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Paying for Urban Infrastructure
Adaptation in Canada

Municipalities own nearly 60% of Canada’s core infrastructure,
including roads, water and wastewater systems, and utility
services. They have great influence over both the extent to which
climate change adaptation takes place, and how it is done. But
while municipalities are well positioned for action, they face
substantial challenges including aging infrastructure, limited
revenue streams and tools, and limited capacity and expertise to
address the growing issues associated with climate change.

In October 2019, ACT (the Adaptation to Climate Change Team),
Faculty of Environment, Simon Fraser University released a report
titled Paying for Urban Infrastructure in Canada: An Analysis
of Current and Emerging Economic Instruments for Local
Governments. This report updates and supplements a 2015
report published by ACT, and distinguishes between tools for
financing (raising and securing capital in advance of a project)
and tools for funding (repaying or saving up for up-front capital
costs) climate-resilient infrastructure. The report also
distinguishes between tools that are current (commonly used by
local governments) and tools that are emerging (use by local
governments is limited) and seeks connections with funding for

Internal Tools for Adaptation External Sources of Revenue

emissions reduction to assist in driving sustainable action. The
table below outlines the tools discussed in the report.

One of the emerging internal tools for adaptation is climate bonds
and green bonds, which are financing instruments in which a
purchaser buys the bond from an issuer for a set value and
interest paid, repaying the bond in full by the end of its term.
Green bonds are issued to finance projects with specific
environmental benefits, which can include public transit, clean
energy, low-energy buildings, and projects with adaptation or
resilience measures. Climate bonds have a slightly narrower
definition; they are bonds where the proceeds raise capital for
investments in climate change mitigation or adaptation measures.
The long maturity periods of green bonds (10-30 years) make
them a tool with great potential for financing green infrastructure
projects in large cities, whose benefits accrue over similarly long
time horizons. The benefits of green and climate bonds are that
they allow municipalities to acquire large amounts of up-front
capital, which is needed for many infrastructure adaptation
projects, and they allow cities to leverage their low borrowing
interest rates to finance infrastructure
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private sector financing and expertise.
Municipalities often contract the private
sector, not only to build an asset but also
to operate it for a set period of time. P3s
are a useful tool for large-scale
infrastructure projects that can provide a
revenue stream and measurable results in
terms of use (e.g. toll roads or bridges),
and are a useful tool for projects that
generate a return on investment (e.g.
transit or wastewater projects that can
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recoup costs through user fees). This may pose a challenge in
terms of this tool being used to fund infrastructure adaptation
projects; however, P3s have the potential to fund adaptation-
related projects that are part of traditional revenue-producing
projects. The benefits of P3s are that they help leverage private
finance and expertise, providing more value for money than a
publicly controlled infrastructure project, and some risks can be
transferred to the private partner.

Local Incentives to Promote Adaptation

Direct financial incentives and rebates are useful for promoting
adaptation. Local governments can encourage residents to take
property-level actions by offering incentives for the purchase,
installation, or construction of certain adaptive measures. These
can take the form of up-front subsidies or rebates for eligible costs
(e.g. subsidies on installation of green infrastructure such as
permeable driveways, rain barrels, or green roofs). Direct
incentives can encourage individual adaptation actions that
reduce the need for public investment in infrastructure adaptation,
while increasing the resilience of cities to extreme weather events.
Public perceptions of subsidy programs are often positive, as
compared to tax or fee tools, and can be effective at stimulating
small-scale adaptation actions in ways that traditional financing
tools cannot.

This report concludes with several broad recommendations
to various levels of government:

¢ Local governments should take advantage of existing
opportunities to create and employ funding and financing
tools that foster a low carbon resilience approach which
simultaneously reduces climate vulnerability and GHG
emissions.

e Local and provincial governments should look to jurisdictions
where new and emerging tools are being used for
infrastructure adaptation and test the effectiveness of these
tools in the communities.

¢ Provincial and federal governments should continue to
reduce the legislative and administrative barriers for local

governments to use certain tools that can foster a low carbon
resilience approach.

e Provincial and federal governments must continue to support
municipalities to increase their capacity and assist them with
the up-front costs of funding.

e Provincial and federal governments should support the
adoption of adaptation funding tools in Indigenous
communities, and support capacity building for
implementation of adaptation.

¢ Indigenous communities should take advantage of
opportunities to develop low carbon resilience, where
possible prioritizing infrastructure adaptations that foster both
community resilience and sustainable energy usage.

o At all levels of government, a low carbon resilience approach
that coordinates adaptation and emissions reduction needs to
be embedded in decision-making and through requirements,
planning resources, guidelines, codes and standards, and
tools.

For more information and to access the report,
please visit: http://act-adapt.org/october-17-act-
report-paying-for-urban-infrastructure-adaptation-
in-canada/
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“Infrastructure is identified as one of the top priority climate
risk areas in Canada, and governments at all levels in Canada
are increasingly recognizing the need for adaptation.”
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