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Relatively speaking, Metro debentures became slightly less than Ontario Grants. This
indicates that, Metro possibly during this decade became more conscience of debt. As
mentioned previously, the high levels of inflation and presumably, the high interest rates,
created a deterrent against using debentures as the primary source of financing for
capital expenditures. Additionally, this decrease in debenturing could have been
mandated by the provincial government. Within the 80's, Metro’s direction on long term
debt issued was entrenched as it now dropped to the third largest source of financing.
Even without taking inflation into account, its absolute sum was over $100 million less
than the previous decade. However, in the 90's Metro shifted direction again in relation
to debenturing. Metro increased long term debt issued tremendously during this decade.
Potential reasons for this may include that transfers from operating revenues, senior
governments, and other financing were not keeping pace with the needs for capital

expenditures.

After the first two decades, transfers from senior governments, particularly
Ontario Grants, was the primary source of financing for the municipality. The provincial
government has stepped up its funding every decade to finance Metro, but dramatically
did this during the 60's and 70's. Funding in those decades more than doubled the
previous decade. It appears that during the 80’s and 90’s, the provincial government
slowed down transfer payments to the municipality because the increases in funding
were much smaller than the previous decades. In particular, the Ontario government did
this in the 90's to a larger extent. Even when stating this, the provincial government did
not scale back funding lower than previous levels. It would be unfair to characterize the
Ontario government as scaling back their transfers to Metro. Based on the data, the

provincial government may not have increased funding much in the 80’s and 90's, when
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taking inflation into account, but they definitely did not decrease the real amount of

grants.

Starting in the 80's, based on the data, Metro Council made a decision to
increase its internal sources of financing. The most notable increase in internal sources
resided in Reserves and Reserve Funds. However, ultimately this category does derive
from Metro’s Operating Revenue. This increase in Reserves and Reserve Funds could
also be a result of being mandated by the provincial government to accumulate a set
amount of funds into this category. The shift to gaining more revenue from internal
sources demonstrates that Metro Council was probably concerned about its historical

dependence on external sources of financing and wanted it curtailed.

Another issue that Metro faced from the mid 70’s is that unexpended capital
financing was on a downtrend to the end of Metro. At one point, Metro was in a yearly
surplus in capital financing, but by the mid 80’s, Metro found itself perpetually in the
negative. Potentially, Metro might have lost some of their credit standing because of this
negative downturn and the new found bad habit of increasing the expended capital

financing.

Capital expenditures have been important in the existence of Metro. At the
beginning of Metro, capital expenditures were above 60% of the total of Metro’s
operating expenditures. As Metro progressed, capital expenditures became significantly
less important and this ratio leveled off to approximately one-fifth. However, total capital
expenditures per person in Metro increased. Metro increased spending per person,
even when taking inflation into account. However, this trend slowed down in the mid

80's. Additionally, percentage change in total capital expenditures continually slowed
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down from the early years. This further lends evidence that capital expenditures did not

remain as important to the municipality as it did in its early years.

Metro capital expenditures have been predominantly on physical infrastructure.
In fact, in the early years in which the physical capital expenditures dominated, the 60's
was more heavily directed towards physical capital expenditures than the 50's. In the
70's and onwards, it appears as if Metro Council moved towards a policy of incorporating
more social capital expenditures into the municipality. Still yet, physical capital

expenditures still lingered around 80% of the total of capital expenditures.
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Comparison of Literature Review and Capital Operations Analysis

In most cases, the Metropolitan Toronto capital operations data collected and
analyzed in the charts and tables supports the written literature on the municipality that

this paper covered in respect to capital infrastructure.

The literature speaks greatly to the emphasis on physical infrastructure in the
early two decades of Metro Toronto, which is supported by the financial statements.
Interestingly enough, it was during the 60's in which physical infrastructure was the
highest percentage of capital operations, and not the 50's, the decade in which
Chairman Gardiner, a strong advocate of the implementation of physical infrastructure,

led Metro Council.

The literature also illustrates that social infrastructure was neglected during first
two decades. The literature puts forth that there was a push to increase social
development in the 60’s, but it never reached the level projected. Again, the analysis
supports the literature. Social infrastructure was a small percentage of total capital
expenditures during the 50’s and 60’s. An interesting point that was brought out by
White in his research was that in the 60's, Ontario increased grants to Metro directed
towards social programs. If this was the case, not much of this funding trickled from the
operating expenditures to the capital expenditures for social development during this

period.

It was noted that during that between 1954 and 1964, non-residential
assessment increased by 80%. However, in examining the capital operations of Metro
during these years, there was little mention of much funding coming from the Current

Operating Fund or Reserves or Reserves Funds. The only mention internal sources of
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financing from Metro Toronto were its annual Special Levy for Capital Works and to
relieve debenturing that was equivalent to 2 mills. This was allocated from Metro’s
Current Tax Levy. It appears that this increase in assessment did not provide significant

aid to Metro to finance capital expenditures.

Following from this is the literature highlighting Metro’s dependence on Long
Term Debt Issued. The analysis bears this to be true. The absolute figures of
debenturing during the 50's and 60's, absolutely dwarfs Ontario Grants, the only other
financing source analyzed during this period. Beginning in the 70’s and onwards, the

dependence on debenturing never returns to the same levels of the 50's and 60s.

Stated in the literature, during the mid 60’s to mid 70's, Metro Toronto received
the majority of the available funding from the Provincial government for subway
development. However, the analysis of the capital operations does not indicate that the
transportation expenditures became a greater percentage of total capital expenditures.
In fact, it appears to have declined slightly from the early 60’s. Potential explanations for
this could be that the increase in provincial transfers was still insignificant in comparison
to the total transportation expenditures, or Metro decided to decrease the amount of
debenturing they did for subway development because of the transfers from the

provincial government.

Also mentioned in the literature was that during this same time period, Ontario
started to send more grants in the form of unconditional transfers. The analysis of the
capital operations does not bear these transfers becoming sources of financing for
Metro’s capital expenditures. There was an increase in the absolute figure of Ontario

Grants in the mid 60’s but this figure declined and did not rise again until the mid 70’s.
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Another point brought out by the literature was that environmental expenditures
(e.g. sewer systems), was not affected by the new political battles that began in the 70’s.
The analysis provides evidence that that assessment is correct. As a matter of fact,
environmental expenditures rose during the 70's as a percentage of total capital

expenditures.

The time period from the mid 70's to mid 80’s was characterized by slower
economic growth, greater demand for social development, and the end of massive
infrastructure investments. The analysis supports the slower economic growth of the
Metro, which translated into slowing down its total capital expenditures. The data shows
that during this time period, the percent change in total capital expenditures per year
was for the most part negative and was lower than the yearly inflation rate. The analysis
also supports the greater demand for social development, as the percentage of social
capital expenditures increased in the 70’s and 80’s. The type of analysis completed in
this paper was not able to discern whether the 70's brought about the end of massive
infrastructure investments. However, an assumption can be made that 15 to 20 years
after these projects have been implemented in Metro Toronto, they may have started to
deteriorate. If this was the case, capital expenditures would have to be devoted to
maintaining and rehabilitating the capital infrastructure. This assumption would explain
the data from the analysis that although there was a decrease in the absolute figures of
total capital expenditures, it was not spectacular enough a reduction to deem capital

expenditures were severely cut.

Also mentioned in the literature was that the provincial government started to

distance themselves from its municipal governments. They did this by curtailing
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increases in grants and finding new methods for municipalities to obtain funding for
capital expenditures. For the most part, the analysis agrees with this assessment of the
provincial government. Definitely, in the 80’s and more so with the 90's, Ontario
curtailed increases in the transfers to Metro. However, Ontario Grants remained the
greatest contributor to capital financing for Metro through the 70's, 80’s, and 80’s.
Additionally, internal financing increased during the 80's and 90’s. A potential
explanation for this could be that the new methods the province provided Metro to find
additional sources of revenue, could be an explanation for the increase in Transfers from

Current Operations and from Reserves and Reserve Funds in the 80's and 90’s.

A final point put out by the literature was that social expenditures were increased
in the early 80's and early 90’s because of the symptoms of a recession (e.g. high
unemployment, high interest rates). In the social capital expenditure categories of
Protection to People & Property, Social & Family, and Health, this assessment appeared
to be correct. The social expenditures of the current operating fund were able to trickle
down to the capital expenditures for these categories. For the social category of

Recreation & Cultural, capital expenditures decreased within these time periods.
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Conclusion

This paper has attempted to review several secondary sources of literature on
the Municipality of Metropolitan Toronto. These literatures focus on the history, in
respect to capital infrastructure, of Metro Toronto. A comparison was performed
between the literature and the capital operations of the municipality from 1954-1997.
Through analysis of the actual financial figures produced by Metro Toronto throughout its
history, the paper was then able to assess whether the assertions made from the various
publications supported by these financial statements. It has been concluded that the
analysis conducted in this paper supports most of the assertions made by the literature.
Areas in which the analysis did not entirely support the literature included Ontario Grants
actually decreasing in absolute values during the late 60's and early 70's, and although
the provincial government may have started to distance itself from the municipal
governments starting in the mid 70's, Ontario Grants still accounted for the majority of

revenue for Metro in the 70’'s, 80's, and 90's.
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Appendix A

Current Operating Revenues — This is simply transferring funds from the Current
Operating Revenues to the Capital Operations of a particular municipality. Municipalities
often use this revenue for capital assets with a short life expectancy (i.e. police cars or
fire engines), or for recurrent expenditures (i.e. maintenance or upgrading of sidewalks,
roads, parks, etc.). Frequently the decision to use operating revenues depends on the
level of capital assistance in the form of grants from senior governments (i.e. federal and
provincial). If the senior government grants account for a large percentage of the capital
expenditures, then the net cost of the expenditure may be low enough to allow it to
finance the rest with the current operating revenues. Municipalities may use a capital
levy to generate revenue for their capital projects. It involves the assignment of revenue
generated from a few percentage points of the property tax rate (generally 2, 3, or 4
points/mills) to a capital fund (Kitchen, 193-194).

Reserves and Reserve Funds — Municipalities are able to finance capital projects
through use of reserves (i.e. funds that are set aside in a separate fund but that the
municipality may spend as it chooses) and reserve funds (i.e. funds that are set aside in
separate funds and must be spent on specific projects). Instead of borrowing to finance
capital expenditures, the municipality annually sets aside a portion of the current
revenue in an interest bearing account, from which it eventually supplies some or all of
the funding for a specific capital project. Reserves funds may be obligatory or
discretionary. The disadvantage of reserve funds is that they violate the principle of
intergenerational equity, in that the current taxpayers have to pay for future generations
will use (Kitchen, 194-195).

Special Charges - There are three categories of special charges; 1) special
assessments and local development charges, 2) Development charges or lot levies, and
3) other exactions such as density bonusing schemes, linkage fees, and parkland
dedication schemes.

1. A special assessment is a specific charge or levy that is added to the existing
property tax on residential or non-residential properties in order to pay for
additional or improved capital facilities that border on those properties. The size
of the charge is based on a specific capital expenditure in a particular year, but
the costs may be spread over a number of years. These charges do not
generally contribute significant sums of revenue to local budgets, but are still
important way of financing local improvement projects. A local improvement
charge is one in which a municipality assigns a charge according to the assessed
values of properties that abut on a local improvement project (Kitchen, p.195-
196).

2. Development charges is a specific dollar value per lot or per acre/hectare that a
municipality imposes on a developer to finance the offsite capital costs of a new
development. This charge typically only applies to the capital costs of facilities
necessitated by new development, but in special circumstances it can also apply
to additional capital costs needed to service redevelopment. Generally, they
have been used in the past to finance hard services (i.e. water supply systems,
sewage treatment plants, truck mains, and roads) (Kitchen, p.196-197).
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3. Other Exactions

a. Density bonusing is when a municipality grants developers increase
density allocations or density transfers in return for creating subsidizing
housing, establishing day-care centres, restoring historic buildings, or
other services (Kitchen, p.200).

b. Parkland dedication may occur in some municipalities in which a
Provincial Act requires developers to set aside land within the
development, or elsewhere, for parks. However, the developer and the
municipality may instead agree to a cash payment equal to the market
value of the stipulated amount of land, and then the municipality may
spend these funds in any fashion it so chooses (Kitchen, p.201).

Other internally generated revenues for a municipality may include revenue held over
previous periods, proceeds from the sale of fixed assets, investment income, private
donations for specific capital projects, and various smaller items. The sum of these
revenues is typically very small (Kitchen, 202).
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Appendix B

Grants — These come from the senior governments. Over time they have become less
important as a source of funding for municipal capital projects. Provincial grants are
generally intended to fund environmental projects and to a lesser extent, transportation
projects (Kitchen, p.202). As well, these grants also fund education and
communications capital projects as well (Whyte, p.90).

Borrowing - Borrowing can come in the form of short-term, and to a greater extent,
long-term. It plays a major role in municipal capital financing but their access to the
capital markets is often provincially controlled. However, this is not the case in Ontario.
Regional governments (e.g. Metropolitan Toronto) are able to borrow on behalf of the
municipalities that encompass it (Kitchen, p.202-203). Yet there are still controls on how
much these regional governments can borrow according to Provincial statutes.

The decision to borrow is generally favoured when current revenues (property taxes and
user fees) are insufficient to fund large expenditures on a “pay as you go” basis (Kitchen,
p.205). “Pay as you go” is a technique where part of the capital program is funded out of
current revenue. It is used to reduce the amount of debt issued and avoid a future
increase of debt charges (Whyte, p.85). Capital expenditures tend to be lumpy. A
municipality may find it needs millions of dollars to finance an infrastructure project in
one year and then nothing for several years. Borrowing allows a municipality to smooth
the payment from taxpayers over time (Kitchen p.205).

1. Short-term borrowing — A municipality might use short-term borrowing either to
finance capital expenditures or to cover an unexpected deficit in its operating
budget (in which case, the deficit must be eliminated by budgeting for sufficient
revenue in the ensuing year) (Kitchen, p.202). This type of borrowing can be
done in various forms, including bank loans, the issuance of bills, certificates, or
notes that are sold to banks or other investors. Short-term borrowing is
sometimes used to finance capital projects with relatively short life expectancies.
However, its most frequent use is for the purpose of financing a small series of
small projects until the municipality can consolidate the projects and refinance
them through longer term debt (Kitchen, p.204).

2. Long-term borrowing — For municipalities this is completely restricted to financing
capital expenditures alone (Kitchen, p.202). Municipalities borrow directly from
private lenders, from other governments, from provincial or federal departments,
agencies, or corporations that provide funds for specific projects (Kitchen, p.204).
Long term financing in Ontario is considered to be quite complicated. Regional
municipalities have been given the responsibility of borrowing for the lower tier
municipalities within its jurisdiction. Smaller municipalities (i.e. not within a
regional government) have also been given the power to issue their own debt.
However, these municipalities outside the region generally have lower credit
ratings than the larger sized municipalities and therefore the cost of servicing
debt is higher for these municipalities. The effect has been that many of these
smaller municipalities outside the regions simply do not have the capacity to
borrow at all (Kitchen, p.204).
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Appendix C
Section 147 (4) (a-e) and (5)

4

(5)

Regulations — The Lieutenant Governor in Council may make regulations
prescribing debt and financial obligations limit for municipalities, including;

a.

prescribing the amount to which the debts, financial obligations and liabilities
to which the limit applies and prescribing the matters to be taken in account in
calculating the limit;

prescribing the amount to which the debts, financial obligations and liabilities
to which the limit applies and prescribing the matters to be taken in account in
calculating the limit;

requiring a municipality to apply for approval of the Municipal Board for each
specific work, the amount of debt for which when added to the total amount of
any outstanding debt, financial obligations or liability under clause (a), causes
the limit under clause (b) to be exceeded;

prescribing rules, procedures and fees for the determination of the debt,
financial obligation and liability limit of the municipality;

establishing conditions that must be met by any municipality or class of
municipalities before undertaking any debt, financial obligation or liability of
class thereof.

O.M.B. approval not required — Section 65 and 66 of the Ontario Municipal Board
does not apply to any debt, financial obligation or liability defined under clause
(4) (a) if it does not cause the municipality to exceed the limit prescribed under
clause (4) (b) 1992, ¢ 15, s 8 (2).
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Appendix D
The Ontario Municipal Board Act, RSO 1990

Section 65(1) (a-e) and (3) ©: OMB Approval and Debt Capacity Limits

65. — (1) Despite the provisions of any general and special Act, a municipality may not,
a. authorize; or
b. exercise any of its powers to proceed with; or
c. provide any money for, any undertaking, work, project, scheme, act, matter or
thing, the cost or any portion of the cost of which is to be,
d. raised in a subsequent year or years; or
e. provided by the issue of debentures, until the approval of the Board has first
been obtained.

(3) c. toincurring a liability a debt, financial obligation or liability referred to in clause
147(4)(a) of the Municipal Act which does not cause the municipality to exceed
the limit referred to in clause 147(4)(b) of that Act. RSO. 1990, ¢ 0.28, s.65 (3);
1992, ¢.155.90
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Appendix E

1.

10.

1.

Water Supply — Construction and maintenance of pumping stations, treatment plants,
trunk mains, and reservoirs for the wholesale distribution of water to all the
municipalities.

Sewage Disposal — Construction and maintenance of trunk sewer mains and sewage
treatment plants to provide a metropolitan sewage disposal system capable of
accepting sewage on a wholesale basis from the area municipalities.

Roads - The designation of highways as metropolitan roads, and the establishment
of an arterial system of highways. Financing to be evenly split with the province.

Transportation - The former Toronto Transportation Commission became the
Toronto Transit Commission, with responsibility for public transportation throughout
the metropolitan area.

Education — The Metropolitan School Board was given responsibility for coordinating
educational facilities in the metropolitan area, and charged with paying a grant to
each of the 13 local school boards.

Health and Welfare — The Metropolitan Council was given responsibility for the
provision of homes for the aged, the maintenance of wards of Children’s Aid
Societies, post-sanatorium care for tuberculosis patients, and hospitalization of
indigent patients.

Justice — The Metropolitan Council must provide and maintain a courthouse and jail.

Housing - The Metropolitan Council was given all of the powers of a municipality in
the fields of housing and redevelopment.

Planning — The Metropolitan Planning Board was created, with authority extended
beyond the metropolitan area, encompassing all adjoining townships. It was charged
with preparing an official plan for this larger metropolitan planning area.

Parks — The Metropolitan Council was empowered to establish metropolitan parks.

Finance and Taxation — The Metropolitan Council was made responsible for the
uniform assessment of all lands and buildings in the 13 municipalities. On the basis
of the total assessment, the requirements of the metropolitan government are levied
against each Area Municipality at a uniform mill rate. The local government then
collects the metropolitan tax requirement, as well as its own requirement, from its
taxpayers. All responsibility for debenture financing was given to Metro to exercise
both for itself and on behalf of any local government in the area. Moreover, the
Metropolitan Corporation was required to assume the school debenture debts of
each municipality, and acquired all assets of the local municipalities needed for
metropolitan services (Rose, p.25-26).
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Capital Expendituros {Categories)
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Appendix G

Chart 7a - Absoluto Gonoral Government Capltal Expondituros
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Chart 7a shows that this category starts as a blip in 1954, and really does not
have much activity until the early 80's. For the record, this category was not classified
until 1976, therefore in the re-categorization that was done with capital expenditures
before 1976, some capital items possibly might not have been placed appropriately into
this category. However, great lengths were taken to make sure that capital items were
placed in the correct category. The guideline for the re-categorization was with the
breakdown of Metropolitan Toronto’s financial statements in 1997. As noted previously,
activity in this category starts to increase during the 1980's and then in 1988 significantly

increases. After 1988, capital expenditures in this category remain relatively high, but

then decreases in the mid 90's.
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Chart 11a - Absoluto Hoalth Capital Expondituros
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Chart 11a illustrates that in the early 60’s there was some spending in health.
From the mid 60's to the mid 70's there was practically no expenditures in this category.
Starting in 1976, expenditures in this category rose to over $1 million. After 1979,
expenditures in this category relatively stayed above $2 million, but achieved new peaks
in 1980, 1987, 1988, and 1993. Interestingly in the mid 90's, expenditures in this
category decreased dramatically to absolute levels below what was being spent in the

late 70's.

Chart 11b - Health Exponditures as Percontago of Total Capital Exponditures
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Chart 11b points out two major clusters in which health capital expenditures made an
impact on Metro's total capital expenditures. Notably, the greatest impact that this
category ever had on the total capital expenditures of Metro was in the early 60's. When
money started to be spent again on health capital expenditures in the mid 70's, only
twice did this category ever reach 3% of total capital expenditures. This occurred in
1980 and 1993. This category did not have a significant impact on total capital
expenditures, but maintained a consistency of approximately 1% of total capital

expenditures starting in the mid 70’s until the end of Metro.

Chart 14a - Absolute Planning & Dovelopmeoent Expondituros
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Chart 14a does not show very discernable trends other than there are pockets of
significant activity during the late 60's, late 70's, and the 90's. Only three years (1966,
1991, and 1993) has the capital expenditures of this category ever been over $1 million.
Interestingly enough, in 1967, a year after significant expenditure in this category, there
was a deficit in its capital expenditure by $364,763. This is exception is probably due to

the perceived excessive spending for the capital category from the previous year.



80

Chart 140 - Planning & D P an P of Total Capita) Exp b
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Chart 14b shows periods in which this category actually made a blip in total
capital expenditures. However, as evidenced by the chart, only in 1966 did this category
even make-up over 1% of total capital expenditures for Metro. The category has been

quite insignificant in the make-up of Metro capital expenditures.



