Council Workshop

Town of Newmarket . . .
Nerm‘arEet Agenda (Finance Policies)

Monday, April 30, 2018 at 10:00 AM
Council Chambers

Notice

In accordance with the Town's Procedure By-law, no decisions are to be made but
rather this meeting is an opportunity for Council to have informal discussion regarding
various matters.

Declarations of Pecuniary Interest

ltems

1. Development Charges Council Information Session Presentation

Mr. Jason Bevan and Mr. Craig Binning, Hemson Consulting will be in attendance
to present on the matter.

Note: The following report has been included for information purposes.
¢ Development Charges Background Study Update Information Report
2018-17
2. Financial Sustainability Presentation

The Director of Financial Services/Town Treasurer and the Senior Financial
Analyst will be in attendance to present on the matter.

Note: The following reports have only been included for information purposes,
and will be considered at the April 30, 2018 Committee of the Whole
meeting.

e Policies for Financial Sustainability Report 2018-11
e Asset Replacement Fund Strategy Report 2018-12
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Pg. 1

Pg. 26

Pg. 29

Pg. 55
Pg. 77



3. Service Pricing Policy Presentation Pg. 86

The Director of Financial Services/Town Treasurer will be in attendance to
present on the matter.

Note: The following report has been included for information purposes.

e Service Pricing Policy Update Information Report 2018-20 Pg. 99

Adjournment
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"j Town of Newmarket
395 Mulock Drive P.O. Box 328,
Newmarket Newmarket, Ontario, L3Y 4X7

Email: info@newmarket.ca | Website: newmarket.ca | Phone: 905-895-5193

Development Charges Background Study Update
Information Report

Report Number: 2018-17

Department(s): Financial Services

Author(s): Kevin Yaraskavitch, Financial Business Analyst
Date: April 30, 2018

In accordance with the Procedure By-law, any member of Council may make a request
to the Town Clerk that this Report be placed on an upcoming Committee of the Whole
agenda for discussion.

Purpose

The purpose of this information report is to update Council on the progress of the
Development Charge background study.

Background

Development charges are fees imposed on new development to finance development-
related capital costs. These charges pay for new infrastructure and facilities to maintain
service levels accounting for growth. The principle is “growth pays for growth” so that
financial burden is not borne by existing tax and rate payers.

In accordance with the requirements of the Development Charges Act, 1997,
development charges by-laws can only be in force for a maximum period of five years.
Therefore, the Town needs to periodically update its by-law.

The Town's current Development Charges By-law, 2014-42, came into force and effect
on September 1, 2014. This requires that a new development charges background
study be completed and a new by-law approved by Council before September 1, 2019.

Discussion

Staff has created a task force in order to complete the Development Charge Background
Study. This task force is a multi-disciplinary team and will create stronger ties with the
asset management and budgeting processes. This will enable even better financial
management for growth related capital projects.
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The Town has retained a consultant to provide expert advice with respect to creating a
development charge background study and by-law. Three consultants responded to the
RFP: Hemson Consulting Limited, Watson & Associates Economists Ltd., and DFA
Infrastructure International Inc. Following a thorough, documented evaluation process,
Hemson Consulting Limited was awarded the contract.

Below is the proposed project timeline for updating the development charge by-law:

ENUEIRTES  Review relevant Prepare service level
p February background templates and information
2018 4 materials requests
March/April Hepate DC Policy Compile historical
Development ; :
2018 Review service levels
Forecast
el Calculate
May 2018 meetings funding
envelopes
Prepare capital Calculate
programs for preliminary
each service DC rates
Finalize DC Consult with
Fall 2048 rates Stakeholders
Winter Review Public Draft and BCBv I
2018/ findings with Information Release DC enactyment
Spring 2019 Senior Staff Session Study

Conclusion

Members of the Hemson Consulting team will provide a presentation at the Financial
Sustainability Workshop on April 30, 2018. Staff will continue progress on creating the
Development Charge Background Study and proposed By-law.

Business Plan and Strategic Plan Linkages

This report links to Newmarket's key strategic directions in being Well-Managed through
fiscal responsibility.

Information Report D/C Background Study Update Page 2 of 3



Consultation

In addition to the external research completed, and the retention of a consulting firm,
monthly meetings take place with staff member representation from relevant Town
departments.

Human Resource Considerations
None.
Budget Impact

The completion of the Development Charge Background Study will allow the Town to
collect development charges for the 2019-2024 period to fund growth related capltai
projects.

Attachments
None.
Contact

For more information on this report, contact: Kevin Yaraskavitch at 905-953-5300 ext.
2106 or kyaraskavitch@newmarket.ca

Approval

/(Zg/ 1 %ém/

Kevin Yaraskavitch
Financial Business Analyst

B

o

e

-Biréctor, Financial Services/Treasurer

C%J;ﬂ(ﬁ @/L»oh J<

Esther Armchuk, LL.B
Commissioner of Corporate Services

Information Report D/C Background Study Update Page 3 of 3




IENPIEVINVETN

-

8T0Z ‘'0¢ |Mdy :areq
N\ Yueld ‘Sake|n aIN :Si91uasald

doys)IopN
Alljigeureisns
leloueul




19 JeWMON

(4

pun4 Juswade|day 19SSy —
SpuUN- aAI9S9Y pur SONIDSD:
ABarens juswisanu
SONUBNDY

109(

Juswabeuey 19SSy

— N ™M < WO

Abarens |eloueul
9|geuIrIsSnS e Jo Sjuswa|3



11oday ssalboid Abarens juswabeue

19SSV ‘70-8T0¢ Moday aanmuwwo)d
JuswabeurR|N 19SSY 99S S|Ie1ap 10 e

190pNQg 8T OZ Ul papn|oul Jeis [euonippy e
pally Juswabeue|) 19SSy ‘1abeue|y e

193] leWMON Juswiabeur|n 19SSy

(4



spunj aAlasal
UMO N0 wWoJlj Buimoliog 9°1 ‘1gap [eualul
JOU pue 1g9p |eulaixa 0] saljdde siy) ‘1onamoH

Auredioiunpy Jai] Jaddn ue ybnouyy
MO0110Q I1Snw sanifedidiunw 1al] I9MOT e

(74V) HwiT JuswAeday enuuy ue 0 e
sosodind [euded 0] .
109p JO asn a8y sHwi| 10V [edidiuniy 8yl

193 JeWMDBN| mo_mmﬂ - HQ@D

(4



%69

%l L

%S'8

%V 6

%E 0T

%11

LT0C

910¢

GT0c

r10c¢

€10c

¢10c

19 JeWMON

(4

SJ101edIpul - 199

Sjasse [ended
9|gibue) Jo anjeA %00(g 18U a8yl JO 9, B Sk 1g9p
Ww191-0uo - 19sse bulApapun ayl Jo Yibuans




g® uol[jilw 09% Jayloue Joj Aoeded 1gap aney s\

0458°G 01 PUIDIAISS 109p Byl aseaudul [|IM
(Uoliw 92$) wred %o0[n|A 3y} 1o} aimuagaqg

WSV | %9V | %61V | ESG | E'G | WSS

LT10C | 910¢ | ST0C | ¥10Z | €10¢ | Cc10C

T4V 92Ul Se gjnwioj awes

— (s,D@ 10 syueub jou "a°1) SBNUdBASL 821N0S
umo 0} pasedwod (1saltaqul pue jedioulid)
BbuloInIasS 1gap [enuue — Aed 0] Alloede)

19 JeWMON

(U (p.Ju02) sioredipul —199Q



193 JeWMDBN|

(4

000°0S0‘C S
000°09¥'T S

000°06S S

pauoddns-xe]

uoljiw £'6S$  |elol
uolfjiw 0’9z $ 8170¢
uolj|iw §° TS T€0¢
uolj[iw z'8S 9¢0¢
uol|jlw §'STS t7¢0¢
uoljiw '8 S 610¢

EINESVEIRGETq

suonoaloid 199




BuIMO.LI0Q [eulalul apn|oul JoU SB0(
MO0110Q 0] UBYM 0] Se uOoIloalIp
ou aAeb pue 1gap 0] SHWI UO PaSNI0 e
900¢ Ul pardope sepn e
A21j04 1092 1uaiIn)d

1 IRWMEN ¢Aoljod ay1 arepdn Aypa

(4



‘. Adl1jod parepdn ue spuswiwodal Alljigqeurelsns
[eloueuly Jo}  sawlod ‘TT-8T0C Modsy

Sjuswalinbal buniodal saquosald e
swiJa) JuawAedal Jo yibus| ayl Uo SHWI| S19S
SURO| [eUJBIUI J0OJ SB|NJ SBPN|OU|

921n0s buloueuly
B Se pasn aQg ued 109p uaym sSalj10ads e

opewmon sabuey) pasodolid
( Ad110d 108@



0T

uonelussaid ajesedas —
arepdn Aaljod buiolig adIneS v

leaA siy) Jore| buiels suone|eisu] —
SJ9)aW I191em MaN '€

020z Aq uonreluswajdwt N4 —
Sajel Ia)em palal]l ¢

(/0-8T0Z Hoday Sa92IAI9S [eloueUld || ‘S92IAIDS
Juawiaind0ld) pasodoid arem)os xel MaN —

UO0I109||02 Xe] aAnoeold aIoN —
SUOI123]|02 pue Bul||Iq Xe]1 U113 810N T

19 JeWMON

ﬂ‘ SpuUsi] SNUaASY



000°SLT S

€TT'6LT S
QTLTT9

8€6'068 S

000°GLT S 000SLT S

CTS'LTY S 66T'VYT S
L66'8CS  LET08C

6I1S°9Y6 S 9E9VCS S

11

uo131e20||V

000'SZT $  000°0SS 123png
dunesadQ

\ ) awodul
TS6'TZTS L9L'6S S |eauawialouj
L96'ESE  €0V'ST HewyIUSY
\ \ 1USWI1SIAUI
816'G/SS T/LT'88S uo uJn}ay

193 JeWMBN

(4

SIUSWISAAUI BANDY

SJ10JedIpul - SJUBWISAAUJ



9€'€ES ST'v S TEVS EVS
vET vET vET veT

0C'T 0C'T 0C'T 0’1

¢80$S 19TS LLTS 8LTS

suoljiw § uj

88°'€ S
ve'T

0’1

VETS

¢l

|ej0L
SPUaPINQ

1S9491ul 310U
AJossiwoud

A1inba oJpAH

sosldialua ssauisng

JoEWMON SJ10)e2IpUl - SJUBWISAAUJ

&




€T

pJepuels J01SaAU| JUSPNId e
Sjuswisanul a|qibie jo abues ayy buipuedxy .

BulSBAUI DAISUD]IXD IO\ e

suonelapisuod Aoljod —
193 JeWMDBN| - - -
ﬂn JUSWIISOAU|




14

SONI9SaY, pa|Ied ale Aay) ‘Ajjesuaua

1S9J491Ul UJea pue SaAIasay ueu)
W3] Jabuo| e 10} aq 0] pual Spun- aAIasay

(sbuines) uaasaloj 1o (Aouabunuod)
U39SaJ0Jun SJUBAS ainin} 10} — uonezijigels
9kl 10J pasn aJte YdIym ‘Spun- anlasay pue
SOAI8S9Y JO SISISU0d snjdins parenwnode ay |

suoniulep -
1oMJeWMBN i+l
¢ L SpuUN- 9AI9S9Y pue SBAISSaY



qT

SONUBaA3Y
191eMa1SepN JO
94 B Se SaAJ9SaY
191eM31Se/\N\

%6ET  %LCT  %9TT %901 %E6  %S8

SONUDaA3Y

%S9T  %I9T  %WST %6VT %O0VT %CET  Jolemjo g ese

SOAJOSAY J9lEN\

9NUINdY
uoilexe] Jo

9 & Se SOAJI9SaY
AJeuonnalosiq xel

SJ10)edIpul -
1O JeWMBN| ] g
C L Spun- aAI9Say pue SaAIasSay

%EL KHC8 VWL NST  KRCE  %LL



9T

Ad1j0d e spuswwo2al Alljigeureisns
[eloueul{ 1o} salod ‘TT-8T0¢ Moday

Spunj awos JO uonepIjosuo) —
Aloyine pajebsjap bulwiuo) —
s1ab.ue) pasiney —
S92Jn0S bulpun} uo sarepdn —
Buidaayasnoy Ajuewd e

aSTRc sabuey) pasodoid
ﬂ‘ AJ1|04 Spun- aAI9SaY



LT

(8002 AQ 9%00T 01 MaJb yoiym) syasse

1310 10} 050G 211} pue 1a1emalsem ‘1ajem

10J 9400T Ajeniul — juswalinbal uonngruod
lenuue pajewiss uo paseq alam suonnguUIuo)d

palinbal sk s)asse [elded ainin) ade|da.
0] pJojje ued 19xewMaN eyl ainsus 0] ;[ o9

866T Ul paleald
sem (44V) pun4 juswade|day 19SSy ay L

MBIAIBAO -
19)JelMBN| .
ﬂ‘ pUN- JUBswadr|day 19SSV



8T

%Cy %8S %SS  %ES %0S %9y paroddns-aiey
%0T- %8~ %0T- %.L- %b- %S-  panoddns-xe]

%LL %6 9 %6 %01 %8 paulquiog

%3 %o %o
L10C | 9T0C | STOC | ¥10C | €10¢C | €T10C I

uoneziJowe pare|nwnoade
]0 05 B S Spun) aAIasal pue sanlasal [ended

193 BUIMBN S10]edlpul -
ﬂn pun4 JuUswWwade|day 19SSy




61

%Yve %CTC %ETT %V6 %66 %9TT paroddns-aiey
%69 %I8 %I8 %S8 %W.L %69  paroddns-xe]

%1L0T %901 %C6 %88 %98 %88 paulquio)

asuadxa uoneziowe Jo 9, e Se spun)
9AJIaSal pue saAlasal [elded 0] suonngLIuo)D

193 BUIMBN S10]edlpul -
ﬂ‘ pun4 JuUswWwade|day 19SSy



0¢

:palisInal bulag mou
pue ‘Buidojanap sem 44y ayl alym sadnoeid
orewnibs; pue oreudoidde aslam  8say]

sallAnoe [elded yoddns 10 sjasse
JO 3JI] 8Y) puaixa eyl s1oaloud Jo buipun) 44y e

uonesljdde yO 1 -UON

S921N0S ||e Wolj
aoueleq [e10) 8yl 01 pauwi| si Buipun) 44V

punj eqo|o
sadioeld 1usaung -

19)JelMBN| :
ﬂ‘ pUN- JUBswadr|day 19SSV



|%4

1INa1Ip al1ow deb aimonnsedjul
o) buunseaw sa)yew 44V 9yl JO aSn PaxiN e

uonesljdde yO | -UON
si1an0ALed [ended 0] SaINQLIIU0D o

44V panoddns-arel syl wouy
uoljjiw TES pamoaioq sey 44y pauoddns-xe] .

punj reqojs
sod1orId JUa.LINd YlIIM SaNSSI -

19 eWMSN : : :
C - pun4 Juswade|day 19SSy



44

SUOIINQIIUOD pue sadue|eq 44V S91ed0|[eay e
ueo| punj-1ajul ayl Yum sjeaq e

Abarens

1906png elded ayl 01 44V JO 3SN S)OLIISDY e
s1ablue] saulyaq e

sue|d 1Jusawabeue\
19SSY Yl paubife aq 01 saliobaled 44y e

Ad110d
opewmon sabuey) pasodoid
( Abarens  Adljod 44V



€c

6'SS CI9TS 0°'8C$S leol

a0 1 Aseaq

80 1°0- S4AD

8'G 9T L T°9% e
G'€ES €vS 8LS C6TS- payioddns-xel
: : : . syJed
70 8¢ [AR3 O°TE - 19 Sal[10e4
T'es STS CRAS 8TT S 5 11 “peon

suoyjiw § u|

Vdl-uou | suonnquiuo) | dduejeq £10T
HVIINBIOC | o) juwstoz | 4¥v 8Tz | ‘T 49quadag I
193 BUIMBN snyels 44V

-




144

painquisipal si yaiym uoljjiw 8°1T$
aAeY S,44V pauoddns-xe) bulurewsal ayl ‘S

1SaJalul pue [edioulid jenuue uol|jiw 6'T$
- SJeaA Qg J1ano predal pue apise 18S SISIYL ‘¢

uoljiw TE$ 44V pauoddns
-9]kl 9yl 9aMO S, 4V pauoddns xe| ‘T

wpewvaN  190pNng syl pue Abarens 44V

(4



14

paINgLIsIp si uoljiw 9°T$ Bulurewal syl °g

uoljiw £¢$ ‘sesuadxa YO -uou 1o}
196png Buietado ayy 01 Moeq pandjsuel) 44y ‘2

uoljjiw 6°T$ 10 siuswAedal ueo| punj-iaju| T

:SU0INQLIU0D 44V panoddns
Xe] Wolj pajonpap ale buimol|io) syl ‘¥

1oMJeWMBN AU.HCOUV
( 19bpng ay1 pue Absrens J44v



9¢Z

sab.uey) usawdo|anaq Jo arepdn
Bunabpng JeaA-nnw spremol BUINOIN

sue|d 1Juawabeue|y 19SSy JO uoneiuawa|dw

puoAaq pue 6T0Z

01Ul S19A0AIIRD papuny Ajnj ul uoljjiw 0SS$

(uoy
SI U

IW G'2$) Xel seo ay) "H°a a|qeureisns
JIYM JO BWOS ‘s|ge|ieAe bulpunj juelb

S1 aJ4aL

} ‘'SUOINQLIIUOD 4V U} 0} UOHIPPE U]

ﬂ:

1

‘uonisuels; ayl yum diay o sio1oey buirebiin

19 JeWMON

(4

uonisue.) -

190png a1 pue Absrens 44v



" ] Town of Newmarket
395 Mulock Drive P.O. Box 328,
Newmarket Newmarket, Ontario, L3Y 4X7

Email: info@newmarket.ca | Website: newmarket.ca | Phone: 905-895-5193

Policies for Financial Sustainability
Staff Report

Report Number: 2018-11

Department(s): Financial Services

Author(s): Mike Mayes, Director, Financial Services
Meeting Date: April 30, 2018

Recommendations

1. That the report entitled Policies for Financial Sustainability be received; and,
2. That the following corporate financial policies, including the appendices be
approved: \

Debt Policy, Reserve and Reserve Fund Policy, Asset Replacement Fund Policy

'Executive Summary

See below

Purpose

To finalize key policies for financial sustainability by updating the Debt Policy and
creating new policies for Reserves & Reserve Funds and for the Asset Replacement
Fund. '

Background

The Town’s Sustainable Financial Strategy is based on the following five elements:

Asset Management

Debt

Investment Strategy
Revenues

Reserves and Reserve Funds

a0~
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On November 21, 2016, as part of the 2017 budget process, Council attended a
workshop regarding the elements referenced above. Information was provided on their
key financial indicators (KPI’s) and on the status of policies related to them.

This report will provide a further update and overview of new and updated policies

presented for adoption.

Discussion

ANALYSIS AND OPTIONS

Asset Management

Newmarket has hired a Manager, Asset Management who prepared a separate report to
Council. The latest report was issued March 8, 2018 — Report 2018-04, Asset
Management Strategy Progress Report.

Debt

The current debt policy was created in 2006 as an appendix to a report on the borrowing
by-law. This policy focused on limits to debt but gave no direction as to when to borrow.
It has become outdated in format as well as not covering new trends, such as internal
borrowing. On this basis, an updated policy is being submitted for Council approval.

The new policy provides the following clarifications:
1. When debt could be used as a financing source
2. When an internal loan could be used as a financing source
3. Limits on the amount of debt
4. Limits on the length of repayment terms

The use of internal loans is currently only considered in the Investment Strategy and will
now be added to the Debt Policy.

Debt levels will continue to be monitored with reference to:
e Strength of the underlying asset — long-term debt as a percentage of the net book
value of tangible capital assets. (Net book value of an asset is its original cost
less accumulated depreciation applied to it.)

2012 | 2013 | 2014 2015 2016 2017
11.2% | 10.3% | 9.4% 8.5% 7.7% 6.9%
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e Capacity to pay the debt servicing cost - debt servicing cost as a percentage of
total own-source revenue. Debt servicing costs include both the principal and
interest portion of payments. Own-source revenue is essentially property taxes
and user fees excluding development charges, grants, proceeds on disposal of
tangible capital assets, increase/decrease in government business enterprise
equity. It is the metric that the province uses for the Annual Repayment Limit that
municipalities are required to adhere to.

2012 | 2013 | 2014 2015 2016 2017
55% | 53% | 5.3% 4.9% 4.6% 4.5%

Investment Strategy

The Town’s initial Investment Policy was adopted in 2012 and an Investment Strategy to
implement it was approved in 2013. These were both updated in January of 2016. The
main change was to add more flexibility to short-term investments. To date, there has
not been an opportunity to take advantage of this.

The Strategy establishes a benchmark, which is the return earned on our bank
balances, i.e. a status quo of no investment effort. Success is measured by how much
the actual investment return exceeds the benchmark, which is referred to as incremental
investment income earned. This income is allocated to the operating and reserve funds
based upon targets set in the budget process.

2013 2014 2015 2016 2017
$59,767 | $221,951 $24_4,299 $417,522 | $279,223

Our investments are based on a 3-stream approach:

1. The first stream is short-term investment of operating funds, taking advantage of
seasonal and cyclical cash fluctuations.

2. The second stream is medium and long-term investment of reserve funds, using
the projected surplus of long-term balances.

3. The third stream is in business enterprises. These include internal projects that
pay for themselves by generating revenues or saving costs, such as the
Honeywell streetlight retrofit; and external investments such as our ownership in
Newmarket-Tay Hydro.

A future update of the Strategy will expand on this last item.
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Revenues

With 80% of the Town’s revenues being from property taxation and user fees, the
strategy has focused on these two areas.

Proactive Assessment Management (PAM) was implemented in 2016 to protect our
property tax assessment base. In recent years, the base has been put under more risk
with changes in legislation and assessment and classification challenges from significant
non-residential taxpayers. We have been collaborating with the Municipal Property
Assessment Corporation (MPAC), making more extensive use of tax and assessment
analysis tools, and have become more diligent in the application of the policy. As a
result, while there have still been material adjustments, we have been able to predict
and mitigate some of the impact.

The Service Pricing Policy was adopted by Council in 2006. Its goal is to create a cost-
based framework for setting user fees and to relieve the pressure on property taxes.

Staff is reviewing the policy to ensure that the Town’s service pricing best promote
social well-being. All the while, the policy will ensure that taxpayers are not overly
burdened by subsidizing services. This review will be done in coordination with the
Recreation Master Plan Playbook as it reviews pricing.

Reserves and Reserve Funds

Reserves and reserve funds are operating surpluses set aside for future purposes.
Whether the funds are a contingency or a savings account, they provide for rate
stabilization by preventing future rate spikes. The spikes may be due to events that are
either unforeseen (contirigency) or foreseen (e.g. savings for a capital replacement).
Reserves tend to be shorter term and do not earn interest.

The Town has many different Reserves and Reserve Funds established by Council for a
variety of purposes. The last review of them was the establishment of guidelines in
2008. These guidelines established for each reserve and reserve fund its purpose,
funding source and target. As operations and priorities have changed, these guidelines
need to be updated.

The proposed Reserve and Reserve Fund Policy includes housekeeping changes to:
1. Re-categorize reserves and reserve funds.
2. Define the delegation of authority.
3. Formalize the current practices of reserves and reserve funds management, such
as creation of reserves, interest calculation and allocation, investment of reserve
funds and internal loans.

Collectively, reserves and reserve funds for operating purposes are usually compared to

the expenses they support or the revenues that they stabilize. Those for capital
purposes will be discussed in the next section.
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The primary measure for the Ministry of Municipal Affairs and BMA is Total Reserves
and Discretionary Reserve Funds as a Percentage of Operating Expenses.

Although the Town is below the Ontario average, the Ministry of Municipal Affairs
considers it a “low level of challenge”, i.e. good.

As the main purpose of reserves and reserve funds is rate stabilization, levels should be
compared by fund to the primary funding source.

2012 2013 2014 2015 2016 2017

Tax Discretionary
Reserve as a % of 27% 32% 15% 7.4% 8.2% 7.3%
Taxation Revenue

Water Reserve as a % . \
of Water Revenues 132% 140% 149% 154% 161% | 165%

Wastewater Reserve as ,
a % of Wastewater 85% 93% 106% 116% 121% | 139%
Revenues

Asset Replacement Fund

The history of the Asset Replacement Fund is included in the Background section of
Financial Services Report 2018-12, Asset Replacement Strategy and will not be
repeated here.

Funding the Asset Replacement Fund takes up a significant portion of our operating
budgets — approximately 14% — and with the infrastructure deficit, it is a perennial
budget driver. As such, Council has requested a separate policy be created.

This policy sets the framework for the aforementioned Asset Replacement Fund
Strategy.

The Policy proposes:
1. Categorizing asset replacement funds on the same basis as the Asset
Management Plan.
2. Creating an Asset Replacement Fund for Stormwater.
3. Different stages of ARF targets for the individual funds.
4. Definitions and restrictions on the use of ARF.
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The Policy would disallow the use of ARF for the following purposes:
1. Annual Operating Program expenses for yearly ongoing major repairs and
maintenance work related to the Town’s capital assets.
2. Condition assessments or studies related to the assets.
3. Debt servicing — interest and principal — unless specifically authorized by Council
to finance the replacement of an asset.
4. Any other operating expenses.

The ARF Strategy sets out how this can be done with no tax impact.
Key performance indicators (KPI's) are covered in the Strategy report.
Future Policies

Budget Policy

The 2018 and 2019 budget process are test runs for an upcoming budget policy: the
principles that will be incorporated into the policy are being put into practice. A formal
policy will be presented for review and adoption prior to the start of the 2020 budget
process.

Gas Tax Policy

The Federal Gas Tax allocation can be used for a wide variety of capital projects but the
Town’s practice has been to restrict it to roads projects. There is a reasonable cost/
benefit relationship with that choice. Consideration could be given to formalizing that
arrangement or expanding its scope.

Ontario Community Infrastructure Fund

Similar to the Gas Tax, the province provides a formula-based allocation which the
Town has been using for road re-surfacing and its Asset Management Strategy. This
could be formalized into a policy.

Allowances for Employee Benefits

Certain employee benefits require the establishment of an allowance for them, either as
a reserve fund or a liability. These include Post-Retirement Benefits, Long-Term
Disability and Health and Dental benefits. They should also consider provisions for
short-term leaves — vacation, illness, parental, etc.

There are currently procedures in place. A comprehensive policy, developed by
Financial Services and Human Resources would provide clear funding targets.
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Conclusion

These policies and strategies, if and as approved, will be factored into the 2019 budget
process.

The Reserve and Reserve Fund Policy sets a framework for a review of our current
practices. This review will consolidate, create and eliminate reserves as appropriate. It
will also define targets and funding sources. A by-law will be enacted to formalize the
policies on reserve funds.

Business Plan and Strategic Plan Linkages

This report links to Newmarket's key strategic directions in being Well Managed through
fiscal responsibility.

Consultation

The Senior Leadership Team (SLT) has been consulted in the development of these
policies. Information was provided by our internal auditors peer review of reserve funds
and infrastructure levies.

Human Resource Considerations
Not applicable to this report.

Budget Impact

Operating and Capital Budget (Current and Future).

The Debt Policy sets the criteria for the use of debt financing, which is restricted to only
capital projects. It also defines the term of the loan for debt servicing from the Operating
Budget. For internal loans, the funding source is established.

The Reserve and Reserve Fund Policy and the Asset Replacement Policy set the
parameters for contributions from the Operating Budgets and funding to both the
Operating and Capital Budgets.

In addition, these policies will impact future Operating and Capital Budgets with regards
to target setting (Budget Policy) and the availability of funding. The 2019 Preliminary
Draft Budget, to be presented to the new Council in January 2019, will include the
approved changes.
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Attachments

Debt Policy (5 pages)
Reserves and Reserve Funds Policy (5 pages)
Asset Replacement Fund Policy (4 pages)

Esther Armchuk LL.B
Commissioner of Corporate Services

Contact

For more information on this report, contact Mike Mayes at 905-953-5300, ext. 2102 or

via e-mail at mmayes@newmarket.ca
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Newmarket

CORPORATE POLICY

Sub Topic: Debt Management Policy  Policy No. FIN. xxxxx
Topic: Financial Services Policy Employees Covered: All Employees
Section: Financial Services Council Adoption Date: xxxxx
Effective Date: XXXXXXX Revision No: Date:

Policy Statement & Strategic Plan Linkages

This policy is in line with Council's priority “Ensuring effective and efficient
services” and the Town’s “Well Equipped & Managed” Strategic Plan objective.

Purpose

The purpose of this policy is to set out the parameters for issuing debt and
managing the debt portfolio and provide guidance to decision makers. This Policy
enhances the quality of decisions, rationalizes the decision-making- process,
identifies objectives for staff to implement and ensures compliance with statutory
requirements and long-term financial flexibility and sustainability.

Definitions

Debt: any obligation for the payment of money. Debt would normally consist of
debentures as well as either notes or cash loans from financial institutions; Debt
may also include loans from reserve funds or other financial obligations such as
leases.

Own Source Revenues: direct municipal revenues such as property taxes, user
fees and charges., They do not include grants, deferred revenues earned,
donated/assumed tangible capital assets, gain/(loss) on sale of land & capital
assets, and increase/decrease in government business enterprise equity.

Annual Debt Servicing Cost: annual required debt repayments including principal
and interest.

Corporate Policy Manual . Page1of5
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Reserve: An appropriation from net revenue at the discretion of Council or the
Treasurer, after the provision for all known expenditures. It has no reference to
any specific asset and does not require the physical segregation of money or
assets as in the case of a reserve fund. Reserves are typically used for short-
term purposes. As a general practice, reserve and reserve fund may both be
referred to as reserve.

Reserve Fund: A fund that has been set aside either by a by-law of the
municipality or by a requirement of provincial legislation to meet future events. A
reserve fund can have a revenue and/or expenditure stream and earns interest.
Reserve funds are typically used for long-term purposes such as reserve fund for
capital.

- Procedures
Use of Debt

Debt is a financing source but not a funding source. Debt can only be issued

when all of the following criteria are met:

1. New capital expenditure;

2. The asset is included in the Asset Management Plan;

3. The amount, after deducting all available funding such as development
charges or reserves, is greater than 1% of tax levy increase;

4. Borrowing from reserve funds is not a valid option (see Section IV Internal
Loans)

Land Purchases

It is recognized that there may be opportunities that arise to purchase land
which do not meet the Uses of Debt or Internal Loan criteria. In such a
situation, Council may override those provisions and the Treasurer will
propose a funding plan for approval.

As land is a non-depreciable asset, it is the exception to the 20-year term
limit on long-term debt. If available, a 30-year term is permissible.

Authority to Issue Debt

A lower-tier municipality in a regional municipality, such as the Corporation of
the Town of Newmarket (Town), does not have the power to issue debentures
as per Section 401(3), of the Municipal Act, 2001. The Town Council has to
approve a bylaw to make application to the Regional Municipality of York to
issue debentures on behalf of the Town.

Corporate Policy Manual Page 2 of 5
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The Treasurer shall have the authority and responsibility to recommend to
Council the most effective form of debt financing for any work/asset, in
addition to the appropriate timing and duration.

Financial Debt and Obligation Limit

To limit the Town's debt risk, the Town’s total financial debt and obligation
limit shall meet the following criteria:

(a) Annual debt servicing cost plus annual capital lease payments are not to
exceed 10% (or other percentage as set out by Council) of the Town's
previous year’'s net own source revenues;

(b) Annual debt repayment limit is not to exceed the amount defined in the
previous year's Financial Information Return Schedule “Annual Debt
Repayment Limit” (ARL).

Types of Debt
l. Short-term Debt - Under 1 Year

The Town may temporarily borrow for cash flow purposes from any one or
a combination of the following sources:

a) Bank line of credit;

b) Short-term promissory notes;

c) Bankers' acceptances;

d) Any other form of short-term indebtedness

e) Reserve Funds '

The Town’s combined limit of borrowing from the above sources is
subject to the limits set in the borrowing by-law. Effort should be made to
have short-term debt repaid prior to December 31 of the year the debt is
incurred, or as soon thereafter as possible.

Il Medium-Term Debt - 1 to Under 5 Years

Medium-term financing requirements, for periods greater than one year
but less than five years will be financed through any one or combination
of:

a) Capital leases;

b) Term loans;

c) Promissory notes.

d) Reserve Funds (Internal Loans)
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Financial commitments for existing and anticipated leases for the current
fiscal year are to be included in the calculation of the Town’s Financial
Debt and Obligation Limit.

[l Long-Term Debt - 5 Years or Greater

Long-term debt consists of debentures or other forms of debt issued on
behalf of the Town by the Regional Municipality of York to finance assets
over a period of not less than 5 years and not more than 20 years (or 30
years for land). Long-term borrowing from Reserve Funds (Internal Loans)
is also allowable and may be more appropriate.

V. Internal Loan

The Town may borrow from its reserve funds for capital assets subject to

the following:

a) The underlying capital asset can pay for itself within a reasonable time
period, not to exceed 10 years, through cost savings or additional
revenues.

b) The rate is not less than the prime rate at the time of borrowing;

c) Term of repayment is not to exceed the lesser of 20 years or the life
expectancy of the capital assets;

d) Total loan from reserve funds is not to exceed 50% of the total reserve
funds balance;

e) Council approval

Term of Debt

The Town may incur debt for a maximum of 20 years. The term of any

~ particular debt shall be dependent on:

a) The nature of the underlying work/asset;

b) The useful life of underlying work/asset;

c) The likelihood or otherwise of the useful life being altered and reduced
or extended,;

d) The state of the interest rates of the day;

e) The value of the underlying work/asset to future generations;

f) The user fees or other revenues which the underlying work/asset itself
may generate to offset any increased cost for the debt and reduce any
set property tax impact arising therefrom;

g) The availability of funding for the underlying work/asset from other
sources such as an Asset Replacement Fund

Land purchases are an exception and debt may be incurred for a maximum of
30 years.
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Reporting

Once in every fiscal year, the Treasurer shall provide a report to Council

containing, but not limited to the following:

a) The balance of the Town’s debt including internal loans;

b) Debt servicing costs for the previous year and current year,

c) Annual Debt Repayment Limit for the current year as calculated by
Financial Information Return;

d) Any new requests for debt

Responsibilities

The Treasurer has the overall responsibility for the management of debt. This
" includes but is not limited to the following:

a) Reviews the need for debt and recommends the amount, type and term of
debt to Council;

b) Coordinates with the Region of York for issuance of debt;

c) Calculates the financial debt and obligation limit;

d) Ensures timely repayment of debts;

e) Ensures all reporting requirements identified within this Policy are met;

f) Reviews this policy periodically to ensure compliance with the statutory
requirements as well as effectiveness and relevance and recommend any
required changes to Council for consideration and approval.

Cross References

CORP. 1-03 Accountability and Transparency Policy
Delegation By-law No. 2016-17

FIN. 2-01 Operating and Capital Financial Policy
Municipal Act, 2001
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Newmarket
CORPORATE POLICY
Sub Topic: Reserves and Reserve Policy No. FIN.4.01
Funds
Topic: Financial Services Policy Employees Covered: All Employees
Section: Financial Services Council Adoption Date:
Effective Date: Revision No: Date:

Policy Statement & Strategic Plan Linkages

The Corporation of the Town of Newmarket strives for the best practice of fiscal
management to maintain financial stability and flexibility, while adhering to
statutory requirements. This policy is in line with the Town’s “Well Equipped &
Managed” Strategic Plan objective.

Purpose

This policy is to establish guidelines for the creation, consolidation, closure and
management of reserves and reserve funds.

Definitions
Town: Refers to the Corporation of the Town of Newmarket.

Reserve: An appropriation from net revenue at the discretion of Council or the
Treasurer, after the provision for all known expenditures. It has no reference to
any specific asset and does not require the physical segregation of money or
assets as in the case of a reserve fund. Reserves are typically used for short-
term purposes. As a general practice, reserve and reserve fund may both be
referred to as a reserve.

Reserve Fund: A fund that has been set aside either by a by-law of the
municipality or by a requirement of legislation to meet future events. A reserve
fund can have a revenue and/or expenditure stream and earns interest. Reserve
funds are typically used for long-term purposes such as reserve fund for capital.

Corporate Policy Manual ‘ Page 1 0of 5
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Obligatory Reserve Fund: A reserve fund that is set up by statutory requirement.
For financial reporting purposes, in accordance with Public Sector Accounting
Board, this kind of reserve fund is treated as deferred revenue.

Development Charges: Fees égainst land to pay in full or in part for the increased
capital costs required due to increased needs for municipal services arising from
the development of the area in which the land is located. Development charges
are defined by the Development Charges Act, 1997.

Procedures

Objectives of Reserves and Reserve Funds

The primary objectives for reserves and reserve funds shall be:

e Adherence to statutory requirements - to establish and maintain reserves
to meet all statutory obligations;

e Promotion of financial stability and flexibility — to establish appropriate
reserves and maintain a targeted level to achieve long-term financial
stability and flexibility;

e Provision for capital expenditures — to maintain adequate reserves to
replace or rehabilitate major capital assets as required, and to provide
funding for new capital assets;

e Assurance of fairness & equity to taxpayers - reserves should serve to

balance the impact of the operating costs and capital costs, on both
current and future taxpayers

Category of Reserves and Reserve Funds
Reserves and reserve funds will be maintained in the following categories:
1. Discretionary — subdivided into:
a) Operating:
i) Reserves for development related revenue (e.g. tree planting);

i) Reserves for cyclical events/expenses (e.g. customer survey,
election);

i) Reserves for operational carry-overs (e.g. Human Resources
consulting);



iv) Reserves for operational contingencies (e.g. winter control);

v) Restricted operating reserves (e.g. Long-term disability reserve);

vi) Reserves for capital assets condition assessment (e.g. road needs
study);

vii)Reserves for major repairs and maintenance (e.g. crack sealing).
b) Capital:
i) Asset replacement funds (e.g. roads, facilities);
i) General capital funds (e.g. sale of property);
i) Designated capital funds (e.g. official plan);
iv) Growth capital funds (e.g. trail voluntary levies)
2. Obligatory — subdivided into:
a) Development charges (Development Charges Act);
b) Parkland (Planning Act);
c) Gas tax grant (Transfer of Federal gas tax revenues agreement);

d) Reserve fund for engineering review and administration of
development;

e) Other required

The detailed list of reserves and reserve funds may change from time to time due
to creation, closure or consolidation of reserves and reserve funds.

Management of Reserves and Reserve Funds

The Town will strive to use the best practices among municipalities to manage its
reserves and reserve funds. These practices include:

1. Establishment of new reserves or reserve funds

Unless required by legislation or authorized by other Policies or Council
direction, a reserve or reserve fund will be established as recommended by
the Treasurer and approved by Council. The purpose, target if applicable, and
source of funding of the reserve fund shall be identified prior to approval.



2. Closure or consolidation of reserves or reserve funds

Unless authorized by other Policies or Council direction, a reserve or reserve
fund may be closed or consolidated with another reserve or reserve fund as
recommended by the Treasurer and approved by Council.

3. Interest and Calculation Method

All reserve funds will earn interest. Interest will be calculated monthly based on
the fund balance at the end of each month. The interest rate used will be the
same rate that the Town’s bank account earns. Reserves do not earn interest.

4. Investment of Reserve Funds

Reserve funds may be invested for a term that will not exceed its expected
date of need. The related investment of income will be credited monthly to the
specific reserve fund according to its proportionate share of the investment
portfolio. Investment shall be further governed by the Corporation’s Investment
Policy and Procedures.

5. Transfers to/from reserves and reserve funds

All transfers to/from reserves and reserve funds shall be approved by Council,
normally as part of the annual budget approval process or at year-end, as
recommended by the Treasurer through the reserves and reserve funds
report.

6. Internal and external loans

Intra-fund lending from reserves and reserve funds is permitted to finance
capital expenditures or operating cash flow deficiencies. All loans will bear the
market rate of return and the interest income will be credited to the original
reserves and reserve funds.

External loans may be made at the discretion of Council under Section 107 of
the Municipal Act, 2001 to any group or body for purposes considered to be in
the best interest of the municipality. External loans must bear the market rate
of return, commensurate with the term of loan and be credited to the
appropriate reserve source.

Delegation of Authority

The Treasurer of the Town will retain the overall responsibility for creation,
closure and managing the Town’s reserves and reserve funds. This authority is to
be exercised in consultation with the Senior Leadership Team (SLT). The
Treasurer may delegate this authority to the Deputy Treasurer.



There is one exception to the general rules on the Establishment of New
Reserves and Transfers to/from Reserves. A Reserve may be created in respect
of any existing budget or financial obligation, which in the opinion of the Treasurer
is material, and where funds have been appropriated but not expended prior to
the end of the fiscal year. The Treasurer has delegated authority to create the
necessary provisions or allowances by transferring the appropriate funds to a
Reserve, and to subsequently transfer from the Reserve to satisfy the obligation.
Use of this authority is to be reported in compliance with the relevant policies.

Reporting

The Treasurer shall submit to Council the following reports annually:

Reserves and Reserves Funds Continuity Report including reserves and
reserve funds created, closed or consolidated during the year;

Reserves and Reserve Funds Budget Report;
Development Charges Report;
Building Permit Fees Report;

Other reports required by legislation, or by Council, or deemed necessary

Responsibilities

The Treasurer has overall responsibility for the management and administration
of reserves and reserve funds. These include but are not limited to the following:

Determines the need for creation, consolidation, and closure of reserves
and reserve funds; :

Sets and adjusts targets for various reserves and reserve funds, where
appropriate;

Recommends transfers to/from reserves and reserve funds;

Manages the investment of reserves and reserve funds as per the
Investment Policy;

Prepares the required reports to Council regarding reserves and reserve
funds;

Develops and updates this policy, as necessary

Cross-References
Municipal Act, 2001
FIN. 2.01 Operating and Capital Financial Policy

FIN. 3.01 Investment Policy
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Newmarket

CORPORATE POLICY

Sub Topic: Asset Replacement Funds  Policy No. FIN.xxx

Topic: Financial Services Policy Employees Covered: All employees
Section: Financial Services Council Adoption Date:
Effective Date: Revision No: Date:

Policy Statement & Strategic Plan Linkages

The Corporation of the Town of Newmarket strives for the best practice of fiscal
management to maintain financial stability and flexibility, while adhering to
statutory requirements. This policy is in line with the Town’s “Well Equipped &
Managed” Strategic Plan objective.

Purpose

This policy is to establish guidelines for the creation, consolidation, closure and
management of asset replacement funds to achieve long-term financial flexibility
and sustainability.

Definitions
Town: Refers to the Corporation of the Town of Newmarket.

Capital Asset: An asset that is over a certain threshold as determined by the
Town’s Tangible Capital Assets Policy and has a useful life of longer than one
year and is not intended for sale during the normal course of business.

Amortization expense: The annual allocation of the cost of a capital asset based
on its useful life — often referred to as “depreciation.”

Annual Operating Program: Refers to yearly ongoing major repairs and
maintenance work related to the Town’s capital assets such as roads, facilities,
parks, etc. '

Corporate Policy Manual Page 1 of 4
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BMA Study: Refers to the annual municipal study conducted by the BMA
Management Consulting Inc.

Procedures
Objectives of Asset Replacement Funds

The primary objectives for asset replacement funds shall be:
a) To maintain adequate funds to replace, rehabilitate and upgrade tangible

capital assets as required;
b) To promote long-term financial flexibility and sustainability;
c) To ensure fairness & equity to current and future taxpayers

The highest priorities are to safeguard public health and safety, and to maintain
existing levels of service.

Category of Asset Replacement Funds

~ Asset replacement funds will be maintained in the appropriate categories as
defined in the Asset Management Plan (AMP). The Treasurer may revise the
categories as necessary from time to time to align with the AMP.

Management of Asset Replacement Funds

The Town will strive to use the best practices among municipalities to manage its
asset replacement funds. The financial practices include:

e Establish, close or consolidate asset replacement funds

e An asset replacement fund will be established, closed or consolidated with
other asset replacement funds as recommended by the Treasurer and
approved by Council

Funding sources for asset replacement funds

a) Allocation of taxation revenues specified in the tax-supported operating
budget;

b) Allocation of user fee or rate revenues specified in the rate-supported
operating budgets;

c) Specific infrastructure levy;

d) Net proceeds from disposal of tangible capital assets;

e) Transfers from other reserves and reserve funds as approved by Council;

f) Other appropriate sources



Asset replacement funds target

e Stage 1/initial: annual increase in contributions should at least equal to
new net requirements and indexing for Construction Price Index;

e Stage 2/optimal: contributions at a sustainable level to meet the
requirements as identified in the Asset Management Plan.

e Stage 3fideal: contributions are sufficient to maintain the asset
replacements funds balance at a level equal to or greater than the
accumulated amortization for the applicable capital assets.

The highest priorities are to safeguard public health and safety, and to maintain
existing levels of service. These priorities can supersede achieving the ARF
targets.

Use of asset replacement funds

Asset replacement funds can only be used for the following expenditures:

o Rehabilitation of tangible capital assets;

e Betterment, which extends the lifespan of the tangible capital assets
beyond its original life expectancy. This is the definition used by the Public
Sector Accounting Board;

o Replacement of tangible capital assets to maintain the current service level

This can include all expenditures that can be appropriately allocated to the cost of
the capital asset in compliance with Public Sector Accounting Standards.

Asset replacement funds are not to be used for the following expenditures: .
e Annual Operating Program expenses for yearly ongoing major repairs and
maintenance work related to the Town’s capital assets;
e Condition assessments or studies related to the assets,
e Debt servicing — interest and principle — unless specifically authorized by
Council to finance the replacement of an asset;
e Any other operating expenses

Interest and calculation method

All asset replacement funds will earn interest or bear interest if the balance is
negative. Interest will be calculated monthly based on the fund balance at the end
of each month. The interest rate used will be the same rate that the Town’s bank
account can earn.



Investment of asset replacement funds

Asset replacement funds may be invested for a term that will not exceed its
expected date of need. The related investment of income will be credited
periodically to the specific asset replacement fund according to its proportionate
share of the investment portfolio. Investment shall be further governed by the
Corporation’s Investment Policy and Procedures.

Delegation of Authority

The Treasurer of the Town will retain the overall authority for creation, closure
and managing the Corporation’s asset replacement funds. The Treasurer may
delegate the authority to the Deputy Treasurer.

Reporting

The Treasurer shall submit to Council the following reports:
e Asset replacement funds continuity report;
e Asset replacement funds budget report;
e Other reports required by legislation or by Council or deemed necessary

The continuity and budget of the asset replacement funds reports may be
included in the reserves and reserve funds continuity and budget report
respectively.

Responsibilities

The Treasurer has overall responsibility for the mariagement and administration
of asset replacement funds. These include but are not limited to the following:
e Determines the need for creation, consolidation and closure of asset
replacement funds;
e Sets and adjusts targets for specific asset replacement funds where
appropriate;
¢ Recommends contributions to, and funding from, asset replacement funds;
e Prepares required reports to Council regarding asset replacement funds;
e Develops and updates this policy as necessary

Cross-References

Municipal Act, 2001
FIN. 3.01 Investment Policy
FIN.XXX Reserves and Reserve Funds Policy
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395 Mulock Drive P.O. Box 328,
Newma rke't Newmarket, Ontario, L3Y 4X7 !

Email: info@newmarket.ca | Website: newmarket.ca | Phone: 905-895-5193

Asset Replacement Fund Strategy
Staff Report

Report Number: 2018-12

Department(s): Financial Services

Author(s): Mike Mayes, Director, Financial Services/Treasurer
Meeting Date: April 30, 2018

Recommendations
1. That the report entitled Asset Replacement Fund Strategy be received; and,

2. That the Asset Replacement Fund Strategy, as outlined in this report, be adopted
by Council; and,

3. That staff be directed to use this Strategy in future budget considerations.

Executive Summary

The strategy aims to rationalize the various asset replacement funds, and to develop
metrics and targets for them. It also establishes some principles that could facilitate the
long-term reduction of the infrastructure gap. This strategy will be a key component in
the financial strategy for the Asset Management Plan (AMP).

Purpose
The purpose of this report is to provide guidance on how to operationalize the Asset

Management Policy to ensure sustainability of financing for the Town’s capital assets,
i.e. to reduce the infrastructure gap.
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Background

The Asset Replacement Fund (ARF) was created in 1998. Its original goal was to
ensure that Newmarket could afford to replace future capital assets as required.

Contributions were based on the amount needed to be set aside on an annual basis to
cover the cost to replace an asset at the end of its life cycle. The amounts were based
on the current replacement and not historical cost. No adjustments were made for
contributions that should have been made prior to creation of the ARF.

The initial annual contributions to the ARF were only 50% of the estimated
requirements. Exceptions were made for water, wastewater and fire, which all started at
100%. Over time, the contributions on the other assets were increased and they hit
100% in 2008.

There were no further increases in ARF contributions until the Capital Financing
Sustainability Strategy in 2013 recommended annual infrastructure levies of 1%. This
resulted in infrastructure levies in 2013 (0.84%), 2014 (0.74%), 2015 (1%), 2016
(0.80%) and 2018 (0.68%). There was no increase in 2017.

With the challenges to sustain these levies, it is appropriate to consider a longer-term
financial strategy.

Discussion

The initial intent of the Asset Replacement Fund (ARF) has been made more precise in
the Asset Management Strategy (AMS) by addressing the infrastructure-funding gap.

The first step in the strategy is to measure the gap

There is no industry standard measure available at this time. The usual providers of
municipal key performance indicators, the Ministry of Municipal Affairs and BMA
Consulting (BMA), have not yet provided a suitable recommendation. A metric has been
considered by the Municipal Finance Officers Association of Ontario (MFOA) and used
by our internal auditors in their review of our infrastructure levy. That metric is capital
reserves as a percentage of the accumulated amortization of tangible capital assets.

Amortization is the accounting term for depreciation, the proportional annual allocation
of the original cost of an asset. Accumulated amortization is the sum of the depreciation
over the years. Net book value is the original cost of the asset less its accumulated
amortization at a given point in time. At the end of an asset’'s expected useful life, the
accumulated amortization will equal its original cost and the asset is then considered
fully amortized and has no net book value.
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For example, an asset purchased-for $20,000 with a 20-year life expectancy would have
annual amortization of $1,000 and after 5 years would have an accumulated
amortization of $5,000 and a net book value of $15,000. Note that market value or
replacement cost is not considered for accounting purposes.

If funds had been set aside on an annual basis equal to the amortization, then the
capital reserves would be at 100% of the accumulated amortization at the end of the
asset’s lifecycle. That would represent current ratepayers paying for the cost of the
tangible capital assets that provide services to them. This has not been the experience
of Newmarket or most municipalities.

Capital Reserves as a % of Accumulated Amortization

The review done by our internal auditors determined that the average level among our
comparable municipalities was 9.2%.

As can be seen, achieving 100% is a long-term goal. An interim measure to indicate if
progress is being made would be to compare contributions to capital reserves as a
percentage of amortization expense on an annual basis.

Contributions to Capital Reserves as a % of Amortization Expenses
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The dramatic increase in 2016 was due to revisions in our estimate for the life cycle of
roads, water, wastewater, and storm water systems.

The next step is to set targets

The policy sets out three stages for targets — initial, optimal and ideal. The following
application of these stages is recommended:

e Water and Wastewater rate groups — stage 3/ideal. These funds have mature
ARF’s and are expected to reach 100% of accumulated amortization by 2030.

e Stormwater rate group — stage 2/optimal. The initial 6-year financial plan is
working towards the funding target as set out in the Capital Financing
Sustainability Strategy. This will be reviewed next year when the plan is reviewed.

e Central York Fire Services — stage 2/optimal. Although CYFS has not yet finalized
its Asset Management Plan (AMP), it does work towards sustaining a 10-year
capital program. The Joint Council Committee (JCC) has agreed to move towards
a 10-year goal.

e Newmarket Public Library - stage 3/ideal. The Library does not have a formal
AMP but does have a sufficient balance in its ARF to cover the proportional share
(based on life cycle) of the current replacement value of its assets.

e Town (other tax-supported) — stage 1/minimal. These assets have the largest
infrastructure gap. Beginning with basic annual increases, as recommended by
the Capital Financing Sustainability Strategy, would be a good start.
Consideration will need to be given to the impact of the other measures before
escalating the target.

It should be emphasized that these are the targets. Budget considerations will always be
an overriding factor. In the case where targets cannot be met due to budgetary
constraints, then the targets can be used as a guideline for prioritization.

Some housekeeping is required to make the KPI's and goals meaningful

e The inter-fund imbalance needs to be dealt with.

A number of the tax-supported ARF accounts are in a negative balance. At the end of
2017, there was a $46 million inter-fund loan from the Water, Wastewater and Storm
Sewer rate groups. Major water, wastewater and storm sewer replacements will not
occur until 2040, but it is recommended that plans be made to repay the loan prior to
that.

It is recommended that the $46 million internal loan be set aside and repayment set up
over a 20-year period. This would amount to approximately $2.8 million annually at
current interest rates.

e The asset categories should align with the Asset Management Plan (AMP).
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These categories have not been finalized yet, but currently are:

Library — furnishings and equipment but not books (operating budget) or building.
Information Technology — hardware and software

Fire (CYFS) — vehicles, equipment and furnishings

Buildings — including facilities, municipal offices, the Library and Town-owned fire
stations

5. Equipment, recreation — gym equipment etc.

6. Parks — including outdoor pools, splash pads and other outdoor facilities

7. Vehicles and equipment, parks
8

9
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Vehicles and equipment, operations

. Municipal parking lots
10. Roads
11. Streetlighting
12. Sidewalks
13. Stormwater Management System — includes mains and ponds
14. Water System
15. Wastewater System
16. Bridges and culverts
17. Trails and walkways

If the AMP structure revises its categories, the ARF accounts and ARF Strategy will be
revised accordingly.

e Limiting the use of ARF to Tangible Capital Assets (TCA).

Currently, the ARF is used to finance expenditures that are not directly for the purchase
or construction of Tangible Capital Assets. These expenditures include annual operating
programs for major repairs and maintenance, condition assessments and studies, and
debt servicing. Although this is an appropriate use of the ARF, doing so makes it
difficult to measure progress on our targets. The Policy seeks to further refine the use of
ARF funds.

The proposed policy would no longer use the ARF to fund these items. To ensure that
there is no budget impact, annual contributions to the ARF would be reduced by the
same amount.

Recognizing that the cost of annual operating programs for major repairs and
maintenance can fluctuate from year to year based on requirements, a reserve should
be established on the same basis as the Winter Control Reserve to stabilize the impact
on rates.
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e The tax-supported funds and contributions should be re-balanced.

Between 1998 and 2008, the tax-supported asset replacement fund contributions grew
from 50% of the estimated annual contributions to 100%. However, this growth did not
occur evenly and some categories of assets became underfunded due to inaccurate life
cycle and replacement cost.information. As a result, some ARF accounts, such as
Roads, have a healthy balance, while others, such as buildings, are in a deficit.

Concurrent with setting aside the deficit balances as an internal loan, it is recommended
that the remaining positive balances be re-distributed amongst the asset categories.
This could be done proportional to accumulated amortization, which has been identified
as a measure.

On a similar basis, future annual contributions to tax-supported ARF should also be re-
allocated on the basis of annual amortization.

This excludes Fire and Library which are calculated independently because they have
separate governance. It also excludes the rate- supported ARF’s as they have a
separate and regulated primary funding source.

The new ARF accounts define the funding envelope for each asset category

To facilitate financial sustainability and reducing the infrastructure gap, expenditures
should be limited to the available funding. This should be applied to each of these AMP
(ARF) groupings. Consequently, no fund should be borrowing from other categories.

This may be a challenge. The amount of funding for each category will be limited. The
transition to multi-year capital budgets and revisiting capital carryovers should assist
with this. Also, temporary borrowing from future contributions will be allowed if there is a
plan to balance the fund at the end of the 10-year timeframe. This would be reasonable
way to allow for cyclical fluctuations. The Fire capital funding projections are based on
" this principle.

Committing to long-term funding solutions

Some years there may be pressures on the budget that cause Council to choose to
apply some or the entire infrastructure levy to items other than ARF contributions. If this
is done to a limited degree, there may not be a problem if the following solutions are
used.

e Extraordinary items
Financial Services Report 2017-12, 2018 Budget Process and Target defined
extraordinary items as cost increases that are too large to be contained within the base

budget. It also stated that similar treatment should be applied to extraordinary cost
reductions.
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There are expenses that have become embedded in the base budget that have an
expiration date. They include:

1. Emerald Ash Borer (EAB) — the cost of this program in 2018 will be $1 million.
Within a few years, the expense will be reduced to a maintenance level in the
$200,000 range.

2. Honeywell energy retrofit programs — these programs invested in initiatives that
have reduced our energy consumption. The savings are paying for internal
loans used to finance the capital expenditures. The first phase has its final
payments in 2018. $156,000 will become available in 2019.

3. Vacancy rebates — the province has given municipalities the option to reduce or
eliminate the current requirement to provide tax rebates on vacant business
properties. This current 30-35% rebate costs the Town about $121,000 every
year. York Region municipalities are meeting to discuss the implementation of
this option.

4. Debenture payments — currently $590,000 in property taxes funds debenture
payments. This will no longer be required in 2025.

Moving forward, as we use tax rate increase targets based on inflation indicators, it
would be appropriate to use these extraordinary cost savings to enhance the Asset
Replacement Fund and not apply them to the base budget.

e Dedicated revenues

A challenge in using inflation as the standard for the budget is that not all revenue
components have steady annual inflationary increases. While inflationary increases in
expenses can be matched by, inflationary increases in property taxation and user fees,
there are revenues that do not increase annually with inflation — these would include our
investments, such as our dividends from investment in Newmarket-Tay Hydro.

These investments will provide an adequate return in the long term and so should be
matched with longer-term expenses such as financing the tax-supported asset
replacement fund. In practical terms, this means any increase, or decreases in these
revenues, would be reflected in increases or decreases in the contributions to the tax-
supported Asset Replacement Fund.

If a commitment was made to these long-term funding solutions, then we could
occasionally deviate from the planned annual contributions with a comfortable level of
risk.

The Asset Replacement Fund Strategy is the key link between the Asset
Management Strategy and the Budget

As such, it will be monitored, revieWed and updated as the Asset Management Strategy
is developed.
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Conclusion
As stated above.
Business Plan and Strategic Plan Linkages

This report links to Newmarket's key strategic directions in being Well Managed through
fiscal responsibility.

Consultation

The principles of this strategy have been developed in consultation with the Strategic
Leadership Team (SLT) and used information provided by our internal auditor.

Human Resource Considerations
None.
Budget Impact

The Asset Replacement Fund Strategy is the key link between the Asset Management
Strategy and the Budget.

The current target of a 1% tax increase as an infrastructure levy, along with the amounts
included in the 6-year plans for water, wastewater and stormwater is moving the Town in
the right direction.

Attachments

None.

Approval

Mayes, CPA, CGA, DPA
~/ Director, Financial Services

M&.Q&M\](

Esther Armchuk
Commissioner, Corporate Services
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Contact

For more information on this report contact: Mike Mayes at 905-953-5300, ext. 2102 or
mmayes@newmarket.ca
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" ) Town of Newmarket
395 Mulock Drive P.O. Box 328,
Newmarket Newmarket, Ontario, L3Y 4X7

Email: info@newmarket.ca | Website: newmarket.ca | Phone: 905-895-5193

Service Pricing Policy Update
Information Report

Report Number: 2018-20
Department(s): Financial Services
Author(s): Kevin Yaraskavitch
Date: April 30, 2018

In accordance with the Procedure By-law, any member of Council may make a request
to the Town Clerk that this Report be placed on an upcoming Committee of the Whole
agenda for discussion.

Purpose

The purpose of this report is to provide information on updating the Town's Service
Pricing Policy.

Background

In 2006, Newmarket endorsed its first Service Pricing Policy to ensure a fair and
equitable balance between what users pay for programs and services and how much is
drawn from the tax base.

The policy guides the pricing of municipal services to meet cost recovery targets. Cost
recovery is the amount of money that the Town will get back from running a program
through user fees.

The current policy’s focus is to ensure that higher percentage of the costs is recovered
through user fees. After a public consultation process, the policy lead to annual prices
increase to prevent the softening of services due to inflation. This is an example of the
many benefits of the policy. '
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Discussion

This policy update proposes to shift the focus to using pricing as means to incent the
use of services that are desirable to the broader community. It also focuses on using
pricing as means to provide a disincentive to behaviour that has a negative impact on
the community. This policy continues to support the application of fair and reasonable
prices for municipal services.

Staff has drafted four step process to applying the updated service pricing policy. The
four steps are: ldentify the service, Classify the service, Apply special considerations
and evaluate price performance.

Step 1: Identify the Service

The initial step of applying service pricing policy is to identify the service. There are four
actions for this step. '

1. Identify the services that the Town wishes to evaluate.

A service is an action or set of actions that generates value and whose cash flow
is largely independent or separable of other services. The set of actions to be
included in one service should be based on materiality.

2. Determine the cost of providing the service to the consumer.

Include all costs related providing the service, both direct costs and indirect costs.
The policy will provide a discussion on what type of costing system should be
used to determine the cost of providing different services.

3. Determine how customers pay for the service or practical payment
methods.

Determine how the service is paid for currently. Identify if there is a membership
fee, pay per use, rental payments, etc. If there is no current payment method,
identity how the Town could practically charge for the service.

4. ldentify the positive and negative public impacts to the service.

A public impact occurs when the use of service provides third party benefits or
costs. Public impact is identified through six aspects:

Social

This aspect considers whether the service increases social cohesion. This
includes promoting social ties, a sense of Newmarket identity, etc.
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Equality

This aspect considers whether the service increases equal access to necessary
services. This includes equal learning opportunities, equal access to the
democratic process, etc.

Health and Safety

This aspect considers whether the service increases the health and safety of the
community. This includes reducing the risk of chronic and acute injuries,
implementing preventative measures, etc.

Environment

This aspect considers whether the service increases the environmental health of
the community. This could include reducing pollutants released into the air or
watershed, preserving natural areas, reducing waste, etc.

Economic

This aspect considers whether the good increases the economic vitality of the
community. This could include increasing the number and quality of jobs in the
community, ensuring the efficient use of resources, etc.
Cost
This aspect considers whether there are more efficient services either provided
by the Town or private sector.

Step 2: Classify the Service

Classification Categories

The Town offers a wide variety of services. This proposed policy update will classify
different types of services and how to charge for those services.

The policy proposal places services on a continuum of cost recovery. 0% cost recovery
means the service is entirely covered through property taxes or government transfers.
100% cost recovery means the service is entirely covered through user fees.
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Figure 1: Service Pricing Continuum

 PrivateSenvice

= - Moderated and Regulated Service
0% Cost Recovery 100% Cost 'Recovery

The following subsections describe each of the classifications of services.

Public Good

A public good is a service that is impractical to apply a user fee or regulatory charge
against. The first definition of an impractical charge is that it is not technically possible to
apply a charge. The second definition is that the public benefit of the service is so great
that the service deserves greater public support than provided with supported goods.
The third definition is that applying a fee would significantly compromise the social
equity provided by the service.

Supported Service

A service within this class provides a net positive impact to the community. The service
in this class also provides a benefit for individual users. This service does not have full
cost recovery in order to encourage use, provide a gesture of assistance, minimize
evasion of fee payments and achieve strategic goals. The default cost recovery in this
class is 90%. The greater the net positive impact, the lower the cost recovery target
should be.

Private Service

The service is provided for the benefit of specific interested users. There is no broader
net benefit or appeal to the community as a whole. This service may contribute to the
diversity of amenities and services provided within the community. The fees set for
providing a service within this category recover the full cost of providing the service by
the municipality. The default cost recovery for this class is 100%. There may be strategic
considerations in charging below or above the cost of providing the service.
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Moderated or Regulated Service

The use of a service within this class provides a net negative impact to the community.
The name of this type is controlled good, but sometimes it may be more appropriate to
call it a bad. A bad is anything with negative value in the market place.

Goodness and badness are inherently subjective declarations. However, as a general
rule, when a good is consumed in excess, it becomes a bad. Therefore, providing
pricing can control the level of consumption of a good to prevent it from becoming a bad
or reduce the prevalence of a bad.

Classification Decision Tree

The figure below illustrates the questions that need to be asked and answered in order
to determine the class of the service in question.

Figure 2: Classification Decision Tree

Is it Yes, not technically feasible———
impractical

. ;
to charge for Yes, public benefit too great—»

the service? Yes, fee impacts social justice———»

No

Does the Town want to
encourage or discourage
use of the service through

pricing?

Encourage use Discourage Use
Neutral to Use l

Step 3: Apply Special Considerations

The classifications provide a band of cost recovery. This step allows for further
consideration to reach the optimal cost recovery target.

Step 4: Evaluate Price Performance

1. Does the service hit its cost recovery target?

Determine if the service hits its cost recovery target established through this
policy. This is done with the chosen costing system established in step 1. Identify
the Service.

Information Report — Service Pricing Policy Update Page 5 of 7



2. Does the pricing structure reflect actual costs for individual users?

Determine if there is a rational nexus between the cost of providing the service
and the fee that is charged to users.

3. Does the pricing maximize the net public impact of the service?

Determine if the pricing of the service has adverse effects on the use of the
service. Pricing may need to be lowered to promote use or pricing may need to
be increased to moderate use of the service.

Conclusion

A presentation will be made at the Council workshop on April 30". Staff would like to
hear preliminary feedback on the policy direction. Below is the projected timeline for
implementing the service pricing policy update.

April, 2018 Present Draft Concepts to Council

February, 2019 Public Consultation
March, 2019 Propose Draft Policy to Council

Business Plan and Strategic Plan Linkages

The Service Pricing Policy is an initiative that is recognized in the Sustainable Financing
Strategy and is in alignment with the key focus area “Well Planned & Managed” of the
Community Strategic Plan.

The policy also addresses the Council Strategic priority of “Efficiency/Financial
Management” by ensuring effective and efficient services and measuring our
performance.

Consultation

Departments most impacted by this policy have been consulted and helped formulate
the concepts ion this report.
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Human Resource Considerations
None.

Budget Impact

None.

Attachments

None.

Contact

For more information on this report, contact Mike Mayes at 905-953-5300, ext. 2102 or
via e-mail at mmayes@newmarket.ca

Approval

T Nyt

Kevin Yaraskavtich
F inancigj | Busitress Analyst

%ﬁy«es, CPA, CGA, DPA

% Director, Financial Services/Treasurer

sz\ > Q’tﬂo& K

Esther Armchuk, LL.B.
Commissioner, Corporate Services
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