weaknesses of physical assets, > helps to avoid problems wi
operation and water quality.

Enables planning for replacement and renewal and to know when $ must be spent
Provides overall picture of system, and helps sharing with customers & regulators.
Enables more efficient emergency response

Enables operator succession planning

Enables inventory for emergency repairs.



Main Steps

Step 1: Create a plan of system
Step 2: Identify and list system assets

Step 3: Find out life expectancy of components

Step 4: Work out the reaming service life of each

asset



Step 1: Create a Plan of System

Create a clear and current plan of water
system

Information on system can come from:
Ashbuilt plans
manuals and purchase receipts
well logs
Construction Permits
maintenance logs
water system risk assessment reports

land surveys
past annual reports

Check original abuilt plans and update thenr
with any recent additions or replacement

A scale plan may help identify components,
lengths and sizes.

Keep updated files in a secure location for
future reference.

Schematic of a Water System
Source Treatment Storage
Intake Y‘

Buildings, Electrical
Monitoring & Control
& Systemns

Distribution Consumption

Industrial

Commercial

Institutional

iy
3
ﬁ Résidential

Valves Hydrants
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Step 2: Identify and list system assets

Collect information about assets
and record in a systematic way.
Record the following information

for each:
- Al. Asset Inventory
Condltlon System: Duck Creek WaterSystem  Completed ByFred Smith —
Age Ref  Asset Descri ption Quantity Unit ﬁ?;ued Current Condition ;eefu'
SGerce Hlstory 1.1 |150 mm d\a’<0watcrmam 330 | m. | 1989 |good  |annua | flushing 23 60 56 | 33
History of breaks and malfunctions .= = = I\ \=
- Useful life. |

Use computer spreadsheet if

available.

Get the best information possible;

R2y Qi 384G 02338

Use estimates where incomplete
Information

New information will become
avalilable as assets get replaced .



Step 3. Find out the life expectancy of components

Use sources such asExpected
Useful Lifefind life expectancy of
Water SyStem Component$5ee also Expected Useful Life of Water System Assets (*1)

other sources) Last update: 1 Feb 20

*1: Source: BC MOE Water Branch: Depreciation Rates for Water Systems

Note: This table does not contain all possible assets. If

a S T tS E AD AT AU A e iraad - b Y
A 4 P ~ Life) and continue with the process. Don't allow this to ;

Sl N GEFAEaSUAE  YI & OF nodyouuy o ierocess Pomalowise fpresciveq 3
co mponent such as a pump. SR
h u K S N\] a I a a S u a 8 Y I é i\'AcctNo. Account Title [Y:::rs] S
combination of several components A | ISource o Supply Plant__
(E.g. pumping station > includes pumps, 00 TWood Frame o
pipework valves and other items). 3042 |Steel 40

304.3 [Cement Block 40

304.4 |Reinforced Concrete or Brick 50

304.5 |Miscellaneous 25

Consider grouping components of e e
Slmllar Ilfe expectancy aS One 305.2 |Earth Fill Structures 60

305.3 [Concrete Structures 75

a I a a S u 8 T -F 2 NJ S E I YI 306 |Lake, River and Other Intakes ZN‘

306.1 [Wood Structures 35

stop and corporation stop valves &
together.




Step 4. Work out remaining service life of assets

Knowing when to repair, rehabilitate, or
replace an asset will help get the most

Val ue from assets . Al. Asset Inventory

At Some point’ Cont.inuing to repair WiII no Ref Asset Descri| ption Quantity Unit Installed Current Condition ~ Service Histol ry Years Life Life  Life Left
Ionger _be coskeffective > need to ~ ,\

rehabilitate or replace it. e

111111 specs; make site ||
eeeeeeeeeeeee &

Several factors can affect remaining service
life:
quality of routine servicing and maintenance
excessive use

environmental conditions such as poor source
water quality, soil quality, and climate.

LaS f20Ft 1y26fSR3IS LI dza YI ydzFl Ol dzZNB NA Q
recommendations in working out
remaining service life.

Assets in poor condition, not regularly
maintained, or subject to excessive use will
be at the lower end of the expected useful
service life range.



BMP B: Create an Asset
Management Plan



Asset Management:

What and Why?

What is asset management? A process to manage

assets to get the most value & have the financial
resources for renewal.

Why needed? Managing assets by planning for timely
renewal and avoiding failures helps to provide safe,
reliable, and secure drinking water.



Challenges and Benefits

Challenges to Overcome

Limited records and plans
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remaining useful life
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planning.
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Benefits

Make better financial decisions: leads to meeting regulatory requirements
& upgrading system security.

WSRdz0OS a8 ARG eaR3YRY UKS ydzYoSNI 27F
Set priorities for replacement and provide time to review options.

Show customers and regulators money is used effectively.

Improve your access to financing.



Main Steps

The main steps in preparing an asset management plan:

Step 1: Create an asset inventory

Step 2: Work out the order to replace assets
Step 3. Work out the money you need

Step 4. Prepare an asset replacement schedule
Step 5: Set up a replacement reserve fund




Step 1: Create an asset inventory

Tangible assets: things like pipes
and pumps that make up water
System " Al. Asset Inventory

System: Duck Creek Water System Completed ByFred Smith Last Updatedst February 2013

Current Expected Adjusted

Year Agein  Useful Useful Useful
Ref  Asset Description Quantity Unit Installed Current Condition Service Histo ry Years  Life Life  Life Left

h ave 1.1 |150 mm dia. PVC watermain 330 m. 1989 |gopod = ¥ = |annua | flushing 23 \(»6
el

— \\_ = k\ //
Refer to drawings o n " .
specs; make site ||| Use metric units if "fU‘s‘le"guozvf‘l ' Describe, i ‘It
. possible E.g metres, air, pocr or where See Tab\esl reference to
describe asset square metres, cubic| CUEAENS known 0 condition
| metres etc. or "ltem”

Implement the BMP

Make an Asset Inventory

Review and update if
required.



Step 2: Work out the order to replace assets

Prioritize assets based on
their importance to
system:

What is its remaining
useful life?

How important is the
asset for safe drinking
water?

How important is the
asset to the operation
of the system?

Can other assets do
the same job?

B1. Asset Prioritization - Notes

System: Duck Creek Water System

Completed ByFred Smith

Ref

Asset

Useful PROBABILIT' Redun-
Life Left of Failure (*1) dancy Failure (*2)

IMPACT of

Last Updatellst February 2013

PRIORITY
(*3) Actions and Comments

iy

150 mm dia. PVC watermain

[N

/i

Refer to Refer to =]
"Assset "Assset
inventory" inventory"

See Make your Doyt Mak
“Useful |} assessmen t hav See "Ris seeRisk| | commen ts.
Life" table [ of the spare Matrix" Matrix" [ | Forexampl
probability readily to helpothers
of failure available? follow your
(See note Do you thinking.
below) havi
stand
bye? (E.g: . .
Astandby Note: The impact of failure, of a
pump) pump for example, may be mitigated

if you have a standby, or spare. Use
your judgement as weds reference
to the "Risk Matrix" when setting
priorities.




Step 3: Wor

Replacement
Reserve Fund:

Accumulate
money for
future asset
renewal.

Shows $ to

set aside for
replacement
reserve fund.

B3. Replacement Reserve Account - Notes

Water Supply System:

Completed By:

k out the money you need

Last Updatedst February 2013

Asset Replacement Schedule

Inflation factor:

Current year

201

' Enter
Current  Year of Renewal i Enter |
Asset Cost Renewal Cost ' Year of Renewal
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Click herefor Comment
Submersible pump $ 850 201 $924 $924 Continue forecast as required >
Alarm A\stem $/\ 1,250 20 $1,25 4
R 300 2,552 2,552
From"$ From"$ From"$ 52, $ Calculated
Prd Renewal Renewal [600| polcun  [$1970 C;'Cé"ateld Enter this figure by Excel $1,970
Piff Reserves" |26 me|] Reserves” 450] Reserves” | $459 Y =XCE easg from Column F
worksheet worksheet e (CellF13)
B2 t cost B2 B2 $1,250 $459 0 $2,552 $0 $0 $0 $0  $1,970
Renewal Reserve Fund InterestRate: | 4.5%] ﬁi
i Enter ‘
Opening balance $ 1,000($ 585 $ 1,000 $ 1,947 $13,207 $13,671 $11,596 $ 12,089 $ 12,659 $ 13,313 $ 14,056
An. Contributions from Operatiq $ 800 5.0% $ 800 $ 840 $ 882 $ 926 $ 972 $ 1,021 $ Enter amount of 182 $ 1,241 $ 1,303
Deductions (from above) $ 1250-$ 459 $ - $ - $ -$ 2552 $ loan repayment $ - -$ 1970
Proceeds of Loans Use progressive increase in Obtainloans as 2~ $ 10,000
Repayment of Loans Annual Contribution where required -$ 1,100 -$ 1,100 -$ 1,100 -$ 1,100 -$ 1,100 - 1,100 -$ 1,100
Closing Balance before interest required. $ “SIUTF—vos—I—I,082 $ 12,873 $ 13,079 $ 11,040 $11,568 $ 12,115 $ 12,741 $ 13,454 $ 12,290
Interest Earned Adjust $ 35 % 35% 65% 333$ 501 $ 556$ 521 $ 545 $ 572 $ 602 $ 593
Closing balance| Contributions etc $ 585 $ 1,000 $ 1,947 $13,207 $13,671 $11,596 $ 12,089 $ 12,659 $ 13,313 $ 14,056 $ 12,882

to keep line this
positive




Best Management Practice

BMP C: Create a Five-Year
Operating Plan



What and Why?

What is a FiveYear Operating Plan2 shows you what to

do with water system in the next 5 years, and how to do
It.

Why do we need a Fiv&ear Operating Plan? provides
context for preparing annual budget & enables more
focus on specific objectives than lerange plan.

24



Challenges & Benefits

Challenges
Many improvements and renewals require planning well in advance

Annual budget only covers 12 months; some projects need longer to plan ¢
Implement

Common for owners etc. to think only of the sheéstm.
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Benefits

ldentify future expenditures that influence operating budget, asset
renewal plans, and important system improvements.

Planning for five years encourages a look well into the future.
Five year plans provide information for leteym planning.

25



Main Steps

1: Review your current year Operating Budget

2. Set goals and objectives for the next five years

oY C2NJ SIOK GhLISNFIGAYyIE i
estimate
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5: Create fiveyear operating budget forecast

6. Ensure reserve accounts are in place.

26



Step 1: Review the current year Operating Budget

One of the most important
financial tools

Provides reference point for
activities over the year

Think of expenses dixedcosts
andvariablecosts

Water Supply System:

C1. Current Year Operating Budget - Notes

Completed By:

Click HereforDirections

Revenues,

Operating Expenses

Service Fees Enter zero in Revenu

categories that do not

Late Fees
apply

Connection Charg
Secured Funding
Interest

Other

Enter
description
of "Other”
categories

Total Operating Revenues

Note: You can do a worst case scenario,
where your annual revenues are at the
lower end of the likely range, and your
annual expenses at the top end of the
likely range.The difference will help
youwork out the balance that you
should aim to maintain in your
Operating Reserve fund.

Adminstration
Wages & Benefit:
Rents & Insurance

Fees, Charges, Tax

Vi
SSces Group Operating
Training Expenses under the
"Adminstration” &
Other

"Operations" headings

Total Adminstratig ~ shown, if possible.

Operations

Utilities
Maintenance
Monitoring & Testing
Consumables

Equipment

Last Update st February

Net Income
Total Operating Revenues
Total Operating Exp:

Net Income Contributions

Refer to other
to fir
Contributions to Reservq amounts of annu

o contributions
Operating reserve oD
Asset renewal reserve reserve funds

Emergency Reserve

Carry forward
totals

Capital reserve

Total Contribution to Reserves

Net income after Contributions

Other

Total Operations >

Total Operating Expenses

Manage operating
revenues and
expenses, and

contributions to
reserve funds, to
maintain a positive
balance




Step 2: Set goals and objectives for the next five years

Divide the system into the
10 parts shown

For each, set goals for next
five years

From list of goals identify
specific objectives.

C2. Five-Year Goals - Notes

Water System:

For Five-Year period Beginning: 1st January 2013

Completed By:

Last Update: 1st February 2013

Component Outline of Component Goals Goals
1 Water Ensure water availability consistent wit BerapramE] Enter your Goalfor the
Resources present and future needs, protect wate| next five years, for each
Adequacy source, be aware. component of your
2 Water Quality  Ensure water is safe to drink, monitor .y system Add lines if
o . Install water filtration plant required
consistently, and comply with custome!

regulatory and environmental needs.

3 Customer
Satisfaction

Provide reliable and affordable service|
line with customer expectations.
Respond to feedback.

Include brief newsletter with billings

Explain need for rates increase over next five years Hold meetings bi-annually

4 People
Development

Work with people who are compentant|
and motivated, provide leadership &
training, retain system knowledge

5 Operational

Operate in a sustainable and cost-

Optimization effective way, adopt improvements,
minimize resource use.
6 Financial Maintain balance between revenues al
Viability expenses, plan for the long-term,

establish full-cost pricing.

7 Infrastructure
Stability

Understand the condition and costs
associated with critical components,
practice sound asset management.

8 Operational
resiliency

Identify the risks that need to be
managed, have ability to respond to
emergencies, build in redundancy.

Have specialist conduct a HACC

9 Stakeholder

Identify and communicate with

Support stakeholders (customers, suppliers,
regulators, elected representatives)
10 Community. Knew what impact actions have on the|

Sustainability

wider community, support viability of th|

community as far as possible

Are There Costs to Meeting Your Goals?

Afteryou have entered your goals, you should decide if there are —
new costs attached to meeting the goals. If so, develop more specific
objectives that will help you achieve the goal, and estimate the costs
ofachieving the objectives (*1). Then enter each objective, and the—
cost of achieving the objective, on one of the following worksheets:

- FiveYear Capital Costs

- FiveYear Operating Costs paw
In general, if you will spend the money on aquiring a tangible asset
such as a vehicle or pump and the costs exceeds an agreed amount
(say $2,000) then consider this to be an expenditure fromyour =
Capital Reserve.

*1 If the objectives will be met within the scope and purpose of ——
existing items in your operating budget, then you should not enter
these costs on the worksheets mentioned above, because these are
not "new" costs. |

28
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estimate

For specific objectives, attach cost
estimates

Decide if costs should be paid from
operating budget or capital budget.

Some objectives, (E.G. operator

C3. Five-Year Operating Costs - Notes
Water System

For Five-Year period Beginn
Completed By:

2013

Last Update: 1st February 201

training) will be part of the

Note: Use this worksheet to show new costs that will paid for from your Operatifig Budget, as'opposed to paying for them from your Capital Reserve.

- Component Objectives Year 1 Year 2 Year 3 Year 4 Year 5 $ Total
O eratln bl Id et Clik Herdor Diectons T % s % s % 5 % s % s
. 1 Water Resources
Adequacy
2 Water Quality
. - - .
I~ 2 Customer Satistaction. | Enter the of
3 Customer Satisfaction Enter a specific objective the total cost you expect Enter amount you expect
that follows from a Goal ] tospendintheyear. [T | tospend in the year to ‘I Total for this item.
you entered in a previous| ) meetthe objective.
o = 4 People Development worksheet. ‘ \
1
7 1’4 ~
] - |
5 Operational
Prepare maintenance manual 1004 $ 540 $ 540
. Optimization
tot al over th e flve ears Prepare scale plan of water system wis sso|| avfs 720 s 1200
L] 6 Financial Viability

Note: This worksheetis for new
7 Infrastructure Stability operating expenditure items only, not for

Add up all the new $s for the five

Capital Reserve. See the "Fiear |
9 Stakeholder Support

Goals" worksheet for the difference
ears
10 Community spending from Operating

Sustainability Budget in each year.

Totals >

29
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estimate

C2NJ ALISOATAO &/ FLMAGLKtEE 202S0UAOSas
attach cost estimates

OYISN] GLISOATAO GOl LIAGITEE 202S00A0QSa
onto worksheet, with estimate of
total $ over the five years. CAS-Year Capial Costs -Notes For Fe-Yerprod Segin_2013._

Water System: Completed By: Last Update: 1st February 2013

Note: Use this worksheet to show costs that will paid for from your Capital Reserve, as opposed to paying for them from §our Operating Budget

Component Objectives Year 1 Year 2 Year 3 Year 4 Year 5 $ Total
% $ % $ % $ % $ % $
Click Herdlor Comment

1 Water Resources

ad=diiacy | Totarortis tem.
Overhaul intake on Rainbow Creek

Add up all the new $s for the five PP P e

Enter a specific objective|
Mpgrac Rl Pohy hattollows rom a Goal [L1—\N\ N
3 Customer Satisfaction youentered in a previors \ \ 0
ye a' rS 4 People Development UELDiEEE —
Enter the of Enter amount you expect]
5 Operational the total cost you expect to spend in the year to
Optimization to spend in the year. meetthe objective. ||

6 Financial Viability’

7 Infrastructure Stability

Note: This worksheetis for capital
expenditure items only, not for
expenditures which belong in your

Carry forward your forecasted capital e =1 S
expenditures over the next five years R N

to the worksheetD1. Longlerm

Capital Plan

8 Operational resiliency

Totals >

30



Step 5: Prepare Fivgear operating budget forecast

C5. Five-Year Operating Budget Forecast - Notes For Financial Year Beginning 1st January 201

Water System:

Completed By:

Make forecast of the revenues &

Last Update:1st February 2013

Previous Yr.  Current Yr.

Next Five Years

expenses for existing admin. & operating
expenses over the next 5 years (allow for
inflation) where appropriate (Exclude

Click Herefor Comments
p— — ~ nr O
Click Herefor Comment
Iffigures are available, |— =
Water Tolls create columns for

Connection Charges
Interest & Penalties

Year2and Year3
also. See Comment

Deferred Revenue Earned
From Reserve Funds
Other Income

=

the new operating expenses identified in

Total Revenues

Enter your forecasts o
Operating Revenues

not apply.

Enter zero for
categories that do

for next 5 years for
each category of
revenue

Step 3).

Enter the forecast expenditures over the
next five years identified in Step 3.

)T O#11 OOEAOQOOEI 1T O OI OA
amounts you have worked out as a result

Enter current and

Existing Adminstrat§ ~ previous year

Wages & Benefits ot

Rents & Insurance

Fees, Charges, Taxes

Advisory Services etc.

Training & Travel

Other

Enter your forecasts of
Operating Expenses fo
existing budget items
that will continue over
next5 years (include fo
inflation ). Excludaew
operating expenses
identified in your 5Year
Plan.

Total Existing Adminstration >

Existing Operations

]

Utilities

Maintenance

Enter current and
previous year

Monitoring & Testing

J expenses identified in

- F— Enter new operating ~ ~
=, Consumables P~ 7~ .
) Equipment ) () your5Year Plan. () ( ’
-’ s %
Other
Total Existing Operations > =

New Operating Expenses >

of following other BMPs.

Total Operating Expenses

Enter your forecasts off—

AO CEOAO 041 OA
#1 060068

Total Revenues less Total Costs

Balance: Start of Year
Surplus of Revenues over Costs

to -
Reserves. See other
Enter current and worksheets.
Operating Reserve previous year
Emergency Reserve amounts: y_
~ L = = 2 0 Ren.ewa\ Reserve ¥ ~ ) y,
) Capital Reserve Y 1
4 Total Annual Costs Tomaintain a positive balance at

end of each year, adjust amounts
above under the headings:
-Revenues
- Operating Expenses
- Contributions to Reserve:

Balance: End of Year

Adjust forecast of the revenues or
expenditures to make amount is always
positive.
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Step 6: Ensure reserve accounts are in place

Replacement Reservé for renewal or replacement of equipment. Systematic renewal will
reduce downtime and avoid extra costs due to breakdowns. (See asset management plan)

Operating Reserves for years when revenues may fall or expenses increase.
(Consider three scenariasbest case, worst case, and middle of the road. Annual
expenditures for worst casemiddle-of-the-road = $Operating Reserve).

Emergency Reserv&. for emergencies such as a landslip or sudden major breakdown. Make
annual contributions until target balance achieved.

Construction Reserveb for capital construction projectsthose which improve system.
Examples: installing filtration for the first time, or extending distribution network.
(Income includes annual contributions from operating budget, & proceeds of loans.
Expenditures include direct payments for capital projects, & principal and interest
charges).

Maintain Flexibility Obtain specialist advice in setting up reserves if necessary, and maintain flexibility.

32



BMP D: Create a Long-Term
Financial Plan



What and Why?

What is a longterm financial plan?An estimate of
revenues and expenses > 10 years into the future.
Includes planning for repair or replacement, for
iImprovements, for financing & reserve funds.

Why do we need a longerm financial plan?Many parts
of system are expensive to repair or replace. Liae
needed to budget and save funds. Laegn plan shows
$ to set aside; helps to set realistic price for water in

future.

Q: Is our water system financially sustaingble




Challenges and Benefits

Challenges to Overcome
How to predict the future?
How to convince customers that rate increases are required?
What are minimum life cycle costs?
How to manage increasing demands for service?
How to plan to meet regulations?

Benefits
Provides leadime to research cosgffective equipment choices
Establishes regular contributions to dedicated reserve funds
Helps explain water rate increases to customers

Gives greater access to financial assistance by demonstrating
efficient planning



Main Steps

The main steps in a LoiRange Plan:

Step 1: Prepare a strategic plan

Step 2. Forecast operating expenses and operating
reserve

Step 3: Forecast capital expenditures and capital reserve
Step 4. Manage balance of Capital Reserve

Step 5. Forecast Asset Replacement Reserve

Step 6: Forecast annual revenues

Step 7: Review your financial viability




STEP 1: Prepare a strategic plan

Strategic Plana statement of how water system looks in
the future and how to get there.

Strategic planning typically:
- defines the purpose of your water system
- Includes a vision and mission that reflects your values

- _lists achievable goals and objectives
- al®& AYyOftdzRS I+ da{2h¢é¢ FylLfearaod

OurMission: O7A xET 1 - AAT EOAO OAZEAh ALEAEI O
supplies to our customersforthe longOA O - EAOOOOA 80

If you cannot agree on your vision and mission, you will have a har
time creating agreement around your loitgrm financial plan.



STEP 2: Forecast New Operating Expenses & Operating Rese

Forecast of operating expenses Is
key component of longange
financial plan

O t d C3. Five-Year Operating Costs - Notes For Five-Year period Beginn 2013
p e ra I n g eX p e n S eS are eve ry ay Water System Completed By: Last Update: 1st February 201
Note: Use this worksheet to show new costs that will paid for from your Operating Budget, as opposed to paying for them from your Capital Reserve.

COStS to p rOd u Ce an d d e I ive r Component Objectives J Year 1 Year 2 Year 3 Year 4 Year 5 $ Total
water. (E.G. chemicals, T

Adequacy

maintenance, fuel)
= Enter the percentage of
[0 manage Operating Account 3 CostomerSaisacton e e e totalcosyouexpec Enter amourtyou expect
] thatfollows from a Goal 1 to spend in the year. 4‘I Total for this item.

_ ¢ to spend in the year to
you entered in a previous| — meet the objective.

consider grouping expenses Intg =~ ‘e V_ YRR \
6! RYAYAAUNF UAR2Y comm e R -
g GIZYUNJ\ dz(i A 2 y -
Operating Reserve account
aKz2dzZ R | f gl é&a o

6 Financial Viability

-~

8 Operational resiliency

9 Stakeholder Support

Show total proposed new|

10 Community spending from Operating
Sustainability Budgetin each year.
—
-

Totals >




STEP 3: Forecast Capital Expenditures & Capital Reserve

Strategic plan shows the

capital projects you need to

undertake.

For information see asset

management, fiveyear, and

strategic plans. |

Gather information on cost o T e

s

of items & year to be
Installed. =
Complete the forecast

worksheet appropriate for

your system.
(Item exceeding $2,000 is a capital

Calculate total annual
expenditure

S E LJS y ﬁ A l_j dZN\B X é I. L' _ . Totals> $ - $ - $4200 $3300 $5400 $ - 8,600



STEP 4. Manage the Balance of the Capital Reserve

Track Capital Reserve $ s dedicated to
capital purchases

Show the sources of money used to pay

D2. Capital Reserve Account For year ended 31st December
for Capltal proJeCtS Water Supply System: Completed By Last Update:1st February 2013
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
ShOW eXpendltU res for Capltal pt’OjeCtS A. Capital Sources & Expenditures Continue Forecast as required >
(C:Zp::zll :z;;iedsnuM— $ 2300
Include proceeds from loans & payments e, _— .
of principal and interest onr T :
$ 3,500
Expgnditures v ) )
Forecast account over the longest term . goeoemven™ 7 > 2
praCtlcal Existing debt: Principal paid Z zjgz
Capital Sources less Expenditures -$ 1,990
Manage account so that the bottom line B. Balance of Capital Reserve erest Rate Earne4 J
is always positive: il Sorce o Exponci } | & o
- increase the money going into this e oo o oper2 i 20— i
s

aCCOUHt, OI’ Closing balanc: 13,750
defer capital project. :|




STEP 5. Forecast Asset Replacement Reserve

Asset Replacement Reserve
lists sources of $ and
expenditures related to asset
renewal

B3. Asset Replacement & Replacement Reserve Account - Notes

Water Supply System Completed By: Last Updatedst February 2013

Incorporate forecast of account
over the longest term practical. .. co g s

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Curent year 201

Click herefor Comment

Submersible pump $ 850 $924 Continue forecast as required >
s/\ 1.250 )
From"$ e $2.552 Calculated
Renewal |600 Enter this figure by Excel $1,970
anage reserve account so
" | (celF13)
B2 > e $1,250  $459 0 $2,552 $0 $0 30 $0_ $1,970
. - ", .
bottom line is always positive;
y ,
Replacement Reserve Fund Interest Rate

585 $ 1,000 $ 1,947 $13,207 $13,671 $ 11596 $12.089 $ 12,659 $ 13,313 $ 14,056
840 $ 82 $ 926 $ 972 $ 1,021 $ Enter amount of 82 $ 1,241 $ 1,303
$ - $ - 32528 | loanrepaymentf $ - -$ 1,970
$ 10,000

may increase $ going into this ...

An. Contributions from Operatiq

Deductions (from above)

Proceeds of Loans Use progressive increase in
n Repayment of Loans Annual Contribution where

Closing Balance before interest Eqlied

Obtainloans as
required

-$ 1,100 -$ 1,100 - 1,100 -$ 1,100 -$ 1,100 - 1,100 -$ 1,100
/882 $12,873 $13,079 $11,040 $11568 $12,115 $12,741 $13454 $ 12,290

Interest Earned Adjust I $ 3% 35% 65% 3338 591 $ 556 % 5216 545% 572 % 602 $ 593
Closing balance| Contributions etc $ 585 $ 1,000 $ 1,947 $13207 $13,671 $11596 $12,089 $ 12,659 $ 13,313 $14,056 $ 12,882

to keep line this
positive

See: BMPCreate an Asset
Management Plan



STEP 6: Forecast Annual Revenues

Purpose of forecasting future revenue requirements is to set future rates and charges
to recover enough $ to be financially viable for the ldagn.

Water system revenues may come from:
basic water service charge (fixed charge per billing period)
consumption charge (rate per cubic metre)
service fees (connection/disconnection charge, line extensions).
others (E.g. charges to developers for extending the water system).

Base projected revenues on assumptions about changes in water supplied to
customers

Make projections of customer base by looking at past growth trends; take into
account plans for future of community.

To start make assumptions about annual changes. (E.g. assume basic water servi
charge increases by 2% p.a. & consumption charge increases by 3% p.a.)

See BMPSetting Sustainable Rates and Charges.



Step 7: Review Your Financial Viability

Financial viability is directly linked to

the rates and charges you make

for water.

(See BMPSetting Sustainable Rates and
Charges shown opposite).

Are planned rates and charges
enough to pay for estimated
operating expenses and
contributions to reserves?

Calculation of Annual Net
Surplus (or Deficit) indicates if
system is financially sustainable

Annual Net Surplus/Deficit
measures the difference betwee
revenue and expenses: $ be
maintained or depleted.

E1. Forecast for Sustainable Rates & Char

a Revenues from customers

b

d

f

h

i Net surplus (deficit) in year ‘-55

J

k
|

m  Water Supplied (Cubic Melres)‘
Charge per Cubic metre $ -

Water Supply System:

2012

(Operating Account)

Completed By

or year ended: 31st December 2013

Last Update4th February 2013

2013 2014 2015 2016 2017 2018 2019 2020

2021

2022

% Ann. Incr.  Curren

Revenues

tYr

Continue with Forecast for following years>

- I3

Other revenues

Total Revenues > $ -

- 8

Expenses

Adminstration & Operations

Adminstration

Total Adminstration ‘ 2 2“/% $

Operations

Total Operations ‘ 1.9“4 $

Total Admin & Operations > $

Contributions to Reserves

To Operating Reserve

To Renewal Reserve $

To Emergency Reserve

To Capital Reserve

Total Contributions to Reserves $

Total Expenditures > $

Accumulated Surplus

Accumulated surplus - opening ‘ $

7]s

10[s

2]

14]s

17]s

2|8

2|5

2|8

2|8

2|s

Accumulated surplus - closing

7 -$ 10 -$

12 -$

14 -$

17 -$

19 -$

Sustainable Rates & Charges

Number of Connections ‘ 204 ‘

Annual Charge per Connection

194 |




BMP E: Establish Sustainable
Rates & Charges



Sustainable Rates & Charges

What and Why ?

What are sustainable rates and charge$ie rates and
charges set for water to enable recoveryatlfcosts of
supplying water now and in future, including the costs of
renewing assets & costs of new projects.

Why neededAf full costs of supplying water are not
recovered system may not be able to operate safely &
effectively in the present, and infrastructure will
deteriorate in the future.



Challenges & Benefits

Challenges to Overcome
Customers do not understand the full costs of providing safe water.
2 -G SNJ aeéaul Sy -oftsighi énd ditofimiNG> thieiz daintenance and
rehabilitation may be inadequate
Rate increases may be resisted by customers ..... too often postponed.
No asset management plan & therefore no planning for future costs of renewal.
Reserve funds to cover unexpected costs are inadequate.

Benefits of BMP

Maintain the financial stability of system by ensuring a sufficient revenue stream.

Collect and reserve funds needed to cover costs of future asset rehabilitation,
security upgrades, and compliance with future regulations.

Plan ahead for reasonable, gradual rate increases when necessary.
Deliver fairly priced, higlquality drinking water to customers
Have factual information on hand > help explain why rate increases are necessary.



Main Steps

The main steps in establishing sustainable rates & charges:

Step 1: Review annual costs and revenues
Step 2: Work out reserve account reguirements

Step 3. Calculate water rates and charges

Step 4: Find out more about water rates.



Step 1: Review Annual Costs and Revenues

Work out how much it costs to operate system
every year:
Administration and Operations: (E.g
treatment costs, utilities, wages and
maintenance )

Contributions to Reserves:
Operating Reserve
Replacement Reserve
Emergency Reserve
Construction Reserve

Knowing what costs are and understanding
how they have changed in the past & can
change in the future is key to knowing $ to
collect from customers.

Refer to the worksheets:
Current Year Operating Budget &
BMP C: Create a Fixear Operating Plan

C1. Current Year Operating Budget - Notes

Water Supply System:

Completed By:

Last Update1st February

Click Herefor Directions

Revenues

Operating Expenses

Service Fees Enter zero in Revenu
Late Fees categories that do not

apply
Connection Charg

Secured Funding

Interest
Other

Enter
description
of "Other”
categories

Total Operating Revenues

Note: You can do a worst case scenario,
where your annual revenues are at the
lower end of the likely range, and your
annual expenses at the top end of the
likely range.The differ cewn help
youwork ou nh DI ce that you

should aim to in your
Operating Reserve iund

Adminstration
Wages & Benefit
Rents & Insurance
Fees, Charges, Tax

Services Group Operating

Training Expenses under the
"Adminstration” &

Other i

"Operations" heading
Total Adminstratiq ~ shown. if possible.

Operations

Utilities
Maintenance
Monitoring & Testing
Consumables

Equipment

Net Income

Total Operating Revenues
Total Operating Expepe®

Net Income hesZ#€ Contributions
Carry forward
totals efer to other
orksheets to fir

contributions
required to the
reserve funds

Operating reserve
Asset renewal reserve
Emergency Reserve
Capital reserve

Total Contribution to Reserves

Net income after Contributions

Other

Total Operations >

Total Operating Expenses

Manage operating
revenues and

expenses, and
contributions to
reserve funds, to
maintain a positive
balance




Step 2: Work out Reserve Account Requirement:

Amounts needed for reserve accounts must be included in calculation of
water rates; they are part of the overall cost of providing service.

Account Purpose TargetAmount $

OperatingReserve For unexpected operational expenditurésg. X% of annal operating budget
increase impumping Costs.

ReplacemenReserve | For systematic renewal of assets such as reservq Referto asset management

and pipes. plan

Emergencyreserve For emergency events such aanthgeof intake Y% ofannual operating budget
works byflood.

Gonstruction Reserve | For major upgrading of the system such as Refer tolongrange plan

installation of filtration.




Step 3. Calculate Rates & Charges

Two methods (with & without water meters)
Take total annual cost & divide by amount of water supplied > $/connectior

Calculate total annual costs & divide among customers > $ /connection

"Annual Costs"

Adminstration & Operations
Staff costs

Treatment costs

Maintenance

Meter reading & billing Total Costs Cost
Conservation & education programs Number Connections per Connecti
Utilities etc.

Contributions to Reserves
To Operating Reserve Total Costs Water Rate
To Asset Renewal Reserve Annual Volume Supplied

To Emergency Reserve
To Capital Reserve




Step 4: Find Out More about Water Rates

Various rate structures that can be used.
(e.g. to discourage high water use for
adzY YSNI ANNAILFGA2Y X dzAS Vv aAVOfAVSR 6f20
N} §S¢0® Typical municipal water prices in Canada
and other countries (per cubic metre)

$0.31

May be several categories; (E.g. domestic,
institutional, commercial, industrial and
agricultural), all of which may require
different water rates.

$0.40-50.80

$0.47

$0.61

$0.69

$0.70

Some customers may suffer hardship from
increased charges.

In BC water charges are typically lower
than elsewhere (See char999 price}

§155

§216

W|th more info abOUt water rates > revisit §025  §0.50 075 $1.00  §1.25 $1.50  $1.75  $200  $225
rates and charges calculated.



BMP F: Create a
Communications Plan

How to communicate effectively with stakeholders



Communications Plan

What and Why?

What is a communication plan& plan that sets out the
ways to communicate with people who influence the
operation of the water system.

Why do we need a communication plantd help
communication with stakeholders, including customers,
health officials, consultants, suppliers, lenders and others
about how the water system will operate.

Stakeholder: A person, group, organization, member or system who affects, or
can be affected by, the actions of your organization.



Challenges and Benefits

Challenges to Overcome
Knowing who to include, and when they are needed

Deciding what information needs to be available for emergencies and
contingencies
Consolidating contact information in one accessible place

Need to update communications regularly.

Benefits
|dentifies all who need to be included, with resource roles clearly explained
L XYy O0KEOQa NBLReée G2 dzasS Ada AYRA&LIS
Public Notice templates will prepared ahead of time:

Water Quality Advisory
Boil Water Notice
Do Not Use Water Notice

Provides ability to respond appropriately when communication is needed

Builds positive relationships with users, suppliers, regulators and others that can
speed actions needed in an emergency.



Main Steps

The main steps for a communications plan:

Step 1. identify possible stakeholders
Step 2: Be clear about what you want to communicate
Step 3: Ensure you communicate effectively

Step 4. Remember these things about communication



Step 1: ldentify Possible Stakeholders

Stakeholders may include:

Consumers need to know about water
quality, upcoming projects, rates
information, staffing changes and other
Issues.

Health officials (drinking water officers,
public health engineers) may require
financing plans for equipment upgrades
before permit approval, or to see funding
set aside for operator training.

Lenders: (such as credit unions) may ask to
see annual budgets, asset management
plans, spending reports and other items.

General communityneed to know about
emergency procedures and other items.

F. Our Stakeholders - Notes

Water System:

Component

Component Outline

For Year Beginning: 1st January 2013

Completed By

Possible Stakeholders

s e

Suppliers | Trustees [Neighbours | R. Directors|

“2|Lenders "3 "4

Last Update: 4th February 2013

Notes

Click herefor Directions

Click herefor Directions|

1 Water
Resources
Adequacy

Ensure water availability consistent with
present and future needs, protect water
source, be aware

2 Water Quality

Ensure water is safe o dink, monitor
consistently, and comply with customer
regulatory and environmental needs.

Your Stakeholders

Look through the Components and Outlines.

3 Customer
Satisfaction

Provide reliable and affordable senvice in l
with customer expectations. Respond,
feedback

| —

4 People
Development

Work with people who are competant and
motivated, provide leadership & training.
retain system knowledge

1. Who can significantly affect each 2
2. Whowill be significantly affected by each
component?

These people are your

5 Operational
o

Operate in a sustainable and cost-effective|

adopt impr minimize resourc)

use

Talk with Health Authority about planned upgrac

6 Financial
Viability

Maintain balance between revenues and
expenses, plan for the long-term, establish
cost pricing

—

7 Infrastructure
Stability

Understand the condition and costs associ
with criical components, practice sound as:
management.

@

Customers to be informed of future rate increas

Where significant communications should [ |
occurwith a group, place an

8 Operational
resiliency

Identify the risks that need to be managed,
have abiliy to respond to emergencies, bul
in redundancy.

in the corresponding box and make notes.
Then include the required actions in your |
planning and

9 Stakeholder
Support

1dentify and with

(customers, regulators, suppliers, elected
representatives)

implementation.

10 Community
Sustainability

Know what impact actions have on the wid
community, support viability of the communi
as far as possible

*1: Staff of your Health Region & provincial regulators

*2: Trustees, or the Owners / Managers or Key Members

*3 Neighbouring water systems and/or Lending Institutions *4 The Regional Direct



Step2: Be clear about what
communicate

Water suppliers have important topics to
communicate:

How you comply with regulations

How you handle budget issues,
regulatory or good practice
changes, and infrastructure needs

Your plans for major infrastructure
spending and rate changes

State of your water system, partly
communicated through an annual
report to users.

you want to

F2. Communications Strategies: Examples For Year Beginning
Water System: Modified By: Last Update:
Topic Communication Strategy
Rate Increase|
Needed 1 Prepare your case and show supporting information
f12ad I dzASNBEQ YSSdAy3 2N hLiSy | 2dzS
1 Place notices where people meet (mail boxes, grocery store) as well as mailing invitg
(in a bill insert), and on your website if you have one
1 Partner with I@al government officials or financial service providers to share informat
1 Bring longterm (5-year) budget information to show costs of maintenance/operations,
need for equipment upgrades, and debt repayments
1 Use financial models (spreadsheets, poststg)wing that the rate increase will pay for
the level of service that customers want
1 Consider a rate structure that will encourage conservation (usage fee versus flat feef
9 Explain how your proposal will help provide safe drinking water
Infrastructure
Upgrade 1 Get cost estimates from respected vendors
Needed 1 Bring operation and maintenance records to meetings with decision makers and pot¢
lenders
1 Describe your water system, your experience, your training.
1 Partner with your public health engineeninking water officer, and local officials for
information sharing
1 Give decision makers neechnical reasoning so that the message is clear and
understandable.
1 22N)] (2 dzyRSNRGFYR f SYRSNEQ LINKA2NRGASSE
1 Explain why the ugrade is necessary for delivering safe drinking water
T hyOS FAYyFyOAy3 A& I LIWINRPQGSRE K2&0 | dza
Annual
Report to 1 AnAnnual Report to Users required by legislation to provide thiesults of monitoring,
Users within 6 months of the calendar year. This report can also communicate financial ang

= -

other system status informationlt could be included on the water system website, tak|
the form of a newsletter, or be a separate report mailed to users.

Include financial summaries of past spending and future estimates

Explain need for any future projects, including financial impaetssystem benefits




Step 3: Ensure you communicate effectively

Know what you are trying to do:
educate your customers about finances
build support or create demand?
get people to do something differently,
to defuse a situation
other.

Effective communication on financial
matters:

monthly email updates on spending
phone calls to get information

weekly talks with team on system status
Open houses to engage users
faceto-face meetings with lenders

Clear, consistent communication is an
important part of sustainable service delivery.



