Executive Committee
Scoop Lewry Room, 2nd Floor, City Hall
Tuesday, November 14, 2017 – 6:30 p.m.
TO:

MEMBERS OF THE EXECUTIVE COMMITTEE
Mayor F. Tolmie
Councillor B. Swanson
Councillor S. McMann, Chairperson Councillor C. Warren
Councillor C. Froese
Councillor D. Luhning
Councillor D. Mitchell

Please be advised that Chairperson, Councillor McMann, has called an
Executive Committee meeting on Tuesday, November 14, 2017 at 6:30 p.m. in
the Scoop Lewry Room, 2nd Floor, City Hall, in order to deal with the following:
AGENDA
1.

Report dated November 6, 2017 from the City Manager, re: Buffalo Pound
Water Treatment Corporation – 2017 Semi-Annual Report.

2.

Report dated November 6, 2017 from the City Manager, re: Buffalo Pound
Water Treatment Corporation Guarantee for Funding an Electrical Upgrade
Capital Project.

3.

Confidential Land Report.

4.

Confidential Procedural Matter.

The Next Standing Committee Meeting is scheduled for
Monday, November 27, 2017 (Provided there are items to consider)

CITY OF MOOSE JAW
LETTER OF TRANSMITTAL
TO:

Executive Committee

DATE OF MEETING:
November 14, 2017

FROM:

City Clerk/Solicitor’s Department

FILE: 1701-3

SUBJECT:

Report dated October 31, 2017 from Chuck McDonald, Chair, Buffalo
Pound Water Board of Directors

RE:

Buffalo Pound Water 2017 Semi-Annual Report

BACKGROUND/COMMENTS:
The City Clerk/Solicitor’s Department received the attached report dated October 31,
2017 from Chuck McDonald, Chair, Buffalo Pound Water Board of Directors, transmitting
the Buffalo Pound Water 2017 Semi-Annual Report. Representatives from Buffalo Pound
Water will be in attendance at the November 14, 2017 Executive Committee meeting
to discuss the report.
The Buffalo Pound Water Treatment Plant is located approximately 30 kilometres
northeast of Moose Jaw. Prior to 2016, the Plant had been operated as an
unincorporated joint venture managed by an operating board appointed by the Cities
of Moose Jaw and Regina. Effective January 1, 2016, the two Cities incorporated the
Buffalo Pound Water Treatment Corporation as a non-profit corporation governed by a
skills based Board of Directors. Governance of the corporation is also affected by a
Unanimous Membership Agreement (the UMA) established by the two Cities. That UMA
mandates a formal reporting structure and approval matrix which defines the
relationship of the Board with the two member Cities.
Semi-annually, the Board provides a report to summarize the activities and major events
of the Buffalo Pound Water Treatment Corporation for the operations of the Plant as an
information source for City Administration, elected officials and the public. The report
contains the 2018 – 2020 Strategic Plan, Plant Performance, 03 2017 Year-End Forecast,
2018 Budget, Major Capital Expenditures in Excess of $1 Million, Board Performance and
Skills and Experience Matrix, Matters Requiring Approval of Cities Pursuant to Article 5 of
the UMA and Other Information that is Likely to Materially Affect Either of the Cities.
RECOMMENDATIONS:
1. THAT representatives of Buffalo Pound Water Treatment Plant be permitted to
address members of the Executive Committee.
…/2
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2. THAT the report dated October 31, 2017 from Chuck McDonald, Chair, Buffalo Pound
Water Board of Directors, respecting the 2017 Semi-Annual Report, be received and
filed.
Respectfully submitted,
“Tracy Wittke”
Assistant City Clerk
Attach.

“Myron Gulka-Tiechko”
City Clerk/Solicitor

CITY MANAGER'S COMMENTS:

“Matt Noble”
City Manager

MAYOR’S COMMENTS:

“Fraser Tolmie”
Mayor

P:\Clerks\2006\ENGINEERING DEPT, PUBLIC WORKS, & INFRASTRUCTURE- 1700\1701 -PUBLIC WORKS\-2 Buffalo Pound
Water Administration Board\Reports\LOT - Buffalo Pound Water 2017 Semi-Annual Report.doc

CITY OF MOOSE JAW

November 7, 2017

File #2200-5

TO:

Executive Committee

FROM:

City Manager

SUBJECT:

Buffalo Pound Water Treatment Corporation
Guarantee for Funding an Electrical Upgrade Capital Project

PURPOSE:
The purpose of this report is to provide City Council with details of the financing and applicable
borrowing and guarantee bylaw upon the completion of financing negotiations for the Electrical
Upgrade Capital Project (EUCP) to Buffalo Pound Water Treatment Corporation (BPWTC).
BACKGROUND:
BPWTC is a municipal corporation or what is called a “controlled corporation” under The Cities
Act with the City of Moose Jaw and the City of Regina (collectively, the Cities) as its sole voting
members. BPWTC is required by the Unanimous Membership Agreement (UMA), to obtain the
approval of both Cities for the borrowing of funds to proceed with the EUCP. Clauses 5.2 (f) and
(z) and section 5.3 of the UMA state:
5.2
Matters for City Approval. The Corporation shall not take any of the following
actions without the prior approval of each of the Cities:
(f)

the borrowing of money or the issuing any debt obligation or amending,
varying or altering the terms of any existing debt obligation;

(z)

any transaction or series of related transactions that are outside of the
normal course of business of the Corporation and involve an expenditure of
an amount exceeding $1,000,000, plus the Escalation Factor, unless such
transaction or series of related transaction have been approved in the annual
budget for such fiscal year.

5.3
Decisions of City. Where approval of the Cities is required pursuant to section 5.2
of this Agreement, the chairperson of the Board of Directors shall make a written request
to each of the Regina Council and Moose Jaw Council which includes all information
necessary for the Cities to make an informed decision. All requests pursuant to this
section 5.3 shall include all supporting information and shall be provided to the City
Manager, or delegate of each of the Cities, who shall bring the matter forward to Regina
Council and Moose Jaw Council, respectively, for consideration.
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In accordance with sections 5.2 and 5.3 of the UMA, the BPWTC Board of Directors have
submitted the attached request in Appendix B which requests approval and guarantee for the
borrowing to proceed with the EUCP.
The reason for the EUCP is the Buffalo Pound Water Treatment Plant (the Plant) has aging
electrical infrastructure that is reaching the end of its life phase. Recent electrical failures have
raised the issues and potential impacts of the Cities’ dependency on the Plant.
Addressing this issue now will require BPWTC to incur approximately $50 million of
expenditures over years 2017 to 2019. Since BPWTC does not have this amount of cash on
hand, financing is required for the principal sum of up to $45 million in November 2017.
In order to best facilitate the borrowing, the City of Moose Jaw, along with the City of Regina,
are being asked to provide a guarantee of the debt to BMO. The provision of a formal guarantee
is not unusual in this type of situation and would permit BPWTC to complete the borrowing
without providing security in the assets. This is desirable from the perspective of both the City of
Regina and Moose Jaw and BPWTC and is consistent with the fact that notwithstanding a formal
guarantee, the debt incurred will count against the City of Moose Jaw’s debt limit and the City
would be ultimately responsible for repayment if default occurred. The guarantee would be for
the City of Moose Jaw’s 26% proportionate share of BPWTC, or the principal sum of $11.7
million plus any interest and other costs, if the principal sum of $45 million is borrowed.
Cities are authorized pursuant to section 153 of The Cities Act to guarantee the repayment of a
loan where the loan is made between a lender and a city’s controlled corporation. As mentioned
above, BPWTC is a controlled corporation under The Cities Act as it is a corporation in which a
group of cities hold securities to which are attached more than 50% of the votes that may be cast
to elect a majority of the directors of the corporation. A bylaw authorizing the borrowing/
guarantee is required to be passed by both City Councils prior to BPWTC entering into this
external financing arrangement and prior to the Cities guaranteeing this loan. Pursuant to section
153 of The Cities Act, the bylaw must contain details of the following:
•
•
•

The amount of money to be borrowed under the loan to be guaranteed and in general terms
the purpose for which the money is borrowed;
The rate of interest under the loan or how the rate of interest is calculated, the term and the
terms of repayment of the loan; and
The source or sources of money to be used to pay the principal and interest owing under the
loan if the city is required to repay the loan under the guarantee.

This report delegates authority to City Administration to negotiate, approve, and enter into all
necessary agreements with BPWTC, BMO and the City of Regina on behalf of the City of
Moose Jaw and generally do all things and execute all documents and other papers in the name
of the City of Moose Jaw in order to carry out the borrowing and guarantee for BPWTC to a
maximum of $45 million with BMO. (Moose Jaw’s share is $11.7 million)
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DISCUSSION:
BPTWC’s Proposed Debt Structure
The borrowing contemplated by BPWTC includes credit facilities totaling up to the principal
sum of $45 million. BPWTC approached two financial institutions with respect to the borrowing.
The process to request proposals from the two lending institutions followed by BPWTC is
consistent with the process used in the past by the City of Regina.
BMO offered the most attractive borrowing with the best interest rates. The amount, repayment
sources, interest rate and term for each aspect of the loan is summarized below:
•

Non-Revolving Term Loan: up to the principal sum of $45 million: In terms of interest rates,
BPWTC has the option of choosing the Canadian Bank Prime Rate less 0.50% or the
Banker’s Acceptance Rate (BA) plus 0.75% credit spread. BPWTC has indicated that they
will be choosing the BA rate because it is typically lower. As at October 17, 2017 the BA
based rate was 2.08% (1.33% BA rate plus 0.75% credit spread) and the prime-based rate is
2.7% (3.2% prime rate less 0.50%) but these rates change on a daily basis. This loan will be
repaid from BPWTC’s revenue that it receives from water rates charged to each of the
respective Cities. Payments on both the principal and interest will be made monthly and will
be calculated based on a 25 year repayment schedule; however, the loan is for a 10 year term.
This means that there will be a balloon payment required at the end of the 10 year loan term
unless the loan is renewed. Subject to the later approval of both City Councils and later
guarantee bylaws, BPWTC’s intention is to renew this loan at the 10 year period so that it
would not be making the balloon payment, but would instead repay the loan over a further
10-15 year term.

•

Interest Rate Swap: BPWTC intends to enter into an interest rate swap agreement for a 25
year term that would cover the interest rates for the $45 million non-revolving term loan. The
reason the swap agreement is 25 years and the loan agreement is only 10 years is that the
intent is that BPWTC will renew the loan after the 10 year period. In this case, BPWTC is
receiving a variable interest rate under the loan agreement with BMO but it can swap this
interest rate with a fixed rate by entering into a swap agreement. The reason for entering into
a swap agreement is to manage variableness of the BA rate and thus achieve a fixed rate over
the 25 year repayment term. This provides cost certainty and protects against potential
interest rate increases. The formula is the 25 year swap rate plus 0.75% credit spread. As at
October 17, 2017 the 25 year swap rate is 2.75%, resulting in a total rate of 3.5% (2.75% plus
0.75% credit spread). The result is BPWTC will pay a fixed rate of 3.5% over the 25 year
term subject to the risks noted below. This rate is also subject to change until the final legal
documents are signed. The credit spread under the interest swap agreement is reviewed by
BMO at the 10 and 20 year intervals and is adjusted based on the Cities’ creditworthiness.

If the Cities were required under the guarantee to repay the principal and interest owing under
the loan as well as any early termination or unwind fees for terminating the swap agreement, the
City of Moose Jaw would make the payments from any one or more of the following sources:
municipal property taxes, Waterworks reserve.
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Advantages and Risks of Debt Structure
Advantages:
• Allows BPWTC to achieve a fixed rate, which today is 3.5% over the 25 year term. The
alternative is to not enter into a swap and be subject to interest rate changes.
Risks:
• As mentioned above, the loan expires after 10 years. If it is not renewed there is a risk
that BPWTC would have to repay both the outstanding loan amount and settle up the
potential breakage cost/benefit on the interest rate swap. The potential breakage
cost/benefit is dependent upon prevailing interest rates and fluctuates from a loss to a
gain dependent upon market interest rates. For example, if BPWTC were to terminate the
swap in year 10 and rates decreased by 1%, BPWTC would incur a loss of about $3
million. BPWTC does not have the intention to terminate the swap agreement and intends
to carry it to full term. BMO has also stated that they have no intention to not renew the
loan at the 10 and 20 year milestones. Given the low approximately 3.5% fixed rate, the
potential risks in entering into an interest rate swap were considered reasonable.
•

At the 10 and 20 year milestones BMO will review the 0.75% credit spread for any
adjustment. However, this spread is not based on market rates. Rather it is based on the
Cities’ creditworthiness, which is not typically variable. The swap rate is not variable and
remains fixed for the 25 year term. Therefore, the risk is low that a large interest rate
increase would occur at the 10 and 20 year milestones.

•

Under the guarantee, if BPWTC defaulted on the loan, the Cities would be required to
repay their proportionate shares of the loan as well as any potential early termination
costs or unwind fees due to the interest rate swap agreement being terminated based on
their respective ownership shares in BPWTC, which are 74% for Regina and 26% for
Moose Jaw.

City’s Debt Limit and Current Debts Outstanding for the City and BPWTC
The City of Moose Jaw has been conservative with respect to its borrowing and currently has
$26.0 million in debt. Going forward it is anticipated that significant borrowing will be required
to fund the City’s infrastructure rehabilitation needs.
The City’s current debt limit is $95 million with $26 million outstanding as of September 30,
2017. The outstanding debt for the City is projected to reach approximately $122 million by
December 31, 2022 (including outstanding guarantees). BPWTC currently has no debt. The
BPWTC current proposed debt has been accounted for in the City’s debt limit of $95 million.

Page 5
November 7, 2017
Buffalo Pound Funding

Assessment of BPWTC Current and Projected Financial Condition
As money borrowed by BPWTC ultimately represents a debt obligation of the City of Moose
Jaw and reduces the available debt to the City, it is important to evaluate BPWTC’s current and
projected financial condition to determine its ability to repay borrowed funds. In addition, it is
necessary to evaluate the potential risks the City may face with respect to debt issued by
BPWTC.
In order to determine BPWTC’s overall ability to meet its debt obligation, consideration was
given to BPWTC’s audited financial statements for 2015 and 2016, along with unaudited cash
flow information provided by BPWTC. Administration reviewed BPWTC’s projected cash flows
for reasonability and have concluded that Buffalo Pound can manage an annual debt payment of
approximately $2.7 million. The borrowing of the principal sum of $45 million would have an
annual debt payment of less than $2.7 million. Therefore, Administration concludes that BPWTC
can meet this debt obligation. By lending to BPWTC, the BMO has also concluded that BPWTC
can meets its debt obligations.
Corporate Governance Housekeeping Matters
In addition to dealing with the loan, this report is requesting Council approval of two governance
items: approval of BPWTC’s bylaws and the appointment of a new auditor.
Organizational Resolutions and Bylaws
Under clause 5.2(n) of the Unanimous Membership Agreement (UMA) both the Cities of Regina
and Moose Jaw are required to approve the amending, or repealing of any of BPWTC’s bylaws.
The bylaws set out matters such as the business of the corporation, how agreements will be
signed, banking arrangements, details as to membership, procedures for members’ meetings,
details as to directors and officers, procedures for meetings of directors, and details as to
notices. Once both Councils have approved the organizational resolutions and bylaws, a proxy
must be designated to exercise this vote. The amended corporate resolutions and bylaw set out in
Appendix A were prepared and reviewed by legal counsel of both cities and the BPWTC Board
has approved these documents and is requesting that both Cities approve them as well.
Auditor Appointment
Pursuant to clause 5.2(i) of the UMA, BPWTC cannot appoint or make any changes to their
auditor without prior approval of the Cities. BPWTC has traditionally used the same auditor as
the City of Regina. The audit contract for the City of Regina is expired and the new audit
contract has been awarded to MNP LLP for the period 2017-2021. Given this, BPWTC has
requested that the Cities as voting members of BPWTC approve the appointment of MNP LLP
as BPWTC’s auditor for this period. BPWTC’s request for this appointment is attached in
Appendix C.
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FINANCIAL IMPLICATIONS:
With BPWTC borrowing of the principal sum of up to $45 million, this will reduce the debt
room under the debt limit for the City. However, the City will still have slightly more than $55
million of debt room based on the City’s 26% proportionate share of the debt, which is $11.7
million.
It is also important to note that BPWTC indicates that moving forward with the
recommendations in this report will not cause an increase to the water rates that the Cities pay to
BPTWC, other than rate increases previously contemplated.
SUMMARY
The Plant has aging electrical infrastructure that is reaching the end of life phase. Therefore, at
the June 26, 2017 City Council meeting, Council approved BPWTC to accelerate the EUCP and
approved BPWTC to examine and pursue financing options.
Accelerating the EUCP now will require BPWTC to incur approximately $50 million of
expenditures over years 2017 to 2019. Since BPWTC does not have this amount of cash on hand,
financing is required for the principal amount of up to $45 million by November 2017. As the
joint owner of the BPWTC with the City of Regina, the City of Moose Jaw would show debt on
its financial statements at its 26% proportionate ownership share or the principal sum of $11.7
million plus interest and other costs if the borrowing is approved.
Pursuant to section 5.2 (f) of the UMA between the City of Regina and Moose Jaw and BPWTC,
as well as section 153 of The Cities Act, City Council is required to approve borrowing requests
of BPWTC as the debt incurred by BPWTC is consolidated (included in) the City of Moose
Jaw’s debt and the City would be ultimately responsible for repayment. The Cities are also being
asked to guarantee the loan. For this reason, in addition to authorizing the borrowing itself, a
borrowing/guarantee bylaw will be required to be passed by Council. This report authorizes
BPWTC to borrow up to $45 million as outlined in the BPWTC’s request as attached in
Appendix B.
If BPWTC borrows this debt, the impact on the City of Moose Jaw’s financial position is
reasonable. It is also important to note that BPWTC indicates moving forward with the
recommendations in this report will not cause an increase to the water rates that the Cities pay to
BPWTC, other than water rate increases previously contemplated.
In addition to dealing with the loan for BPWTC, this report also includes some governance
housekeeping matters for Council approval such as BPWTC’s corporate bylaws and the
appointment of a new auditor.
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RECOMMENDATION:
1. That the City Manager or the Director of Financial Services be authorized to negotiate,
approve, and enter into all necessary agreements with Buffalo Pound Water Treatment
Corporation (BPWTC), the Bank of Montreal (BMO) and the City of Regina on behalf of the
City of Moose Jaw and to generally do all things and execute all documents, certificates and
other agreements required of the City of Moose Jaw in order to facilitate BPWTC’s
borrowing of the principal sum of $45 million from BMO, including the City of Moose Jaw
providing a guarantee of the principal sum of $11.7 million plus any related interest or other
costs of the debt resulting from this borrowing.
2. That the City Solicitor be instructed to prepare a borrowing/guarantee bylaw based on the
terms and conditions negotiated by City Administration as outlined in this report.
3. That the City Manager, as the City of Moose Jaw’s proxy, be authorized to exercise the
City’s voting rights in BPWTC to:
a) approve organizational resolutions or documents that may be required of BPWTC in
relation to the proposed borrowing of the principal sum of $45 million plus any interest
or other costs of such borrowing from BMO;
b) approve the passage of the organizational resolutions and bylaw appended as Appendix A
to this report; and
c) appoint the auditor selected by the City of Regina through the Request for Proposal
process as auditor of BPWTC for the period 2017-2021.
Respectfully submitted,

“Matt Noble”
Matt Noble, CPA, CMA
City Manager

“Brian Acker”
Brian Acker, B. Comm., CPA, CMA
Director of Financial Services

/pmm/sp
Attachs.
MAYOR’S COMMENTS

“Fraser Tolmie”
Mayor
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