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Liquid Waste Management Plan -South Sewer Project Participation Report

RECOMMENDATION

i. THAT the Committee of the Whole receive the Liquid Waste Management Plan (LWMP)-
South Sewer Project Participation report.

ii. THAT the Committee of the Whole receive public input regarding the Liquid
Waste Management Plan (LWMP) - South Sewer Project Participation report.

iii. THAT the Committee of the Whole, provide direction to Council, as the Steering Committee
for the Village's Liquid Waste Management Plan, as to next steps in the South Sewer
Project. Options for consideration include the following:

a. Choose to participate in the South Sewer Project and confirm the South Sewer
Project as the preferred option for the Village of Cumberland Liquid Waste
Management Plan, or;

b. Do not participate in the South Sewer Project and re-examine sewage treatment
options for the Village of Cumberland.

SUMMARY

The Village of Cumberland has identified participation in the regional South Sewer Project as the
preferred solution for the Village's Liquid Waste Management Plan (LWMP), conditional on
addressing financing and governance issues to the satisfaction of the Village.

In May the Village of Cumberland held a Committee of the Whole meeting to examine the project
breakdown and costing for the proposed South Sewer project. After an examination of the project
details Council unanimously passed the following motion:

THAT the Village of Cumberland not participate in the current South Sewer option and go
back to the South Sewer Select Committee to propose amendments.

In the time since that motion was passed the South Sewer Select Committee members and South
Sewer Advisory Committee members have been working closely with the project participants to
review the project, and to find additional funding sources to help make the project more viable for
Cumberland ratepayers.
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A major funding source that the project participants have been working to secure is the PPP
Canada Fund. This fund would provide 25 per cent grant funding towards the project, and project
participants met with PPP Canada representatives this summer to review the proposal. The
outcome of that session was the undertaking of a preliminary Value for Money (VMF) analysis of
the project to determine whether or not the project has a good chance of being screened in. This
analysis has recently been completed, with favourable results.

Although this PPP Canada grant funding hasn't been secured, the positive VFM analysis shows that
the potential for funding is high. In order to help Council decide whether or not this new potential
funding source improves overall project costing enough to make it feasible, the South Sewer
Project cost estimates provided to Council in May have been updated to show what the project
could look like with additional PPP Canada funding.

The report provided to Council at the May 28, 2015 Committee of the Whole meeting (Attached as
Appendix A) provides a comprehensive background of the Liquid Waste Management Planning
process to date.

The following report is focused on the impact of possible PPP Canada funding on the South Sewer
Project, and whether the possibility of PPP Canada funding is enough to move the project forward.

BACKGROUND

The Village of Cumberland, along with its South Sewer Project partners the Comox Valley Regional
District (CVRD) and K'omoks First Nation were screened into round 6 of PPP Canada funding in
2014 as a development project. A pre-kick-off meeting took place with PPP Canada
representatives in July of 2015 to review the proposal, and at that time it was determined that a
preliminary Value for Money analysis should be undertaken to determine whether the project
would meet PPP Canada's rigid project requirements.

This analysis has come back positive, and based on the feedback from PPP Canada the project has
a strong chance of receiving PPP Canada funding next September upon completion of a more
detailed business case. However, in order to meet the PPP Canada eligibility requirements both
the Cumberland and CVRD liquid waste management plans (LWMP) must be restarted.

In order for Cumberland to restart its LWMP process Council, as the Steering Committee, needs to
finalize the preferred option for the Village. The South Sewer Project has been identified as the
preferred option, based on satisfying financing and governance issues. In May Council decided that
the project as presented wasn't acceptable, now, with the new PPP Canada funding information
available, Council needs to decide whether or not to move the project forward.

The additional PPP Canada funding represents the possibility of an additional 25 per cent funding
for the overall project. This is an important point, as it's not a specific dollar value, but an overall
percentage, so if cost estimates change the percentage of grant funding will remain the same, and
the amount of grant funding will correspondingly change as well.

The scope of the PPP Canada project differs slightly from the project scope contained presented in
May. The original project scope showed a $57.5 million project, while the project scope of the PPP
Canada Grant is larger, at $66 million. This increased project scope includes $7.4 in additional
funds to be provided by KFN for increased treatment plant capacity to service their development
lands, along with an additional $1 million to cover the additional secondary treatment required for

the Village of Cumberland excess wet weather flows.
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A summary of the two project scopes, along with the costs by jurisdiction are shown below.

Total Project Cost by Jurisdiction - No PPP Canada Grant

Project Costs

Total project costs

Gas Tax grant (all partners)
Community Works Funds

(CVRD only)
Total Cumberland project
costs with grant

Cumberland cost per

connection with grant

Total Electoral Area 'A' project
costs with grant

Area A cost per connection
with grant

$57.5 M
$15M
$2M

$15.5 M

$11,600

$25 M

$26,500

Total Project Cost by Jurisdiction - PPP Canada Grant

Project Costs

Total PPP project costs
Gas Tax grant (all partners)
PPP grant (Cumberland + KFN)
Total Cumberland project

costs with grants

Cumberland cost per

connection with grants

Total KFN project costs with

grants

Total Electoral Area 'A' project
costs with grants

Area A cost per connection
with grants

$65.8 M
$15M

$16.5M
$10.2 M

$7,700

$7.4 M

$16.7 M

$17,600

When reviewing the costing analysis it's important to keep in mind that these costs are based on a
preliminary design with an accuracy of +/- 30% for most capital components (some elements have
been developed to a conceptual level with an accuracy of+/- 50%). Estimated costs will change.

Impact on Cumberland Ratepayers:

As you can see from above, the overall impact of the PPP Canada grant would be significant, with
project costs dropping from $15.5 million to $10.2 million. What follows is an examination of how
these costs could translate into actual costs for Cumberland ratepayers.

Currently approximately 85% of the Village's sewer costs are paid for by residential customers
(single family and multi-family), with the remaining amount paid for by other classes of ratepayer
(commercial, institutional, light industry, etc).

In order to give Council a general idea of what project participation would cost Village of
Cumberland ratepayers if the additional costs were allocated under the same rate structure ratios
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as are currently in place, staff have taken the estimated annual operating and capital cost
requisition from the CVRD (including shared and stand-alone Village costs - approximately $1.1
million dollars per year), and added these to the costs of running the existing lagoon system
(which will have to be maintained to deal with the excessive wet weather flows that cannot be

treated at the regional plant).

As the PPP Canada grant includes funding for the additional secondary treatment required for the
excess wet weather flows, this cost is included in the overall project costs, and is no longer a
standalone Village cost.

These costs are shown at year one of the project. The cost allocation model will change in future
years as the cost allocation model transitions from a per connection model to a flow-based model,
the percentage of overall shared project costs that the Village is responsible for will increase. The
increase will depend on the actual flows in place during the transition, but preliminary estimates,
based on flow forecasting, show that capital costs for Cumberland are expected to increase by
20% over the course of the transition from connections to flows, and the operating costs are
expected to increase by 10%. These cost increases aren't included in the year-one analysis - which
is intended to give costs for year one of the treatment plant, but need to be taken into
consideration.

Of course these numbers are subject to change. As per all of the disclaimers already noted in this
report, the current sewer bylaw can be amended by Council. There may also be the opportunity to
have varying rates for various portions of the community, something that could possibly allow for
future growth to pay a differing amount then current residents.

There is also the possibility of back-ending the capital repayment to the private sector in a PPP
project, such that annual payments in the initial years are lower, and increase in conjunction with
projected development in the community.

Any rate system would have to be examined carefully in order to ensure that all costs were
distributed equitably; however, at this point in time the following breakdown offers a general
overview as to potential project costs at year one.

The existing operating and maintenance (O&M) costs in the costing scenarios are what is currently
paid.

Village of Cumberland Residential Costs With PPP Grant

Residential PerUnit Costs*

Annual capital dept repayment

Existing O&M costs***
per unit

South Sewer O&M costs

Total:

$365
$355

$273
$993

* At an accuracy of+/- 30% for most capital components (certain components have been developed
to a conceptual level of accuracy +/- 50%) - Secondary suites and Coach Houses are considered an
additional unit.

** Assuming a 4.51 per cent interest rate and 30-year borrowing term
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*** Although it is possible that these costs may come down, the MOE has noted that they would
require the existing lagoon system to remain in operation in order to deal with wet weather flows,
and therefore the existing costs have been included.

Village of Cumberland Residential Costs No PPP Grant

Residential Per Unit Costs*

Annual capital dept repayment **

Existing O&M costs***

per unit

South Sewer O&M costs

Additional l&l Treatment****

Total:

$780
$355

$275
$120

$1,530

* At an accuracy of+,-30% for most capital components (certain components have been developed
Co a conceptual level of accuracy +/- 50%) - Secondary suites and Coach Houses are considered an
additional unit.

** Assuming a five per cent interest rate and 20-year borrowing term

*** Although it is possible that these costs may come down, the MOE has noted that they would
require the existing lagoon system to remain in operation in order to deal with wet weather flows,
and therefore the existing costs have been included.

**** Borrowing $1.5 million at a five per cent interest rate and 10-year borrowing term.

As noted earlier these are year one costs, and the transition from a connection based model to a

flow based model is anticipated to increase the capital and operating cost of the shared
components. Examples of the impact of the PPP Canada Grant participating in the South Sewer
Project under the existing rate structure ratios would mean for non-residential ratepayers are as
follows:

Gas Tax Grant Only Gas Tax and PPP Grant

Pub/Restaurant Per Unit Costs*
Annual Capital debt repayment'

Existing O&M costs'
South Sewer O&M costs

Additional l&l Treatment****

Total:

$1,810
$740
$635
$279

$3,464

Pub/Restaurant Per Unit Costs*

Annual Capital debt repayment'
Existing O&M costs'
South Sewer O&M costs

Total:

$849
$740
$636

$2,225

Small Retail Per Unit Costs*

Annual Capital debt repayment **

Existing O&M costs'
South Sewer O&M costs

Additional l&l Treatment****

Total:

$637
$290
$224
$98

$1,249

Small Retail Per Unit Costs*

Annual Capital debt repayment **

Existing O&M costs'
South Sewer O&M costs

Total:

$299
$290
$224
$813
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Gas Tax Grant Only Gas Tax and PPP Grant

Coffee Shop Per Unit Costs*

Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Additional l&l Treatment****

Total:

$637

$302
$224

$98
$1,261

Coffee Shop Per Unit Costs*

Annual Capital debt repayment'

Existing O&M costs'
South Sewer O&M costs

Total:

$299

$302
$224

$825

Service Station Per Unit Costs*

Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Additional l&l Treatment****

Total:

$756

$388
$266
$117

$1,527

Service Station Per Unit Costs*

Annual Capital debt repayment"
Existing O&M costs***
South Sewer O&M costs

Total:

$355

$388
$266

$1,009

Hostel Per Bed Costs*

Annual Capital debt repayment'
Existing O&M costs'
South Sewer O&M costs

Additional l&l Treatment****

Total Per Bed Costs:

Total for 15 Room Hostel:

$195

$73
$69
$30

$367
$5,505

Hostel Per Bed Costs*

Annual Capital debt repayment'
Existing O&M costs'
South Sewer O&M costs

Total Per Bed Costs:

Total for 15 Room Hostel:

$92
$73
$69

$234

$3,510

School Per Classroom Costs*

Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Additional l&l Treatment****

Total Per Classroom Costs:

Total for Cumberland School:

$547

$204
$192
$84

$1,027
$34,918

School Per Classroom Costs*

Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Total Per Classroom Costs:

Total for Cumberland School:

$257

$204
$192
$653

$22,202

Light Industry Per Unit Costs'
Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Additional l&l Treatment****

Total:

$1274

$580
$448

$196
$2,498

Light Industry Per Unit Costs*
Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Total:

$598
$580
$448

$1,626

Regional Laundry Per Unit Costs*

Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Additional l&l Treatment****

Total:

$75,972

$28,436
$26,706
$11,718

$142,832

Regional Laundry Per Unit Costs'
Annual Capital debt repayment'
Existing O&M costs***
South Sewer O&M costs

Total:

$35,654

$28,436
$26,707
$90,797
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* At on accuracy of+/- 30% for most capital components (certain components have been developed
to o conceptual level of accuracy +/- 50%)

** Assuming a five per cent interest rate and 20-year borrowing term for non-PPP analysis, and a
4.51 per cent interest rate and 30-year borrowing term for PPP analysis

*** Although it is possible that these costs may come down, the MOE has noted that they would
require the existing lagoon system to remain in operation in order to deal with wet weather flows,
and therefore the existing costs have been included.

**** Borrowing $1.5 million at a five per cent interest rate and 10-year borrowing term.

Additional Considerations

What to do in terms of next steps is obviously very important for the Village. As highlighted above
the PPP Canada grant funding analysis shows that the influx of an additional 25 per cent funding
reduces costs significantly from earlier projections.

Using the residential analysis as presented above, the average residential sewage utility bill would
be approximately $232 per quarter plus applicable annual parcel taxes. When added to the fees
associated to a typical water user, the average residential utility bill would be $382 per quarter
plus applicable annual parcel taxes

Of course there is some risk associated with this, as the funding has not been confirmed, and the
cost estimates may change, however; to date, this reflects the lowest cost point for Cumberland
ratepayers.

With respect to the type of project delivery model that the PPP Canada project would entail, PPP
Canada has told the project partners that they would be looking for a Design Build Finance
Operate Maintain (DBFOM) model. Under this model the ownership of the assets would remain
with the public sector, and the project partners would enter into an agreement with a consortium
responsible for design and construction of the south sewer system and O&M over the life of a
concession agreement - typically 20 or 25 years (for our financial analysis a 30 year term was
used).

Under the DBFOM model the payments would not start until substantial completion, and this is
expected to take place in 2019. This window could provide Council with the opportunity to reserve
funds towards the project from 2016 to 2019.

To maximize the transfer of risk to the private sector this project delivery model includes private
financing as well to ensure the private sector entity is strongly motivated to deliver quality
engineering design and construction to minimize O&M costs over the life of the concession

agreement. The contractor is typically compensated through a performance based payment
mechanism allowing the use of penalties during the construction and operation phases. The
design, construction and operation costs are recovered by the contractor over the life of the
agreement.

If Council agrees to move forward and confirms the South Sewer Project as the preferred solution
for our Liquid Waste Management Plan, the next step would be to reform the Public Advisory
Committee (PAC) and a Technical Advisory Committee (TAG) and finalize and submit the Stage 2
Report, with the South Sewer Project identified as the preferred solution.

At the same time, the project partners would begin working on the more detailed business plan
required by PPP Canada, with a target date of September 2016 for project approval.
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If the project partners were then unsuccessful with the application to PPP Canada the entire
LWMP process would need to restart, however; if the partners were successful in receiving the
funding the project would move forward.

If Council wishes to no longer pursue this option the next steps would involve officially
withdrawing from the South Sewer Project and restarting the examination of options in the
LWMP. If this option is chosen the Village would have to work with the project partners to
examine what would happen to the $15 million in funding from the Union of British Columbia
Municipalities (UBCM) that has been awarded to the project.

FINANCIAL IMPLICATIONS

There is no financial implication to receiving this report.

There is currently $131,060 in the 2015 budget for the Liquid Waste Management Planning
process; however $37, 903 is already earmarked for the PPP Canada Business Case and $36,385 is
set aside for the Environmental Impact Study, leaving $56,772 (minus funds used for the public
consultation advertising for the November 2 COTW meeting).

If Council chooses to participate in the South Region Project process then the remaining funds will
be used to engage a consultant to finish the Stage 2 Report and restart the LWMP Process.

If Council chooses to no longer participate in the South Region Project process then the majority of
the money for the PPP Canada Business Case would be returned (There may be costs that have
been incurred to date in the pre-Business Case planning), but this would entail returning to the
beginning of Stage 2 of the process, which involves coming up with the shortlist of options. It is
anticipated that restarting this process would require additional funding.

The LWMP funding is currently coming from Gas Tax funds, of which the Village has $111,000 in
unallocated funds remaining.

STRATEGIC OBJECTIVE

The South Sewer Project relates directly to Council's 2015 strategic objective of Developing an
environmentally sustainable method of treating the liquid waste that is produced by the Village.

ATTACHMENTS

1. Appendix A - May 28, 2015 Liquid Waste Management Plan
Participation report

South Sewer Project

CONCURRENCE

Michelle Mason, Financial Officer

Rob Crisfield, Manager of Operations ^,

OPTIONS

1. Receive this report.

2. Provide feedback in relation to next steps in the LWMP Planning process.
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3. Any other action deemed appropriate by Council.

Respectfully submitted,

SundanceTopham
Chief Administrative Officer

Village of Cumberland
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