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The Annual Report
provides information
regarding the use of
financial resources
entrusted to the City
of Edmonton for the
purpose of providing
municipal services
and infrastructure.

In addition to providing an overview of the City's 2018 financial performance and
position, thisreport describes significant fiscal policies, strategies and plans related
to financial control, accountability, long-term sustainability and risk management.

The 2018 Annual Report includes the City's consolidated financial statements
(financial statements), which have been prepared in accordance with Canadian
public sector accounting standards (PSAS). KPMG LLP has audited the City's
financial statements and provided an Independent Auditor’s Report. The financial
statements and auditor's report satisfy the legislative reporting requirement set
outinthe Municipal Government Act (MGA) of Alberta.

The following financial statement discussion and analysis should be read in
conjunction with the financial statements. Both have been prepared by, and are
theresponsibility of, the City of Edmonton's leadership team. A five year statistical
review of key information has also been provided.
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2018 FINANCIAL
HIGHLIGHTS

The City ended the 2018 year with a $2.4 million operating deficit

for general government (tax-supported) operations relative to the
overall expense budget. The deficitis primarily a result of external
factors that were beyond the City’s control; lower than budgeted gas
franchise fees, lower grantsinlieu of taxes fromthe Province and
higher fuel costs as aresult of price increases. The City became aware
of these factors during the year and was able to proactively manage
coststo offset the unfavourable financialimpacts of these external
factors. As aresult, the City ended the year with a tax-supported
deficit of $2.4 million. This is equal to negative 0.1per cent of budgeted
tax-supported expenses, the lowest percentage variancein the last
tenyears.

The final year of the City's four-year capital budget for 2015-2018
saw continuedinvestment in major capitalinitiatives, including
new and upgraded libraries, a police campus, bus fleet replacement
and refurbishment, and recreation facility renewals and upgrades.
The 2015-2018 capital budget also allocated funding to construct
new transportation assets such as LRT expansion projects, a
transit garage, and roads and bridges. The previous capital budget
also included funding for infrastructure reconstruction, such as
streetscapes and sidewalks, as part of the neighbourhood renewal
program.

In 2018, the City continued to execute its business plan and budget.
The 2018 operating budget saw a property taxincrease of 3.2 per
cent topay for civic programs, including 1.4 per cent dedicated to
fund neighbourhood renewal, 1.0 per cent dedicated to the Edmonton
Police Service, and 0.6 per cent dedicated to fund the Valley Line LRT,
in alignment with City Council's (Council) priorities.

InDecember 2018, City Council approved new four-year operating
and capital budgets for 2019-2022, aligning the City's multi-year
operating and capital budgets for the first time. The 2019-2022
capital budget balances investmentsininfrastructure that are
required to keep existing City assets in good repair with the financial
support required to address the City's ongoing growth needs.

The 2019-2022 operating budget is influenced by economic forecasts
that predict slow-to-moderate growthin Edmonton as Alberta
recovers fromthe 2015-16 recession. The City endeavours to balance
affordable taxes and reasonable user fees with achieving program
results, maintaining services for the general public, and balancing the
interests and values of the public.

With an overall accumulated surplus of $14,296.5 million, the City's
financial position is healthy. The City will continue to monitor its
financial performance and the broader economy, and willimplement
strategies to address growth and increased service demand through
the multi-year budget process. These challenges are expanded upon
inthe Long-Term Sustainability section of this discussion.
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THE CITY MAINTAINS A HEALTHY ACCUMULATED
SURPLUS BALANCE DUE TO ITS CONTINUED
INVESTMENTS IN EDMONTON'S INFRASTRUCTURE,
ITS GROWINGINVESTMENT IN EPCOR AND THE
ACCUMULATION OF ANNUAL EXCESS OF REVENUES

OVER EXPENSES.

FINANCIAL
POSITION

Consolidated Statement of Financial Position

(millions of )

2018 2017 2016 2015 2014
Financial Assets S 7,237.7 S 6,791.5 S 5,715.8 S 5,325.2 S 5,061.7
Liahilities 4,699.5 43344 46527 42441 4,010.4
Net Financial Assets S 2,538.2 S 24571 S 10631 S 10811 S 1,051.3
Non-Financial Assets 11,7583 10,842.2 13,638.9 12,666.6 11,841.0
Accumulated Surplus S 14,296.5 S 13,299.3 S 14,702.0 S 13,7471.7 S 12,892.3

The City ended the year in a strong financial position with net financial
assets of $2,538.2 million, an overallincrease of $81.1million compared
to 2017. The primary components of the net financial asset balance

are the City'sinvestment of $3,749.1million in the EPCOR subsidiary,
investments of $1,872.3 million, cash and cash equivalents of $852.0
million, and long-term debt of $3,046.2 million. Net financial assets have
grown steadily since 2014 due to anincrease in the City'sinvestment
holdings and the City's investment in EPCOR, resulting in a healthy and
stable net financial asset position.

The City's non-financial assets at the end of 2018 were $11,758.3 million,
anoverallincrease of $916.1million compared to 2017. Non-financial
assets are comprised primarily of tangible capital assets such as
buildings, roadways, and vehicles that are valued at $11,687.0 million.
The City's non-financial assets have grown over the last five years due
to continued investments ininfrastructure; these investments include
the construction of new infrastructure to meet the needs of a growing
population and repairs to existing infrastructure to maintain the service
standards that Edmontonians expect. The ability to build and maintain
infrastructure assets ensures that Edmonton can provide services and
remain an attractive and cost-effective place to live and do business.

Accumulated surplus is anindicator of the City's overall financial health
that reflects the net economic resources the City has built up over

time. The City ended 2018 with a total accumulated surplus of $14,296.5
million, anincrease of 7.5 per cent compared to prior year. This surplus
includes the City's equity in tangible capital assets, investments in

the EPCOR subsidiary and Ed-Tel Endowment Fund, and a number of
reserves, including the Financial Stabilization Reserve. The City maintains
ahealthy accumulated surplus balance due toits continued investments
inEdmonton'sinfrastructure, its growing investment in EPCOR and the
accumulation of annual excess of revenues over expenses.

In 2017, City Council approved the transfer of the net assets and
operations of the City's Drainage Utility to EPCOR, effective September 1,
2017. This transfer resultedin a decrease in the City's net financial assets,
non-financial assets, and accumulated surplusin that year. In 2018, the
City's financial position returned to the growth trend seen prior to the
Drainage Utility transfer in 2017.

Refer to the Statistical Review section of the annual financial report for
additional trending and other statistical data.

The significant balances and changes in financial position are discussed in
the following sections.
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FINANCIAL ASSETS

The financial assets-to-liabilities ratio is used to assess the
sustainability of the City's financial position. A result lower than
oneindicates that future revenues willbe required to pay for past
transactions and events. A result higher than one indicates that
financial resources that can pay for future operations are available in
the present. The City's financial assets to liabilities ratio over the past
five years hasremained greater than one.

Financial Assets to Liabilities

2.00
1.80
1.60
140
1.20
1.26 1.25 1.23 157 154 100
2014 2015 2016 2017 2018
CASH

The City's cash positionincludes both cash and cash equivalents such

as temporary investments. In 2018, the City's cash positionincreased

to $852.0 million from $436.3 millionin 2017, an overallincrease of
S415.7 million. The change is due to the timing differences between
expenditures and funding sources andis consistent with the decrease
intrade and other receivables and the increase in both accounts payable
and accrued liabilities. In 2018, the cash and cash equivalents used to
finance some 2017 capital expenditures as aninterim measure were
partially replenished through borrowing and through capital government
transfers paid to the City by other orders of government.

CashFlows
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THE OBJECTIVE OF THE CITY INVESTMENT POLICY IS
TO PRESERVE THE PRINCIPAL INVESTMENT AMOUNT
AND MAXIMIZE INVESTMENT RETURNS WITHIN AN
ACCEPTABLE AND PRUDENT LEVEL OF RISK.

The Consolidated Statement of Cash Flows summarizes the sources
and uses of cash by the City in 2018. During the year, the City raised
$1,289.2 million from operations and $133.9 million from net financing
activities. The City spent $1,285.7 million to acquire tangible capital
assets, net of proceeds on disposal, and generated $278.3 millionin
cash throughinvesting activities, including a dividend from the EPCOR
subsidiary of $166.0 million during the year.

RECEIVABLES

Receivablesinclude amounts owed to the City related to the following
categories: trade and other; localimprovements; and taxes and
government transfers. The 2018 receivables balance of $482.9 million
decreased by $53.6 million from the prior year balance of $536.5
million. Trade and other, localimprovement and taxes receivables
decreased by $36.1million due to normal operating fluctuations.
Government grant receivables decreased by anet $17.5 million
compared to prior years as aresult of timing differences between
expenditures related to the Valley Line LRT Southeast project and
reimbursement of those expenditures through grant funding. From
2016 t0 2018, design and construction work on the Valley Line LRT
Southeast project has progressed. At the end of 2017, the City

was owed $96.7 million in grant funding through the Green Transit
Incentives Program for eligible expendituresincurred for the Valley
Line project during the year, and these funds were receivedin 2018.
Currently, the City is owed $82.7 million from the P3 Canada Fund for
expenditures incurred for the Valley Line LRT Southeast project from
2016 to the end of 2018. The P3 Canada Fund grant will be paid to the
City upon service commencement of the Valley Line LRT Southeast
project at the end of 2020. As aresult, the grant receivable amount will
grow inline with eligible expenditures until that time. Details on federal
and provincial government transfers are provided in Note 18 to the
financial statements.

INVESTMENTS

Allinvestments held by the City must comply with the MGA, the Major
Cities Investment Regulation, and the City's internalinvestment policy.
The objective of the Council-approved investment policy, as overseen
by the Investment Committee, is to preserve the principal investment
amount and maximize investment returns within an acceptable and
prudent level of risk. Asset mix is determined based oninvestment
earnings objectives, investment time horizon, and level of risk
tolerance.

The Investment Committee'sroleis to oversee the City'sinvestments.
Members are selected to bring bothinvestment and business expertise
to the Committee. By monitoring the City's investment program and
implementing changes as necessary, the Committee ensures that the
funds are well positioned and appropriately invested in a manner that
meets their objectives.

2018 Performance vs Benchmark

3.0%

4444444444 1.0%

.......... 0.0%

...... . -0.5% -1.0%

...... -1.0% -2.0%

’ -2.4% -3.0%

-3.0% 409
EdTel Balanced Short-Term Money Market

Endowment Fund Fund Bond Fund Fund

2018 Benchmark

Included ininvestments of $1,872.3 million are amounts held as cash,
amounts (payable) receivable, fixed income, common and preferred
shares, pooledinfrastructure funds, and other investments. These
investments are held within the Money Market Fund, Short-Term Bond
Fund, the Balance Fund and the Ed Tel Endowment Fund.

The Money Market Fund ensures that sufficient cash and liquid assets
are available to cover the City's short-term obligations. As such, the fund
is solely invested in money market securities with time horizons of one
year or less, depending on the City's forecast of commitments.

The Short-Term Bond Fund s aninvestment vehicle for working capital
thatis not currently needed to fund City operations but will be needed
inless than five years. Therefore, the fund holds fixed income securities
with aninvestment horizon of less than five years.

The Balanced Fundis along-terminvestment vehicle to fund capital ona
pay-as-you-go basis. Because it has alonger-term investment horizon
of greater than five years, it has arisk tolerance that permits owning
equities.
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The largest of the City investment funds is the Ed Tel Endowment Fund,
establishedin 1995, with the investment of $465.0 millionin proceeds
from the sale of the municipal telephone utility. The Ed Tel Endowment
Fund provides a source of income in perpetuity while ensuring that the
real purchasing power of the originalinvestment is maintained. Similar
to the Balance Fund, the Ed Tel Endowment Fund has alonger-term
investment horizon and a level of risk tolerance that permits owning
equities. City Bylaw 11713 establishes the formula under which earnings
from this fund can be applied to fund City operations.

Since 1995, the Ed Tel Endowment fund has contributed $784.1million
to the City. In 2018, the fund contributed $46.0 millionin dividends to
the City, including a $9.2 million special dividend that was approved by
City Council on December 6,2017.In accordance with Bylaw 11713, City
Councilmay authorize a special dividend payment when the market
value of the fund is more than 15 per cent above the inflation adjusted
principal. At June 30,2018, the market value of the Ed Tel Endowment
Fund was 17.6 per cent above theinflation adjusted principal. On
September 4, 2018, City Council approved a special dividend from the Ed
TelEndowment fundin the amount of $9.7 million to be paidin 2019. The
special dividend will fund capital projects, in alignment with the City's
budget strategy of redirecting investment earnings to capital.

Performance of the City’s investment funds ranged from negative 3.0
per cent (Ed Tel Endowment Fund) to 2.0 per cent (Short-Term Bond
Fund), depending on each fund's asset mix. In contrast to the strong
performance seen during the two previous years, equity markets
around the world declinedin 2018. Considerable political uncertainty,
rising interest rates and a slowing global economic expansion were

key factorsin the negative returns seenin foreign equity markets
throughout the year. Canadian equities experienced negative returns
of 8.9 per cent during the year, given an uncertain growth outlook

and ongoing weakness in the price of oil and the Canadian dollar. The
price of oil and the Canadian dollar fell by 25 per cent and 8 per cent
respectively, marking the first time since the financial crisis in 2008 that
allmajor equity markets posted negative returns. As aresult, the Ed Tel
Endowment Fund and Balance Fund, both of which are invested in equity
marketsinaccordance with the City'sinvestment policy, saw returns
below their respective benchmarks. By contrast, the Money Market
Fund and Short Term Bond Fund, which are investedin less risky fixed
income securities, performed in line with or above benchmarks. The

Ed Tel Endowment Fund ended 2018 with aninvestment book value of
$825.0 million, compared to a market value of $787.6 million.

Overall, the market value of the City'sinvestment portfolio at year end
was $1,804.2 million, 3.6 per cent below the investment cost. Forecasts
indicate positive returnsin equity marketsin 2019 and over the longer
term. The City considers the decline in the value of its investments to be
temporary in nature.

More detailed information about the investment performance and
benchmarks are available in the 2018 Investment Committee Annual
Report on the City of Edmonton's website.
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The City'sinvestment custodian, State Street Trust Company, is
responsible for the safekeeping of the City's investments. The City
selected State Street Trust Company was selected asitsinvestment
custodianin 2008.1n 2018, the City reviewed its banking and investment
custodian services and State Street Trust Company was retained as the
City'sinvestment custodian. The City undertakes areview of banking
and custody services on a periodic basis.

The City established the Sinking Fund so that monies could be regularly
set aside for the eventual redemption of various public debentureissues
(borrowings). The last outstanding debenture issue of $100.0 million
maturedin 2018 and the related Sinking Fund assets were sold to repay
the remaining outstanding debentures. At the end of 2018, the Sinking
Fund has noremaining assets and there are no longer any outstanding
public debentureissues.

Additionalinvestments are managed for trust assets under
administration’s control, including City sponsored pension plansand a
long-term disability benefit plan funded by employees. Consistent with
public sector reporting standards, trust assets that are not owned by
the City are excluded from the reporting entity. Note 21to the financial
statements provides summary disclosures with respect to trust assets
under City administration.

INVESTMENT IN EPCOR

EPCOR builds, owns and operates electrical, natural gas and water
transmission and distribution networks, as well as water and
wastewater treatment facilities, sanitary and stormwater systems, and
infrastructurein Canada and the United States. EPCOR also provides
electricity, natural gas and water products and services to residential
and commercial customers.

The City applies amodified equity method of accounting and reporting
for EPCOR, a wholly owned subsidiary, as a government business
enterprise. EPCOR's management has prepared their 2018 consolidated
financial statementsin accordance with International Financial Reporting
Standards (IFRS).EPCOR's accounting principles are not adjusted to
conform to those used by the City as alocal government; therefore,
inter-organizational transactions and balances are not eliminated.

In2018, the City'sinvestmentin EPCOR increased to $3,749.1million from
$3,560.9 millionin 2017, a net increase of $188.2 million. The net increase
is due to EPCOR's reported net income of $295.2 million for 2018 and
other equity adjustments of $59.0 million, offset by a dividend of $166.0
million paid to the City. Summary financial information for EPCOR is
included in Note 20 to the financial statements.

Additional detail on EPCOR'’s strategies, financial performance and
health, and significant events that occurredin 2018 are discussedin
EPCOR'’s 2018 Annual Report, whichis available on the company's
website.
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LIABILITIES

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities isinclude the categories of trade
and other, developer obligations, payroll and remittances and accrued
interest amounts owing. The balance of $867.7 million at year-end has
increased over the prior year balance of $771.2 million by $96.5 million.

The trade and other category has increased by $83.0 million due to
timing differences in the payment of outstanding invoices over prior
year and an overallincrease in capital expenditures compared to prior
years. In particular, there was a $50.2 millionincrease in the P3 service
commencement liability to be paidin 2020 to TransEd (the P3 partner)
upon service commencement of the Valley Line LRT Southeast.

The liability increases annually until final payment upon service
commencement based on percentage of project completion.

Developer obligations have increased by $31.0 million over prior year
asaresult of significant land development projects that beganin 2018.
Thisresultedinanincrease inrelated developer payments being held
pending fulfillment of requirements set out inland development service
agreements.

Payrolland remittance liabilities have decreased by $18.1million over
the prior year. Amajority of this variance is related to timing differences
in the payment of payroll deduction amounts that are collected by the
City and owed to the Receiver General at the end of the year compared
toprior years. The variance was partially offset by anincrease asaresult
of asalary accrual for a contract agreement that expired and wasin
negotiations at the end of 2018.

The remainder of the variance was within accrued interest. Information
on the composition of the accounts payable and accrued liability balance
isprovidedin Note 7 to the financial statements.

DEFERRED REVENUE

Deferredrevenueis largely made up of government transfers provided
tofund operating and capital expenditures. The use of these revenues s
externally restricted until used for the purposesintended. The deferred
revenue balance of $493.2 millionincreased by $120.1million from the
prior year balance of $373.1million. Thisincrease s attributed to the
new provincial Climate Leadership Plan Grant for the Valley Line LRT
and Municipal Sustainability Initiative (MSI) grant proceeds received
inadvance of eligible expenditures. Additional details about balances
and changesin deferred revenue are included in Note 8 to the financial
statements.

LONG-TERM DEBT

The City uses debt to finance capital expenses under the principles and
limits established by the City's Debt Management Fiscal Policy (DMFP).
The policy supports the City's long-term capital plans and strategies
while maintaining long-term financial affordability, flexibility and
sustainability. The policy also provides for approval of multi-year debt
guidelines with a corresponding debt repayment funding strategy, and
added flexibility for the application of funds used for debt servicing once
debtisretired.

The City has three main types of long term debt obligations: tax-
supported debt funded by tax levy, self-supporting tax-guaranteed debt
funded through dedicated non-tax levy revenues, and self-liquidating
debt funded through programs that are self-sustaining, such as the
Waste Services Utility, the Blatchford Redevelopment Project and local
improvements. As self-supporting tax-guaranteed debt is guaranteed
by the tax levy, itis classified as tax-supported debt. Tax-supported debt
alsoincludes the City's long term obligation related toits public-private
partnership (P3) with TransEd for the construction of the Valley Line LRT
Southeast (P3 term debt).

The City's policies and strategies with respect to debt management

are documentedin a Debt White Paper that is available on the City of
Edmonton's website. The Debt White Paper discusses the City's use

of debt financing to optimize resources dedicated to the acquisition,
creation, and rehabilitation of infrastructure.

Since 1993, borrowing completed by the City has generally beenin

the form of amortizing debenturesin Canadian dollars administered
through the Alberta Capital Finance Authority (ACFA), using the debt
rating of the Government of Alberta and combined borrowing volumes
across Alberta. Interest rates are established at the time of borrowing
and remain constant throughout the term of the debenture, eliminating
therisk associated with fluctuating interest rates. Repayments are
made annually or semi-annually. The City continued to benefit from low
interest rates for new borrowing during the year, with ranges as follows:

Borrowing Terms and Interest Rates

Term Interest Rates
5year S ..................................................... 2130“0292/ .
wyears ................................................... 253 /Oto 320/0 .
15 year S ................................................... 2 770“0336/ .
zoye ars .................................................. 292“0345/0 .
25ye ars .................................................. 3000“0351/ .
30years .................................................. 3164‘(0353/0 .
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THE CITY USES DEBT TO FINANCE CAPITAL
EXPENSES UNDER THE PRINCIPLES AND LIMITS
ESTABLISHED BY THE CITY'S DEBT MANAGEMENT

FISCAL POLICY (DMFP),

Debt Schedule
(millions of S)

Tax-Supported Self-Liquidating Total Debt (net)
Opening S 2,381.3 S 530.8 S 29121
Borrowings 228.0 48.0 276.0
Increase in P3 term debt 99.8 99.8
Principal Payments (114.0) (127.7) (241.7)
Ending S 2,595.1 S 451.1 S 3,046.2

The City's net long-term debt was $3,046.2 million at December 31,2018,
anincrease of $134.1million (4.6 per cent) compared to the 2017 balance.
Long-term debt is comprised of debentures, mortgages and the P3 term
debt. The gross amount of debentures, mortgages payable and P3 term
debt of $3,664.1million s offset by $617.9 millionin amounts receivable
from EPCOR. The amount receivable from EPCOR is for debentures
issuedin the name of the City onbehalf of EPCOR relating to the Gold Bar
Wastewater Treatment Facility (transferred to EPCOR in 2009) and the
Drainage Utility (transferred to EPCORin 2017).

Of the total net long-term debt of $3,046.2 million, $2,595.1million s
tax-supported and $451.1millioniis self-liquidating. Tax-supported debt
includes $188.7 million of P3 term debt related to the portion of deferred
capital costs owing to TransEd from 2020 to 2050 for the construction of
the Valley Line LRT Southeast. Term debt is based on the percentage of
project completion as of December 31,2018.

During the year, the City added a total of $276.0 million through new
debenture borrowings and mortgages; $228.0 million is considered
tax-supported and $48.0 million is considered self-liquidating.
Self-liquidating borrowings during the year include $17.6 million for

the Blatchford Redevelopment Project, $16.1million for the Waste
Services Utility, and $14.3 million related to local improvement projects.

Tax-supported debt was borrowed to finance various capital projects,
including the Northwest Police Campus construction, land acquisition
for the Valley Line West LRT Line, Blatchford District Energy System,
revitalization of the Stanley A. Milner Library, Walterdale Bridge and
construction of the Kathleen Andrews Transit Garage.

Debt principal repayments of $241.7 million were made during the year,
comprising $114.0 million for tax-supported debt and $127.7 million for
self-liquidating debt.

The City of Edmontonis subject to limits of total debt and debt servicing
by the MGA, RSA 2000, c M-26. The MGA Debt Limit Regulation AR
255/2000 stipulates that the City's total debt limit is two times the
revenue of the municipality, and that debt servicing costs is limited

to 35 per cent the revenue of the municipality. The revenue for the
purposes of this calculationis the consolidated revenue of the City less
capital government transfers and contributed tangible capital assets
and excludes revenue from EPCOR. Debt servicing, for the purposes of
calculating the MGA debt servicing limit, is the amount of principal and
interest for the subsequent year relating to debt in place at the end of the
year reported.
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Debt and Debt Service Limits - MGA

(millions of S)

2018 2017 2016 2015 2014
Debt limit S 5,587.4 5649.4 5627.4 5556.1 5139.1
Debt limit used S 3,046.2 29121 S 3,339.0 3,033.2 2,895.7
Percentage used (%) 54.5 51.5 59.3 54.6 56.4
Debt service limit S 9717.8 988.6 984.8 9723 899.3
Debt service limit used S 284.3 264.6 341.0 285.8 319.4
Percentage used (%) 29.1 268 346 29.4 355

The City's debt levelin comparison the MGA debt limit provides a measure
of the future revenue required to pay for capital financed through debt
inthe past. The City's level of debt is well below the legislated limit
establishedinthe MGA and has beenrelatively stable. Over the past five
years, the debt limit has ranged from 51.5 per cent to 59.3 per cent of
the established debt limit, indicating the City holds a sustainable level of
debt. Debt has been used strategically to move priority capital projects
ahead and to capitalize onlow interest rates. The City's debt servicing in
comparison the MGA debt servicing limitsindicates the extent to which
past borrowing decisions constrain the City's ability to meet its financial
and service commitmentsin the present. The City’s debt servicing limits
over the past five years have remained well below the established limit.

Debtis further restricted through the City's DMFP, which limits total debt
servicing to 22 per cent of City revenues, and tax-supported debt to 15
per cent of annual tax-supported revenues. In monitoring compliance
with the DMFP, debt servicing is defined as debt principal and interest
paidinthe year. The City DMFP debt servicing limits are below the limits
establishedinthe MGA. The percentage of the debt servicing limit used
for purposes of the DMFP increasedin 2017 due to the final repayment of
$60.0 million of short-term borrowing. The City undertook short-term
borrowing to finance fast-tracked capital expenditures for projects with
approved funding through Municipal Sustainability Initiative grants and
the provincial fuel tax.

Debt Service Limits - DMFP

(millions of S)

2018 2017 2016 2015 2014
Total debt service limit S 614.6 6214 619.0 6112 567.0
Debt service limit used S 269.7 3330 262.0 3043 2994
Percentage used (%) 439 53.6 423 498 52.8
Tax-supported debt service limit 380.0 361.9 348.6 331.0 3101
Debt service limit used S 219.0 2641 170.8 2188 2153
Percentage used (%) 57.6 73.0 49.0 66.1 69.4
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MGA DEBT LIMIT
USED BY THE CITY
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NON-FINANCIAL ASSETS

TANGIBLE CAPITAL ASSETS

Tangible capital assets are managed and held for usein the
production or supply of goods and services, for rental to others,

for administrative purposes or for development, construction,
maintenance or repair of other tangible capital assets. The economic
lives of these assets extend beyond a year and are not for salein the
ordinary course of operations.

Tangible capital assets of $11,687.0 million have increased by

8.9 per cent compared to the 2017 balance of $10,728.0 million. The
netincrease of $959.0 millionis a result of acquisitions of tangible
capital assets of $1,290.5 million, contributions of tangible capital
assets of $203.9 million and reclassification of $47.4 millionin Other
assets to Tangible capital assets, related to transfer of the EXPO
Center and Northlands Coliseum to the City as discussed further
below. This increase was partially offset by annual amortization of
$533.7 million and disposals and transfers of assets with anet book
value of S49.1million.

OnDecember 5,2017, City Council approved the termination and
release of the EXPO Center loan agreement between the City and
Northlands, effective January 1,2018. A Staged Surrender Agreement
was also approved by City Council transferring ownership of the
EXPO Center and Northlands Coliseum to the City, effective January
1,2018, and Northlands Park later in 2018. During the year, the City
forgave the EXPO Center loan agreement, previously classified

as Advances secured by tangible capital assets within Other

assets, in consideration for the EXPO Center, Northlands Coliseum
and Northlands Park. The outstanding amount of the advance of
S47.4 million was reclassified to tangible capital assets. Contributed
tangible capital assets of $82.5 million were recognized for the
remaining value of the EXPO Center, Northlands Coliseum and
Northlands Park based on the estimated fair market value onthe
date of the asset transfer.

Tangible capital assets placed in service were primarily in the asset
categories of buildings and roadways. Schedule 1- Consolidated
Schedule of Tangible Capital Assets to the financial statements
provides a continuity schedule for the asset cost and related
accumulated amortization for each significant asset type.

City Council approved the 2015-2018 capital budget in December
2014. During the fourth and final year of the 2015-2018 capital
budget, capital spending during the year focused on key growth
projects andinfrastructure maintenance. The capital additions and
contributions of $1,541.8 million in 2018, compared to $1,355.5 million

in 2017, shows the City's continued commitment to investing in
city infrastructure to accommodate both growth and renewal.

The capital additions of $1,290.5 millionin 2018 were the largest

in comparison to any previous year inrecent history. Roadways
continue to be the largest asset category with anet book value of
$4,139.7 million. These are followed by buildings and land for future
municipal purposes, with a net book values of $1,923.7 million and
$1,621.6 million, respectively.

Net Book Value of Tangible Capital Assets by Category
(millions of S)

$4,000
$3,500
$3,000
$2,500
$2,000
$1,500
$1,000
$500
S0

pueq
sjuawaAolduw)
pueq

s3ulpiing
S3PIYAA
juawdinba pue
A1auiydep
waysAs Aempeoy
ysueay el y3i
21seM
waisAssng
1330
10132NJISU0D
19pUN 51355y

In 2018, the City made progress on significant capital projects such
as the neighbourhood renewal program, roadway systems across
the City, construction of the Kathleen Andrews transit garage,
Northwest Police Campus, Stanley A. Milner Library and the Valley
Line LRT Southeast.

RESERVES

The City's Council-approvedreserve policy, City Policy C217D
Reserve and Equity Accounts, directs the establishment of and
processes related to reserves. Establishing reserves and transferring
funds to and fromreserves requires Council's approval.

Inaccordance with the City Policy C217D, the City completed areview
of reservesin 2018. This review is completed at minimum once every
three years and ensures that City reserves continue to support the
City's financial goals and serve the highest priority needs of the City
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anditsresidents. As aresult of the 2018 review, City Council approved
the establishment of several new reserves that are described as follows:

— The Sanitary Servicing Strategy Fund (SSSF) Reserve manages the
fundsrelated to the SSSF program. The SSSF is a mechanism that
combines the resources of developers, the new home construction
industry and EPCOR Drainage to fund the construction of major
sanitary trunks to service growth within the city and innew
development areas.

— TheDeveloper Recoveries Reserve manages recoveries from
external developers to reimburse the City for cost-shareable front-
end construction costs for development where the City was the
initial developer.

— ThePay-As-You-Go Capital Reserves manage tax-levy and other
operating sources for capital project funding.

The SSSF, Developer Recoveries and Pay-As-You-Go capital funds
were previously recorded to Advances for construction within the
Accumulated surplus. The City formally established these capital
funds asreserves to increase transparency for users of the financial
information, including City Council. The reallocation of these funds
from Advances for construction to Reserves has resulted in an overall
increase in the Reserve balance and a corresponding decrease in
Advances for construction compared to prior year. Through the reserves
review, City Council formally closed the Aggregate Site Development
and Land Reclamation Reserve due to changes in business operations.
The generalreserve policy and balances are monitored on an ongoing
basis, with the next formal review planned for 2021.

In 2018, City Council approved City Policy C604, Edmonton Police
Services (EPS) Funding Formula. This funding formula will provide
funding certainty to allow for long-term budgeting and workforce
planning. Inline with the funding formula, City Council also approved the
establishment of an EPS Reserve fund through City Policy C605 to allow
for the management of police operational surpluses and deficits over
thelong term. One hundred per cent of any annual EPS operating surplus
willbe placedinthereserve, and 100 per cent of any annual operating
deficit willbe drawn from the reserve. Thereserve willalso fund the EPS
operating and capital requirements in adherence with the relatedreserve
policy. Further discussion of the funding formula and reserve s provided
forin the Financial Control and Accountability section.
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A schedule of reserves has been provided in Note 15 to the financial
statements. The reserve balance of $721.8 million at the end of 2018 has
increased by $287.8 million over the prior year balance of $434.0 million.
As previously mentioned, the netincrease was primarily the result of
$257.4 millionin new reserves approved as part of the 2018 Reserves
Review, where balances were previously included as Advances for
construction within the Accumulated surplus. The overall reserve
balanceincludes reserves of the City of Edmonton Library Board,
Edmonton Economic Development Corporation, Non-Profit Housing
Corporation, and Fort Edmonton Management Company, as approved by
their respective Boards.

Financial Stabilization Reserve

(millions of S)
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The Financial Stabilization Reserve (FSR) was established in 1997 to
provide flexibility in addressing financial risks associated with revenue
instability and emergent financial issues, and to ensure the orderly
provision of services to citizens. The appropriated balance of the
reserverepresents funds that have been set aside by City Council to
fund future commitments. The FSRis uncommitted and provides the
City with flexibility to address significant emergent financial issues.
Thereserveisnotintended to be used to stabilize future tax rate
increases. City policy establishes that the FSR must have a minimum
balance of 5 per cent with a target balance of 8.3 per cent of current
general government expenses (excluding non-cash amortization). Any
annual general government surplus would be applied to thereservein
the subsequent year. Any annual tax-supported deficit would draw on
thereserve.

In 2018, Administration conducted arisk-based review of the FSR
asrequired by City Policy C217D Reserve and Equity Accounts, and
concluded that the respective minimum and target balances of 5 per
centand 8.3 per cent of current general government expenses
(excluding non-cash amortization) were appropriate.
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The policy requires that arisk-based review of the FSR be completed
every three years to ensure the sufficiency of the minimum and
target percentages.

As of December 31,2018, the FSR balance is $130.3 million. During the
year, the general government surplus from 2017 of $31.2 million was
transferred to the reserve, $13.6 million net funding was transferred
to the appropriated balance to fund future project expenses, and
$12.5million was transferred to the Planning and Development
Reserve (previously referred to as Current Planning Reserve)to
replenish the funds that had previously been transferred from the
reserve to support tax-supported operations. The City will draw

S7.6 million from the FSRin 2019 to offset the 2018 tax-supported
operating deficit of $2.4 million and to fund $5.2 millionin 2018
operating projects that were not completed by year-end and that
have outstanding commitmentsin 2019, as approved by City Council.
During the 2019-2022 budget deliberations, Council approved a
tax-smoothing strategy that will see $25.4 million drawn from the
FSR from 2019-2021to fund operating expenditures, with a full
repayment back tothereservein 2022. As part of the strategy,

S7.4 million will be drawn from the reserve in 2019,

The City's general reserve procedures do not allow for the FSR to be
used to offset or stabilize tax-levy increases on a permanent basis.
However, the FSR can be used to smooth tax rate increases over a
budget cycleif the funds are eventually replenished. After reflecting
the approved transactions noted above, the reserve balance of
S$115.2 million will exceed the minimum level as set in City Policy
C217D--currently $113.4 million--but will be below the target level of
$188.2 million.

The appropriated balance as of December 31,2018 is $68.1million.
Throughout 2018, City Council approved $28.9 millionin funding
from the appropriated balance to fund future project expenses, and
$37.6 million was withdrawn to fund expenses. Amounts within the
appropriated FSR of $8.3 million were released back to the FSR as
the funding was no longer required.

Asof December 31,2018, the City had six reserves that were in deficit
balances. The City maintains reserves that are used to accommodate
differences between expenses and related funding sources. These
include the Neighbourhood Renewal, Interim Financing, Community
Revitalization Levy and Brownfield Redevelopment Reserves. In
accordance with City Policy C217D Reserve and Equity Accounts,
reserves that are expected to have deficit balances will only be
established if future funding to offset the deficit balance has been
identified at the time of the reserve's creation. Areview of the City's
deficit reserve balances wasincluded as part of the 2018 Reserves
Review and confirmed that all reserves are performing consistent
with long-term plans, with existing shortfalls to be recovered
through future funding sources.

2018 AnnualReport | CITY OF EDMONTON

37



38

Financial Statement Discussion and Analysis

FINANCIAL
OPERATIONS

The Consolidated Statement of Operations and Accumulated Surplus outlines revenues
earned by the City and their application (expenses) to provide municipal services.

Consolidated Statement of Operations

(milions of S) 2018 2016 2015 2014
Actual Actual Actual Actual Actual

Operating Revenues S 3,050.3 S 3,023.8 S 3,043.2 S 2,926.4 S 26748

(Capital Revenues 9418 758.7 636.9 487.7

Operating Expenses 3,029.4 2,956.1 2,836.6 2,764.0 2,604.8

Excess of Revenues

over Expenses S 962.7 S S 965.3 S 799.3 S 557.7

Consolidated revenues exceed expenses for the year by $962.7 million
after accounting for government transfers for capital, contributed
tangible capital assets, developer and customer contributions for
capital and localimprovements. Operating revenues have remained
fairly consistent, with amajority of revenue coming from property
taxes, user fees and the City's growing investment in EPCOR. Capital
revenues vary from year to year based on fluctuations in development
activities and timing of significant capital projects. Expenses over

the past five yearsreflect the demand for additional services and
infrastructure that comes with a growing population. Tax-supported
expenses have beenincreasing with the growth in taxable property
assessments, indicating that expenses are growing at a consistent and
sustainable rate with the economy.

In 2017, City Council approved the transfer of the City's Drainage Utility to
EPCOR, effective September 1,2017. The financial results for 2017 include
Drainage Utility revenues and expenses up to August 31,2017, while it
was stillbeing managed and operated by the City.

Significant variances from budget and year-over-year variances are
discussed in the following sections.

PROGRESS WAS MADE IN 2018 ON
SIGNIFICANT CAPITAL PROJECTS, INCLUDING
THE NEIGHBOURHOOD RENEWAL PROGRAM,
ROADWAYS, KATHLEEN ANDREWS TRANSIT
GARAGE, NORTHWEST POLICE CAMPUS,
STANLEY H. MILNER LIBRARY AND VALLEY

LINELRT SOUTHEAST
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OPERATING REVENUES
Operating Revenues
(millions of S) 2018 2018 Variance 2017 Variance
Budget (A) Actual (B) (B-A) Actual (C) (B-C)
Net taxes available for municipal purposes S 15947 1,592.0 S (2.7) S 15058 S 86.2
User fees and sales of goods and services 677.0 633.1 (43.9) 696.4 (63.3)
Subsidiary operations - EPCOR 272.8 295.2 22.4 256.3 38.9
Franchise fees 168.4 158.4 (10.0) 159.7 (1.3)
Government transfers - operating 107.4 113.0 5.6 107.5 55
Fines and penalties 94.8 87.7 (7.1) 90.1 (2.4)
Licenses and permits 75.7 74.8 (0.9) 75.7 (0.9)
Investment earnings 839 66.5 (17.4) 116.9 (50.4)
Developer/ customer contributions - operating 347 29.6 (5.1) 154 14.2
Operating Revenues S  3,109.4 3,050.3 S (59.1) $ 30238 S 26.5
COMPARISON TO BUDGET COMPARISON TO PRIOR YEAR

Operating revenues were lower than budget by $59.1million, or 1.9 per
cent of therevenue budget, due to lower than budgeted revenue from
user fees and sales, less than expected investment earnings, and lower
thanbudgeted franchise fees that were partially offset by greater than
budgeted netincome for EPCOR.

User fees and sales were lower than budgeted because of fewer than
expectedland sales due to market conditions and development for
civicuse, and fewer land sales related to the Blatchford Redevelopment
because of delaysin the start of construction. The lower than budgeted
revenues were partially offset by unbudgeted revenue earned by

the Edmonton Economic Development Corporation from assuming
operations of the EXPO Centre in 2018.

Investment earnings were less than anticipated because equity
markets around the world experienced a declinein 2018. Considerable
political uncertainty, rising interest rates and a slowing global economic
expansion were key factorsinfluencing negative returns.

Franchise fees were lower than budget based on arevision to the gas
franchise fee delivery rate, on which the franchise feeis calculated.

Overall, operating revenues increased by $26.5 million from the prior
year due to anincrease of $86.2 millionin taxation revenue froma
combined rate increase and growth, and anincrease of $38.9 millionin
EPCOR earnings, partially offset by a decrease of $63.3 million from user
fees and sales of goods and services and $50.4 million lower investment
earnings. There was a net increase of $15.1million from various other
revenue sources.

Net taxes available for municipal purposes (property taxes) are the
primary source of revenue available to the City to pay for municipal
services. Total tax revenues in 2018 were $2,076.3 million, with
$480.5 million collected on behalf of the Province for education
schooltax and $3.8 million for business improvement areas. Net
taxes for municipal services are collected annually to support
operations, with certain amounts directed towards specific programs
such as neighbourhood renewal, community revitalization and LRT
construction. The remaining tax revenues are applied generally across
alldepartments. Note 17 to the financial statements provides further
detail with respect to tax revenue.

User fees and sales decreased from the prior year due to lower utility
raterevenueresulting from the transfer of the Drainage Utility to
EPCOR. In 2017 the City had eight months of Drainage Utility operations
before being transferred on September 1, 2017. This was partially offset
with higher revenue earned by the Edmonton Economic Development
Corporation as aresult of assuming operations of the EXPO Centre on
January 1,2018, and higher land sales.

Investment earnings were less thanin 2017 because, as with the
variance from budgets, equity markets around the world experienced
adeclinein 2018.
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CAPITAL REVENUES
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Capital revenues comprise government transfers, contributed tangible capital assets, developer and customer
contributions and localimprovement revenues. These revenue sources are approved by City Council as funding sources

for capital projects through the capital budget process.

Capital Revenues

illi f
(millons of ) 2018 2018 Variance 2017 Variance
Budget (A) Actual (B) (B-A) Actual (C) (B-C)
Government transfers - capital S 7165 699.3 S (17.2) S 412.6 S 286.7
Contributed tangible capital assets 101.0 203.9 1029 217.2 (13.3)
Developer and customer contributions - capital 90.4 26.7 (63.7) 409 (14.2)
Local improvements 12.7 119 (0.8) 16.3 (4.4)
Capital Revenues S 9206 941.8 S 21.2 S 6870 S 254.8
COMPARISON TO BUDGET COMPARISON TO PRIOR YEAR

Capital revenues of $941.8 million were $21.2 million higher than
budget during the year due to greater than anticipated contributed
tangible capital assets of $102.9 million, which were partially offset
by $81.7 million fewer than expected capital developer and customer
contributions, government transfers, andlocalimprovements.

Government transfers - capital were lower than budget by $17.2 million
due to the timing of capital projects, particularly bus purchases, and
certain building rehabilitation projects. This was partially offset by
$82.7 millionin P3 Canada Fund capital grant revenues recognized
related to eligible expendituresincurred for the Valley Line LRT
Southeast project since project inception.

Contributed tangible capital assets were greater than budget by
$102.9 million as aresult of the transfer of the EXPO Center, Northlands
Coliseum and Northlands Park to the City during the year.In 2017,

City Council approved a Staged Surrender Agreement transferring
ownership of these assets to the City in 2018 inforgiveness of the
outstanding EXPO Center loan. Upon transferring the Northlands
assets, the City recognized the assets at their estimated fair market
value of $129.9 million. A total of $47.4 million representing the balance
of the advances secured by Tangible capital assets was transferred to
tangible capital assets, with the remaining $82.5 million recognized as
Contributed tangible capital assets.

Developer and customer contributions were lower than budget largely
due to the timing of capital expenditures.

Capital revenues increased from the prior year by $254.8 million due
toanincrease in government transfers of $286.7 million that was
partially offset by a decrease in contributed tangible capital assets and
developer and customer contributions of $13.3 million and $14.2 million,
respectively.

Government transfers - capital increased over prior year due to
advancement on key projects funded through government grants in
2018, including the Valley Line LRT Southeast and Bus Renewal and
Replacement.

Contributed tangible capital assets decreased from prior year as aresult
of the transfer of Drainage Utility to EPCOR and reduced development
activity, resulting in fewer developer contributedinfrastructure assets
suchasroads and sidewalks. Effective September 1,2017 drainage
assets are contributed by developers to EPCOR. The decrease was
partially offset by anincrease in contributed tangible capital assets as
aresult of the transfer of the EXPO Center, Northlands Coliseum and
Northlands Park to the City during the year.

Developer and customer contributions were lower than the prior year due
to the transfer of Drainage Utility to EPCOR effective September 1,2017.
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OPERATING EXPENSES
Operating Expenses by Function
(millions of S)
2018 2018 Variance 2017 Variance
Budget (A) Actual (B) (A-B) Actual (C) (B-C)
Transportation services S 896.8 S 904.6 S (7.8) S 868.0 S 36.6
Protective services 711.0 702.2 8.8 673.6 28.6
Community services 7140 684.2 29.8 611.0 732
Waste Management Utility 207.6 203.7 39 211.7 (8.0)
Drainage Utility 117.5 (117.5)
Land Enterprise 70.6 27.6 430 11.6 16.0
Fleet Services 36.4 40.9 (4.5) 304 105
Corporate administration,
general municipal and other 4230 466.2 (43.2) 4323 339
Operating Expenses S 3,059.4 S 3,029.4 S 30.0 S 2,956.1 S 73.3
COMPARISON TO BUDGET COMPARISON TO PRIOR YEAR

Operating expenses of $3,029.4 million varied from budget by
$30.0 million, or 1.0 per cent of the consolidated expenses budget.

Community services expenses were under budget in 2018 by

$29.8 million, or 4.2 per cent of the allocated budget. This was
primarily due to lower Revolving Industrial Servicing Fund rebate
payouts of $23.0 million, lower than anticipated grant payments
related to the Affordable Housing program of $7.4 million, and a delay
inland contributions to the Community Development Corporation
of $5.9 million. Rebate payouts were lower than budgeted through
theindustrial servicing rebate program due to slower than expected
progress by external developers on someindustrial developments.
Grant payments were less than anticipated under the Affordable
Housing grant program due to delaysin grant applications. These
favourable variances are partially offset with higher expenses
incurred by the Edmonton Economic Development Corporationas a

result of assuming operations of the EXPO Centre on January 1,2018.

Land Enterprise experienced lower than budgeted costs for land
sales due to the timing of sales as aresult of market conditions and
project delays.

Corporate administration, general municipal and other were greater
than anticipated due to higher amortization as aresult of the
completion of a number of significant capital projects over the last
two years.

In2018, operating expenses increased by $73.3 million over the prior
year. All areas hadincreases related to personnel costs consistent with
contractualrate adjustments, partially offset with lower year over year
costsresulting fromthe transfer of drainage services operations to
EPCOR on September 1,2017.In addition to these changes from 2017,
expense fluctuations occurred from the prior year for the following
reasons by function.

Transportation Services costs increasedin 2018 due to various factors,
including higher amortization costs due to additional bridge and roadway
assets coming into service, and higher snow and ice control costsas a
result of anincrease in the number and severity of snow eventsin 2018.

Protective Services costsincreased over prior year due to personnel
coststo support the City's annexation of a portion of Leduc County and
anew contract for the Edmonton Police Association, and additional costs
related to legalization of cannabis.

Community Services had increased expenses in 2018 due to the
Edmonton Economic Development Corporation assuming operations of
the Expo Centre on January 1,2018, and as aresult of funding provided to
EPCOR through the Sanitary Servicing Strategy Fund for construction
of sanitary sewer infrastructure. Since the Drainage Utility transfer to
EPCOR on September 1,2017, the funding provided to EPCOR is reflected
as an external expense. Prior to the transfer, the sanitary sewer
infrastructure was constructed by the City Drainage Utility and funded
internally through the Sanitary Servicing Strategy Fund.

Corporate administration, general municipal and other cost increases were
theresult of additional personnel costs and anincrease in amortization
dueto additional assets coming into service over the last two years.
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Operating Expenses by Object
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(millions of S)
2018 2017 Variance
Actual (A) Actual (B) (A-B)
Salaries, wages and benefits S 16141 S 1,577.0 S 371
Materials, goods and utilities 3035 2821 214
Contracted and general services 309.8 2834 264
Interest and bank charges 131.2 1455 (14.3)
Grants and other 117.2 93.0 242
Amortization of tangible capital assets 533.7 556.2 (22.5)
Loss on disposal/transfer of tangible capital assets 19.9 18.9 1.0
Operating Expenses S 3,029.4 S 2,956.1 S 733

COMPARISON TO PRIOR YEAR

Interms of operating expense variances by type, the 573.3 million
increase from the prior year was mainly related to netincreasesin
personnel costs of $37.1million, contracted and general services of
$26.4 million, grants and other of $24.2 million, and materials, goods
and utilities of $21.4 million. This variance was partially offset with lower
amortization of $22.5 million. The remainder of the increase from prior
yearis attributable to interest and bank charges, and loss on disposal/
transfer of tangible capital assets.

Salaries, wages and benefits increases over prior year are consistent
with contractual rate adjustments, partially offset by lower personnel
costsas aresult of the transfer of the Drainage Utility to EPCOR in 2017.

Contracted and general services increased mainly as aresult of
expensesincurred by the Edmonton Economic Development Corporation
asaresult of assuming operations of the EXPO Centre on January 1,2018
and higher snow andice control costs due to anincrease in the number
and severity of snow eventsin 2018.

Grants and other costsincreasedin 2018 primarily due to anincrease
infunding provided to EPCOR through the Sanitary Servicing Strategy
Fund for construction of sanitary sewer infrastructure as discussed
previously under Community Services.

Materials, goods and utilities increased mainly due to higher land sales
costs as more land sales occurredin 2018, higher fuel costs largely asa
result of anincrease in fuel prices, and higher snow andice control costs
duetoanincreaseinthe number and severity of snow eventsin 2018.

Amortization of tangible capital assets for the entire City decreasedin
comparison to prior year mainly as aresult of the transfer of Drainage
Utility assets to EPCORin 2017, and animpairment of the Edmonton
Compost Facility recorded as amortizationin 2017. This is partially offset
by additional bridge and roadway assets coming into servicein 2018
related to work on arterial roadways and the Neighbourhood Renewal
Program.

Schedule 2 — Consolidated Schedule of Segment Disclosures, provides
ananalysis of revenues and expenses (by object) for each of the
significant business groupings within the reporting entity. A description
of each of the segmentsis providedin Note 28 to the financial statement.

THE CITY'S FINANCIAL GOVERNANCE POLICIES
AND PRACTICES ENSURE EDMONTON'S
CONTINUED SOUND FISCAL MANAGEMENT
AND LONG-TERM FINANCIAL SUSTAINABILITY.

43



e =L L LA NG B

il
@
=
]
c
<
o
<
S
@
a
=
o
©
o
=
=
=
1=
T
z
©
]
N
=
S
=
<
e




Financial Statement Discussion and Analysis 2018 AnnualReport | CITY OF EDMONTON

FINANCIAL CONTROL
AND ACCOUNTABILITY

The City maintains the following processes to ensure that appropriate
financial control and accountability are maintained and a proactive
approachis taken to identify and address financial challenges.

FISCAL POLICIES

The City's financial governance policies and practices ensure

Edmonton's continued sound fiscal management and long-term financial
sustainability. These policies and practices are continuously assessed
using leading practice and research on several policy and strategy topics.
The City has drafted White papers to provide a foundation for discussing
the key financialissues and questions related to debt, franchise fees,
investments, user fees and property assessment and taxation. Some of
the more significant policies are discussed below.

The City has policiesin place for various reserves, including the Financial
Stabilization Reserve, that ensure sufficient funds are in place to satisfy
the financial needs of the operations being supported by the reserve.

City Policy C579B, Traffic Safety and Automated Enforcement Reserve,
was established to address the revenue variability associated with
automated traffic enforcement. This reserve also accumulates annual
traffic safety program surpluses and funds an annual traffic safety
program deficit when necessary. Annual automated enforcement
revenue funds ongoing traffic safety initiatives and other programs
approved by City Council through the budget process. The reserve helps
manage this process and supports transparency related to the use of
automated enforcement revenues to fund City operations.

OnJune 26,2018, City Council approved City Policy C604, Edmonton
Police Services (EPS) Funding Formula. The policy established guidelines
and the approach for the planning and approval of the multi-year funding
formulafor the EPS. This funding formula will provide funding certainty
to allow for long-term budgeting and workforce planning for EPS and
other tax-supported operations. It allows the City to sustainably allocate
budget funds based on predictable indicators that reflect police cost
inflation and changes in demand. To this end, City Council also approved
the establishment of an EPS Reserve fund to allow for the management
of police operational surpluses and deficits over the long term through
City Policy C605, Edmonton Police Services Reserve.
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During the year, City Council approved City Policy C610, Fiscal Policy
for the Planning and Development Business. This policy formalized the
fiscalmanagement and operating principles of the City's planning and
development operations to ensure long term fiscal sustainability and
service stability while enabling growth within the City of Edmonton. The
policy clarified the purpose of the Planning and Development Reserve,
whichis to be used to stabilize the planning and development business
across extended periods of time.

In 2018, Administration developed a new Land Governance Model to
replace the previous Land Management Strategy and strengthen the
City's corporate approach to land management. The new model helps
ensure land management decisions are made from an integrated
perspective thatincludes input from across the corporation. The new
Land Governance Model also provides for on-going monitoring of City
land holdings to ensure they are used appropriately to meet the City's
needs. The model defines the process and funding related to strategic
land acquisitions for future municipal purposes, specifically restricting
the use of land enterprise retained earnings to fund strategic land
acquisitions for municipal purposes on aninterim basis.

The City's Debt Management Fiscal Policy provides guidelines for
prudent debt management and ensures that debt is used responsibly to
advance key infrastructure projects.

City Council's Waste Management Utility Fiscal policy governs the
financial relationship between the City and the municipally owned and
operated utility. This policy requires the utility to operate inamanner
that balances the best service at the lowest cost while employing private
sector approaches to rate setting. The utility isrequired to charge rates
that are sufficient to meet expenditures and cash flow requirements,
repay capital debt and ensure financial sustainability.

In April of 2018, City Council approved the Fiscal Policy for the Blatchford
Renewable Energy Utility. The Fiscal Policy provides the overarching
framework that outlines the financial parameters that will guide the long
term financial sustainability of the utility. In December 2018, City Council
approved Bylaw 17943, which established the Blatchford Renewable
Energy Utility. Bylaw 17943 outlines requirements for properties
receiving energy service through the utility and the relevant rates, fees
and charges.

EPCOR water and wastewater rates were approved by City Councilin
2016 through the related Performance Based Regulation (PBR) Plans
which set these rates for the period April 1, 2017 to March 31,2022,

The Drainage Utility was transferred to EPCOR in 2017 at which time
the utility's rates for the period January 1,2018 to March 31,2022 were
approved through the related PBR Plan. The PBR framework and annual
PBR progress reports allows for City Council to have oversight and
governance over water, wastewater and drainage rates over alonger
termand provides incentives to ensure that EPCOR operates more
efficiently while providing appropriate service levels.

STRATEGIC PLANNING

The City of Edmonton follows a strategic planning framework that
enables a consistent and integrated approach to strategy development,
planning and performance evaluation.

After extensive public consultation, Council approved the foundational
components of Edmonton’s strategic plan 2019-2028 in June 2018. This
guiding document outlined four 10-year strategic goals, including the
unifying principle of being a connected city, to guide decision making.
The document also includes a vision for Edmontonin 2050. Edmonton's
plan as set out in this guiding document recognizes the importance

of Edmontonians, institutions, community and businesses working
together to achieve the City's goals and vision.

Edmonton’s strategic framework will guide the work of Administration
through two key plans. Firstisin the development of The City Plan, which
will outline the way the city will build and grow to two million people.
Secondis the Corporate Business Plan, which outlines the services and
projects that Administration willimplement to contribute to achieving
the goals and vision, as well as ongoing services.

The City Planis part of alarger story;itis the connection point between
Edmonton’s strategic plan and the Corporate Business Plan. It will
identify how Edmonton actualizes the four goals - Healthy City, Urban
Place, Regional Prosperity and Climate Resilience - in our community.

The Corporate Business Plan will align the City's work to the 10-year
goals established by City Council and the community. The purpose of the
planis for Edmontonians to clearly see how the City is investing their tax
dollars to build a city that meets their needs. The plan will define where
projects andinitiatives will make animpact by clarifying which work

is making transformationalimpacts on the strategic goals, and which
work isimproving the overall business and/or services of the City. The
Corporate Business Plan will be updated annually to address emerging
issues support continuous improvement to help the City achieve the
goals developed by the community, and ensure ongoing excellencein
service delivery.

Council's strategic plan and the Corporate Business Plan will be
presented to Councilin early 2019. Enterprise performance management
willbe used to monitor, evaluate and measure the City's actions and
progress towards the strategic goals.

City Council approved City Policy C600, Enterprise Performance
Management, on May 8, 2018. This policy establishes the City's approach
to enterprise performance management as a systematic process to
prioritize, measure, report and improve performance relative to what
isimportant to Council and residents. Monitoring progress enables
data-driven decision making and drives continuousimprovement.
When fully operational, enterprise performance management will
support the prioritization of projects and processes, reporting, learning
andimprovement, and willincrease accountability to Edmontonians

and Council.
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PROGRAM AND
SERVICE REVIEW

The purpose of the Program and Service Review is to determine
whether municipal services align with the expectations of Counciland
Edmontonians by examining relevance, effectiveness and efficiency.

Thereview resultedin budget savings and recommendations for
processimprovements, many of which have beenincorporatedinto
the 2019-2022 Operating and Capital budgets. The Program and
Service Review team will continue to identify savings and provide
recommendations to ensure the City's financial efficiency and progress
toward City Council's goals.

At the end of 2018, there are completed reviews for 20 of 73 services,
and reviews of an additional 25 services are in progress. Administration
will continue to conduct reviews that thoughtfully consider the
perspectives of diverse stakeholders and the service expected by
allEdmontonians.

BUDGETING

Guided by Edmonton'’s strategic plan, the 2019-2022 Operating and
Capital Budgets assist Councilin making strategic decisions about how
toallocate City resources. This multi-year approach allows the City to
align strategic plans, business plans, and operating and capital budgets,
to ensure the dollars are spent to achieve City Council's vision. It also
allows for better alignment with Councillor election terms, providing the
foundation for more informed and strategic financial decision making.
Funding can be reallocated across different years of the budget and
needs canbe assessed over alonger termto allow for more prudent and
informed financial decision making, while building stable program and
service delivery andinfrastructure development.

The multi-year processincludes opportunities to adjust the budget
twice a year through the supplementary budget adjustment process
approved by City Council. During the supplementary budget adjustment
process, Council can adjust the capital and operating budgets in
response to changing project needs, new funding opportunities,
changesin federal and provincial budgets, changes imposed by
legislation, Council directed changes in priorities, operating impacts

of capital projects, unforeseenimpacts to economic forecasts, and
emergingissues. On December 14,2018, City Council approved the
2019-2022 Operating and Capital budgets.

The operating budget identifies how resources for the day-to-day costs
required torunthe city are allocated, for services such as maintaining
roads and public transit, police, bylaws and fire rescue services, as well
as parks and waste management.
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The approved operating budget includes a 2.6 per cent a year general
property taxincrease over the next four years. The 2.6 per cent
increasein 2019 is made up of a 0.5 per cent increase for all civic
operations, 0.6 per cent for Valley Line LRT, 0.3 per cent for alley
renewal, and 1.2 per cent for the Edmonton Police Service. The chart
below shows the portion of the City's tax-supported budget that is
spent on each major expense category:

M
L
K
D
E
F
H G

2019 Budget by Major Expense Category y
A Community Services & Attractions 16.4%
B Debt Repayment 10.0%
C ValleyLine 12%
D FireRescue Services 7.4%
E City Governance 1.0%
F  Neighbourhood Renewal 5.5%
G Planning & Housing 6.4%
H Police Service 14.9%
I Public Transit 12.3%
J Roads & Traffic Management 5.9%
K Transfer for Capital Purchases (PAYGO) 4.7%
L Corporate Expenditures 3.6%
M Corporate Support 6.0%
N Operational Support 4.7%

100.0%

The Bylaw to establish the 2019 municipal tax for all property types will
be set by City Councilin April 2019. Changes to the operating budget
that willimpact the tax-levy may be completed prior to the taxation
bylaw approval.
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The capital budget strikes a balance betweeninvestmentsin
infrastructure growth and the requirement to maintain and renew
existing City assets. It determines the investmentin Edmonton's hard
infrastructure, including the construction of buildings such as recreation
centersand libraries, and transportation assets including LRT lines and
bridges. The foundation of the 2019-2022 Capital Budget is the 2019-
2028 Capital Investment Outlook, a high level overview of the City's
capitalinvestment requirements over the next ten years that supports
the strategic direction of Council.

The four-year capital budget will see investment of S5.0 billion on
infrastructure based on the approved capital budget. The funding
and financing sources are as follows:

2015-2018 Capital Budget - Funding Sources

(millions of S)

A Provincial Grants S 12244
B Tax-supported Debt Financing 12146
C  Reserves 769.1
D Federal Grants 526.6
E PayAsYouGo 502.2
F  Accumulated Surplus and Retained Earnings 3337
G Self-liquidating Debt Financing 1873
H Other 1742
| Fees&Levies 87.7

$ 50198
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ACCOUNTING AND
FINANCIAL REPORTING

The City of Edmontonis organized into various business areas that
areresponsible for managing the delivery of program servicesin
accordance with theresources allocated to those programs. The

City currently uses a shared services model for financial services;
allbusiness areas reporting to the City Manager share acommon
accounting and reporting system, and financial and accounting services
are administered within financial services and delivered to each
business areabased on their needs. Accounting and financial reporting
functions are centralized toimprove the quality and timeliness of
financial reporting and increase accounting oversight and transactional
consistency to support better financial decision-making.

The City of Edmonton Library Board, the Edmonton Police Service,
Waste RE-solutions Edmonton and Edmonton Combative Sports
Commission use the same accounting system as the City but report
through their own boards or commissions. EPCOR, Edmonton Economic
Development Corporation, Non-Profit Housing Corporation and Fort
Edmonton Management Company each have independent accounting
systems and report through their respective boards.

Administration reviews operating financial update reports on amonthly
basis for areas that report to the City Manager. This processincludes
comparing year-to-date and year-end projected results relative to
corresponding budgets and reporting on significant City reserves.
Quarterly operating reporting includes debt and economic updates
that are reviewed by Administration and provided to City Council
along with recommendations to address opportunities and challenges.
City Councilreviews capital reporting for second, third and fourth
quarters, whichincludes reporting on major projects in comparison to
originally approved budgets and timelines. Both operating and capital
performancereports are used to help guide budget strategies.

The operating budget is also presented in a format consistent with
audited annual financial statements that are amended for adjustments
required to adhere to PSAS. The objective is to provide City Council
and other users of the financial statements and budget documents
animproved understanding of the budget approved by City Council
compared to the actual results reportedin the audited financial
statements.

The City continuesits commitment to compliance with public sector
accounting standards as established by the PSAS board. Details of
future accounting standards and pronouncements are included in
Note 1to the financial statements.

RECOGNITION FOR
ACHIEVEMENT

Award programsinthe financial sector area continue to recognize the
City of Edmonton for a high standard of achievement.

The Government Finance Officers Association of the United States
and Canada (GFOA) awarded a Canadian Award for Financial Reporting
to the City of Edmonton for its annual financial report for the fiscal
year-ended December 31,2017. The Canadian Award for Financial
Reporting program was established to encourage Canadian municipal
governments to publish high quality financial reports and to provide
peer recognition and technical guidance for officials preparing
thesereports. Toreceive a Canadian Award for Financial Reporting,
agovernment unit must publish an easily readable and efficiently

organized annual financial report that conforms to program standards.

Suchreports should go beyond the minimum requirements of public
sector accounting standards and demonstrate an effort to clearly
communicate the municipal government's financial picture, enhance
anunderstanding of financial reporting by municipal governments and
address user needs. A Canadian Award for Financial Reporting is valid
for aperiod of one year and, in 2017, Edmonton received this award for
the 25th consecutive year.

Government Finance Officers Association

Canadian Award
for
Financial Reporting

Presented to
City of Edmonton
Alberta

For its Annual
Financial Report
for the Year Ended
December 31,2017

Chestopde. P Movitt

Executive Director/CEO
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The GFOA established the Popular Annual Financial Reporting Awards
Program to recognize local governments that produce high quality
summarized annual financial reports. The reports must be readily
accessible and easily understandable to the general public and other
interested parties without abackground in public finance. The City
received the Popular Annual Financial Reporting Award for the fifth
consecutive year for their 2017 Financial Report to Citizens.

The City also received the GFOA award for Distinguished Budget
Presentation for the 2016-2018 fiscal years beginning January 1,
2016 and ending December 31,2018. To be eligible for this award, a
governmental unit must publish abudget document of the highest
quality that meets program criteria as a policy document, as an
operations guide, as a financial plan, and as a communications device.

AUDITING PROCESS

The MGA requires municipal councils to appoint anindependent auditor.
In 2015, a tender for audit services was completed and City Council
appointed the firm of KPMG LLP, Chartered Professional Accountants,
as External Auditor for afive-year term. The auditor must report to City
Council onthe annual consolidated financial statements. KPMG also
audits the Provincial Financial Information Return and each pension
and benefit plan administered by the City. Certain government transfer
programs also require external audit.

The City's Audit Committee serves as a Committee of Council to assist
infulfilling its oversight responsibilities. Audit Committee provides
oversight and consideration of audit matters brought forward by the City
Auditor and the External Auditor. The Committee includes the Mayor,
four Councillors and two public members as outlined under Bylaw 16097,
Audit Committee Bylaw. Audit Committee reviews the consolidated
financial statements and makes a recommendation to City Council for
the approval of the City's financial statements.

The City has aninternal audit functionindependent of the City
Administration. The Office of the City Auditor reports directly to City
Councilthrough Audit Committee, empowered by Bylaw 12424, City
Auditor. This bylaw establishes the position of City Auditor and delegates
powers, duties, and functions to this position. The City Auditor has
tworoles:

Agent of Change — to conduct proactive and forward looking projects
based on the provision of strategic, risk and control-related consulting
services to better serve the changing needs of the corporation and bring
aboutimprovement in program performance; and

Guardian — to conduct projects directed primarily towards providing
assurance through review of existing operations, typically focusing on
compliance, efficiency, effectiveness, economy and controls.

2018 AnnualReport | CITY OF EDMONTON
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LONG-TERM
SUSTAINABILITY

The City is committed to anintegrated approach to risk management and
establishing effective relationships with other orders of governments,
which are a critical component of the City's long term sustainability.

City Council approved an Enterprise Risk Management Policy in March
2016 to ensure that enterprise risks are proactively identified, evaluated,
communicated and managed on an ongoing basis. Guided by this policy,
the Enterprise Risk Management process continues to evolve as the City
progresses toward becoming arisk-mature organization.

InNovember 2018, Audit Committee was presented with the 2018-2019
Corporate Strategic Risk Register. This document identified the City's
top 10 risks to achieving the City's strategic goals, with the greatest
risks being economic swings and uncertainty regarding funding from
other orders of government, both of which are discussed further below.
The current process, consistent with the requirements of the Enterprise
Risk Management Policy, is to update the register on aregular basis and
presentit to the Audit Committee for analysis and discussion. The City
continually monitors global, national, and local political, economic, social,
and technological developments and trends, to plan for future risks

and opportunities. These risks are considered and factored into the risk
register, business plans, and operating and capital budgets, in an effort
toensure the City is able to provide services and infrastructure toits
growing populationin a sustainable manner.

ECONOMIC RISKS

Edmonton’s population and economy is expected to continue growing,
increasing the demand for new services and the pressure on existing
services. The City has limited revenue generation tools and Alberta’s
economy has historically been dominated by a single, volatile industry.
In addition, considerable global political uncertainty and rising interest
rates are contributing to slowing global economic expansion and
economic uncertainty. This means that the next four years present
uncertainty and the City should be prepared for potential negative
shocks toits economy. The City's business plans and operating and
capital budgets aim to balance these economic realities with the need to
provide quality services andinfrastructure to a growing population.
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CONSECUTIVE YEAR THE CITY HAS
RECEIVED THE CANADIAN AWARD
FOR FINANCIAL REPORTING

The City faces challenges in funding new demand for services and
infrastructureinlight of current economic conditions and an inelastic
primary revenue source inthe form of property taxes. Property taxes
fund close to 60 per cent of the City's annual operating costs, including
portions dedicated to capital projects. However, they lag inreacting
toincreased service andinfrastructure demand. Thisinelasticity
emphasizes the need for long-term planning, risk management and
diversification of City revenues. The City is addressing the infrastructure
and service funding gap using various strategies and revenue stream
diversification, including securing more stable and predictable provincial
government funding, whichis discussed further below.

The 2019-2022 Operating and Capital Budgets, and 2019-2028 Operating
and CapitalInvestment Outlooks outline the City's operating and capital
spending taking into consideration these economic challenges. The long-
term sustainability of City infrastructure isimpacted by the City’s capital
renewal plan. When the City discusses the concept of renewal, this
referstoinvestmentin existing infrastructure torestore it to an efficient
operational condition and extendits servicelife. Investing in renewal

at key points throughout the life of an asset maintains its condition at
ahigher level while extending the life of the asset. The result of good
renewalinvestmentis reducedlong-termrequirement for capital
funding while maintaining a suitable level of service for residents.

The City manages abroad range of infrastructure assets. As of 2017,

49 per cent of City assets arein very good/good condition, 41per cent
areinfair condition, and 10 per cent arein poor or very poor condition.
Thisrepresents a7.7 per cent reduction of assetsin poor condition

since 2011. The City uses a customized assessment methodology — the
Risk-based Infrastructure Management System (RIMS) — which was
developed by the City in 2011. Over the last decade, RIMS has evolved
into adynamic analytical tool designed to predict the optimal funding for
therenewal of existing infrastructure.

EDMONTON'S POPULATION
AND ECONOMY IS EXPECTED
TO CONTINUE GROWING,
INCREASING THE DEMAND
FOR NEW SERVICES AND
THE PRESSURE ON EXISTING
SERVICES.

2018 AnnualReport | CITY OF EDMONTON
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INTERGOVERNMENTAL

As Edmonton continues to grow and diversify, so does the scale and
complexity of the services it provides. Edmontonrequires appropriate
legislation, programs and policies that will enable the City to govern
effectively and efficiently, respond to local needs, and enhance the
quality of life for residents. Edmonton can achieve this in part by building
and leveraging relationships with other orders of government, other
municipalities, and municipal organizations.

The City of Edmonton exists in an environment of ever-present financial
uncertainty around the security and stability of provincial and federal
grants. The City'sinfrastructure programis highly dependent on grant
funding. The City is working closely with the Province on the City
Charters, which will provide Edmonton with more stable revenue sources
that will enable the City to better plan and construct major infrastructure
projects.

Since 2014, the Government of Alberta has worked with Edmonton and
Calgary to develop City Charters that recognize the unique challenges
and opportunities Alberta's two largest cities face every day. The two
cities have evolvedinto complex corporations responsible for billions

of dollarsin services, infrastructure and operations. The charters will
provide Edmonton and Calgary with more authority and flexibility
related to funding and other governing policies to help address risks and
sustainability challenges faced by the two cities.

The City Charters Fiscal Framework Act (Framework) received royal
assent on December 11,2018. The fiscal framework provides baseline
infrastructure funding for Edmonton and Calgary thatis tied to the
Province of Alberta's future revenue growth. The fiscal framework will
replace the cities’ Municipal Sustainability Initiative (MSI) funding when
that programis complete in 2022. The Framework introduces arevenue-
sharing component that increases the funding cities will receive as
provincialrevenue and fuel sales grow. This funding formula provides a
predictable level of funding that will help cities plan and construct major
infrastructure projects. Additional components of the framework will
see dedicated funding for long-term transitin the two cities and anew
fund for significant regionalinfrastructure projectsin the two cities'
metropolitanregions.

The City of Edmonton Charter 2018 Regulation (Regulation) was formally
approved by the Government of Alberta on April 4, 2018. The Regulation
contains policy tools that could provide the City withincreased authority
or flexibility in areas such as administrative governance, assessment
and taxation, city planning and environment. City Council, withinput
fromresidents and businesses, can decide which of the Charter policy
tools are most appropriate for Edmonton. This is a public process that will
require significant analysis, public and stakeholder engagement, policy
changes, and bylaw amendments.

Anotherimportant aspect of the Charters that was unveiledin 2017

is ahistoric collaboration agreement. This agreement commits the
Province andits two largest cities to collaboration on the development of
solutions for complex and emerging issues. Formal collaboration tables
made up of senior provincial and City administration meet on aregular
basis to work on emerging issues of mutual concern.

Administration expects that all the elements of the City Charters will be
completed andin place by early 2019.

Anew, modernized MGA is now in place for Edmonton and other
municipalities across the province. The MGA is the second-largest piece
of legislationin Alberta and helps define how Alberta municipalities

are governed, funded and developed. The City of Edmonton has been
anactive participantin the Government of Alberta's MGA review
process since 2012. On October 26, 2017 the Government of Alberta
proclaimed the majority of the amendments to the MGA. The rest of

the amendments cameinto force in phases over 2018. The modernized
MGA takes into account how important it is for Edmonton and regional
municipalities to collaborate onissues of sharedimportance such as
land use, infrastructure, and funding of regional services. Edmonton now
has more input into decisions that affect growth and development and
provide long-term benefits to residents and the region.

City Administrationis currently working on the implementation of the
new provisions resulting fromthe MGA Review and the City of Edmonton
Charter, 2018 Regulation as guided by Council's priorities.

The City Charters and modernized MGA helps ensure that the long-term
sustainability needs of the City of Edmonton are met and will support
efficientlocal governance.

OTHER RISKS

The City also manages risk to help ensure its long-term sustainability and
achievement of Council's strategic goals and outcomes through various
other strategies, including but not limited to the following.

- Environmental risks are monitored through internal City
practices and policies, which aid in the effective management of
environmental risks and responsibilities. City Council approved
Edmonton's Environmental Management System Policy as well
as an Environmental Policy. The policies ensure commitment to
sound environmental management practices, and stewardship
inallaspects of its corporate activities. Standard environmental
management system practices across the City will address
environmental regulatory compliance, pollution prevention and
continualimprovement.
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The corporate Property and Casualty Risk Management area
provides risk management advice, claims adjusting, purchase of
insurance and risk controlinspections.

Ongoing proactive analysis of the physical, contractual and
insurance risks associated with capital projects or major initiatives
and establishment of appropriate measures toidentify and control
project risk. For example, Valley Line LRT Southeast, from Mill
Woods to Downtown, is being developed with the construction,
operation and maintenance provided through a P3 delivery method,
which shares risks between the City andits private partners.In 2017,
City Council approved City Policy C591, Capital Project Governance
Policy, which sets out to ensure that an appropriate level of
development is completed on projects prior to them moving onto
the delivery phase. This rigorous risk management process helps to
ensure that key projects are completed safely, on time, on budget, on
quality, andin scope.

Hedges are purchased for future fuel purchases when deemed
beneficialin order to stabilize operating budgets in the face of fuel
price fluctuations. Similarly, forward currency contracts are used
to mitigate foreign exchange risk within the City’s foreign equity
investments and capital purchases.

Borrowing is completed through the Alberta Capital Finance
Authority, which allows Alberta municipalities to borrow at
interest rates which would not be available to municipalities
acting independently. Theinterest rates are set for the term of the
borrowing, therefore reducing risk associated withinterest rate
fluctuations.

The City has a Financial Stabilization Reserve that may be used to
address emergent needs without impacting the City's financial
positioninthe long-term. A financial risk based review was
completed for the City in 2018, identifying potential risks faced by
the City and the probable financial cost of eachrisk. The review
substantiated the minimum and target balances of the reserve
established through City policy.

The City's Debt Management Fiscal Policy provides for prudent
management of debt and ensures debt is used responsibly without
burdening the financial health andlong-term sustainability of the
City. Administration continues to monitor the use of debt and provide
debt forecasts as part of ongoing reporting to City Council.

The City continues to leverage data analytics in order to discover and
communicate meaningful patterns in data, which help to predict and
improve business and financial performance, recommend strategies,
and guide financial decision-making.
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FROM STANDARD

CREDIT RATING
AND POOR’S
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CONCLUSION

Throughout 2018, the City of Edmonton has maintained its financial
health and the City's economic performance remains one of the best in
the province.

For the seventh consecutive year, Standard & Poor's has given the City
of Edmonton arating of AA+. This rating is the second-highest possible,
andreflects the City's strong financial and economic fundamentals.

In August 2018, Standard & Poor's revised their yearly outlook rating

of the City of Edmonton downward from stable to negative and kept

the outlook at negative for 2018. The outlook reflects Edmonton's
increasing debt burden, lower than anticipated budgetary performance,
and potential downgrade in future ratings depending on the magnitude,
timing and funding of additional capital projects, including Stage two of
the Valley Line LRT. However, the outlook also indicated that the City has
an exceptional liquidity position, strong financial management and low
contingent liabilities. The rating considered the management team to be
experienced and qualified to effectively enact appropriate fiscal policies
and respond to external risks.

Recent economic uncertainty has reinforced the need to maintain
flexibility and to monitor both the economy and the City's financial
conditionin order to be able to react and adapt to economicimpacts.

The City will continue to be challenged to manage emerging competing
financial needs as the major centre for the region, and to maintain
existing services while addressing service and infrastructure needs
associated with the growth. The recently approved 2019-2022 Operating
and Capital budgets and business plans have helped the City position
itself well for the future.

Robust financial policies, strategies, guiding principles and a healthy
financial position ensure the continued sound fiscalmanagement and
long-term financial sustainability for the City of Edmonton.

Stacey Padbury, CPA, CA

Acting Chief Financial Officer
Financial and Corporate Services
April 16,2019
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