
financial plan is a key re-
quirement for licensing.   

The financial plans shall be 
for a period of at least six 
years but longer planning 
horizons are encouraged. 
The financial plan is to be 
completed and approved by 
the later of July 1, 2010 and 
the date that is six months 
after the first license is is-
sued. Financial plans may be 
amended and additional 
information beyond what is 
prescribed can be included if 
deemed necessary. 

The components of the fi-
nancial plans indicated by 
the regulation are congruent 
with the requirements for full 
accrual financial statement 
presentation as set out in 
PSAB section 1200, which 
states the following:  

“Financial statements should 
include a Statement of Fi-
nancial Position, a Statement 
of Operations, a Statement 
of Change in Net Debt, and 
a Statement of Cash Flow.” 

Moreover, effective for the 
2009 fiscal year, municipali-
ties will be required to report 
additional information relat-
ing to the accounting treat-
ment of tangible capital as-
sets as indicated by the new 
requirements under PSAB 
3150. Going forward, tangi-
ble capital assets will need to 
be capitalized so as to create 
an inventory of the assets 
owned and to account for 
their ability to provide future 
benefits.  From a financial 
planning perspective, this 
change is significant for wa-
ter and wastewater assets 
because they can represent 
a significant portion of a 
municipality’s infrastructure. 

For Canadian municipalities, 
the past two years have 
been more hectic than usual 
with a significant amount of 
resources directed toward 
PSAB 3150 compliance.  
However, for municipalities 
with water (and wastewater) 
systems, it is a timely exer-
cise as the financial reporting 
required under the Safe 
Drinking Water Act (SDWA) 
and Ontario Regulation 
453/07 incorporates a combi-
nation of asset management 
and PSAB components. 

The SDWA was passed in 
December 2002 in order to 
address some of the recom-
mendations made by the 
Walkerton Inquiry Part II 
report. One of the main re-
quirements of the Act is the 
mandatory licensing of mu-
nicipal water providers.  

In order to become licensed, 
a municipality must satisfy 
five key requirements as per 
section 41(1): 

• Obtain a drinking water 
works permit. 

• Acceptance of the opera-
tional plan for the system 
based on the Drinking 
Water Quality Manage-
ment Standard. 

• Accreditation of the Oper-
ating Authority. 

• Prepare and provide a 
financial plan. 

• Obtain a permit to take 
water. 

As noted above, a financial 
plan is mandatory for water 
systems and encouraged for 
wastewater systems. As 
such, the preparation of a 

Sustainable Financial  
Planning 
 
In general, sustainability 
refers to the ability to main-
tain a certain position over 
time. While the SDWA re-
quires a declaration of the 
financial plan’s sustainability; 
it does not give a clear defi-
nition of what would be con-
sidered sustainable. How-
ever, the Ministry of the Envi-
ronment released a guideline 
entitled “Towards Financially 
Sustainable Drinking-Water 
and Wastewater Systems” 
that provided the following 9 
principles: 
 
Principle #1: Ongoing public 
engagement and transpar-
ency can build support for, 
and confidence in, financial 
plans and the system(s) to 
which they relate. 

Principle #2: An integrated 
approach to planning among 
water, wastewater, and 
storm water systems is desir-
able given the inherent rela-
tionship among these ser-
vices. 

Principle #3: Revenues col-
lected for the provision of 
water and wastewater ser-
vices should ultimately be 
used to meet the needs of 
those services. 

Principle #4: Life-cycle plan-
ning with mid-course correc-
tions is preferable to plan-
ning over the short-term, or 
not planning at all. 

Principle #5: An asset man-
agement plan is a key input 
to the development of a fi-
nancial plan. 

Principle #6: A sustainable 
level of revenue allows for 

Overview and strategies on how to meet to the reporting requirements 

Municipal Services: 

> Development 
Charge Studies 

> Water/Wastewater 
Rate Studies 

> PSAB 3150 Com-
pliance and Asset 
Management 

> Building and Plan-
ning Fee Studies 

> Financial Planning 
and Analysis 

> Developer Negotia-
tions and Financial 
Agreements 
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reliable service that meets 
or exceeds environmental 
protection standards, while 
providing sufficient re-
sources for future rehabilita-
tion and replacement 
needs. 

Principle #7: Ensuring users 
pay for the services they are 
provided leads to equitable 
outcomes and can improve 
conservation. In general, 
metering and the use of 
rates can help ensure users 
pay for services received. 

Principle #8: Financial Plans 
are “living” documents that 
require continuous improve-
ment.  Comparing the accu-
racy of financial projections 
with actual results can lead 
to improved planning in the 
future. 

Principle #9: Financial plans 
benefit from the close col-
laboration of various 
groups, including engineers, 
accountants, auditors, utility 
staff, and municipal council. 

These principles help form a 
framework for a sustainable 
financial plan for water (and 
wastewater) systems.  

The substance of the finan-
cial plan includes reporting 
on an inventory of current 
infrastructure and how it will 
be maintained and man-
aged going forward (a mini-
mum of six years). Munici-
palities would then be able 
to report on the full cost of 
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services and how these 
costs will be recovered and 
paid for. These principles 
are similar to the Sustain-
able Water and Sewage 
Systems Act (SWSSA) 
which ensure that a long-
term plan for sustainable 
asset management is devel-
oped and that all costs for 
providing water and waste-
water services are as-
sessed so that there is suffi-
cient funding for system 
needs. 

Watson has completed 
extensive financial planning 
for water and wastewater 
systems on behalf of vari-
ous municipalities through-
out Ontario. The methodol-
ogy employed has been 
designed to address the “full 
cost” principles and does so 
in a manner that also re-
flects the guiding principles 
toward sustainable financial 
planning as follows:   

• A Detailed assessment 
of current and future capital 
needs including an analysis 
of potential funding sources 
(Principles 2, 4, 5, 6, 9); 

• An analysis of fixed 
and variable operating costs 
in order to determine how 
they will be impacted by 
evolving infrastructure 
needs and system growth 
(Principles 2, 3, 6, 7, 9); 

• A Review and recom-
mendation on rate struc-
tures that ensure revenues 

are equitable and sufficient 
to meet system needs 
(Principles 2, 3, 6, 7, 9); and 

• A Public process that 
involves ongoing consulta-
tion with the main stake-
holders including the Mu-
nicipal staff, Council, the 
general public (specifically 
the users of the system) 
and others with the aim of 
gaining input and collabora-
tion on the sustainability of 
the financial plan (Principles 
1, 9). 

Watson prepares the rate 
calculations on a modified 
cash basis as this provides 
the most useful and mean-
ingful information for budg-
eting, long-term financial 
planning and other decision 
making purposes such as 
communicating to the pub-
lic.  The analysis is then 
converted to a full accrual 
reporting format to be used 
for O.Reg 453/07 reporting.  
The result is a sound finan-
cial plan that management 
can use as a tool for rate 
setting and system manage-
ment while at the same 
time, fulfilling the mandatory 
requirements to obtain or 
update a water license. 

Questions / Comments? 

If you have any questions 
or comments regarding 
this or any Watson News-
letter, please contact us.  
We welcome the opportu-
nity to discuss your spe-
cific municipality’s needs. 

Have a Suggestion for 
Additional Newsletters? 

If there is a related topic 
you would like covered in 
a future Watson Newslet-
ter, please contact one of 
the Watson staff members 
indicated below with your 
ideas.   


