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The Challenge



State of Municipal Assets

Replacement costs
• FAO’s 2020 estimates indicate 

that municipalities own 
approximately $484B in assets

• Given the trajectory of 
construction costs this has likely 
increased substantially

• Transportation infrastructure 
accounts for approximately 37%

• Roads $130.1B, Bridges $40.4B, 
Transit $9.3B)

State of Good Repair
• Estimated cost of $52.1B to 

return assets to a state of good 
repair

• With the exception of bridges and 
culverts, Ontario’s transportation 
infrastructure has a greater 
percentage of assets not in a state 
of good repair

• Estimated cost to bring 
transportation assets to a state of 
good repair is $26.48B

Source: Financial Accountability Office of Ontario (2021). Municipal Infrastructure. https://fao-on.org/en/report/municipal-infrastructure-2021/



Where are we headed?

Housing
• 1.5 Million homes over 10 years

• FCM estimates a $107K per house 
infrastructure cost

• $160.5B needed to build 1.5 
million homes in Ontario

Source: Fenn, M. (2024) A Jump Start: Providing Infrastructure for More 
Housing. Canada Urban Institute. https://canurb.org/publications/a-jump-
start-providing-infrastructure-for-more-housing/

Climate change
• “16 per cent increase in 

infrastructure costs relative to a 
stable climate base case”

• “municipal climate-related 
infrastructure costs are projected 
to range between $2.4 billion and 
$3.3 billion per year on average 
over the century”

Source: Financial Accountability Office of Ontario. (2023). CIPI: Summary 
Report – Estimating the budgetary impacts of changing climate hazards 
on public infrastructure in Ontario. https://fao-on.org/en/report/cipi-
summary/



How Do We Finance 
Infrastructure?



Funding Sources Financing

Property Taxes and 

User Fees

Development Charges Grants Debt Reserves

Major source of ongoing 

revenue for delivery and 

are set with 

considerations:

1. Cost of day-to-day 

operations

2. Cost of lifecycle and 

asset management 

activities

3. Cost to service debt

User fees typically used 

for services with private 

good characteristics 

(water/wastewater, solid 

waste, etc.)

Amounts charged and 

collected from developers 

for growth.

Municipalities have 

flexibility to use 

development charges. 

Typically used to pay for 

necessary expansion of 

infrastructure to 

accommodate new 

development (e.g., new 

piping, enhancing system 

capacity)

Alone may not cover the 

full costs of capital 

expansion but may help 

repay debt or reduce the 

need for user fee 

increases to repay debt 

that was secured upfront 

to build new infrastructure

 

Municipalities can access 

grants, some are 

dedicated to specific 

infrastructure and 

others are broader and 

can be used for a diverse 

set of infrastructure needs 

Grants can be a less 

reliable source of funding 

for capital projects as they 

may be targeted to fewer 

municipalities, availability 

is subject to changes in 

government direction and 

broad envelopes compete 

with other infrastructure 

needs 

Debt to cover capital costs 

Could be a bond or a 

loan. The amount of debt 

may be off-set by built up 

reserves that can help 

with some capital costs.

The amount of debt is 

also limited by a 

municipality's annual 

repayment limit (ARL) - 

this fiscal indicator, in 

addition to others, can 

play an important role in 

how municipalities are 

assessed when accessing 

debt.

Dedicated reserves can 

be built up over-time as a 

tool to help fund 

replacement of a major 

asset in the future or long-

term costs, for example a 

capital levy as a portion of 

property tax levy.

Reserves can also help 

manage the risk of 

unanticipated costs or 

revenue shocks.

Reserves are funded by 

property taxes and user 

fees over long periods to 

ensure rate stability.



Capital Financing Strategies

“Pay As You 
Go”

GrantsSome 
combination 

thereof

3rd Party 
Contributions

Drawing Down 
Reserves



“Pay As You Go”

• “Intergenerational equity”
• Spreads costs among taxpayers consuming it

• Involves paying for asset with interest

• Provincial limits on the total amount of debt
• Annual Repayment Limit (ARL)

• Annual debt servicing payments (principle and interest) cannot exceed 25% of “own 
source revenue”



Drawing Down Reserve Funds

• “Saving” all funds in advance of building or acquiring the asset

• Great discipline and patience

• Forgoing many needs in the meantime

• May be more costly in the long run
• Implications of forgone service

• Inflationary impacts on project costs



How Do We Finance Infrastructure?
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Financing Infrastructure
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Municipal Revenues by Source
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Reserves and Reserve Funds



Reserves and Reserve Funds in Ontario

• Developed in 2021, a review of the 
municipal reserves and reserve funds in 
Ontario and their use and purposes

• Analyzed 2019 Financial Information 
Return data for 436 municipalities



Types of Reserves and Reserve Funds

Reserves Obligatory Reserve Funds Discretionary Reserve Funds

Funds that have been set aside 

by Council resolution or 

allocation for an intended 

purpose, but not restricted by 

provincial or municipal 

legislation. 

To establish a reserve, 

municipalities do not require the 

physical segregation of money 

as in the case of an obligatory or 

discretionary reserve fund. 

Required under provincial 

statute or agreement with other 

levels of government.

To set an obligatory reserve 

fund, municipalities must collect 

and segregate specified 

revenues. 

The municipality can use the 

available funds solely for the 

purposes prescribed for them by 

statute or agreement

Established by municipal council 

by-law for a specific purpose.

While a municipality has 

discretion in the establishment 

of this type of reserve fund, they 

can only use the funds to meet 

the purposes established in the 

by-law.



Reserve and Reserve Fund Balances (in $B) by type (2019)



Reserves and reserve funds balances by municipal service purpose 
category (in $B), 2019



Debt Management



Municipal Debt Management 

• In 2021, MFOA developed the “Municipal 
Debt Series” – an in-depth look at the use of 
municipal debt in Ontario municipalities 

• Researched debt management trends of 
municipalities between 2010-2018



Municipal Debt - Legal Limitations

• Municipal Act, 2001 and City of Toronto Act, 2006 provide express 
authority to incur debt

• Long-term debt limited to financing of capital works

• Limits debt arrangements to the lifetime of the capital work, up to 40 
years

• Lower-tier municipalities are not authorized to issue debt directly

• Annual Repayment Limit (ARL) – limits annual debt service charges 
to 25% of own-source revenue unless previously authorized by OLT

• Net own-source revenue excludes revenue not controlled by municipalities 
(IE/ provincial grants)

• O. Reg 403/02



Debt Options for Municipalities

• Debentures
• Serial debentures

• Amortizing debentures

• Sinking fund debentures

• Construction financing debentures

• Bank loans

• Lease financing agreements



Types of debt users
Intensive Users 

of Debt

Average users of 

debt

Former users of 

debt

Non-users of 

debt

# of municipalities 183 (41%) 137 (31%) 83 (19%) 41 (9%)

Characteristics Largest 

populations on 

average, typically 

responsible for 

most capital 

assets especially 

water and 

wastewater 

systems.

Smaller 

municipalities with 

blow-median fiscal 

capacity, 

predominantly 

borrow from 

Infrastructure 

Ontario. Wide use 

of debt by service 

function.

Debt levels similar 

to average users, 

but did not incur 

new debt in period 

analyzed. Narrow 

use of debt by 

service function.

Low to now debt, 

mostly 

municipalities with 

very little fiscal 

capacity. 

Generally tend to 

have older 

infrastructure.

Average % capital 

financing

20% 12% 3% 0%



Six most common municipal functions for which municipalities 
reported long-term debt outstanding in the 2010 to 2018 
period



Six municipal functions with the highest total amount of debt 
outstanding in 2018



Percentage of municipalities that had long-term debt 
outstanding issued for selected municipal functions in at least 
one year from 2010 to 2018



Number of municipalities distributed according to the amount 
of debt service charges per household paid in 2018



Percentage of municipalities by group according to the way 
they paid for debt service charges from 2010 to 2018



Debt Management – Trends (2010-
2018)
• Municipalities that used debt the most tended to have larger 

population sizes, have more capital assets (notably water and 
wastewater), and have less liquidity

• Debt is used to finance a wide range of municipal services 

• The average debt user were smaller municipalities (more likely 
to have below-median fiscal capacity). Tend to issue debt from 
only the provincial government and its agencies 

• General tax revenues is the most common strategy to meet 
long-term debt payment obligations

• Only 10% of Ontario municipalities considered “non-users of 
debt” – commonly small municipalities with low fiscal capacities



Questions?
Contact: Colin Macdonald (colin@mfoa.on.ca) 



MFOA Resources Referenced

Reserve and reserve Funds
• Municipal Reserves and Reserve 

Funds in Ontario – Report (Paywall) 
https://www.mfoa.on.ca/mfoa/MAIN/MFOA_Policy_Projects/municipal
_reserves_reserve_funds_ontario

• Municipal Reserves and Reserve 
Funds: Case Studies (Paywall) 
https://www.mfoa.on.ca/mfoa/MAIN/MFOA_Policy_Projects/rrf_case_s
tudies

Financing Strategies
• MFOA Asset Management Framework 

– Chapter 6 – Financing Strategies 
https://mfoa-amp.ca/AMF/AMF_06.html

Debt
• Report 1 - The Management of 

Municipal Debt in Ontario

• Report 2 - A History of Municipal Debt 
in Ontario (Paywall)

• Report 3 - The Legislative Framework 
for Municipal Debt in Ontario 
(Paywall)

• https://www.mfoa.on.ca/mfoa/MAIN/MFOA_Policy_Projects/municipal_
debt
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