
  
 

  
 

     
      

   
   

  
   

  
 

  
  

   
   

   
   

 
 

    
 

    
    

    
 

   
     

    
 

 

4 Financial Strategy
 

Planning for asset management is an important component within the City of Waterloo’s Long Term 
Financial Plan (LTFP). The LTFP represents a framework of tools for Council and staff to consider 
future financial challenges and opportunities through financial forecasting scenarios, analysis, and 
financial policies and to devise strategies to achieve financial sustainability. A LTFP is the process of 
projecting revenues and expenditures over a long-term period, using assumptions relevant to the 
municipality. In essence, long-term financial planning is the process of aligning financial capacity with 
long-term service objectives and the City’s strategic plans. 

The development and maintenance of a LTFP is complex and contains many inter-related decision 
making factors. With each update to the LTFP, the data and information will be refined to reflect the 
financial environment faced by the City at the time and projected for the future. The City’s second 
LTFP was received by Council on December 9, 2019 via CORP2019-075. The recent update included 
items proposed within the 2020-2022 budget and other applicable financial updates that have 
occurred since April 2018. There were numerous items reviewed and considered throughout the 
process which included: 

•	 The City’s financial environment, including factors that have influenced present financial 
performance and position; 

•	 The City’s financial procedures and policies, which help guide the City’s financial
 
management as well as recommended changes to key financial policies;
 

•	 The City’s key assumptions for revenues, operating expenses, capital investment, and 
reserve and reserve fund contributions and withdrawals; 

•	 The City’s current estimated annual infrastructure funding gap; and 
•	 Updates to the AMP with improved information on asset performance and addition of more 

asset inventory information to the plan. 
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The LTFP incorporates the funding required for each of the City of Waterloo’s assets. A capital asset 
is an item with physical substance, with a useful economic life extending beyond one year. Ongoing 
general maintenance (painting, mechanical maintenance, replacement of existing parts) of an asset is 
not considered to be a capital item unless it increases the value of an asset or is a betterment. A 
betterment is a cost incurred to enhance the service potential of a capital asset by either increasing 
productivity or service capacity and results in an extension of the life of an asset. 

Infrastructure funding approved through the 2020-2022 budget on February 10, 2020 included 
increases to preventative maintenance funding (operating budget) and increases in capital 
maintenance / rehabilitation (operating and capital budget). The 2020-2022 budget also included 
measured increases in infrastructure reinvestment, funded through tax increases above inflation and 
through a portion of Waterloo North Hydro Dividend revenue being directed to the Capital 
Infrastructure Reinvestment Reserve Fund (CIRRF). 

In addition, an increase in staff resources to implement additional capital reinvestment activities was 
approved as part of the 2020-2022 budget. These resources included asset management and 
procurement staff. Additional resources included in the LTFP for 2023 and beyond include, but are not 
limited to project management, asset management, operational, finance and information technology. 
Council’s decision to increase or decrease funding for asset treatment activities as part of the City’s 
budget process will influence the predicted asset performance and the estimated annual funding gap. 
These items will also be influenced by staff efforts to consistently improve the data quality and 
quantity. 

4.1 Current Funding Sources 
The LTFP uses traditional sources of funding such as property tax, user fees, reserves and debt as 
well as committed funding from Federal Gas Tax (GTR) formula-based funding. No further grant 
funding has been considered; as the City requires a firm commitment on the funding before it can be 
incorporated into the LTFP. 

The 2020-2022 Approved Capital Budget and 2023-2029 Capital Forecast contains a detailed listing 
of each capital project planned for implementation over the 2020-2022 timeframe. Capital project 
sheets supporting the capital budget identify the appropriate funding sources for each project. For tax 
supported assets, projects have the ability to access more than one reserve such as the Capital 
Infrastructure Reinvestment Reserve Fund (CIRRF) and Gas Tax Reserve (GTR). The City’s 15 asset 
classes and the potential reserve and reserve funds are identified in Table 6. 

34 | P a  g e 
  



  
 

   

    
  
  
  
  
  
  
 
 
 
 
 
 
 

  
 

  
 

   

 

 

   

      
     

    
  

     
     

  
 

    
      

   
    

 
  

     
      

   
 
  

Table 6: Aligning Asset Classes to Appropriate Reserve Funds 

Asset Class Reserve and Reserve Funds* 
Sanitary Collection 
Water Distribution 

Stormwater 
Parking 

Fleet 
Cemeteries 

Transportation 
Facilities 

Parks 
Forestry 

Fire 
Information Technology 

Land 
Bridges 

Public Art 

Sewer (SEWCAP)
 
Water (WATCAP)
 
Stormwater (SWM)
 
Parking (PKG)
 
Equipment Reserve (ER)
 
Cemeteries (CEM)
 

Capital Infrastructure Reinvestment Reserve Fund (CIRRF)
 
Gas Tax Reserve (GTR)
 

Capital Infrastructure Reinvestment Reserve Fund (CIRRF)
 
Stormwater (SWM)
 
Public Art Reserve (ART)
 

*Rehabilitation funding from Development Charges (DC) and the Parkland Dedication Reserve Fund (PUB) are incorporated 
as applicable. 

4.2 Financing Opportunities 
Integrating asset management with financial planning is as equally important as the integration with 
engineering. Both are important when considering the value of infrastructure and the reliance on the 
assets to deliver services to the community. The efforts to integrate asset management and financial 
planning include utilizing the Waterloo DSS to help determine the optimal allocation of available 
treatment funding provided through reserves, the development of a lifecycle costing methodology and 
the inclusion of asset specific data within capital project sheets used for the budget process.  All of 
these activities improve the link between financial planning and asset management by allowing for 
data-driven decisions. 

4.2.1 Capital Infrastructure Reinvestment Reserve Fund (CIRRF) 
A reserve fund was established in 2008 to fund the rehabilitation or replacement of tax base 
infrastructure assets. On February 10, 2020, Council was forward thinking and approved additional 
infrastructure funding for CIRRF. The additional infrastructure reinvestment funding was comprised of 
two components; through tax increases above inflation and through a portion of Waterloo North Hydro 
Dividend revenue being directed to the Capital Infrastructure Reinvestment Reserve Fund (CIRRF). 
This represents one of the best opportunities to fund the additional rehabilitation and replacement of 
City assets and provides a direct line of sight from the taxes that residents pay to the 
services/infrastructure that they fund. 
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4.2.2 Debt 
In the appropriate circumstances, debt can be a useful financial planning tool. It can be used to 
advance a project that could not otherwise be accommodated until later in the capital budget, it can be 
used to smooth the impact of a large dollar value project over a number of years that would otherwise 
immediately draw down a City reserve, or it can be used to expand an existing capital program, with 
the cost to be recovered through taxes or through user rates over time. 

The City has a debt policy in place, FC-009 Debt Management Policy, to ensure that the City plans for 
and uses debt appropriately. The policy requires that the City’s debt charges stay within the provincial 
limit, and that we do not fund greater than 30% of a project from debt, with the exception of debt fully 
recoverable through enterprise user rates or development charges. 

For the purposes of the 2020-2022 Approved Capital Budget and 2023-2029 Capital Forecast, 
interest rates were estimated to be at 2.34% based on current interest rates available to the City. The 
Municipal Act allows municipalities to issue debentures with a maximum term of 40 years however the 
term of the debenture cannot exceed the life of project for which it is used. Notwithstanding, the City’s 
debt policy limits debenture amortization to a 10 year period. 
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Tax-based Debt: 
The Debt Management Policy also requires that the City’s net debt charges (the principle and interest 
payments on debt less the amount recovered from user fees such as development charges and utility 
rates) do not exceed the budgeted annual contributions to the Capital Reserve Fund (CRF) and the 
Capital Infrastructure Reinvestment Reserve Fund (CIRRF). This policy serves to ensure that debt 
charges are paid through the operating budget without impacting operational program costs. 

User Rate-based Debt: 
Enterprise and development charge based debt is exempt from the Debt Management Policy, as 
these forms of debt are recovered through user rates and do not impact the tax base. The capacity to 
support enterprise or development charge based debt must be considered in the development of the 
enterprise models (and associated background studies) and ultimately incorporated when establishing 
the annual user rates. 

4.2.3 Grants 
Both the Ontario and Federal governments have established substantial programs to fund the 
rehabilitation or replacement of municipal infrastructure. There are grants awarded through a 
competitive/application process and grants that are transferred to the City through formula-based 
programs (e.g. Federal Gas Tax). Grants awarded through a competitive/application process are 
incorporated into the AMP as the grants are approved and the assets are treated. Grants transferred 
to the City through formula-based programs are incorporated within the AMP as they are included in 
the capital budget as an on-going funding source. Increases or decreases to formula-based funding 
programs will change the City’s annual infrastructure funding gap as the adjusted funding is 
incorporated into the capital budget. 

Over the 2012 – 2020 timeframe, the City of Waterloo received over $12 million from application 
grants and $39.9 million from funding transfer grants. The City will continue to pursue grant 
opportunities to fund the priority infrastructure replacement/rehabilitation projects in the City of 
Waterloo. 

4.2.4 User fees / rate model 
The City has operated several divisions/sections under a ‘User Fee/Rate Model’ for many years. The 
intention of this model is to operate under the principles of a full cost recovery operation. If the user 
fees were set at full cost recovery, there would be no tax base impact however this is not always 
possible due to other factors. 

Tax Base Operations: 
For tax base operations, user fees are applied based on the principle of full cost recovery to the extent 
possible for services residents choose to participate in. Examples include user fees for community 
space rentals in facilities, and sport field rental fees. While the user fees are based on full cost 
recovery principles, the fees are monitored and compared against the market and neighbouring 
municipalities. Other factors include market condition, community benefit/need and as such generally 
cannot be set at full cost recovery and require some level of tax base support. 
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Rate Base Operations: 
The rate based budget philosophy results in the development of realistic and adequate resource 
alignment to meet the Council approved level of service within a specific division; and an associated 
user fee is generally applied as the revenue source. Once adopted, within the parameters of Council 
policy guidelines, these divisions operate with anticipated revenues and expenditures and balance 
minor annual fluctuations through the use of a reserve fund. Of significant value to this concept is the 
ability for the division to plan on a 10-year cycle; while at the same time allowing latitude for 
addressing unexpected changes to operations or council direction. 

Successful working divisional/section examples of the “Rate Model” in the City currently include the 
City Utilities division (water, sanitary and stormwater), Parking (section within the Economic 
Development division) and Rental Housing (section within the Municipal Enforcement Services 
division). 

4.2.5 Re-utilization of Existing City Assets 
The City owns a variety of assets that will reach the end of their useful life or are no longer needed by 
the organization. Most assets will be rehabilitated or replaced upon reaching the end of their useful life 
however in some instances, the assets (e.g. vacant land) may be deemed surplus and sold with the 
proceeds then being potentially available to use for the treatment of other City assets. 
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4.3 Infrastructure Funding 
The capital budget contains the most significant portion of funding allocated for both tax base and rate 
funded infrastructure systems, with the balance provided through the operating budget. The 2020
2022 Approved Capital Budget and 2023-2029 Capital Forecast allocates approximately $655 million 
in funding for various types of capital projects, as identified in Figure 8. 

Figure 8: Estimated Distribution of 2020-2029 Capital Expenditures 

*Note: Values are estimated based on the Approved 2020-2022 Capital Budget and 2023-2029 Capital Forecast. 

The City also spends money on infrastructure through its annual operating budget. Table 7 provides a 
summary of the planned expenditures in the 2020-2022 operating budget. Approximately 4% of the 
operating budget is considered to be directly related to maintaining infrastructure assets. In some 
asset classes there are also expenditures in the operating budget that are used to renew existing 
assets, such as the $576,000 in the Transportation divisions operating budget which is spent on road 
resurfacing activities (e.g. shave & pave or resurfacing) each year. 
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Table 7: Distribution of the 2020 Operating Budget by Asset Class (000's) 

Asset Class Expenditures Hydro, Expenditures Total* 
that Renew Natural Gas to Operate and 

Existing and Water Maintain 
Assets Assets 

Transportation 1,398 0 2,606 4,006 
Facilities 1,686 3,730 2,125 7,541 

Parks 873 0 2,630 3,503 
Forestry 535 0 147 682 

Fire 242 0 569 811 
Information Technology 0 0 2,179 2,179 

Fleet 25 0 61 86 
Bridges 19 0 0 19 

Public Art 0 0 0 0 
3,730 10,319 18,827 

Water Distribution 1,351 0 1,642 2,993 
Sanitary Collection 1,454 94 381 1,929 

Stormwater 670 0 831 1,501 
Parking 35 104 717 856 

Cemeteries 68 74 780 922 
272 4,351 8,201 

Total Tax Base Funding 4,778 

Total Enterprise Funding 3,578 
Non-infrastructure Expenditures^ 

Library Expenditures 
Regional Expenditures 

Total City of Waterloo Funding 8,356 

156,859 
5,732 
1,185 

4,002 14,670 190,804
 
*Note: Values may not add exactly due to rounding.
 
^Note: Non-infrastructure expenses include but are not limited to salaries, insurance, recreation program expense, wastewater treatment
 
and transfers to capital reserves.
 

4.4 Infrastructure Gap 
Through the Approved 2020-2022 Capital Budget and 2023-2029 Capital Forecast the City is planning 
to invest more than $324 million for the treatment of city owned assets over the next 10 years. Based 
on the analysis completed for this AMP, it has been determined that this amount is insufficient to 
maintain existing levels of services.  Financial constraints have resulted in the City of Waterloo 
identifying infrastructure projects that cannot be implemented during the 2020-2029 period. As noted 
earlier, the estimated annual infrastructure funding gap is $25 million of which $17 million is for tax 
funded assets and $8 million for enterprise assets. The gap accumulated over many years will 
similarly need to be improved over time and through the 2020-2022 budget process and the LTFP, 
Council has put a plan in place to begin narrowing the infrastructure gap. While the plan has been 
approved, the infrastructure gap may increase due to increasing construction costs, continued 
deterioration and the asset inventories being updated to reflect assets that were excluded (e.g. 
streetlights, Library). 

Additional infrastructure expenditures are required to achieve a level of service that is anticipated to 
be acceptable to most stakeholders. The required expenditures have been established based on an 
analysis of the most granular asset data available in the City combined with operational level decision 
making strategies about when and how each different type of asset is renewed. Table 8 identifies the 
additional annual contributions needed to fund the target scenario for each asset class and will be 
used to inform the updates to the City’s LTFP. 
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Table 8: Infrastructure Funding Gap (000’s) 

Asset Class Average 
Annual 

Funding 

Annual Funding 
Needed to Meet 

Target 
Performance 

Average Annual 
Funding Gap* 

Transportation $6,300 $20,000 $13,700 
Facilities $3,400 $4,600 $1,200 

Parks $1,400 $2,900 $1,500 
Forestry $300 $200 ($100) 

Fire $500 $800 $300 
Information Technology $1,300 $1,600 $300 

Fleet $2,800 $2,600 ($200) 
Bridges^ $900 $1,100 $200 

Total Tax Base Funding Gap $16,900 

Total Enterprise Funding Gap $10,000 
Total City of Waterloo Funding Gap $26,900 

$33,800 $16,900 
Water Distribution $3,500 $4,500 $1,000 

Sanitary Collection $2,500 $4,200 $1,700 
Stormwater $2,800 $7,600 $4,800 

Bridges^ $900 $1,100 $200 
Parking $200 $500 $300 

Cemeteries $100 $100 $0 
$18,000 $8,000 
$51,800 $24,900 

^The Bridge asset class has a total infrastructure gap of $400,000 and is jointly owned by the Tax Base and by Stormwater.
 
*Note: The average annual funding for Fire and Fleet exceed the estimated annual funding need. This is anticipated to change as the data 

maturity changes.
 

The current funding levels have resulted in almost 40% of tax base assets and just over 20% of 
enterprise assets exhibiting poor or very poor performance as identified in Figure 4 and Figure 5, 
respectively. Based on the asset inventory, current performance and deterioration rates and the 
funding included in the Approved 2020-2022 Capital Budget and 2023-2029 Capital Forecast, it is 
estimated that in 25 years the performance of City assets will decline. Specifically, it is projected that 
the proportion of tax base assets exhibiting poor or very poor performance profiles will increase from 
40% to 60%. Furthermore, the proportion of assets with very poor performance profiles is projected to 
increase from 14% in 2020 to 48% by 2043, an increase of almost four times over the 25-year 
timeframe.  Enterprise assets are also projected to decline over the 25-year timeframe, increasing 
from just over 20% of assets with a poor or very performance profile to 50%. The proportion of 
enterprise assets with a very poor performance profile is projected to more than double, increasing 
from 10% in 2020 to 26% by 2043. 

An important aspect of the LTFP received by Council on December 9, 2019 was the inclusion of 
measures for increases to infrastructure funding. Council approved increased infrastructure funding 
achieving 12.6% of the target level as part of the 2020-2022 budget for tax base assets, as identified 
in Table 9. The additional annual infrastructure funding approved through the 2020-2022 budget 
process is projected to close the annual infrastructure funding gap by an equivalent amount over the 
25 year timeframe.  This momentum will need to be continued as part of future budget cycles until the 
target infrastructure funding level is reached. 
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Table 9: Additional Infrastructure Funding Achieved - Tax Base Assets (000’s) 

Increased Infrastructure Funding	 Approved Future^ Future^ Future^ 
2020-2022 2023-2026 2027-2030 2031-2045 

Taxes above Inflation 1,968 5,167 5,827 3,310 
Waterloo North Hydro Dividend 375	 0 0 0 

Allocation of Expiring RIM Park Debt 0	 0 0 1,825 
(50%) 

Increase before Allocation to Support 
Staff Resources 

2,343 

Net Annual Infrastructure Funding 
Increase 

2,140* 

Cumulative Infrastructure Funding 
Increase 

2,140 

Infrastructure Funding Gap - % 
Additional Funding Achieved 

12.6% 

5,167 5,827 5,135 

Allocation to Support Staff Resources 203 458 479 332 

4,709 5,348 4,803 

6,849 12,197 17,000 

40.3% 71.7% 100% 

*Council approved additional infrastructure funding as part of the 2020-2022 budget process phasing up to $2,140 by 2022.
 
^Future proposed infrastructure funding increases will continue to be part of future budget cycles for Council’s approval as identified in the 

2019 Long Term Financial Plan Update report CORP2019-075.
 

To understand the magnitude of the additional annual contributions required to fund the target 
scenario, in the City of Waterloo, a 1% increase in the property tax levy generates approximately 
$790,000 in additional revenue (based on 2020 final levy). Therefore, the additional contributions to 
CIRRF necessary to close the annual infrastructure funding gap represent an increase to property 
taxes of approximately 20% - 25% above and beyond other increases for inflation. 

It is important to recognize that while additional revenue into the reserve funds is required, addressing 
the infrastructure challenges in the City of Waterloo is about more than collecting additional revenue. 
The continuous updating or operationalizing of asset management processes are equally, if not more, 
important to help: 

•	 Prioritize the assets that are renewed 
•	 Reduce the required expenditures to achieve the performance objectives of the infrastructure 

systems 
•	 Understand where levels of service may be reduced and result in lower infrastructure 


expenditure needs
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