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August 2, 2019

Origin

Pre-audited financial information for the 2™ quarter ended June 30, 2019 is being provided to the
Finance Committee for review. The report provides details on the economic environment,
financial results and other key indicator information. The financial information provides Council
with an overview of the City’s financial results throughout the year and before the annual audited
financial statements are presented.

This report supports Council’s Strategic Plan 2018-2022 Strategic Focus Area #5 Sound
Financial Management and #8 An Engaged and Informed Community:

5.1 Maintain a strong and robust financial position.

5.2 Clear accountability through transparent budgeting practices and effective public
communication.

8.2 Ensure citizens are well-informed with timely, accurate and easily accessible
communication using a variety of methods and tools.

Analysis

Macroeconomic Indicators & Forecast

1) Global Growth — Real Gross Domestic Product (GDP) % Change’
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! International Monetary Fund, World Economic Outlook (July 2019)
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In 2019, the International Monetary Fund
(IMF) projects the pace of global growth to
slow down as policy uncertainty begins to
impact the world’s economy.

The global growth in GDP was 3.6% in
2018 and is expected to be 3.2% in 2019
and 3.5% in 2020.

¢ In Canada, the GDP growth forecast is

unchanged this quatter, at 1.5% for 2019
and 1.9% for 2020. The U.S. economy is
forecasted to grow by 2.6% in 2019 and
1.9% in 2020.

GDP growth for China is forecasted at
6.2% and 6.0% in 2019 and 2020,

respectively.
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2) Interest Rates — US and Canadian Overnight Central Bank Rate % at Year-End®
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3) Exchange Rates — CAD/USD at Year-End®
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After experiencing three upward
adjustments totaling 0.75 percentage points
in 2018, the Bank of Canada’s (BoC)
overnight rate remained at 1.75% in Q2
2019 amidst slowing global growth and
rising trade tensions.

Canada’s overnight rate is forecasted at
1.75% in 2019 and 2020.

The same factors caused the U.S. Federal
Reserve (US FED) to hold its short-term
rate steady at 2.50% throughout the first
half 0of 2019. On July 31, 2019, the US
FED announced an interest rate cut of
0.25% to 2.25%.

The Canadian dollar ended Q2 2019 at
$1.34 CAD per $1 USD.

The forecasted USD/CAD exchange rates
for 2019 and 2020 are $1.35 CAD per $1
USD and $1.37 CAD per $1 USD,
respectively.

2 US Federal Reserve, Bank of Canada and Royal Bank Economic Research Forecast (June 2019}

3 Royal Bank Economic Research Forecast (June 2019)
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Regional & Local Economic Activity Indicators

4) Unemployment
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5) Consumer Price Index (CPI — 2002=100)’
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e British Columbia and Canada continue to
experience very tight labour markets with
near full employment. Unemployment rates
decreased in the second quarter of 2019 by
2.2% and 5.2%, respectively.

e Atthe end of Q2 2019, the unemployment
rate was 5.5% in Canada, 4.5% in B.C. and
4.0% in Metro Vancouver.

e British Columbia continues to have the

lowest unemployment rate of all Canadian
provinces. In Q2 2019, the rate declined by
13.5% over the same period in 2018.

e The country’s annual pace of inflation, as
measured by Consumer Price Index
(CPI), continues to rise in Metro
Vancouver, B.C. and Canada in the
second quarter of 2019, with rising
energy (particularly gasoline),
transportation and food prices among the
main contributors,

e At the end of Q2 2019, the CPI climbed
by 2.0% in Canada, 2.6% in British
Columbia and 2.7% in Metro Vancouver
compared to the same period last year.

e The BoC continues to monitor inflation
closely, and increases to its policy
interest rate are intended to maintain the
CPI rate of increase at the midpoint
between 1 and 3 percent.
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7) Housing Starts’
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In Q2 2019, there were 1,760 housing starts
in Richmond and 9,951 in Metro
Vancouver, as measured by the Canada
Mortgage and Housing Corporation
(CMHC) and based on a verification that
construction work has commenced®.

Over the first six months of 2019, the total

number of housing starts increased by 35%
in Richmond and 25% in Metro Vancouver
compared to the same period in 2018.

While home-ownership demand has slowed
with recent policy measures, current project
starts reflect projects pre-sold in previous
years when the market was significantly
stronger.

The increase in CHMC’s housing start data
for Richmond in Q2 2019 does not directly
compare to the change in residential
building permits issued by the City. This is
mainly due to the varying timing between
issuing a residential building permit and
determining a housing start.

8 . . o . e
Housing Start is defined as the beginning of construction work on a building, generally when the concrete has been poured for the whole of the
footing around the structure, or an equivalent stage where a basement will not be part of the structure.
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8) Commercial Space’

a) Industrial Space
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® Cushman & Wakefield Office and Industrial Market Beat Reports
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Despite a net addition of 338,000 square
feet of industrial space in Richmond over
the same period last year, high demand and
absorption has kept the industrial vacancy
rate low. It ended Q2 2019 at 1.8%, down
from 3.1% in Q2 2018.

The industrial vacancy rate in Richmond
and Metro Vancouver declined year over
year by 42% and 23%, respectively.

With this acute shortage of industrial space,
Richmond and Metro Vancouver are
experiencing difficulty accommodating
new large users as well as the expansion of
existing businesses.

At 38.9 million square feet, Richmond has
the largest inventory of industrial space in
the region followed by Surrey (36 million),
Burnaby (31 million), Delta (25 million),
and Vancouver (24 million).

Despite an addition of 98,000 square feet of
Class A office space in Richmond in Q2
2019, the overall vacancy rate decreased by
13% over the same period last year.

At the end of Q2 2019 the office vacancy
rate was 7.8% in Richmond compared to
3.7% throughout Metro Vancouver.

Demand for high quality office space
around rapid transit stations is increasing as
companies seek amenity rich locations that
aid their talent attraction and retention
efforts amidst a constrained labour market.
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10) Goods and People Movement

a) Regional Cargo Movement'’
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Data indicators of regional trade activity
varied in the first half of 2019. While there
was an increase in container movements at
the Port of Vancouver, the Vancouver
International Airport (YVR) experienced a
decline in the volume of air cargo it
handled.

In the first half of 2019, there were 1.7
million Twenty Foot Equivalent Units
(TEUs) of container movements at the Port
of Vancouver, an increase of 3.5% over the
same period in 2018.

At YVR, 147,000 tonnes of air cargo was
handled throughout the first six months of
2019, a decrease of 6.5% over the same
period last year.

Y VR continued to experience passenger
growth. 6.7 million passengers travelled
through the airport in Q2 2019, an increase
of 3.1% over Q2 2018. The year-to-date
passenger traffic also increased by 3.3%.
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¢) Richmond Hotel Room Revenue'

Bichmand Hatal Ranm Ravanne ¢ $86.4 million was collected in hotel room
revenue throughout the first five months of
2019 in Richmond, an increase of 2.6%
over the same five months of last year.

Room Revenue {$ Millions)

* Q2 data for 2019 include figures from April and May. June figures not yet available.

Residential Real Estate’

In the first half of 2019, home buyer activity continued at a slow pace. The combination of
government intervention and restrictions on foreign buyers continue to affect buyer activities.

Richmond - Residential Sales e Single family detached (SFD) home sales
have continued to decline with a 22%
year-over-year decrease.

8972

e Apartment and townhouse sales have
nmnose declined 39% and 42% respectively year-

ngle Famliy

arment over-year.

o Apartment sales make up 48% of the
residential home sales in Richmond.
Townhouse sales and SFD sales
contributed approximately 22% and 30%,
of current home sales in Richmond,
respectively.

We-eu1o W2V 1o weeLv 1o Witev iz weTes 1

e There were 1,165 residential home sales
in Richmond during the first six months
of 2019, a 36% decrease compared to the
same period last year.

24 ity of Richmond Additional Hotel Room Tax Ledger, Destination BC
3 Real Estate Board of Greater Vancouver
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Finance and Corporate Services’ favourable variance is mainly due to vacant positions.

Fire Rescue’s favourable variance is mainly due to vacant positions as an additional 12
firefighters were approved on March 11, 2019 in the 2019 Operating Budget. The
recruitment process is underway and the positions are expected to be filled in October.

The Library is on budget.

Planning and Development’s favourable variance is primarily due to building permit
revenue related to multi residential buildings and vacant positions.

Policing’s favourable variance is mainly due to vacant positions as an additional 19
officers were approved on March 11, 2019 in the 2019 Operating Budget resulting in
lower than budgeted RCMP contract costs.

Fiscal’s favourable variance is due to higher than budgeted investment income and timing
of expenditures.

Water Utility’s favourable variance is mainly due to unbudgeted revenue received from
developers for water consumption charges during construction of new residential
developments. Any surplus at year end will be transferred to the Water Levy Stabilization
Provision.

Sanitary Sewer Utility’s favourable variance is mainly due to unbudgeted revenues
received from developers for sanitary sewer user fees during construction of residential
developments. Any surplus at year end will be transferred to the Sewer Stabilization
Provision.

Sanitation and Recycling Utility’s favourable variance is mainly due to higher than
budgeted Recycle BC revenue and recycling collection fees. Any surplus at year end will
be transferred to the General Solid Waste and Recycling Provision.

The presentation of the figures for the Financial Statement, Statement of Operations is different
than the Net Budget presentation above. The above presentation combines revenues and
expenses and presents the net amount inclusive of transfers. The Statement of Operations
presents the revenues and expenses separately and prior to any appropriations and transfer to
reserves. The Statement of Operations for the Six Month Period Ended June 30, 2019, with
comparative figures for 2018 is included in Attachment 3.

6245887
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Cash and Investment Portfolio

As of June 30, 2019, the City’s total cash and investment balance was $1.33 billion with a
weighted average yield of 2.50%.

The overall cash and investment balance is comprised of $801.3 million in investments (see
holdings in Attachment 4) and $533.1 million in high interest savings cash accounts. The high
cash balance is mainly due to the collection of property taxes during June and the more
favourable yield being realized on shorter term deposits caused by the inversion of the yield
curve as discussed below.

o N P IS T OSSN0 BERVE EERNPE » VPSSR oSN SIS I SR S |

2 Year Government oI Lanada 5onas 1.4070 L4V /0
5 Year Government of Canada Bonds 1.40% 1.43%
10 Year Government of Canada Bonds 1.50% 1.54%

Source: Bank of Canada

Trade tensions and the overall uncertainty of the global conditions continued to contribute to the
synchronous slowdown across many countries. In response, many central banks have signed a
slower pace of monetary policy normalization. In the U.S., with the incoming economic data
releases and the trade tension between the U.S. and China, the U.S. Federal Reserve announced
its interest rate cut of 0.25% to 2.25% on July 31, 2019.

The Bank of Canada showed no urgency at its July 10, 2019 meeting to make a policy change
even though the U.S. Federal Reserve had already signed its intention to lower the U.S. interest
rate. The Bank of Canada kept its interest rate unchanged at the current level of 1.75% in its
latest interest rate announcement meeting. This was the sixth-straight policy meeting where the
Bank of Canada has kept its overnight interest rate at the same level since the last interest rate
increase in October 2018.

As shown in the Canadian Government yield curve below, the market is in an inverted yield
curve environment where long-term debt instruments have a lower yield than short-term debt
instruments for the same credit quality. It is therefore more favourable for the City to keep its
available funds in cash and equivalent short-term products in order to optimize the earning
potential of the City’s funds.

FIN - 21
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Cash balance as of June 30, 2019 was $533.1 million. The cash balance is anticipated to drop by
around $220 million during July and August 2019 when property tax collections are being
remitted to the various taxing agencies.

The City continues to comply with its Investment Policy (3703) by carrying a cash and
investment portfolio with strong credit quality, meeting the objectives of managing its
investment activities in a manner that seeks to preserve capital and to realize a reasonable rate of
return.

Contract Awards

This report provides information on the formal contracts awarded by the City during the second
quarter. In accordance with Policy 3104, 33 contracts greater than $75,000 were awarded
totalling over $17.1 million (Attachment 5).

Financial Impact

None.

Conclusion

The City of Richmond is maintaining its strong financial position through the second quarter of
2019. Building construction and development activity are showing signs of moderating from the
extreme levels of the past years due to the constraints on new constructions. It is expected that these
trends will continue throughout 2019.

Cinc CMA
Manages, + manvias o2porting
(604) 276-4077

Att. 1: Economic Indicators

Att. 2: Financial and Key Indicators

Att. 3: Unaudited Statement of Operations
Att. 4: Cash and Investment Portfolio

Att. 5: Contract Awards greater than $75,000
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Economic Indicators June 30, 2019

Regional and Local Market Indicators {continued)

YVR Air Cargo (tonnes) 76,601
PMV Container Movement
(TEUs) 852,336
YVR Passengers (million) 6.7
Richmond Hotel Revenue
($ million)*** 38.9
Notes
a) QE indicates quarter end
b) f - forecast to year-end
c) * - Figures have been updated to reflect changes in source data.
d) **_ Figures have been updated for comparabilily.
e) *** . Hotel revenue for 2018 and 2019 Q2 excludes June figures for comparative purposes. The three month of Q2 2018 hotel revenue

was $65.4M and the first six month of 2018 was $111.56M.

List of Sources:

1) International Monetary Fund, World Economic Outlook (July 2019)
2)&3) US Federal Reserve, Bank of Canada and Royal Bank Economic Research Forecast (June 2019)
4) & 5) Statistics Canada
6) City of Richmond Building Permits
7) Canada Mortgage and Housing Corporation
8}, 9)10) & 11}  Real Estate Board of Greater Vancouver
12) Cushman & Wakefield Office and Industrial Market Beat Reports
13) City of Richmond Business Licences
14) Port of Vancouver Monthly Cargo Statistics
YVR monthly statistics

City of Richmond Additional Hotel Room Tax Ledger, Destination BC
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August 2, 2019 -22- Attachment 2

June 30, 2019

Financial and Key Indicators

(All doliar amounts in $000’s)

Financial and Key Indicators (continued)

Affordable Housing

Non-Market Rental (units) 529
Affordable Rental (LEMR**) (units) 798
ARTS Rental (units) 37
Entry Level Home Ownership (units) 25
Market Housing
Market Rental (units) 726
Secondary Suite / Coach House

(units) 287
Total Housing Units 2,402

* Figures have been updated to reflect changes in source data and methodology.

** LEMR units refer to Low End Market Rental units.

*** The floor space secured refers to square footage negotiated through phased developments. The number
remains unchanged, as the development applications for subsequent phases have not come forward at this
time with the unit breakdown and mix. LEMR units are still consistently secured through standard rezoning and

development applications.

227,407 222,945
Population figures provided by City of Richmond — Policy Planning

Notes:
a)  All figures presented above are unaudited
b)  f-forecast to year-end
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August 2, 2019 -23- Attachment 3

Unaudited Statement of Operations’

For the Six Month Period Ended June 30, 2019, with comparative figures for 2018.
(Expressed in thousands of dollars)

Budget Actuals Actuals*
June 30 June 30 June 30
2019 2019 2018
Revenue:
Taxes and levies $115,185 $115,185 $108,439
Utility fees 48,802 52,269 51,121
Sales of services 16,754 16,275 16,085
Payments-in-lieu of taxes 7,100 7,744 7,324
Provincial and federal grants 3,795 4,293 4,073
Development cost charges 12,456 9,765 8,048
Other capital funding sources 31,599 9,837 12,508
Other revenue:
Investment income 10,807 11,210 9,789
Gaming revenue 8,250 7,402 8,730
Licences and permits 6,662 8,585 7,853
Other 4,487 35,792 17,329
Equity income - 682 414
265,897 279,039 251,713
Expenses:
Community safety 56,281 50,924 48,596
Utilities: water, sewer and sanitation 47,5635 44,697 42,902
Engineering, public works and project
development 37,158 32,810 30,702
Community services 35,419 30,509 28,315
General government 32,510 30,458 27,206
Planning and development 8,485 7,944 6,856
Library services 6,010 5,306 5,010
223,398 202,648 189,587
YTD Surplus (Annual Surplus)2 42,499 76,391 62,126
Accumulated surplus, beginning of year 3,119,119 3,119,119 2,935,988
Accumulated surplus, end of June 30° $3,161,618 $3,195,510 $2,998,114

' Statement of Operations for City and Library after intercompany eliminations, includes investment in Lulu Island Energy Company but exciudes
Oval results.

2 Annual Surplus is the difference between revenues and expenses and refiects the change in the accumulated surplus on the Statement of
Financial Position. Annual Surplus is prior to transfer to reserves and surplus appropriations. The revenues include capital contributions,
development cost charges and other items that impact the investment in tangible capital assets within the accumulated surplus. The expenses
include amortization which impacts the investment in tangible capital assets in accumulated surplus.

® Accumulated surplus is equivalent to the net worth of an organization and is comprised of investment in tangible capital assets, reserves,
appropriated surplus, general surplus and other equity.

* Statement of Operation figures for 2018 were adjusted for comparative purposes.

FIN - 29

6245887



FIN - 30



FIN - 31



FIN - 32





