BACKGROUND

This report is to show the City’s reserve and reserve fund
balances, as well as the projected changes as a result of the 2011 base budget presented to
Council on February 16, 2011.

The following is a summary of the history of reserve and reserve funds during 2009, and the
forecasted balances for 2010 and 2011 fiscal years.

Actual as of Forecasted Forecasted 2011
December 2010 (Forecasted 2010
31/09 (unaudited) plus forecasted
transactions during
2011)

Reserves
(non interest
bearing) $6.6 M $9.4M $8.5M
Reserve Funds $73.9M $78.3M $72.7M
(interest bearing)
Total Reserve $80.5M $87.7M $81.2M
and Reserve
Funds

Increase from 2009 to Forecasted 2010 Balance

$7.2M

Forecasted Decrease from 2010 to 2011
(See Appendix A for forecasted Reserve and
Reserve Fund balances) ($6.5 M)




The following tables illustrate the trends in reserve and reserve funds over the past five years:

2005 2006 2007 2008 2009
CGS Reserves $ 7,385 $6,004 | $9,524 | $10,737 | $6,620
CGS Reserve Funds 60,356 81,581 89,765 77,878 73,874
Total CGS Reserves &
Reserve Funds $67,741 | $87,585 | $99,289 | $88,615 | $80,494
2005 2006 2007 2008 2009
Reserves as a % of
Total Expenditures 16.3% 18.5% 200% | 19.8% N/A
BMA Study — Median 29.6% 31.2% 34.4% 374 % N/A
BMA Study — Low 8.9% 9.6 % 11.3% 9.3 % N/A
BMA Study — High 141.7% | 135.6% | 157.9% | 155.6 % N/A
2005 2006 2007 2008 2009
Tax Discretionary Reserves as % of | 39.2% 42.8% 47.9% 50.8% 38.6%
Taxation
BMA Study — Median 52.3% 56.4% 55.3% 66.2% 63.7%
BMA Study — Low 4.7% 5.1% 12.5% 16.3% 20.5%
BMA Study - High 265.2% | 244.0% | 238.3% | 231.9% | 223.7%

As outlined in the BMA study, reserves and reserve funds are a critical component of a
municipality’s long-term financing plan. The purpose for maintaining reserves, as outlined in the

report, is to:

> Provide stability of tax rates in the face of variable and uncontrollable factors (consumption,

interest rates, unemployment rates, changes in subsidies)

> Provide financing for one-time or short term requirements without permanently impacting tax

and utility rates

> Make provisions for replacements/acquisitions of assets/infrastructure that are currently

being consumed and depreciated

> Avoid spikes in funding requirements of the capital budget by reducing their reliance on long-

term debt borrowings

Ensure adequate cash flows
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Provide a source of internal financing

Provide flexibility to manage debt levels and protect the municipality’s financial position
Provide for future liabilities incurred in the current year but paid for in the future

Reserves offer liquidity which enhances the municipality’s flexibility, both in addressing unplanned
operating requirements and in permitting the municipality to temporarily fund capital projects
internally. The level of reserves and reserve funds is a key measure of the financial health of a
municipality. Compared to other municipalities in Ontario, the City is below the median as it pertains
to reserves and reserve funds as a percentage of total expenditures. In 2008, which is the last
available year that this information for this measure is available, only nine of seventy-five
participants in the study had a lower percentage than Sudbury. The results across the survey range



from a low of 9.3% to a high of 155.6% in 2008. For 2008, there has been a decrease at the CGS
from 20.0% to 19.8%.

BMA Study no longer includes the reserves as a percentage of total expenditures. Therefore, we
are introducing a new measure which is Tax Discretionary Reserves as % of Taxation. The results
across the survey range from a low of 20.5% to a high of 223.7%. For 2009, there has been a
decrease at the CGS from 50.8% to 38.6%.

Long Term Financial Plan

The Long Term Financial Plan, adopted by Council, references reserves in a number of its
recommendations:

1.6 Plan for the replacement of infrastructure through the use of life cycle costing and the
development of replacement reserves.

5.2 Undertake regular reviews of remaining life and condition of assets and determine required
annual reserve contributions sufficient to ensure that 90% of approved infrastructure
rehabilitation / replacement schedules can be met at the required time.

8.1 Facility, equipment and infrastructure replacement reserves should be established and
funded to ensure that 90% of approved infrastructure rehabilitation / replacement schedules
are met (long-term), as determined in point 5.2

8.2 Establish a Stabilization Reserve for programs that are susceptible to significant annual
expenditure fluctuations (eg. Winter Maintenance). Program budgets should be based on a
moving five year historical average of program spending. In years when surplus funds occur
in these programs, surpluses should be reserved, provided an overall City surplus exists.
Where the City’s overall surplus is less than the program surplus, funds should only be
reserved up to the level of the overall City surplus.

8.3 Establish reserves to provide funding for future liabilities (eg. sick leave). Contributions to
these reserves should be set, at a minimum, at an amount sufficient to ensure the liability
does not increase.

The City needs to address these recommendations through the establishment of and continuation of
increased funding for reserves.

Forecasted Change from January 1, 2011 to December 31, 2011

Appendix A shows the forecasted reserve and reserve fund balance from December 31, 2010 to
2011. Overall, it is forecasted that the balances will decrease by a net of $6.5M. This is subject to
change based on timing of capital expenditures, unanticipated transactions, and future Council
approvals.



In summary, the following are the highlights:

2010 2011

Forecasted opening balance - January 1 $80.5M  $87.7M

Add:  Forecasted Interest $1.7M $1.9M

Add:  Net transfers as per Policy and Budget $13.3M $6.2M

Less: Transfers Approved from 2010/2011 Capital Budget and Other ($7.8M) ($14.6M)
Approvals

Forecasted Balance - December 31 $87.7M  $81.2M

Some of the major projects that occurred during 2010 resulting in an increase to the reserve and
reserve fund balances are: winter control operating surplus, savings from prior year budget projects
in which excess funds have been transferred to reserves which are partially offset by the water and
wastewater deficit.

Anticipated spending in 2011 resulting in a decrease to the reserve and reserve fund balances are:
various 2011 capital budget projects funded from reserve such as Maley Drive, Transit Capital (bus
replacements and renovations to 1160 Lorne Street), and Construction/Demolition Recycling Facility
at the Sudbury Landfill Site.

Deferred Revenue - Obligatory Reserve Funds

The City receives certain sub divider contributions and other revenues under the authority of federal
and provincial legislation. These funds, by their nature, are restricted in their use and, until applied
to specific expenditures are recorded as deferred revenue.

Appendix B details the forecasted balances in the obligatory reserve funds.

CONCLUSION

The information presented on reserve and reserve funds has been accumulated based on
information currently available, and staff’s best estimates. The balances are unaudited and subject
to change, based on Council decisions, differences between estimates and actual transactions and
unanticipated revenues or expenditures.



