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Capital Budget Proposal – Elements to Assist in Meeting Long-term Capital Financial Requirements


	Recommendation:

That the next steps identified in the September 5, 2008, Finance and Treasury Department report 2008FTB008 be approved.


Report Summary

This report provides Administration’s analysis, findings and next steps related to each of the six elements of the Mayor’s Capital Budget Proposal distributed on July 23, 2008.
Previous Council/Committee Action

At the July 23, 2008, City Council meeting the following motion was passed: 

That the Capital Budget Proposal document distributed by Mayor 
S. Mandel be referred to Administration to provide a report to the September 17, 2008, City Council meeting on how each element of the proposed plan could be used to assist the City in meeting its long-term capital financial requirements.
Report

The Preliminary 10-Year Capital Investment Agenda was received by Council for information on July 23, 2008.    The Capital Investment Agenda identifies capital requirements for 2008-2017 of $27.2 billion, current funding sources of $8.1 billion and a funding shortfall of $19.1 billion.
The Capital Budget Proposal document distributed by Mayor S. Mandel outlines six elements that could be used to assist the City in meeting its long-term capital financial requirements.
Administration’s analysis and findings of each of these six elements are provided in the Attachments.  A summary of the analysis and findings is as follows:
1. LRT 
· Mayor’s Capital Budget Proposal  

The Province has allocated 
$2 billion for transit and we should apply for $1 billion of it to do the three approved projects.  We will have to absorb some costs but we need to access Provincial support.  The three approved projects meet the Provincial mandate:

a) NAIT LRT

b) Northeast LRT 

c) Park & Ride and shuttle in the south.

Raise taxes 1% per year for four years (at least the time needed to complete the above) then joint venture with the Province for a further $1billion expansion.  We should raise about $30 million which would equate to $500 million. 

· Findings
The proposal suggests a funding strategy using Tax-Supported Debt in combination with the Provincial Green TRIP grant for the construction of the NAIT LRT Line, the Northeast LRT Line and the Park & Ride and shuttle component of the South LRT Line. The viability of this strategy is primarily dependent upon the criteria for the Green Transit Incentives Program (Green TRIP) which has not yet been determined.  
A Provincial contribution of approximately $1 billion plus a 1% per year tax levy increase for 4 years, would provide sufficient funding to address the NAIT LRT, North east LRT, Park and Ride and shuttle in the South.  
· Next Steps
Once the Green TRIP funding criteria are known, a further detailed financial analysis will be done to determine the most cost-effective funding scenario with the least amount of financial impact on citizens.

2. Neighbourhood Upgrades 

· Mayor’s Capital Budget Proposal 
We currently have an amount budgeted which I believe equates to $42 million per year. We suggest continuing with the MSI allocation of $365 million. This total is about $80 million /year. Raise taxes 1% per year for five years, which would raise 
$7 million That stays in an account and once our capacity is raised, then that money is levered to meet the shortfall. 
$7 million should produce about $100 million. Therefore over the next 5 years there is an added financial capacity of $500 million. After the MSI comes close to an end we work with the Province to get an extension. This amount over the 9 years will equate to $365 million (MSI) + $420 million (current) + $600 million (new) = $1.385 billion or 
$138.5 million/year.

· Findings
The Mayor’s Capital Budget Proposal (Option A) related to neighourhood upgrades would provide about $1.1 billion in funding over ten years.  This option was compared to two other financing options.  
Option B was outlined in the Preliminary 10-Year Capital Investment Agenda and would provide approximately $2.5 billion in the first ten years based on a  4 % per year tax levy increase. Option C also provides 
$2.5 billion in funding based on a combination of tax levy increases and tax supported debt.
Because of significant cash infusion in the first few years, Option A resulted in a higher average road condition initially but deteriorated significantly after year 7.  Although this option reduces immediate tax levy increases, the short term investment is unable to address the long term neighbourhood infrastructure needs and exposes the Corporation to a higher risk in the long term. 
The industrial capacity to be able to construct with such a large capital program immediately in the first few years is also questionable.  However, the use of debt merits, consideration to minimize immediate high tax increases to citizens as in the case of Option B.  Option C shows a possible combination of pay-as-you-go and debt, but resulting in extending borrowing for 20 years and also a higher repayment cost.

· Next Steps
A more detailed analysis of a combination of tax levy increases and strategic use of borrowing will be explored to develop a 30-year financially sustainable neighbourhood renewal program that will:

· Minimize financial impact on citizens

· Maintain neighbourhood condition at an acceptable condition and level of performance

· Address immediate neighbourhood needs and backlog

· Address market capacity issues.
This will be provided as part of the 2009-11 Capital Budget process.

3. Emergency Medical Services 
· Mayor’s Capital Budget Proposal 
In April of 2009 the Province will take over EMS.  I propose what funds we get from the sale of assets, plus the annual operating cost savings go into an account to build new police and fire facilities.  This should equate to an annual operating savings of close to $10 million and a capital investment of a yet to be determined amount.  All interest from this fund will go to the two departments for capital, as approved by Council.
· Findings
During 2008 Budget Deliberations Council made an amendment to reduce the 2008 tax levy increase by 2%.  The savings achieved with the 2% reduction were outlined in a report to Council on February 27, 2008.  The report indicated that $7 million of 2007 surplus would be used to provide a bridge in 2008 to savings that are anticipated in 2009 from two initiatives. One of the initiatives identified was receiving full provincial funding for Emergency Medical Services.  In other words, the reduction in the tax levy resulting from full funding of EMS has already been factored into the 2009 Budget. 
In fact the full savings will not be realized until 2010 since Provincial funding of EMS operations does not commence until April 1, 2009, which means the costs of operating EMS for January 1 to March 31, 2009, will be included in the 2009 Budget.
The amount to be received for the transfer of Capital Assets is uncertain and cannot be quantified at this time.   However the corporate ability to reallocate any realized funds into a dedicated reserve and then to use money from this account to fund other Protection envelope capital projects would
 allow an opportunity to fund additional Police and Fire facilities beyond those proposed for funding in the Capital Plan.
· Next Steps

The tax levy reduction arising from full funding of EMS operations has already been factored into the 2009 Budget and is not available for the reallocation to capital projects.  However, any amounts that may be received for the transfer of Capital Assets or from other EMS related tax levy savings
, could be designated in a reserve to be used as a funding source for Protection Envelope capital projects. 

4. Parks

· Mayor’s Capital Budget Proposal 
Currently we will fund Parks 
$380 million from MSI and current funding.  In order to meet a reasonable level of investment, I propose that we raise the franchise fees to cover 
$2 million/year, reallocate 
$5 million a year from MSI and an increased dividend from our utilities for $3 million per year for a total of $90 million.  This gives us $400 million for Parks.

· Findings
The funding allocated to Parks in the Preliminary 10-Year Capital Investment Agenda is 
$392 million or nearly 
$400 million in total funding proposed by the Mayor’s Capital Budget Proposal.    Franchise fees and Utility dividends currently form part of the City's normal revenue base, and any increases (whether volume or rate related) have historically gone toward delivering day to day services (including growth in services and/or service levels).  Therefore, while any proposed increase could go to Parks as noted in the Mayor’s Capital Budget Proposal, there would be a corresponding increase to the tax levy (at the base).

The EPCOR franchise fee is up for renewal at the end of 2008 and is being evaluated by Administration in conjunction with EPCOR. 
Utility dividends are paid by EPCOR based on a negotiated agreement and by the Sanitary Utility based on City Policy. Increasing these dividends requires negotiation with the EPCOR Board and changing the City Policy relating to Sanitary Drainage.

Based on current City Policy the Land Drainage utility is exempt from paying dividends until 2014 and the Waste Management utility is exempt for 10 years.  City Policy would need to be changed to allow for dividend income from these two sources. 

· Next Steps
Based on this analysis, the opportunity to raise additional funding from franchise fees and utilities is limited.  The potential to increase EPCOR franchise fees   is currently being reviewed with EPCOR but the amount is unknown at this time.  The use of any increase in EPCOR franchise fees as a result of this review will be addressed as part of the 2009 Budget process. 

5. Recreation Centres
· Mayor’s Capital Budget Proposal
According to Administration, we need four recreation centres, upgrades to current ice surfaces and libraries, plus money for other cultural facilities.  I propose a 1% per year tax increase be added to the current and MSI funding of $308 million.  If levered properly this will add $100 million for five years.  This gives a total available of $808 million.  We would build four recreation centres.  The budget would be a fixed amount.  The project would be designed and built to be within a fixed budget of $90 million.  This would leave $404 million for libraries and capital upgrades to current facilities.  As in all cases, funds must be segregated.

· Findings
Analysis confirmed that a 1% per year tax levy increase for five years would cover the cost of borrowing $500 million.  This increase would result in total funding for the Recreation and Cultural envelope of approximately $828 million.
Four new multipurpose recreation centres can be developed with the proposed municipal contribution of $90 million per facility.  These centres will go a long way to meet the recreation needs for residents in North Central, Clareview, Meadows and Lewis Farms, although some facility or program reductions will need to be made to keep the facilities within the $90 million funding allocation.    

The proposal for a dedicated source of funding would allow the design and construction to be brought forward earlier within the Capital Plan thereby mitigating inflationary pressures and maximizing the programs and services that can be developed.

Additional funds could also be raised through actively leveraging the $90 million and pursuing alternate partner funding strategies (for example the arena components of Meadows and Lewis Farms) and could be used to develop the facilities towards the full scope of the plan.

· Next Steps
The details of this proposal will be addressed as part of the 2009-11 Capital Budget process.
6. Economic Development 

· Mayor’s Capital Budget Proposal
We need to outline a more in depth economic strategy.  This should outline in more detail the unfunded high and regular priority projects.  I question the amount for the Quarters and Boyle Renaissance as well as 118 Avenue.  These numbers need greater clarity before I could suggest a plan of attack.

· Findings
The Quarters Downtown is a City led initiative to provide the catalyst for private sector investment and redevelopment of the east side of Edmonton’s downtown.  

The Boyle Renaissance Project is a City led redevelopment initiative that will address long standing urban renewal problems in the area immediately north of 103A Avenue between 95th and 96th Streets.  Analysis of costs and funding options is currently in progress for both of these initiatives.
118th Avenue is included under Established Projects #16 Work Plan – “Avenue Initiatives” of the 2007-2010 Council Initiatives which were approved by Council on March 12, 2008.  Any new funding requests for 118th Avenue will be submitted to Council through the 2009-2011 Capital Budget Process including more detail of the specific plans.
· Next Steps
Reports will be going to Council later this year for the Quarters Downtown and the Boyle Renaissance Project which will provide more detail of the unfunded high and regular priority projects.  

Budget/Financial Implications

The budget/financial Implications, where applicable, are addressed in the attachments.
Attachments
1. LRT

2. Neighbourhood Upgrades

3. Emergency Medical Services (EMS)

4. Parks

5. Recreation Centres
6. Economic Development

Others Approving this Report
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LRT

Mayor’s Capital Budget Proposal
LRT – The Province has allocated $2B for transit and we should apply for $1B of it to do the three approved projects.  We will have to absorb some costs but we need to access Provincial support.  The three approved projects meet the Provincial mandate:

d) NAIT LRT

e) Northeast LRT 

f) Park & Ride and shuttle in the south.

Raise taxes 1% per year for four years (at least the time needed to complete the above) then joint venture with the Province for a further $1B expansion.  We should raise about $30M which would equate to $500M. 

Findings

Background

The potential funding sources for LRT looked at in this analysis are primarily through:

1. Green TRIP Fund 

The Green Transit Incentives Program (Green TRIP) is a Provincial grant that will provide $2 billion in funding assistance and incentives to improve and expand local, regional, and inter-city transit systems.  

Funding is allocated on a project-specific basis to projects that will significantly reduce the amount of vehicles on the roads and reduce greenhouse gas emissions.  

It is hoped that City of Edmonton projects would qualify for at least $1 billion from this program.  The terms and conditions of the program are not known at this time and will be developed in consultation with stakeholders, including the City of Edmonton. 
2. Tax-Supported Debt 

The Debt Management Fiscal Policy (DMFP) C203C was approved at the July 23, 2008 City Council meeting and $35 million (included in the $105 million total shown in the table below) has been committed through the capital budget to Stage 1 (construction of tunnel in conjunction with Qualico development) of the North NLRT.  An additional $10 million is being funded through reserves and $60 million through the Municipal Sustainability Initiative (MSI). However the remainder of the LRT line from Churchill to NAIT ($820 million) is still unfunded and needs to be addressed.  
A preliminary cost estimate for the Northeast LRT project is $357 million with construction occurring from 2013 to 2015.  The Park and Ride and shuttle in the south has been estimated at $35 million with construction occurring in 2009.  Both of these projects are unfunded and it is anticipated that they would also qualify under the Debt Management Fiscal Policy.  

Summary

Approximately $387 million could be leveraged using a 1% annual increase in the tax levy over four years dedicated to LRT.  Based on the three LRT projects identified in the Mayor’s Capital Budget Proposal, approximately $1.2 billion would be required to complete these projects.  If Edmonton qualified for $1 billion of provincial funding through the Green TRIP program, and was not required to match the contribution, then the funding available would total $1.387 billion, which includes the $387 million from tax-supported debt.  

	Year
	Annual 1% Tax Levy Increase - with 5% growth
	Borrowing Leverage - 1 % Tax Levy - 4 Years
	Cumulative

	
	($ 000)
	($ 000)
	($ 000)

	2009
	7,600 
	90,000 
	90,000 

	2010
	7,980 
	94,000 
	184,000 

	2011
	8,379 
	99,000 
	283,000 

	2012
	8,798 
	104,000 
	$387,000 


The criteria for the Green Transit Incentives Program (Green TRIP) has not yet been determined and will have a major impact on establishing a financial strategy to address the construction of the LRT.  Using the assumptions detailed in this report, a Provincial contribution of $1 billion would be adequate to address the LRT funding needs for the identified projects. 

Next Steps
Once the Green TRIP funding criteria are known, a further detailed financial analysis will be done to determine the most cost-effective funding scenario with the least amount of impact on the citizens.

Assumptions 

1. 1% increase in tax levy each year for four years.

2. Property Tax Levy Growth Rate = 5.00%
3. Interest rate used in debt model = 5.69%
4. Debt borrowing conforms to Debt Management Fiscal Policy and limits as defined under the Municipal Government Act (MGA)
5. Time Frame for Debt Repayment = 20 years
6. Project Cash Flow (unfunded) assumed as shown in the following table: 
	Year


	NAIT LRT
	Northeast LRT
	South LRT
	TOTAL

	
	($)
	($)
	($)
	($)

	2009
	
	
	35,000
	35,000

	2010
	205,000 
	
	
	205,000

	2011
	200,000 
	
	
	200,000

	2012
	190,000 
	90,000
	
	280,000

	2013
	190,000 
	150,000
	
	340,000

	2014
	35,000 
	117,000 
	
	152,000

	TOTAL
	$820,000 
	$357,000
	$35,000 
	$1,212,000


Neighbourhood Upgrades

Mayor’s Capital Budget Proposal
We currently have an amount budgeted which I believe equates to $42M per year. We suggest to continue with the MSI allocation of $365 M. This total is about $80M/year. Raise taxes 1% per year for five years, which would raise $7M. That stays in an account and once our capacity is raised, then that money is levered to meet the shortfall. $7M should produce about $100M. Therefore over the next 5 years there is an added financial capacity of $500M. After the MSI comes close to an end we work with the Province to get an extension. This amount over the 9 years will equate to $365M (MSI) + $420M (current) + $600 (new) = $1.385B or $138.5M/year.
Findings

Background

The Preliminary 10 Year Capital Investment Agenda 2008 – 2017 received by City Council for information on July 23rd, 2008 identified potential funding of $2.2 billion for Neighbourhood Renewal which included an annual 4% per year tax levy for ten years starting in 2008. The Mayor’s Capital Budget Proposal described above was also presented for consideration and an additional financing option combining tax levy increases and debt borrowing were analyzed.  The $42 million of current funding per year is for Drainage and Roads. Only the road portion which equates to $221 million has been considered in the analysis. 

Objective

The objective of this analysis is to provide financing options to optimize the investment in neighbourhood renewal.  The given cash flow, as described in the Mayor’s Capital Budget Proposal and the resultant impact on neighbourhood assets is compared with two other potential financing options. 

Description of Financing Options
	Years
	Financing Option A
	Financing Option B
	Financing Option C

	
	Based in July 23rd Mayor’s Capital Budget Proposal
	Based on Preliminary 10-Year Capital Investment Agenda
	Combination of Tax Levy & Debt Borrowing

	 1 - 5
	1% increase in tax levy to leverage funding, MSI and current funding
	4% increase in tax levy per year (PAYG), MSI and current funding
	Combination of 2% tax levy increase per year (PAYG) and the equivalence of a 2% tax levy increase per year through borrowing; MSI and current funding.

	6 - 10
	MSI & Current Funding
	4% increase in tax levy per year (PAYG), MSI and current funding
	Combination of 2% tax levy increase per year (PAYG) and the equivalence of a 2% tax levy increase per year through borrowing; MSI and current funding.

	11 - 20
	Work with Province to get an extension to MSI funding
	1% increase in tax levy per year  (PAYG)
	2% increase in tax levy per year (PAYG) and additional borrowing

	21 - 30
	Work with Province to get an extension to MSI funding
	Neighbourhood investment requirements generated through dedicated fund.
	Neighbourhood investment requirements generated through dedicated fund


Financing Options (Over 10 Years)

	($millions)
	Financing Option A
	Financing Option B
	Financing Option C

	Annual Tax Levy Increase (%) 2009 - 2018
	1%
	4%
	2.17% - 3.37%

	Annual Impact on Households ($)
	$15
	$60
	$32 - $50

	Current Funding
	$221
	$221
	$221

	MSI Funding
	$365
	$365
	$365

	Total Debt Borrowed 
	$498
	$0
	$975

	Tax Levy Generated
	$0
	$1,950
	$975

	Available Funding 
	$1,084
	$2,536
	$2,536


1. The tax levy impacts are higher for Financing Option’s B and C but would create a dedicated fund that becomes self-financing after 30 years.  Neighborhood assets do require a long term plan and strategy to achieve an acceptable level of performance.

2. The investment over the first ten years would be higher in order to address the backlog of neighbourhoods that are in poor and very poor condition.  Tax levy increases in Years 10 to 20 would be required to establish a sustainable neighbourhood renewal fund that would provide the investment required to maintain neighbourhood assets to targeted performance levels for future years.
Neighbourhood Impacts (Over 30 Years)
	
	Financing Option A
	Financing Option B
	Financing Option C

	# of Neighbourhoods for Reconstruction
	17
	76
	76

	# of Neighbourhoods for Rehabilitation
	155
	246
	246

	Average Condition* Now 
	3.33 
	3.33 
	3.33 

	Average Condition* at Year 10 
	3.33 
	3.60
	3.60 

	Average Condition* at Year 30 
	2.64 
	3.74 
	3.74

	# of Neighbourhoods in Poor or Very Poor Condition -  Now
	69
	69
	69

	# of Neighbourhoods in Poor or Very Poor Condition – Year 10
	83
	47
	47

	# of Neighbourhoods in Poor or Very Poor Condition – Year 30
	131
	0
	0


* Condition is a measure of the physical condition of an asset on a scale of 1 to 5 (with 1 being very poor and 5 being very good).  The higher the value, the better the asset condition.

3. After 30 years, Financing Option’s B and C show an increase in the Condition Index (CI) compared to Financing Option A whereby the asset condition shows a significant decrease. Short term plans are unable to satisfy the needs and will add to the backlog of neighbourhoods that require reconstruction and rehabilitation.
4. Poor or very poor assets are classified as being in Condition D & F and expose the Corporation to risk.  These poor or very poor assets are reduced to zero after 30 years in Financing Option’s B and C but increase to an unacceptable level of 131 neighbourhoods in poor or very poor condition in Financing Option A.

Next Steps
A more detailed analysis of a combination of tax levy increases and borrowing will be explored to develop a 30-year financially sustainable neighbourhood renewal program that will:

i. Minimize financial impact on citizens

ii. Maintain neighbourhood condition at an acceptable condition and level of performance

iii. Address immediate neighbourhood needs and backlog

iv. Address market capacity issues.
This will be provided as part of the 2009-11 Capital Budget process.
Assumptions

1. The $42M/year budgeted mentioned in the Mayor’s Capital Budget Proposal includes the following:

i. Drainage - 
$199M
ii. Roads - 
$221M

Only the Roads portion of $221M has been considered in the analysis based on the assumption that all Drainage projects related to Neighbourhood Renewal will be recovered through utility rates. 

2. Current funding over the next ten years is $221 million and a 1% increase in Property Tax would generate a total of approximately $498M over five years.

3. The $365 million Municipal Sustainability Initiative (MSI) concludes in Year 2017 and there is no guarantee that this will be replaced by a comparable Provincial grant program.  For the purposes of this exercise, the $365 million has been equally distributed over the 10-year period from 2009 to 2018.

4. For all Financing Options assume:

i. Property Tax Levy growth = 5.00%.

ii. Interest rate used in debt model = 5.69%.

iii. Inflation rates based on Preliminary 10 Year Capital Investment Agenda 2008 – 2017.
iv. Debt borrowing conforms to Debt Management Fiscal Policy and limits as defined under the Municipal Government Act (MGA).

v. Time frame for Debt Repayment = 20 years.

5. Reconstruction market capacity was taken into consideration with the limits as described in the following table:

	Years
	Maximum Number of Neighborhoods for Reconstruction Determined by Market Capacity

	1
	2

	2
	3

	3
	4

	4-5
	5

	6-7
	6

	8-9
	7

	10 to 30
	8


6. Other impacts to be considered are the number and condition of neighbourhoods selected for reconstruction and rehabilitation and the percentage of neighbourhoods in a poor or very poor condition.

i. Number of Neighbourhoods

The following table demonstrates that in the first 10 years of the analysis, a total of 172 neighbourhoods (17 for reconstruction and 155 for rehabilitation) could be addressed in Financing Option A compared to 235 neighbourhoods (35 for reconstruction and 200 for rehabilitation) in Financing Option’s B and C.  

Financing Option A, after Year 10, does not allow for any further neighbourhood reconstruction whereby Financing Option’s B and C would see the reconstruction and rehabilitation of 41 and 46 neighbourhoods respectively.  

Short term planning is unable to satisfy the neighbourhood infrastructure needs and will add to the backlog of neighbourhoods that require reconstruction and rehabilitation.

	
	Financing Option A 
	Financing Option’s B and C

	Years
	Number of Neighbourhoods
	Number of Neighbourhoods

	
	Reconstruction
	Rehabilitation
	Total
	Reconstruction
	Rehabilitation
	Total

	1 - 10
	17
	155
	172
	35
	200
	235

	11 - 30
	0
	0
	0
	41
	46
	87

	Total
	17
	155
	172
	76
	246
	322


ii. Condition of Neighbourhoods

The cash flow as described in Financing Option A resulted in a higher condition than Financing Option’s B and C due to the higher cash flow up to the seventh year.  However, after Year 7, the condition of the Financing Option A assets deteriorated resulting in more neighbourhoods being in a poor or very poor condition.

Emergency Medical Services (EMS)

Mayor’s Capital Budget Proposal 

In April of 2009 the Province will take over EMS.  I propose what funds we get from the sale of assets, plus the annual operating cost savings go into an account to build new police and fire facilities.  This should equate to an annual operating savings of close to $10M and a capital investment of a yet to be determined amount.  All interest from this fund will go to the two departments for capital, as approved by Council.
Findings

Background

During 2008 Budget Deliberations Council made an amendment to reduce the 2008 tax levy increase by 2%.  The savings achieved with the 2% reduction were outlined in a report to Council on February 27, 2008.  The report indicated that $7 million of 2007 surplus would be used to provide a bridge in 2008 to savings that are anticipated in 2009 from two initiatives. One of the initiatives identified was receiving full provincial funding for Emergency Medical Services.  In other words, the reduction in the tax levy resulting from full funding of EMS has already been factored into the 2009 Operating Budget.
In fact the full savings will not be realized until 2010 since Provincial funding of EMS operations does not commence until April 1, 2009 which means the costs of operating EMS for January 1 to March 31, 2009 will be included in the 2009 Budget.

The amount to be received for the transfer of Capital Assets is uncertain and cannot be quantified at this time.   However the corporate ability to reallocate any realized funds into a dedicated reserve and then to use money from this account to fund other Protection envelope capital projects would
 allow an opportunity to fund additional Police and Fire facilities beyond those proposed for funding in the Capital Plan.
 

Based on recent discussions with the provincial government and Alberta Health Services (the Province) the following summarizes current expectations.
 

Capital Assets
 

The transfer (or sale) of Capital Assets will be done on an individual service provider and individual asset basis.  In the event that the Province purchases any EMS assets, the proceeds could be directed into the dedicated reserve.  At this time no estimate can be made on the funds that could be raised from the sale of such assets
.

 

 Next Steps
The tax levy reduction arising from full funding of EMS operations has already been factored into the 2009 Budget and is not available for the reallocation to capital projects.  However, any amounts that may be received for the transfer of Capital Assets could be assigned to a dedicated reserve to be used as a funding source for Protection Envelope capital projects.

Parks

Mayor’s Capital Budget Proposal  

Currently we will fund Parks $380M from MSI and current funding.  In order to meet a reasonable level of investment, I propose that we raise the franchise fees to cover $2M/year, reallocate $5M a year from MSI and an increased dividend from our utilities for $3M per year for a total of $90M.  This gives us $400M for Parks.

Findings 

Background

The actual funding available to Parks in the Preliminary 10-Year Capital Investment Agenda is $392 million or nearly $400M.  Funding for Parks for 2008 to 2017 doubled from $194 million with the allocation of $198 million of MSI funding.  
Parks already has nearly $400M in funding which meets the total funding proposed for Parks by the Mayor’s Capital Budget Proposal.  Never the less, an analysis of the opportunity to raise additional funding from franchise fees and utilities was done and is summarized below: 
· Franchise fees and Utility dividends currently form part of the City's normal revenue base, and any increases (whether volume or rate related) have historically gone toward delivering day to day services (including growth in services and/or service levels).  Therefore, while any proposed increase could go to Parks as noted in the Mayor’s Capital Budget Proposal, there would be a corresponding increase to the tax levy (at the base).

· The EPCOR franchise fee is up for renewal at the end of 2008 and is being evaluated by Administration in conjunction with EPCOR. 

· Utility dividends are paid by EPCOR based on a negotiated agreement and by the Sanitary Utility based on City Policy. Increasing these dividends requires negotiation with the EPCOR Board and changing the City Policy relating to Sanitary Drainage.

· Based on current City Policy the Land Drainage utility is exempt from paying dividends until 2014 and the Waste Management utility is exempt for 10 years.  City Policy would need to be changed to allow for dividend income from these two sources. 
· Drainage Services is proposing an 8% rate increase for both Sanitary and Land Drainage over the next few years as well as borrowing to the maximum limit identified in the UFP.  This is a significant increase over the past several years to address cost escalations.  In addition, Drainage Services has identified $241M of unfunded high priority projects in the Preliminary 10-Year Capital Investment Agenda.  Most of this amount is intended for the rehabilitation of the aging neighbourhood drainage infrastructure.

Next Steps
Parks already has nearly $400M in funding which meets the total funding proposed for Parks by the Mayor’s Capital Budget Proposal.  Based on the analysis the opportunity to raise additional funding from franchise fees and utilities is limited.  The potential to increase EPCOR franchise fees is currently being reviewed with EPCOR but the amount is unknown at this time.  The use of any increase in EPCOR franchise fees as a result of this review will be addressed as part of the 2009 Budget process. 

Recreation Centres

Mayor’s Capital Budget Proposal 

 Recreation Centres:  According to Administration, we need four recreation centres, upgrades to current ice surfaces and libraries, plus money for other cultural facilities.  I propose a 1% per year tax increase be added to the current and MSI funding of $308M.  If levered properly this will add $100M for five years.  This gives a total available of $808M.  We would build four recreation centres.  The budget would be a fixed amount.  The project would be designed and built to be within a fixed budget of $90M.  This would leave $404M for libraries and capital upgrades to current facilities.  As in all cases, funds must be segregated.

Findings 

Background
The following analysis confirms that a 1% tax levy increase per year over 5 years would pay for approximately $500M in debt.  This would increase the total funding to about $828M for the Recreation & Cultural envelope for 2008-2017.

	Years
	Current Funding
	Borrowing Capacity - 1 % Tax Levy per year
	Cumulative

	
	
	($ 000)
	($ 000)

	2008
	$97,100
	
	$97,100

	2009
	83,000
	 
	180,100 

	2010
	29,800
	94,000 
	303,900 

	2011
	20,600
	99,000 
	423,500 

	2012
	12,800
	104,000
	540,300

	2013
	12,800
	109,000 
	662,100 

	2014
	12,800
	114,000
	788,900

	2015-17
	38,800
	
	$827,700


The four multipurpose recreation centres (North Central, Clareview, Meadows and Lewis Farms) were identified in the Preliminary 2008 – 2017 Capital Investment Agenda with a proposed budget of $480M in 2008 costs.  Dedicated fixed municipal funding of $90M per facility will allow for the development of these facilities that will go a long way to meeting the recreation needs of residents.  The funding limit will require that some changes are made to reduce or eliminate the components or the programs within the facilities.

Having a dedicated source of funds identified will allow the design of the facilities to move ahead more quickly and should allow the construction of the facilities to be brought forward in the plan.  This would help minimize inflationary pressures associated with escalating construction costs and so maximize the programs and services that can be developed within each recreation centre.

Assuming that the funding limit is the municipal contribution to each facility and not the total cost of each facility, then additional funding strategies can be pursued to leverage the $90M and increase the overall funds available for the facilities (i.e. additional grants, sponsorship, partner funding etc.).  As an example, this may be specifically relevant to the Arena portions of the Meadows and Lewis Farms recreation centres.

Any additional funding raised could then be used to develop the facilities towards the full scope of the original plan.

Should further funds become available in the future it would be possible to phase in the completion of the facilities in accordance with the original plan.

Next Steps
The details of this proposal will be addressed as part of the 2009-11 Capital Budget process.

Economic Development

Mayor’s Capital Budget Proposal 

We need to outline a more in depth economic strategy.  This should outline in more detail the unfunded high and regular priority projects.  I question the amount for the Quarters and Boyle Renaissance as well as 118 Avenue.  These numbers need greater clarity before I could suggest a plan of attack.
Findings 

Background 

The Quarters Downtown is a City led redevelopment initiative intended to provide the catalyst for private sector investment and redevelopment of the east side of Edmonton's downtown. This is the historic city centre and is an area that has been in decline for many decades. Using City resources, major infrastructure will be upgraded and new amenities will be created to address development impediments and to attract investment and encourage the revitalization of this area. Following several years of public consultations, in September 2006 Council approved the Vision for Downtown East (now The Quarters Downtown). The cost of this project will be initially financed from debt with repayment of the debt coming from various sources including the Community Revitalization Levy, utility rate base and any grants obtained from the Province or the Federal Governments including Building Canada and MSI grants. A business report including; finances, build-out scenarios, investment strategies and risk will be presented to City Council this fall as part of the Council’s consideration of the statutory documents.

The Boyle Renaissance Project is a City led redevelopment initiative that will address long standing urban renewal problems in the area immediately north of 103A Ave between 95th and 96th Streets. In early 2008, Council endorsed a concept for Boyle Renaissance that included collaboration between a number of groups to redevelop the area with different forms of affordable and non-market housing types. These groups included the: YMCA, Edmonton Oilers Community Foundation, UMISK, Metis Urban Housing Corporation, Capital Health, Canadian Paraplegic Association, Edmonton People In Need Society, and the City of Edmonton. A Boyle Renaissance Advisory Committee (BRAC) was formed with Community Stakeholders participating to provide advice to Council on this proposal. BRAC is preparing a report for consideration of City Council. PHASE 1 could include the development of the NW corner of the intersection of 103A Ave and 95 street with YMCA family housing ($30m), Oilers funded Inner City High School with student housing ($30m) and the development of a Community Hub ($6m) to serve the future needs of Boyle Renaissance and the Quarters. Land in Phase 1 is owned by the City of Edmonton.  Stakeholders and BRAC are evaluating Phases 1 and 2. Early project costs are being developed that include: land, infrastructure and costs to develop the individual facilities. Proponents in Phase 1 intend to apply for Provincial Affordable Housing Funding. Council will consider the final BRAC Report later this year.
118 Avenue (42 Street to 50 Street) is scheduled for urgent roadway rehabilitation in 2009. It was postponed several times to allow streetscape improvements to be made at the same time thereby achieving cost efficiencies. City Council earlier this year approved $500 thousand to fund preparation of construction drawings. $5 million in 2009 for streetscape construction remains unfunded. The budget for roadway rehabilitation in Transportation Department is funded. The funding source for streetscape is general financing. The roadway rehabilitation funding is provincial grants. The project, when built, will result in economic and social benefits through the attraction of more businesses and shoppers. This will provide redevelopment opportunities and renovation of existing buildings and increased property values thereby generating additional taxes for the City. Improvements should also provide much needed safety and security to the area. The Beverley BRZ association is very supportive of this project.

Next Steps
Reports will be going to Council later this year for the Quarters Downtown and the Boyle Renaissance Project which will provide more detail of the unfunded high and regular priority projects.  

118th Avenue is included under Established Projects #16 Work Plan – “Avenue Initiatives” of the 2007-2010 Council Initiatives which were approved by Council on March 12, 2008.  Any new funding requests for 118th Avenue will be submitted to Council through the 2009-2011 Capital Budget Process including more detail of the specific plans. 
E
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�For us the key piece here is about setting up a dedicated reserve.


�There will be some additional tax levy savings that come from things like shared services etc which could be allocated into the reserve.  As all the direct EMS tax levy has been reallocated this reserve would be fairly small but “shared services and other indirect savings could be in the region of a few million per year.


�We didn’t think we needed to go back to council other than through the Capital Budget process.


�For us the key piece here is about setting up a dedicated reserve.


�We think we should keep this really brief and simple.  The proposal is about a policy decision and probably doesn’t need to get into the potential details of any asset transfer.


�We took at the Operating budget piece as we didn’t think it helped with the proposal.  We just had this discussion in private at Committee.


�We didn’t see the need to go back to Council with a separate report.  If funds are available we will allocate those through the capital budget process.
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