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Subject: Capital Financing Policy
Report to: Committee of the Whole

Report date: Thursday, October 3, 2019

Recommendations

1. That the Capital Financing Policy, Appendix 1 to Report CSD 51-2019, BE
APPROVED; and

2. That the Capital Asset Management Policy, C-F-024, Appendix 2 to Report CSD
51-2019, BE AMENDED to remove section 3.0 and 4.0.

Key Facts

e The purpose of this report is to approve a Capital Financing Policy that establishes
guiding principles for Council and staff to effectively plan for the appropriate financial
resources to deliver the growing needs of the Region’s Capital Program.

e Policy principles will be implemented over time to manage affordability associated
with the transition period to financial sustainability. Risks of maintaining the status
quo could result in continued project deferral, potential asset failure and reduced
level of service.

e The policy incorporates regulatory requirements including those outlined in the Asset
Management policy, maintenance of a strong credit rating and best practices relative
to our municipal peers.

e This policy will require an amendment to remove sections 3.0 and 4.0 from the
Capital Asset Management Policy (C-F-003) attached in Appendix 2 to avoid
duplication between the two policies.

e A separate procedure document to carry out this policy is developed and will be
presented for approval by the Corporate Leadership Team as is corporate practice
for all policy procedures.

Financial Considerations

There are no direct financial impacts to the 2019 operations of the Region as a result of
this report. However without implementation of a formalized policy, there are risks to the
sustainability of the Region’s capital assets. Consequences include continued deferral
of projects, potential asset failure and reduced level of service. The policy will
implement the guiding principles of a fiscal plan that will lead the Region towards
sustainability.
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Niagara Region maintains assets with an estimated replacement value in excess of $7.4
billion (as per the 2016 Asset Management Plan (“AMP?”)). The principles in this policy
were applied to the Water and Wastewater assets totalling $4.7 billion and resulted in
the financial sustainability plan being approved by Council (PW 4-2019 Financial Plan
for O.Reg. 453/07) which included an annual increase of 5.15% for 10 years. Of that
amount, 3.15% is to be utilized for the Water and Wastewater capital funding gap. This
Policy formalizes these principles for levy assets.

The financial strategy when applied to the Levy supported assets totalling $2.7 billion
would require an annual separate levy increase of 2.16% over the 2019 10-year

forecast period in order to eliminate the funding gap.

Table 1 provides the variance in levy funding based on the principles of the Capital
Financing Policy (“Policy”) being applied according to project types i.e. AMP, growth
and strategic investment. The 2019 10-year capital forecast for Levy, excluding Rate
supported programs and ABCs is $1.27 billion. The result is a gap in reserves (pay as
you go) of $426 million over 10 years. Applying this policy allows for a reduction of the
$131 million of debt that would otherwise have been required.

Table 1: Proposed Expenditure vs Current Funding ($millions)

Funding Proposed Expenditure based on Policy Current Funding
Source AMP Growth Strategic Total Funding Strategy
Investment available realignment

Reserves 668 668 242 426
Debt 271 271 402 (131)
DCs 203 203 203

Other 23 23 23

Gas Tax 80 32 112 112

Total 748 203 326 1,277 982 295

The annual current contribution to Levy Capital reserves is $17 million. This is not

sufficient when compared to either the annual amortization (annual consumption of
assets based on useful life and historical cost) of $37 million or the Average Annual
Renewal Investment (“AARI”) (annual investment needed to sustain existing assets
based on replacement value) of $66 million.

Chart 1 shows the elimination of the $426 million reserve (pay as you go) gap over 10
years when we apply an annual 2.16% increase. Using this strategy the annual
incremental capital levy contribution at the end of 10 years is $85 million, which
increases the annual contribution to $102 million for asset sustainment. When
compared to the 2016 Asset Management Plan 10-year Levy AARI of $66 million
indexed to 2028 using the Non-Residential Building Construction Index, the AARI
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required to sustain existing infrastructure is $106 million; which aligns to the capital
reserve contribution at the end of the 10-year plan.

Chart 1: Funding Gap and AARI vs Separate Levy Increase
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Analysis

As referenced within CSD 40-2019 “2020 Budget Planning”, staff noted a capital funding
gap. This policy was developed as a strategy to close the gap. The required annual levy
increase to close the 10-year capital funding gap was identified as 1% in 2012. Due to
increasing capital costs and minimal increases in sustainable funding, the levy increase
required had grown to 2.16% for the 2019 10-year forecast. As a result of past deferrals
of projects and new assets since the 2016 Asset Management Plan, the Region’s 10-
year capital forecast along with the funding gap continues to increase as seen in the
Chart 2.

Chart 2: Historical 10 Year Levy Capital Plan & Gap (excluding DC's)
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A Capital Financing Strategy is identified in Council’s Strategic Priorities as per CAO 9-
2019 and the implementation plan acknowledged a long-term commitment by Council.
Staff are proposing the following principles to ensure a Capital Financing Policy with a
flexible implementation strategy to address the funding gap that ensures the capital
program provides the required level of service.

It is important to establish a clear link between revenue and expenditure decisions for
sustainability. Different financing sources are appropriate to pay for different types of
infrastructure. The four main sources of capital financing to fund the 10-year Capital
program are as follows:

A. Debt

B. Reserves (pay as you go)
C. Development Charges
D. External Sources

An analysis of the funding sources and the proposed best use recommendation / project
types are summarized below.

A. Debt
Definition: Funds raised through long-term borrowing from a creditor.

Who Pays: The cost to borrow is spread and paid over the useful life of the capital
asset. This cost is funded by the current and future tax base.

Pros and Cons of Debt
Pro Con

e Ability to afford large project costs by

Debt has incremental operating

spreading the cost of capital over budget impacts and may not be
time. sustainable in the long run.

e Cost of capital paid by future e Debt will impact future taxpayers.
beneficiaries. Therefore when used for

e Interest rates are low. replacement of existing

e Timing of certain grants and infrastructure, current and past
subsidies are structured to align to taxpayers did not pay for use.
use of debt. (Eg. Provincial per e Expensive relative to reserves due to
diems) debt servicing costs.

e Provincial imposed limit of total e May constrict future financial
annual financing charges cannot decisions.
exceed the 25% of own source e Too much debt may lower the
revenues (ARL). The Region is Regions credit rating resulting in an

currently at 7.09%. increase in future borrowing costs.




CSD 51-2019
October 3, 2019
Page 5

Definition: Funds raised through long-term borrowing from a creditor.

Using debt exclusively to fund the
gap would breach the S&P ratio by
2022.

Example of impact of tax base

e $1,000,000 debt financed requires $1,740,000 tax dollars

e $58,000 annual operating cost is 0.02% of the levy

e $1,000,000 project with 30-year 4% debt will require $58,000 annually from the tax
base for 30 years resulting in gross cost of $1,740,000 (interest of $740,000).

Conclusion: The best use of debt funding is for Strategic Investment projects.
Assets that provide a new or enhanced level of service should be funded by future
beneficiaries as the asset is consumed and the debt paid through future operating
budgets.

B. Reserves (Pay as you go)
Definition: Previous and current operating budget contributions to Capital Reserves.

Who Pays: These funds come from the taxation levy on the current tax base and any
funds set aside from the historical tax base.

Pros and Cons of Reserves (Pay as you go)
Pro Con

e Users of the asset are funding for the e Investment rate of return on reserves

replacement of the asset as it is may not match inflation risk on
being consumed. project expenditure.
e Interest savings from debt avoidance e Establishing the appropriate reserve
can be put towards other projects. contribution level from current tax
e Greater flexibility relative to debt payers to match their use of the
which are tied up in long repayment assets.
terms. e Contributions to Capital Reserves in
e Establishing an appropriate reserve the operating budget does not buy as
allows the Region to smooth tax much capital acquisitions as does the
impacts of significant one-time same operating budget funding for
“spikes” in the capital program debt.

Example of impact of tax base
e $1,000,000 reserve financed requires $1,000,000 tax dollars.
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Definition: Previous and current operating budget contributions to Capital Reserves.

e $1,000,000 annual pay as you go contribution to the capital reserves is 0.3% of
the levy

Conclusion: The best use of reserves (pay as you go) funding is for Asset
Management (State of Good repair) projects

Assets that are currently in use should be funded from the current and past operating
budgets as the asset is being consumed.

C. Development Charges
Definition: Fees collected by the Region for the purpose of financing the construction
of new capital infrastructure to support growth.

Who Pays: These funds are collected from developers upon issuance of a building
permit for new developments.

Pros and Cons of Development Charges
Pro Con

e Development charges are past on to Collection of receipts may not match
property owners therefore new the timing of capital projects.
taxpayers are paying for the cost of All of the DCs are not being collected
growth capital. due to Grant programs (2018 - $13M)

¢ No financial impact to the existing tax The current taxpayers are funding for
base. shortfalls in development charges

due to grant programs.
e Growth may not materialize as
expected.

Example of impact of tax base
¢ $1,000,000 development charge financed requires $0 tax dollars.

Conclusion: Growth projects should be funded by Development Charges
In the event that DC collections are insufficient or timing is delayed, debt could be
utilized to finance growth assets and have DCs fund the debt servicing costs.

D. External Sources
Definition: Gas Tax and 3™ party contributions, subsidies and recoveries.

Who Pays: These funds are collected from 3™ parties.
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Definition: Gas Tax and 3™ party contributions, subsidies and recoveries.

Pros and Cons of External Sources
Pro Con

e No financial impact to the existing tax e Funding may be restricted to specific

base. projects.
e Allows for coordination with funding ¢ Difficult to forecast and dependant on
partners. 3" parties.

Example of impact of tax base
e $1,000,000 externally financed requires $0 tax dollars.

Conclusion: The use of external funding will be project specific based on
ownership of assets being constructed and compliance with the funding
agreement. Gas tax should be prioritized for state of good repair projects until
appropriate levels of funding are established.

Based on the analysis above the following is a summary of the link between revenue
and project expenditure type. Chart 3 illustrates Capital Financing Strategy based on
the types of projects.

Chart 3: Capital Financing Strategy
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As identified in the Financial Considerations section, upon applying the strategies to the
2019 10-year forecast, an annual separate levy increase of 2.16% is required over a 10
year period to eliminate the gap. Recognizing this will delay availability of funding to the
appropriate level required; in the interim debt may be considered to bridge the gap but
only with consideration of all Policy principles.
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Other municipalities have faced similar fiscal challenges as the Region and have
adopted similar funding strategies. Niagara Region currently has the lowest contribution
to the capital reserves in dollars and as a percentage of tax supported assets relative to

our comparator upper-tier municipalities below. Other municipal implementation
strategies ranging from 0.5% - 2.0% annually are provided in Table 2.

Table 2: Comparable Municipal Peers (Levy Capital Program)

Upper Tier Niagara Halton Peel Waterloo York Durham
(Roads
/Bridge)
% Levy Increase 0%* 0.5% 1.0% 0.85% 1.0% - 2.0% Assessment
for AMP growth
funded.
2019 Annual $17.0M $49.8M $59.5M >$26.0M? $163.0M >$31.5M*
Capital
Contribution (A)
Total Tax $2.7B >$1.6B3 $5.0B $3.1B $6.0B $4.0B
Supported Assets
(B)
Annual Capital 0.59% 3.12% 1.19% 0.84% 2.72% 0.79%
Contribution as a
% of Total Tax
Supported Assets
(A/B)
Strategy Capital Based on Forecasted 6 | 1% of 11 % of Based on
Financing Asset annual previous separate levy | Asset
Policy Management | increases to year's tax increases. Management
Plan. Varying | close gap, 11 | levy for 2 Forecasted 3 | Plan.
increases. approved years annual
historically. historically; or | increases for
based on specific
Asset projects.
Management
Plan.

'Roads and bridge rehabilitation only, does not include all assets

’Referenced in 2018 Reserve Strategy
%$1.6B book value; $2.3B implied proration based on 2013 AMP (A/B = 2.16%)

4A one-time increase of 1% on the tax levy was approved in 2017

Based on above, principles have been established in the policy under the following

headings.

1. Ensure long-term financial sustainability and flexibility

The appropriate level of funding will be recommended in the operating budget and the
allocation of that funding to specific projects will be recommended based on the above.
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2. Maintain a strong credit rating

Niagara Region’s credit rating has a direct impact on the Region’s cost of borrowing for
capital projects. Therefore with a significant portion of our capital program being funded
with debt it should be a priority to minimize the cost of borrowing by way of maintaining
a strong credit rating. Niagara Region is currently rated “AA stable” as determined by
the Region’s credit rating agency, Standard and Poor’s (S&P). Niagara has maintained
this rating since 2001 which provides a positive message to stakeholders and investors.

3. Adherence to Statutory Requirements

Adherence to legislated requirements is mandatory and necessary to leverage funding
from other levels of government, in particular the following need to be considered:

e Municipal Act, 2001 - The Act provides several legislative safeguards to ensure that
fundamental activities and responsibilities are adhered to in the management of the
budget and debt financing.

e 0.Reg 588/17 Asset Management Planning for Municipal Infrastructure - A life cycle
management and financial strategy will need to be approved by July 1, 2024.
Without adequate funding the AMP levels of service will need to be modified to align
to the funding available.

Alternatives Reviewed

The status quo entails proceeding without a capital financing strategy, however this is
NOT RECOMMENDED as it has been identified as a Council strategic priority. Risks
and consequences of maintaining the status quo are as follows:

Continued deferral of projects.

Asset degradation erodes service levels and user satisfaction.

Increased maintenance costs due to asset failure may be required.
Without a separate levy increase, the Region will continue to rely on debt

Relationship to Council Strategic Priorities

The recommendations in this report will support sustainable and engaging government.

Other Pertinent Reports

CAO 9-2019 — Shape Niagara Corporate Implementation Plan
CSD 40-2019 — 2020 Budget Planning

CSD 65-2019 - Budget Planning By-Law

By-law 2017-63 - Budget Control By-Law

C-F-003 - Capital Asset Management Policy



https://niagararegion.escribemeetings.com/Council_Aug15_2019/eSCRIBE%20Documents/eSCRIBE%20Raw%20Attachments/33/CAO%2009-2019%20Shape%20Niagara%20-%20Corporate%20Implementation%20Plan.docx
https://niagararegion.escribemeetings.com/Budget%20Review%20Committee%20of%20the%20Whole_Jun20_2019/eSCRIBE%20Documents/eSCRIBE%20Attachments/CSD%2040-2019.pdf
https://vine.niagararegion.ca/tools-resources/policies-procs/bylaws/Documents/Budget%20Control%20Bylaw.aspx
https://vine.niagararegion.ca/tools-resources/policies-procs/corp/Pages/C-F-003.aspx
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PW 4-2019 - Financial Plan for O.Req. 453/07

Prepared by: Recommended by:
Margaret Murphy Todd Harrison

Associate Director Commissioner / Treasurer
Budget Planning and Strategy Corporate Services

Submitted by:
Ron Tripp, P.Eng
Acting Chief Administrative Officer

This report was prepared in consultation with Ricci Cheung, Senior Budget Analyst and Talib

Valli, Senior Treasury Analyst and reviewed by Helen Chamberlain, Director Financial Planning
and Management.

Appendices
Appendix 1 Capital Financing Policy

Appendix 2 Capital Asset Management Policy (C-F-003)


https://niagararegion.escribemeetings.com/Public%20Works%20Committee_Jan08_2019/eSCRIBE%20Documents/eSCRIBE%20Raw%20Attachments/16/PW%204-2019%20Financial%20Plan%20for%20O.Reg.%20453%2007.docx
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1. Policy

This policy establishes principles and practices for preparing Niagara Region’s Capital
Budget, operating impacts and multi-year capital forecast and the prudent use of funding.
The Region recognizes the importance of creating a capital financing strategy. This
strategy will utilize the following principles:

1.1.Ensure long-term financial sustainability and flexibility
a. On an annual basis, the multiyear capital plan shall be analyzed for funding
requirements.

b. To

Projects that are aligned to asset management should utilize reserves and any
deficiencies shall be communicated and considered in the operating budget
before utilizing debt.

Projects that are supporting growth should be funded with development charges.
Projects that are new strategic investments should be funded with debt.

The cost of servicing the debt and operating impacts of capital will be requested
in the operating budget in the year the capital program is approved.

Favourable timing variances on debt charges or operating impacts resulting from
timing of project completion will be utilized to substitute previously approved debt
or fund pay as you go for projects aligned to the asset management plan or
otherwise as approved in the budget.

the extent practicable, the hierarchy and principle of allocating funding will be in

the following order.

iv.

External sources that are known to the project should be utilized first

Federal Gas Tax will be allocated to reduce the use of reserves or debt funding.
Development Charges Reserve will be allocated in accordance to the
methodology included in the Development Charge background study.

Reserves (pay as you go) will be allocated as defined under C-F-013 Reserve
and Reserve Funds Policy and as updated from time to time to support renewal
investment and state of good repair projects as identified in the asset
management plan.

Debt will be utilized for growth and strategic investment projects.
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1.2.Maintain a Strong Credit Rating
a. The Region will undertake due diligence and consider the impacts of debt financing
on the Regions credit rating.

1.3.Adhere to statutory requirements
a. On an annual basis, the capital budget will be developed including a multi-year
capital plan and include a financing strategy adhering to legislative requirements
including but not limited to asset management regulations and compliance to the
provincially mandated 25% annual repayment limit.

2. Purpose

Niagara Region prepares a Capital Budget annually as required by the Municipal Act. In
addition, multi-year capital forecasts are prepared to plan funding for upcoming capital
requirements. This policy will establish the principles Niagara Region will undertake to
ensure financial sustainability, flexibility, transparency and legislative compliance of its
capital funding program.

3. Scope
a. This policy applies to the following:
i.  Capital budget financing for projects.
ii.  Operating budget impacts required to support the approved Capital projects
including but not limited to debt servicing costs, operations and maintenance.
iii.  The administration and management of the issuance of debt for approved
capital projects.
b. The Budget Control By-Law defines the Region’s authority over Agencies, Board
and commissions and this policy shall comply congruently.

3.1.Roles and Responsibilities
a. The responsibility of Regional Council
i.  To approve the annual budget.
ii. To pass debenture by-law prior to the issuance of debentures.
b. The responsibilities of the Corporate Leadership Team
I.  Torecommend and support the budget submissions to Council.
c. The responsibilities of Financial Management and Planning Team
I.  To transparently consolidate and present budget considerations to Council in
accordance with the policy.
ii.  To direct staff on strategy to meet Council’s expectations of the annual budget.
iii.  To recalculate the Annual Repayment Limit (O. Reg. 403/02, s. 4(1)) each year.
Iv.  To manage the administration of the debenture issuances.
v. To lead the annual credit rating review process.
d. The responsibilities of project managers
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i.  To provide sufficient information to determine the type of project for the
financing strategy.

ii. To provide required capital project information including specific external
funding sources.

4. References and Related Documents.

4.1.Legislation, By-Laws and/or Directives

Municipal Act, 2001, S.O. 2001, C .25

Tile Drainage Act, R.S.0. 1990, c.T.8

Local Improvement Act, R.S.0. 1990, C. L.26

Asset Management Planning for Municipal Infrastructure O.Reg. 588/17
Budget Control By-law No. 2017-63

Budget Planning Bylaw (Proposed)

~Pooow

5. Related Policies

a. Operating Surplus/Deficit Policy (C-F-022)
b. Reserve and Reserve Fund Policy (C-F-013)

6. Document Control
The electronic version of this document is recognized as the only valid version.

Approval History

Approved Effective
Approver(s) Date Date

Revision History

ﬁevision Date Summary of Change(s) Changed by
0.
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DEVELOPED BY: CORPORATE SERVICES DEPARTMENT — FINANCIAL MANAGEMENT & PLANNING
APPROVED BY: REGIONAL COUNCIL
DATE: October 1, 2009
REVISION DATE: October 1, 2011
PURPOSE:

This policy outlines standards and guidelines for the processes of Capital Asset
Management. Capital Asset Management can be defined as the activities related to
program planning, financing and administration of resources for the acquisition,
development or construction of tangible capital assets of the Region. It also includes the
integration of current and capital budgets by identifying future financial resources to be
allocated from current funds to operate and maintain these tangible capital assets. This
policy will also outline standards and guidelines for identifying, measuring and recognizing
expenditures as tangible capital assets in order to facilitate appropriate financial

presentation and disclosure.

The following comprises the topics discussed in this policy:

1.0 General Information.

1.1. Definitions.
1.2. Guiding Principles.

2.0  General Responsibility.
2.1. Corporate Management Team.
2.2. Project Management.
2.3. Corporate Services Department.
2.4, Budget Review Committee.

3.0 Capital Financing.

3.1. Objectives.
3.2. Debenture Debt.
3.3. Capital Leases.

3.4. Reserves and Reserve Funds.
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3.5.
3.6.
3.7.

4.0

4.1.
4.2.
4.3.

5.0

5.1
5.2.
5.3.
5.4.
5.5.

6.0

7.0

7.1.
7.2.
7.3.
7.4.
7.5.
7.6.

Current Budget Contributions.
External Sources of Financing.
Debt Charges.

Capital Program Planning.

Capital Budget Preparation and Approval.
Capital Project Initiation.
Amendments to Capital Budgets.

Capital Program Financial Administration.

Capital Project Monitoring.
External Revenue Billing.

Close Out Reports.

Capital Variance Reserves.
Emergency Capital Expenditures.

Current Budget Impacts.
6.1.

Impact on Operations.

Tangible Capital Assets

Identification.
Measurement.
Recognition.
Adjustments.
Disposals.
Amortization.

This policy replaces the following prior policies:

i.Capital Budget Control (CSD.B01)
il.Capital Financing and Debt Management Policy and Guidelines (C3.C11)
iii.Project Approval Reports (DF93-31)

Page 2 of 19
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1.0 GENERAL INFORMATION
1.1 DEFINITIONS (See Appendix 1)
1.2 GUIDING PRINCIPLES

The following guiding principles have been applied in developing this Capital Asset
Management policy:

. Provide standards and guidelines for identifying, measuring and recognizing
expenditures as tangible capital assets to facilitate appropriate financial
presentation and disclosure and management decision-making process, such as
capital budgeting, capital forecasting and financing when preparing budgets.

. Identify committed and uncommitted Reserve and Reserve Fund balances to
facilitate analysis of financial resources available.
. Provide guidelines for the achievement of Council objectives of providing long-

term infrastructure works in alignment with the Capital Affordability Strategy.

2.0 GENERAL RESPONSIBILITY

Efficient and effective Capital Asset Management necessitates coordination and
communication of the various participants in the process.

2.1 CORPORATE MANAGEMENT TEAM (C.M.T.)

C.M.T. is responsible for establishing strategic direction for the Region’s infrastructure.
Based on a Capital Affordability Strategy and various other sources of input, C.M.T.
prioritizes initiatives as a basis for allocating resources and approving capital program
budgets.

2.2 PROJECT MANAGEMENT

A capital budget for a departmental program is developed by the project managers in
conjunction with the department senior management team and the respective standing
committee. Project managers are responsible for determining the external sources of
financing for all capital projects. When departmental capital program budgets have been
approved, projects are initiated and project managers administer the departmental
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program and maintain the related tangible capital assets. Project managers are
accountable for monitoring the projects within a capital program and taking corrective
action when necessary. Project Budgets, especially large and/or complex projects, may
contain an allocation for contingencies. Project Managers are required to identify and
report on the use of these contingencies in alignment with the close-out report.

Project Managers are responsible for maintaining accurate and complete information about
the tangible capital assets that result from the projects, and reporting such information to the
Tangible Capital Assets Analyst in a timely manner. Each department will be accountable for
supporting changes, as part of the annual audit work, which have been made during the year
to their tangible capital asset inventory.

2.3 CORPORATE SERVICES DEPARTMENT

The Corporate Services department develops the Capital Affordability Strategy, the
Capital Financing Strategy and Capital Budget guidelines in conjunction with Council
objectives. A consolidated capital budget and forecast including both expenditures and
sources of financing is prepared and presented by the Corporate Services Department.
The Corporate Services Department ensures that the application of financing to projects
is in accordance with the Capital Asset Management Policy. The Corporate Services
Committee (C.S.C.) recommends financing for all projects to Council for approval. For
all debenture debt financing, the Corporate Services Department is responsible for
determining the amounts, terms to maturity, interest rates, timing of issuance and for
determination of the debt charges forecast to be included in the operating budget.

24 BUDGET REVIEW COMMITTEE (B.R.C.)

The Budget Review Committee reviews the Consolidated Capital Budget and Forecast and
recommends approval by Council.

3.0 CAPITAL FINANCING

3.1 OBJECTIVES

The Region’s Capital Financing Strategy is to minimize reliance on long term obligations

for capital funding and to provide departments with information for assessing their
stewardship of physical resources by providing a framework for:
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. Maintaining an acceptable balance between the level of annual debt charges with
Council’s objective of minimizing the Tax Levy impact of capital financing.

. Linking level of burden borne with the benefit obtained from access to
infrastructure assets by current and future residents of the Region.

. Maintaining manageable levels of long term debt and facilitating the movement
towards Council-endorsed capital financing as determined by the “ Capital
Affordability Strategy”.

. Maximizing the use of internal sources of funding from current budget funding
(capital levy) and capital reserves.

. Optimizing cash flow management.

. Utilizing reserve funds, in alignment with the Capital Affordability Strategy, for
infrastructure initiatives as well as for the replacement of tangible capital assets.

. Ensuring adequate resources are available for the replacement of tangible capital
assets as well as to allow for new infrastructure and growth related initiatives.

. Ensuring consistent handling of debt charges for all programs of the Region.

3.2 DEBENTURE DEBT

Under the authority of section 401 of the Municipal Act the Region is authorized to incur
a debt for a municipal purpose by way of a debenture. Borrowings for capital projects
are limited to the amount of debenture approvals for individual projects. The interest
rate and term to maturity for debenture financing is dependent on market sensitivities
and the relative position of the Region in comparison to other similar municipalities for
key indicators such as:

o The Provincial ratio of long term obligation repayments to own source revenues.

o Bond Rating Agency Evaluations that establish a credit rating based on criteria
including the balance and rate of accumulation of long term debt.

o Burden on taxpayers as indicated by debt per capita statistics.

J Estimated assessment growth.

Strategic financial management is also applied to incorporate considerations such as:

o A preference for shorter terms to maturity during periods of high interest rates.
o A faster repayment period leading to reduced levels of debt.
o A repayment term which does not exceed the useful life of the tangible capital

asset being financed.
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. The burden on the tax levy for the repayment of principal and interest.

The following guidelines have been established for the issuance of debenture debt to
finance capital expenditures of the Region:

I.  The Region is authorized to borrow by way of debentures for expenditures that are
consistent with the definition of tangible capital assets.

ii.  Debenture financing should be reserved for tangible capital assets with a cost
exceeding $250,000.

iii.  When debenture financing is being utilized a Treasurer’s Certificate which identifies the
debenture term will accompany the Capital Project Initiation Report. Council approval is
required to exceed these terms.

iv.  Repayment terms recommended for capital expenditures are aligned as closely as
possible with the set useful life of the tangible capital asset created or purchased.

v. Debenture financing is obtained only for initiated projects for which a contract
commitment has been made and a significant portion of expenditures have either
been incurred or will be shortly after the debenture issue.

vi. A separate by-law will be created for all projects initiated with debenture financing.
3.3 CAPITAL LEASES

Leasing of tangible capital assets is permitted as a long-term method of financing when
the lease agreement provides more favourable terms than would purchasing and
financing with debenture. The initiation report should document the lease versus buy
analysis and clearly support the leasing alternative and ensure the term of the lease is
in compliance with the maximum repayment terms recommended for debentures in
subsection 3.2 iv of this policy. Staff must also comply with the Financing Lease Policies
and Goals, policy number C3.F04 which ensures that due diligence is undertaken and
that Regional Council is provided full disclosure on the impact of the lease prior to
entering into the agreement. There are specific accounting guidelines on whether or not
the lease actually results in a tangible capital asset, see section 7.1.6.

3.4 RESERVES AND RESERVE FUNDS
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There are a number of reserves and reserve funds from which departmental capital
programs receive funding revenues.

For each of these internal sources of financing, the following guidelines apply:

Vi.

3.5

An analysis should be prepared when necessary on the impact on the balances of the
reserve and reserve funds when they are utilized as sources of financing. This
analysis should form part of the preparation of the consolidated Capital Budget and
Forecast.

For Water, Wastewater and Solid Waste Management Capital Reserve Funds, the
financing strategy adopted as recommended in the annual rate setting exercise should
be applied and projections of fund balances updated to reflect project budgets and
approvals.

When a project is budgeted with the source of funding identified as a loan from a
capital reserve the repayment of the loan must be budgeted within the Capital Budget
forecast period.

The transfer of funds from a reserve or reserve fund to a project designated to be
funded from this source will occur when the project initiation report is approved by
Council.

The Capital Levy Reserve should be used to finance capital projects with costs of
$250,000 and less, or those projects that due to their nature or shorter useful life would
make reserve financing the preferred method as determined by the Corporate
Services in consultation with the appropriate departmental management.

The Capital Levy Reserve shall have a minimum opening balance of $1 million at the
beginning of the year for each year within the forecast period.

CURRENT BUDGET CONTRIBUTIONS

Contributions to Capital programs from the current operating budget consists of the
annual allocation of the capital levy as well as transfers to capital reserve funds. The
annual allocation from the current budget to capital financing also includes debt charges.
Debt charges are calculated based on the repayment schedule for outstanding
debentures as well as a forecast for new issues.
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To ensure that financing for capital programs does not negatively impact on Council’s
long term tax rate strategy, the following guidelines have been developed with respect to
the annual Capital Levy and annual Debt Charges:

.Capital Levy Contribution:

The annual contribution will be determined through the overall Capital Affordability
Strategy. This strategy links current budget contributions to the level of capital
expenditures to be funded from internal sources. Council has the opportunity to alter the
impact on the Current Budget by reprioritizing projects within the participating capital
programs.

i.Debt Charges

The Current Budget includes an annual allocation for debt charges. The Capital
Affordability Strategy will provide guidance with respect to the amount of debt charges
that will be budgeted each year.

3.6 EXTERNAL SOURCES OF FINANCING

External sources of financing will include all contributions from third parties which include,
but are not limited to, contributions from area municipalities, developers, government
subsidies, donations and fundraising. All external sources of financing must be identified
when preparing a capital budget for a project.

3.7 DEBT CHARGES

The Province, through the authority of Regulation 799/94, has established a prescribed
annual repayment limit, stipulating that payments relating to all long-term debt and other
financial obligations, commitments, liabilities and contractual obligations of a municipality
for which payment may or will be required beyond the term for which the council was
elected, should not be greater than 25% of own source revenues (annual tax levy and
rate generated revenue). To ensure that the accumulation of debt to fund departmental
capital programs does not impede the financial flexibility of the Region to develop taxation
policy, the Capital Affordability Strategy has been established to manage the impact of
debt servicing on current budget requirements. Generally, debt charges impact the
operating budget the year following the debt issuance.
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CAPITAL PROGRAM PLANNING

CAPITAL BUDGET PREPARATION AND APPROVAL

The annual Capital Budget and the Future Forecast are prepared as a multi-year plan for

the

delivery of the Region’s strategy for infrastructure. The following process shall be

followed to prepare each departmental Capital Budget and corresponding Forecast:

4.2

Project Budget

The capital budget for a project should reflect all expenditures that must be incurred
in order to construct a tangible capital asset. The project should be budgeted on a
gross basis and all offsetting internal and external sources of financing identified.
Subsequent expenditures forecasted for the project should only comprise
expenditures that can be reprioritized without affecting the outcome of the original
project. At the time a project is included in a Capital Program budget, the total cost
is an estimate that is refined after the project is initiated and the tendering process is
complete.

Cash Flow Budget

The cash flow budget and forecast for a project should reflect all expenditures that will
be incurred in each of the budget years during which the project is active. The cash
flow budget and forecast is an integral part of the Capital Affordability Strategy since
it helps in determining the annual cash requirements for the capital program.

When all Capital Programs have been input, they will be consolidated by the Corporate
Services Department and a financial impact analysis on sources of financing, including
reserves & reserve funds and debenture debt levels, will be prepared.

The capital financing is an integral component of the Capital Budget therefore all
programs should be presented in consolidation to capture corporate impact. In
accordance with the Council-approved schedule, the consolidated Capital Budget and
Forecast, along with financial analysis, will be presented to C.M.T., followed by B.R.C.
and finally to Council for approval.

CAPITAL PROJECT INITIATION

The approval of the Consolidated Capital Budget by Council constitutes approval of the
capital expenditures of the comprising departmental programs. An Initiation report is
required to request approval to make an allocation of the Capital budget for a
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departmental program to a particular project as well as for the required financing. Once
the consolidated Capital Budget is approved a project initiation report is required.

The project initiation report should be a joint report to Council between the respective
standing committee that recommends the approval to allocate budgeted expenditures and
departmental resources to proceed and the Corporate Services Committee that
recommends financing for the project. A Treasurer’s Certificate must be attached to the
Initiation Report for any project that will be funded by debenture financing.

If a capital project is not initiated prior to the end of the year in which it was budgeted it
will be closed and re-budgeted as required, unless the department can show that the
delay was a result of circumstances beyond their control and that the project should
remain open.

4.3 AMENDMENTS TO CAPITAL BUDGETS
Amendments fall into 3 categories as follows:

I. Transfer from Capital Variance Reserves
Funds are required as a result of unforeseen capital costs, a report must go to
council for approval of amounts > $250,000 prior to use of funds.

il. Amendments to Gross Capital Budget
Result from the broadening in scope of a project that is to be financed entirely with
external sources of financing. Requires a memorandum to council for information
purposes.

iii. Amendments to the Net Capital Budget
Results from exceptional circumstances only. Expenditures need to fit into the
Capital Affordability Strategy as such should be considered in the following years
capital program. A Joint Report of the respective standing committee and the
Corporate Services Committee is required to approve the amendment. In
accordance with the Region’s Public Notice Policy number C3.P09 public notice
must be published prior to the amendment of a previously adopted budget.

5.0 CAPITAL PROGRAM FINANCIAL ADMINISTRATION

5.1 CAPITAL PROJECT MONITORING
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Project management is responsible for reviewing available capital project expenditure
reports and identifying any projects for which a funding deficit has or may occur. This will
be facilitated through the use of project variance reporting which will be carried out by
Corporate Services. Once additional requirements have been identified, the Project
Manager is required to initiate the process of obtaining additional budget allocations and
funding approval.

The Corporate Services Department will prepare variance to budget reports for review by
the respective standing committee, Corporate Services Committee and Regional Council
on a semi-annual basis as well as in conjunction with the preparation of the closeout
reports.

If a negative project variance is identified on the semi-annual variance report for two

consecutive reports Corporate Services will change the status of the project in Smartstream
to “on hold” to prevent further costs from being charged to the project until the funding source

is identified. Project manager’s are required to request funding from the Capital Variance
Reserves through their Commissioner and the Commissioner of Corporate Services for
amounts up to $250,000.

If there are not adequate funds available in the Capital Variance Reserves, an
amendment to the budget can be considered.

5.2 EXTERNAL REVENUE BILLING

Budgeted external financing will be monitored by the project manager. External revenues
will be invoiced except in the case of funding from other government sources which shall
be collected as per their individual financing agreements. The departmental manager will
advise each project manager of the required timing of invoicing when the tender is
awarded.

5.3 CLOSE-OUT REPORTS
A semi-annual review of capital projects will be performed by the Corporate Services
Department in conjunction with the respective project management to ensure that projects

are closed as soon as possible after completion.

A report will be prepared and presented to the standing committees for those
departments affected by the report and to the Corporate and Financial Services
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committee. The report will summarize the financial effect of the close-out activity and
provide explanations for variances to budget on those projects included. Significant
variances will have been addressed through section 4.3, amendments to the capital
budget. Project deficits will be financed with surpluses to the extent possible and an
overall net transfer from the Capital Variance Reserves will be made.

i. Inactive Projects

When a project is determined to be inactive per the definition in this policy, it will be
recommended for closure in the next close-out report. If the project manager determines
that it should not be closed, Corporate Services must be provided with a written rationale
for maintaining the project.

il. Recurring Capital Projects

Recurring Capital Projects will be recommended for closure 12 months after the year end
for which they were approved. This will allow sufficient time for payments to be processed
on project commitments remaining at year end. If the project manager determines that it
should not be closed, Corporate Services must be provide with a written rationale for
maintaining the project.

5.4 CAPITAL VARIANCE RESERVES

The Capital Variance Reserves will be a mechanism used to fund unforeseen capital
expenditures that are not deemed to be an emergency and to eliminate the need for transfers
between projects. Funding for these projects will be through the closure of projects with net
surplus balances. Corporate Services will review these reserves annually to ensure
appropriate levels of funding are maintained.

Capital Variance Reserves will be set up for the following areas beginning with the next
closeout report:

Wastewater

Water

Waste Management

Levy Supported Projects

If there are not adequate funds available in the Capital Variance Reserves, an
amendment to the budget can be considered.



CORPORATE ADMINISTRATIVE POLICY MANUAL C3.C16

SECTION

GENERAL ADMINISTRATION

NAME OF POLICY

CAPITAL ASSET MANAGEMENT

Page 13 of 19
55 EMERGENCY CAPITAL EXPENDITURES

Each year an Emergency Capital Project will be budgeted with Capital Levy Reserve
financing to provide funds that may be required in that year by the levy supported programs
to finance necessary emergency capital expenditures. Any portion of the project budget not
required in the year will be closed out in the first close out report immediately following the
year end. Rate supported programs must ensure that a sufficient budget exists for
emergency expenditures in their respective capital programs.

In the event of an emergency capital expenditure the project manager must ensure
compliance with the Regional Purchasing Policy which requires that council be informed of
certain Emergency Purchases (please refer to Purchasing Policy). Financing of the
expenditure must also be arranged. If the emergency expenditure relates to an existing
project with an available budget the department should reprioritize that project budget to
provide funding. In the absence of that, for levy supported programs the project manager
may consider an initiation report (see section 4.2) requesting an allocation from the
Emergency Capital Project to fund the emergency expenditure.

6.0 CURRENT BUDGET IMPACTS

6.1 IMPACT ON OPERATIONS

When preparing the capital budget for a project, the requesting department should

provide an analysis of significant impacts of the project on the operating budget of
departments affected. These impacts will be reflected in the multi-year financial

operating plan.

7.0  TANGIBLE CAPITAL ASSETS

7.1 IDENTIFICATION

Capital Assets include both tangible (physical) assets and intangibles (those which lack physical
substance such as a patent). They are acquired by construction, purchase, transfer or capital

lease commitment (exceeding 1 year). Tangible capital assets will be capitalized and amortized
over their useful life. Intangible capital assets are not capitalized.
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Tangible capital assets are non-financial assets having physical substance that meet the
following criteria:

i. Are held for use in the production or supply of good and services, for rental to others, for
administrative purposes or for the development, construction, maintenance or repair of
other tangible capital assets;

ii. Have a useful economic life extending beyond a single reporting period;

iii. Are to be used on a continuing basis; and
iv. Are not intended for sale in the ordinary course of operations (PS 3150)
v. Costin excess of the set thresholds.

7.1.1 Betterments

Betterments are deemed tangible capital assets. A betterment is a cost incurred to enhance
the service potential of a tangible capital asset. Service potential may be enhanced when:

e There is an increase in previously assessed physical output

e There is an increase in previously assessed service capacity

e Associated operating costs are lowered

e There is a characteristic that is provided to an asset that did not previously exist (an

upgrade or rearrangement)
e When the useful life of the tangible capital asset is extended; or,
e The quality of output is improved

An expenditure has to meet one of the above criteria and exceed the set asset threshold to be
considered a betterment. Otherwise the expenditure is accounted for as a current year
expense of maintaining the asset.

7.1.2 Capital Leases

A leased tangible capital asset is a non-financial asset that has physical substance and a useful
life extending beyond an accounting period, and is held under lease by a government for use,
on a continuing basis, in the production or supply of goods and services. Under the terms and
conditions of the lease, substantially all of the benefits and risks incident to ownership are, in
substance, transferred to the government without necessarily transferring legal ownership.

Substantially all the benefits and risks of ownership have been transferred if one or more of the
following conditions are present at the inception of the lease:
e There is reasonable assurance that the government will obtain ownership of the leased
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property by the end of the lease term. Either the terms of the lease would result in
ownership being transferred to the government by the end of the lease or the lease
provides for a bargain purchase option.

e The lease term is of such a duration that the government will receive substantially all
(usually 75% or more) of the economic benefits expected to be derived from the use of
the leased property over its life span.

e The lessor would be assured of recovering the investment in the leased property and of
earning a return on the investment as a result of the lease agreement. This condition
would exist if the present value, at the beginning of the lease term, of the minimum lease
payments, is equal to substantially all (usually 90% or more) of the fair value of the leased
property, at the inception of the lease. (PS3150)

7.1.3 Studies

Feasibility studies or strategy analysis may be undertaken prior to the acquisition or
development of a capital asset. Due to the uncertainty of the future benefit of these
expenditures they should not be included as a capital asset unless future benefits (assets) are
reasonably assured. These items are more appropriately considered operational type
expenditures and should be recorded in the operating accounts in the year in which they
occurred.

7.1.4 Works of Art and Historical Treasures

Works of art and historical treasures are not recorded as tangible capital assets because a
reasonable estimate of the future benefits associated with such property cannot be made.

7.2 MEASUREMENT

Tangible capital assets should be recorded at cost and include all costs incurred up to the time
the asset is put in service. Adjustments can be made for material changes to the cost after the
asset has initially been recorded.

Items that are included in the cost of an asset must be directly attributable to bringing the asset
into working condition for its intended purpose which may include:

i.  Purchase price and other acquisition costs such as option costs, commissions, installation
costs
ii.  Architectural, design and engineering fees
iii. Legal fees, survey costs, site preparation costs, freight charges, transportation, insurance



CORPORATE ADMINISTRATIVE POLICY MANUAL C3.C16

SECTION

GENERAL ADMINISTRATION

NAME OF POLICY

CAPITAL ASSET MANAGEMENT

Page 16 of 19
costs, duties, testing and preparation charges
iv.  Construction or development costs (such as materials and labour) incurred directly for the
project
v. Overhead costs directly attributable to the construction or development activity.

To determine whether an expenditure should be treated as an adjustment to an existing asset

or treated as a separate component the following factors should be considered:

- An estimate of the useful life and consumption pattern of the particular component can be
determined and this amount is materially different than the existing asset.

- The component is separately marketable on its own rather than being an integral part of a
larger asset.

- The value of the component is substantial in relation to the total value of the asset.

7.2.1 Acquisition of a Bundle of Tangible Capital Assets as Part of a Single Purchase

When multiple assets are acquired for a single price the cost must be apportioned to the
individual assets. For example, land and building may be purchased as one transaction but the
cost would be apportioned to the land and to the building based on its relative fair value.

7.2.2 Tangible Capital Assets Acquired at Nominal Value

A tangible capital asset may be gifted or contributed by an external party. For example, land
may be contributed by another level of government at zero or nominal consideration to facilitate
the construction of a road.

Where a tangible capital asset is acquired at no cost, or for a nominal cost, the amount
recognized should be equal to its fair value as at the acquisition date, with the offsetting credit
to a “contributed asset revenue account”. For the purposes of contributions from one level of
government to another, the acquisition date is the date in which the agreement was authorized,
assuming possession transfers on that date.

Fair value may be estimated using market or appraised values. When an estimate of the fair
value cannot be reasonably estimated the tangible capital asset would be recognized at its
nominal value.

7.2.3 Capital Leases

The value of the leased tangible capital asset is equal to the present value of the minimum
lease payments, excluding the portion thereof relating to executory costs. The amount relating
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to executory costs included in the minimum lease payments would be estimated if not known.
The discount rate to be used in determining the present value of minimum lease payments
would be the lower of the Region’s rate for incremental borrowing and the interest rate implicit
in the lease.

7.3 RECOGNITION
Criteria for the timing of the recording of an expenditure for a capital asset include:

Possession of ownership of item if purchased.

Substantially complete and ready for use.

Productive capacity or occupancy level reaching a specified level.

Passage of time, such as a predetermined period of no further activity or costs being
incurred.

7.4 ADJUSTMENTS
7.4.1 Write-downs

Departments will be asked to review their assets for impairment on an annual basis and
determine if a write-down is necessary. Impairment may occur as a result of:

e There is a change in the extent or manner that the asset is used

e The asset is physically damaged

e When the asset is removed from service or abandoned.

7.4.2 Useful Life

Departments will be asked to review their assets on an annual basis and determine if changes
to the useful life are necessary.

Significant events that may indicate a need to revise the estimate of the remaining useful life of
a tangible capital asset include:

A change in the extent to which the tangible capital asset is used,;

A change in the manner in which the tangible capital asset is used;

Removal of the tangible capital asset from service for an extended period of time;
Physical damage;

Significant technological developments;

A change in the demand for services provided through use of the tangible capital asset;
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e A change in the law or environment affecting the period of time over which the tangible
capital asset can be used.

7.4.3 Assets Held For Sale

If an asset goes from in use to being considered for sale it must be classified as financial asset
rather than a tangible capital asset (non-financial asset). All of the following criteria must be
met for this classification however the department arranging for the sale of the asset should
notify the Tangible Capital Assets Analyst when at a minimum the first of the following criteria
is met:

Council has committed to selling the asset

The asset is in a condition to be sold

The asset is publicly seen to be for sale

There is an active market for the asset

There is a plan in place for selling the asset and

It is reasonably anticipated that the sale will be completed within one year of the financial
reporting date.

7.5 DISPOSALS

When an asset is disposed of the department involved must notify the Tangible Capital Assets
Analyst of the nature of the transaction which will include any proceeds received and selling
expenses incurred as well as the date of disposal. An asset can be disposed of in it entirely or
as a partial disposition. For example, a parcel of land may be purchased for the expansion of
a water facility however a portion of that land may not be required therefore it can be severed
and sold. Partial dispositions can be quantified in the form of a percentage of the original cost
or as a percentage of the size of the asset.

7.6 AMORTIZATION

The cost of tangible capital assets other than land will be amortized over its useful life. Land
normally has an indefinite useful life therefore is not amortized. Amortization is recorded as an
expense in the operating statement of the managing cost centre. Amortization represents a
charge for the estimated annual consumption of the asset.

A straight line basis of amortization, with 50% in the first year and 50% in the year of disposal,
will be used for all tangible capital assets except for Waste Management Landfill which will be
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amortized based using a units of production method based on the tonnage of waste consumed

in the landfill during each year.

For further information please refer to the procedures for Tangible Capital Assets.
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DEFINITIONS
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For the purposes of this policy, the following terms are defined:
> Asset Impairment:

The asset can no longer contribute to the Region’s ability to provide service at the
previously anticipated level, must be permanent in nature.

> Betterments:

The cost incurred to increase the service potential of a capital asset. (PS 3150). The result
is to materially improve the property beyond its original condition. Service potential is
enhanced when physical output or capacity is increased, operating costs are lowered,
useful life is extended or quality of output is improved.

> Capital Budget:
A multi-year plan based on the estimated expenditures and offsetting sources of financing
for a Capital Project.

> Capital Financing:
The current budget allocation to the funding of Capital Programs that consists of debt
charge payments and Capital Levy contributions.

> Capital Lease:
One which transfers substantially all the benefits and risks of ownership of the property
to the lessee. Considered a source of capital financing.

> Capital Levy:
The portion of Capital financing that is applied either directly to specific projects or

accumulated in the Capital Levy Reserve to fund future capital projects.

> Capital Program:
A combination of capital projects to be executed within a defined timeframe to meet the
requirements of a particular department or function.

> Capital Project:
A project during which expenditures are incurred that result in the creation of a tangible
capital asset.

> Capital Reserve / Reserve Fund:

The previous allocation of funds from the current budget set aside for the funding of future
capital. Reserve funds are established as a result of legislation, council by-laws or
contractual obligations and are credited with interest based on their balance. Reserves
are established as result of strategic planning of financial resources and there are no
interest earnings calculated.

> Cash Flow Budget:
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An annual budget that estimates the amount of actual cash to be spent in the year on
expenditures for the capital project.

> Capital Variance Reserves:
An alternative means of managing unforeseen capital costs that are not deemed to be an
emergency in order to eliminate the need for transfers between capital projects.

> Current Expense:
Non-permanent equipment or “consumable” items or services. Also includes items or
services that are less than the applicable thresholds.

> Debt Charges:
Repayment of principal and interest required to service any long-term debenture debt.

> Directly Attributable:
Direct incremental expenses incurred related to the acquisition, construction, development
or betterment of the tangible capital asset.

> External Revenue:
Contributions from third paries which include, but are not limited to, contributions from area
municipalities, developers, government subsidies, donations and fundraising.

> Fair Value:
The amount of the consideration that would be agreed upon in an arm’s length transaction
between knowledgeable willing parties who are under no compulsion to act. (PS 3150)

> Inactive Project:
A project for which there are no transactions for a period of 24 months or more.

> Initiation Report:

A report that obtains approval to proceed with work on a specific project or projects within
an approved capital budget by allocating budgeted expenditures and financing from a
departmental Capital program to the project(s) being initiated.

> Long Term Debt:
Any financial obligation that extends beyond the current year.

> Maintenance:
The cost incurred in maintaining the originally predetermined service potential of a tangible
capital asset for a given useful life. (PS 3150)

> Net Book Value
The assets cost, less both accumulated amortization and the amount of any write-downs.
(PS3150)

> Net Capital Program:
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Total expenditures for a departmental Capital Program less external revenues.

> Net Expenditure Cash Flow:
The estimated timing of expenditure transactions to be funded by Regional sources.

> Own Source Revenues:
The total of annual tax levy and rate generated revenues from Water, Wastewater and
Solid Waste Management.

> Parent Project:

A parent project is a project for which a capital budget is prepared and presented for
approval as part of a departmental program. Individual sub-projects or working projects
are later initiated to allocate a portion of the approved capital budget of the parent project.
The smaller working projects facilitate project management and administration. An
example of a parent project is a Roads Rehabilitation project for which specific locations
have not yet been finalized at the time the capital program budget is prepared.

> Pre-Construction Costs:
Construction costs incurred prior to commencing construction of the tangible capital asset.

> Project:
An organized undertaking recognized as a discrete unit of work that takes place within a
defined timeframe.

> Pooled Assets:

A group of similar tangible capital assets that individually have a cost below the set
thresholds but are purchased in a bundle exceeding the thresholds. These assets are
recorded as pooled assets. This treatment is appropriate for assets that are placed in
service at the same time and are generally removed from service at the same time.

> Recurring Capital Project:

A project created each year to provide a department with the budget necessary for capital
expenditures that are essential to the service provided by the department during that year but
not yet known at the time of budget preparation.

> Sources of Financing:
Revenue funding for a capital project to offset the cost of capital expenditures.

> Standing Committee:

A Standing Committee of Council is a committee established by Council, composed entirely of
members of Council, to carry out duties on an ongoing basis, as specified by Council. For
purposes of this policy the Standing Committee will refer to that of the department managing
the project.

> Tangible Capital Assets:
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Tangible capital assets have physical substance and are acquired by construction, purchase,
transfer or capital lease commitment. Refer to section 7.1 for more detail.

> Tax Levy Revenues:
Taxes charged on assessed properties for Municipal services.

> Useful Life:
The period over which a capital asset or component thereof is expected to be used by the
government. (PS 3150)

> Work in Progress:
New tangible capital assets that are not completed and not ready to be put into service or
used.

> Write-downs:
An assets cost is written down if there has been an impairment to the asset or the value of
future economic benefits associated with the tangible capital asset is less than its net book
value, the cost of the asset is reduced to reflect the decline in the asset’s value. A write-
down should not be reversed. (PS 3150)
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