Understanding Guelph’s Capital Budget

The relationship among capital assets, projects and funding is complex and
understand it is the key to developing an efficient and effective capital budget.

Capital budget components

Capital assets — non-financial assets having physical

substance that are acquired, constructed or developed, and

- are held for use in the production or supply of goods and
services for rental to others, for administrative purposes
or for the development, construction, maintenance or
repair of other tangible assets;

- have useful economic lives extending beyond an
accounting period;

- are to be used on a continuing basis; and
- are not for resale in the ordinary course of operations.

Capital assets not only require funding when they are
initially purchased or constructed, but over their lifetime
will have impacts directly and indirectly on the operating
budget for operating and maintenance costs (OandM) as
well as replacement costs once they reach their end of life.
The initial decision to purchase or construct a new asset is
only the first in a series of financial decisions Council will
need to make throughout the life of the asset.

Funding sources

Capital projects — a project undertaken to purchase,
replace, upgrade, expand or create a capital asset.

The length of the project will generally correspond to the
complexity of the project and the overall scope of the asset
being purchased or created. In addition there may be
activities undertaken which relate to capital assets but are
operating expenses. These include repair and maintenance,
environmental assessments, and monitoring and mitigation
studies. In some case these budgets will be spent over
multiple years and therefore are created in what is normally
a capital account.

There are six main sources of funding for Guelph's capital projects. Projects can receive funding from a single source,

but the majority of projects are funded through multiple sources.

Primary sources
Direct Tax Supported - 57.8 per cent

Projects supported can range from replacement and
renewal activities to service expansion due to growth and
even the introduction of new facilities or services. These
funds are needed on an annual basis to ensure that the City
is able to deliver the services it is currently providing to
existing tax payers.

Grant Funding - 19.8 per cent

Grants come in two forms: upfront funding with follow-up
reporting (e.g., Federal Gas Tax program and the Municipal
Infrastructure Investment Initiative (MIIl)) or once
completed reimbursement of expenses is provided

(e.g., Infrastructure Stimulus Funding (ISF)).

Development Charges (DCs) - 17.7 per cent

Projects that are paid for by the growth that is requiring the
expanded services. For example, water mains are funded by
DCs in a new subdivision. If the subdivision was not being
built, the water mains would not be needed.

Important, due to stipulations in the Municipal
Development Charges Act, the majority of growth related
projects receive less than 100 per cent of their funding
from DCs and must rely on additional funding from tax
supported sources. Each growth related project is unique
and carries a different DC funded to non-DC funded ratio.
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Alternate sources

Own Revenue - 0.3 per cent

Specific assets or activities may generate their own sources
of capital revenue, either through fees or donations/
sponsorships. This applies to the Library Board and major
recreation and cultural facilities such as the River Run
Centre and Sleeman Centre. A portion of the fees or direct
donations/sponsorships collected are directed to specific
reserve funds to provide for capital renewal spending or
future expansion activities.

External Partner - 4.4 per cent

To manage capital assets that benefit Guelph and/or our
neighbouring communities, the City looks to partner with
local agencies and other levels of Government. A formula,
designed to distribute the costs equitably amongst those
benefiting from the asset, is used to determine funding
contributions. Examples include: Land Ambulance services,
projects related to the Grand River watershed. The City also

Bringing it together

partners with local developers to incorporate additional
turning lanes, sidewalks, sewer and water services etc. into
City projects, when appropriate in order to avoid the
inconvenience and added cost of the developer doing the
work at a later date.

Debt - 0.0 per cent

Borrowing to fund current capital projects allows for the
distribution of the costs over a number of years and to
future tax payers who may benefit from the project. Similar
to taking on a mortgage to pay for a home. Funding for the
principal and interest payments comes from one of the
above sources, mainly direct tax and DCs.

The City has a Debt Policy which outlines the types of
projects which are eligible for debt funding. The Provincial
Government also sets out constraints regarding the
amount of debt a municipality may take on.

City staff is faced with the challenge of balancing the needs of the community and the City against the resources and funding

sources available for projects.

To assist in the development of the budget, capital projects have been grouped into three categories:

Category Description Examples Funding source
Infrastructure  Renewal or replacement of existing capital assets, - replacement of staff Direct Tax Support
Renewal including underground pipes, roads, trails and City- laptops Grants
owned vehicles and equipment. - replacement of parks
The quality or quantity of service provided does not equipment
change due to the work completed or purchase made. - replacement of water,
For example, a two-lane road is replaced with a sewer, storm and road
two-lane road. networks
Growth Expansion of capital assets in order to provide an - reconstruction of Development Charges
existing City service to additional new residents or existing road to expand | pjrect Tax Support
businesses. capacity
The quantity of service provided increases due tothe ~ + purchase of additional
work completed or purchase made. For example, a vehicles and
two-lane road is replaced with a two-lane road with equipment
additional turning lanes and signals to allow accessto | - addition of a new park
a new subdivision. or trail
City Building The expansion or purchase of a capital asset to provide '« Addition of a basketball | Direct Tax Support
a higher level of service to the community, providing court to an existing Grants
the same service to more existing residents or park
businesses, or adding a new service. - Upgrading an existing
The quality and/or quantity of service provided increases trail from gravel to
due to the work completed or purchase made. paved
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The following diagram illustrates the relationship between capital assets and projects and
funding sources.

Existing operating budget funds
maintenance, grass cutting, etc. of
capital assets. A change in the
operating budget could affect the
Capital budget, asset or project.

Capital asset:
Existing park

4 Capital asset:
Capital asset: G : ‘ New park in community
Existing trail : -
Capital asset:
New trail

Cé‘P.itélI Infrastructure renewal City Building Growth
projects: Replacement of existing Addition of basketball New trail to connect the
playground equipment court to older park old park to the new park

Capital budget funds Capital projects. These projects will have an impact on the
Operating budget. Through some projects the City will be able to find

efficiencies (less staff resources spent on short-term fixes) while others will
increases costs (new trail could mean additional resources to maintain it).
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