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1.0 SUMMARY

[1] The Halifax Regional Water Commission (Halifax Water) is a regulated
public utility that provides water, stormwater and wastewater services in the Halifax
Regional Municipality. It has requested approval of amendments to its Schedule of Rates,
Rules and Regulations for its water, public and private fire protection, wastewater
services, and stormwater services.

[2] For 5/8” water meters used primarily by residential customers, the proposed
increases for water and wastewater services total 15.8% on January 1, 2026, and 17.1%
on April 1, 2026, for a combined, compounded increase of 35.6%. Proposed increases
for all other meter sizes for water and wastewater services range from 19.9% to 23.3%
on January 1, 2026, and from 20.6% to 24.5% on April 1, 2026.

[3] For stormwater services, the proposed annual increase for residential
property customers ranges from $5 to $28 on January 1, 2026, with a further annual
increase ranging from $6 to $40 on April 1, 2026.

[4] The application described the reasons for the rate increases, based upon
the projected revenue requirement for each of the two test years (2025/26 and 2026/27).
The budgeted expenses and items which make up the revenue requirements were
reviewed by the Board. The Board finds that the magnitude of the proposed rate
increases, implemented over the first three months of 2026, constitutes “rate shock” for
its customers. For residential customers, the combined, compounded rate increase was
proposed to be 35.6% from January 1 to April 1, 2026. While Halifax Water provided a
reasonable explanation about the need to increase rates to cover some of its higher costs
due to inflation and other cost pressures, the Board finds that other requested costs were

not justified or that the utility overestimated some of those costs.
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[5] Halifax Water's application proposed to increase its annual revenue
requirement from $169.5 million last approved by the Board in 2022 for the 2023/24 test
year to $211.5 million in 2025/26 and to $231.0 million in 2026/27. This is a proposed
increase of $42 million in the revenue requirement for the first test year and a further
$19.5 million for the second test year, which represents a total of $61.5 million.

[6] These proposed increases were based on projected revenue requirements
for the 2025/26 test year (effective January 1, 2026) and the 2026/27 test year (effective
April 1, 2026). This proceeding canvassed Halifax Water's requested revenue
requirements for both test years. The revenue requirements are compiled using budgeted
costs and other assumptions. Based on its review, the Board approves Halifax Water's
application, but it finds that adjustments must be made to the revenue requirements in
both test years that will result in a significant reduction to the overall rate increases
proposed by Halifax Water.

[7] The most significant disallowance results from how Halifax Water presented
its application. Each test year covers the period from April 1 to March 315t of the following
calendar year. Halifax Water projected its revenue requirement for the 2025/26 test year
over the 12-month period from April 1, 2025, to March 31, 2026. However, because there
was a delay in filing its rate application, the proposed test year revenue requirement for
the first test year (2025/26) would only start to be recovered in rates on January 1, 2026.
This would result in there being a 9-month period (April 1, 2025, to December 31, 2025)
during which existing rates would not be sufficient to recover the budgeted revenue
requirement for that period. Halifax Water proposed to recover this revenue shortfall

(deficit elimination) in the second test year revenue requirement starting April 1, 2026.
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The Board has deferred the recovery of the “deficit elimination” in the second test year.
This results in a cost reduction of about $24.5 million in test year 2, which will be deferred
for recovery in later years. Halifax Water is to file a proposal in its next general rate
application for the recovery of this deferral amount over a number of years. This finding
alone, without other adjustments, would reduce the proposed rate increase on April 1,
2026, from 17.1% to 7.0% for the second test year relating to water and wastewater
services for residential customers.
[8] Other disallowances or adjustments to the revenue requirements and Board
directions include:

e The projected amounts for the debentures issued in the 2026/2027 test year are

reduced from $150 million to $90 million;

e The projected increase in consumption levels for both test years shall be adjusted
from 1% to an overall average consumption level of 1.82%;

e The assumed interest rates on debentures issued in 2025 (test year 1) are reduced
from 4.0% to 3.73% on the spring debenture and to the actual interest rate on the
fall debenture;

e The revenue requirements will be reduced by the adjustments in depreciation
identified in Undertakings U-4 and U-27, namely by $1,286,684 for 2025/26 (test
year 1) and by $1,072,334 for 2026/27 (test year 2);

e Chemicals costs are to be set in test year 1 at $9,788,000 and test year 2 at
$10,032,000, increases of 2.5% per year. This represents a reduction of about
$740,000 in test year 1 and about $1 million in test year 2 as compared to the
original application;

e The revenue requirements for staffing and salaries are reduced by an amount
equal to 20% of:

o New staff as budgeted for test year 1 - 2025/26 ($500,000 reduction);
o New staff as budgeted for test year 2 - 2026/27 ($1,170,000 reduction); and

o With the full year cost of new staff hired in the two test years not to exceed
$5,400,000;

e Budgeted vacancies are to be increased from 2% of gross staffing costs to 4%,
with an additional estimated savings of $1,200,000 for each test year;
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The dividend component of the payment under the Grant in Lieu of Taxes/Dividend
Agreement with HRM is excluded from the revenue requirement in the first test
year. Figure 18 of the application shows that the amount allocated to the
wastewater/stormwater dividend is $1.078 million;

The proposed stormwater charges, including the Right of Way (ROW) Charge for
the Province, are approved (subject to excluding the “deficit elimination” in test
year 2). However, Halifax Water is to explore a new rate design for the ROW
Charge; and

Halifax Water is directed to explore with HRM whether the municipality would limit
future rate increases by absorbing some, or all, of the revenue shortfall amount
(“deficit elimination”) contributing to the accumulated deficit and also whether the
municipality will provide relief of a larger portion of the payments under the Grant
in Lieu of Taxes/Dividend Agreement to further alleviate the proposed rate
increases. Halifax Water is to report on the results of these discussions in the next
general rate application.

The Board also directs Halifax Water to conduct various studies, and update

others:

[10]

To file an update on its Rate Affordability Study and its H20 Program. These
updates are to be filed with the next general rate application;

To work with the Nova Scotia Government to review options for longer terms on
debt instruments, to include scenarios on longer amortization periods in the update
to its financing strategy, and to provide a report with options and a
recommendation in its next general rate application;

To update its debt strategy and develop stronger operating and rate strategies.
These updated strategies are to be filed by June 30, 2027, with a progress report
provided in the next general rate application; and

To develop a “business case” approach for added staff as part of the 2026/27
Human Capital Management Report and to include it in the next Institutional
Capacity Assessment Update.

The Board denies the following proposed amendments to Halifax Water’s

Regulations:

The proposed change to the timing of collection of the Regional Development
Charge (RDC) fee;

The proposed changes to the Customer of Record provision for existing accounts
related to the Automatic Landlord Program. However, the proposed revision is
approved for new accounts, effective six months from the Board’s Order; and

The proposed stormwater complaint fee.
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[11] A more detailed listing of the Board’s disallowances and directions are
described at the end of this decision in the Summary of Major Findings and Directives.
The new rates will take effect on January 1, 2026, for first test year (2025/26) and on April
1, 2026, for the second test year (2026/27). The final rates and regulations based on the
above adjustments will be confirmed in a Compliance Filing to be provided by Halifax

Water.

2.0 BACKGROUND

[12] Halifax Water applied to the Nova Scotia Regulatory and Appeals Board on
May 5, 2025, to approve amendments to its Schedule of Rates, Rules and Regulations
respecting water, public and private fire protection, wastewater and stormwater services.
[13] The proposed range of rate increases depends upon the customer water
meter size and the volume of water consumed. For a 5/8” meter, used primarily by
residential customers, with an average annual water consumption of 163 m3 in 2025/26
and 164 m3 in 2026/27, the proposed increases for water and wastewater services total
15.8% on January 1, 2026, and 17.1% on April 1, 2026, for a combined, compounded
increase of 35.6%. Proposed increases for all other meter sizes for water and wastewater
services range from 19.9% to 23.3% on January 1, 2026, and from 20.6% to 24.5% on
April 1, 2026.

[14] For non-residential property customers receiving stormwater service, the
current site related flow charge per m? of impervious area of $0.173 is proposed to

increase to $0.216 on January 1, 2026, and to $0.277 on April 1, 2026.
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[15] For residential property customers receiving stormwater service, the site
related flow charge is based upon an impervious area tiered rate structure. The proposed
annual increase in the tiered rates ranges from $5 to $28 on January 1, 2026, with a
further annual increase ranging from $6 to $40 on April 1, 2026.

[16] These respective increases are based on projected revenue requirements
for the 2025/26 test year and the 2026/27 test year.

[17] The application also proposes various fee adjustments and administrative
changes, including changes to provisions in Halifax Water's Regulations. The fee
adjustments include amendments to fire protection charges, and the stormwater Right of
Way (ROW) Charge, which is charged to Halifax Regional Municipality (HRM), the
Province and the Halifax Dartmouth Bridge Commission.

[18] Halifax Water's most recent general rate application (GRA) was held in
2022 and set rates for the 2022/23 and 2023/24 test years: see Matter M10468, 2022
NSUARB 163 (2022 GRA).

[19] By Hearing Order dated May 9, 2025, the Board established a timeline for
the filing of interventions, the exchange of Information Requests (IRs) and the hearing. A
publicly advertised Notice of Public Hearing invited interventions from interested parties.
Notices of Intervention were received from the Consumer Advocate; Department of
Municipal Affairs; Department of Public Works; Department of Energy; Urban
Development Institute; Killam Apartment REIT; Rental Housing Providers Nova Scotia;
Blue Mountain — Birch Cove Lakes (Blue Mountain); HRM; and Labatt Brewing Company
Ltd. (Oland Brewery). The hearing was held at the Board’s offices on September 15-18,

2025, with the Consumer Advocate’s and Board Counsel's consultants testifying by
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videoconference. Blue Mountain, Oland Brewery and HRM did not participate in the

hearing. An evening session for public comment was held on September 15, 2025.

3.0 ISSUES

[20] The Board established an issues list that addressed the matters raised in
the application. The issues were canvassed in the evidence of Halifax Water, the
intervenors and the Board Counsel’s consultants, through Information Request (IR)
responses, and in the parties’ closing submissions. The issues are addressed by the
Board in the following sections of this decision. Some of the issues have been combined

or reordered in the discussion and include topics arising from these issues.

4.0 ANALYSIS AND FINDINGS
41 Overview of proposed revenue requirement and rates

[21] Halifax Water's proposed rate increases are significant. An initial rate
increase is proposed for January 1, 2026, followed by another rate increase three months
later, on April 1, 2026.

[22] To illustrate the magnitude of these proposed rate increases, the Board
refers to the proposed increases for 5/8” water meters, which are used primarily by
residential customers. The proposed increases for water and wastewater services total
15.8% on January 1, 2026, and a further 17.1% on April 1, 2026, for a combined,
compounded increase of 35.6%. There are also proposed increases for stormwater
charges for residential customers on January 1, 2026, and again on April 1, 2026. Even

larger increases are proposed for all other meter sizes for water and wastewater services,
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ranging from 19.9% to 23.3% on January 1, 2026, and from 20.6% to 24.5% on April 1,
2026.

[23] These proposed rate increases are based on projected revenue
requirements for the 2025/26 test year (effective January 1, 2026) and the 2026/27 test
year (effective April 1, 2026). Halifax Water forecasts the revenue requirements using
budgeted costs and other assumptions. The application forecasts significant increases in
the revenue requirements compared to what was approved in the 2022 GRA. Halifax
Water proposes to increase the revenue requirement last approved in the 2022 GRA for
the 2023/24 test year from about $169.5 million to $211.5 million in 2025/26 and to $231.0
million in 2026/27. This is a proposed increase of $42 million in the revenue requirement
for the first test year and a further $19.5 million for the second test year, which represents
a total of $61.5 million over the 2022 GRA Board-approved amount for 2023/24. This is a
36.3% increase over the 2022 GRA revenue requirement. These increases are set out in
the following table compiled by the Board from the information provided by Halifax Water
in Undertaking U-20 (this includes the revenue requirements for water, wastewater and

stormwater):
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Continuity of Revenue Requirements from 2023/24 (2022 GRA) to Test Year 1 and

Test Year 2

Revenue Requirement (Starting)

Salaries and benefits

Training and development

Contract services

Electricity

Materials, supplies and services
Professional services

Fleet

Chemicals

Applied overheads and other allocations
Depreciation

Principal and Interest on Debt

Dividend/ grant in lieu of taxes

Waste Water Rebate

Other Revenues

Other expenditures adjustment/recoveries

Total

Revenue Requirement (Test Years)

2025/26

$169,469,843

$12 506,525

(127,177)
4972 921
1,228 549
4183 661

274 470
1,843,919
1976215

053 786
0.612,911
2 217,188

364,373
1,867,380
(279,139)

471,764

$42 067,346

2026/27

$211,537,188

$3.964.416
33,900
603,322
423 129
2 423,399
99 600
210,351
526513
(118,736)
2 367,305
8,301,069
447 305
132,620
69,881

22 221

$19,506,385

$211,537,188

$231,043,572

Source: caleulated from T720. For simphieity, some expense categonies m U-20 have been combined.

[24] Halifax Water notes that it suppressed rate increases in its last two general

rate applications in 2020 and 2022. It filed the 2020 GRA as the COVID-19 pandemic was

starting and tapped into its reserves and accumulated surpluses in the amount of $12.2

million in 2020 to suppress rate increases in that GRA. The utility stated that it again

accessed its reserves and accumulated surpluses in its 2022 GRA when the average rate

increase for residential customers was approved at 3.6% in 2022 and 3.6% in 2023. The

rate increases did not fully cover water and stormwater deficits in the 2022 GRA to the
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tune of $8.4 million, which were not sufficient to meet Halifax Water’'s updated revenue
requirements for the test years in that matter (2022 NSUARB 163, at para. 224).

[25] Halifax Water said that inflation, cost increases and increases to interest
rates on new debt issues, along with “ongoing challenges associated with growth, aging
infrastructure, and regulatory requirements have created an environment that requires
increases to rates to ensure the long-term viability of the utility”. The utility also said it had
significant turnover of its executive team level throughout 2023 and 2024. According to
Halifax Water, these leadership changes, the transition to the Enterprise Resource
Planning system, and other institutional capacity factors, also contributed to its inability to
address the financial situation. Halifax Water operated with an annual budgeted deficit of
$18.7 million in 2024/25 and budgeted an annual deficit of $34.1 million for 2025/26.
Despite this being its third general rate hearing since 2020, Halifax Water has had deficits
each year since 2020/21.

[26] Accordingly, while Halifax Water had an accumulated surplus over time of
$38.1 million in April 2020, that had reversed to a projected accumulated deficit of almost
$7 million by March 31, 2025. Absent the rate increases requested in this application,
Halifax Water stated that the projected revenue requirements would result in worsening
accumulated deficits of $44.1 million as of March 31, 2026, and up to about $100 million
as of March 31, 2027 (see Figure 12 in the application). However, in evidence received
during the hearing, the accumulated deficit at the end of March 2025 was lower than
originally projected (i.e., $3.9 million instead of $7 million).

[27] Nevertheless, the application would result in two significant rate increases

three months apart. While Halifax Water forecasted its revenue requirement for the entire

Document: 326472



-15 -

first test year (2025/26), due to the timing of the application, the proposed new rates would
only start recovering the related costs for that period on January 1, 2026, nine months
after the test year started. This would result in there being a 9-month period (April 1, 2025,
to December 31, 2025) during which existing rates would not be sufficient to recover the
budgeted revenue requirement for that period. Halifax Water has proposed to recover the
resulting $24.5 million shortfall from the first test year by carrying it over into the second
test year revenue requirement starting April 1, 2026, which was referred to by Halifax
Water in its application as the “deficit elimination”. This carry-over of the “deficit
elimination” from the first test year into the second test year causes a much larger rate
increase in the second test year than it otherwise would have been if the amount was not
carried over. Without the carry over, the rate increase for residential customers in the
second test year for water and wastewater services would have been 7.0%, but adding
the “deficit elimination” increases the proposed rate increase to 17.1% in the second test
year.

[28] The breakdown of the rate increases for water and wastewater services
across all rate classes is outlined in Figure 30 of the application for both 2025/26 and

2026/27:
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Scenarnio #3 - No change in Base charge/ichange in consumption only plus deficit elimination
Halifax Regional Water Commisson
C ted Rafe Sh -'Wafer and Wastswater Services
Bill Comparisons
202526
y Bass Chargs y Commodity Chargs y Combined Sl Quartery C d Bl
202925 2025728 2025026 2526

Proposed Propossd Proposad Propossd
Mater Slza current Rates  [%cCnange| cument Rates |%Changs| Cumant Rafes | cChange| current Ratgs | % Change
SIB” - 15mm $27.00 £27.00 [ 4602 §57.52 25.0% §Ta02 §A4.52 15.5%| 5219.05 §253.55 15.8%
347 - 20mm £36.00 $26.00 0.0%| SIELD $190.22 24.5% $190.20 2282 19.5% 570,89 $554.57 0.9%|
1" - 25mm $6200 $62.00 [ $304.45 SOELES 5.0% $356.49 5447.58 .6%  §1.099.46 $1,328.03 2H.8%
1.57 - 40mm £115.00 $119.00 0.0%| $716.79 BEO5.06 24.5% $EETI £1,012.05 21.3%)| 52,507.36 $3,042.15 21.3%
2" - S0mm $186.00 $166.00 O  §1.75224| 521697 M0%|) 5184034 | 5237757 Z2.5% 55872 §7,131.82 22 5%
3" - BOmm $376.00 $376.00 O 537315 S6744 250%| SIDE15|  §5050.4 220  §123M.45| 51515123 22.9%
&£ - 100mm £535.00 $5B5.00 0.0%| §E5EE4E 55,2015 245% §7,151.48 £8,755.53 Z20%| 2145444 526,360.50 229%
& - 130mm 31,156.00 §1,165.00 00%| 31655552 | 323 14256 24 7T%| 1972352 524.312.95 23.3%| 35517057 372,936.85 23.3%
& - 200mm 52,100.00 | 52.100.00 0.0%| S17,000067 | 521,046,628 Z5.0%| $19,100067 | 52334862 Z2.7%|  557,302.01 | 570,045.86 22.7%
10" - 250mm $3,496.00 | §3,486.00 0.0%| $36,570.87 | $45,626.00 Z5.0%| $40,168.67 | $49,326.00 Z2.5%| §120,506.62 | $147,977.99 22.8%

Hallfax Reglonal Water Commission
Consolidated Rats Studles - Watsr and Wastswater Sanicas
Bill Comparisons
2026/2TF
y Base Chargs y Commodity Charge y G Bl Quartery C Bl

202526 20227 202526 2026527 20252 202627 2022 026527

Proposed | Proposed Propoesd | Proposed Proposed | Propossd Proposed Propossd
Mater S1za Ratas Rates  [%changs| Rates Rates  |%Changs| Rates Rates | Change Ratss Ratss [ Changs
SIB" - 15mm 27.00 527.00 [0 §57.52 ] 251% 56452 596858 17.1% $253.55 529634 T1%
347 - 20mm £38.00 52500 00 §150.22 22ITAT 4% 2= 827517 20.65% $554.57 §825.52 20.5%|
1" - 25mm $62.00 $62.00 i $360.66 TEA =51% 442 68 §538.41 21.6%|  $1,326.03|  §1,61523 2.6%
1.57 - 40mm 511500 3119.00 00| S555.06 51.107.04 23 7%| $1.014.06 $1,225.04 20.9% 33042 15 33,676.12 20.9%
2 - S0mm $186.00 $168.00 O0%| §2.18827| S2TIASR 2% 52ITTIT| 5290634 23| §TiM.a2 $B,719.13 3%
3" - B0mm S376.00 S376.00 Ol  34.574.41 0 I | 25 B%| $5.050.41 $5,257.31 23.59%| S515151.23| S1E771.94 23.9%
47 - 1D0mm 35A5.00 $565.00 O0%| $8.20193| 51032336 59%| SATE693 | §$10,904.26 24.1%|  5PF360.80 | 532TMIT 24.1%
& - 150mm 51,168.00 |  §1,165.00 O%| 52314496 | 529108082 256%| $24.31296 | §30377.92 24.5%| 572.935.80| $90,833.75 24.5%
g - 200mm 32.100.00 $2.100.00 0% 52124562 | S26.755.35 25.0%| S23345.62 | 523,853.38 23.6%|  570.045.96 F06,560.15 23.5%
10" - 250mm 53.436.00 | $3,455.00 0| §$45,826.00 | $57.656.55 Z50%| 549306500 $61.134.56 24.1%| $147.977.93| $133.583.58 1%

[Exhibit H-1, PDF p. 43]
[29] The allocation of the revenue requirement among the rate classes relating

to water and wastewater services for both test years is outlined in Figure 36 of the

application for both 2025/26 and 2026/27:
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COMBINED WATER AND WASTEWATER |
2526 202677 |
Scanana 1 Scenaro 2 Scenaro 3 Soanarno 1 Scenario 2 Scanano 3 |
Cogl of Service Currani Volumeiric plus| $cenarlo 1 fo Scenario 3| | Cost of Service Curmani ‘Wolumefic plus| Scenario 1 te Scenarlo 3
Dafcit Daflcit
Ravenus Basa Rats Bimination Diffarancs Revenus Basa Rals Bimination Differencs
3 : = s $ $ ] =
Calculated Revenues
Unmeterd SE° S700, 224 064,602 064,618 320, B0 5. 1%) 760,141 ST03TS 702,683 5254 0.3%
Unmeterd 34" 53.1B6 53,242 3242 555 1.7% 53418 3345 53,732 314 0.2%
unmetend 17 2222 =347 3,473 51,21 3.0% 581 MT2E2 552,509 |arT 15.3%|
Unmetend 3° $33,539 535,826 535,826 2188 8.5% 336,204 339,132 541,994 85,790 16.0%|
&5 - 15mm $34,257, 380 531,636,412 51,691,207 B2.5E5, 174 B.0%) §52,052 554 57,907,420 95,358,137 4265553 4.5%
34 - 20mm 32,972,216 2,595,330 52,805,534 $23.318 0.5% 53,121,133 33,162,907 33,526,227 05,00 13.0%,|
17 - 25mm $E, 342,165 $¥8,563682 53,564,319 222 173 2% 9,055,651 30,374,219 10,457,057 51,451,405 15.8%
1.5 - 40mm F14,871.211 515,334,331 515,355,458 ¥4 3.5% FIE,161,772 16,595,907 518,535,676 52,773,903 17.2%)
Z - 50mm 324,356,653 525,013,136 525,015,085 653,431 2T% 526,440,415 527,552 412 531,006,625 34.556,8 17.3%|
3" - 30mm 518,835,737 518,352,065 519,353,628 5178 2T% 520,438, 763 521.311,1H 524,045,774 53,611,011 17.7%|
47 - 100mm §7,535.812 §7,735,415 57,740,024 204,212 2T% 36,175,520 5B,526,711 39,611,922 51,435,402 17.6%|
6" - 150mm $9,600,159 §5,794, 776 3,795,535 $186,435 1.5% 590,429,341 $10,813,553 512,243,774 51,514,433 17.4%|
& - 200mm 56,556,963 36,837,135 55,837,672 233,78 16% AT 37,516,030 38,458,587 31,302.452 18.2'%|
107 - 250mm 51,145,267 51,183,824 51,183, 01E 534,628 1% 51,246,650 51.303.671 51,456,560 222,00 17.8%|
179,207,874 5178,197.255 179,209,536 b4 resd L% S155, 164,258 5135, 164,258 5217,02E,354 521,564,108 11.2%|
Fira Profection 513,265,842 513,235,342 13,235,842 ¥ 0.0% $14,437.238 $14,437, 238 517,032,330 52,585,103 18.0%|
Total 5102 403 716 5192 £33 101 192 495 437 51,722 0.0% F209501 486 5200, 6501 466 5234 050,534 524,459,211 11.7%|
I a2 — 2
Aevenus Requiremant per Rate $102,405 437 5192, 295 437 $192,495 437 $200,501, 486 209,501,466 209,601,486
Padiustment To Rewenue Regquirement 1,722 $12.337 50 0 ] §24 455208
[Exhibit H-1, PDF p. 47]

[30] In addition to the increases to the water and wastewater rates above, there

are also proposed increases to stormwater rates.

[31] While Halifax Water recognizes the requested rate increases are significant,
it asserts that the rate increases are needed to maintain and improve the current level of
service to customers and address significant investments in its infrastructure. The utility
asserts that the budgets and revenue requirements were “developed on a ‘break-even’
basis to ensure the lowest reasonable cost for its ratepayers”. However, as described in
more detail later in this decision, Halifax Water applied a outdated rate affordability study
that uses the median household gross income (median household income) for Halifax of
$86,788 in 2024 as its affordability measure. Halifax Water noted that its application
satisfied a 2% affordability threshold. However, as noted by the Consumer Advocate,
Halifax Water did not assess the impact of its proposed rate increase on households that

earn less than the median household income. There was little or no mention about
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affordability in the remainder of its application, which, repeatedly stressed the financial
benefits for the utility.

[32] Kenda MacKenzie, the utility’s General Manager, acknowledged at the
hearing that the proposed increases amount to “rate shock”, considering the magnitude
of the increases and the three-month period over which they will be applied. In questioning
by the Board, Halifax Water witnesses referred to various projected costs as being
reasonable but explained that if their estimates proved to be too high any surplus would
simply be applied to mitigate future rate increases.

[33] While there is no clear definition of “rate shock”, the proposed rate increases
in this application clearly fall within the scope of what is understood as “rate shock”, as
was acknowledged by Halifax Water at the hearing. The proposed increases are “sudden
and significant” and the Board may consider their impact on customers in deciding how
Halifax Water is to recover its costs (including a phase in of costs or recovery over a
longer period), provided the utility is compensated for the economic impact of deferring
its recovery: see ATCO Gas and Pipelines Ltd. v Alberta (Utilites Commission), 2015
SCC 45 at footnote 10; TransCanada Pipelines Ltd. v National Energy Board, 2004 FCA
149, 319 N.R. 171, at para. 43; Re Nova Scotia Power Incorporated, 2002 NSUARB 59
at paras. 284-287 and 297; and Town of Mahone Bay, 2023 NSUARB 66 at para. 136.
[34] The intervenors requested that the Board address the impact of these rate

increases on consumers. The Consumer Advocate submitted:

The Consumer Advocate submits the Board should take all reasonable measures available
to it to reduce the rate increases Halifax Water has proposed for the test years. The
magnitude of the increases and the short period of time within which they would be
implemented constitute “rate shock” that will test the limits of affordability for many
customers of the Utility.

The Board should direct Halifax Water to take steps aimed at reducing its revenue
requirement for the test years and it should, where appropriate, order that the recovery of

Document: 326472



-19-

expenditures that are necessary be spread out over a longer period of time to reduce the
immediate burden on customers.

[Consumer Advocate, Closing Submission, p. 1]
[35] The Department of Municipal Affairs echoed this point:

Given HRWC'’s lack of consideration and analysis with respect to affordability and the
impact of the proposed rate increase on ratepayers, the Department of Municipal Affairs
respectfully requests that the Board bear these issues in mind and issue directions that it
deems appropriate in the circumstances.

[Dept. of Municipal Affairs, Closing Submissions, p. 3]

[36] Killam Apartment REIT submitted that a balance must be struck between

the needs of the utility and affordability:

This proceeding is not only about infrastructure and cost recovery, but also about fairness.
A fair and sustainable approach must consider both the long-term needs of the utility and
the immediate realities faced by the community it serves. We once again ask the Board to
significantly scale back or phase in rate increases more gradually. We recognize that
maintaining and upgrading water infrastructure is necessary, but the burden must be
balanced against the impact on ratepayers.

[Killam Apartment REIT, Closing Submissions, p. 1]

[37] While the Board recognizes that the utility is entitled to recover its
reasonable and prudent expenses, the Board considers that the utility, and ultimately this
Board, must strike an appropriate balance between just and reasonable rates and the
level of spending necessary to maintain the required level of service. It is incumbent on it
to carefully review all of its services and expenses, and to “sharpen its pencil” to ensure
that the costs that it is requesting are necessary and the least cost for ratepayers. The
Board has reviewed the present application on this basis.

4.2 Affordability

[38] Affordability is an issue in this application because of the magnitude and
timing of the rate increases three months apart as proposed by Halifax Water.
[39] To put the proposed increases in perspective, consider the impact on the

average residential (5/8” water meter) customer. That customer currently pays
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approximately $914 per year combined for water, wastewater and stormwater services.
Halifax Water seeks to increase those rates on January 1, 2026, and again on April 1,
2026, for a total increase of 35.6% over three months such that as of April 1, 2026, that
customer will pay approximately $1,249 per year, an increase of $335 [Exhibit H-1, Figure
41].

[40] The proposed increases for larger meter customers are even more
significant, ranging from 44.6% to 53.5% for water and wastewater services combined
[Exhibit H-1, Figure 30].

[41] The Board received over 2,000 letters of comment from individuals,
households, seniors, persons on fixed income, landlords, tenants, business improvement
districts and business owners, all of whom raised concerns about affordability. Many of
the intervenors in this application, including the Department of Municipal Affairs, Rental
Housing Providers Nova Scotia, Killam Apartment REIT and Oland Brewery also raised
concerns about affordability and it was the primary focus of the evidence and submissions
of the Consumer Advocate.

[42] In cross-examination by the Consumer Advocate, Halifax Water's General
Manager admitted that the proposed increases constitute “rate shock” given their amount
and the short period of time over which they are proposed to be implemented (Transcript,
September 15, 2025, pp. 86-87).

[43] Halifax Water says that affordability must be considered in light of various
factors including: the need to maintain, repair and replace critical infrastructure, including
upgrades to the JD Kline and Lake Major water supply facilities and the Mill Cove

Wastewater Treatment Facility; external influences including the COVID-19 pandemic,
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inflation, increased borrowing costs and increased labour and material costs; and that in
its last two rate applications, during and immediately following the pandemic, Halifax
Water intentionally suppressed rates to reduce the impact on customers by relying on its
reserves and accumulated surpluses, which have now been exhausted.

Measuring Affordability

[44] Halifax Water measures affordability based on the percentage of median
household income that rates represent compared to a benchmark of 2%. This metric
comes from a 2012 “Study of An Efficient Funding Mechanism for Halifax Water”, last
updated in 2018, and a 2017 “Rate Affordability Measures for Halifax Water Services”
report (2017 Rate Affordability Study). Halifax Water says that its current and proposed

average bills for 5/8” meter customers compare favourably to this benchmark:

Median household income in the Halifax Census Metropolitan Area is $83,100 based on
Statistics Canada, Canadian Income Survey 2006-2022. The median household income,
if increased by CPI, would be expected to be $86,788 in 2024. The average residential
customer currently pays $914.20 for water, wastewater and stormwater Service. The
average bill equates to 1.05% of median household income, ... With the proposed increase
for 2025/26, the average residential bill will amount to $1,062.21, would equate to 1.22%
of median household income for all services, and for 2026/27, a bill amount of $1,248.77,
would equate to 1.44% of median household income. As of the most recent benchmarking
in 2024/25, the average residential bill for combined water, wastewater and stormwater
service for the 14 benchmarked cities was $1,135.30 (including Halifax).

[Exhibit H-1, lines 322-33; 342-363]
[45] In response to Undertaking U-2, Halifax Water provided a spreadsheet
showing the percentage of household income that current and proposed rates represent
for income levels below the median household income. In its closing submission, Halifax

Water states:

... the response to Undertaking U-2 demonstrates the proposed increases for the 2026/27
Test Year, if approved, would be below the 4% industry standard (for all three services)
assuming a household income of in the range of $32,000, which is $55,000 below the
median household income for Halifax used in the Application. Using the more aggressive
Halifax Water Benchmark of 2%, the proposed increases for the 2026/27 Test Year, if
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approved, would be met assuming a household income level in the range of $62,000, which
is approximately $25,000 below that median household income.

[Halifax Water, Closing Submission, p. 7]

[46] Undertaking U-2 suggests that when income is below $45,710, Halifax
Water's current rates exceed 2% of household income. Further, when income is below
$62,439 the proposed rates will exceed 2% of household income. This means that the
income level at which proposed rates will exceed 2% of household income will increase
by $16,729 or approximately 37%, from $45,710 to $62,439, in only three months.

Rate Affordability Study

[47] The 2017 Rate Affordability Study found that, “at the community level
residential rates are affordable when using the standard measure of average bill as a
percentage of MHI [median household income]’. The study makes eight
recommendations, largely focused on enhancing outreach and financial assistance to
low-income customers through Halifax Water’s Help to Others (H20) Program. The study
also identifies areas that, “warrant a closer look with respect to rate affordability”, including
where median household income is 25% or less below the municipal average and where
there is a combination of low household income and high service disconnections [Exhibit
H-6, Response to NSRAB IR-33(e)].

[48] Halifax Water has implemented most of the eight recommendations
including increasing the threshold income requirements and financial benefits for its H20
Program; increasing awareness of the program; and, through its advanced metering
project, providing billing and collection options to low-income customers, access to usage

information and water conservation tips [Response to Undertaking U-16].
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[49] The H20 Program is administered by the Salvation Army and provides up
to $275 every two years to customers meeting certain income thresholds, currently
$21,000 for individuals and $39,000 for a family. This program is not paid for by
ratepayers and is funded through non-regulated revenues and donations from Halifax
Water employees that are matched by Halifax Water. In 2024/25 the program assisted 47
customers. In most years the program funding is not fully utilized. In the last two years,
over half of the customers that applied were rejected because their income exceeded the
program’s threshold limits [Exhibit H-14, RIR-4(d) CA]. At the hearing, Halifax Water
testified that it is looking at revising the income thresholds and doing more to make
customers aware of the program.

[50] The 2017 Rate Affordability Study has not been updated and is now over
eight years old. In cross-examination by the Nova Scotia Department of Municipal Affairs,
Halifax Water agreed to “accelerating” the update process (Transcript, September 15,
2025, p. 153). Halifax Water has not carried out any work in the areas the study identified
as warranting a closer look - where median household income is 25% or less below the
municipal average and where there is a combination of low household income and high
service disconnections (Transcript, September 15, 2025, pp. 114-120).

Board Authority to Address Affordability

[51] The Board’s role in a rate application is to ensure that the utility is complying
with its obligations under the Public Utilities Act, RSNS 1989, c 380 (Act). Section 52 of
the Act states that, “Every public utility is required to furnish service and facilities
reasonably safe and adequate and in all respects just and reasonable.” This obligation

includes charging rates that are just and reasonable.
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[52] There are often competing interests at play in a rate application. It is the
Board’s role to strike an appropriate balance between, among other things, rate increases
and the additional spending necessary to maintain the required level of service. For
example, Halifax Water must be able to complete required repairs and maintenance,
replace aging infrastructure and carry out capital projects, otherwise, serious safety and

service issues could arise. As the Board explained in Amherst (Town), Re, 2006 NSUARB

85:
[14] ... in setting rates, it is not the Board's role to provide the cheapest rates possible
for minimal service. Rather, it is the Board's role to ensure that the rates are sufficiently
robust to enable the Utility to provide reasonable, adequate and safe service.
[53] The Board has various tools at its disposal that it can use to address

affordability, including deferring recovery of costs to a later period, directing a regulatory
asset to be amortized over an extended period rather than recovered all at once, refusing
recovery of expenses that should not be borne by ratepayers, and other options
discussed elsewhere in this decision. However, there are trade-offs to using these tools.
Requiring future ratepayers to pay the costs of current customers can create concerns
about intergenerational equity and delaying recovery of legitimate costs generally attracts
interest or similar carrying costs, which ultimately increases the amount paid by
ratepayers over the long term: Nova Scotia Power Inc. (Re), 2023 NSUARB 12, at paras.
218-219.

[54] There are also some things the Board cannot do. For example, it cannot set
lower rates for customers with lower incomes because it does not have the legislative
authority to do so: Dalhousie Legal Aid Service, Re, 2005 NSUARB 27, affd 2006 NSCA

74, leave to appeal to the Supreme Court of Canada refused, [2006] SCCA No. 376.
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Findings
[55] The Board finds that the total proposed increases implemented over a
period of just three months will constitute “rate shock” for customers.
[56] Although Halifax Water’s analysis shows that proposed rates will not exceed
its affordability metric of 2% of median household income, the Board finds that it is not
appropriate to rely on a single metric and that affordability must be considered in a
broader context taking into account all of the evidence filed in this application. The Board’s
role is to balance affordability concerns with the significant costs for infrastructure
maintenance, repair, replacement and capital works to ensure that Halifax Water will be
able to meet its statutory obligation of providing customers with safe and adequate
service. It is through this lens that the Board has considered the various issues raised in
the application.
[57] The Board directs Halifax Water to update the 2017 Rate Affordability
Study, which must include an analysis of the appropriateness of the affordability metric
including a review of alternatives, and the areas that the study identified as warranting a
closer look, including where median household income is 25% or less below the municipal
average and where there is a combination of low household income and high service
disconnections. The Board directs Halifax Water to consider after tax income as its
measure to provide a more realistic assessment of affordability. The Board also directs
Halifax Water to examine affordability metrics for multi-unit building owners and tenants,
as well as businesses.
[58] In most years the H20 Program is not fully utilized. This is regrettable
considering the objectives of the program. The Board accepts Halifax Water's

commitment to review its H20 Program with a view to making customers more aware of
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the program and increasing the income eligibility limits and the amount and frequency of
funding to reflect up-to-date affordability data.

[59] At the hearing, Halifax Water committed to filing its next rate application
before September 2026. The Board directs Halifax Water to file an update on the rate
affordability study and the H20 Program as part of that application.

4.3 Projected Consumption and Water Demand Analysis

[60] Halifax Water’s application explains that from 2001/02 to 2024/25 overall
water consumption by utility customers had decreased by 20%, an average decline of just
under 1% per year. However, due to “customer growth and conversion to new, more
accurate meters”, consumption had recently started to increase. In 2022/23 it rose 1.2%,
in 2023/24 by 2.5% and in 2024/25 by 3.6%. Consumption increased in all customer
classes except for industrial customers.

[61] In test year 1 and test year 2, Halifax Water assumed that consumption
would increase by 1% in each year. This assumption applies to water and also to
wastewater discharge, under the assumption that wastewater discharge is directly related
to water consumption. The application assumes there are 570 new water customers in
each year and 531 new wastewater customers in each year.

[62] Halifax Water contracted A&N Technical Services to carry out an
econometric study on water consumption. In April 2025 it produced the final report entitled
“‘Halifax Water 2024 Demand Analysis: Econometric Water Demand Estimation”. The
study used 20 years of water consumption data to estimate long-term trends, short-term
shocks and price elasticity. The authors developed an econometric model and used it to

forecast water consumption and revenues for 2024/25, 2025/26 and 2026/27.
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[63] The study recommended price elasticities of -0.128 for residential
customers and -0.20 for non-residential and commercial customers, meaning that for a
10% price increase, demand would fall 1.28% for residential customers. The revenue
forecasts also used assumptions on account growth and on consumption growth. The
assumptions on consumption growth were based on “professional judgement” except for
residential consumption, that was based on econometric information. Using these
“‘working assumptions”, the model forecast revenue growth, for existing rates, for 2024/25,
2025/26 and 2026/27 of 1.02%, -1.75% and 0.26%.

[64] In preparing its application, Halifax Water did not use the econometric
model, rather it assumed that consumption would grow by 1.0% in each test year for all
customer classes. In explaining that the higher rates would lower consumption demand,
Louis de Montbrun, Halifax Water’s Director of Corporate Services/CFO, said that a rate
increase “in the range of what we’re proposing would have an increase on a downward
pressure on consumption. So, we reduced our consumption estimate to 1 percent.” When
asked why their application used a flat 1% growth rate and did not differentiate amongst
classes, he stated that the utility looked at the available information and determined “a 1
percent increase was a reasonable amalgamation of the various sources of information

we had.” He was asked at the hearing if this estimate was too conservative:

... part of our challenge is the -- when I’'m looking at consumption, is we have -- some of
our data is related to that COVID time period where, if | can say the world changed, in
terms of our approaches. | think we are coming to the point where we -- have establishing
what we can consider a new normal. There is a risk if we overestimate consumption,
because what that would [do] is that would lower the rate that customers would be charged;
if consumption comes in above that, that would provide -- it would help balance off, but if
consumption comes in below that estimate, we would have a further revenue shortfall. So
we're looking for that, if | can say that happy medium, that happy point where we can say
that number appears to be reasonable. The impact of using something that is too optimistic
is the -- if | can say, we create even additional hardship going forward into the -- going
forward. If we are pessimistic in the 1 percent that we’ve used and our growth is higher
than that, what that would do is it would provide an incremental amount of revenue and
would offset some of the -- it would provide, if everything else is equal, a bit of a surplus
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that we can use to start putting money into our accumulated surpluses that we can use in
future years to offset and to smooth rates so that the risk to Halifax Water of being too
optimistic on consumption is higher than being more pessimistic.

[Transcript T1975, pp. 599-600]
[65] Evidence on consumption was also filed by Andrew McLaren, of InterGroup
Consultants, who was qualified as an expert and provided evidence on behalf of the
Consumer Advocate. He pointed out that Halifax Water’s application showed “its rolling
4-year average of consumption indicates an average annual increase of 1.82%”. In his
evidence he stated that:

There are a number of issues with Halifax Water’s proposed revenue forecast. First, Halifax
Water has appeared to recently experience higher than forecast increases in consumption.
Second, Halifax Water indicates that if customers reduce consumption, it would reduce
Halifax Water’'s revenues and states that was why it reduced its estimated growth from the
3% seen in 2024/25 to 1% in each of the test years. Based on this description it appears
Halifax Water has adopted what it views as a conservative consumption forecast, possibly
to mitigate potential adverse revenue impacts of its preferred rate design. The Board
should not approve an unnecessarily pessimistic consumption forecast simply to insulate
Halifax Water from potential adverse revenue impacts. InterGroup recommends the Board
direct Halifax Water to update its consumption forecast to use the rolling 4-year average of
1.82% shown in Figure 13 of the application. [Footnotes omitted]

[Exhibit H19, p.10-11]
Findings

[66] The Board has reviewed the evidence and the testimony on consumption
levels. Halifax Water has assumed a 1% increase across all ratepayer classes. Mr.
McLaren has stated that he believes 1.8% would be a reasonable estimate, also testifying
that the Board should consider any updated projections.

[67] Information from Undertaking U-25 shows that consumption for the first four
months of 2025/26 (to July 31s!) has increased 4.2% relative to the first four months of
2024/25 (see table below). The number of customers has grown by 560 since the same
time in 2024/25. As any rate increase would not take effect until January 1, 2026, these

amounts presumably do not reflect the full effect of any elasticity from a rate increase. Mr.
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de Montbrun testified that he expected “some customers will begin to adjust their
consumption starting now, or in May when the rates were originally proposed” and that
“voluntarily restrictions and now mandatory restrictions on customers will have an impact
on our revenues for the first nine months.”

Consumption by Customer Class (m3)

2025/26 2024125 m3 Change % Change

Commercial 2,375116 2,260,009 115,107 5.10%
Industrial 569,450 579,577 (10,127) (1.7%)
Institutional 1,465,512 1,316,360 149,152 11.30%
Multi-residential 2,996,124 2,787,186 208,938 7.50%
Residential 4576699 4561250 15,448 0.30%

11,982,902 11,504,383 478,519 4.20%

Based on billed consumption
[Exhibit H-44, Undertaking U-25, p. 6]

[68] The Board observes that Halifax Water is concerned with overestimating
consumption due to “hardship” on its financials but sees no downside to underestimating
consumption. Rather it sees underestimation leading to “a bit of a surplus” while the
impact to the “residential customer as a result is minimal”.

[69] Due to the trend in actual consumption, the Board concludes that the 1%
consumption level increase assumed by Halifax Water is too conservative. The Board
accepts Mr. McLaren’s evidence and directs Halifax Water to use an overall average
consumption level increase of 1.82%, prorated by customer class using the consumption
data in the above table.

[70] Given the uncertain state of Halifax Regional Municipality’s population
growth rate, it would be prudent for Halifax Water to undertake an analysis of consumption

by meter size at the rate class level each year. Understanding the basics of average use
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will help the utility plan for change in consumption as the population fluctuates and as
businesses and industrial sectors change operations in response to economic conditions.
[71] Further, the Board encourages Halifax Water to develop an understanding
of the forecast methods from the “Halifax Water 2024 Demand Analysis: Econometric
Water Demand Estimation” and apply the findings as appropriate. Otherwise, the Board
considers that the utility should avoid contracting studies if there is no intention of using
the findings in a meaningful way.

44 Debt Financing, including assumed interest rate

[72] Halifax Water has proposed a 5-year capital plan totalling $1.364 billion.
The plan includes $133 million for 2025/26 and $208.6 million for 2026/27. Funding for
the plan includes external grants, debt, depreciation funding, and the RDC.

[73] In the current GRA, debt payments for 2025/26 (test year 1) were $32.8
million. This is an increase of $2.2 million or 7.2% over the required amount for the 2022
GRA and represents roughly 5% of the total increase in the revenue requirement for test
year 1. In 2026/27 (test year 2), debt payments rose to $41.1 million, a further increase
of $8.3 million or 25.3%. This represents over 40% of the additional total revenue
requirement increase in test year 2. The increases in debt costs are due not only to higher
interest rates but are also due to the issuance of additional debt, including $68 million in
expected new debt in 2025/26 and $150 million in new debt in 2026/27.

[74] Halifax Water’s debt service ratio as of July 31, 2025, is 17.15%. Its debt is
guaranteed by HRM provided the debt service ratio is under 35%. If the proposed rate
increases are approved in full the ratio will decline to 16.1% in 2026/27. If the application

is denied the ratio would rise to 23.7%.
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[75] Depreciation and the RDC also fund the capital budget. In the Board’s
accounting guidelines, depreciation funding is essentially reserve funding and is entirely
different from depreciation in the traditional accounting sense. Rather, under the Board’s
accounting guidelines, a capital reserve called “Depreciation” must be funded and the
funds may only be used for capital projects. Depreciation and the RDC are a major source
of funding for Halifax Water's capital budget. Both items are discussed in separate
sections of this report. The option to substitute debt for depreciation, however, is
discussed below.

[76] The capital plan and debt were both the subject of discussion in the GRA.
Mr. McLaren recommended that the Board direct Halifax Water to revise its depreciation
and debt costs to reflect 2024/25 capital spending and to reduce capital spending in
2025/26 and 2026/27 by 20%. As an option, he also suggested that the April 1, 2026, rate
increase could be conditional, being allowed if Halifax Water “successfully completed the

capital work planned for 2025/26”. He observed that:

Given Halifax Water’s historic difficulty in completing the volume of capital work it has
forecast, the substantial increase in capital spending contemplated in the test years, and
that a number of the staffing positions Halifax Water says it added to assist with delivering
on its capital plan remained unfilled at the time Halifax Water responded to information
requests, the Board should be concerned about Halifax Water's ability to complete the
ambitious capital plan.

The Board is in a difficult position on this front, both because Halifax Water needs to
considerably increase its capital spending to address the needs outlined in the IRP and
because Halifax Water has no reserves remaining. However, asking ratepayers to pay
substantial rate increases today to support capital spending that seems unlikely to fully
materialize would not be reasonable.
[Exhibit H-19, p.15]
[77] Debt was also discussed by Philip Fraser, CEO of Killam Apartment REIT,

who suggested financing more “upgrades through long-term debt”.
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[78] Interest costs were discussed with Mr. McLaren recommending that Halifax
Water “use the most recent interest rates available to it”. He suggested the rate be set at
3.73%.

Findings
[79] Of immediate importance in this rate hearing are the assumptions around
capital and debt financing. In considering this area the Board will discuss five major
issues:

e What is the impact of the 5-year capital plan?

e How much additional debt can reasonably be issued in the test years?
e Should debt costs be accrued or cash-flowed?

e What interest rate should be assumed for additional debt?

e Is it beneficial for Halifax Water to issue additional debt?

4.4.1 What is the impact of the 5-year capital plan?

[80] The 5-year capital plan provided by Halifax Water includes expenditures of
$133 million in the 2025/26 fiscal year. Only the first year of the plan is approved by the
Halifax Water board of commissioners. The Nova Scotia Regulatory and Appeals Board
reviews this plan every year.

[81] Halifax Water’s 5-year capital plan is shown in Figure 1 from Exhibit H-1.
Funding for the 2025/26 capital budget includes debt, depreciation, external funding and

the RDC:
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Figure 1 — Five-Year Capital Plan for Water, Wastewater, Stormwater, and District Energy System

Budget Budget Budget Budget Budget Total
2025-26 2026-27 2027-28 2028-29 2029-30 2025/26 to 2029/30
Water 52,442,233 74,656,166 129,187,166 212,536,168 209,972,000 678.793.733
Wastewater 51,409,424 100,670,833 158,552,285 141,620,434 103,642,500 555,895,476
Stormwater 29,144,284 31,776,000 19,771,500 22,287,900 17,335,500 120,315,184
District Energy System 1,500,000 4,500,000 3,000,000 9,000,000
Total Expenditures 132,995,941 208,602,999 312,010,951 379,444,502 330,950,000 1,364,004,393
[82] In this hearing there was considerable discussion about the size of the

proposed capital plan and Halifax Water’s ability to deliver on that plan. Halifax Water has
had difficulty in delivering on its capital projects. However, the Board’s acceptance of the
capital budget filed by Halifax Water is not an approval of an overall spending plan. The
budget is only a statement of general and preliminary intention, which does not require
Board approval.

[83] In the case of the general rate application, the Board wishes to determine
whether the general intent of the capital plan aligns with the broader application. The
Board must therefore ensure that, to the extent it is consistent with the application, the
capital funding within the plan is prudent and reasonable. This exercise is complicated by
the fact that debt costs lag capital funding and are often spread out over multiple years
following the budget’s approval. The Board will consider the reasonableness of these
costs in the sections on debt costs and depreciation.

[84] The capital plan was filed separately with the Board as Matter M12287.
Under that matter the Board reviewed 10 routine capital items for Halifax Water’s ongoing
operations, at a total cost of $27,380,000 for 2025/26. Some of these capital items had
already been approved, in full or in part, in separate Board matters. The Board panel

under M12287 approved the outstanding items for the full $27,380,000. The Board
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indicated that it would review the remaining capital budget under Halifax Water’'s general
rate application.

[85] Board approval is required for capital projects exceeding $1 million (s. 35
and 35A of the Public Utilities Act). The necessity and justification for a project must be
demonstrated at the time of application for approval. Once a project is approved by the
Board, Halifax Water is still responsible for ensuring that the project is well-managed and
that actual expenditures are prudently incurred.

4.4.2 How much additional debt can reasonably be issued in the test
years?

[86] Testimony from Halifax Water confirmed that debt is issued after a capital
project is substantially complete. Because of this, the debt issued in any single fiscal year
funds projects for multiple years. Many, if not most, of these projects are from previous
fiscal years. The repayment of debt payments (both principal and interest costs) is funded
through Halifax Water’s rates, as part of its revenue requirements. Interest is set at the
time the debt is issued.

[87] Halifax Water issues its debt through the Provincial Government. Multiple
debt issues are outstanding with terms as long as 30 years. Halifax Water detailed its
specific debt issues in CA IR-07. That response showed that the cost of existing debt
(before additional debentures are issued in the test years) was declining in test year 1 (by
$3.9 million) and test year 2 (by an additional $900,000). The Board has summarized this
information in the table below (Debenture Assumptions). A good portion of this decline
was due to one debenture issued in September 2004. In 2024/25, the debt costs for this
issue were $5.6 million but in 2025/26 it was fully paid off and there were no costs

associated with that debenture.
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Debenture Assumptions for 2024/25 and Test Years 1 and 2 (IR-07CA)

202425 2025/26 2026/27

Existing Debentures $33,598.091 34 529,688,370 77 $28,831.439 08
May 2025 Debenture - $34 Million - 2077 777 78 2.470 666 67
MNovember 2025 Debenture -534 Million - 1,038,888.89 2.470,666.67
May 2026 Debenture - $30 Million - - £,500,000.00
MNovember 2026 Debenture - 560 Million - - 1,833,333.33

Total $33,598,091.34 $32,805,037.44 $41,106,105.75

[88] Mr. de Montbrun testified that debentures are normally issued by the

Provincial Government at two times of the year: the spring and the fall. In the spring of
2025, Halifax Water issued a new $34 million debenture. Similarly, he testified that it
expected to issue a second $34 million debenture in the fall of 2025. The issuance of
such debentures are approved by the Board through separate filings. The spring
debenture (for 30 years) was issued for $34 million through Matter M12215 and the fall
debenture was approved, also for $34 million and for 30 years, through Matter M12496.

[89] Halifax Water’'s application also assumed that it would issue two 30-year
debentures in 2026. The spring debenture would be for $90 million and the fall debenture
for $60 million. This would represent the debt portion of capital projects that have been
completed. As discussed, these projects may be ones that were approved in previous
years (not necessarily the test years) and have now been completed. Mr. de Montbrun
confirmed at the hearing that debentures can be issued once construction or purchase is
complete or substantially complete.

[90] Mr. de Montbrun explained how Halifax Water cash flowed capital activities,
saying that it had completed or close to substantially completed capital projects that it had
chosen not to debenture when it otherwise could have, hence reducing the interest
expense charged to customers. While Halifax Water would lose interest revenues using

such an approach, they also defer the repayment of debenture interest and principal, thus
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improving their cash flow position. Mr. de Montbrun was unable to say how much capital
spending was deferred.

[91] The Board is satisfied that Halifax Water's assumptions for its two 2025
debentures of $34 million are reasonable. The Board, however, is not convinced that its
assumptions of $60 million and $90 million are reasonable for the 2026 debentures. The
$150 million total amount is far in excess of debentures issued in previous years and
Halifax Water has presented no supporting evidence that suggests that amount of debt
will be issued.

[92] The Board is aware that there is tremendous pressure for capital projects
and that, with additional staff, Halifax Water should be able to achieve a higher level of
annual capital spending. However, looking at annual capital spending patterns to date,
as shown in the table below, it is difficult to see a trend that would support $150 million in
debentures for 2026/27. The past three completed years showed a spend of $93 million,
$98 million and $118 million, while the 5-year average is just under $90 million. This is

the total spend including cost sharing and reserves; not all of this would require debt.

Actual Capital Spend by Fiscal Year
Year Total Actual

Spend

2020/21 60,491,374

2021/22 65,307,758

2022123 93,498,245

2023/24 98,218,680

2024125 118,422,974

2025/26 YTD 26,700,000

[Source: IR NSRAB 25¢)l; 2025/26 is as of July 31, 2025, see T1975, p.224]

[93] Against this spending pattern, Halifax Water (refinancing aside) debentured

$79 million in 2024/25 and $68 million in 2025/26. Current spending for 2025/26 appears
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low at the end of July at $26.7 million, although the Board acknowledges this would not
represent the full trend for the year. A debenture requirement similar to the previous two
years ($68 million to $79 million) seems likely although the Board acknowledges it could
be somewhat higher due to the higher level of staff or (as Mr. de Montbrun pointed out)
capital spending that was not previously debentured might now be issued. Halifax Water
did not provide sufficient evidence to support its aggressive debt issuance of $150 million
for 2026/27. In the absence of such evidence, the Board must determine an appropriate
level of debt issuance based on the most recent 5-year average. The Board thus feels it
is reasonable to assume (refinancing aside) that each of the spring and fall 2026
debentures would be for $45 million. A more sophisticated analysis by Halifax Water
might produce a different level of debenture requirement — but this was not available to
the Board. Such an analysis is expected in the next GRA.

4.4.3 Should debt costs be accrued or cash-flowed?

[94] At the hearing, Halifax Water described how its debentures are issued and
how the timing of payments lag the issue date. Debentures are issued twice a year, and
the principal and interest payments are also made twice a year (spring and fall) but lag
into the next fiscal year. Based on the testimony and the response in Undertaking U-26,
the Board understands that a debenture issued in the spring would have a single interest
payment in November but no principal payment until the following spring, in the next fiscal
year. A debenture issued in November would have its principal and interest payments
start in the following spring, i.e., in the next fiscal year.

[95] For instance, in the case of the spring 2025 $34 million debenture, there
would be a single interest payment in the fall of 2025 for $654,557. The first principal

payment would occur in the spring of 2026 for $1,133,333, during the 2026/27 fiscal year.
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The cash method would record the expense exactly as the cash is paid with no principal
in 2025/26. The accrual method would try to spread the principal and interest payments
out over the 10-month period after the debenture was issued. As the debenture was
issued two months into the fiscal year, the accrual method would attribute 10 months of
principal and interest to 2025/26.

Debt payment comparison between cash and
accrual basis and impact on revenue
requirements

2025 Spring Debenture ($34 Milion)

Test Year #1 Test Year #2

2025/26 2026127
Budget Budget
Accrual
Principal 944 444 1,133,333
Interest 1,133,333 1,322,222
Total 2,077,778 2,455,556
Cash
Principal - 1,133,333
Interest 654 557 1,293.700
Total 654,557 2,427,033
Difference 1,423 221 28522
Impact $1,451,743
Information from U-26
[96] The total impact of the difference between the two methods for the rate

application is significant. It is almost $2.5 million in 2025/26 and $5.5 million in 2026/27

for a total of $8 million.
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Debt payment comparison between cash and
accrual basis and impact on revenue
requirements
2025 and 2026 Debentures ($218 Million)
Test Year #1 Test Year #2

2025/26 2026127
Budget Budget
Accrual
Principal 1,416,667 5,600,000
Interest 1,700,000 6,663,333
Total 3,116,667 12,263,333
Cash
Principle - 2,266,667
Interest 654 557 4,455 21
Total 654,557 6,721,868
Difference 2,462,110 5,541 466
Impact $8,003,576
Information from U-26
[97] Essentially, Halifax Water is proposing to raise the 2025/26 rates in part to

collect $2.5 million for estimated principal and interest payments, however those
payments will not occur until 2026/27. Likewise, it would raise the 2026/27 rates in part
to collect a net $5.5 million for estimated principal and interest payments. However, any
payments will not occur until 2027/28, which is not in the period considered in this rate
application. The Board further notes that not raising the rates for the payments could
cause cash flow challenges for Halifax Water if it must start payments in the spring of
2027 and its rates do not yet reflect those payments. This latter issue will depend on
whether Halifax Water has successfully applied for a rate change in 2027/28 as it intends
to do.

[98] Rate calculations are at the heart of this issue. Revenue requirements are
used to determine the amount of funds that are required to be recovered in rates. The
Board has concluded that the proper calculation of a rate should identify the cash flow
required during that time period to sustain the operations of the utility. Including non-cash

items (that do not involve receipt or payment of cash), when the timing issues are material,
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may inadvertently lead to the rate being too high or too low. The Board does not consider
it appropriate to include amounts in rates for such non-cash items. Revenue requirements
are essentially a projected cash flow statement. Except for Halifax Water, the water
utilities regulated by the Board all treat principal and interest payments on a cash basis.
The Board considers this to be the expected treatment.

[99] The Board directs Halifax Water to include principal and interest payments
for debentures issued in 2025, 2026 and all future years to be accounted for on a cash
basis in its revenue requirements and to be included when the principal and interest
payments are made or expected to be made.

[100] The Board recognizes that debentures prior to 2025/26 may have been
accrued and not recorded on a cash basis. The Board’s conclusions are that, because
the significant difference in such treatment occurs in the first year or two of issue, that
such past treatment may not currently be material in nature. The Board also recognizes
the complexity of dealing with past transactions that span many years. As such, the Board
does not require any adjustments or restatements for debenture issues prior to 2025.

4.4.4 What interest rate should be assumed for additional debt?

[101] Halifax Water assumed an interest rate of 4% on the debt that it planned to
issue in 2025 and 2026. After filing its rate application, the spring 2025 debenture was
issued for $34 million at a rate of 3.73%.

[102] When questioned at the hearing about lowering the interest rate to 3.73%,

Mr. de Montbrun testified:

It would lower the revenue requirement -- it would reduce the revenue requirement by
$125,000, which would translate to about a 0.04 percent change in our annual residential
bill.
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we had budgeted an estimated four before that debt issue was received.

We still believe that four is a reasonable number. And in terms of the impact of moving
from 3.73 to 4, it's not a significant impact, so our proposal is to maintain the number at 4
percent.

[Transcript T1975, pp. 559-560]

[103] In his evidence Mr. McLaren recommended that the interest rate be reduced
to 3.73%, saying that “Halifax Water should use the most recent interest rates available
to it”. At the hearing he was asked if he still believed the rate should be lowered, and
about the relevance of recent Bank of Canada interest rates reductions. He confirmed the

latter provided him “comfort”, saying that:

... So the view in the July Monetary Policy Report that | referenced was -- there didn’t seem
to be indication that there’s much risk that it would be higher, but sort of signalling that
some time in the coming months, as soon as this fall, that that rate could be going down.

[Transcript T1976, p. 929]

[104] In contrast to Mr. McLaren’s recommendation, Carollo Engineers Canada
Ltd., Board Counsel’s consultant, recommended a more conservative approach to the
interest rate, saying Halifax Water should “include a more conservative interest rate such
as 5.0% in the Application if it has not locked in an interest rate.”

[105] While the Board acknowledges that the difference between the 4.0% rate
and the 3.73% rate is minimal, it agrees that the change to 3.73% should be made in
Halifax Water’'s assumptions for the 2025 spring debenture. The more recent debenture
issue represents a more accurate estimate of interest costs. Moreover, this is a relatively
simple change for Halifax Water to make. The 2025 fall debenture’s actual interest rate
is to be reflected in the Compliance Filing for its assumptions. Keeping in mind that the
funds involved otherwise belong to ratepayers, the Board considers it important that a
rate application be as accurate as possible. The large rate increase requested by Halifax

Water makes the need for accuracy even more compelling.
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sheet but that it is still within its debt servicing ratio. Debt is roughly $287 million, a
substantial increase of over $80 million from the previous year. The Board considered
whether Halifax Water could reduce its proposed rates by issuing more debt. The Board

has concluded that there are two ways rates might be decreased through the issuance of

debt.

[107]

-42 -

4.4.5 Is it beneficial for Halifax Water to issue additional debt?

The Board notes that Halifax Water carries considerable debt on its balance

The first approach is to issue debt for terms longer than 30 years. Halifax

Water raised this as a possibility in its application:

[108]

As capital investment increases, Halifax Water will investigate using a longer amortization
period to more closely match the estimated useful life of the assets. This will result in the
annual principal payments related to new debt decreasing. However, as is the case
whenever the repayment period is extended, the total amount of interest paid will increase.
Issuing debt over a longer amortization period could be an effective strategy to smooth the
financing costs of these assets. Halifax Water will continue to work with the Nova Scotia
Department of Finance and Treasury Board to investigate issuing debt over longer periods.

[Exhibit H-1, lines 781-788]

Mr. de Montbrun noted in the hearing that their analysis of a $150 million

debenture showed that if the amortization period is extended from 30 years:

[109]

the Board direct Halifax Water “to review options for longer terms on debt instruments

... to 40 years, the actual interest cost would increase by $30 million. So there is an impact
of reducing the impact in the short term to the utility. It significantly increases our cost, our
borrowing cost, but it does spread that increased cost over a longer period of time.

[Transcript T-1973, pp. 146-147]

Mr. McLaren commented on this issue in his report, and recommended that

and provide a report at the time of the next GRA”:

Halifax Water notes it has typically amortized new debt over 30 years and proposes to
continue this practice in the test years. However, Halifax Water notes the average useful
life of its assets is 56.4 years and confirmed that the use of a 30-year debt amortization
period will on average result in assets have useful service life remaining once the
associated debt is fully retired. Halifax Water notes this may result in intergenerational
inequities. Halifax Water notes issuing debt over a longer amortization period could be an
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effective strategy to smooth the financing costs of these assets. This would result in annual
principal payments related to new debt decreasing, but the total amount of interest paid
over the life of the debt instrument would increase. [Footnotes omitted]

Given the sizeable increase in capital spending anticipated going forward, it would be
prudent to examine the merits and feasibility of better matching the term of debt
instruments with the average useful life of assets. The Board should direct Halifax Water
to work with the Nova Scotia Department of Finance to review options for longer terms on
debt instruments and provide a report at the time of the next GRA.

[Exhibit H-19, p. 19]

[110] Halifax Water has accepted the recommendation of Mr. McLaren. The
Board agrees with Mr. McLaren that this issue deserves serious consideration. While
interest costs will likely rise should 40-year debt be issued, there would be a stronger
alignment with the age of the assets and with intergenerational equity. As capital costs
are expected to increase significantly in the coming years, such an approach could help
smooth the cost of future rate increases. This change cannot be done immediately. It
needs to be acceptable in the financial markets and requires provincial support to
succeed. The Board, however, agrees that it needs to be studied.

[111] The Board directs Halifax Water to work with the Nova Scotia Government
to review options for longer terms on debt instruments, to include scenarios on longer
amortization periods in the update to its financing strategy, and to provide a report with
options and a recommendation in its next GRA.

[112] The second way rates might be decreased through issuing more debt is to
replace depreciation funding with higher debt levels. The possibility of replacing it with
additional debt was not discussed at the hearing. However, depreciation itself was raised
at the hearing by Mr. Fraser who referred to depreciation as a discretionary, non-cash

item. As previously discussed, this is not the case for Halifax Water.
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[113] For Halifax Water, depreciation funding is essentially reserve funding and
is used to fund capital assets. It is entirely different from depreciation in the traditional
accounting sense, which Mr. Fraser appeared to be alluding to in his questioning. It is not
discretionary, as its purpose is capital funding and may only be used for other purposes
with the Board’s approval. Nor should it be described as a non-cash item as it represents
a funding source that is segmented on the balance sheet. It is best thought of as a capital
reserve.

[114] Under Board requirements, annual depreciation contributions are required
each year by water utilities, with the amounts set aside to fund capital replacements. This
strengthens the financial positions of utilities, especially smaller ones, many of which have
aging asset bases. The depreciation requirements that the Board has imposed on Halifax
Water are less stringent than for others. Their depreciation on contributed assets is frozen
at 2024/2025 levels, pending the utility’s updated Financial Plan and Debt Strategy
directed elsewhere in this decision.

[115] The issue of reducing depreciation in favour of increasing debt is one that
the Board has dealt with in various matters. There is value in this approach, to manage
rate shock. However, it may not be a sustainable solution to maintaining long-term
affordable rates, as it pushes the cost pressure further out. The issue of the best mix of
funding was examined in Halifax Water's 2012 debt strategy (included in Exhibit H-6,
NSRAB IR 29 a)) which recommended that capital expenditure on asset renewal “be

funded through depreciation and grants”. The study noted:

Two of the approaches to financing infrastructure are pay- as- you- go (capital from
operating revenues or if applicable, depreciation funds generated) and pay-as you-use
(through debt service charges on long term borrowing) with the third option being a
combination of the two. The hybrid approach addresses the intergenerational equity issue
by borrowing for large scale projects such as water and sewage treatment plants that occur
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infrequently and financing ongoing capital expenditures such as water, wastewater, and
stormwater line replacements and system upgrades and improvements through
depreciation funds and capital out of revenues from current taxes and rates.

[Exhibit H-6, PDF, p. 65. Page 6 of the study in IR-29 a)]
[116] In discussing the benefits of this approach, the strategy notes that:

... system replacements and upgrades which are carried out on an ongoing basis should
be financed from depreciation funds and capital out of revenue within a set and acceptable
annual range of capital expenditures. There are two benefits that accrue from the second
point; i.e. as this expenditure amount is similar from year to year there is compliance with
intergenerational equity criteria, and debt service costs, which can be significant in high
interest rate environments, are not incurred.

[Exhibit H-6, PDF, p. 88, Page 29 of the study in IR-29 a)]

[117] Mr. McLaren touched on this issue when he discussed reserves in general,
recommending that there should be a 5-year plan “to rebuild its reserves at the time of its
next GRA” and the “need to balance achieving a reasonable reserve balance with the
associated bill and rate impacts on customers”.

[118] In considering this issue the Board is concerned with the impact on future
rates from a one-time decrease of depreciation contributions. The benefit is less pressure
on rates in this general rate application. However, a shift from depreciation into debt raises
principal and interest costs in the future where it will impact upcoming rate applications.
No updated studies have been conducted as to the current benefit versus the future cost.
Therefore, while the Board is willing to consider this issue, it is not prepared to direct
Halifax Water to make such a change without the utility first undertaking an update of the
debt strategy and its various scenarios. The Board has directed such an update in the
sustainability section below.

4.5 Depreciation

[119] In the current GRA, depreciation payments for 2025/26 (test year 1) were

$43.3 million. This is an increase of $9.6 million or nearly 30% over the required amount
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for the 2023/24 test year approved in the 2022 GRA. It represents roughly a quarter of
the total increase in the revenue requirements for test year 1. In 2026/27 (test year 2),
depreciation payments rose to $45.7 million, a further increase of $2.4 million or 5.5%.
This represents over 10% of the additional total increase in test year 2. The increases in
depreciation costs are due to the addition of new assets, including contributed capital.
[120] In the Board’s Water Ulility Accounting and Reporting Handbook,
depreciation funding is essentially reserve funding and is entirely different from
depreciation in the traditional accounting sense. Under those guidelines, a capital reserve
called “Depreciation” must be funded and the funds may only be used for capital projects,
unless otherwise authorized by the Board. Depreciation and the RDC are a major source
of funding for Halifax Water’s capital budget. The option to substitute debt for depreciation
is discussed in the debt section of this decision.

[121] Depreciation is essentially a reserve to recognize the “using up” of the
related capital assets and to put cash aside to pay to replace the related assets when
their useful lives are over. It is used as a cash contribution for capital replacement, but
not to expense assets against income. The Board acknowledges the purpose of these
differences may not be immediately clear, but they are important for the functioning of
regulated water utilities in Nova Scotia.

4.5.1 Capital Additions in Test Years

[122] In its rate application Halifax Water calculated the funded assets that had,
or would be completed, and brought into service during test years 2025/26 and 2026/27.

It included depreciation on these additions to its rate base in its revenue requirements.
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During the hearing the Board requested two undertakings from Halifax Water
(Undertakings U-4 and U-27) asking for supporting evidence on its estimates.

[123] Halifax Water reviewed its assumptions on additions to funded assets
brought into service for 2024/25, 2025/26 and 2026/27. After reviewing in-service dates,
it concluded in Undertaking U-4 that its additions to funded assets for test year 1 were
overestimated by $38.1 million and that test year 2 was underestimated by $15.6 million.
It has recalculated the increase to depreciation as being too high by $1,122,740 for
2025/26 (test year 1) and by $908,390 for 2026/27 (test year 2).

[124] In Undertaking U-27, Halifax Water reviewed the 2024/25 additions to
service by comparing their estimated to actual values. It concluded that those assets were
overvalued by $25.9 million or almost 20%. It has recalculated the increase to
depreciation as being too high by $163,944 for both test years, 2025/26 and 2026/27.
[125] The Board acknowledges that decreases in depreciation means there may
be an addition to debt costs as that funding was being used for capital projects. The
Board, however, considers it important that the revenue requirements be as accurate as
possible.

[126] The Board directs Halifax Water to reduce its revenue requirements by the
adjustments in depreciation identified in Undertakings U-4 and U-27, namely by
$1,286,684 for 2025/26 (test year 1) and by $1,072,334 for 2026/27 (test year 2).

4.5.2 Contributed Capital

[127] In addition to assets it has constructed, Halifax Water takes ownership of
assets from new developments, such as the underlying pipes and other infrastructure that
have been constructed by developers to service new buildings. As Halifax Water is

required to maintain and eventually replace these assets, the Board’s Water Utility
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Accounting and Reporting Handbook mandates depreciation funding. The Board,
however, has directed that the depreciation on these assets can be phased in. In the test
years for the 2022 GRA there was no depreciation on contributed capital for water and
wastewater. Only 25% of stormwater’s contributed assets were depreciated.

[128] Halifax Water had proposed to increase the levels of depreciation by 1%
per year, starting in 2024/25. Accordingly, the phase in of the depreciation rates for water,
wastewater and stormwater in 2024/25 would have been 1%, 1% and 26%; in 2025/26
(test year 1) 2%, 2% and 27%; and, in 2026/27 (test year 2) 3%, 3% and 28%. The
additional cost in the rate application for this change is $288,000 in 2025/26 and $432,000
in 2026/27.

[129] The Board recognizes that, in the past, it has encouraged Halifax Water to
phase in depreciation on contributed capital. This was in the context that rate increases
would not constitute rate shock. Considering the magnitude of the proposed rate
increases, the Board has determined that Halifax Water should not make these additional
contributions for the 2025/26 and 2026/27 test years, and the amounts should be
removed from the revenue requirements and reflected in the Compliance Filing. Any
contribution Halifax Water may have made in 2024/25 is unaffected. The amount of
contributed capital subject to depreciation for the test years will remain at 0%, 0% and
25% for water, wastewater and stormwater, respectively. The Board also directs that this
issue be reviewed in the update to Halifax Water’s debt strategy.

[130] The Board directs Halifax Water to maintain the depreciation rates on
contributed capital that were in place as of 2023/24 (test year 2 of the 2022 GRA) at 0%

water, 0% wastewater and 25% stormwater. The update to the debt strategy should
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consider the extent to which contributed capital should be depreciated and any related
phase in approach.

4.6 Staffing and Salaries (Institutional Capacity and Vacancies)

[131] In the 2022 GRA, compensation costs (salaries, wages and benefits) totaled
$43.9 million for the second test year (2023/24). In the current GRA, compensation costs
for 2025/26 (test year 1) had risen to $56.4 million, an increase of $12.5 million or 28.5%
over the 2-year period between the two rate applications. The $12.5 million represents
roughly 30% of the total increase in the revenue requirements. In 2026/27 (test year 2),
compensation costs are projected to be $60.4 million, a further increase of 7.0% over test
year 1. This represents 20% of the total increase in test year 2. Over the two test years,
compensation comprised over one-quarter of the total increase in revenue requirements.
[132] The increases in compensation costs are due to increases in staffing, higher
salary amounts and other compensation costs. A significant portion of Halifax Water’s
staff is unionized, therefore compensation increases are negotiated and contractually
agreed to.

[133] During the GRA, Halifax Water supplied a considerable amount of
information on both total and individual positions and full-time equivalents, both by
calendar and fiscal year. In a separate matter, the Board has also required Halifax Water
to file annual reports on their Institutional Capacity (now called Human Capital
Management Report M12360), including its staff resources. Annual headcount levels,

including proposed amounts for the two test years, are:
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Headcount by Fiscal Year
Total Change

2021/22 o247

2022/23 255 8
2023124 291 36
2024/25 624 33
2025/26 658 34
2026/27 690 32

[Source: Compiled using IR-8(a), Undertaking U-21]

[134] In 2025/26 and 2026/27 Halifax Water is proposing the addition of 34 and
32 new positions. Individual positions would be staggered to start at different times of the
year.

[135] As shown in the table below, in 2025/26 new positions would cost $2.5
million but the full $3.5 million cost of the 2025/26 positions would not be realized until
2026/27. Likewise, the full cost of the 2026/27 positions would not happen until 2027/28.
By test year 2 the cost of both years would be just over $5.8 million. Some positions would
be capitalized, so not all of the $5.8 million would be included in salary costs. Rather, a
portion of the cost would show up over time in the cost of the assets. Hence the exact

impact on rates of the new positions cannot be easily discerned.

Proposed Positions and Salary and Benefit Costs

2025/26 Fiscal Year 2026/27 Fiscal Year 2027/28

New = otal Costin New Costof - Full Costof r | costin  Total Costin
Positions in Positions in 2026/27 2025/26
2025/26 2228 2026/27  Positions  Positions 2026127 ele e
Department

Administration Services 4 238,280 3 206,263 360,010 566,273 746,759
Corporate Services 13 1,052,587 9 670,059 1,373,035 2,043,094 2,267,159
Engineering Services 7 579,204 1 70,892 765,758 836,650 907,660
Health, Safety & Environment 3 194,951 5 329,030 304,053 633,083 746,379
Wastewater / Stormwater 3 195,673 7 524,542 300,594 825,135 951,768
Water 4 ___ 245655 7 501,365 442,039 943,404 1,135,046
Total 34 2,506,349 32 2,302,150 3,545,489 5,847,640 6,754,772

Salary and benefit costs have been summarized as they w ere presented in U-21.
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Ms. MacKenzie discussed the process for vetting requests for new

positions, saying that managers make business cases to their directors on new staff and

that it could involve service standards and the volume of requests, that it could be a new

program or a program expansion, or the delivery of capital programs. She said “there’s a

lot of different factors that go into it” and that:

[137]

... everybody comes together with their lists and business cases, and then we evaluate
those based on how much money we feel we have available in the budget, what are the
risks of not hiring that person, those types of things.... And so there’s those types of factors
that are going into how we determine our staffing requirements.

[Transcript T1975, pp. 497-498]

At the hearing, Halifax Water staff discussed the issues driving some of the

requests for additional positions:

The volume of regulatory work in preparing applications and information requests
led to a request for a regulatory manager.

The cyber security program faced requests from the Auditor General but also
“continued program support as well as some of the delivery like the data analytics
and the data management to inform some of the decisions going forward. So there
will be efficiencies there.”

Additional engineering staff to “prepare and deliver our annual capital budget” and
to “stay on track with the planning so that we can deliver the projects that are
required based on that 30-year [integrated resource] plan.”

“There’s a significant administrative piece to environmental approvals, regulatory
approvals, land acquisition. ... we were deficient in a number of those areas.”

“an emergency management coordinator to oversee and improve emergency
responses, documenting of processes and making sure that everything’s in place
for that program. “

‘we may have had a supervisor that was overseeing two facilities and, from a
sustainability perspective, we've determined that’s not practical.”

“An electrical safety program coordinator to support the safety program given the
amount of electrical equipment in our facilities and in our pump stations that we
need to have a stronger safety program with that.”

“So it was more deficiencies from not making sure we had the right level of staffing
over the years and also introducing ... some midrange supervisors from the lead
process and the lead operator as well as a millwright, which in some cases we
would outsource that to a third party, but if we can bring it in-house, we can have
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more direct input onto the repairs that are needed and the maintenance needed at
our facilities.”

e ‘“with an increasing workforce, the people that support them have to have some
resources as well.”

[138] Halifax Water acknowledged in response to the NSRAB IR-8(a) that it has
had significant turnovers in staff with a rate of 9.5% in 2024/25. Likewise, CA IR-6d)iii
shows that the vacancy rate, which was high, was relatively stable although decreasing
from 5.82% in 2024 to 4.45% in 2025. Halifax Water included in its revenue requirements
a 2% vacancy factor for salaries, essentially reducing compensation costs. Mr. de

Montbrun stated that if vacancies were higher, this would:

... result in a savings that can be used to either offset other cost pressures or, as we talked
about earlier, would flow through the -- to the bottom line as a surplus and would go into
our accumulated surpluses.

[Transcript T1976, pp. 698-699]

[139] Halifax Water capitalizes portions of compensation, essentially adding them
to the cost of various capital projects. Hence all of the additional salary costs are not
immediately added to the revenue requirements. Rather, a certain portion is allocated to
various capital projects and the remainder is added directly to the revenue requirements.
Such capital projects are often funded through debt, with the principal and interest costs
recovered in the revenue requirements over the term of the debt, often 20 years. Hence,
capitalized salary costs may also be recovered over a 20-year timeframe. Conversely, to
the extent a capital project is funded through external grants, the embedded salary costs
for that year may never flow through the revenue requirements. The capitalization rate for
salaries and benefits was 17.2% in 2024/25.

[140] Intervenors provided a range of comments on costs including salaries and

staffing. Of particular note are the comments made by Mr. McLaren. He reviewed annual
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expense information provided by Halifax Water and observed that “the largest share of
the increase in each year relates to salaries and benefits ($4.6 million in 2025/26 and
$4.0 million in 2026/27).” He expressed a concern that Halifax Water's “2025/26 and

2026/27 salaries and benefits budgets may be overstated” saying that:

1. A number of the budgeted positions for 2025/26 appeared not to have job descriptions
developed at the time Halifax Water responded to information requests.

2. Ofthe 7 FTEs Halifax Water indicated were primarily related to improving capital spend
for the 2025/26 budget, only one of them had been hired at the time Halifax Water
replied to information requests and several of them had timelines for hiring in Q3.

3. Halifax Water was asked to provide the salary capitalization ratio for each year in
Figure 18 of the application, but provided only a single number of 17.2% for 2024/25.
Given the volume of capital work Halifax Water has planned compared to prior years
and that a number of the proposed new staff positions are justified on the basis of
improving the timely delivery of capital projects, it would be reasonable to assume that
the capitalization ratio for salaries and benefits would increase in 2025/26 and 2026/27
compared to prior years.

[Exhibit H-19, p. 22]
[141] While acknowledging that it was “difficult to know what a reasonable

adjustment to salaries and benefits would be based on the material currently on the

record” he recommended that:

The Board should consider reducing Halifax Water's forecast salaries and benefits
increases by 20% in each test year subject to Halifax Water providing better justification
for its forecasts or revising its forecasts to reflect more realistic vacancy rates and
capitalization ratios.
[Exhibit H-19, p. 22]
[142] Halifax Water's Rebuttal Evidence disagrees with Mr. MclLaren’s
recommendations, referring to the budgeted vacancy number and the staggered hiring
dates. When asked by the Consumer Advocate about Mr. McLaren’s recommendation,

Mr. de Montbrun testified that he thought the increases were reasonable:

A. (de Montbrun) Halifax Water, in preparing its budget for
the test years, looked at a number of new positions that we deemed to be required to
support the organization. Through that process, Halifax Water estimated when the
positions would be able to be hired and be employees of Halifax Water and reduce that
overall ask into what we would describe as a full-time equivalent position. So we started at
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about 33 new positions in year one of the first test year, reduced to 23 positions based on
full-time equivalencies. So we have considered the impact on timing of positions in our rate

Application. So we believe that that is a reasonable approach.

[143]

[Transcript T1973, p.132]

In testimony, however, Mr. McLaren clarified that he was still not satisfied

with the information provided by Halifax Water, referring to its rebuttal information as

“telling me and not showing me.”

[144]

Mr. Brown and Mr. Goldstein, Board Counsel’'s consultants, were also

asked about the McLaren recommendations and how best to “balance the request for

institutional capacity improvement resulting from this Application ... with the regulatory

compliance that must be done by Halifax Water.” Mr. Brown testified that

[145]

. Halifax Water has many challenges. Obviously, they've just gone through some
leadership transition. No small challenge to get new people -- people assume new roles,
people fill their roles, in the midst of many, many initiatives beyond just operating this big
utility. They have massive asset renewal programs, trying to understand exactly what the
needs are and prioritize those. They have the IRP-driven Capital Improvement Plan. They
have -- they’re just commissioning a multi-million-dollar IRP update, which requires a
tremendous amount of Halifax Water staff. They have numerous multimillion, some over
$100 million construction projects coming that take project management resources. Our
fear is certainly the institutional capacity gains is creating extra labour costs, but it's going
to hopefully allow a much more efficient execution of these very big initiatives, that if they’re
executed poorly or inefficiently, the costs go up by a whole lot more than the labour that
we’re adding to manage them properly.

So | think they have their hands full. That's one recommendation
from the Consumer Advocate that we weren’t -- we don’t support. And | mean, the reality
is how many they hire will probably be more about the market than what their target is. |
hope they can achieve their target, because | think it's important for their institutional
capacity. They really do have their hands full, and | think having those resources is
important to efficiently executing those initiatives.

[Transcript T1977, pp. 989-990]

In their closing submission, the Department of Municipal Affairs noted that

they were:

. not persuaded by HRWC’s justification of the efficiency and necessity of new hires,
including considerations such as full-time versus temporary/term positions and the
performance of existing staff. HRWC has hired a large number of staff in the recent past
despite growing operational deficits, and it is not clear from the utility’s evidence how the
new positions support the utility’s work while adding value to ratepayers. Clearer
justification for new positions should be developed. The Department of Municipal Affairs
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respectfully requests that the Board direct an update on the impact of HRWC'’s hires on
overall institutional capacity and the value being returned to ratepayers.

[Dept. of Municipal Affairs and Housing, Closing Submissions, pp. 3-4]
Findings

[146] The Board has carefully considered the proposed budget for compensation.
The Board acknowledges that Halifax Water faces significant pressure to deliver capital
projects and that it suffers from serious institutional capacity issues. The delivery of those
projects will require additional staff. The Board is mindful of the message delivered by Mr.
Brown and Mr. Goldstein that capital projects which are poorly executed may cost
significantly more than the added staff.

[147] At the same time, however, not all of the proposed positions are critical for
direct capital delivery. For example, only five of the FTEs in 2025/26 were identified for
direct capital delivery although other positions may support capital projects. Other
positions, such as in operations or cyber security, appear to have elements of a
reasonable business case. However, the Board is concerned that Halifax Water may not
be reviewing the business cases for positions holistically and that its approach to
prioritization encourages the organization to review managers’ requests for new staff in
an overly favourable light. The added positions were evaluated against “how much money
we feel we have available in the budget”, but the Board questions whether there was
money truly available. Halifax Water has been in a serious deficit position for some time
and any substantial increase in staff likely requires a rate increase to achieve that budget.
[148] The Board would have expected new positions to be heavily weighted
towards implementing the Integrated Resource Plan (IRP), but it is not clear that this is

the case. The Board needs to see a much more robust approach to adding staff. Business
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cases should review added staff positions against various factors including efficiencies
and cost offsets that can be documented and captured; existing funded positions that are
foregone in favour of the new position; service standards; and significant risk factors.
These business cases should be reviewed against the available funds, with the rate
assumptions clearly spelled out. In short, the Board expects much stronger prioritization,
and an evaluation as to how such additions will affect available funds and future rates.
The Board directs Halifax Water to develop such an approach as part of its 2026/27
Human Capital Management Report and include it in the next Institutional Capacity
Assessment Update. The Board may not review individual business cases, but it wishes
to ensure that proper evaluation and review procedures are in place.

[149] The immediate challenge for the Board is to determine the revenue
requirements for 2025/26 and 2026/27. The Board shares Mr. McLaren’s concerns about
staffing requirements and accepts his recommendation of reducing the staffing costs by
20% in each test year. Based on the evidence, the Board is not convinced that Halifax
Water can fill all the positions that it proposed in the test years. In the context of the
proposed application and the resulting rate shock, the Board therefore directs Halifax
Water to:

e Reduce its revenue requirements by an amount equal to 20% of:
o New staff as budgeted for test year 1 - 2025/26 ($500,000 reduction),
o New staff as budgeted for test year 2 - 2026/27 ($1,170,000 reduction),

o With the full year cost of new staff hired in the two test years not to exceed
$5,400,000.

¢ Increase its budgets for vacancies from 2% of gross staffing costs to 4%, with an
additional estimated savings of $1,200,000 for each test year.
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[150] The Board is not providing direction on any specific positions although it
assumes that Halifax Water will prioritize the addition of staff for capital delivery and to
focus on the delivery of the IRP. Irrespective of the above targets, Halifax Water may
want to consider adding additional positions where the costs are offset through the
elimination of a similar valued position. The Board notes that 2024/25 turnover in Halifax
Water was 9.5%. This should provide the opportunity to add critical positions without
eliminating staff by substituting one position for another.

[151] Halifax Water is directed to report in its next Human Capital Management
Report on the revised staffing positions and costs, essentially updating Undertaking U-21
for the revised staffing costs, but also updating the cost to show which positions are
expected to be capitalized and at what amounts.

4.7 Other Costs (including chemicals, electricity, etc.)

[152] Other than salaries and wages, there have been significant cost increases
in such operational items as contract services, electricity, materials and supplies, and
chemicals. These four categories represent $12.4 million in increased costs since the
2022 GRA. Together with other services and supplies they comprise just over one-third
of the additional revenue requirement in year 1. In test year 2, an additional $4 million is
added for these items.

[153] In its application Halifax Water explained that inflation is one of the “key
drivers” of operating costs, with the consumer price index increasing on average 2.73%
per year from 2015 to 2024.

[154] Halifax Water explained some of the water related increases in NSRAB IR-

98 a)
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a) The projected 135% increase in the materials, supplies, and services expense line for
2025/26 is attributed to a combination of operational and market-driven factors. A
significant portion of the increase is due to rising vendor pricing for licensing and
managed services. Additionally, tools and equipment to support ongoing operations,
along with personal protective equipment (ppe) to meet enhanced safety standards.
Vehicle-related expenses, including acquisition, maintenance, and fuel, have also
risen. On the technology front, investments in updated computer equipment and
infrastructure are necessary to support evolving business requirements. Furthermore,
software licensing costs have increased due to both inflation and expanded usage
across the organization. Together, these elements contribute to year-over-year growth
in this budget category.

[Exhibit H-6, pp. 343-344]

[155] With respect to electricity, Halifax Water stated in NSRAB IR-54 b)i that the
increases are based on the “most recent General Rate Application, the average actual
increases by rate class (as applicable for Halifax Water) over the previous 5-year term
(2021 to 2025), and the weighted average increase across all Halifax Water facilities and
rate classes”.

[156] Halifax Water stated in its application that chemical costs are budgeted to
increase by 5% per year in both 2025/26 and 2026/27. In NSRAB IR-54 a) it explained
that it uses annual contracts with the option to extend. Because Halifax Water purchases
many types of chemicals from different suppliers the “price increase for individual
chemicals can vary significantly from one chemical to another”, hence an increase of “6%
has been used historically as a conservative estimate for most chemicals.”

Findings

[157] The Board agrees that inflation has been a key driver of operating costs
increases. The Board notes that most of these other costs for the 2025/26 test year are
comparable or less than the 2024/25 actuals. However, the actual chemical costs in
2024/25 (about $9,549,000) were well under both the 2024/25 budget and the 2025/26
test year. The 2024/25 budget for chemicals was $10,492,056, almost $1 million over the

2024/25 actual. While the increase to test year 1 was just over $38,000, for a budget of
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$10,530,252, in test year 2 the application allowed for a 5% increase to $11,056,765. The
trend in chemical costs is not clear to the Board. Actual costs appeared to rise in 2023/24
only to fall in 2024/25, stay flat in the test year 1 budget, and rise in test year 2. The Board
directs Halifax Water to budget in test year 1 for $9,788,000 and in test year 2 for
$10,032,000, increases of 2.5% per year.

[158] Halifax Water is encouraged to track and explain the actual costs of items
when developing its budget. The Board is concerned that some items may be budgeted
too conservatively, on the assumption that a short-term trend will extend into future years.

4.8 Financial Sustainability

[159] Financial sustainability was not raised directly in the evidence or testimony
for the GRA but was evident in some of the discussion that took place. There was
considerable discussion about the overall financial state of Halifax Water, the extent to
which it had incurred deficits, and why it delayed applying for a rate increase.

[160] In NSRAB IR-24 j) Halifax Water stated that it intends to develop a 30-year
financial model by the end of 2025/26 that would include revenues and “estimates for all
key cost drivers, including the impact of the long-term capital plan and the revised IRP on
the debt and depreciation costs.” The model would be updated as assumptions change.
[161] Mr. McLaren recommended that Halifax Water should be directed to
propose a 5-year plan to rebuild its reserves at the time of its next GRA.

[162] In his opening statement, Philip Fraser, CEO of Killam, stated:

Governments and utilities cannot ask households and businesses to absorb costs while
exempting themselves from the same discipline. We continue to see increased spending
on things like new office spaces and vehicle fleets, and it raises the question about fairness.
Halifax Water’'s structure of being owned by the City, combined with the way budgets
appear to be built around maximum allowable expenses, creates confusion and suggests
a lack of efficiency compared to other municipal utility models.

[Exhibit H-31, p. 2]
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Findings
[163] In their appearances before the Board, Halifax Water staff were well-
prepared, professional and competent. The Board has found no reason to question the
day-to-day financial activities and transactions of Halifax Water. Extensive and thorough
information was provided. When issues with the quality and consistency of the information
arose, Halifax Water staff were able to promptly correct the information or elaborate on
the context.
[164] The Board recognizes that water, wastewater and stormwater services are
very challenging, complex planning areas. Many parts of the system are interdependent
with one change affecting multiple elements. Moreover, such systems are built to serve
growing communities and can affect development for multiple years into the future.
Sustainable planning depends on understanding these interdependencies and external
factors such as the regulatory environment, climate change, inflationary pressures and
population growth. These factors all combine leading to an unusually high level of
uncertainty and complexity.
[165] In considering the application, the evidence and the testimony, the Board
has concluded that maintaining financial sustainability in this environment requires two
key elements: strong planning and discipline/focus. The Board will discuss each.
[166] The Board’s role in a decision such as the GRA is to allow a utility to have
rates that are “just and reasonable”. In this case, it means that the Board, when reviewing
the application, must consider both the need for safe, available water but also the cost to
the ratepayer for each service provided.
[167] The Board has observed that Halifax Water, in its presentations, writings

and evidence, has a very strong commitment to safe and quality water, as well as sanitary
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and stormwater service. However, the Board has also observed that Halifax Water does
not appear to adequately weigh this commitment against the cost to ratepayers, and the
community’s ability to afford these same services, both in the long- term and short-term.
The Board has noted that, despite being in a difficult financial situation, Halifax Water has:

e spent all available surpluses;
e continued running financial deficits over a span of several years;

e made significant financial decisions that, although they could have been
moderated or delayed, have deepened their financial challenges; and

e delayed applying for a general rate application, hence intensified its financial
difficulties.

[168] The Board has therefore concluded that Halifax Water has paid insufficient
attention to its financial health. Halifax Water’s financial sustainability must be a top
priority. Paying insufficient attention to its financial well-being not only harms its
ratepayers but also damages the organization’s credibility, its long-term financial capacity,
and its efforts to move forward on required capital investments in the IRP.

[169] The Board considers that Halifax Water should conduct more robust
financial planning in both the short and long term. For instance, in between applications
for a rate increase, Halifax Water has very limited ability to raise revenues. Additional
revenues come principally from new customers, higher consumption and miscellaneous
revenues. Conversely, there can be considerable pressure during the same time period
on operational and other expenditures. In testimony, Halifax Water staff agreed that
increases due to inflation, interest rates and depreciation exceeded those new revenues.
For instance, in test year 1, revenues grew by $2.5 million over the 2024/25 budget. In
the same time period operational expenses grew by $12.5 million and financing costs by

an additional $8 million. Hence, every new dollar from growth was overwhelmed by almost
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eight dollars in costs. This is a critical consideration for Halifax Water and a serious
challenge to their financial sustainability. Yet despite limited revenues and a projected
deficit, Halifax Water failed to take steps to offset its financial losses, continued to expand
its staffing complement, and delayed its application for a rate increase.

Need for Updated and Expanded Financial Strategies

[170] To guide its long-term finances Halifax Water uses several tools. First, it
uses its affordability measure of 2% of household median income for its three services.
In 2014 Halifax Water adopted a rate smoothing strategy to “achieve the objectives of the
IRP and meet the requirements of asset renewal, environmental compliance, and growth.”
This strategy set the affordability measure as the “total average residential utility bill at
2% of median household income or less.” Their application states the current utility bill for
water, wastewater and stormwater is at 1.05% and with the proposed rates will rise to
1.22% in 2025/26 and 1.44% of median household income in 2026/27.

[171] Secondly, Halifax Water has a debt strategy, prepared in 2012 and updated
in 2018. The strategy recommended “Alternative Six” which focused heavily on RDC
funding. The modelling at the time suggested that, under this option, the affordability
measure would peak at 1.68% before declining to 1.39% of median household income in
2041/42. Together with its Cost-of-Service Manual and the IRP, Halifax Water refers to
the three as their “Sustainability Framework”.

[172] The Board has concluded, however, that there are significant gaps in the
financial strategies and models that Halifax Water employs. Its affordability measure is a
useful tool that allows benchmarking to other jurisdictions and provides a trend for its own

performance. However, its assumption that a 2% target of median household income is
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reasonable does not appear to be based on any clear assumptions and seems quite
broad, allowing for significant cost increases without any other measures. For instance,
its debt strategy showed a 2041/42 affordability measure of 1.39%, giving Halifax Water
considerable flexibility to increase expenditures and stay within its broad 2% target. The
Board would note that, while considerable IRP capital remains to be undertaken, in test
year 2 Halifax Water will exceed the affordability measure of 1.39% that its own debt
strategy saw as optimal. Inadvertently, the generous 2% target may encourage
inefficiencies.

[173] The Board would further note that while it believes there is value in
benchmarking costs relative to median household income, Halifax Water should focus on
more than just average household income. Lower income individuals and renters in multi-
unit residential have greater affordability challenges. Commercial ratepayers and
businesses face competitive challenges distinct from residential ratepayers.

[174] Moreover, Halifax Water's debt strategy is outdated. There are significant
changes expected in the cost of capital projects under the IRP. In addition, the RDC,
which was central to the 2018 update, has been frozen since 2023. Other gaps exist. The
Board notes that in testimony Halifax Water referred to future rate increases due to a
rapidly expected growth in capital projects yet was unable to provide any indication of
their magnitude. Notably, Halifax Water has commissioned an econometric model to
forecast revenues but has not used the model.

[175] The Board directs Halifax Water to update its debt strategy using the most

up to date information on capital projects and considering recent changes in RDC funding,
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the most recent IRP, as well as options and assumptions for external funding,
depreciation funding and contributed capital.

[176] In addition, the Board directs Halifax Water to develop stronger operating
and rate strategies, using financial modelling as their basis. Models should focus on key
operating items such as consumption revenues but also include salaries, contracts,
materials and chemicals, as well as financing costs such as debt charges and
depreciation. This should include considerations of long-term rate impacts and should be
linked to the debt strategy and the 5-year business plan. It should be maintained on an
ongoing basis and used to guide Halifax Water decisions including capital funding. The
above updated strategies are to be filed by June 30, 2027, with a progress report provided
in the next general rate application.

4.9 Retrospectivity — April to December 31, 2025 (revenue shortfall)

[177] According to Figure 36 in the application, in its preferred Scenario 3, Halifax
Water seeks to include $24,459,209 in the revenue requirement for the 2026/27 test year
to recover a projected revenue shortfall for the period April 1, 2025, to December 31,
2025. This projected revenue shortfall arises because Halifax Water only applied for new
rates on May 5, 2025, despite having an operating deficit and having used its entire
accumulated surplus of $38 million. Halifax Water had an accumulated operating deficit
by the end of the 2024/25 fiscal year.

[178] Halifax Water recognized that the timing of this application meant new rates
for the 2025/26 test year could not be in place until at least January 1, 2026. Because the
utility’s accumulated surplus had been depleted, the projected revenue shortfall for the
period from April 1, 2025, to December 31, 2025, must be accounted for as part of the

accumulated deficit. Halifax Water wants to recover the entire amount of this projected
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revenue shortfall in the 2026/2027 test year. Recovery of the projected revenue shortfall
has been allocated between water services ($17.1 million) and wastewater services ($7.4
million).

[179] Halifax Water knew that it had requested rates that did not entirely cover its
revenue requirement in the 2020 and 2022 GRAs. This was done primarily to mitigate the
impact of rate increases during the COVID-19 pandemic and its aftermath. In the 2022
GRA, Halifax Water still projected a significant accumulated surplus by the end of the
2023/24 test year. It anticipated filing a GRA application in late 2023 or early 2024 at
which time the operating deficit could be addressed. That did not happen.

[180] The reasons for the delay in filing this application were discussed in the
application, IR responses and during the oral hearing. Halifax Water went through
significant senior management turnover in 2023 and 2024. This included the positions of
General Manager, Director of Engineering and Information Technology, Director of
Operations, and General Counsel/Director of Governance and Human Resources.
Halifax Water was also transitioning to new Enterprise Resource Planning software while
facing financial headwinds. At the hearing, Ms. MacKenzie said that “...in our history at
Halifax Water, that was a significant number of executives coming and going from the
organization at one period of time.”

[181] Section 4 of the Halifax Regional Water Commission Act, SNS 2007, ¢ 55,
says the Halifax Water board of commissioners consists of seven residents of HRM, up
to four of which may be members of HRM Council. There is also a non-voting board
member from HRM staff. Despite senior level management turmoil, Exhibit H-43 shows

that the Halifax Water board of commissioners was made aware of the need for a rate
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increase as part of an information package prepared for their February 22, 2024, meeting.
The package about the proposed 2024/25 operating budget was submitted by Mr. de
Montbrun and approved by Ms. MacKenzie. She was then Halifax Water’s acting CEO
and General Manager.

[182] The information package showed a projected operating loss of $2,316,000
in 2023/24 based on the approved budget for that fiscal year. The proposed budget
projected an operating loss of $18,682,000 for 2024/25. The information package also
projected that the operating accumulated surplus would become an accumulated deficit
in 2024/25. It provided an overview of the significant cost drivers in each of the water,
wastewater and stormwater services. The need for a rate increase was expressed as

follows:

Halifax Water targets to maintain a minimum accumulated operating surplus of 3% of total
expenditures to mitigate risk. Accumulated operating surplus can be used to offset
operating losses, or to fund future additions to utility plant in service, subject to NSUARB
approval. Based on the projected financial position as at March 31, 2024, without an
increase in rates there will be a projected accumulated deficit of $8.9 million.

The operating budget will form the basis of a general rate application which is planned to
be filed within the next few months. The rate application will utilize the approved budget
and the approved cost of service methodology, to develop rates that would cover the full
costs of operating the utility.

[Exhibit H-43, PDF p.11]
[183] There were four more Halifax Water board of commissioners’ meetings in
2024. No GRA was filed within months of the February meeting. Mr. de Montbrun testified
that, to his knowledge, the municipal election in October 2024 was not a reason for the
delay. Mr. de Montbrun also said that there were no anticipated extraordinary or unusual
expenses in the period April 1, 2025, to December 31, 2025.
[184] Halifax Water’s request to include the projected $24,459,209 shortfall in the

revenue requirement for the 2026/27 test year is a clear example of retroactive
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ratemaking. It involves including expenses incurred prior to the test year in the revenue
requirement for that test year. The traditional rule against retroactive ratemaking is that a
utility cannot ask a regulator to establish rates retrospectively to allow it to recover losses
that have already been crystalized. This type of ratemaking might be more appropriately
called retrospective ratemaking. However, the Board notes that in much of the caselaw,
retroactive and retrospective ratemaking are used as interchangeable terms. There are
very few examples of pure retroactive ratemaking where a regulator makes an order
about rates that has an effective date prior to the date of the decision or order. The Board
will use the term retroactive ratemaking.

[185] Utility regulators in Canada routinely do not allow retroactive ratemaking.
This is because traditional cost of service ratemaking involves estimating future annual
utility operating expenses over test years. The revenue requirement for the test years is
the sum of the allowed projected operating costs plus a rate of return on the utility’s capital
rate base. The entire process underpinning proposed rates is prospective. Everyone
involved in the process knows that projecting expenses and revenues is not an exact
science. While there will invariably be differences between projected and actual figures,
provided a utility meets its overall revenue requirement, no rate increases are necessary.
[186] The prohibition against retroactive ratemaking is not absolute. Certain forms
of retroactive ratemaking are well recognized. They include retroactive adjustments to
interim rates and established true-up mechanisms where projected costs included in rates
are trued up, either up or down, after actual costs are known. An example of the latter is

NS Power’s Fuel Adjustment Mechanism. The rationale underpinning these types of
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exceptions to the rule against retroactive ratemaking is that customers are given notice
up front that the rate is subject to change.

[187] The Board recently considered the availability of retroactive ratemaking in
situations outside the more recognized forms. NS Power sought to recover $26.4 million
in operating costs incurred because of Hurricane Fiona (2024 NSUARB 116). The costs
had already been incurred at the time of the application, so it was a case of retroactive

ratemaking. The Board said:

[72] The Board is in general agreement with the Alberta Court of Appeal’s approach to
retroactive ratemaking. Where there is no express statutory prohibition against retroactive
ratemaking, it is beneficial for the Board to have some flexibility to address extraordinary
or novel situations by relaxing the rule against retroactive ratemaking so that the interests
of both the utility and its ratepayers can be considered, without opening the door to endless
rate adjustments.

[188] Halifax Water submits that this rationale provides a basis for allowing the
recovery of the revenue shortfall in this case. In the Hurricane Fiona Decision, the Board
outlined factors that should be considered when deciding whether to exercise its
discretion and allow retroactive ratemaking where the traditional exceptions were not
applicable. In that case, the issue was framed as allowing a deferral account so the
Hurricane Fiona operating costs could be collected over time, as opposed to expensing
them in the year they were incurred. These factors can be applied to retroactive
ratemaking generally. They include:

e Whether the expenses are extraordinary or unusual or result from an event which
is unusual or extraordinary.

e Whether the expenses are beyond the utility’s control and could not have been
reasonably anticipated.

e The expenses must be “significant”.

e Whether, if not incorporated in rates, the expenses will have a material impact on
the utility’s financial condition.

e Whether, if granted, the recovery of expenses that have already crystalized will
provide significant benefits to ratepayers.
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Findings

[189] There is no doubt that $24.5 million is a significant amount. It represents
approximately 14% of Halifax Water's operating revenues for fiscal 2024/25 and
approximately 13.5% of its operating expenses for the same period. The impact of
disallowing the full recovery of the shortfall amount in the second test year on Halifax
Water’s financial condition is not apparent. Halifax Water said it would have an impact on
cash flow and would mean the utility would have to incur more debt. This impact was not
quantified. There is no evidence that not recovering the $24.5 million in the requested test
year will materially impair Halifax Water’s financial condition.

[190] While the management turmoil Halifax Water experienced may have been
unprecedented, this is not a principled reason for departing from the usual rule against
retroactive ratemaking. Halifax Water said the operating expenses themselves were not
unusual or extraordinary. They did not result from an event that was unusual or
extraordinary. It is only the delay in seeking recovery through rates that was impacted by
the management changes. Even at that, there is no evidence of instability associated with
the Halifax Water board of commissioners, which is ultimately responsible for the
management of the utility and approving rate increase applications. Why the board of
commissioners did not provide directions to staff about a rate application is unknown. In
any event, the expenses incurred from April 1, 2025, were not beyond Halifax Water’s
control and the expenses and resulting operating deficit were anticipated.

[191] While, in a general sense, ratepayers benefit from a financially sound utility,
there is scant evidence outlining how ratepayers will benefit from the inclusion of a $24.5
million shortfall in the second test year. Halifax Water provided general information about

the need to increase debt, the cost of which would ultimately be paid by ratepayers.
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Halifax Water also warned that delaying recovery of the shortfall would probably cause
more rate pressures, given the significant capital expenditures that will be required to
upgrade its infrastructure. Specifics are lacking at this stage. When considered in the light
of rate increases that amount to rate shock, this factor does not weigh in favour of
retroactive ratemaking.

[192] Taking all the factors into consideration, on the record before it, only the
amount involved would support the Board exercising its discretion to permit retroactive
ratemaking. Leaving aside considerations about the nature of municipal utilities,
discussed below, the Board would ordinarily not allow recovery of a revenue shortfall
caused by a failure to bring a timely application. The Board must consider whether
different considerations apply where the utility does not have the same rate of return
structure as privately-owned utilities.

[193] The Consumer Advocate’s consultant, Mr. McLaren recommended that the
approximately $24.5 million revenue shortfall should be recovered through a rate rider,
during the second test year, as opposed to being embedded in rates. When questioned

by Board Counsel about any concerns with retroactive ratemaking, he said:

A. So | have a couple of thoughts on that topic. The first is
what you’ve kind of described as something that one of my colleagues on the consumer
side in Manitoba calls the regulator’s dilemma, and it particularly applies to government-
owned cost of service regulated utilities like Halifax Water and Manitoba Hydro, which is a
utility I'm familiar with. And the challenge there is if you have a privately-owned utility that
has a return on equity, it's easy for the regulator to say, well, that decision to file late, that’s
a management decision, you're at risk for that, that comes out of your return on equity.

The situation that utilities like Manitoba Hydro and Halifax Water
have is that they don’t have that relationship. So if the Board doesn’t award the shortfall, it
will result in a -- all else being equal, it will result in a bigger accumulated deficit that will
need to be paid back eventually at some point. There’s not really anywhere else for it to go
unless you get to a situation where perhaps the municipal government decides to pay it off
for them or something like that.
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So that kind of issue is kind of unique to these types of utilities and
sort of informs my thinking on the retrospective element of the shortfall rider.

[Transcript T1976, pp. 906-908]

[194] The Board’s historical treatment of water utility accumulated deficits
illustrates the “regulator’s dilemma” discussed in Mr. McLaren’s testimony. Unlike Halifax
Water, most municipal water utilities are not separate legal entities from the municipalities
in which they offer their services. Accumulated deficits are often the result of an inordinate
delay in seeking rate increases because such an application is politically difficult, or due
to the capacity issues of small municipal staffs, or a combination of both. These historical
factors resonate, to some extent, in this matter.

[195] In some earlier cases, the Board took a strict approach to the issue and
would not allow any retroactive recovery of shortfalls incurred prior to new rates being
approved. Accumulated deficits remained on the books for years. The Board
subsequently modified its approach. Traditionally, most municipal water utilities did not
have earnings, above the cost to serve, embedded in rates. In some cases, the Board
allowed earnings for the repayment of the accumulated deficit. Some of these cases
stipulated that the earnings had to be applied to the accumulated deficit. Other cases
allowed earnings based on the general principle that they were allowed for municipal
utilities. The Board recognized these earnings would likely be used to pay down
accumulated deficits but did not specifically direct it, presumably not wanting to endorse
retroactive ratemaking.

[196] Based on the foregoing, Halifax Water is correct that there is Board
precedent for allowing recovery of amounts that will be applied to accumulated deficits in

prospective rates. The principled basis for resolving the “regulator’s dilemma”, except
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perhaps pragmatism, is somewhat elusive in the reported precedents. Conceptually,
municipal utilities are allowed earnings and if, where there is a deficit, the amount is not
paid into general revenue, but applied against the deficit, it could be seen as akin to the
municipal owner paying down the accumulated deficit. That municipal water utilities have
been allowed this mechanism does not mean that it must be done in every case. In this
case, Halifax Water is already paying a form of dividend to HRM. Also, the magnitude of
the accumulated deficit incurred in such a short period and the request to recover it all in
one year make this an unusual situation. In prior cases where accumulated deficits have
been considered by the Board, there was often a plan for the elimination of such deficit
over several years.

[197] In this case, the significant proposed rate increases in the second year
materially contributes to rate shock. The recovery of the shortfall amount is a significant
portion of the revenue requirement in the second test year. While recognizing rate shock,
Halifax Water has proposed little in the way of mitigating measures. The Board
understands there have been recent cases where rate increases that exceed the Halifax
Water proposal, on a percentage basis, have been approved. No other water utility has a
combined water, wastewater and stormwater system. This means that while Halifax
Water has many more customers than other municipal water utilities, the corresponding
costs to operate and maintain its large system are of a different order of magnitude.
[198] It is not just the percentage increase, but the actual dollar amount of the
increase and the dollar amount of the resulting water bills that is important. Given the
dollar amount of the proposed increases, and their impact on affordability for a significant

portion of Halifax Water’s customer base, the Board finds that it is not appropriate to allow,
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in the revenue requirement for the second test year, the recovery of the shortfall amount
for the period April 1, 2025, to December 31, 2025, caused by Halifax Water’'s delay in
making this application. The actual shortfall amount will be deferred for recovery in later
years. As noted elsewhere in this decision, the Board expects Halifax Water to propose
a plan for the recovery of this amount in its next GRA. The Board recognizes that Halifax
Water customers have benefited from lower rates than might otherwise have been the
case if the utility had made its application earlier. In the circumstances of this case, that
is no reason to disregard the rate shock concept on a prospective basis. That is
particularly the case where not every potential mitigating avenue has been explored with
HRM, the utility’s owner, to see if the impact of the accumulated deficit on rates can be
mitigated.

[199] This brings the Board to another point Mr. McLaren raised in the excerpt
from his testimony cited above. He said ongoing revenue shortfalls must be accounted
for as part of the accumulated deficit unless the municipal government owner decides to
pay it. Some municipal governments have done this to alleviate the burden on ratepayers.
A recent example is discussed in an application by the Municipality of the County of
Colchester on behalf of the Tatamagouche Water Utility (see: 2025 NSRAB 96). In that
case, involving a much smaller utility and municipal unit, the municipal owner chose to
provide a grant to pay down an accumulated deficit of $158,000 to mitigate the impact of
rate shock.

[200] On September 8, 2025, Andy Fillmore, HRM’s mayor, wrote to the
Consumer Advocate expressing “deep concern” about the impact of Halifax Water’s

proposed rate increases. That letter was forwarded to the Board by the Consumer
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Advocate and accepted as a letter of comment. Mayor Fillmore urged that every effort be
made “to limit the amount of any increase.” Mayor Fillmore made it clear he was
expressing his own views and not those of HRM. This view was expressed, in one way
or another, in many letters of comment.

[201] Obviously, the Board has no jurisdiction over HRM's budget process.
However, while it is too late for this application, by not allowing the recovery of the
accumulated deficit shortfall in the second test year, Halifax Water will be able to explore
the issue with HRM to see if there is any political will to limit future rate increases by
absorbing some, or all, of the shortfall amount contributing to the accumulated deficit. The
Board directs Halifax Water to explore the issue with HRM prior to the next rate
application.

[202] Also, Halifax Water raised the spectre of potentially large rate increases that
will be required in future years to pay for needed upgrades to old infrastructure in
accordance with its IRP and its Five-Year Business Plan. Halifax Water’s point is that
delaying recovery of the shortfall amount will only exacerbate future rate increases. This
issue has been raised somewhat in the abstract, without details about what these future
increases will be. There is no doubt that considerable effort, involving large capital
expenditures, will be required for Halifax Water to maintain a safe and reliable system.
The large capital outlays needed to make up for years of deferred refurbishments or
replacements have been an issue that has been of concern to the Board and the
participants in its proceedings for some time. There have been problems with Halifax
Water’s capacity to implement the IRP. There are legitimate concerns about affordability.

To approve the recovery of the projected $24.5 million shortfall in the second test year,
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without a clear picture of the timing of the future capital expenditure program, and what
future rates will look like, appears to be short-sighted. What is needed is a more holistic
approach where participants can see what these future rates will be, based on a sound
and current analysis of what is needed to provide safe and reliable service, and what, if
any, mitigating measures will be needed to make them affordable. The recovery of the
actual revenue shortfall amount in future years should be included in this wider analysis
which will be considered in the next GRA.

[203] Another aspect of the revenue requirement related to HRM, as Halifax
Water’s owner, is the annual combined dividend/grant in lieu of taxes the utility pays to
HRM. It was discussed during the hearing, and in some post-hearing submissions, as a
potential avenue to limit rate increases. Dividends are usually associated with companies
with shareholdings. Halifax Water is a corporation without share capital and the Nova
Scotia Companies Act does not apply to it. Nevertheless, this issue will be explored based
on the wording of the agreement between HRM and Halifax Water, and the treatment of
earnings for other municipal water utilities without share capital. The Board will proceed
with an analysis of this issue in the circumstances of this matter.

4.10 Dividend/Grant in Lieu of Taxes

[204] Halifax Water and HRM have a Grant in Lieu of Taxes/Dividend Agreement
effective April 1, 2023 (GLTD Agreement). It was approved by the Board in a letter dated

May 18, 2023 (see: M11034). In the May 18, 2023, decision letter, the Board said:

The Board believes that an appropriate time to review these percentages and the dividend
payment is during the general rate application process. Halifax Water has previously
indicated to the Board that it anticipates filing its next GRA in late 2024, or early 2025. The
Board approves the methodology to calculate the grant in lieu of taxes/dividend payment,
as set out in the Agreement, subject to further review by parties as part of Halifax Water’s
next GRA. A potential item for review at that time is the percentage allocation to each of
the water, wastewater and stormwater service in the calculation of the payment, and
whether this should more appropriately be based upon cost-of service principles.
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[205] This is the first GRA since the Board approved the GLTD Agreement. It
provides for an annual payment from Halifax Water to HRM which combines the concepts

of a dividend and a grant in lieu of taxes. This is set out in the preamble:

AND WHEREAS the parties wish to enter into a new agreement (this “Agreement”) with
respect to the payment by Halifax Water to HRM of an amount calculated in accordance
with section 3 below (per section 92(1) and 92(2) of the HRM Charter and sections 20(3),
20(4), 22 and 23 of the Halifax Regional Water Commission Act), which amount represents:

(i) grants in lieu of taxes on taxable assets used to provide water service of Halifax Water
within the geographical boundaries of HRM, and

(ii) dividends, paid from the surplus of Halifax Water's undertaking for the general
purposes of HRM, related to stormwater and wastewater services. [Emphasis added]

[Exhibit H-14, PDF p. 82]

[206] The payment amount is based on the assessed value of Halifax Water's
properties as established by the Property Valuation Services Corporation (PVSC). The
GLTD Agreement allocates the payment for each service as no more than 1.56% times
the water rate base, at least 0.25% times the wastewater rate base, and at least 0.25%
times the stormwater rate base. The GLTD Agreement states that if these allocations are
not sufficient to fund the payment, as calculated based upon the PVSC assessment and
property tax methodology, the allocations for wastewater and stormwater will be
increased to a level sufficient to fund the payment. The GLTD Agreement is for a five-
year term. The formula establishing the payment is entirely based on the municipal taxes
that would be payable by Halifax Water to HRM, except that the amount was discounted
by 8% in fiscal 2023/24. The discount is reduced by 2% annually, meaning that in the last
year of the term (2027/28), and thereafter, if the GLTD Agreement is renewed, the annual
payment equals the amount Halifax Water would pay in municipal taxes.

[207] The payments under the GLTD Agreement go into HRM'’s general revenue.

The GLTD Agreement payments included in revenue in the test years are $ 7.236 million
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and $7.683 million, respectively. Also, Halifax Water made the GLTD Agreement payment
of $7.031 million to HRM for 2024/25 when the utility ended up incurring an operating
deficit and an accumulated deficit of approximately $3.9 million in that year. Mr. de
Montbrun testified he had no knowledge or recollection of Halifax Water seeking relief
from the GLTD payment for fiscal 2024/25. Mr. de Montbrun also testified that the idea of
reducing the GLTD Agreement payments to HRM for the test years was not raised prior
to filing this rate application. He indicated that it might not be too late to approach HRM
about this possibility, although he cautioned that for the current fiscal year, which
coincides with the first test year, the HRM budget has already been approved.

[208] The Consumer Advocate submitted that suspending the payments under
the GLTD Agreement would be a reasonable measure to alleviate rate shock. The

Consumer Advocate asked for a Board directive:

The Board should direct Halifax Water to engage in discussions with HRM aimed at
reducing or eliminating the grants in lieu of taxes Halifax Water pays to HRM and to reflect
any changes in the grants resulting from these discussions in its compliance filing.

[Consumer Advocate Closing Submissions, p. 8]

Halifax Water said it had no objection to this request.
Findings

[209] HRM can levy real property and business occupancy tax against Halifax
Water under the Assessment Act and s. 92(1) of the Halifax Regional Municipality Charter
(HRM Charter). However, s. 92(2) of the HRM Charter allows HRM to enter into an
agreement with Halifax Water “... providing for the payment of grants in lieu of commercial
and business occupancy rates and taxes ... in such amounts annually as shall be agreed
upon...”. The GLTD Agreement creates a grant in lieu of taxes associated with the water

service provided by Halifax Water. The dividend component of the GLTD Agreement
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relates to the stormwater and wastewater services. The GLTD Agreement says that the
dividend component must be “... paid from the surplus of Halifax Water’'s undertaking...”.
The word surplus could have different meanings. When the GLTD Agreement was
approved by the Board, Halifax Water had an accumulated surplus.

[210] The Board has considered whether the dividend component of the GLTD
Agreement should be allowed in the revenue requirement in this application. The Board
recognizes that the payment to HRM is not a true dividend in the corporate sense like, for
example, under the Companies Act. The Board recognizes that the Companies Act does
not apply to Halifax Water. However, combining the concept of surplus with Halifax
Water's undertaking, as opposed to, for example, its operating revenues, or an
accumulated surplus, is consistent with the corporate solvency test that a company must
meet to issue dividends. This solvency test is usually expressed as an excess of assets
over liabilities and the ability to pay current liabilities as they become due. Based on the
evidence in this proceeding, the value of Halifax Water's undertaking exceeds its
liabilities, including the liability for the HRM dividend. There is no evidence Halifax Water
cannot meet its bills as they come due. Therefore, paying the dividend component is
permissible under the GLTD Agreement.

[211] That said, the Board retained jurisdiction to revisit the GLTD Agreement in
this GRA. The Board has denied dividends for wastewater and stormwater services
payable to HRM in the past. In Halifax Regional Water Commission (Re), 2010 NSUARB
244 (CanLll), at para. 53, the Board made the following comments, in denying a dividend

component related to stormwater and wastewater:

[53] The proposed wastewater and stormwater grant in lieu of taxes/dividend is a
different issue. The condition of the recently transferred infrastructure to HRWC is such
that it requires very significant expenditures to bring it to an acceptable standard and meet
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the appropriate regulations. If HRM had maintained the infrastructure in a reasonable
condition before transfer to HRWC, customers of the Utility would not be paying these huge
bills now. Under the proposed arrangement, customers are paying millions of dollars for
the infrastructure deficit and are also being asked for a dividend, which to the Board seems
unreasonable.

[212] Since then, the Board has allowed a dividend because Halifax Water does
use municipal services for its stormwater and wastewater services. Also, the cited case
was decided when Halifax Water was exempt from municipal taxation. Nevertheless, the
infrastructure deficit for stormwater and wastewater remains. The issue concerning the
Board is what to do where Halifax Water is in an accumulated deficit position. In the
interest of avoiding rate shock, the Board has determined this accumulated deficit should
not form part of the revenue requirement in the second test year. Therefore, there will be
an accumulated deficit on Halifax Water’s books for both test years. The Board has, in
the past, denied earnings payable to a municipal owner where there is an accumulated

deficit. In Amherst (Town) (Re), 2017 NSUARB 90 (CanLlIl), at para. 42, the Board said:

[42] The Utility is cautioned that although the Board approves the dividend to owner in
the amounts presented in the Rate Study, the Utility may only pay out the maximum of
these approved amounts if the Utility is in an accumulated operating surplus position before
the dividend is paid. Any portion of the dividend to owner that will put the Utility into an
accumulated deficit position, in any given year, is disallowed.

[213] This is not based on corporate dividend law, but on establishing just and
reasonable rates, where the earnings or dividend component is not based on the
traditional methodology to establish a rate of return. In the circumstances of this
application, HRM has de jure control over the Halifax Water board of commissioners that
contributed to the delay in filing a rate application. As a rate shock mitigating measure,
the dividend component of the GLTD payment should not form part of the revenue
requirement in the first test year. Figure 18 of the application shows that the amount

allocated to the wastewater/stormwater dividend is $1.078 million. This amount is
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excluded from the revenue requirement in the first test year. Given the mitigating
measures in this decision that materially lower the rate increases in the second test year,
the same rationale does not apply, and the amount of the dividend will be maintained in
the second test year. Halifax Water should also approach HRM to see if it can obtain relief
for a larger portion of the GLTD Agreement payment to further alleviate the proposed rate
increases. While Mayor Fillmore, in his personal capacity, might welcome an initiative to
do what is possible to hold rates down, it remains to be seen what HRM Council is able
or willing to do. In any event, Halifax Water must report back on that issue in the next
general rate application.

[214] The payment under the GLTD Agreement provides another avenue to
explore. This potential avenue was raised when addressing the issue of retroactive
ratemaking. Some municipal water utilities have requested annual earnings as utility
owners to use the proceeds to pay down an accumulated deficit. The Board has allowed
this in the appropriate circumstances. Various municipalities have come up with different
repayment plans. They usually span several years. Conceptually there is nothing
preventing the municipal utility owner from applying these earnings to the accumulated
deficit.

[215] Therefore, in a future application, depending on the requested rate
increases, it might be possible to have HRM confirm that any dividend will be applied to
the accumulated deficit. It might be possible to have a larger portion of the GLTD
Agreement payment applied to the accumulated deficit. These comments are made while
keeping in mind that HRM councillors form the majority of the Halifax Water board of

commissioners yet took no action to have an earlier rate application that might have
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alleviated the rate shock proposed in this GRA. The Board directs Halifax Water to explore
these options. A plan to deal with the accumulated deficit can be reviewed in the next
GRA, all in the context of making every effort to limit the amount of future rate increases.

4.11 Cost of Service Design Manual, including base charges

[216] Halifax Water's 2022 GRA application included updates to its Cost of
Service (COS) Manual. The previous update was in Halifax Water's 2020 GRA.

[217] The 2022 proposed revisions included updates to the narrative,
percentages, and formulas, based upon current information; adjusted language to provide
clear definitions and descriptions; adjustments to reflect the requested changes contained
in the application; and housekeeping and cleanup of typographical errors.

[218] In that proceeding, Halifax Water noted that analysis using data from AMI
meters may provide sufficient differentiation in daily peaking characteristics by customer
class to warrant a max hour as a factor in allocating costs but did not implement this in
2022 as normal consumption patterns were impacted by the COVID-19 pandemic.

[219] In response to an IR from the Consumer Advocate in the 2022 GRA, asking
when Halifax Water intends to reconsider differentiation in peaking characteristics, Halifax
Water explained that this issue will be a significant part of its next COS Manual update
and rate application.

[220] Based on the information presented in the 2022 GRA, the NSUARB
accepted Halifax Water's recommendation to defer the consideration of differentiation in
peaking characteristics until the next COS Manual update and rate application.

[221] In the current GRA, Halifax Water included the updated water demand
analysis report, prepared by A & N Technical Services Inc. in 2024. The report is titled

“‘Halifax Water 2024 Demand Analysis: Econometric Water Demand Estimation”. The
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Report examined almost two decades of Halifax Water consumption history, including the
recent four years of high-resolution AMI measurements, and found minimal variation in
peaking factors based on a detailed analysis. The Report therefore recommended that
Halifax Water should maintain system-wide rates and charges instead of implementing
class-differentiated rates. In response to Board staff IRs, Halifax Water indicated that
while it does not have plans to continuously monitor load shape, it intends to solicit a
similar study as part of its next rate application.

[222] Halifax Water agreed with the Report’s recommendation and submitted the
current application based on the existing COS manual and rate structure. This includes a
single unit volumetric rate with base charges increasing based on meter size, which is the
same methodology used by most water utilities in Nova Scotia.

[223] Halifax Water notes that the requested updates to the COS Manual are
routine in nature and reflect changes to allocations based on operating costs and updates
to items such as number of customers and, for stormwater, amount of impervious area.
The methodology itself for water, wastewater and stormwater rates is not proposed to
change.

[224] Halifax Water prepared three scenarios (rate studies) for the calculation of
water and wastewater rates, based on the revenue requirements. With regards to water:

a. Scenario 1 is based on the COS manual without any adjustments and results in a
decrease in the base charges.

b. Scenario 2 holds the current base charges, and the change in revenue requirement
is reflected in the commodity/volumetric charge.

c. Scenario 3 is the same as Scenario 2 but increases the revenue requirement in
2026/27 to recover the estimated shortfall from 2025/26.
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[225] Scenario 1 follows the approved COS methodology and results in a
decrease in the base charge in year one, followed by an increase in the second test year.
Although the base charge increases in the second test year, it would be lower than what
is currently in the rates.

[226] Scenario 2, although it uses the same revenue requirements as the first
scenario, results in below average water users, in the same customer class and across
customer classes, subsidizing those who use more water. This happens as more revenue
gets allocated to the base charge than determined by cost of service. This allocation to
base lowers the revenue allocated to usage. With the same volume of sales, the lower
revenue requirement from the volumetric rate decreases the rate than if the COS manual
had been followed.

[227] Scenario 3 is the same as Scenario 2, but in this rate study, the shortfall in
revenue from the first test year’s rates (because the rates would only be in effect for three
months instead of the full year) is being added to the revenue requirement in the second
test year, leading to a larger increase in rates than in Scenario 2. In addition, this increase
in revenue requirement in the second test year is applied to the commodity charge.
[228] On the wastewater side, the COS manual indicates that the base charges
and commodity charge should increase in each of the test years. This is shown in the rate
study for Scenario 1.

[229] Scenario 2 on the wastewater side has the opposite effect as it does on
water. Although this scenario uses the same revenue requirements as the first, it results
in above average water users, in the same customer class and across customer classes,

subsidizing those who use less water. This happens as more revenue is allocated to the
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usage charge and less to the base charge than determined by cost of service. This lower
allocation to base increases the revenue allocated to usage. With the same volume of
sales, the higher revenue requirement increases the usage rate above what it would be
had the COS manual been followed.

[230] Scenario 3 is the same as Scenario 2, but in this rate study, the shortfall in
revenue from the first test year’s rates not being in place for the full year (in effect only for
one quarter as opposed to four) is being added to the revenue requirement in the second
test year, leading to a larger increase in rates than in Scenario 2. This increase in revenue
requirement in the second test year is applied to the commodity charge only, further
increasing the cross-subsidization, as a portion of revenue not collected in the first test
year, under base charges if using the COS calculation in Scenario 1, is being allocated
to the second test year’'s commodity charge.

[231] Because there is an offsetting allocation of base to commodity and
commodity to base for water and wastewater, respectively, the effect on most, if not all,
customers is somewhat offset.

[232] Under the COS Scenario 1, the combined water and wastewater rate
changes range from an increase of 17.3% to 20.6% in 2025/26 and 6.8% to 8.6% in
2026/27, depending on customer class. This compares to Scenario 2’s combined water
and wastewater rate changes, ranging from 15.8% to 23.3% in 2025/26 and 7.0% to
10.4% in 2026/27, depending on customer class. Scenario 3 sees the same increase as
scenario 2, with an increase of between 17.1% and 24.5% in the second test year, due
to allocating the shortfall of revenue from 2025/26. It is Scenario 3 that Halifax Water is

proposing for approval.
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[233] With regards to the base charge allocations, the combined impact for
residential customers is favourable, as on average this rate class uses less water. For
this rate class, the revenue requirement savings on wastewater more than offsets the
revenue requirement increased allocation for water. Based on the annual base charge
rates in Figure 27 (shown in the application), the base charge for water under COS
Scenario 1 is $24/year lower than current base rates in 2025/26 and $12 lower in 2026/27.
Wastewater base charges would be $60 higher in 2025/26 and $84 higher in 2026/27.

[234] The outcome, as shown in Figure 32 of the application, below, shows
Scenario 2 as being more favourable to residential customers on average, while at the

expense of every other rate class. For the 2025/26 test year, Scenario 3 is the same as

2, but with higher increases for 2026/27.

Halifax Regional Water Commission
Consolidated Rate Studies - Water and Wastewater Services
Quarterly Bill Comparisons 2025/26
Scenario 3
Scenario 2 Volumetric
Scenario 1 Volumetric with Deficit
Meter Size Current Rate Studies % Change only % Change Elimination % Change
5/8" - 15mm $219.05 $261.83 19.5% $253.55 15.8% $253.55 15.8%
3/4" - 20mm $570.89 $679.11 19.0% $684.67 19.9% $684.67 19.9%
1" - 25mm $1,099.46 $1,293.35 17.6% $1,328.03 20.8% $1,328.03 20.8%
1.5" - 40mm $2,507.36 $2,939.92 17.3% $3,042.19 21.3% $3,042.19 21.3%
2" - 50mm $5,820.72 $6,941.26 19.3% $7,131.82 22.5% $7,131.82 22.5%
3"-80mm $12,324.45 $14,734.74 19.6% $15,151.23 22.9% $15,151.23 22.9%
4" - 100mm $21,454.44 $25,660.05 19.6% $26,360.80 22.9% $26,360.80 22.9%
6" - 150mm $59,170.57 $71,370.28 20.6% $72,938.89 23.3% $72,938.89 23.3%
8" - 200mm $57,302.01 $67,551.78 17.9% $70,045.86 22.2% $70,045.86 22.2%
10" - 250mm $120,506.62 $143,660.93 19.2% $147,977.99 22.8% $147,977.99 22.8%
Halifax Regional Water Commission
Consolidated Rate Studies - Water and Wastewater Services
Quarterly Bill Comparisons 2026/27
Scenario 3
% Change Scenario 2 % Change Volumetric % Change
Scenario 1 from Prior Volumetric from Prior with Deficit from Prior
Meter Size Rate Studies Year only Year Elimination Year
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5/8" - 15mm $284.43 8.6% $271.19 7.0% $296.94 17.1%
3/4" - 20mm $731.02 7.6% $740.90 8.2% $825.52 20.6%
1" - 25mm $1,395.26 7.9% $1,444.68 8.8% $1,615.23 21.6%
1.5" - 40mm $3,140.12 6.8% $3,283.80 7.9% $3,678.12 20.9%
2" - 50mm $7,432.24 71% $7,749.34 8.7% $8,719.13 22.3%
3" - 80mm $15,958.11 8.3% $16,651.92 9.9% $18,771.94 23.9%
4" -100mm $27,837.24 8.5% $29,041.21 10.2% $32,724.77 24.1%
6" - 150mm $77,435.72 8.5% $80,496.98 10.4% $90,833.75 24.5%
8" - 200mm $73,257.67 8.4% $76,992.41 9.9% $86,560.15 23.6%
10" - 250mm $155,831.23 8.5% $162,958.92 10.1% $183,583.68 24.1%
[235] In addition to subsidizing residential customers under Scenarios 2 and 3,

the relative bill increases for all other customer classes are larger than they are for the
residential, whereas using the COS approach, the range of increases between all rate
classes is smaller, with residential increases higher than some rate classes and lower
than others.

[236] Halifax Water’s proposal, as noted above, is to maintain the current base
charges for all rate classes and apply the increase in revenue requirement to the
volumetric rate only. Halifax Water noted that this was consistent with the 2020 and 2022
rate applications.

[237] Halifax Water noted that one of the factors in determining to hold the base
charge was that higher volumetric rates give customers more control to lower their overall
bills than if the base charge, which is fixed quarterly, was increased. The more incentives
to lower a bill, the more likely a customer would try to consume less.

[238] The Consumer Advocate’s consultant, Mr. McLaren, recommended that the
Board direct Halifax Water to revisit its rate design proposal to allocate at least a portion
of the approved increase to the base charge. One of the issues Mr. McLaren raised with
not applying any of the increase to the base charge was that it increases the volatility of

Halifax Water’s revenue stream.
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[239] Halifax Water countered that by indicating that there will always be volatility
in revenue based on usage, even if a portion of the increase went to the base charge. Mr.
de Montbrun noted that the only way to avoid that impact would be to apply all of the
increase to the base charge and agreed that putting the increase fully on the volumetric
charge does add some potential volatility to Halifax Water’s revenue.

[240] Mr. de Montbrun noted that there has not been a change to the base charge
on water as far back as 2015, so any change was before then. On the wastewater side,
the last increase to the base charge was in 2016.

[241] Responding to questions by the Board at the hearing about lowering the
base charges on water in the first test year and then increasing them in the second test
year, Mr. de Montbrun noted that the biggest challenge in doing so would be explaining

the changes to customers. Mr. de Montbrun noted:

... It would be the complexity of explaining to customers that the base charge decreased
in one year, the consumption charge went up higher than we are proposing, | believe, or
more significantly, and then the following year there’s another change where it happens
the base charge would go up and there’s a corresponding adjustment to the -- to the
consumption charge.

[Transcript T1976, p. 708]

[242] Mr. de Montbrun then added that the base charges for wastewater changing
differently from the base charge for water, moving in opposite directions, could add more
complexity when explaining overall bills. This added complexity has no impact on the
revenue requirements of Halifax Water.

[243] When questioned about the base charge changes at the hearing, Jennifer
Ivey, of Carollo, noted that she doesn’t think it makes sense to have the base charge go
down in the first year only to increase in the second test year, but rather to maintain the

current base charges for the first test year, then increase the following year.
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[244] Ms. Ivey also noted that she does not agree with Mr. McLaren with respect
to raising the base charge to maintain equity. She noted that it does not necessarily have

anything to do with equity. She noted that:

... the cost-of-service calculation, it is intended to improve equity. And so those calculations
are where you get your equity from; it’s not from trying to level out the increases in the bill
so that everybody’s increase is the same. That takes you away from equity.

The Cost-of-Service Model is -- what it does is -- | typically call it
a recalibration so that it gets you back to that point of equity. And sometimes that
recalibration results in some customers’ bills going up, some customers’ bills going down.
Maybe they all go up. Some will go up by a small percentage and some go up by a large
percentage, but it’s all based on getting the rate right sized so that every customer is paying
their fair share based on how they’re using it.

[Transcript T1977, pp. 962-963]
Findings

[245] Regarding the water demand analysis report, the Board is satisfied with
Halifax Water's decision to maintain system-wide rates and charges instead of
implementing class-differentiated rates. The Board expects Halifax Water to continue to
review this issue as part of its next rate application, to determine if there are changes to
its demand load shape that would warrant a re-evaluation of its current system-wide rate
structure.

[246] The Board approves the base charges for water and wastewater as
proposed in the application. The Board also accepts revisions to the COS Manual. In its
next GRA, the Board directs Halifax Water to provide separate tables for the rate impacts
by meter size for each of water and wastewater services.

[247] At the hearing, there was a discussion about the density of properties
belonging to various classes of customers, in particular multi-unit dwellings, and whether
such customers in dense configurations might be inadvertently subsidizing the water and

wastewater bills of other customers, in less dense configurations. The Board initially
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requested an undertaking breaking down the number of customers, consumption, and the
length of distribution pipe by account class and pipe size. Based on that discussion at the
hearing, the Board understood that there were technical and interpretative limitations in
such data and it did not request the undertaking. The Board wishes to revisit this issue in
the next GRA but understands there may be practical and interpretative limitations to the
available data. As such, the Board directs Halifax Water to provide an analysis in the next
GRA, accompanied by any available data, that would explain whether distribution pipe
length differs significantly between customers of various classes and pipe sizes, and
whether any such difference might lead to one customer class subsidizing another.

4.12 Fire protection rates

[248] Halifax Water's cost of service-based water rates consist of three rate
design components: base rates, volumetric charges, and fire protection.

[249] Fire protection rates are based on a Board-approved model introduced at
Halifax Water’'s 2013 rate hearing. It was recommended by Scott Rubin, the Consumer
Advocate’s consultant in that matter (see: M05463, 2013 NSUARB 127, paragraphs 154-
156). Halifax Water explained the methodology in NSRAB IR-66. The methodology has

two elements:

... First, the maximum percentage increase allowed in private fire protection rates is set at
three times the overall percentage increase in revenue requirement. Halifax Water reviews
the private fire protection rates according to Cost of Service and compares them to the
maximum allowable percentage increase. If the Cost of Service rates do not exceed the
maximum allowed, those rates are proposed; if they do exceed it, the rate reflecting the
maximum permissible increase is proposed. Second, the remaining amount (after
allocating private fire protection charges) is proposed to be recovered through the public
fire protection rate ...

[Exhibit H- 6, NSRAB IR-66, p. 1]

[250] The cost-of-service studies produced the following results in this matter:
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e private fire protection revenue would increase from $1.7 million in 2024/25 to $2.4
million in 2025/26 (an increase of $0.7 million or 38%) and to $3.1million in 2026/27
(an increase of $0.7 million or 28%);

e public fire protection revenue would increase from $8.1 million in 2024/25 to $10.9
million in 2025/26 (an increase of $2.8 million or 35%) and to $11.4 million in
2026/27 (an increase of $0.5 million or 4%); and

e total fire protection revenue would increase from $9.8 million in 2024/25 to $13.3
million in 2025/26 (an increase of $3.5 million or 35%) and to $14.4 million in
2026/27 (an increase of $1.1 million or 9%).

[251] Further, like what was proposed for the effective dates of the water and
wastewater rates over a 3-month period on January 1, 2026, and April 1, 2026,
respectively, Halifax Water proposes to carry over the shortfall or “deficit elimination”
amount for the 9-month period (April 1, 2025, to December 31, 2025) from the first test
year (2025/2026) to the second test year (2026/2027).

[252] Halifax Water acknowledged that the proposed increases in the private fire
protection charge are significant. It noted that fire protection charges are a flow-through
of costs relating to operations and maintenance expenses, allocated indirect expenses,
depreciation expenses, and return on rate base. Since all these expenses have
increased, it submitted that the fire protection charge must also increase for the utility to
maintain appropriate fire protection measures.

Findings

[253] The Board finds that the methodology approved by the Board in its 2013
decision for calculating the fire protection rates remains appropriate. However, given the
various adjustments the Board has made in this decision to Halifax Water's requested
total revenue requirements, this will impact the calculation of the private and public fire
protection charges. Thus, Halifax Water is directed to file the revised fire protection

charges in its Compliance Filing.
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4.13 Revenue requirements and customer rates for water services effective
January 1, 2026, and April 1, 2026

[254] The application projects revenue requirements from customers for the
provision of water service of $89,013,755 in 2025/26 and $97,230,526 in 2026/27.

[255] Halifax Water states that it is focused on eliminating its operating deficit by
the end of the second test year, 2026/27. It further notes that for Halifax Water to maintain
its current level of service, complete ongoing and approved capital projects, and meet
stricter environmental regulations, rate increases are necessary to avoid an ongoing
operating deficit.

[256] The application explains that in determining the proposed base and
volumetric rates, revenue stability and affordability were considered. With these factors
in mind, the application considered three scenarios for the calculation of water and
wastewater base and volumetric charges. The application proposes water rates based on
changing only the volumetric (consumption) charge, with no change to the current base
charges for each of the meter sizes, along with increases to the revenue requirement in
2026/27 to recover the 2025/26 revenue shortfall (Scenario 3 of the application).

[257] On this basis, the application forecasted a revenue requirement level that
results in average increases to residential water rates of 26.5% in 2025/26 and 22.8% in
2026/27.

[258] In response to Undertaking U-4, Halifax Water adjusted the capital works
estimated to come into service in each of 2025/26 and 2026/27, resulting in decreases in
the annual depreciation expense associated with asset additions in each of 2025/26 and

2026/27. For water service, this equates to decreases in depreciation expense of
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$562,842 and $493,664, respectively, in each of 2025/26 and 2026/27, reducing the
magnitude of the proposed rate increases.
[259] In response to Undertaking U-27, Halifax Water indicated that there would
be a further net reduction in the total (water, wastewater and stormwater) depreciation
expense of $163,944 in each of 2025/26 and 2026/27, from updating the investment in
assets brought into service during 2024/25. For water service, this equates to a reduction
of $126,366 in depreciation expense in each of the two test years, further mitigating the
proposed rate increases.

Findings
[260] The Board accepts Halifax Water’s corrections to the original application,
which impact the revenue requirements for water service.
[261] Upon examination during the public hearing, Halifax Water described the
magnitude of the proposed rate increases, proposed over a short period of time, as rate
shock. As such, based upon the information presented by Halifax Water and the
participating parties, as discussed in the decision, the Board has directed that further
revisions be made to the application, which will decrease the revenue requirements, and
the rates as proposed, for the provision of water service in the test years. These items
are to be reflected in the Compliance Filing, discussed later in this decision.

4.14 Revenue requirements and customer rates for wastewater services
effective January 1, 2026, and April 1, 2026

[262] The application projects revenue requirements from customers for the
provision of wastewater service of $103,481,682 in 2025/26 and $112,370,959 in

2026/27.
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[263] Like the water rate changes, the application proposes wastewater rates
based on changing only the volumetric (discharge) charge, with no change to the current
base charges, along with increases to the revenue requirement in 2026/27 to recover the
2025/26 revenue shortfall (Scenario 3 of the application).
[264] On this basis, the application forecasted a revenue requirement level that
results in average increases to residential wastewater rates of 8.9% in 2025/26 and
12.9% in 2026/27.
[265] In response to Undertaking U-4, Halifax Water adjusted the capital works
estimated to come into service in each of 2025/26 and 2026/27, resulting in decreases in
the annual depreciation expense associated with asset additions in each of 2025/26 and
2026/27. For wastewater service, this equates to decreases in depreciation expense of
$379,047 and $340,728, respectively, in each of 2025/26 and 2026/27, reducing the
magnitude of the proposed rate increases.
[266] In response to Undertaking U-27, Halifax Water indicated that there would
be a further net reduction in the total (water, wastewater and stormwater) depreciation
expense of $163,944 in each of 2025/26 and 2026/27, from updating the investment in
assets brought into service during 2024/25. For wastewater service, this equates to a
reduction of $65,988 in depreciation expense in each of the two test years, further
mitigating the proposed rate increases.

Findings
[267] The Board accepts Halifax Water’s corrections to the original application,
impacting the revenue requirements for wastewater service.
[268] Given the magnitude of the proposed rates, which Halifax Water described

as rate shock, the Board has discussed further revisions to be made to the application,
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which will decrease the revenue requirements, and the rates as proposed, for the
provision of wastewater service in the test years. These items are also to be reflected in
the Compliance Filing.
4.15 Stormwater Right of Way charges for the Province

[269] One part of Halifax Water’'s stormwater charge was established to recognize
the benefit provided by stormwater management on street rights-of-way (ROW Charge).
It is based on the total amount of impervious area of streets and roadways within Halifax
Water’s service boundary. The rationale for the impervious area billing determinant was

discussed in the 2022 GRA proceeding:

[117] Impervious surfaces reduce natural water infiltration and provide a reasonable
proxy for estimating the amount of stormwater runoff that enters Halifax Water's stormwater
system from a particular property. It has therefore been used as a billing determinant in
establishing the amount of the stormwater charges.

[2022 NSUARB 163, at para.117]

[270] The imposition of the stormwater ROW Charge has a controversial history.
Originally, while recognizing its stormwater infrastructure provided a benefit to roadways,
Halifax Water did not seek a ROW Charge from the owners of streets and roads within
its service area, such as HRM, the Province, the Halifax-Dartmouth Bridge Commission
(HBDC), Canadian National and various federal agencies. The rationale was that the
roadways also helped to move stormwater and provided other public benefits. Apparently,
this rationale applied in numerous jurisdictions where stormwater management was
regulated as a public utility. The Board decided it was contrary to cost of service public
utility principles that a major recipient of stormwater services, such as HRM, should be
exempt from paying for that service [see: 2013 NSUARB 127, paras. 190-191].

[271] Halifax Water imposed the ROW Charge on HRM. In a subsequent hearing,

HRM said it should not be subject to the ROW Charge because it was not a member of
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the public, as required by s. 42 of the Public Utilities Act. The Board rejected this argument
and found HRM was a Halifax Water stormwater customer and was, therefore, subject to
the ROW Charge. Halifax Water sought to impose a ROW Charge on the Province and
HBDC in the 2022 GRA proceeding. The Province and HBDC said they were not subject
to the ROW Charge because the Public Utilities Act did not apply to them based on the
doctrine of Crown immunity. The Board rejected this argument [see: 2022 NSUARB 163,
paras. 115 to 183].

[272] The Board also made the following finding of fact in the 2022 GRA decision:

While there is some evidence that portions of the roadways in issue might also create runoff
away from the Halifax Water stormwater system, the Board accepts as a fact that some of
the runoff from the roadways owned by the Province and HDBC goes into the Halifax Water
stormwater system. As such, both these entities are receiving a benefit from this system.

[2022 NSUARB 163, para.134]

[273] In this proceeding, neither HRM nor HBDC challenged the ROW Charge
allotted to them. The Province, through the Department of Public Works, did, based on
the following rationales:

e Halifax Water has the burden of proof of establishing it provides stormwater service
to the Province and has failed to provide any evidence on this point, beyond “bald
assertions”, in this application. The Province submits this issue was uncontested
in the 2022 GRA proceeding and, since the Board is not bound by its past
decisions, it can be revisited based on the record in this proceeding.

e Even if the Board accepts there is sufficient evidence Halifax Water is providing
stormwater service to the Province, the ROW Charge is unfair, unjustly
discriminatory and unreasonable because Halifax Water uses the entire
impermeable service area of provincial roads within its service area as a billing
determinant. The Province says much of its roadway network drains away from the
Halifax Water stormwater system. The Province submits it should be treated the
same as non-residential customers in these circumstances.

e The Province says Halifax Water is using a new methodology than was used in the
2022 GRA. The Province takes issue with the reliability of the mapping and
systems Halifax Water uses to establish which provincial roads are within its
service territory, and the impermeable area these roads represent. The Province
submits the errors uncovered during the hearing, and the corresponding
adjustments to the ROW Charge this generated, prove the point.
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Halifax Water made the following submissions addressing the Province’s

position:

[275]

The Board has already determined in the 2022 GRA Decision that Halifax Water
provided stormwater service to the Province. Furthermore, the methodology for
determining the amount of the stormwater charge was established in the last GRA
proceeding. Therefore, Halifax Water submits it is incorrect to say it bears the
burden of proof of establishing these two key premises underpinning the provincial
stormwater ROW Charge in every subsequent GRA.

Halifax Water disagrees with the Province’s assertion that the evidence that Halifax
Water provided it with stormwater service was uncontested in the last rate hearing.
Halifax Water says the Province participated in the 2022 GRA and chose not to
contest that part of the application.

Halifax Water asserts that there has been no change in the methodology used to
establish the impermeable area of provincial roadways within its service boundary.
Rather, staff used a different and less accurate mapping source when preparing
this application. When this was discovered, Halifax Water reverted to what it
considers the better data source and amended the information accordingly. Halifax
Water asserts that the information in Undertakings U-7, U-8 and U-9 establish
parcel ownership and impermeable area in response to any accuracy issues raised
by the Province.

Halifax Water submits that, in the 2022 GRA proceeding, the Board canvassed the
underlying rationale for using the entire impermeable area of roadways, whether
they discharge into its stormwater system. This is the same treatment as that of
residential customers and other ROW Charge customers. It relates to the
significant undertaking required to establish how much water flows into the
stormwater system from which property, which is why impermeable area is used
as a proxy in the first place. Halifax Water suggests that if the Province brings
evidence suggesting a change in methodology is required the issue can be
revisited.

Findings

In performing its ongoing regulatory function, the Board is not bound by its past

decisions. It can revise and reconsider previous determinations. This is important in the

ongoing regulation of public utilities where decisions impact many customers. Sometimes

parties who did not participate in a prior hearing bring a new perspective that warrants

consideration. While the concept of stare decisis is not strictly applicable to administrative

tribunals, this does not diminish the importance of consistent decision making. Parties
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who appear before the Board should know what to expect in similar circumstances. The
Board should not depart from its prior decisions without cogent reasons for doing so.
[276] In the 2022 GRA decision, the Board made a finding of fact that Halifax Water
provided stormwater service to the Province. The Province was a party to that proceeding
and chose not to participate in that review of the ROW Charge, focusing instead on the
Crown immunity issue. In this case, Halifax Water’s evidence on the stormwater flow from
provincial roadways was limited. The regulatory process operates on a continuum. The
Board agrees with Halifax Water that absent new evidence on the topic, the utility does
not need to prove in each successive rate hearing that the Province is a stormwater
customer.

[277] The Province could have presented new evidence showing it is not a Halifax
Water stormwater customer. In fact, that is what the Province tried to do. A few days
before the start of the hearing, the Province attempted to introduce written evidence from
Dwayne Cross, P. Eng. The deadline for filing evidence had long passed. The Board
refused to accept this late-filed evidence indicating written reasons would be issued later.
These are those reasons.

[278] This was an opinion from a professional engineer that the provincial road
network did not contribute any stormwater to the Halifax Water system. The Province
says the changing nature of Halifax Water's evidence on provincial road ownership
contributed to the delay in filing the report. The Province should know which roads it owns.
The changing evidence on road ownership has no bearing on what is actually expressed
in the Cross report. The Board appreciates that during the hearing process, new

information comes to light and undertakings are requested that add to the pre-hearing
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filings. The Board also attempts to obtain the best evidence. However, the Hearing Order
process, with pre-filed evidence filing deadlines, would become inefficient and result in
procedural unfairness, if it can simply be disregarded without compelling reasons for a
requested late filling on the eve of the hearing. No such compelling reason exists in this
case.

[279] Therefore, the Board considers that there is no evidentiary or principled basis
for departing from its determination in the 2022 GRA decision that the Province is a
Halifax Water stormwater customer.

[280] The Board is also satisfied that what the Province describes as a new
methodology for establishing the ROW Charge is in fact the same basic methodology
used in the 2022 GRA matter. It involves determining which provincial roads are located
within the Halifax Water service boundary and incorporating it as a billing determinant
using the same mathematical formula as before. What changed was the process for
determining road ownership. Initially, Halifax Water staff used the HRM street centreline
GIS ownership file instead of the Nova Scotia Property Records Database (NSPRD) used
in the last GRA. Halifax Water corrected this approach in its Rebuttal Evidence and
responses to undertakings. It also used input from the Province. This assisted Halifax
Water in coming to a final determination on the provincial roadways within its service
boundary and the impermeable area of these roadways. The many changes in the
calculation inputs during the hearing process does raise some concerns about Halifax
Water’s ability to accurately determine the impermeable area of provincial roadways
within its service boundary. Nevertheless, the Board is satisfied that the information and

data provided in the responses to Undertakings U-7, U-8 and U-9, on the balance of
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probabilities, supports Halifax Water’s Rebuttal evidence with a corrected ROW Charge.
The amount of the provincial ROW charge is $1,622,700 in the first test year and
$2,047,238 in the second test year, if the proposed methodology is used.

[281] Halifax Water proposed an amendment to Regulation 7.2 which applies to all
customers subject to a ROW Charge. The proposed amendment would enable billing
adjustments to allow for periodic review of road ownership data and impervious data
based on provincial updates to the NSPRD. Road ownership may change. The footprint
of roadways may be altered. Errors could potentially be discovered. The Board agrees
with Halifax Water that an adjustment mechanism to take account of these types of
situations between rate cases is appropriate. Accordingly, the proposed changes to
Regulation 7.2 are approved.

[282] The issue about potential adjustments depending on how much of the
impermeable area of the provincial roadways flows into the Halifax Water stormwater
infrastructure, or taking account of any benefits Halifax Water obtains from the provincial
stormwater infrastructure requires more analysis. In the 2022 GRA decision the Board
expressly left open the possibility of exploring whether a rate design could be developed
that considered provincial roadway flows away from the Halifax Water infrastructure. The

Board said:

[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. 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.

[2022 NSUARB 163, para. 198]
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[283] In this proceeding, the Province advanced the concept that Halifax Water’s
ROW Charge was unreasonable and unjustly discriminatory because it did not take
account that the Province, unlike HRM, has its own stormwater management system. The
Province says Halifax Water’s proposed ROW Charge does not factor in the amount of
stormwater from impermeable areas of provincial roadways that flows away from the
Halifax Water stormwater infrastructure. The Province suggests that the ROW Charge
should take account of the benefits Halifax Water obtains from the provincial stormwater
infrastructure. This is not revisiting a factual finding without additional evidence. A fair
reading of the 2022 GRA decision includes a recognition that not all the stormwater from
the provincial road network flows into Halifax Water’'s stormwater infrastructure and no
new evidence was introduced in this proceeding to counter that view. What is being
requested is a different rate design based on this situation.

[284] In the 2022 GRA decision, the Board recognized that Halifax Water had used
the same rationale as applied to the residential customer stormwater service when
applying the entire impermeable area as the billing determinant for the ROW charge. The
Board also recognized that there was an adjustment to the Site-Related Flow Charge for

the non-residential customers. The Board notes Regulation 7(8) says:

(8) Non-Residential Property Customers may be eligible for a credit not less than 30% but
not exceeding 50% of the Site Related Flow Charge if they are undertaking certain
qualified Stormwater Best Management Practices that detain their peak flow on an on-
going basis in accordance with the parameters and application process set out in the
Commission’s Stormwater Credit Manual.

[285] For the residential class, the key factors that weigh heavily against
impermeable area adjustments based on flow away from the Halifax Water stormwater
infrastructure are the tier system and the amount of the Site-Related Flow Charge,

combined with the number of residential customers. The provincial portion of the ROW
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Charge is more than $3 million in the test years. This amount is exponentially greater than
the per customer residential Site-Related Flow Charge. The number of provincial road
parcels is much lower than the number of residential parcels within the Halifax Water
service boundary. The Province also makes a compelling argument that it is unfair that it
is treated the same as HRM, whose roads are next to and clearly use the Halifax Water
infrastructure. The provincial road network is not like that of HRM. The HRM road network
within the service boundary is generally adjacent to the Halifax Water infrastructure and
is not serviced by any other stormwater management system. This is not the case for the
provincial road network. The Province has its own stormwater management infrastructure
without the same level of direct contact with Halifax Water’s stormwater infrastructure.
Potential adjustments based on benefits derived from the provincial stormwater system,
or consideration of the actual amount of water that enters the Halifax Water infrastructure
from the provincial road network, should be less of an administrative burden than
consideration of these issues for residential customers.

[286] The Board recognizes that the ROW Charge applies to a different customer
class than the Site-Related Flow Charge for residential or non-residential customers.
Also, during the 2022 GRA hearing, there was evidence that for those limited jurisdictions
with stormwater ROW Charges, which were in the minority, no adjustments were made
based on water flow away from stormwater infrastructure. However, the key factors
related to administrative overhead when compared to the amount of the charge tend to
support the basic proposition that a review of the ROW Charge is warranted. As well, the

difference in the relationship between HRM roads and Halifax Water’s infrastructure,

Document: 326472



- 102 -

when compared to the provincial road network infrastructure, may warrant a different
treatment when it comes to the ROW Charge.
[287] The difficulty the Board faces is that it has no evidence upon which to adjust
the impermeable area billing determinant, no evidence upon which to quantify the benefit
the Province suggests it is providing to Halifax Water, and no proposed rate design which
incorporates one or both of these features. The Board has no evidence on how technically
feasible it is to design and administer such a rate. Clearly, the stormwater revenue
requirement does not change if the methodology for the provincial ROW Charge is
changed. If the Province pays a lower amount, the revenue shortfall in the test years will
have to be made up by increasing rates for other customers. The non-residential rate
design is not directly transferable to the provincial ROW Charge. Without a rate design
proposal, the Board has no evidence about how a change in methodology would impact
other stormwater customers. It has no way to implement any adjustment mechanisms.
Therefore, the Board will maintain the current rate structure for the two test years covered
by this application.
[288] The Board directs Halifax Water to explore with the Province a potential new
rate design for the ROW Charge. The areas to be investigated by Halifax Water should
include
e Obtaining such data as is reasonable and technically available about the water
flow from the impermeable area of street ROWs and whether the flows go into
the Halifax Water infrastructure. This data is to be shared with the Province.
The Province may choose to collect similar data and share it with Halifax Water.
If this data shows that no water flows from the provincial roads into the Halifax
water infrastructure, then Regulation 9(5) applies and the Province would not
be subject to a ROW Charge. Otherwise, rate design based on the

impermeable area from which stormwater flows into the Halifax Water system
should be considered.
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e Seeking data and input from the Province about quantifying benefits, if any,
derived by Halifax Water from the provincial stormwater management system.

[289] The goal of the exercise is to see if a ROW Charge can be recommended based
on the impermeable area of provincial roads that flows into the Halifax Water stormwater
infrastructure, or based on benefits Halifax Water receives, if any, from the provincial
stormwater system. If the parties do not reach a mutual understanding by July 30, 2026,
then each party can submit evidence and proposed rate designs supported by this
evidence in the next GRA anticipated in the fall of 2026.

416 Revenue requirements and customer rates for stormwater services
effective January 1, 2026, and April 1, 2026

[290] The Board has previously approved a two-part stormwater charge (see:
2013 Stormwater decision, 2013 NSUARB 127, at paras. 36 to 48). Both parts are based
on impervious area calculations.

[291] Impervious surfaces reduce natural water infiltration and provide a
reasonable proxy for estimating the amount of stormwater runoff that enters Halifax
Water's stormwater system from a particular property. It has therefore been used as a
billing determinant in establishing the amount of the stormwater charge. One part is the
ROW Charge established to recognize the benefit provided by stormwater management
on street rights-of-way. The other is a Site-Related Flow Charge, which captures the
benefit to individual properties which discharge stormwater runoff, whether directly or
indirectly, into Halifax Water’s stormwater system.

[292] In its application, Halifax Water noted that stormwater services have been
operating at a deficit since 2017/18. In the 2025/26 test year, the deficit for stormwater
services is budgeted to be $3.7 million and revenues generated by stormwater services

would need to increase by 21.9 % to offset the budgeted deficit. In the 2026/27 test year,
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the operating deficit is budgeted to be $6.0 million and revenues generated from
stormwater services would need to increase by 37.1% from current levels to offset the
budgeted deficit. Absent rate increases, the accumulated deficit for stormwater services
is budgeted to be $10.3 million at the end of 2025/26 and $16.3 million at the end of
2026/27. Halifax Water submitted that operating stormwater services at the current rates
is not sustainable.

[293] Halifax Water updated the stormwater rate studies using the Board-
approved methodology and the current impervious area data. It noted that more accurate
data includes information about property ownership (compared to what was available in
2016), the ownership of streets throughout the municipality, and significant updates in
2022 to the stormwater service expansion areas. The utility stated that in 2025 there will
be significant updates to the impervious area for all growth areas in the stormwater
service boundary that have occurred over the past five years.

[294] For non-residential property customers receiving stormwater service, the
current site related flow charge per m? of impervious area of $0.173 is proposed to
increase to $0.216 on January 1, 2026, and to $0.277 on April 1, 2026.

[295] For residential property customers receiving stormwater service, the site
related flow charge is based upon an impervious area tiered rate structure. The proposed
annual increase in the tiered rates ranges from $5.00 to $28.00 on January 1, 2026, with
a further annual increase ranging from $6.00 to $40.00 on April 1, 2026

[296] As with other proposed rates, Halifax Water proposes to carry over any
shortfall or “deficit elimination” in the stormwater rates from the first test year to the second

test year.
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Findings
[297] The Board accepts Halifax Water’s submission that the accumulated deficit
for stormwater services needs to be addressed, at least to some extent in the current
matter. The Board finds that the proposed stormwater rates are appropriate for the
2025/26 test year and are approved subject to any adjustments flowing to the revenue
requirements in both test years discussed above. Halifax Water is directed to file revised
stormwater rates in its Compliance Filing.

4.17 Regulations for the provision of water, wastewater, public and private
fire protection, and stormwater

[298] The application proposed changes to Halifax Water's Regulations, which
are outlined in Appendix 9 of the application and addressed at pages 25-30 of Halifax
Water's closing submissions. The changes include administrative amendments that
Halifax Water said will improve clarity and coherence in the Regulations, amendments to
reflect current policy or staffing obligations, as well as substantive changes to some of
the rules.

[299] Halifax Water acknowledged that the amended Regulations must align with
the Summary Offence Ticket Regulations, NS Reg 58/2025, Schedules 38 and 38A.
Halifax Water indicated it would address the alignment by developing a table of
concordance. Halifax Water requested the Board approve the Regulations to be effective
for services rendered on and after January 1, 2026.

[300] Other amendments will be required to implement this decision, including
updated rates, the fire protection charge, and those related to the stormwater charges

and ROW charge issue discussed earlier.
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[301] RHPNS objected to the proposed changes to automatically designate a
property owner/landlord as the “customer of record” responsible for payment on
outstanding accounts of their tenants. The Board requested clarification on other
amendments that are addressed in more detail in the following sections.

Findings
[302] The Board agrees with Halifax Water that many of the proposed
amendments to the Regulations are administrative in nature or “housekeeping” to
implement the approved rates and charges and to clarify definitions and other language.
In the next sections the Board addresses Halifax Water’s proposals for the substantive
changes that were subject to additional discussion at the hearing. Except where specific
directions are given in this decision, the Board finds the administrative changes to the
Regulations reasonable and approves them, subject to a Compliance Filing incorporating
the revisions proposed by Halifax Water in its closing submissions and otherwise as
directed by the Board.
[303] As part of the Compliance Filing, Halifax Water is to provide a table of
concordance identifying the references needed to align the updated Regulations with the
Summary Offence Ticket Regulations.

4171 Customer of Record — Automatic Landlord Program

[304] Halifax Water proposed a change to its Regulation 36(5) to list property
owners/landlords as customers of record and to disallow tenants to hold service accounts,
as they are currently allowed to do.

[305] “Customer of record” is not currently defined in the Regulations, though
‘customer” is identified as a “person who arranges to be or is supplied with Water and/or

Wastewater service at a specified location or locations and includes a person receiving
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Stormwater Service.” The proposed administrative amendments include a revised

definition of “customer” and a new definition for “customer of record”:

(r) "Customer" means a persoenPerson who is a Customer of Record or arranges-to-be-or
is supplied with water and/or Wastewater Service at a specified location or locations
and includes a persenPerson receiving Stormwater Service

(s) “Customer of Record” means the Person that applies for Service at a specified location
or locations and is identified in the account records of the Commission as the Person
responsible for payment of the bill.

[Exhibit H-1, p. 637]
[306] Halifax Water points out that the existing Regulations already provide
Halifax Water with the discretion to designate the property owner as customer of record

on certain accounts. Halifax Water says:

The proposed change will increase transparency by codifying the intended practice going
forward, and is being proposed to protect the interests of the utility and its customers by
strengthening the ability to collect on accounts. In the case of a renter that does not own
the property, that takes away Halifax Water’s ability to force collection by placing a lien on
the property to recoup money that will ultimately reduce the amount of uncollectable
accounts going forward.

[Halifax Water, Final Submissions, p. 28]

[307] Halifax Water’'s application proposed to amend the existing Regulation

36(5) to make the designation mandatory:

The Commission shall require any property owner who rents or leases a property, or a self-
contained unit within such property, to be the Customer of Record. For greater certainty,
any property owner or Landlord who wants to open a new account with the Commission
for Service to such property or self-contained unit shall be the Customer of Record. The
Commission shall transfer any existing customer accounts in the name of tenants to the
property owner or Landlord as the Customer of Record. If a property owner of Landlord
becomes the Customer of Record, then the Commission will not thereafter transfer any
accounts in the name of the Customer of Record to any tenant.

[308] In its opening statement and during the hearing, Halifax Water indicated that
it was open to working with interested parties to phase in the new requirements over a
reasonable period of time. In its final submissions, Halifax Water asked the Board to

revise its proposed Regulation 36(5) as follows:
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“The Commission shall transfer any existing customer accounts in the name of tenants to
the property owner or Landlord as the Customer of Record 12 months after providing notice
to the property owner or Landlord.” [Emphasis in original]

[Halifax Water, Final Submission, p. 28]

Halifax Water says this change would allow an opportunity for property owner/landlords
with existing leases to address the pending regulation changes with their tenants prior to
becoming the customer of record. Halifax Water proposes to register any new accounts
in the name of the property owner/landlord as of the effective date of the amended
Regulations.

[309] RHPNS urged the Board to “again reject Halifax Water’s latest attempt to
create an Automatic Landlord Program”, consistent with what it said was a previous
decision rejecting Halifax Water's request on the same matter. RHPNS says it is
unreasonable to “[grant] Halifax Water the power to force landlords to be responsible for
tenants being in arrears in cases where tenants have previously agreed to be the
responsible party for the customer's account” [RHPNS Opening Statement, p. 2].
RHPNS’s presentation highlighted that Halifax Water’'s 2024 audited financial statements
report an allowance for doubtful accounts of $3.016 million.” RHPNS says this figure
accounts for nearly 2% of the utility’s revenues. It argues that the rate increases will “drive
up arrears.”

[310] In testimony, answering questions from RHPNS, Mr. de Montbrun explained

that:

A. (de Montbrun) Currently, in our Regulations, Halifax
Water has the discretion to determine who the customer of record is, whether or not it’s the
tenant or the landlord or the property owner. We propose to make changes that would take
away the discretion and place the customer of record as the property owner.

What that has -- the impact that has on Halifax Water currently, if
an account is in arrears, one of the tools we use is the ability to lien a property. In the case
of a renter that does not own the property, that takes away our ability to force collection per
se on those accounts. If the account was in the name of the property owner, we would be
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able to lien a property through HRM and their lien process that they use for managing their
revenues, and Halifax Water would recoup that money and will ultimately reduce the
amount of uncollectable accounts that we have going forward.

Q. But that's certainly going to put an onus on landlords. |
mean, you're transferring a debt that you agreed to take on. As a customer, you would
have done your due diligence, all your credit checks and everything else and then you’re
just going to transfer that to the landlord if it doesn’t work out. | mean, this would be certainly
not reasonable. | would say that that would be very unreasonable.

A. (de Montbrun) As Ms. MacKenzie mentioned earlier
today, the mechanism that we can use to phase in this requirement, | think that's something
that we would be willing to have conversation, negotiation about. So | think that would be
one of the mechanisms to ease the impact on the situations you're describing.

Q. Well, just for the record, | hope the Board continues with
its past decision not to go forward with that because that would be very, very, very difficult
for our industry.

[Transcript T1973, pp. 309-311]

[311] The Board also received letters of comment from landlords opposing the
proposed changes to the Regulations on this issue.

[312] In the past and in this proceeding, Halifax Water has not objected to the
practice of submetering by property owners, which the Board addressed briefly in its
decision in 2012 NSUARB 71. Submetering is a practice that occurs when water,
delivered by Halifax Water, passes through the master meter and owners of multi-unit
properties use sub-meters to recoup costs associated with water services based on a
tenant’s consumption. In that earlier decision, the Board said that submetering (as just
described) is not a service to the public and therefore does not meet the definition of
“service” in the Public Utilities Act.

[313] Halifax Water used to offer a “Landlord-in-Between” program, an optional
program that allowed a water account to be automatically transferred to an enrolled
property owner once a tenant closed their account and was issued their final bill. The
account would then revert to the landlord and could be transferred to a new tenant without

a connection fee. In response to a customer complaint (M10419), in a June 2, 2022,
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Decision Letter, the Board directed Halifax Water to seek approval to update its
Regulations with specific provisions addressing the program.

[314] Later that year, Halifax Water did apply to amend the Regulations to include
rules and regulations for an Automatic Landlord Program (M10942). In its March 5, 2023,
Decision Letter, noting concerns about Halifax Water's proposal to hold landlords
accountable for any outstanding tenant accounts, the Board refused to approve that
aspect of the request.

[315] At the evening session, speaker Ursula Eckhold, a landlord, explained her
experience with the impact on landlords that include water bills in their rent. She explained
that “typically with new developments, submetering is in place, yes, and then the utilities
do not fall under the [rent] cap. However, if you have older properties, like my portfolio,
built in the sixties, the affordable housing component, all the utilities are typically included
[in rent], yeah.” (Transcript, p. 321)

[316] The Regulations include a similar provision deeming condominium
corporations as the customer of record for account purposes in Regulation 36(4). The
introduction of that provision was initially rejected by the Board when Halifax Water first
proposed it in 2001, because the Board found Halifax Water had not demonstrated that it
exhausted all reasonable alternatives. In its subsequent decision in 2006 NSUARB 38,
the Board accepted evidence that Halifax Water’s efforts to resolve its collection issues
for condominium units sharing a single water shut off were not successful. The Board was

then convinced that the provision should be approved. At para. 114, the Board says:

It appears from the evidence presented that the Board’s concern with respect to the
addition of Regulation 3(C) have been addressed. HRWC has indicated that it reviewed
other methods to collect the unpaid bills and believes that the proposal presents the best
alternative to resolve the situation. In addition, it appears that significant HRWC resources
have been used to collect the amounts in arrears, with any resulting losses spread over its
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entire customer base. Accordingly, the Board approves the addition of item 3(C) as
proposed to Regulation 3, “Liability for payment of Water Bill”.

[317] The wording of the amendment approved in 2006 is now contained in
Regulation 36(4). Until 2021, that section did not allow Halifax Water to exercise any
discretion. However, in Marquee Investments Inc., 2021 NSUARB 59, the Board
approved the addition of wording allowing Halifax Water to make other billing
arrangements for a customer of record for a condominium where it determines “an
alternate arrangement to be appropriate.” The Board noted in that decision that Halifax
Water had similar discretion to determine when it was necessary to require a landlord be
the customer of record on an account, under Regulation 36(5). Halifax Water asks the
Board to remove that discretion in this application.

[318] In Feener (Re), 2023 NSUARB 102, three condominium corporations in the
Cowie Hill Village neighbourhood complained that their condominium townhouses should
not be treated differently under Regulation 36(4) than non-condominium townhouses for
the purpose of water billing. The Board upheld the regulation, allowing Halifax Water to
continue to deem these townhouse condominium corporations as customers of record,
liable for the payment of Service to the condominium units. This practice allowed Halifax
Water the option to shut off service when a unit holder account was in default. The Board
noted that this is a key collection mechanism, particularly since “most individual overdue
accounts are not large amounts which make extensive and expensive collection
processes ineffective from a cost-benefit point of view” (Feener, para. 21).

[319] Section 13 of the Regulations deals with suspension or refusal of service.
For customer accounts where a landlord is in default for more than 40 days under the

terms of a repayment arrangement, unpaid balances are transferred to HRM with a

Document: 326472



-112 -

request that they be registered as a lien on the property to which service is provided (ss.
13(1), 13(2)). Halifax Water pointed to this process as a key collection mechanism as it
ties the debt to the property.

Findings
[320] The Board is persuaded that Halifax Water's request to deem property
owner/landlords as customers of record is a reasonable requirement for all new accounts.
Given the difficulties in seeking unpaid bill collections from tenants, against whom the
utility cannot utilize the tool of a lien on the property, Halifax Water’s position is that it
does not seek the same discretion to make an exception in “exceptional circumstances”
as it did in the case of condominiums.
[321] Nevertheless, the Board is concerned that Halifax Water’'s implementation
proposal, even with the changes proposed in its closing submissions, could create
significant issues for landlords with existing leases stipulating that the tenant is
responsible for their Halifax Water accounts and water/wastewater is not incorporated
into the rental agreements. These concerns were reinforced by submissions from RHPNS
and members of the public.
[322] At this stage, the Board has no evidence that Halifax Water's alternate
proposal to implement the requirement for existing accounts after allowing one-year
notice would address the concern about required amendments to existing lease
agreements. The Board is concerned about unintended consequences of this change and
is not satisfied that other alternatives have been sufficiently canvassed.
[323] The Board approves the amendment of Regulation 36(5) requiring that,
effective six months from the date of the Board’s Order, the customer of record on all new

accounts for rented or leased premises is to be the landlord/property owner. This
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requirement is triggered when an existing account is closed, transferred, or a new account
opened for the location. This “first step” in amending the customer of record requirement
will provide certainty to Halifax Water and property owners that, when an account is
closed or changes, the property owner becomes the customer of record going forward.
[324] Halifax Water is to provide revised language for Regulation 36(5) reflecting
the Board'’s direction in its Compliance Filing, including a provision requiring notice to a
landlord about the change in the customer of record when a tenant account is closed.

4.17.2 Impact of freeze on development charges

[325] Halifax Water proposed amendments to certain fees and charges in its
Regulations associated with development-related activities. The Department of Municipal
Affairs raised the issue of the current restriction on new or increased fees and charges
related to development approvals on development charges (referred to in the proceedings
as the “freeze”), implemented in 2023 through amendments to s. 236A of the HRM
Charter. The Department’s opening statement noted the risk that growth-related costs
may be shifted to existing customers, raising concerns of intergenerational equity and
fairness. Halifax Water confirmed that the most recent extension of the restrictions was
implemented August 28, 2025, when the expiration date was extended to November 9,
2026, through amendments to the Development Approval Cost Freeze Expiration Date
Regulations, NS Reg 173/2025. Section 236A(4) of the HRM Charter allows the Minister
the discretion to give written approval for the prohibition on new or increased fees or
charges, etc. to not apply.

[326] Mr. de Montbrun testified that the freeze of the RDC, which is collected and
kept in a separate fund, as discussed elsewhere, has no impact on this rate application.

Halifax Water says that the RDC is used to fund growth-related capital costs. If sufficient
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money is not available in the fund because of the freeze, Halifax Water would be required
to cover the costs of the planned capital projects. Mr. de Montbrun explained that the
projects would be funded either by depreciation or by issuing debt.

[327] The utility is also proposing increases for a suite of other charges, including
certain installation, inspection and review charges. However, if those charges are also
considered development charges that must remain frozen under the most recent
extension, the utility will “have costs that we are not able to cover that will have to be
passed on to the rate base.” Those other development fees are built into the normal
operation of the utility and are normally recovered from the user requiring Halifax Water
to do the work that incurs the costs. If those fees are frozen and not permitted to increase,
the utility will have a shortfall. Halifax Water's evidence is that, in their entirety, “the
increase in those charges would be in the range of a couple hundred thousand dollars.”
(Transcript, p. 173)

[328] Ms. MacKenzie indicated that Halifax Water has had “high level
conversations” with the Province to explain the two sets of development charges — the
RDC and then the other subset of fees and charges intended to recover Halifax Water’s
costs. Halifax Water’s next step is to formally ask for clarification from the Minister on
whether the specific development charge increases proposed in its Regulations would be
considered to be included in the rate freeze or could be approved by the Minister under
s. 236A(4) of the HRM Chatrter.

[329] In response to Undertaking U-14, Halifax Water indicated that the sections
of the Regulations that may be impacted by the extension of the restrictions on increases

(depending on the direction of the Minister) are: Regulation 23 — Water Service
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Connection Tapping Connection Fee; Regulation 24 — Audit Inspections and Review
Drawings; and Regulation 31 — Commissioning Water Service. It proposed to seek
confirmation from the Minister on the application of the restrictions on increases and
expected a response by the end of the year. If the restrictions do apply to those fees and
charges, Halifax Water would amend those sections of the proposed Regulations to
specify that the existing charges will remain in place until the expiry of s. 236A of the HRM
Charter.
[330] Halifax Water justified these increases and new charges in its response to
NSRAB IR-169 and with further information at the hearing. The costs associated with the
work have increased. The changes are to account for staff time and associated
administrative and operational costs.
[331] Halifax Water explained other increases in charges included in its proposal
that do not (in the utility’s view) meet the criteria to be restricted under the HRM Charter.
In its responses to Information Requests and with further information in testimony, Halifax
Water justified these increases based on increases in staff hourly rate, administrative and
vehicle/equipment costs, and, in some cases, new or different tasks the utility is required
to undertake.

Findings
[332] The Board finds the proposed changes to the fees and charges, including
those in Regulations 23 and 31, and the new fee in Regulation 24, to be justified and
reasonable. However, the Board understands that the statutory restrictions on
development fees and charges may impact whether the utility can implement the changes

reflected in Regulations 23, 24 and 31.
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[333] The Board also accepts Halifax Water’s proposals for the changes to the
other miscellaneous charges, noting the utility’s explanation that the charges for “meter
install outside of working hours” in Regulation 19(1) must be adjusted to appropriately
address staff costs under collective bargaining requirements, as provided in response to
Undertaking U-30.

[334] The Board directs Halifax Water to update the Regulations in the
Compliance Filing to reflect the relevant other development charges that will remain in
place, subject to confirmation of an exemption or the expiry of the freeze on development
charges. The Compliance Filing must also reflect the other miscellaneous charges as set
out in the application, except where the change is required to correct the calculation errors
noted in response to Undertaking U-30.

417.3 Proposed stormwater complaint fees

[335] Halifax Water proposed a change to Regulation 7(9) to establish a fee
structure for each stage of the stormwater billing complaint process. The Notice of
Objection fee would apply in circumstances where a person complains about whether
they are exempt from the stormwater charge. Halifax Water equated this charge to the
meter test fee, where a person complaining that their meter is not recording correctly or
malfunctioned must pay a fee that partially covers the cost of performing a test on the
water meter.

[336] Halifax Water estimated that the proposed complaint fees would potentially
generate approximately $26,000, in total over the test years. It did not carry out any

analysis on a potential reduction in expenses. As the Halifax Water panel explained:

A. (de Montbrun) The hope that if the fee goes -- is put into
place and it reduces the amount of complaints -- reduces the amount of complaints that
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are filed, then elevated to the DRO, and then subsequently allocated or elevated to this
Board, that there would be a decrease in our costs.

Q. But you haven’t done anything to quantify what that may
be; is that correct?

A. (de Montbrun) We have not. We have provided
information about -- | believe that the relative cost of each -- of somebody going through
that process. So to the extent that the number goes down, then we would expect a
corresponding reduction in our costs. And the intent would be, certainly in terms of staff
time, certainly that the time involved in supporting those processes internally with the DRO
and the Board, that would free up time that we would then, in some cases with stormwater,
be able to deal with some of the backlog that we've had in the past.

Q. Okay. And in your evidence with respect to complaints,
you mention that -- and we don’t need to bring this up necessarily -- but you said Halifax
Water has received 300 Notices of Objection since 2017 [sic] and approximately 45 of
those resulted in changes to the stormwater billing. So it seems to me, you know, certainly
at least some of the Notices of Objection are legitimate. | know you talk about the need to
try to reduce frivolous complaints, for example. My question is and my concern is, you
know, what about people that have legitimate complaints and can’t afford the fee? | guess
they just can’t make a complaint under your new proposed changes? Is that correct?

A. (MacKenzie) Oh, sorry, yeah, it's 200 to 300 per year,
sorry. So yeah, | thought you were referring to the total number, so it is more than that. So
this proposed fee, it doesn’t preclude our staff from having a conversation with the
customer about the stormwater, and if they raise anything that will trigger us to review their
situation, we can still do that without having to go through the formal process. But once you
start a Notice of Objection, it starts a formalized process. And so we just want to try and
head off some of the ones that -- over the years in dealing with this, a number of people
that we have tried to communicate what stormwater billing is and how it works, a lot of
people just say, “Well, I'm just going to go through the process of -- the complaint process.
| fully understand what you’re telling me; | just don’t agree with it.” And so they will initiate
an appeal and go through all the steps just because they’re fundamentally opposed to how
the charge is applied versus whether or not they receive service. And so we’re just trying
to minimize some of those complaints if we can, but we know that -- and we’ll make
changes if we become aware of anything that's changed from a drainage configuration or
if, through the nature of a subdivision application, the stormwater system changes because
a road is extended or a stormwater system is extended, we will proactively make those
changes to a customer’s account.

Q. Can | just say those discussions that you’ve just talked
about would be sort of outside of the formal complaint process?

A. (MacKenzie) Yes, we could still be able to have a
conversation with the customer and explain what’s going on outside of the formal Notice of
Objection, and then advance into the DRO process.

[337] Halifax Water's application provided cost estimates associated with
processing notices of objections from customers disputing that they receive stormwater

service:
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Since the process improvements in 2017, Halifax Water has received approximately 300

notice of objections (“Notice of Objection”) per year from Customers disputing the fact that

they receive storm water service. Of the filed Notice of Objections, approximately 15%

result in a change to the stormwater billing outcome. The estimated cost for Halifax Water,

for staff to respond to each Notice of Objection is $900, for an average annual cost of

$270,000. If a Customer is unsatisfied with the result of the Notice of Objection, they can

file a complaint with the Dispute Resolution Officer (DRO). Approximately 31 stormwater

billing complaints per year are referred to the DRO and on average 5% of these referrals

result in a change to the stormwater billing outcome. The estimated cost per complaint

referred to the DRO, including both Halifax Water staff time and DRO fees, is approximately

$2,500, for an annual total cost of $77,500. The third stage in the stormwater billing

complaint process is an appeal to the Board. Approximately four stormwater billings

complaints are appealed to the Board per year. Only one appeal to the Board, since 2018

has resulted in a change in a determination of service outcome to the Customer. Halifax

Water was unable to develop a total cost including Board fees for this process but estimates

that the cost to appeal to the Board is at least equivalent to the cost of complaints referred

to the DRO, therefore $2,500 per appeal. Therefore, the cost of the stormwater billing

complaint process is estimated at $357,500 per year.

[Exhibit H-1, pdf p. 49]

[338] Halifax Water also noted that as stormwater service boundaries are
increased, objections increase. Responding to these, as well as non-emergency drainage
inquiries, which “tend to spike during significant weather events”, have created a backlog
of work for the stormwater engineering team. In several recent decisions, the Board
reminded Halifax Water to seek improvements to ensure it handles customer complaints
promptly. Halifax Water says that, with increasing accuracy in its stormwater billing
analysis and the system burden, it is seeking to establish a fee structure at each stage of
the complaint process. It recommended implementing a $100 fee at each stage of the
complaint process, that is, a $100 fee to file the initial Notice of Objection, a referral to the
DRO, and last, if the customer appeals to the Board. If, at any stage, a determination is
made that the property does not receive stormwater service, Halifax Water would
reimburse the fee.
[339] Board Counsel consultant Carollo reviewed the proposed complaint fee and
recommended that the $100 per stage fee be increased to recover the full cost of

processing the complaints at each stage and consider analyzing these costs by tier.
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Findings

[340] The proposed $100 objection fee and subsequent appeal fees do not cover
Halifax Water’s costs of investigating and participating in the complaints process. During
the hearing the Board expressed concern that the imposition of a $100 fee at each stage
of the objection review processes creates a disincentive for objections and a perceived
incentive for Halifax Water to deny objections. Halifax Water's admission at the time and
in its closing submissions is that the charge is, indeed, intended to discourage what it
calls “frivolous” complaints, while keeping the fee below its costs of processing
complaints. Halifax Water argued that reducing the complaints would save money and
free up staff time to ensure prompt responses to remaining appeals and drainage
inquiries.

[341] The Board notes Halifax Water's DRO already has the authority to dismiss
complaints that are trivial, frivolous, vexatious or not made in good faith.

[342] A person is only a “customer” if they are a person receiving stormwater
service. The Regulations are designed so that a property within the stormwater service
boundary is subject to the Site-Related Flow Charge, except if they “do not receive
stormwater service” from Halifax Water or have an impervious area less than 50m?2. These
properties are exempt from the charge. The Board has consistently held that Halifax
Water must demonstrate at least a prima facie case that a property is receiving
stormwater service. However, where any stormwater from a property drains into the
system, the Board has held that property (unless it has an impervious area of less than
50m?) is not exempt from the Site-Related Flow Charge, as explained by the NSUARB in

its decision in 2016 NSUARB 73:
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[128] ... In the Board’s view, it does not matter how far upstream the water from the
property is discharged to the drainage system. This water eventually enters
HRWC’s stormwater system before entering Halifax harbour. HRWC is required to
make provisions to accommodate the flows from all properties which can and are
draining into its stormwater system...

[343] The Board is not convinced that the expenses incurred by Halifax Water for
review of its response to stormwater complaints are an unreasonable cost for ensuring
that ratepayers are charged in accordance with the Regulations. Furthermore, customers
with complaints and grievances are entitled to a fair and equitable process to challenge
their billing in the same way that water and wastewater customers can object to the
amounts charged on their bills where they feel they have been incorrectly calculated or
the wrong rate applied, and may complain if they feel any service or charge is not being
carried out in accordance with the Regulations.

[344] The Board was not satisfied, based on the evidence and argument
presented at this hearing, that Halifax Water's proposal for these fees is just and
reasonable. The Board does not accept the amendments to Regulation 7(9) and the
consequential amendments to other sections, including the addition of definitions
suggested to facilitate those changes. Halifax Water is free to seek other future changes
to the stormwater fees or services or how the complaints process is established in the
Regulations. The Board directs Halifax Water to submit revisions to the Regulations in its
Compliance Filing, to remove the changes to Regulation 7(9) and all other amendments
that were included to facilitate the stormwater complaint fee framework.

417.4 Other proposed changes to the DRO process

[345] Part XIV of the Regulations addresses the Dispute Resolution process and
Dispute Resolution Officer. Halifax Water proposed numerous changes to the provisions

in this part. It explained the proposals are intended to provide clarity on the customer
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complaint and dispute resolution process, including Halifax Water’s internal complaint
review process. The process applies to complaints related to all Halifax Water services.
Halifax Water indicated that it encounters confusion from customers on the complaint
process, in part because the internal review process is not directly addressed in the
Regulations. The other significant change clarifies that complaints are to be received from
customers of record.

[346] A new subsection 78E(2) requires the DRO to refuse to review or cease a
review where the complaint does not address whether Halifax Water has followed the

Regulations, or where the complaint is not referred by a customer of record.

[347] No intervenors objected to any of the changes in this section.
Findings
[348] The Board finds that the changes proposed to Part XIV provide clarity on

the process and the scope of the DRO’s mandate to address complaints. The requirement
for a written decision letter that is binding on the customer of record and Halifax Water
(subject to appeal to the Board), and other changes, embed some important principles of
fairness and transparency in the dispute resolution process. The Board approves these
changes.

4.17.5 Proposed changes withdrawn from the Application

[349] After the hearing, where other proposed regulatory changes were
canvassed with the parties, Halifax Water’s closing submissions indicated that the utility
decided to withdraw the following proposed amendments:

a. Regulation 40: request to add “water” to the information described in the regulation;

b. Regulation 78(H)(1)(e) proposed deletion regarding the scope of the DRO’s
authority to review the Halifax Water’s use of discretionary powers for an improper
purpose or irrelevant grounds or failing to give reasons.
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Findings
[350] The Board accepts Halifax Water’'s withdrawal of the proposed changes to
the Regulations set out in its closing submissions and listed in this section. Halifax Water’s
draft Regulations reflecting the updated proposals are to be submitted as part of its
Compliance Filing.
418 Other Miscellaneous Issues

4.18.1 Stormwater Quality Management Program (Blue Mountain)

[351] The Friends of the Blue Mountain-Birch Cove Lakes Society (BMBCL)
intervened in this proceeding to raise an issue about the Halifax Water stormwater
management system within the Bedford West Sub-Areas. BMBCL advised that these
Sub-Areas direct their stormwater into Black Duck Brook “...making Black Duck
Brook/Keaney Lake the system receiving waters.” [Exhibit H-17, p. 3] The Black
Duck/Kearney Lake system is part of a series of 23 lakes and waterways within an area
that the BMBCL seeks to have designated a National Urban Park by the federal
government. BMBCL stated that the area is one of the first six to be considered for this
designation. One of BMBCL'’s goals is the preservation of water quality in the lakes and
waterways within the boundaries of the area being considered for designation as a
National Urban Park. BMBCL wants the Board to direct that Halifax Water require
subdivision developers whose stormwater discharge will flow into the lakes being
considered for designation to use stormwater retention ponds rather than detention
ponds. Retention ponds are referred to as wet ponds in the Halifax Water Design
Guidelines. These types of stormwater management ponds retain stormwater in a

confined place for a longer period than detention ponds (referred to as dry ponds in the
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Halifax Water Design Guidelines). Detention ponds are more likely to deal with peak flow
and not retain the stormwater for a period after a storm. Ms. MacKenzie said this about

retention ponds:

... there’s more possibility for contaminants or sediments to settle out. And so they are a
best management practice, one of many, that are used in stormwater management, and
so that was the premise around that.

[Transcript T1976, p. 652]

[352] Stormwater management systems are built and paid for by the subdivision
developers. They are eventually transferred to Halifax Water, assuming they meet the
Halifax Water Design Guidelines. Halifax Water incurs no capital costs for the stormwater
management ponds. Currently, a 25% depreciation amount would have to be included in
rates for stormwater assets once they are transferred to Halifax Water. Ms. MacKenzie
testified there was no material difference in operating costs between detention and
retention ponds once they are transferred to Halifax Water. She testified that depending
how the ponds are configured “...the upfront cost to the developer might be slightly more.”
The current Halifax Water Design Guidelines do not specify whether wet ponds or dry
ponds are required in any particular circumstance. Both Ms. MacKenzie and BMBCL
advised that currently Nova Scotia Environment has no water quality parameters for
stormwater management. The focus is on maintaining the same stormwater flow quantity
before and after development. Ms. MacKenzie advised that Nova Scotia Environment is
exploring the possibility of introducing some quality parameters and possibly as early as
2026.

[353] The issue of stormwater management arises primarily when a developer
applies to consolidate or subdivide lands under HRM’s Subdivision By-law. The ultimate

responsibility for approving or rejecting a subdivision application rests with a development
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officer, who performs an executory function with limited discretion. The developer
proposes a particular stormwater management system, and the development officer
seeks input from various sources, including Halifax Water and Nova Scotia Environment.
Halifax Water looks at whether the proposed system meets its design standards and
whether it will create additional, presumably unacceptable, costs. The utility provides a
recommendation based on this assessment. If the stormwater system meets all the
Subdivision By-law and Nova Scotia Environment requirements and complies with the
specifications in the Halifax Water Design Guidelines, there would likely be no basis for
the development officer to refuse a subdivision application.

[354] The Board has no jurisdiction over the subdivision process, except for
appeals. The Nova Scotia Court of Appeal has said the Board’s predecessor (the Nova
Scotia Utility and Review Board) should not insert itself in the subdivision process in the
guise of utility regulation (see: East Hants (Municipality) v Nova Scotia Utility and Review
Board, 2020 NSCA 41). This is primarily a subdivision issue with environmental regulation
overtones. The Board finds it should not micro-manage engineering specifications to
require a particular type of stormwater management pond, particularly in light of the fact
that there are no water quality parameters under environmental legislation. The best way
to address this issue is through the legislative process, especially as it appears Nova

Scotia Environment may be considering it soon. The Board declines to make the ruling

sought by BMBCL.
4.18.2 Collection of Regional Development Charges
[359] Halifax Water has proposed amendments to its Regulations in subsections

29(3) and (8) for wastewater, and subsections 30(3) and (8) for water, to change the

timing of the collection of the RDC. Currently, the RDC is collected at the time a developer
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or contractor applies for a building permit or permit to connect. Halifax Water proposed
that payment of the RDC be deferred until there is a request for a water meter installation
or an inspection of the new wastewater connection.

[356] The Board refused the same request in 2023. Halifax Water asserted that
one of the key factors for the Board’s refusal was “the impact of the change to the rate
base”. Halifax Water stated that the Board identified the cash balance in the RDC account
as allowing the utility to reduce the debt the utility was required to issue with respect to
its non-RDC capital expenses. In the present application and in prior RDC filings, Halifax
Water has explained to the Board that it uses part of the balance in the RDC fund to
manage its cash flow for its other capital or operating requirements and to delay the
issuance of debt. It confirmed in the application that it pays interest to the RDC fund for
any cash used to cashflow its capital or operating requirements. It added that the delayed
issuance of debt saves Halifax Water interest charges of about 1.0% to 1.5% per year.
[357] In support of its proposed amendments to the Regulations, Halifax Water
noted that the funds paid by developers to the RDC fund should be reserved for their

benefit:

... Halifax Water is of the opinion that as the cash balance in the RDC account is a result
of payments made by developers, and any changes proposed should first and foremost be
to the benefit of the developers paying the charge. While there is a potential; benefit to the
general rate base, it should not trump the benefit to the developers making the payments,
nor should one customer group subsidize another.

[Exhibit H-1, lines 768-772]

[358] These proposed amendments to the Regulations were supported by the
Urban Development Institute of Nova Scotia (UDI) and developers who submitted letters
of comment in the matter. In its pre-hearing brief, UDI reiterated the utility’s view that any

amendment to the Regulations “must primarily benefit the parties providing these funds”.
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It noted that for a mid-size development of 500 multi-unit dwellings, serviced by both water
and wastewater, the developer would incur combined RDC costs of about $3 million ($2
million for the wastewater RDC and $1 million for the water RDC). It noted that there
would be $375,000 in carrying costs for paying the RDC fees when the permit is obtained,
assuming the $3 million is financed over a three-year period at a 4% compounded interest
rate. It noted developers must bear this financial burden simply due to the timing of the
RDC payment. Citing Nova Scotia’s ongoing housing crisis, it stated this added cost
directly impacts the price of new housing stock, which must be passed on to buyers and
tenants and contributes to the escalating cost of housing. It also suggested that the

current timing for the RDC collection is unfair:

While reducing the utility's debt load does offer public benefit, this must not override the
principle of fair treatment for developers who are directly funding growth-related
infrastructure through RDCs. It is neither equitable nor sustainable for one customer class
to shoulder disproportionate financial responsibility for system-wide advantages.

We also consider the timing of the payment of RDC at the time of permitting to be inherently
unfair as neither the developer nor their customers or tenants will even be ratepayers for
the level of service which triggers the RDC until the project is complete and an occupancy
permit is issued. This is a more equitable time to required payment of the RDC when the
developer has secured permanent financing. The requirement of payment before issuance
of an occupancy permit is a guarantee that payment will be received by the utility.

[UDI Pre-Hearing Brief, July 22, 2025, p. 2]

[359] No other party addressed this issue in their evidence or closing
submissions.

Findings
[360] To provide context for this issue, the Board notes that the RDCs do not

apply to local or area infrastructure. Given the scope of the RDCs, as implied by their
name, the fund is intended to support regional infrastructure. When regional infrastructure
is built, it not only serves current customers, but must also be able to serve future

customers occasioned by the proposed development subject to the charge. The RDCs
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are solely related to serve growth under the principle that “growth pays for growth”. In the
absence of development charges like the RDCs, there would be significant
intergenerational inequity by making current ratepayers pay for a portion of the
infrastructure that is only intended to serve future customers.

[361] The sheer size and scale of this regional infrastructure is evident from the
description of this infrastructure in Halifax Water’'s Regulations. As an example, Regional

Wastewater Infrastructure is defined as follows:

Regional Development Charge for Wastewater Infrastructure

29. (1) (b) Regional Wastewater Infrastructure” means core regional Wastewater
treatment facilities and trunk sewer systems directly conveying Wastewater to,
or between, such facilities, including

(i) existing Wastewater treatment facilities (WWTF) that provide a regional
Service including the facilities generally known as the Halifax WWTF,
Dartmouth WWTF, Herring Cove WWTF, Eastern Passage WWTF, Mill
Cove WWTF Beechville/Lakeside/Timberlea WWTF, and Aerotech
WWTF,

(i) trunk sewers and related appurtenances which directly convey
Wastewater to regional treatment facilities,

(iii) trunk sewers and related appurtenances which divert Wastewater from
one regional treatment facility to another due to environmental concerns,
capacity constraints or operational efficiency, and

(iv) inflow and infiltration reduction and/or sewer separation projects for the
purposes of gathering capacity within the wastewater system for the
benefit of planned growth.

but does not include infrastructure within or directly adjacent to approved or

planned development areas which is required to directly support development
within an approved or planned development area;

[362] Section 29(2) of the Regulations provides that the RDC is intended to
ensure the cost impact to Halifax Water is “neutral to the design, construction and
financing during construction of capacity expansion to Regional Wastewater
Infrastructure related to planned growth”. Subsections 30 (1)(b) and (2) contain similar

provisions related to regional water infrastructure.
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[363] In terms of regional wastewater infrastructure specifically, the Board’s most
recent decision for setting the RDC rates, 2020 NSUARB 129 (M09494), noted that
significant costs are expected in the coming years. Specifically, new and upgraded
infrastructure to the WWTFs is required to meet federal Wastewater System Effluent
Regulations (WSER) discharge limits by 2041. At the time of the 2020 decision, the
projected RDC-related wastewater costs were expected to be at least $300 million in the
following 20 years (i.e., up to 2040). In Halifax Water filings since that 2020 decision, it is
evident that the projected costs allocated to the wastewater RDC fund are significantly
understated. Regional infrastructure costs are being updated as part of a comprehensive
IRP process now being conducted by Halifax Water.

[364] Halifax Water is required to file an annual Financial Status report with the
Board to outline the current status of the RDC fund. Normally, the filing of this report is
intended to determine whether a change to RDC rates is required because updated
assumptions would result in calculated RDCs being projected to change by more than
15% (up or down). In such cases, the Board would initiate a full review to assess the
updated assumptions. Further, under the Regulations, the RDCs would normally be
adjusted annually for the Consumer Price Index (CPI) for Halifax. There has been no RDC
review or inflation adjustment in 2024 and 2025. The HRM Charter was amended
effective November 9, 2023, by adding s. 236A which froze development charges,
including RDCs, until November 9, 2025. Further, the Province recently advised Halifax
Water that the existing provincial freeze on development charges will be extended to

November 9, 2026.

Document: 326472



- 129 -

[365] Recent annual Financial Status reports have confirmed that the current

RDCs are significantly understated based on updated assumptions:

In last year’s report, the Wastewater RDCs would have remained within the +15%
threshold, but this year’s report shows that, absent the freeze on development charges,
the Wastewater RDCs would potentially need to increase by 75.7% to recover what the
RDC is supposed to collect. The Water RDC is in a worse situation. According to the 2024
Financial Status report, the Water RDCs should have increased by 76.07%. Based on this
year’s report, the Water RDCs should potentially increase 254.2% from existing RDCs.

[Exhibit H-41, Decision Letter (M12358), September 10, 2025, p. 3]

[366] As noted in Halifax Water’s application, the Board refused the same request
to defer the collection of RDC fees in a decision letter dated October 5, 2023 (Matter
M11159). While Halifax Water claimed that one of the “key factors” in the Board’s refusal
was “the impact of the change to the rate base” because the utility was using the RDC
cash balance to manage cash flow and to reduce the debt the utility was required to issue,
this was only one of four reasons cited by the Board. Indeed, the Board observes that the
use of the RDC cash balance as a cash flow management tool was a factor first identified
by Halifax Water in a prior general rate application. On that basis, the Board repeated this

factor in its 2023 refusal of the proposed amendment to the Regulations:

Third, there is evidence that delaying the collection of RDC collection could negatively
impact the utility and ratepayers by impacting Halifax Water's management of cash flow,
affecting the timing of debt issuance and increasing rate base.

[Decision Letter, Matter M11159, p. 4]
[367] However, the Board identified three other factors in its decision letter:

First, the collection of RDCs at the time of permitting has been in effect since 2014 when
the RDCs were instituted. It is common practice for permit fees of various types to be
collected “upfront” before construction begins. The Board was not provided with any
examples of permit fees that are deferred for collection until after construction is completed,
whether in this province or in another jurisdiction. The current timing of RDC collection is
consistent with common practice in the construction industry. While this practice has other
benefits described below, it also facilitates the collection of such fees to avoid payment
delinquencies.

Second, the Board accepts the CA’s submission that there is no compelling evidence that

any costs savings accruing to developers from the proposed change will be passed on to
Halifax Water’s ratepayers. ... Regardless of what costs are incurred by developers during
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construction, the Board would expect that developers will sell their completed units based
on what the “market” will bear. No explanation was provided about how the savings would
be passed on to ratepayers.

Finally, the RDCs are designed to account for the timing of collection. As noted in Halifax
Water's Rebuttal Submission, the RDC is designed to provide sufficient funds to build the
growth-related infrastructure, and the timing of when the funds are received is considered
in the calculation of the RDCs. As such, it appears to the Board that a change in timing of
collection of RDC funds could impact the amount of the RDC charges themselves. In the
Board’s view, this would be best addressed in the next RDC hearing where a more fulsome
and comprehensive analysis, based on all the elements used to develop RDC charges, will
be completed. ...

[Decision Letter, Matter M11159, pp. 3-4]

[368] No evidence was presented by Halifax Water and UDI to address the above
concerns. However, UDI did provide an opening statement at the hearing. Halifax Water’s
support for the proposed amendment was limited to its submission that any benefit to the
rate base by helping to manage cash flow and reducing the issuance of debt “should not
trump the benefit to the developers making the payments, nor should one customer group
subsidize another” and that “any changes proposed should first and foremost be to the
benefit of the developers paying the charge”. UDI did not file evidence in this matter, nor
did it testify at the hearing. The Board was not provided with any evidence about other
jurisdictions that depart from the common practice of collecting development charges at
the time of permit application; about how deferring the collection would impact potential
payment delinquencies; why developers would not sell their completed units based on
what the “market” will bear and, if so, how any savings would be passed on to ratepayers;
and why the amendment would not more appropriately be considered in the next RDC
hearing when a more fulsome and comprehensive analysis could consider how a change

in the timing of RDC collection would impact the calculation of the RDCs.
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[369] With respect to Halifax Water's submission that any proposed changes
should first and foremost be to the benefit of the developers paying the charge and that
one customer group should not subsidize another, the Board considers that this can be
addressed through Halifax Water's cash flow management and reviewing its debt
issuance strategy, as canvassed earlier in this decision. The utility’s cash flow
management and debt issuance strategy does not have to be reliant on the RDC fund.
Depending on how Halifax Water addresses those issues, the claim that one group of
ratepayers are benefiting at the expense of another may well be moot.

[370] The Board is mindful that the timing of the collection of RDC fees is an
important issue for the development community and that the current Regulations do
require developers to carry the financing costs of paying the RDC at the time a building
permit or permit to connect is requested. In this respect, the Board notes that the current
Regulations do provide some relief on this issue. Halifax Water has the discretion to
approve a deferral of up to 25% of the payment of an RDC where the charge is $100,000
or more. In such cases, the deferral becomes a lienable charge on the property. Neither
Halifax Water nor UDI referred to this provision in the hearing process.

[371] In addition to the Board’s above view that a change in the timing of RDC
collection should be considered as part of a comprehensive review of the RDC which
considers all aspects of the RDC and how a change in the timing of RDC collection would
impact the calculation of the RDCs, the Board is primarily concerned about maintaining
the integrity of the RDC fund so that it is available to support the build-out of significant
regional water and wastewater infrastructure in the future. As noted above, this situation

is exacerbated by the current freeze on development charges which has resulted in RDC
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fees being significantly below what they would be at present because of the outdated
assumptions and inputs to the current RDC formula. The RDCs are collected to address
the need for regional infrastructure to accommodate growth. In most cases, such regional
infrastructure must be built before it is actually needed because that is the most cost-
effective and efficient way to build out the infrastructure. If RDC funds are not available
when such regional infrastructure must be constructed, there is a risk that these capital
projects may be jeopardized or greater rate pressures are placed on future ratepayers,
including developers advancing new projects in later years who could be subject to
significant increases in RDCs. This raises significant intergenerational inequity concerns.
In such circumstances, the Board considers it important that the current RDCs be
collected according to the timing that was incorporated in the formula to calculate the
RDCs, i.e., to be collected at the time when the building permit or permit to connect is
requested.

[372] For the above reasons, the Board denies the proposed change to the
Regulations to change the time the RDC fees are collected. Keeping the status quo on

the collection of the RDC is to be reflected in the Compliance Filing.

5.0 SUMMARY OF MAJOR FINDINGS AND DIRECTIVES

[373] Halifax Water’s general rate application proposed significant rate increases
for its customers. An initial rate increase is proposed for January 1, 2026, followed by
another rate increase on April 1, 2026. Because of how Halifax Water presented its
application, this would result in two significant rate increases three months apart.

[374] To illustrate the magnitude of these proposed rate increases, the Board

refers to the proposed increases for 5/8” water meters, which are used primarily by
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residential customers. Halifax Water's proposed increases for water and wastewater

services total 15.8% on January 1, 2026, and 17.1% on April 1, 2026, for a combined,

compounded increase of 35.6% over three months.

[375]

In summary, the Board approves Halifax Water's proposed revenue

requirements for both test years, except for the following adjustments and disallowances

which are made to the revenue requirements:

Given the way Halifax Water has presented its application proposing test year
revenue requirements effective on January 1, 2026, followed by another rate
increase on April 1, 2026, the proposed test year revenue requirement for the first
test year (2025/26) would only start to be recovered in rates on January 1, 2026.
This would result in there being a 9-month period (April 1, 2025, to December 31,
2025) during which existing rates would not be sufficient to recover the budgeted
revenue requirement for that period. Halifax Water proposed to recover this
shortfall in the second test year revenue requirement starting April 1, 2026, which
was referred to by Halifax Water in its application as the “deficit elimination”. The
Board has deferred the recovery of the “deficit elimination” in the second test year.
This results in a cost reduction of about $24.5 million in test year 2, which will be
deferred for recovery in later years. Halifax Water is to file a proposal in its next
general rate application for the recovery of this deferral amount over a number of
years, following its discussions with HRM as discussed below. This finding alone,
without other adjustments, would reduce the proposed rate increase on April 1,
2026, from 17.1% to 7.0% for the second test year relating to water and wastewater
services for residential customers;

The projected amounts for the debentures issued in the 2026/2027 test year are
reduced from $150 million to $90 million;

Halifax Water shall change its accounting of principal and interest payments for
debentures issued in 2025, 2026 and future years from an accrual basis to a cash
basis in its revenue requirement;

Halifax Water’s projected increase in water consumption levels for both test years
shall be adjusted from 1% to an overall average consumption level of 1.82%,
prorated by customer class using the consumption data in the table in Exhibit H-
44, Undertaking U-25, p. 6;

The assumed interest rates on debentures issued in 2025 (test year 1) are reduced
from 4.0% to 3.73% on the spring debenture and to the actual interest rate on the
fall debenture;

Halifax Water is to reduce its revenue requirements by the adjustments in
depreciation identified in Undertakings U-4 and U-27, namely by $1,286,684 for
2025/26 (test year 1) and by $1,072,334 for 2026/27 (test year 2);
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The depreciation on contributed assets for water, wastewater and stormwater
services is frozen at 2023/24 levels, pending the utility’s updated debt strategy
directed in this decision. In test year 1 (2025/26), Halifax Water had included a 2%
increase in the depreciation on contributed assets. This will represent a reduction
from what was proposed in rates of $288,000 (water $66,000, wastewater
$176,000 and stormwater $46,000). In test year 2 (2026/27), Halifax Water had
included a further 1% increase in the depreciation on contributed assets;

Chemicals costs are to be set in test year 1 at $9,788,000 and test year 2 at
$10,032,000, increases of 2.5% per year. This represents a reduction of about
$740,000 in test year 1 and about $1 million in test year 2 from what was proposed
in the application;

The revenue requirements for staffing and salaries are reduced by an amount
equal to 20% of:

o New staff as budgeted for test year 1 - 2025/26 ($500,000 reduction);
o New staff as budgeted for test year 2 - 2026/27 ($1,170,000 reduction); and

o With the full year cost of new staff hired in the two test years not to exceed
$5,400,000;

Budgeted vacancies are to be increased from 2% of gross staffing costs to 4%,
with an additional estimated savings of $1,200,000 for each test year; and

The dividend component of the payment under the Grant in Lieu of Taxes/Dividend
Agreement with HRM is excluded from the revenue requirement in the first test
year. Figure 18 of the application shows that the amount allocated to the
wastewater/stormwater dividend is $1.078 million. Halifax Water is to report in the
next general rate application on its discussions with HRM about whether the
municipality will provide relief of a larger portion of the payments under the
Agreement to further alleviate the proposed rate increases.

The new rates will take effect on January 1, 2026, for first test year

(2025/26) and on April 1, 2026, for the second test year (2026/27). The final rates based

on the above adjustments will be confirmed in a Compliance Filing to be provided by

Halifax Water.

[377]

The Board'’s findings about other aspects of the application include:

The proposed revisions to the Cost of Service Manual are approved. The base
charges for water and wastewater are approved,;

The private and public fire protection rates are approved, subject to these rates
being adjusted in the Compliance Filing to reflect the Board’s other adjustments to
the total revenue requirements in this decision;
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The water rates and wastewater rates are approved, subject to filing its
Compliance Filing to reflect the adjustments noted in Undertakings U-4 and U-27,
and other disallowances directed in this decision;

The proposed stormwater charges are approved, subject to filing its Compliance
Filing to reflect other adjustments in this decision. However, Halifax Water is to
explore a new rate design for the ROW Charge. If no agreement is reached on this
issue by July 30, 2026, the matter can be canvassed in the next general rate
application; and

The Board approves Halifax Water’s proposed amendment to Regulation 7.2 to
enable billing adjustments to allow for periodic review of road ownership data and
impervious data based on provincial updates to the NSPRD.

The Board issues the following directives to Halifax Water:

To file an update on its Rate Affordability Study and its H20 Program addressing
the issues noted in this decision. These updates are to be filed with the next
general rate application, which Halifax Water stated would be filed by September
2026;

To work with the Nova Scotia Government to review options for longer terms on
debt instruments, to include scenarios on longer amortization periods in the update
to its financing strategy, and to provide a report with options and a
recommendation in its next general rate application;

To update its debt strategy and develop stronger operating and rate strategies.
These updated strategies are to be filed by June 30, 2027, with a progress report
provided in the next general rate application;

To develop a “business case” approach for added staff as part of the 2026/27
Human Capital Management Report and to include it in the next Institutional
Capacity Assessment Update. This approach should review added staff positions
against various factors including efficiencies and cost offsets that can be
documented and captured; existing funded positions that are foregone in favour of
the new position; service standards; and significant risk factors. These business
cases should be reviewed against the available funds, with the rate assumptions
clearly spelled out. This should provide for much stronger prioritization and an
evaluation as to how such additions will affect available funds and future rates;

To report in Halifax Water's next Human Capital Management Report on the
revised staffing positions and costs (updating Undertaking U-21) for the revised
staffing costs, but also updating the cost to show which positions are expected to
be capitalized and at what amounts;
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e To explore with HRM, prior to the next general application, whether the municipality
would limit future rate increases by absorbing some, or all, of the shortfall amount
contributing to the accumulated deficit;

e In its next general rate application, to provide separate tables for the rate impacts
by meter size for each of water and wastewater services; and

¢ In its next general rate application, to provide an analysis, accompanied by any
available data, that would explain whether distribution pipe length differ
significantly between customers of various classes and pipe sizes, and whether

any such difference might lead to one customer class subsidizing another.
[379] The Board approves Halifax Water’s proposed amendments to its Schedule
of Rates, Rules and Regulations, except that the following proposed amendments are

denied as outlined in this decision:

e The proposed change to the timing of collection of the RDC fee;

e The proposed changes to the Customer of Record provision for existing accounts
related to the Automatic Landlord Program. However, the proposed revision is
approved for new accounts, effective six months from the Board’s Order; and

e The proposed stormwater complaint fee.

[380] Some of the issues above must be addressed in Halifax Water’s
Compliance Filing, which is discussed in the following section. Halifax Water must also
reflect the calculation errors noted in Undertaking U-30 and confirm the development
charges that will be exempted from the freeze by the Province. With the exception of the
disallowances and directions made in this decision, other rates, charges and items

outlined in Halifax Water’'s application are approved.

6.0 COMPLIANCE FILING

[381] Halifax Water is directed to file a Compliance Filing based on the Board’s

findings in this decision no later than one week after the date of this decision. The
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Compliance Filing is to include a revised rate study and comparative tables similar to
Figures 28, 29, 39 and 41 in the application.

[382] Intervenors will have one week from the date that Halifax Water files its
Compliance Filing to provide submissions to the Board. Halifax Water may file a reply
within three business days after the Intervenors’ submissions.

[383] The rates will be effective as of January 1, 2026, and April 1, 2026,
respectively. The amended Regulations will be effective as of January 1, 2026.

[384] An Order will issue following the Compliance Filing.

DATED at Halifax, Nova Scotia, this 16! day of December 2025.

A

Roland A. Deveau

Jutid E. Clark

(A

Richard J. Melanson

fuce H. Fisher

Marc L. Dunning
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