b) Be initiated for the Land
Drainage Utility at a rate to be
recommended by
Administration
c) Not be charged to the Waste
Management Utility
2. That dividends not be paid by
the Waste Management Utility
3. The discussions of the April 5,
2011, Special City Council
meeting, regarding the key
utilities fiscal City Policy
considerations be reflected

Updated Utility Fiscal
Policy for Sanitary
Drainage and Land
Drainage
Recommendation:
That the Utility Committee recommend to
City Council:
That Policy C304C Drainage Services
Utility Fiscal Policy – Sanitary and Land
(Stormwater) Utilities, as outlined in
Attachment 1 of the May 6, 2011, Asset
Management and Public Works
Department report 2010PW6508REV2,
be approved.

Report
•

Report Summary
This report and attachments outline
an updated Utility Fiscal Policy for
Drainage Services that reflects the
directions provided by the Utility
Committee on February 18, 2011,
and motions from Special City
Council Meeting held April 5, 2011.
Previous Council/Committee Action
At the April 5, 2011, Special City
Council Meeting, Asset Management
and Public Works Department Report
2011PW4994 Approach to Review
Utility Fiscal Policies was presented
and the following motions were
passed:
That Administration return to the
May 6, 2011, Utility Committee
meeting, with draft utilities fiscal
City Policies which include, but are
not limited to the following:
1. That the local access fees:
a) Continue to be charged for
the Sanitary Drainage Utility

•

Utility Fiscal Policy C304B was
adopted by City Council in May
2006, dealing specifically with
Drainage Utilities. The 2009
Financial, Rate and Regulatory
Review conducted by HDR
Engineering, Inc. recommended
the review and revision of policy as
appropriate.
Attachment 2 provides a discussion
of the implications on the financial
indicators if the proposed policy is
approved. It also highlights the
rationale for the proposed changes.

Framework Used in Policy
Development
• The proposed policy is based on
Council’s direction regarding the
objectives for the Sanitary and
Land (Stormwater) Utilities as they
relate to Local Access Fees and
Dividends.
• The proposed policy reflects
summary discussion from the
February 18, 2011, Utility
Committee meeting regarding full
cost accounting, government
transfers, non-regulated activities
and “The Way Ahead.”
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Updated Utility Fiscal Policy for Sanitary Drainage and Land Drainage
•

The proposed policy incorporates
best practices identified by the
Government Finance Officers
Association, adapted for Utility
operations.

Policy
•

Policy C304C, Drainage Services
Business Plan and the Drainage
Master Plan that outlines the
strategic directions for the
Drainage Utilities and capital
investments necessary to meet
Council’s strategic goals and
regulatory requirements.

Corporate Outcomes
This Policy supports City Council’s
Strategic Plan “The Way Ahead” in
the following focus areas:
• Preserve and Sustain Edmonton’s
Environment
• Improve Edmonton’s Livability
• Ensure Edmonton’s Financial
Stability
• Transform Edmonton’s Urban Form
Budget/Financial Implications
•

•

•

Policy C304C provides direction for
the financial management of the
Sanitary and Land (Stormwater)
Utilities.
The determination of the customer
rate requirements will be a function
of policy application.
The ongoing financial performance
measurement of the Sanitary and
Land (Stormwater) Utilities will be
assessed against this policy.
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Justification of Recommendation
The recommended policy reflects
Council’s directions and provides
Administration with a formal framework
for financial decision making.
Attachments
1. Policy C304C Drainage Services
Utility Fiscal Policy
2. Implications of Proposed Policy
Changes on the Financial
Indicators

Attachment 1
Policy C304C Drainage Services Utility Fiscal Policy
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Attachment 2
Implications on Proposed Policy Changes on the Financial Indicators
Sanitary Drainage – Results based on 2010 actual
C304B
Target

Financial Indicators

C304C
Target

2010
Actual

N/A

yes

6%-12%

4%-10%

1.61%

1.3

1.3

1.3

50%-70%

< 60%

54%

N/A

10% of
non-rate
revenue +
working capital

N/A

100% of
average 10year capital to
be financed by
cash

$17M-$38M

100%
(60%-120% of
targeted FSR
balance +
targeted CRR
Balance

1. Rate sufficient to meet expenses
This was not a required indicator previously;
however, the rate charged has been sufficient as
well.

N/A

2. Return on rate base
Policy C304B calculates return on average equity
based on net income over retained earnings less
contributed assets. Proposed Policy C304C
calculates the return based on net plant assets,
which includes working capital and principal
shortfalls and gives acknowledgement to the cost
of capital. The proposed return on rate base
calculation reflects industry standard.

3. Debt Coverage Ratio
There is no change being proposed in the
calculation of the ratio, only that the target be
increased from 1.2 to 1.3 based upon
recommendation from the consultant.

4. Debt to Net Assets Ratio
Policy C304B calculates the percentage of current
year’s capital that is financed by debt. Proposed
Policy C304C calculates the percentage of all
existing non-contributed assets that have debt
outstanding. While it is beneficial to know the
current year’s financing mix; ultimately, it is the
overall mix that signals the financial health of the
Utility.

5. Financial Stabilization Reserve (FSR)
Policy C304C introduces the concept of a reserve
to set aside a portion of the accumulated surplus to
manage operational variability and to provide
flexibility in the financing mix of capital investments.

6. Capital Replacement Reserve (CRR)
Policy C304C introduces the concept that funds
should be set aside to ensure that cash is available
to meet the financing needs identified in the 10year Capital Investment Plan on an annual basis.

10%
non-rate
revenue +
working capital
($9,010)
100% of
average 10year capital to
be financed by
cash ($7,738)

7. Minimum Cash Balance
Instead of selecting the desired Cash Balance
within a dollar range, the indicator has been
adjusted to reflect the purpose for which minimum
cash balance is required. Proposed Policy C304C
recommends that this should be based upon
maintaining sufficient cash to meet the purpose
established for the two reserves.
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78.7%
(based on
60%)
$10,340

Attachment 2

Financial Indicators

C304B
Target

C304C
Target

2010
Actual

N/A

10 years

5 years

8%

0%-8%

8%

30%-40%

30%-40%

30%

8. Financial Planning
Policy C304B was silent on the provision of
pro-forma financial information although
typically, 5 years of financial indicators have
been provided as a part of the budget
process. Policy C304C proposed that the
information provided be extended to 10
years to provide early signals of potential
concerns.

9. Local Access Fees
Proposed Policy C304C was amended to
recognize Council’s direction that Local
Access Fees reflect a legitimate cost of
providing the Utility services. However,
Council also needs a mechanism by which
to vary the rate charged because of other
policy considerations. The inclusion of a
range allows that flexibility to meet different
needs.

10. Dividends
There is no change to Dividends in the
proposed Policy, other than providing a
caveat that the payment of Dividends
should be paid only when all the targets set
out in Financial Indicators are reached.
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Attachment 2
Land (Stormwater) Drainage – Results based on 2010 actual
C304B
Target

Financial Indicators

C304C
Target

2010
Actual

N/A

yes

6%-12%

4%-10%

9.7%

1.3

1.3

3.4

50%-70%

< 60%

70%

N/A

10% of
non-rate
revenue +
working capital

N/A

100% of
average 10year capital to
be financed by
cash

$17M-$38M

100%
(60%-120% of
targeted FSR
balance +
targeted CRR
Balance

1. Rate sufficient to meet expenses
This was not a required indicator previously;
however, the rate charged has been sufficient as
well.

N/A

2. Return on rate base
Policy C304B calculates return on average equity
based on net income over retained earnings less
contributed assets. Proposed Policy C304C
calculates the return based on net plant assets,
which includes working capital and principal
shortfalls and gives acknowledgement to the cost
of capital. The proposed return on rate base
calculation reflects industry standard.

3. Debt Coverage Ratio
There is no change being proposed in the
calculation of the ratio, only that the target be
increased from 1.2 to 1.3 based upon
recommendation from the consultant.

4. Debt to Net Assets Ratio
Policy C304B calculates the percentage of current
year’s capital that is financed by debt. Proposed
Policy C304C calculates the percentage of all
existing non-contributed assets that have debt
outstanding. While it is beneficial to know the
current year’s financing mix; ultimately, it is the
overall mix that signals the financial health of the
Utility.

5. Financial Stabilization Reserve (FSR)
Policy C304C introduces the concept of a reserve
to set aside a portion of the accumulated surplus to
manage operational variability and to provide
flexibility in the financing mix of capital investments.

6. Capital Replacement Reserve (CRR)
Policy C304C introduces the concept that funds
should be set aside to ensure that cash is available
to meet the financing needs identified in the 10year Capital Investment Plan on an annual basis.

10%
non-rate
revenue +
working capital
($1,884)
100% of
average 10year capital to
be financed by
cash ($7,225)

7. Minimum Cash Balance
Instead of selecting the desired Cash Balance
within a dollar range, the indicator has been
adjusted to reflect the purpose for which minimum
cash balance is required. Proposed Policy C304C
recommends that this should be based upon
maintaining sufficient cash to meet the purpose
established for the two reserves.
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313%
(based on
120%)
$29,774

Attachment 2

Financial Indicators

C304B
Target

C304C
Target

2010
Actual

N/A

10 years

5 years

8%

0%-8%

0%

30%-40%

30%-40%

0%

11. Financial Planning
Policy C304B was silent on the provision of
pro-forma financial information although
typically, 5 years of financial indicators have
been provided as a part of the budget
process. Policy C304C proposed that the
information provided be extended to 10
years to provide early signals of potential
concerns.

12. Local Access Fees
Proposed Policy C304C was amended to
recognize Council’s direction that Local
Access Fees reflect a legitimate cost of
providing the Utility services. However,
Council also needs a mechanism by which
to vary the rate charged because of other
policy considerations. The inclusion of a
range allows that flexibility to meet different
needs.

13. Dividends
There is no change to Dividends in the
proposed Policy, other than providing a
caveat that the payment of Dividends
should be paid only when all the targets set
out in Financial Indicators are reached.
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