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HISTORY

In February of 2000, the Heavy Construction Association of Regional Niagara
(HCARN) commissioned a study to examine the state of infrastructure within Niagara
Region. The report entitled “The Case for Increase Infrastructure Investment in the
Region of Niagara” evaluated the status of road, wastewater and water systems in
the Region and the connection between increased investment and resulting
economic and user benefits.

FINDINGS OF INITIAL STUDY

The study evaluated data and literature provided by a variety of Canadian
associations, municipalities within the Niagara Region and industry. Regional
infrastructure expenditures covering a time period of 5 years were analyzed,
conclusions were drawn and the final report was presented on January 5, 2001.

The report highlighted the immediate need for investment in road infrastructure and in
wastewater and water main construction, and was the topic of conversation at
several local council meetings. Some of the key findings at that time included:

Road Infrastructure

e Protecting Investment — there is a contingent liability of $147.5 million to
reconstruct the 590 km of 12-15 year old roads identified by the
respondents. This contingent liability will become an actual liability if these
roads are not rehabilitated in the next 1-3 years. The cost to rehabilitate
these roads is $47.2 million. In other words rehabilitating the roads saves
$100.3 million. There are a further 2,166 km of regional roads that are
older than 15 years. The cost to rebuild these roads is $541 million.

e Attracting Investment — highway access is the #2 site selection factor (after
labour cost). Without superior access Niagara will not be able to realize
the full potential of the growing traffic transiting the peninsula.

e User Benefits — such as reduced travel time and operating costs, and
increased safety have a net present value (NPV) in the range of $634,000
per km.

WasteWater & Water Infrastructure

e Protecting Investment — Based on National Research Council sewer/water
maintenance and replacement guidelines (conservative estimates based
on 3% and 2% of replacement value respectively) there has been a total
budget shortfall of $67.7 million in the respondents’ wastewater/water
budgets covering the period 1997 — 2000.
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e Attracting Investment — there is evidence of communities ceasing
development due to the inability of the water system to expand. Further,
easy, cost efficient provision of water services can be a contributor to
investment decisions.

e User Benefits — no quantification of user benefits was found; however,
Canadians, and in particular Hamilton/Niagara residents, rank the provision
of clean water as the number one program that should be exempt from
spending cuts. Clean water ranks ahead of public health, education and
social assistance.

Common Conclusions

e Jobs — a $1 million infrastructure project generates in the order of 29.3
local person years of employment.

e Spending — a $1 million infrastructure project generates a total benefit in
the order of $1,230,000 in Direct, Indirect and Induced local income.

e Productivity — research on productivity impact shows there is a positive and
strong correlation between investment and productivity in the order of: a
1% increase in public capital stock produces a 0.10% to 0.40% increase in
productivity.

e Costs — research on cost impact shows there is a positive and strong
correlation between investment and reduction of manufacturing costs in the
order of: a 1% increase in public capital stock produces a 0.11% to 0.22%
decrease in manufacturing costs.

e Return on investment — research on US investment impact shows that
returns on infrastructure investment have dropped in the past 40 years
from 40+% to 10%. This is due to diminishing benefits since the
substantial completion of the US interstate highway system.

e Returns in general are variable, based on the type of infrastructure
investment, with investment in maintenance generating 35% returns and
investment in new rural construction generating low (unspecified) returns.
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STUDY RELEASE

The release of the “Case for Increased Infrastructure Investment in the Region of
Niagara” generated a lot of interest from various levels of regional government, the
media, and the public. The findings of the study were presented to Municipal Council
at meetings in St. Catharines, Niagara Falls, Welland, Port Colborne, Lincoln and the
Public Works Committee Meeting of Niagara Regional Council. Various newspapers
including the Welland Tribune, St. Catharines Standard and Niagara Falls Review
took interest and reported the findings of the study. The local radio station (CHSC)
interviewed an HCARN representative who spoke about the findings of the study and
their relationship to the continuing viability of the Niagara Region. A public
awareness campaign followed to increase awareness of infrastructure issues and
gather information on a regional basis regarding the importance if infrastructure to
ratepayers. The report and results of the public awareness campaign prompted
Public Works Directors from each municipality to include HCARN’s executive
members bi-annually to discuss current and future infrastructure issues and
initiatives. The main concern noted by both the public and council was a need for
change regarding investment in infrastructure.

MUNICIPAL ACCOUNTABILITY

During the meetings held with Municipal Councils and the Regional Public Works
Committee after the release of the Case Study, it became evident that a commitment
to infrastructure must be addressed in upcoming budgets. In order to gauge the level
of commitment municipalities are giving to infrastructure issues, a strategy for
measuring investment level was devised. A scorecard was developed as a
measuring tool. The scorecard measured hard categories including actual v. budget
expenditures, rolling averages, investment per capita, and asset replacement index
as well as softer categories including co-operation received from each municipality,
the budget process, responses to questions, and public awareness/education. The
intention of the scorecard exercise is not to measure the quality of infrastructure, but
rather is a measure of commitment fulfilment. A high score indicates that the
municipality is further along the timeline of investment. A breakdown of
measurement criteria is as follows:
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Scorecard

Actual v. Budget
= Accountability measure to see if expenditures are close to or exceed what was
planned or budgeted for the two most recent years studied. A 10% variance in
spending to budget is allowed.

Rolling Averages
= Measures to carry forward expenditures that have been budgeted in one year,
but spent in another year due to a variety of variables, more evenly spreads
out possible annual fluctuations.
= Compares 3 year to 5 year averages, a higher 3 year average shows a more
current commitment to investment

Per Capita
= Measures the increase in expenditures that the Municipality is spending per
population (as per Regional website) for the past two years studied

Asset Replacement Index
= Benchmark for annual replacement cost of water and wastewater. Compares
municipal 3 year averages to see if they meet or exceed industry standards for
70 year lifecycle for water and wastewater replacement. The performance
based on a 50 year lifecycle is also examined on an information only basis.

Infrastructure Expenditure Processes

= Co-operation — ease of obtaining financial data, meeting with municipalities,
turnaround time.

= Budget Process — measured detail involved in budgets and whether budgets
are linked to funding sources and lifecycle analysis.

= Detailed Explanation — measured response to questions

» Public Awareness & Education —measured whether or not the municipality was
involved with campaigns, handouts, websites to inform taxpayers about
various infrastructure projects and issues.
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Summary of Expenditure Findings — 1997 — 2003 Actual, 2001 — 2004 Budget

(Please note — a re-statement has been made of the 2002 actual and budget for the

Region and the 2003 budget for the Region and Niagara Falls for additional

information provided after the previous reported Municipal Scorecard)

Infrastructure General Observations

In 1998, spending fell to $64,096,265 but has been steadily increasing each
year to $106,580,503 in 2003 (2002 — $92,492,319).

The 3 year average of Infrastructure spending has increased to $92,425,073
compared to a 5 year average of $85,354,837 reflecting the current trend to
spend more on infrastructure.

Region has contributed 65.7% ($139,833,232) towards Roads over the past 5
years. This is compared to expenditures from 9 municipalities in the Niagara
Region that provided financial information.

Region contributed 57.6% ($68,066,692) towards Wastewater over the past 5
years. This is compared to expenditures from 9 municipalities in the Niagara
Region that provided financial information.

Region contributed 33.0% ($31,379,801) towards Water over the past 5 years.
This is compared to expenditures from 9 municipalities in the Niagara Region
that provided financial information.

Infrastructure Budget Comparisons

Increase of approximately 60% between 2002 to 2003 budgets ($93 million to
$127 million)

Projected increase of approximately 20% between 2003 to 2004 budgets
($127 million to $154 million)

Region makes up 54% of the 2003 budget

Region makes up 59% of the 2004 budget

7 of the 9 municipalities are budgeting to spend more on infrastructure in 2004
than they budgeted to spend in 2001
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Per Capita Infrastructure Spending Comparison

= In 2001, an average of $107.58 was spent by the 8 Local Municipalities and
$125.31 by the Region on a per capita basis for infrastructure (total of
$232.89).

*= |n 2002, an average of $127.00 was spent by the 8 Local Municipalities and
$111.75 by the Region on a per capita basis for infrastructure (total of
$238.75).

*= In 2003, an average of $127.36 was spent by the 8 Local Municipalities and
$139.52 by the Region on a per capita basis for infrastructure (total of
$266.88).

Infrastructure Asset Replacement Index

= The total of the 3 year average of actual expenditure for the 8 Municipalities
and the Region exceeds the annual capital replacement cost benchmark
(based on a 70 year Life Cycle) by 58%.

= |f a 50 year Life Cycle is substituted the 3 year average still exceeds the
benchmark by 12%.

Final Score

Total Score (out of possible 100
points)

2003 | 2002
St. Catharines 92 65
Region of Niagara 74 66
Niagara-on-the-Lake 70 76
Grimsby 68 n/a
Port Colborne 63 76
Niagara Falls 60 58
Thorold 60 64
Fort Erie 59 58
Welland 55 54
Average Score 66.8 [ 64.6
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CONCLUSIONS

The findings to date continue to confirm that the municipalities studied are
following through with their commitment to increase investment in
infrastructure. The budgeted expenditures for 2004 are planned to reach $154
million versus the $64 million expended in 1998, the year before the “Case for
Increased Infrastructure Investment” took place. Over the past 5 years $426 million
has been spent on infrastructure between the 9 municipalities.

The municipalities studied account for 86.48% of the population the Niagara Region
(based on 2003 population). The population of the study group has grown by 4.4%
since 2001 while at the same time the per capita spending has increased by $33.99
(14.5%) from 2001. The increase in the average municipal scoring of 3.3% is
another indication of the “raising of the bar” in the combined approach to
infrastructure investment by the Niagara Region municipalities studied.

The City of St. Catharines and the Region of Niagara based on the 2003 actual
information reviewed are leading in the measured level of commitment to
infrastructure investment. The rapidly declining state of infrastructure is an issue that
all municipal bodies globally are facing, the municipalities in the Niagara Region that
have been studied are providing proof that they are taking a proactive position and
through sound strategic asset management practices are dealing with this issue by
increasing their investment in infrastructure.

As noted in the original Case released in 2001, it is not just a matter of throwing
dollars at the problem today to make it go away but rather through a combination of
covering past neglects and anticipating future needs that will enable the
municipalities to provide an efficient and effective infrastructure system for the benefit
of the ratepayers

Submitted on behalf of the Heavy Construction Association of Regional Niagara

George Barkwell, CA, CMC
President, GD Barkwell & Associates Inc.
February 28, 2006
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