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Executive Summary

Purpose of Report

The purpose of this report is to provide information on the 2016 reserve and
reserve fund activity, the actual and committed balances of the reserves and
reserve funds, as well as the funding status of the reserves compared to the
recommended targets, where they exist.

Key Findings

The City’s 2016 actual reserve and reserve fund balances total $247.5 million
including all year-end surplus allocations. After factoring in the Council approved
commitments not yet spent, the year-end balance is $97.7 million, of which $23.2
million is tax-supported.

The City’s tax supported capital reserves have an uncommitted balance of $11.6
million available to fund emergency or unplanned capital expenditures. This
includes the ability to match other levels of government funding to obtain grants
that become available.

Tax supported operating reserves have a collective uncommitted balance of $30.9
million, of which $7.6 million is available for general contingencies and $5.4 million
is available for compensation related contingencies. Based on the recommended
target of 8-10% of own source revenues, the target balance for contingency funds
is $20.9 million. To assist in alleviating this corporate risk, Council approved a $3.0
million transfer from the year-end operating surplus to the Tax Rate Stabilization
reserve.

The non-tax supported Water and Wastewater rate stabilization reserve balances
meet or exceed the targets established due to having strong operating budgets that
are reflective of actual cost of operations. These departments have been successful
in achieving Council approved user rates that pay for current operating needs as
well as setting aside funds for future capital infrastructure replacement needs.

The City’s reserve assets of $247.5 million make up the majority of the City’s cash
and investment portfolio, which are used to earn income for operating and capital
needs. It is challenging for staff to maximize investment earnings when there is a
“committed but not yet spent” balance of $149.8 million, as the timing of these
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expenditures is difficult to predict. It remains a focus in 2017 to implement
strategies to enhance cash flow management of this committed figure. These
strategies include updating the capital closing procedures to inform the 2018 capital
budget, and enhancing cash flow planning requirements by project managers.

Financial Implications

There are no direct financial implications resulting from this report. Reserves and
reserve funds are established by Council to assist with long-term financial stability,
operating and capital budgeting and absorbing unexpected shifts in revenue or
expenditures.

Background

Reserves and reserve funds are established by Council to assist with long-term
financial stability, operating and capital budgeting and absorbing unexpected shifts
in revenue or expenditures. The City has both reserves and reserve funds.
Reserves are established for a pre-determined use and are applied at the discretion
of Council for that purpose. Reserve funds are restricted by statute or by Council
discretion and must be segregated from general revenues.

The City has 73 reserves and reserve funds that collectively have a closing balance
of $247.5 million and an uncommitted balance of $97.7 million as at December 31,
2016, including all year-end surplus allocations. This is compared to a total of 96
reserves and reserve funds at the end of 2015. Staff have successfully consolidated
and closed 23 reserves during 2016 as part of the first phase of the Reserve and
Reserve Fund Consolidation and Policy Project.

The City has a General Reserve and Reserve Fund Policy that guides the high-level
strategy of these assets. This includes prescribing how the reserve funds earn
interest income, what funds are able to debt borrow and guidance on internal fund
borrowing. This policy is being reviewed and revised, and will be presented to
Council on September 5, 2017 as part of the second phase of the Reserve and
Reserve Fund Consolidation and Policy Project. This work will be referred to
throughout this report as ‘Phase 2 - Reserve Project’.

The reserves and reserve funds are a significant financial asset for the City and
contribute to the majority of the City’s cash and investment portfolio. Total
commitments of $149.8 million against the reserves creates a considerable
challenge in balancing liquidity requirements needed for City operations with
earning interest on investment income. It remains a focus in 2017 to implement
strategies to enhance cash flow management of this committed figure. These
include:

e Enhanced cash flow projections of capital project requests for 2018 capital
budget

e Update of the capital closing procedure in time for the 2018 capital budget

¢ Implementation of Tier 2 capital project management
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e Completion of ‘Phase 2 - Reserve Project’ including consolidation, policy
review and identifying target balances

Report

Reserves

The City manages its reserves in three categories:
e Compensation / Staffing Reserves
e Miscellaneous Tax Supported Reserves
e Miscellaneous Non-Tax Supported Reserves

As at December 31, 2016, the City had a total uncommitted reserve balance of
$40.0 million segregated between tax supported of $30.9 million and non-tax
supported of $9.1 million. These balances include the 2016 surplus year-end
transfers that Council approved on May 23, 2017.

Compensation / Staffing Reserves

Staffing reserves are used to manage corporate fluctuations in benefits payable; set
aside funds for significant compensation-related liabilities (accumulated sick leave,
Workplace Safety and Insurance Board (WSIB) and employee future benefits); and
maintain funds for severances, union negotiations and job evaluation changes.

2016 Significant Reserve Transactions to Note:

e The Employee Benefit Stabilization Reserve (131) increased by $883,258
as a transfer from the operating budget due to a surplus in employee
benefit-related costs compared to budget;

e The City exceeded the 2016 gapping target of $1.8 million, by $635,000,
that was transferred to the Employee Gapping Reserve (191);

e Staff consolidated the following reserves as part of the Council approved
Phase 1 Reserve project work:

Salary Gapping Reserve

Joint Job Evaluation Committee Reserve

HR Negotiations Reserve

Early Retiree Benefits Reserve

Into the Employee Benefit Stabilization Reserve (131), which was
renamed the Compensation Contingency Reserve.

Funded Status of Compensation Reserves:

A full review and consolidation of the compensation reserves occurred in 2016;
however, specific targets for this set of reserves were not determined at that time.
Target balances will be presented as part of the policy revisions with ‘Phase 2 -
Reserve Project’. Staff feel that these reserves are sufficiently funded to meet the
City’s 2017 needs.
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Reserve

Description

Uncommitted
Balance

Compensation
Contingency
(131)

To set aside funds for employee benefit cost
shortfalls, to assist in ensuring that the
benefit rates be kept stable, to fund over-
budget or unexpected compensation-related
costs such as restructuring, terminations,
arbitration, negotiations, joint job
evaluation, legislative compliance and
grievances.

5,414,394

Accumulated Sick
Leave (Fire 100)
(Police 101)

To set aside funds over the service life of an
employee to fund the estimated future cost
of the retirement benefit payout and the
expected cost of the sick leave hours that
will have accumulated.

9,589,107

WSIB (330)

To set aside funds throughout the service life
of an employee to fund the projected cost of
current and future WSIB claims.

1,452,220

Land Ambulance
Retirement (338)

To set aside funds over the service life of an
employee to fund the estimated future cost
of the retirement benefit payment.

$

655,018

Total

$17,110,739

Miscellaneous Reserves (Tax and Non-Tax Supported)

Miscellaneous reserves are funded with approved transfers from operating or
operating surplus allocations and are used to support a predetermined purpose at
the discretion of Council.

a) Stabilization and Contingency Reserves:

The City has eight stabilization and contingency reserves, three that are tax
supported, and five that are rate and non-tax supported. These reserves have
specific funding targets to ensure appropriate liquidity when needed. The City’s
benchmark is 8%-10% of own-source revenues based on a review of what other
municipalities target and what the Government Finance Officers Association
(GFOA) suggests. The City’s stabilization funds compared to targets measure up

as follows:
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Balance (‘O00s)
Reserve Target Actuals Result
Tax Rate Stabilization & Operating
Contingency (180, 198) $20,856 $12,974 C
Compensation Contingency (131)
Water Rate Stabilization & Contingency
(181, 106) $2,627 $3,897 .
Wastewater Rate Stabilization &
Contingency (182, 105) 2P0 $4,739 .
Courts Contingency (211) $372 $468 .

Staff have raised concern to Council in the past that the tax supported rate
stabilization and contingency funds were significantly underfunded. Since this time,
Council has acted responsibly to set aside funds in the rate stabilization reserve to
ensure appropriate funds are available when required.

In addition, staff have reviewed the presentation of this target and feel it is more
accurate to report on the funded status that includes all operating reserves that act
to mitigate against operating budget risk. For this reason the compensation
contingency reserve has been included in this target calculation in addition to the
tax rate stabilization and operating contingency reserves. Under this presentation,
the tax supported operating reserves are still under-funded compared to the target,
but in a more comfortable range which allows for the upgraded indicator to yellow
from red.

The non-tax supported Water and Wastewater rate stabilization reserve balances
exceed the targets established due to having operating budgets that are reflective
of the true cost of operations. These departments have been successful in achieving
Council approved user rates that pay for current operating needs, as well as setting
aside funds for future capital infrastructure replacement needs. There are legislative
requirements for these services that require rates to adequately fund total
operating and capital costs. The capital reserve fund balances can be seen on page
10 of this report for reference.

2016 Significant Reserve Transactions to Note:

e Staff transferred $3.6 million to the Tax Rate Stabilization Reserve from
operating, of which $600,000 was a budgeted transfer and $3.0 million
was allocated from the 2016 year-end surplus, approved by Council on
May 23, 2017.

e The rate supported reserves received a total transfer of $1.8 million from
operating for Water, Wastewater and Courts.
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b) Tax Increment Based Grant Reserves:

As recommended in Committee Report 12-01, the City’s Tax Increment Based
Grant Program awards annual grants to eligible redevelopments over a
maximum 10 year period. The annual funding for the program is budgeted in the
operating budget and is then transferred to each of the following reserves:
Brownfield (122), Heritage (192) and Downtown (358).

The current balance of the three reserves is $4.5 million, and is fully committed
against approved Tax Increment Based Grants payable. In 2016, Market
Commons, located at 5 Gordon Street, began receiving their grant payment
under this program. The Gummer Building also received their Heritage
Redevelopment Reserve grant in 2016.

¢) Miscellaneous Tax Supported Reserves:

The City has 10 miscellaneous reserves outlined in the chart below. Staff may be

recommending consolidating some of these reserves and establishing funding

targets which will be presented in the ‘Phase 2 - Reserve Project’ report later

this year.

. Uncommitted
Reserve Description
Balance

Affordable Funded by approved transfers from operating

Housing (119)

that are used to support affordable housing $ 793,714
projects in the city.

Approved transfers from operating are used
to pay fees and payments resulting from
Court and Ontario Municipal Board

Legal (193) settlements and over-budget expenses $ 1,555,199

relating to retaining outside experts and
consultants that assist the City in legal
proceedings.

Surplus amounts from the annual insurance
budget are transferred to the insurance

Insurance (184) | reserve to be used for insurance payouts and | $ 2,145,048

to lower future premiums.

Investment
Strategy (205)

Reserve currently used by the City’s
Community Investment Strategy Innovation $ 89,278
Fund.

Strategic
Initiatives (179)

To provide funding for strategic initiatives
identified in the City’s Corporate Strategic

$ 298,801
Plan.
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Budgeted transfers from operating are used

Downtown to offer incentives for minor activation
Improvement improvements (such as facade $ 6,677
(194) improvements) in the downtown.

Funded through annual operating budget
IT Licence (210) | transfers and used to fund the purchase of $ 847,858
licence renewals.

Used to accumulate annual operating budget

Election Costs | transfers to fund municipal election costs that | ¢ 399 856
(195) are needed every four years. ’
Building Funded through annual operating budget
Operations transfers and used to pay for unexpected and $ 82 400
Maintenance emergency repairs and maintenance. ’
(206)
Funded from Westminster Woods Ltd. to
Westminster cover emergency repairs to City lands under $ 35 000
Woods (345) licence agreement between the City & ’
Westminster Woods Ltd.
Total $ 6,253,831

Reserve Funds

Reserve funds differ from reserves in that reserve fund assets are segregated from
general revenues and restricted in use to meet the purpose of the reserve fund.
One of the main differentiations from the reserves is that reserve funds earn
investment income as the assets are segregated from operations. There are two
types of reserve funds: obligatory reserve funds and discretionary reserve funds.

Obligatory Reserve Funds: An obligatory reserve fund is created when a
provincial statute requires that revenue received for special purposes is to be
segregated from the general revenues of the municipality. Obligatory reserve funds
are to be used solely for the purpose prescribed for them by statute. The City has
the following 20 Obligatory Reserve Funds:

Uncommitted

Reserve Description
Balance

Set up as per Provincial legislation
(subsection 42 (14) and (15) of the
Parkland Dedication Planning Act) for the purpose of requiring $ 5 950 774
(300) the payment of cash-in-lieu of ’ ’
conveyance of land for a park or other
public recreation purpose.
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Downtown Parkland
Dedication (301)

Set up as per Provincial legislation
(subsection 42 (14) and (15) of the
Planning Act) for the purpose of requiring
the payment of cash-in-lieu of
conveyance of land for a park or other
public recreation purpose specifically from
development in the downtown.

$ 540,546

Building Services
Stabilization (188)

The Ontario Building Code Act prescribes
that a municipality establish a reserve
fund to help stabilize slow years in terms
of building activity and permit revenue.

$ 2,788,134

Dedicated Gas Tax
(342)

Monies received from the Provincial
government that are used to support
increased public transportation ridership
and investments in the renewal and
expansion of public transportation.

($  179,021)

Federal Gas Tax
(343)

Funds received from the Federal
government through the “New Deal for
Cities and Communities” program to
support environmentally sustainable
municipal infrastructure projects that can
demonstrate progress towards clean air,
clean water, and reduced greenhouse
gas.

$ 1,769,453

Development
Charges (15
individual reserve
funds)

Per the Development Charges Act, 1997,
a municipality that has passed a
Development Charge (DC) by-law shall
establish a separate reserve fund for each
service to which the DC relates. The
municipality shall pay each DC it collects
into the reserve funds to which the
charge relates. The money in a reserve
fund established for a service may be
spent only for capital costs determined in
the Act.

($ 27,146,800)

Total

($ 19,276,914)

2016 Significant Reserve Fund Transactions to Note:

e The City collected $977,016 of Parkland and Downtown Parkland dedication
revenues in 2016. Please refer to Information Report #CS-2017-55 - 2016
Parkland Dedication Statement for a full Treasurer statement for these

reserve funds.

e The City received $2.8 million of Dedicated Provincial Grant Funding and $7.4
million of Federal Gas Tax Grant funding in 2016. The City spent a total of
$13.3 million of gas tax funds in 2016 to fund Council approved operating
and capital expenditures.
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e The City collected $16.1 million in development charges revenue in 2016.
Please refer to Information Report #CS-2017-13 for the City’s full Treasurer’s
statement of the 2016 Development Charge Reserve Funds. As previously
reported, the City’s commitments on approved but not yet completed capital
projects has contributed to these reserve funds showing in an over-
committed state. The City uses debt funding to manage this cash flow gap.

Discretionary Reserve Funds: The City’s discretionary reserve funds are
commonly referred to as “the capital reserves” and are primarily used to fund
Council-approved annual capital projects. These capital reserves are now managed
more efficiently in the following groupings:

Tax Supported (eight individual reserve funds):
e Capital
e Miscellaneous Discretionary

Non-Tax Supported (six individual reserve funds):
e Department Capital

As at December 31, 2016, the uncommitted balance in the discretionary reserve
funds for tax supported was $11.6 million and non-tax supported $65.4 million.

Tax Supported

The capital reserve funds should maintain a minimum cash balance equivalent to
one year’s worth of the 10 year average of tax supported capital expenditure
requirement, or $45.5 million. This will ensure that one year of tax based funding is
available in reserves to maintain liquidity and be available for emergency or
unforeseen capital needs. As of December 31, 2016, the difference between the
target and actual balance is $33.9 million.

Insufficient funding of tax supported capital has been addressed in part with the
addition of the Dedicated Infrastructure Renewal Levy of 1% ($2.2 million) which
was approved by Council as part of the 2017 Budget. This amount will be
transferred to the Infrastructure Renewal Reserve Fund and the City Building
Reserve Fund for use in future year’s capital budgets. Council endorsed the
continuation of the Dedicated Infrastructure Renewal Levy over a period of 10
years, subject to annual review by staff. Please refer to report #CS-2016-80
Dedicated Infrastructure Renewal Levy for further details.

Consolidation of the tax supported capital reserve funds (excluding Police and
Library) into one of three reserves: Infrastructure Renewal, Growth, and City
Building occurred in 2016 as part of Phase 1 of the Reserve and Reserve Fund
project.

Setting new funding targets for each of the tax supported capital reserve funds with

City Building reserve fund targets will assist in determining the 2018 Council
approved transfer to capital.
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Capital Reserve Funds are earmarked for a specific purpose or are available to be
used to finance future capital projects. These funds have a total uncommitted
balance of $9.7 million at 2016 year-end, as outlined in the chart below.

Uncommitted

Reserve Fund | Description
balance

Infrastructure To provide funds for the replacement and

Renewal (150) | rehabilitation of Guelph’s infrastructure. $ 4,911,488

To provide funds to cover the growth-related

Growth Capital capital costs that are legislatively excluded by

(156) the Development Charges Act, and to cover $ 3,668,062
the DC exemptions that are permitted by the
DC by-law.
. . To provide funds related to enhancing and
City Building improving City assets that are non-growth $ 161,141

Capital (159) related including accessibility assets.

To provide funds to replace GPS equipment
and facilities upgrades, including a portion of $ 303,509
headquarters renovation.

Police Capital
(115, 158)

Library Capital | To provide funds to replace GPL equipment

(157) and small facilities upgrades. * 603,210

Funds received from the monetization of the
City’s interest in Guelph Hydro that are used
Capital Asset to finance the renovation and replacement of
Renewal (351) | existing City structures and facilities subject
to the Council approved “Capital Asset
Renewal Reserve (CARR) Policy”.

$ 7,656,268

Revenues received from the sale of City-
Industrial Land | owned industrial or commercial land used to
(332) fund servicing costs, related debt payments
and new land purchases.

($ 7,585,300)

Total $ 9,718,378

Infrastructure Renewal, Growth, and City Building Reserve Funds are used to
accumulate approved transfers from operating for the purpose of funding initiatives
that support infrastructure life cycle or expansion. The total uncommitted balance
of these three reserve funds is $8.7 million (150, 156, and 159).

2016 Significant Discretionary Reserve Fund Transactions to Note:

e The City funded $17.1 million of tax supported capital costs in 2016 from
the tax supported capital reserve funds.

e The Capital Asset Renewal Reserve Fund (351) funded corporate energy
capital projects in the amount of $182,860, along with a corresponding
return related to these projects of $204,905. Total commitments at year-
end are $1.0 million for various City facility energy-retrofit projects.
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Industrial Land Reserve Fund (332)

The Industrial Land Reserve Fund is used primarily for the Hanlon Creek Business
Park development project. Costs associated with the project, including debt
carrying costs, are funded from business park land sales. Land sales have not
occurred at the pace expected, therefore the reserve fund is $6.9 million over-
drawn and has $739,681 of additional commitments approved to be spent.

In 2016 $795,295 of land sales were realized and contributed to the reserve fund
which was offset with $349,245 of debt servicing fees.

The City borrowed $10 million in 2009 in the form of a construction loan to fund the
development of the Hanlon Creek Business Park. The reserve fund deficit will grow
to an estimated $16.4 million by the end of 2017 when the principal repayment on
the five year debt issue is due in full. Council received a staff report in March 2017
for the Hanlon Creek Business Park Development Options which will assist in
addressing this cash flow pressure.

Miscellaneous Discretionary Reserve Funds are created when Council wishes to
earmark specific revenues to finance future expenditures for which it has the
authority to spend money, as outlined in the Municipal Act. This includes donations,
grants, special fees, or a percentage of in-year revenues. These funds are
transferred to a reserve fund so that they are available as required. Established
funding targets where appropriate for this grouping of reserve funds will be
presented as part of the policy to be included with the ‘Phase 2- Reserve Project’.
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Reserve Fund Description Smelnliiladse
Balance
Museum Related Monies received from private donations or
bequests that must be used for approved $ 132,850
(135, 136, 137) )
museum related expenditures.
Library Bequests Funds received from private donations $ 370 149
(138) used for approved library expenditures. ’
Landfill Allocation from tipping fees used to
Compensation compensate area residents for prolonged $ 79,958
(155) landfill operation.
Sleeman Centre Revenues from naming rights agreement
and ticket surcharge used to fund $ 85,046
(162, 189) -~ .
approved facility related expenditures.
Funds transferred in from the sale of road
Road Widening allowances and the rental of road $ 894 981
(331) allowance property and used to fund road ’
widening costs including land purchases.
Funds collected from ticket surcharge
River Run (340) used to pay for River Run Centre capital $ 73,279
repairs and maintenance.
Greenhouse Gas Monies f'rom grants (Green Power Action
& Greening Canada) used to fund $ 39,184
(352) . o
environmental initiatives.
Transportation One time grant from Provincial
Demand government used to fund transportation $ 23,296
Management (350) | projects.
Funds transferred in from operating and
Public Art (356) used to fund public art works or $ 151,102
community art projects.
IMICO Brownfield Approyed budgeted tran;fers frqm .
(357) operating u_se_d to fund site monitoring $ 3,868
and remediation work at IMICO.
Total $ 1,853,713

2016 Significant Reserve Fund Transactions to Note:

e The City funded $909,259 of tax supported capital costs in 2016 from the
Miscellaneous Discretionary Reserve Funds.

Non-Tax Supported

Departmental Capital Reserve Funds are used to accumulate approved transfers
from operating for the purpose of funding initiatives that support infrastructure life
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cycle or expansion. The total uncommitted balance of $65.4 million includes the
2016 year-end Wastewater and Courts surplus transfers.

Uncommitted
Balance

Courts Capital (120) $ 1,116,857
Water Capital (152) $ 29,959,842
Wastewater Capital (153) $ 33,035,821
Stormwater Capital (165) $ 9,989
Water DC Exemptions (353) $ 524,156

$

$

Reserve Fund

Wastewater DC Exemptions (354) 713,117

Total 65,359,782

2016 Significant Reserve Fund Transactions to Note:

e In 2014, the Water and Wastewater capital reserve funds loaned money
to the tax supported capital as a cost effective way to utilized internal
cash flow instead of issuing an external debenture. In 2016, the City
moved forward with the external debt issue and as a result, repaid $23
million of principle and $222,232 of interest costs to these reserve funds.

e The City funded $20.4 million of non-tax supported capital costs in 2016
from this grouping of reserve funds.

Consultations
Business Development & Enterprise Services

Corporate Administrative Plan
Overarching Goals

Financial Stability

Service Excellence

Service Area Operational Work Plans

Our Services - Municipal services that make lives better
Our Resources - A solid foundation for a growing city

Attachments
ATT-1 2016 Statement of Reserves and Reserve Funds

Report Author
Raquel Gurr, Senior Corporate Analyst Development Charges & Long Term Planning
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