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Debt Management Fiscal Policy – Report to Rescind Direction

Debt Management Fiscal Policy – Report to Rescind Direction



	Recommendation:

1. That the requirement for Notice of Motion for part 2 of this recommendation be dispensed with.
Special Resolution required

2. That the following motions passed at the May 10, 2004, Special Council meeting be rescinded:
That the three scenarios of debt levels contained in the Corporate Services Department presentation (page 23) be referred to the June 17, 2004, Special City Council meeting.

That the April 14, 2004, Corporate Services Department report 2004COF037 be referred to the June 17, 2004, Special City Council meeting.

3. That the April 14, 2004, Corporate Services Department report 2004COF037 be received for information.


Report Summary

This report seeks clarification of Council’s direction with respect to the Debt Management Fiscal Policy.
Previous Council Action

· At the May 11, 2004, City Council meeting the following motion was passed:

That City Council not deal with the debt strategy at the June 17, 2004, Special City Council meeting.

· At the May 10, 2004, City Council meeting the following motions were passed:
That the three scenarios of debt levels contained in the Corporate Services Department presentation (page 23) be referred to the June 17, 2004, Special City Council meeting.

That the April 14, 2004, Corporate Services Department report 2004COF037 be referred to the June 17, 2004, Special City Council meeting.

Report

· Debt Strategy was considered at the May 10, 2004, Special City Council meeting on the Four Pillars of Urban Sustainability. At that time, it was anticipated that further discussion would occur at the June 17, 2004, Special City Council meeting on the Four Pillars of Urban Sustainability. Therefore, two motions were passed postponing Debt Strategy items to the June 17, 2004, Special City Council meeting.
· Subsequently, at the May 11, 2004, Regular City Council meeting, Council passed a motion indicating the Debt Strategy would not be dealt with at the June 17, 2004. Minutes of the May 10, 2004, meeting were not yet available for the May 11, 2004, City Council meeting.
· Therefore, it is necessary for Council to rescind the direction given at the May 10, 2004, City Council meeting and to receive the April 14, 2004, Corporate Services Department Report on Debt Management Fiscal Policy as information.

Justification of Recommendation

1. Sections 108 and 49 of the Procedures and Committees Bylaw require that motion be given or dispensed with to rescind a previous motion.
2. Council provided two different directions to the Administration with respect to Debt Management Fiscal Policy which Part 2 and 3 of the recommendation are clarifying.

Background Information Attached

1. April 14, 2004, Corporate Services Department report 2004COF037
2. May 10, 2004, Special City Council Minutes.

3. Selected Minutes (Item E.1.o.) from May 11, 2004, City Council Meeting
Others Approving this Report

· J. Tustian, General Manager, Corporate Services Department
	Recommendation:

That the April 14, 2004, Corporate Services Department report 2004COF037 be received for information. 


Report Summary

This information report outlines and provides a summary of Administration’s observations for City Council’s review of the Debt Management Fiscal Policy C203B (DMFP).

Previous Council/Committee Action

At the October 15, 2002, City Council meeting, the following motion was passed:

That the new Debt Management Fiscal Policy be subject to a compulsory City Council review in two years’ time.

At the June 18, 2002, City Council meeting, the following motion was passed:

The 2003 Capital Budget and five year Capital Plan will include a maximum of $50 million in annual tax-supported debt financing (total $250 million over five years); recommended priority projects for borrowing to be clearly identified annually for approval by Council.

Report

· Debt Strategy is the third session of the Four Pillars of Urban Sustainability special meetings that Council will hold on May 10, 2004.

· This session is an opportune time for the two-year review of the DMFP.   The DMFP outlines the processes to be followed when incurring debt.  It does not identify the outcomes expected from such a debt program.  The two-year review of the DMFP, therefore, is largely an evaluation of the processes put in place when dealing with tax-supported debt.  The larger discussion of the outcome of a debt program, or “what the use of debt is expected to achieve” will be the content of debate on May 10. Key features of the revised DMFP are:

Council having the flexibility to allow tax-supported debt as a tool available for infrastructure issues;

All tax-supported borrowing decisions being subject to a number of criteria, including a detailed business case analysis;

Council’s annual approval of the specific tax-supported debt projects;

Internal restrictions around debt levels and servicing costs in the current DMFP, which are significantly lower than those legislatively imposed in the Municipal Government Act; and

Debt servicing costs being funded from new long-term sustainable revenue.  As debt servicing is retired, funding released will be redirected to increase the pay-as-you-go pool.

Administration considered the following three questions in its evaluation of the DMFP:

1. Did the DMFP meet its objectives?

2. What issues have been experienced?

3. Are there any changes needed?

Overall, Administration believes that the DMFP is achieving its objectives, and while some issues have been experienced, no changes to the Policy are required.  Where needed, issues can be resolved through improvements to process.

Did the DMFP meet its objectives?

· The review and changes in the 2002 DMFP provided Council with tax-supported debt as an additional tool to deal with significant capital infrastructure issues.  The Policy also provided Council with direct control over the use of tax-supported debt.  For the 2003 and 2004 budget cycles, tax-supported debt of $100 million in capital projects were approved that otherwise would have remained unfunded.  Refer to Attachment 2 for a list of tax-supported capital projects approved in 2003 and 2004.

· An annual one percent tax increase for capital borrowing was approved for each of the 2003 and 2004 budgets to fund debt servicing costs.  Approvals for the total capital project and annual debt servicing costs were accommodated during the Budget review.

· There has been limited negative feedback from the community on the role of debt.  Generally, there appears to be public support for borrowing undertaken to date.

· The Urban Sustainability Conference in September of 2003 strengthened the case for limited amounts of borrowing as Canadian municipalities face increasing pressure to fund their aging infrastructure and growth requirements.

· Administration’s view is that the DMFP change was successful.

What Issues Were Experienced?

The following are the significant issues encountered with the current DMFP from the first two years experience and suggested changes to improve procedures around the policy.

Timing of Council Approval for Debt

Issue: The current process provides for the issuance of Budget guidelines for the funding of tax-supported debt in June.  Approval of debt-financed projects, is undertaken during the Budget review in December.  Uncertainty persisted regarding when Council should approve the use of tax-supported debt.
Need for Change: No policy change is required to the DMFP given this is a budget process issue.  In future, all matters and project approvals related to tax-supported borrowing should be clearly identified as a separate agenda item for Council’s consideration during the annual budget deliberations.
Multi-year Plan and Project Selection

Issue: Some concerns were expressed regarding not having an approved multi-year plan for projects to be funded through debt.  In addition, some concerns were raised regarding the definition of a project (i.e. projects having multiple components like Neighbourhood Improvement) within the $10 million range as outlined in the policy.  

Need for Change: The current DMFP allows for establishing multi-year debt guidelines through the Capital Priorities Plan (CPP) process. In addition, a multi-year plan for projects qualifying for tax-supported debt can be endorsed by City Council as part of the Capital Priorities Plan.

In identifying projects for 2003 and 2004, Administration considered the needs for infrastructure rehabilitation and growth projects, and some cases considered work such as neighbourhood improvements from a broader perspective.  As part of the May 10, 2004, Special Council meeting on Debt Strategy, City Council can determine the direction that should be considered for tax-supported debt allocation in future years, as well as approving a multi-year plan.

Project versus Annual Cashflow Approvals

Issue: Total project approval is requested in the first year of the plan.  This amount is used in achieving the tax-supported debt guideline for the year rather than the actual cash flow for the project.  Total debt servicing approval (one percent annual tax increase) was also provided at the time of project approval even though the project expenditure cash flow spanned a number of years.  It was suggested that budget and debt servicing approval should be given based on the project cash flows.

Need for Change: The current process is designed to deal with project and debt servicing approval only once.  The timing difference of the tax increase and debt servicing charges also generates some additional pay-as-you-go financing available to the CPP in the initial years.  Given the above, no changes to the current process is suggested.

Accommodating Projects Greater than 
$50 million

Issue: Some projects may be greater than $50 million, which appears to contradict the policy.

Need to Change: The DMFP does not identify a project limit of $50 million.  However, previous budget guidelines have referenced annual approval of $50 million (total of $250 million over five years).  Accepting a multi-year plan based on a total amount (e.g. $150 million over three years) would provide the needed flexibility.

Other Issues

Issue: Conceptual design expenditures are required prior to projects being considered for tax-supported debt.  This requires other sources of financing being approved for this purpose.

Need to Change: This component of projects may require the earmarking of other funding sources for the planning/design phases of tax supported projects, e.g. new assessment growth, additional tax increase or a restricted portion of the annual pay-as-you-go funding.  This will be accommodated in future CPP’s.3Issue: There is a time lag between the budget approval in December and Council approval of the borrowing bylaws for tax-supported debt.  This results in a delay in capital project start.3Need for Change: This issue can be alleviated by approval of the borrowing bylaws during the budget in December.  This can be accommodated in the Budget process.
Legal Implications
Any issuance of debt will be subject to the restrictions and limitations of the Municipal Government Act (MGA) and the Debt Limit Regulation, AR 255/00, for debt limits and debt service costs.
Background Information Attached
1.
Debt Management Fiscal Policy C203B
2.
Tax-Supported Capital Projects Approved in 2003 and 20043
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	Policy Statement:


1.   Long-term debt may be used for tax-supported, utility, other self-supporting and local improvement capital expenditures.

2.   The issuance of debt is subject to the municipal government act and regulations as amended. internal municipal limits ARE established as approved by city council. A five-year debt guideline will be recommended for approval by city council through the annual planning & budget process.

3.   Debt may be issued subject to debt term restrictions and the ability to pay for new annual debt service costs.

4.  The city's pay-as-you-go funding pool used for tax-supported capital expenditures will grow through release of funding for debt servicing costs AS DEBT IS RETIRED. Any additional increases to the level of pay-as-you-go funding will be established and approved each year by city council through the annual planning & budget process.

	The purpose of this policy is to: establish financial guidelines for the use of debt by the City of Edmonton to ensure the City's favourable financial position is maintained and appropriate controls are in place for the issuance of new debt.


1.         DEFINITIONS

1.01 Business Case - means quantitative and qualitative analysis carried out to assess a capital investment decision.

In assessing projects, the following key principles will be considered:

· alignment with priorities of approved strategic plans;

· demonstrable benefits including cost minimization, risk management, community impact,  and leveraging of partnership funding;

· impact on economic development and quality of life.

1.02 Capital Expenditures - means expenditures incurred to acquire, develop or renovate assets where the benefit of the expenditure will extend beyond a one-year period.

1.03 City Revenues - means annual revenues as published in the last audited financial statements of the City prior to the time of calculation, to include revenues from taxes, utilities, user fees, departmental and corporate programs, developer and customer contributions, and Boards and Authorities.

1.04 Internal Municipal Limits - means the City's debt service cost limit as set out in section 3.02(b).

1.05 Local Improvements - shall have the meaning set out in the Municipal Government Act.

1.06 Long-Term Debt - means a debt obligation that is typically issued for capital expenditures. In the case of the City, this is usually in the form of a debenture varying in debt terms from 5 to 25 years in length.

1.07 Other Self-Supporting Purposes – are those activities whose operating costs, including debt servicing, are financed primarily by non tax-supported sources.  This may include operations such as public housing and community / partnership initiatives (e.g. Soccer Centre).

1.08 Pay-As-You-Go - represents annual tax levy revenues that are budgeted within the operating budget to finance tax-supported capital expenditures.

1.09 Tax Levy Revenues – means revenues generated to pay for tax-supported operations.  This will include revenues such as property and business taxes, user fees, fines, permits and investment income.

1.010 Tax-Supported Debt - represents debt that has been issued for capital expenditures related to tax-supported operations. This debt is repaid using tax levy revenues.

1.011 Tax-Supported Operations - represent civic programs that are funded through tax levy revenues, such as roads, transit, parks, river valley & natural areas.

1.012 Utilities - are self-funded operations providing a service to its customers, including a return on investment, at rates regulated by City Council. An example would be the Sanitary Utility.  EPCOR Utilities Inc. is excluded for purposes of this Policy.

2.       RESPONSIBILITIES

2.1 City Council

(a) to approve any amendments to this Policy;

(b) to approve on an annual basis a five year Pay-As-You-Go and debt guideline, identifying the maximum amount of borrowings for Capital Expenditures;

(c) to approve recommended capital projects for debt financing; and

(d) to approve bylaws authorizing the issuance of debt.

2.2 City Manager

(a) to recommend to City Council amendments to this Policy;

(b) to review this Policy on an annual basis and recommend to City Council financing guidelines and capital projects for debt and Pay-As-You-Go financing;

(c) to recommend to City Council bylaws authorizing the issuance of debt;

(d) to ensure compliance with the Municipal Government Act requirements for debt issuance; and

(e) to report annually on the City's utilization of debt through the annual planning process.

3.       PROCEDURES

The use of Long-Term Debt to fund Capital Expenditures will be as follows:

3.1 Long-Term Debt will be considered for:

(a) Capital Expenditures for tax-supported municipal operations, where the total project costs are in the range of $10 million or greater, the expected asset life is not less than 15 years and a valid Business Case has been established for the capital project.

(b) Utility Capital Expenditures in accordance with City Policy C304 - Utility Fiscal Policy, as amended.

(c) Capital Expenditures for other self-supporting purposes, including municipal enterprises and partnership initiatives where a valid Business Case exists.

(d) Local Improvement Capital Expenditures in accordance with City Policy C200A - Financing Of Local Improvements, as amended.

3.2 The issuance of debt will be subject to the following restrictions and limitations:

(a) Municipal Government Act and Regulations, as amended, for debt limit and debt service costs;

(b) Within the legislated limits, the City has established more conservative Internal Municipal Limits, with debt service costs not to exceed:

· 10% of City Revenues for all city debt; and,

· 6.5% of Tax Levy Revenues for Tax-Supported Debt.

(c) A five-year debt guideline approved by City Council through the annual planning & budget process.

3.3 4Debt will be issued subject to the following conditions:
(a) New Tax-Supported Debt will have a debt term ranging from 10 years to 25 years. Annual debt service costs for new Tax-Supported Debt shall be funded through new long-term sustainable revenue.
(b) Utility debentures will have a debt term ranging from 10 years to 25 years. Annual debt service costs for Utilities shall be funded from utility rate revenue.
(c) New debentures issued for Other Self-Supporting Purposes will have a debt term ranging from 5 years to 25 years. New annual debt service costs shall be funded through user fees and / or non-tax revenue sources.
(d) Local Improvement debentures will have a debt term ranging from 5 years to 25 years. New annual debt service costs for Local Improvements shall be funded through Local Improvement assessments.
In all cases above (3.03 (a) - (d)), the useful asset life must be equal to or greater than the debt term.
3.4 Pay-As-You-Go Funding5City Council will approve the level of Pay-As-You-Go funding for tax-supported expenditures, including increases, through the annual planning & budget process.5As Tax-Supported Debt is repaid, funding released from debt servicing costs will be redirected to increase the Pay-As-You-Go pool.555

	Approved Projects for Tax-Supported Borrowing

	Project Name
	Funding $



	2003
	

	South East Police Station
	$    11,600,000

	Improvements to Arterial Roads
	7,635,000

	Neighbourhood Infrastructure (Roads/Parks)
	7,765,000

	Whitemud Drive East (34 Street Interchange)
	23,000,000

	
	$    50,000,000

	2004
	

	Shaw Conference Hall D Development - City Share
	 $      9,500,000 

	Fire Stations (New and Replacement)
	         6,000,000 

	23 Avenue - Gateway Boulevard Drainage & Design
	         9,800,000 

	Neighbourhood/District Park Base Level Development
	         4,725,000 

	Mature Neighbourhood Road Rehabilitation
	         7,875,000 

	Improvements to Arterial Roads
	       12,100,000 

	
	 $    50,000,0000

	




Total 2003 & 2004
	$    100,000,000
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SPECIAL CITY COUNCIL MINUTES

Monday, May 10, 2004

PRESENT:
B. Smith; B. Anderson, J. Batty, A. Bolstad, T. Cavanagh, E. Gibbons,
R. Hayter, L. Langley, K. Leibovici, S. Mandel, J. Melnychuk, M. Phair, D. Thiele.

ALSO IN ATTENDANCE:

A. B. Maurer, City Manager
D. H. Edey, City Clerk

A. Sinclair, Office of the City Clerk

A.
CALL TO ORDER AND RELATED BUSINESS
A.1.
CALL TO ORDER

Mayor B. Smith called the meeting to order at 9:35 a.m.

A.2.
ADOPTION OF AGENDA

MOVED  J. Melnychuk – B. Anderson:

That the May 10, 2004, Special City Council meeting agenda be adopted with the addition of the following:

E.1.b.
Urban Sustainability – Debt Strategy – Presentation Materials
· Smart Debt: A Contradiction in Terms?
C. Vander Ploeg, Canada West Foundation  (
· Speaking Notes   ( and One-page Overhead, A. Warrack  (
· Considering Tax-supported Debt
R. Rosychuck, Corporate Services Department  (
E.
REPORTS RELATED TO EXECUTIVE COMMITTEE MATTERS
E.1.b.

Four Pillars of Urban Sustainability – Edmonton City Council Planning Sessions – Debt Strategy  (
J. Tustian, General Manager, Corporate Services Department, introduced G. Glassford, facilitator for the day.

A. Warrack, University of Alberta, made a presentation.  Copies of the full speaking notes  ( were distributed to Members of Council and a copy was filed with the Office of the City Clerk.

A. B. Maurer, City Manager, answered Council's questions.

M. McMillan, University of Alberta, made a presentation.  Copies of the presentation  ( were distributed to Members of Council and a copy was filed with the Office of the City Clerk.

A. Warrack and M. McMillan, University of Alberta, answered Council's questions.

C. Vander Ploeg, Canada West Foundation, made a presentation.

A. Warrack and M. McMillan, University of Alberta; and C. Vander Ploeg, Canada West Foundation, answered Council's questions.

Orders of the Day were called.

Council recessed at 12:03 p.m.

Council reconvened at 1:35 p.m.

Councillors J. Batty, E. Gibbons, K. Leibovici and S. Mandel were absent.

G. Glassford, facilitator, made a presentation.

Councillor J. Batty entered the meeting.

C. Vander Ploeg, Canada West Foundation, answered Council's questions

Councillors E. Gibbons, K. Leibovici and S. Mandel entered the meeting.

R. Rosychuk, Corporate Services Department; and K. Siu, Asset Management and Public Works Department, made a presentation.

A. Warrack, University of Alberta; C. Vander Ploeg, Canada West Foundation; and 
M. McMillan, University of Alberta, answered Council's questions.

R. Rosychuk, Corporate Services Department; A. B. Maurer, City Manager; and K. Siu, Asset Management and Public Works Department, answered Council's questions.

MOVED  A. Bolstad – J. Melnychuk:

	That the three scenarios of debt levels contained in the Corporate Services Department presentation (page 23) be referred to the June 17, 2004, Special City Council meeting
	Corporate Svcs.

Due:  June 17, 2004


CARRIED

FOR THE MOTION:
B. Smith; B. Anderson, J. Batty, A. Bolstad, 
T. Cavanagh, E. Gibbons, R. Hayter, L. Langley, 
K. Leibovici, S. Mandel, J. Melnychuk, M. Phair, 
D. Thiele.

E.1.a.

Debt Management Fiscal Policy  (
MOVED  A. Bolstad – J. Melnychuk:

	That the April 14, 2004, Corporate Services Department report 2004COF037 be referred to the June 17, 2004, Special City Council meeting.
	Corporate Svcs.

Due:  June 17, 2004


CARRIED
FOR THE MOTION:
B. Smith; B. Anderson, J. Batty, A. Bolstad, 
T. Cavanagh, E. Gibbons, R. Hayter, L. Langley, 
K. Leibovici, S. Mandel, J. Melnychuk, M. Phair, 
D. Thiele.

E.1.o.

Four Pillars of Urban Sustainability – Process for Council’s Wrap-up Session on June 17, 2004  (
MOVED  B. Anderson – T. Cavanagh:

That the process for Council’s Wrap-up Session on June 17, 2004, regarding the Four Pillars of Urban Sustainability involve the presentation of a report and recommendations by Administration for each of the four pillars.

J. Tustian, General Manager, Corporate Services Department, answered Council’s questions.

AMENDMENT MOVED  A. Bolstad – S. Mandel:

That a part 2 be added as follows:

2.
That Four Pillars of Urban Sustainability be placed on the May 25, 2004, City Council agenda, so that  Members of Council have the opportunity to introduce motions for the June 17, 2004, Special City Council meeting.

A. B. Maurer, City Manager, answered Council’s questions.

CARRIED

FOR THE AMENDMENT:
B. Anderson, J. Batty, A. Bolstad, E. Gibbons,
R. Hayter, L. Langley, K. Leibovici, S. Mandel,
J. Melnychuk.

OPPOSED:
M. Phair, D. Thiele.

ABSENT:
B. Smith; T. Cavanagh.

AMENDMENT MOVED  M. Phair – R.Hayter:

That a part 3 be added as follows:

3.
That City Council not deal with debt strategy at the June 17, 2004, Special City Council meeting.

J. Tustian, General Manager, Corporate Services Department; and A. B. Maurer, City Manager, answered Council’s questions.

CARRIED

FOR THE AMENDMENT:
B. Anderson, J. Batty, T. Cavanagh, R. Hayter,
J. Melnychuk, M. Phair, D. Thiele.

OPPOSED:
A. Bolstad, E. Gibbons, L. Langley, K. Leibovici,
S. Mandel.

ABSENT:
B. Smith.

AMENDMENT MOVED  K. Leibovici – S. Mandel:

That in part 1 the words “recommendations by Administration” be replaced with the words “actionable items.”

A. B. Maurer, City Manager, answered Council’s questions.

CARRIED

FOR THE AMENDMENT:
B. Anderson, J. Batty, A. Bolstad, R. Hayter,
K. Leibovici, S. Mandel, M. Phair.

OPPOSED:
T. Cavanagh, E. Gibbons, L. Langley, J. Melnychuk,
D. Thiele.

ABSENT:
B. Smith.

AMENDMENT MOVED  K. Leibovici – J. Batty:

That a part 4 be added as follows:

4.
That a facilitator be available for the June 17, 2004, Special City Council meeting.

LOST

FOR THE AMENDMENT:
B. Anderson, K. Leibovici.

OPPOSED:
J. Batty, A. Bolstad, T. Cavanagh, E. Gibbons,
R. Hayter, L. Langley, S. Mandel, J. Melnychuk,
M. Phair, D. Thiele.

ABSENT:
B. Smith.

MOTION AS AMENDED ON ITEM E.1.o., put:

	1.
That the process for Council’s Wrap-up Session on June 17, 2004, regarding the Four Pillars of Urban Sustainability involve the presentation of a report and actionable items for each of the four pillars.

2.
That Four Pillars of Urban Sustainability be placed on the May 25, 2004, City Council agenda, so that Members of Council have the opportunity to introduce motions for the June 17, 2004, Special City Council meeting.

3.
That City Council not deal with debt strategy at the June 17, 2004, Special City Council meeting.
	Corporate Svcs.

City Manager

Due:  May 25, 2004


J. Tustian, General Manager, Corporate Services Department; and A. B. Maurer, City Manager, answered Council’s questions.
CARRIED
FOR THE MOTION
AS AMENDED:
B. Anderson, J. Batty, A. Bolstad, T. Cavanagh,
E. Gibbons, R. Hayter, L. Langley, K. Leibovici,
S. Mandel, J. Melnychuk, M. Phair.
OPPOSED:
D. Thiele.
ABSENT:
B. Smith.
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City Council

Delegation:


J. Tustian, R. Rosychuk, D. H. Edey

Written By:


D. H. Edey

May 18, 2004

Office of the City Manager
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