Towards Tomorrow Together + Vers I'avenir ensemble

Long-lerm
Financial Plan Update

s
2

(5]

2
£
e o
E=
8
Es
Y-
=
[—]
-




LONG-TERM FINANCIAL PLAN UPDATE

Our submissions to the Provincial Standing Committee of Finance and Economic
Affairs on February 4™, 2003, and to the Ministry of Finance Roundtable on February
13", 2003, under the heading of “Building a Self-sustaining Community” - Long-Term
Financial Plan - Forward thinking, Future planning”, stated the following:

“City Council took a bold step forward in 2002 and looked at the City of Greater
Sudbury’s fiscal needs over the next 10 years. Council retained the services of
an independent firm, Hemson Consulting Limited, to develop a Long-Term

Financial Plan (2002-2012). Public input was an important part of this process.

By focussing on the long-term, the Financial Plan will ensure that the City is in a
good financial position and can finance services to the public on an ongoing
basis. The goal is to build a self-sustaining community, with a sound
infrastructure and an excellent quality of life.

Budget pressures facing the City, like many other municipalities throughout the
province, are significant and threaten the very sustainability of the community.
The gap between anticipated expenditures and projected revenue continues to
grow.

With the Long-Term Financial Plan, the City recognized the need to adopt a new
budgeting process with a new approach to financial management, one that shifts
the emphasis from the bottom line financial concerns to service delivery within a
longer term financial planning horizon.”

As stated, Council recognized the need for longer term financial planning, and adopted
principles and policies necessary to achieve sustainability. The Long-Term Financial
Plan set out the principles and policies that will guide City Council and City
Administration in managing the financial affairs of this City. The nine principles, broadly

stated, are:

1. Ensure Long-Term Financial Sustainability.

2. Deliver services in a cost-effective and efficient manner.

3 Ensure operating revenues are sustainable and consider community-wide and
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individual benefits (taxes versus user charges).

Meet social equity objectives through specific programs.

Manage the City’s capital assets to maximize long-term community benefit.
Recognize that funding from senior governments is a crucial element of financial
sustainability.

Use debt-financing where appropriate.

Maintain reserves and reserve funds at appropriate levels; and

Identify and quantify long-term liabilities.
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A summary of the financial principles and policies adopted by City Council is appended
as Appendix A. These principles and policies are the construct for the long-term
financial plan.

A requirement of the first principle “Ensure Long-Term Financial Sustainability” is the
determination of, on a multi-year basis, the financial requirements for the City’s
operating and capital needs, and the funding gap between revenues and expenditures.
This report presents the updated 10-year projection and quantifies the long-term
funding gap and the City’s progress in addressing that gap.

Options for addressing the capital funding gap will be presented to City Council in
January.

TEN YEAR BUDGET PROJECTION

A key component of the Long-Term Financial Plan is the development and ongoing
maintenance of a ten-year projection of the City’s budget requirements. This multi-year
projection is the underpinning for long-term financial planning, and is important since it
provides context for the annual budget review process and is essential to meeting the
goal of multi-year budgeting.

The ten-year budget projection has been updated for both the capital and operating
programs based on the forecasted needs for each program as defined by the program
managers. The 2003 budget reductions and enhancements affecting both operating
and capital expenditures and revenues were factored in to the ten-year projections.
Departments were also requested to project capital spending requirements to 2013
considering the current state of infrastructure, future remedial work, vehicle and building
renewal needs, and any new capital facilities.

ASSUMPTIONS

The increased costs of delivering City services resulting from inflation have been
factored into the ten-year budget projection. The following major assumptions have
been incorporated:

1. Inflation has been assumed to be 2.5% in the first two years - dropping to 2% for
the remainder of the forecast period - for most operating expenditures.

2. Capital expenditures have been assumed to increase at a rate of 2% throughout
the forecast period.

3. Insurance costs have been assumed to increase by 15% in 2004 and a further

5% in 2005 before settling in at the general inflation rate increases noted above.

4, Salaries are projected based on known and estimated salary settlements.
5. Escalation of medical, dental and disability costs have been assumed to
increase above salary increases by an additional 3% in 2004 and are projected
to continue to grow at that rate for the balance of the forecast period.
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10.

11.

The Community Reinvestment Fund grant from the Province has been assumed
to be frozen at the 2003 level throughout the forecast period, and subsidies
received for the administration of the Child Care and Ontario Works programs
are assumed to be capped.

User fees for those services partially funded through user fees (eg, transit
services) have been increased by general inflation rates.

Water, Waste-water, Cemetery and Parking programs have been assumed to be
self-supporting.

Hydro dividend revenue has not been included (previously projected to be
$250,000 in 2004, growing by $125,000 in each of the next two years to
$500,000 by 2006).

The recently announced electricity rate increases have not been factored in as
the impact on the City has yet to be determined.

No change in the structure of the City’s assessment base has been assumed.

MAJOR COST VARIANCES

Some maijor cost increases have occurred which are outside the control of City Council.
Others are the annualized impact of decisions made during the 2003 budget process.
They are as follows:

1.

B w

An estimated $4.5 million for OMERS pension contributions has been included to
account for the advanced timetable for reinstatement of OMERS pension
contributions and the introduction of increased contribution requirements.

An estimated loss of $2.1 million in tipping fee revenues has also been included
to account for the loss of commercial haulage to the landfill sites; however, this
loss is offset, to a large degree, by a $1.7 million reduction in the capital
contribution requirement.

An increased roads maintenance provision of $2 million has been included.

The cessation of donations in the amount of $333,000 from INCO and
Falconbridge (related to Water and Waste-water services) has been factored into
the projections.

An annualized cost impact of $650,000 for increased IT salaries for business
applications and network support, and increased licence and application fees
approved during the 2003 budget process.

An increase of $200,000 - increasing each year in increments of $200,000 - to
fund the annualized salary cost impacts due to Police pay-grade movement.

An increase of approximately $300,000 in 2004 and a further $225,000 in 2005
to reflect the annualized costs for fire personnel approved during the 2003
budget process.

An annualized decrease of $400,000 in library and recreation staffing reductions,
reduced hours of operations and facility closures.
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Also included in the ten-year budget projection are those cost increases that are
necessary to meet long-term objectives:

9. An increase of $100,000 to fund property evaluations to update and maintain
insurance replacement cost appraisals.

10.  An one-time increase of $200,000 to sick leave reserves to finance City
unfunded liabilities, and an increase of $100,000 in each year of the ten year
projection to finance the Police unfunded sick leave liabilities.

11.  Anincrease of $100,000 in each of the next three years to increase the service
levels for Handi-Transit.

12.  Anincrease of $100,000 in each of the next three years to fund a stabilization
reserve for Ontario Works to finance unexpected costs due to caseload or
provincially mandated mid-year rate increases.

TEN-YEAR OPERATING BUDGET PROJECTION

This chart illustrates the projected operating budget gap for the City by 2013 based on
the preceding assumptions, major cost increases and identified program needs. The
gap is projected to be approximately $53.5 million; and is made up of $28.3 million for
salary settlements, $5.9 million for major cost increases and $19.3 for inflationary

increases.
OPERATING FUNDING GAP Table 1, appended, provides a more
1% Miliors) detailed breakdown of the operating
- gap by year.
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540 1 projections of operating

50 expenditures and revenues. This

50 table provides some insight into the
fundamental problem facing the

$10 City. There is a significant gap in

mmm o e o z:ﬁ; 12 s 2004 ($13.4 million). In 2004,

expenditures have moderately
increased by 4.3% or $16.6 million
while revenues have only increased by 1.2% or $3.2 million. The fundamental problem
is that revenue growth and the underlying revenue structure is no longer capable of
sustaining even moderate program expenditures.

TEN-YEAR CAPITAL BUDGET PROJECTION

Currently, the City funds capital envelopes with $19.7 million annually - up from $17.1
million the year previous. These totals exclude water and waste-water capital envelopes
which are fully funded through user fees - an outcome of the Sustainable Asset
Management Program adopted by Council in 2001. The ten-year budget projection
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focuses on the tax-supported capital program only. Table 2 provides details of the
capital needs identified for the next ten years which total $676 million - up from $619
million the previous year. Table 3 illustrates the subsidies and other recoveries which
are anticipated to be applied against these capital needs. Table 4 shows the expected
funding from reserves. Table 5 shows contributions to capital envelopes over the next
ten years, based on current contribution levels, which total $196 million (last year $207
million). Table 6 then breaks down the capital funding gaps for each of the next ten
years after all available sources of capital financing have been applied. The net tax-
supported capital funding gap, after inflation, totals $421 million (up from the $368
million in last year’s study).

Changes in identified capital needs (refer to Table 2) have occurred in a number of
departments, but the most significant changes are:

. The capital needs identified by Emergency Services have changed significantly
from last year. Updated needs, in the amount of $18 million over the ten-year
period, has been made for fire fleet and equipment replacement, and the
provision for EMS fleet and equipment has been increased by another $5.3
million (partially funded by the Province). Identified needs for Fire and EMS
building refurbishment and renovations have also increased by $2.5 million.

. Citizen & Leisure Services’ capital needs have been restated from last year to
include an additional $23 million for recreational and leisure facilities and $2.7
million for libraries and service centres that had been inadvertently omitted.

. Police Services have also revised their capital requirements increasing them by
an additional $7.3 million to fully fund identified equipment and communication
needs.

. Solid Waste capital needs have been decreased by $21 million which reflects

extended life expectancy of landfill sites under current approval certificates and
environmental regulations.

After considering subsidies, other recoveries, funding from reserves and the City’s
currently approved capital funding envelopes, an average gap of $42.1 million exists
between identified capital needs and available financing resources.

CAPITAL FUNDING GAP
(% Millions) This chart (refer to Table 1) shows
the breakdown of the gap by year.
The capital gap moves progressively
80 upward each year of the forecast
§40 : period which reflects the impact of
inflation on the annual requirements.
The sudden increase in 2006 reflects
an estimated $13 million in building
needs that year for Transit and EMS
facilities.

Bl

Inflation
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Table 1, appended, provides a breakdown of the capital financing gap by year. By
2013, the annual capital gap is projected to be $43.9 million. Annual capital needs in
excess of current capital envelopes are by far the largest component of the gap,
accounting for $32.5 million, while inflation on capital envelopes ($4.3 million) and
inflation on projected excess capital needs ($7.1 million) account for the $11.4 million
balance. An annualized inflation rate of 2% has been used to project the funding gaps

over the ten-year forecast period.

ROADS 1§ THE LARGEST COWMP ONENT OF CAPITAL
NEEDS
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This chart shows the components
of gross capital needs (refer to
Table 2). The largest component is
Roads - almost one-half of the
identified capital needs. Last year
Roads accounted for 56% of the
capital needs. The percentage that
relates to Roads is down this year
for two reasons: firstly, Council
increased funding of roads capital
by $588,000 during the 2003
budget process, and secondly,
decreased needs in Solid Waste

have offset increased needs that have surfaced this year in other areas, as previously

noted.

PROJECTION OF THE COMBINED TEN YEAR FUNDING GAPS

As shown in Table 1, when the projected operating and capital financing gaps are
combined, the City faces a projected annual gap of $97.4 million by 2013 - down from

$106.5 million last year.

This chart illustrates the combined impact of the two components of the funding gap.

TOTAL FUNDING G&P
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The City continues to face
significant financial pressures, and
these pressures will continue to
challenge City Council when making
decisions related to program
delivery, priorities and service levels.
As one can see from the chart,
keeping current with purchasing
power by matching inflationary
increases plus coping with major
cost increases and capital needs
has a major impact. Delay will only
exacerbate the problem.
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FUNDING THE CAPITAL GAP

When the long-term financial plan was developed, City Council opted to address the
capital financing gap through the implementation of an infrastructure renewal (capital)
levy combined with a partial program of debt financing of $61 million. The long-term
financial plan, adopted last year, contemplated that the City would finance 70% of the
capital financing gap, and that it would lobby senior levels of government for the
balance of the capital gap.

€ apital Financing Plan This chart illustrates a scenario

{4 Mllions=) where $6.1 million is borrowed in
each of the ten years in the forecast
period. What it clearly demonstrates
is that the gap can be addressed
over time by a combination of new

debt issuance and a capital levy.
20
10

Table 7 shows two scenarios of
Flaig Gap capital financing assuming debt

Pl vy issuance of $61 million in OMEIFA
(Ontario Municipal Economic
Infrastructure Financing Authority)
debentures plus a 2.27% capital levy. In the first scenario, depicted above, $6.1 million
in OMEIFA debt (15 years @ 3.25%) is issued in each of the next ten years for a total
of $61 million; and in the second scenario, $15.25 million is issued in each year for the
next four years for a total of $61 million.

Under the first scenario, the percentage of capital gap financed is 60.7%; under the
second scenario, the percentage of capital gap financed is 57.0%. The reason for the
different percentage financed under the two scenarios is the amount of capital levy that
is directed toward debt repayment. In the second scenario, a greater portion of the
capital levy is directed toward debt repayment, and, because of this, less is available to
apply towards the capital gap. In both cases, the percentage of the gap financed is
below the target percentage of 70% - a reflection of delayed action to fully address the
financial pressures facing the City coupled with the increased capital needs identified
this year.

Council will be presented with options later this January to develop alternatives to
achieve the 70% target percentage for capital needs financing.

PROJECTED TAX IMPACT

Table 8 presents the projected tax impacts of the ten-year budget projection. These tax
impacts reflect the assumptions, major cost increases, capital requirements and
inflationary increases contained in the projection. The top-half of the table presents the
tax impact for addressing only the operating gap; while the bottom-half presents the
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impact of implementing an infrastructure renewal levy. The tax impacts have been
based on a typical single family dwelling assessed at $100,000.

The greatest impact occurs in the first year of the ten-year budget projection where
taxes on the average home would increase by $200. This first year increase captures
the major cost increases, inflation and the implementation of the 2.27% capital levy. In
the following years, taxes would increase, on average, by 5% (inflation plus capital) or
$107 - starting at $103 in 2005, declining to $98 by 2007 and then climbing to $120 by
2013.

The ten-year budget projection has not changed much from other forecasts previously
presented to Council. In November, 2002, when the Long-Term Financial Plan was
presented to Council, the 2003 tax rate increase, including the capital levy, was
projected to be 11.7%. The May 2003 update forecasted a 12.8% increase for 2004,
and this projection forecasts the 2004 rate increase to be 13%.

2006
2002 Long-Term Financial Plan 11.7% 8.4% 7.4% 57%
2003 Budget 7.3% - - -
2003 Three-Year Forecast - 12.8% 7.1% 6.9%
2003 Long-Term Financial Plan Update - 13.0% 5.9% 5.5%

Tables 9 through 12, provide detailed projections of the City’s budget by Expenditure
Category; by Program; by Tax-Supported Program; and by Tax Levy by Program.

CONCLUSION

As expected, the 2003 projections of the Long-Term Financial Plan are not significantly
different from the projections done in the Fall of 2002, nor those provided in May of this
year. The changes are minor, as the operating and capital requirements are well known
and are not unique to the City of Greater Sudbury. As stated earlier, the City faces not
S0 much an expenditure problem as a revenue problem in that the revenues sources
are no longer sufficient to sustain even moderate program expenditures.

What also remains constant is the City of Greater Sudbury’s ability to react positively to
these needs. Our ability to meet these needs was confirmed in both the 2001 and 2002
BMA Competitiveness Studies. The BMA Studies measure 54 municipalities across
Ontario, representing 71 percent of the population of the Province, as it relates to
municipal taxes and user fees. Both the 2001 and 2002 reviews placed Sudbury
favourably. In 2001, the City of Greater Sudbury ranked second lowest on taxes for a
detached bungalow; and third lowest in 2002. In addition to being low on the municipal
taxes side, the City of Greater Sudbury also ranked low when comparing total municipal
taxes and utilities (water, wastewater and hydro). In 2001, this measure ranked CGS
the second lowest; and in 2002, the fourth lowest ... some $600 below the average.
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It is expected that the 2003 Competitiveness Study will be published by early 2004, and
it is not anticipated that the City of Greater Sudbury’s positioning in the Province of
Ontario will change substantially. The BMA Study has been expanded to include the
following information to assist municipalities in understanding the financial aspects of
each municipality included in the study.

Reserves as a % of Total Expenditures; and as a % of Taxation

Debt Charges as a % of Total Expenditures; and as a % of Taxation
Outstanding Debt to Reserve Ratio

Debt and Reserves Per Capita

User Fees as a % of Total Expenditures (eg, Transit, Waste Disposal,
Recreation Programs and Facilities, Planning and Zoning, Assisatnace to the
Aged).

Another major area that has not changed substantially since 2001 is that the general
population, both levels of senior government, the private sector, organized labour, and
profit and non-profit groups recognize the fact that municipalities are in need of a new
deal if they are to continue to support the infrastructure and services for which they are
currently responsible.

Having said this, what has changed is the climate at both the senior levels of
government; specifically, at the Federal Government level Mr. Paul Martin has indicated
publicly that municipalities will receive a portion of the gas tax, and that this gas tax
would be used to upgrade and maintain existing infrastructures. Based on what we
know at this time, this could mean an amount of approximately $10 million annually to
the City of Greater Sudbury

In addition to this stated recognition of municipal needs by the Federal Government, the
Provincial scene has also changed. The new Provincial Liberal Government also
recognizes the need for a new deal for municipalities. This new Government has
indicated publicly that it will “ensure that the Community Re-Investment Fund provides
northern communities with their fair share of Provincial funding”. They also have
identified the gas tax as a potential source of revenue for municipalities, and they have
created a new Ministry for Public Infrastructure Renewal, all of which is very
encouraging.

Although there has been no identified time frame for this flow of additional funds to
support municipalities, it is expected that some of this money will flow within the next
twenty-four months.

It is hoped that the new money from both the Federal and Provincial Governments will
meet the original Long-Term Financial Plan’s target of 30 percent senior government
contributions to infrastructure, leaving 70 percent to be raised by the City. As outlined
earlier in this Report, the City is in a position to implement all facets of the Long-Term
Financial Plan, and complete up to 70 percent of all infrastructure needs over the next
10 years. By 2013, the annual capital needs are almost matched by the annual capital
contribution.
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Council, during the 2004 Budget Process, will be provided with alternatives to deal with
all of these issues, including a separate session on Capital Infrastructure Funding
Alternatives scheduled for January 2004.

NEXT STEPS

When the Long-Term Financial Plan was first developed, public input was a pivotal part
of the process. It is important that Council seek and encourage more community
involvement by providing public information regarding the long-term financial plan
update, and consulting with stakeholder groups to identify issues and develop solutions.
As part of the 2004 Budget Process citizens will be invited to share their views at two
series of public input sessions at town-hall meetings in each of the six City wards during
the months of January 2004 and February 2004 as shown on the appended 2004
Budget Process Schedule.

There are a number of options that can be explored to address the financial gap
between revenues and spending requirements, such as, to name a few:

. program reviews, considering demographics, service levels, service delivery
models and other relevant factors;

. value-for-money audits to ensure that services are delivered in an efficient and
cost-effective manner;

. establishing target proportion of program costs to be funded through user
charges;

. establishing life-cycle costing processes to provide for the future
rehabilitation/replacement of assets; and

. tax increases.

The next steps, then, involve continued lobbying of senior governments and a sharing
of information with the public to solicit their ideas and solutions. The budget pressures
facing the City are significant and threaten the very sustainability of the community. By
focusing on the long-term, the Long-Term Financial Plan will ensure that the City will be
in a good financial position and can finance public services on an on-going basis.
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Financial Principles and Policies Appendix A
1. Ensure Long-Term Financial Sustainability

Determine on a multi-year basis the financial requirements for the City's operating and capital
needs. ldentify the funding gap between revenues and expenditures.

Include in the annual budget process a detailed one year budget, three year budget forecast and
annual update of the 10-year projection including identification of the long-term funding gap and the
City's progress in addressing the gap.

Set revenue raising requirements giving consideration to measures of affordability and
competitiveness.

Raise sufficient revenue to meet long-term operating and financial requirements, recognizing that
inflation increases the cost of both operating and capital programs.

Recognize the relationship between the operating and capital budgets. Annually identify and provide
for capital from current funding, annual debt servicing costs, and for changes to operating costs
arising from new/replaced infrastructure.

Plan for the replacement of infrastructure through the use of life cycle costing and the development
of replacement reserves.

2. Deliver services in a cost-effective and efficient manner

Undertake regular service level reviews giving consideration to the City's demographic profile and
other relevant factors.

Undertake reviews of City programs on a regular, rotating basis, through the use of value-for-money
audits, to ensure services are delivered in a cost-effective and efficient manner.

Develop key performance measures for each program area and incorporate performance measures
in the annual operating budget.

3. Ensure operating revenues are sustainable and consider community-wide and individual
benefits (taxes versus user charges)

Finance ongoing expenditure requirements from ongoing, sustainable revenue sources.
Align source and application of revenue considering community-wide and individual benefits.

Establish target proportions of program costs to be raised through user charges based on reviews
of benefits received. Establish user charges at rates that will yield the target proportions.

Ensure that user fees are increased at the same (or greater) rate as increases in program operating
costs.

Strive to increase user fees as a percentage of overall funding by identifying new areas where user
fees can be implemented.

Ensure both operating and capital costs are considered when establishing user fees (full program
costing).

Programs which are driven entirely by individual benefit should be fully self supporting through user
fees. User fees should cover all operating and capital costs. New programs should only be
implemented if fully financed from user fees and program reserves.
In reaching decisions concerning the implementation of new user fees to pay for services, give
consideration to the relative shifts of costs between tax classes. User fees which would result in
significant shifts between tax classes should be phased in.

4. Meet social equity objectives through specific programs

Financial Plan policies should be applied on the basis of their benefit to the community as a whole.

Long-Term Financial Plan Update Financial Principles and Policies Appendix A Page 1 of 2
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5. Manage the City's capital assets to maximize long-term community benefit

Maintain the City's required infrastructure in a ‘state of good repair’ by implementing life cycle
costing to provide for the future rehabilitation/replacement of assets.

Undertake regular reviews of remaining life and condition of assets and determine required annual
reserve contributions sufficient to ensure that 90 per cent of approved infrastructure
rehabilitation/replacement schedules can be met at the required time.

Assets and facilities should be regularly reviewed and rationalized based on service demand and
service level benchmarks. Facilities which do not achieve approved revenue/cost targets should be
considered for closure.

Dispose of capital assets which are not required for long-term community purposes.

Implement a capital funding plan to address the City's infrastructure renewal requirements.

6. Recognize that funding from senior governments is a crucial element of financial
sustainability

Seek additional sustainable revenues from the provincial and federal governments.

Seek senior government funding sufficient to bridge the funding gap between net required program
costs and affordable tax and user charge rates/revenues.

Participate in grant/subsidy programs only if programs/projects to be supported are required or can
be justified independent of the provision of the grant/subsidy.

7. Use debt financing where appropriate
Debt financing should only be considered for:
- new, non-recurring infrastructure requirements
- programs and facilities which are self-supporting, and
- projects where the cost of deferring expenditures exceeds debt servicing costs

Consider undertaking a short-term, managed program of debt financing to address the City's current
infrastructure deficiency and to reduce further deterioration of the City's infrastructure.

Issue debt for terms no longer than the life of the funded assets.

As debt charges decline due to retirement of debt, apply savings to accelerate achievement of full
life cycle costing for City infrastructure.

Appoint a fiscal agent for the City and obtain a credit rating in order to facilitate the issuance of debt
instruments.

8. Maintain reserves and reserve funds at appropriate levels
Facility, equipment and infrastructure replacement reserves should be established and funded to
ensure that 90 per cent of approved infrastructure rehabilitation/replacement schedules are met
(long-term).

Establish a stabilization reserve for programs that are susceptible to significant annual expenditure
fluctuations.

Establish reserves to provide funding for future liabilities.
9. Identify and quantify long-term liabilities
Identify and quantify long-term liabilities of the City.

Report long-term liabilities to Council on an annual basis. The reporting should identify the amount
of liabilities and the resources available to meet the liabilities.

Long-Term Financial Plan Update Financial Principles and Policies Appendix A Page 2 of 2
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