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[197] The Board is satisfied that the Province and HDBC receive stormwater
service from Halifax Water, in that portions of their roadways drain into the Halifax Water
stormwater system. In IRs, the Province and HDBC raised the issue that some water
might drain away from this infrastructure and that, in fact, their roadways provided a
benefit to Halifax Water. In response to a question from Board Counsel, Halifax Water
indicated it had made no adjustments and calculated the ROW Charge to the Province
and HDBC, as it does for HRM, based on the entire impervious area. This is consistent
with the treatment of residential customers, although the Board notes that, for the Site-
Related Flow Charge, some adjustments for impermeable areas that do not flow into
Halifax Water's stormwater infrastructure are made for non-residential properties.

[198] It might be possible to quantify the amount of impermeable area that results
in flows away from the roadways that are subject to the ROW Charge. It might also be
possible to calculate any net benefit derived from water being diverted, if any, from the
Halifax Water infrastructure by the roadways owned by the Province and HDBC. Without
in any way ruling on the matter, it might be possible to create a rate design that accounts
for these items. None of the foregoing was advanced in this hearing. The Board therefore
accepts on the evidence before it that the ROW Charge applies to the Province and HDBC
in the same manner as HRM.

[199] The Board has reviewed the rationale for the change in methodology for the
ERU calculation. Distilled to its essence, the larger properties skew the result, and the
revised methodology appears more equitable. The Board therefore accepts the

methodology used to develop Scenario 6.
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[200] The Board is concerned about the fact the proposed stormwater rates are
insufficient to recover the projected expenses related to the stormwater service. Imposing
a rate cap when the stormwater service is in a deficit situation appears counterintuitive.
This is especially the case where the actual dollar amount increases are not particularly
dramatic. Given the number of appeals received when the stormwater charges were first
introduced, at a lower amount, the Board is sceptical capping the rate increase at 20%
will have any impact on the number of customer complaints and appeals generated by
the expansion of the service territory.

[201] Despite the foregoing, conceptually, rate increases of over 40% clearly fall
within rate shock. The Board has also been supportive of attempts to mitigate rate
impacts in the current volatile and inflationary times.

[202] The Board, therefore, accepts Halifax Water's basis for determining the
proposed stormwater rates and the components that make up the revenue requirement.
The application set out the need for the rate increases (and more), based upon the
projected revenue requirements. The budgeted expenses and items which make up the
revenue requirements were reviewed and were the subject of several IRs. The Board
finds that Halifax Water has reasonably explained the need to increase rates.

[203] From the IR responses, an error was discovered which, when corrected,
results in a reduction in the revenue requirements for stormwater services. Halifax Water
also provided an update to several budgeted expense items increasing the revenue
requirements for stormwater services. Halifax Water also provided information on the

reallocation of certain management charges.
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[204] The Board notes that direction on the impact of these items on rates will be

discussed in the Compliance Filing section.

4.11 Regulations for the provision of water, wastewater, public and private fire
protection, and stormwater, including reduction of interest charged

[205] The application proposed several changes to Halifax Water's Regulations,
which are outlined as part of the Table of Explanatory Notes (Explanatory Notes) attached
as Appendix 9B to the application. The Explanatory Notes indicate that most of the
amendments address housekeeping issues or clean up typographical errors. Some of
the amendments are required to implement the Board's decision, such as the fire
protection charge, the amount of the stormwater charges, and adding the Province and
HDBC as customers responsible for a ROW Charge.

[206] Halifax Water proposed two other substantive amendments to the
Regulations. One amendment would decrease the interest rate on overdue accounts
from 19.56% per annum to 14% per annum. Halifax Water explained that many
customers who faced overdue accounts were struggling to bring these accounts up to
date. The proposed change would, to some extent, alleviate the financial burden on those
customers.

[207] Halifax Water also proposed amendments to Regulations 7(2)(b), (c) and
(d). The application indicates the following phrase should be added for the first year
“,..plus an incremental amount calculated based on 0.147 per m? of the Impervious Area
within HRM/Province of Nova Scotia/Halifax Dartmouth Bridge Commission owned street
right of way.” The same phrase is repeated in the second year, with a change to show

the amount will be calculated based on 0.174 per m? in the second year. In response to
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IRs issued by the Province and HDBC, Halifax Water indicated the figures were in error
and the calculations should be based on 0.145 per m? and 0.173 per m?, respectively.
Halifax Water advised it would make these amendments in a Compliance Filing.

[208] These changes would allow Halifax Water to adjust the ROW Charge if, for
example, new roadways are constructed within the stormwater service area, or if roads
were transferred between HRM and the Province. [n response to questions from the
Board, Ms. O'Toole confirmed there was no mechanism for a downward adjustment. She
indicated she knew of no examples where the type of roads being discussed had been
removed. Having effectively withdrawn from the proceeding except for the Crown
immunity issue, the Province and HDBC did not comment on the adjustment mechanism
for the ROW Charge.

[209] The Board requested clarification on two further amendments.
Amendments were proposed to define the terms Non-Residential Property, Residential
Property, Stormwater Catchment Boundary and Stormwater Service Boundary. These
definitions are important in the process of determining the applicable stormwater charge.
In particular, wording was added that provides another means of distinguishing between
residential and non-residential properties, aside from property tax classifications. The
distinction is made between properties with three or less residential units and those with
more than three residential units.

[210] With the elimination of the 45-day period within which Halifax Water had to
consider acting on the DRO’s recommendations, the Board also sought clarification on

when the 14-day period, within which the Dispute Resolution Officer (DRO) had to make
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an order, began. Halifax Water indicated the period begins from the date of the DRO'’s
report.

[211] The CA did not raise any issues with the proposed amendments to the
Regulations. The Board notes ECI reviewed the proposed amendments and concluded

they were reasonable.

Findings

[212] The Board agrees with Halifax Water that many of the amendments to the
Regulations are housekeeping in nature, to implement the approved rates and charges,
and to correct typographical errors. With respect to the substantive issues, reducing the
interest rate on overdue accounts would not appear to have any undue financial impacts
on the utility and other ratepayers. The potential for future adjustments to the ROW
Charge would allow for more accurate billing related to the extent of service which is
received. The Board is satisfied the definitions related to Residential and Non-Residential
properties have a rational basis. With the clarification provided about the DRO process,
that proposed amendment would shorten the timelines.

[213] The Board therefore finds that the proposed changes to the Regulations are
reasonable and approves them, subject to a Compliance Filing to correct the square

meter figures discussed in para. [207].

4.12 Contributed Capital — Depreciation

[214] The Board has raised this issue as a concern in past proceedings involving

Halifax Water. Historically, Halifax Water has claimed little or no depreciation on
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contributed assets, including amounts related to external funding received for capital
projects. Depreciation is an important funding source to support the rehabilitation and
upgrading of existing infrastructure and the renewal or replacement of infrastructure to
meet future needs.
replaced or upgraded in the future. This issue is addressed in the Board's “Water Utility
Accounting and Reporting Handbook”, which is a set of accounting policies and consistent

standards for reporting information that applies to all water utilities regulated by the Board.

[215]
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In its Board letter dated October 27, 2021, about Halifax Water's annual

reporting, the Board stated:

[216]

Page 3040 - Depreciation, of the Accounting Handbook contains the following policies:

3. Capital contributions arising from donated assets or grants received to acquire or
construct assets shall be amortized at the same rate as the capital assets to which the
donations and grants apply.

4, Depreciation shall include depreciation and amortization of all depreciable capital
assets which include those acquired or constructed with the benefit of grants and donations
or contributions

In accordance with these policies of the Accounting Handbook, water utilities expense
depreciation on contributed assets to build up the depreciation fund to be used in funding
future capital works. The statement referenced on page two of your letter seems to be
inconsistent with these policies.

Please provide the Board with Halifax Water's plan to address this inconsistency and begin
depreciating contributed assets, to be included in the depreciation reserve used for funding
future capital projects. The Board directs this plan is to be filed as part of Halifax Water's
next annual reporting, by September 30, 2022, or be included in the next general rate
application, whichever is filed first with the Board. The plan should include: the value of
contributed assets, with associated depreciation not included in Halifax Water's revenue
requirements for rate purposes; the approximate annual depreciation expense associated
with these contributed assets; and an assessment of the rate impact of including this
depreciation in the utility's revenue requirements.

[Board letter, M10312, p. 3]
In its application, Halifax Water provided its plan on this issue:

...Currently, Halifax Water includes depreciation on 25% of stormwater contributed assets.
There is no depreciation on contributed assets for water and wastewater services built into
the current rates. Halifax Water has determined that to include 100% of depreciation on
contributed assets in its rates would increase the annual depreciation costs by
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approximately $3.9 million for water, by $10.5 million for wastewater and by $1.7 million for
stormwater...

...[A] strategy is required to smooth the introduction of depreciation of contributed assets.
Including additional depreciation on contributed assets in the test years would further
increase deficits. Therefore, Halifax Water is proposing to increase the depreciation on
contributed assets starting in 2024/25.

[Exhibit H-1, p. 29]
[217] According to its plan, Halifax Water intends to increase depreciation on
contributed assets by 1% per year from 2024/25 to 2028/29 and by 2% per year from
2029/30 to 2033/34. Halifax Water indicated it will request the start of these increases in
the next rate application. If these proposed increases are implemented, by 2033/34 water
and wastewater costs would include 15% of depreciation on contributed assets and
stormwater costs would include 40% of depreciation on contributed assets. As a result,

this plan has no impact on the proposed rates in this application.

Findings

[218] As noted above, depreciation is an important funding source to rehabilitate,
replace and upgrade existing infrastructure to meet future needs. The Board is mindful
that increasing depreciation expense will increase rates paid by ratepayers. For example,
the Board observes that there would be about a $1.6 million difference between
increasing depreciation in 2024/25 by 1% versus 10% (i.e., $187,000 versus $1,870,000).
Further, as Halifax Water's assets and future capital budgets increase, so does
depreciation expense. This is an important consideration as the Utility plans significant
capital additions in the future to meet its customers’ needs.

[219] Nevertheless, the Board notes that claiming an appropriate amount of

depreciation expense on contributed assets is important to ensure Halifax Water remains
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a healthy utility over the long-term. The proposed plan, beginning at only a 1% increase
in 2024/25, is a relatively modest start. Taking this into account, Halifax Water should
review this issue again to consider whether it can pursue a more aggressive approach in

its next rate application to increasing depreciation expense on contributed assets.

5.0 COMPLIANCE FILING

[220] The rate application was based upon December 2021 forecasted results for
the year ended March 31, 2022. When the Rebuttal Evidence was filed in late June 2022,
it was expected there would be a deterioration in the forecasted financial position for the
2021/22 fiscal year due to increased depreciation, debt servicing, chemical and staffing
costs and fewer than forecasted new customers.

[221] In response to Board staff IRs, Halifax Water acknowledged an error in the
revenue requirement in the second test year due to double counting the new
interest/repayment on long term debt. As a result, the projected revenue requirement in
Test Year 2 in the Water Rate Study was overstated by $899,000. The same applied to
Test Year 2 in both the Wastewater and Stormwater Rate Studies, resulting in an
overstatement in the revenue requirement of $134,000 and $578,000, respectively.
Halifax Water indicated at the hearing it would correct these revenue requirements in the
Compliance Filing.

[222] While it would not impact revenue requirement, Halifax Water, in Board staff
IR-22A, noted a required adjustment to the accumulated surplus for stormwater to reflect
the accounting for 25% of the depreciation on contributed stormwater assets. The 25%

of the depreciation that is funded should have been recorded as depreciation expense
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and should have reduced the accumulated surplus balances. This would reduce the
accumulated surplus at the beginning of 2021/22 by $2.3 million to $1.2 million, as
reflected in Figure 13 of the application.

[223] The Rebuttal Evidence further noted there have been material changes to
some of the budgeted expenses in the application (such as chemicals, electricity, salaries,
debt interest, pension, and inflation generally), due to changed circumstances since the
application was prepared. Halifax Water explained that taking all the cost changes into
consideration, the total increase in the revenue requirement for water service (including
the Fire Protection Charge) is approximately $1.1 million in the first test year and $2.0
million in the second test year. For wastewater services, the inflationary pressures would
increase the revenue requirement about $1.1 million and $2.3 million for the first and
second test years, respectively. For stormwater services, these inflationary pressures
would increase the revenue requirement about $0.2 million in 2022/23 and $0.3 million in
2023/24.

[224] If the increased costs from these inflationary pressures were reflected in the
updated revenue requirement for the test years, rates would increase above that
requested in the rate application. However, Halifax Water stated in its Post Hearing
Submission that it is not asking to adjust the rates above that proposed in the application.
In the circumstances, the Board accepts Halifax Water's position.

[225] Accordingly, the Board directs Halifax Water to update its forecasts to reflect
the corrections of the errors noted in its IR responses (i.e., the double counting of new
interest/repayment on long term debt and to reflect the accounting for 25% of the

depreciation on contributed stormwater assets — the latter not impacting revenue
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requirement) and to offset any reductions to revenue requirements with the projected
increased costs from inflationary pressures in both test years, but only to the extent of the
rates proposed in the application. This will result in the rate increases being generally
maintained as initially proposed in the application, except for Fire Protection Rates which
are to be amended as noted earlier in this decision. Halifax Water is directed to address
any cost allocation issues among customer classes, if any, in its Compliance Filing. This
may cause minor variances to the proposed rates. The Board expects that any overage
in excess of the requested revenue requirements in the test years would be reflected in
updated amounts for accumulated surplus (deficit) as at March 31, 2024.

[226] Halifax Water is directed to file a Compliance Filing, including all amended
Regulations, including changes in the COS manual, Fire Protection Rates as described
in Undertaking U-7 (including the references to the correct year), and the incremental
change in Regulations 7(2)(b), (c) and (d).

[227] Provided Halifax Water can file its Compliance Filing in short order, the
effective date of the rate increases in this application will be December 1, 2022.

[228] Moreover, in its Compliance Filing, the Board directs Halifax Water to
update the accumulated surplus (deficit) information in Figure 13 from the application for
all services, reflecting actual 2021/22 fiscal year results, the corrections to revenue
requirements due to the errors noted in Halifax Water's IR responses, and the impact
from the anticipated inflationary pressures for chemicals, electricity, salaries, debt

interest, pension, and inflation to the end of fiscal 2023/24.
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An Order will issue following the Compliance Filing.

DATED at Halifax, Nova Scotia, this 315t day of October, 2022.

CRAN

%dA\.Deveau

Richard J. Melanson

m”—\w/
Jennlf\y Nicholson




