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Re: Financial Information — 2n Quarter June 30, 2020

Staff Recommendation

That the staff report titled, “Financial Information — 2" Quarter June 30, 20207, dated August
21, 2020 from the Director, Finance be received for information.
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Origin

Pre-audited financial information for the 2" quarter ended on June 30, 2020 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 of Richmond’s (the City) financial results throughout the year and
before the annual audited financial statements are presented.

The COVID-19 pandemic began to impact the City’s financial results in mid-March by closure
of public facilities, including libraries, community and recreation centres, and cultural facilities.
Effective May 20, 2020, Council has endorsed the Restoring Richmond Plan for the gradual
reimplementation of program and services through a step-by-step approach to reopening various
City services, amenities and facilities while maintaining physical distancing and public health
guidelines. Due to the pandemic, the City continues to experience reductions in revenue such as
gaming revenues and investment income, which will have a significant impact on future
quarterly results. The length of the economic disruption and recovery is uncertain at this time.

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.
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Analysis

Macroeconomic Indicators & Forecast

The COVID-19 pandemic continues to have a significant impact on regional, national and global
economies as necessary public health protection measures are drastically impacting daily life and
economic activity.

The timing and extent of global and domestic economic recovery will depend on the
effectiveness of public health measures and the impact of targeted policy support.

1) Global Growth —Real GDP % Change!

100 e The International Monetary Fund (IMF)
projects the global economy will
contract by 4.9% in 2020. This was
revised downward from the previous
forecast of a 3.0% decline.

e Following the release of the IMF’s April
2020 outlook, the pandemic rapidly
intensified in some countries and caused
even larger disruptions to activity than
s wie s e ans cvew predicted.

e In Canada, the GDP is forecast to
decline by 8.4% in 2020 and the U.S.
GDP is forecast to decline by 8.0%.

e Global GDP growth is forecast to slowly
‘rebound at 5.4% in 2021. Canadian and
U.S. GDP growth forecasts are 4.9% and
4.5%, respectively for 2021.

! International Monetary Fund, World Economic Outlook (June 2020)
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2) Interest Rates — US and Canadian Overnight Central Bank Rate % at Year-End?

3.00

2.50

2.00

1.50

1.00

0.50

0.00

2015

2016

2017 2018

SFED

2019

anada BOC

the end of Q1 2020, the .ank of

1ada (BoC) cut the overnight lending
sto 0.25%, where it has remained
oughout Q2 2020. This was part of a
e of aggressive monetary and fiscal
cy measures by the Canadian
rernment to combat difficult economic
ditions  resulting from COVID-19.

2020t ¥2'The BoC rate is forecasted to remain at
its lower bound at the end of 2020 and
throughout 2021 as gradual economic
recovery occurs.

e The U.S. Federal Reserve (US FED) rate
continued at 0.25% where it is expected
to remain at the end of 2020 and
throughout 2021.

3) Exchange Rates — CAD/USD at Year-End?
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o The decline in oil prices had a negative
impact on the value of the Canadian
currency prior to the global pandemic.

¢ The Canadian dollar (CAD) is expected
to further depreciate against the US
dollar in the mid-term, ending 2020 at
$1.40 CAD per $1 USD and rebounding
partially in 2021 to $1.35 CAD per $1
2021f USD.

¢ The weaker Canadian dollar may benefit
non-commodity exports as the economy
recovers.

2 US Federal Reserve, Bank of Canada and Royal Bank Economic Reseaich Forecast (June 202()

3 Royal Bank Economic Research Forecast (June 2020)
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Regional & Local Economic Activity Indicators

Unemployment*
15 e From February to April 2020, 5.5 million
135 Canadian workers were affected by the
ﬁg COVID-19 economic shutdown.
13:? e Jobs in aviation, accommodation,
8-2 hospitality, entertainment and cultural
;:5 industries have so far been most
Zg significantly impacted.
35

o At the end of Q2 2020, Canada, BC and
Metro Vancouver unemployment rates
increased to 12.3%, 13.0% and 13.1%,
respectively.

Q3-18 Q418 Q119 Q219 Q319 Q419 Q120 QW

1nada c etro Vancouver

o The extent of the temporary and
permanent job losses that will occur as a
result of the economic downturn is not
determinable at this time.

5) Consumer Price Index (CPI—2002=100)>

138 e At the end of Q2 2020, the CPI climbed

136 by 0.7% in Canada, 0.5% in British

134 Columbia and 0.2% in Metro Vancouver,

'3 compared to the same period last year.

130 e The direct and indirect effects of

18 COVID-19 have dragged CPI inflation
below BoC'’s targeted range between 1

126 and 3 percent.

124

Q3-18 Q4-18 Q1-19 Q2-19 Q3-19 Q4-19 Q120 Q220 e Despite an increased demand for
groceries and household items, travel
limitations and temporary business
closures have resulted in lower prices for
items such as gasoline, clothing and
footwear.

anada C etro Vancouver

+ Statistics Canada
S Statistics Canada
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7) Housing & 's7
Housing Starts

10

Metro Van

C
20¢

-
1%
0

Richmond
—
=4

5¢

us s A=¥ e A L) A

ng Starts
atro Van

ichmand

" Canada Mortgage and Housing Corporation

In Q2 2020, there were 114 housing starts
in Richmond and 5,384 in Metro
Vancouver, as measured by the Canada
Mortgage and Housing Corporation
(CMHC) and based on their verification
that construction work has commenced?.

Year to date housing starts in Richmond
and Metro Vancouver declined by 90% and
38% respectively, over the same six-month
period in 2019.

The change in CHMC’s housing start data
for Richmond in Q2 2020 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 Housing Start is defined as the beginning of constiuction 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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b) Office Space
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® Cushman & Walkefield Office and Industrial Market Beat Reports
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In Q2 2020, industrial sales and leasing
activity has remained relatively stable
despite COVID-19 disruptions, when
compared to the retail and office markets.

312,000 square feet of industrial space has
been added to Richmond’s inventory over
the last year with projects in progress
mncluding the Richmond Industrial Center
phased development.

Notwithstanding the addition of this new
industrial product, the vacancy rate has
declined to 1.4% in Q2 2020.

The region continues to face an acute
shortage of industrial land and the

industrial vacancy rate in Metro Vancouver
was 1.3% at the end of Q2 2020.

The pre-pandemic office market in Metro
Vancouver was strong and the vacancy rate
had been steadily decreasing since 2015.

COVID-19 has required employees to work
from home where possible, causing many
office based businesses to rethink their real
estate footprints.

While some tenants may make the decision
to downsize, others may lease additional
space to ensure safe distancing protocols or
add satellite office space closer to their
employees.

The office space situation remains very
fluid. At the end of Q2 2020, the office
vacancy rate was 7.7% in Richmond and
3.9% in Metro Vancouver.
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