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Agenda

1. Introduction

2. Escalation Rate Methodology

3. Discount Rate Methodology

4. Annual Rate Increases

5. Discussion and Feedback
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Escalation and Discount 
Rates in the OSL Financial 
Model

Escalation Rates

Escalation rates account for inflation and rising 
construction costs over time.

Discount Rates

Discount rates adjust future costs and revenues 
to present values, reflecting the time value of 
money.
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2024 OSL Rate Financial Model Example



•Click to edit Master text styles•Click to edit Master text styles

DRAFT FOR DISCUSSION

Escalation: Current Methodology

Methodology Overview

Uses historical Calgary’s Non-Residential 
Building Construction Price Index (NRBCPI) data 
from 1981 to 2024, smoothed into 5-year 
averages to reduce volatility. 

2024 Bylaw used 3.58% as the Escalation 
Rate 

Advantages

Simple, stable, and conservative method that 
aligns with long-term funding horizons and 
enhances planning.

•Draft for Discussion
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Current Escalation Rate Methodology 

The escalation rate estimates how much construction costs go up each year.

• Data Source: Historical NRBCPI data for Calgary (1981–2024) provided 44 data points.

• Inflation Smoothing: Inflation was smoothed into 5-year averages, resulting in 39 years of 

data. 

• Outlier Exclusion: The 5 highest inflation years (2006–2010 hyper-inflation) were 

excluded. 

• Calculations: Average inflation and annual volatility were calculated from the remaining 

data. Including a 90% confidence level. 
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Calgary’s Annual NRBCPI inflation rates (1981-2024) with 5-year 
moving averages
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Scenarios: Escalation Rate Forecast 

If 2025 NRBCPI = Input Update Forecasted Escalation 

Rate 

1% 4.56%

2% 4.58%

3% 4.60%

5% 4.63%

7% 4.67%

10% 4.70%
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Escalation Rate Discussion
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Discount Rate - Current Methodology

Discount Rate Definition:

Interest rate used to determine the present value of 

future cash flows.

Uses City’s Treasury expected yield on investments 

to reflect opportunity costs of infrastructure that is 

built today, but levies that are collected over many 

years as development occurs.

2024 Bylaw used 4.29% as Discount Rate 

(Based on 2023 rates)
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Discount Rate

▪ Discount Rate = City’s Actual Investment Rate of Return.
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Discount Rate Discussion
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Annual Increase – Non-Water Levies

Annual Levies Rates are adjusted each year on January 1 - Bylaw 1H2024 Section 6 (8)

For Non–Water Levies (Recreation, Police, Transportation, etc.): 

• The financial model reflects a rate at a point in time. Since all levies are not charged 
at time 0, an annual adjustment is required.

• The annual adjustment uses the Discount Rate.

• The Discount Rate reflects the City's expected long-term rate of return on invested levy 
balances.

• This is based on a defined asset mix of fixed income, real assets, and equity.
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Annual Increase: Non-Water Levies

Example : $10M PV for an Infrastructure project to be built in 10 years. 

Year 1: $1.0M → Year 10: $1.4M @ a 4% discount rate 
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Annual Increase – Water Levies

Annual Levies Rates are adjusted each year on January 1 - Bylaw 1H2024 Section 6 (7)

For Water Levies (Stormwater, Wastewater, Water Treatment, etc.): 

• The financial model reflects a rate at a point in time. Since all levies are not charged 
at time 0, an annual adjustment is required.

• The annual adjustment uses the Escalation Rate.

• Different than the Non-Water Levies, as the Water Levies use debt to fund the off-site 
levy infrastructure, the escalation rate is used for the annual increase.

• NOTE: Q3 NRBCPI data used as Q4 data release would be too late for calculation
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Annual Rate Adjustment Discussion
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Thank you
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