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Preamble  

The Service Exchange Renegotiation and Municipal Government Act Advisory 

Committee (SERMGAR Committee) was formed by the Nova Scotia Federation of 

Municipalities (NSFM). The SERMGAR committee provides the following report and 

recommendations for consideration by the Province of Nova Scotia (Province). The report is 

based on discussions between the Province and the SERMGAR Committee between March 2022 

and January 2023. The report discusses a series of agreed upon topics shaped in large part by a 

result of the NSFM member survey conducted between May and June of 2022. 

These recommendations are made with the understanding that the SERMGAR committee 

is advisory only, and that robust consultation will take place which will provide an opportunity 

for all municipal units in Nova Scotia to provide feedback. 
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The SERMGAR Committee’s Proposal on Mandatory Contributions 

Mandatory contributions have been a long-standing issue dating back to the Graham 

Commission (1975) where it was recommended that they be addressed1,2. They were discussed 

again following the 1995 service exchange but no progress was made. The 1998 Memorandum 

of Understanding (MOU) did not cover mandatory contributions3. In a 2007 MOU, it was agreed 

that the Province would not increase mandatory education contributions by more than consumer 

price index (CPI)4.  

Concerns with mandatory municipal contributions (housing, corrections, and education) 

remain a top priority for the NSFM. These contributions account for one-fifth of all municipal 

expenditures and occur in areas of Provincial responsibility5. Last year, municipalities collected 

$293,985,347 on behalf of the provincial government. Municipalities do not have input on how 

the contribution amount is determined, nor do they have control over how they are spent. 

Municipal expenditures are continuing to rise faster than the CPI and mandatory contributions 

add undue pressure on municipalities6.  

In a survey conducted by the NSFM, mandatory contributions to housing, corrections, 

and education made up 3 of the top 5 expenditures to review. Participants stated that 

municipalities have increased responsibility in areas that are exceeding their capacity, and that 

municipalities should only oversee services and regulations that they can control or have a say in. 

Based on the NSFM survey, and research conducted over the last 50 years, a new agreement 

between the Province and municipalities should include the Province taking complete 

responsibility for the cost of corrections and regional housing authority operating losses. 

It is imperative that other mandatory contributions made by municipalities continue to be 

a priority. It is of utmost importance that the matter be given due attention and consideration to 

ensure equitable and sustainable outcomes for all concerned. The NSFM requests the 

Department of Municipal Affairs and Housing (DMAH) to engage in productive discussions 

over the next five years with regards to contributions to education. In the interim, it is 

recommended that the current amounts for contributions to education remain frozen and not be 

subject to any increases.  

Proposed Action: The Province assume full responsibility for the cost of corrections and 

operating losses incurred by regional housing authorities. Additionally, it is recommended that 

 
1 Graham, J. (1975). An Introduction to the Nova Scotia Royal Commission, in Canadian Public Policy 1(3): 349-

354 
2 https://www.nsfm.ca/nsfm-resolutions.html 
3 Nova Scotia, Memorandum of Understanding Respecting Short Term Policy Initiatives and Comprehensive Review 

of Roles and Responsibilities, April 7, 1998.   
4 Premier’s Office. (2007, November 7). Province Reaches New Financial Agreement with Municipalities [Press 

Release]. Retrieved from: https://novascotia.ca/news/release/?id=20071107001. 
5 Provincial-Municipal Fiscal Review. (2013). The Provincial-Municipal Fiscal Review, Part 1: The Current State 

of Municipal Government in Nova Scotia. 
6 Provincial-Municipal Fiscal Review. (2013). The Provincial-Municipal Fiscal Review, Part 1: The Current State 

of Municipal Government in Nova Scotia. 
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the contribution towards education be temporarily frozen while discussions towards phasing out 

such contributions are underway. 
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The SERMGAR Committee’s Proposal on Updating Municipal Financial Capacity Grant  

The Municipal Financial Capacity Grant (MFCG) is a topic of concern among Nova 

Scotia's municipalities. The SERMGAR committee, in response to this issue, conducted a survey 

and found that updating and improving the MFCG was a common suggestion among 

respondents. In response to this feedback, the committee has identified two key areas of focus for 

the MFCG: 1) updating the formula to ensure that it more accurately reflects the financial needs 

of municipalities, and 2) increasing the funding for the MFCG to provide much-needed support 

to municipalities. These efforts aim to address the chronic underfunding that has compromised 

the grant's ability to provide municipalities with a comparable level of service and tax rate. 

To address these issues, the committee has made several recommendations based on 

research for updating the formula to ensure an accurate representation of municipalities7. The 

proposed updates aim to make sure appropriate comparison groups are used, review 

classifications for municipalities, modernize standard expenditures, and accurately measure 

fiscal capacity. 

1. Comparison Groups: The committee recommends the formula continue to include 

Halifax Regional Municipality (HRM) and Cape Breton Regional Municipality 

(CBRM) data. This decision was made on the rationale that the data of HRM and 

CBRM are included in the calculation of other municipal formulas, such as 

education8. 

2. Municipal Classifications: The committee and the Province have agreed a thorough 

review of municipal classifications is required (Class I, Class II). The review could 

not be completed in the initial phase of these MOU discussions but the committee 

highly recommends that it be a top priority for review in Schedule A and take no 

longer than one year to complete (See page 14). The committee recognizes it could be 

a significant factor for municipalities considering consolidation. While this review is 

ongoing, the SERMGAR committee proposes floor payments for municipalities 

facing reductions in MFCG funding due to the proposed new formula and freeze 

funding at current levels for municipalities undergoing consolidation. The objective 

of this review is to establish clear definitions for each class and remove any 

disincentive for current and future consolidation discussions. 

3. Modernized Standard Expenditures: The current MFCG is estimated to include 40% 

of expenditures9. To ensure the formula is more reflective of the increasing pressures 

on municipalities, the committee has proposed updating the standard expenditures. 

4. Measurement of Fiscal Capacity/ Ability to Pay: The current funding model does not 

accurately reflect differences between residential and commercial tax rates and the 

 
7 Bird, R. M., & Slack, E. (2021). Provincial-Local Equalization in Canada: Time for a Change? 

Institute on Municipal Finance and Governance. 
8 Grace-Martin, K. (n.d.). Outliers: to drop or not to drop. The Analysis Factor. 

https://www.theanalysisfactor.com/outliers-to-drop-or-not-to-drop/ 
9 Hobson, P., Cameron, D., & Locke, W. (2005). A Question of Balance: An Assessment of the State of Local 

Government in Nova Scotia. Government of Nova Scotia. 
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ability to raise taxes from these different groups10. The committee would like the 

formula to accurately reflect these differences. 

The proposed updates to the MFCG formula aim to provide a more accurate 

representation of municipal fiscal capacity. The SERMGAR committee endorses the removal of 

the formula from the Municipal Grants Act for the purpose of efficiently reviewing and 

implementing adjustments11. This approach will enable timely modifications to the formula. 

These updates will ensure that the MFCG remains relevant and responsive to the evolving needs 

of municipalities and their residents. The endorsement comes with the understanding that the 12-

month notice would apply. 

Increasing funding in MFCG has been a priority of the NSFM for many years due to 

chronic underfunding and the need to offer comparable services and tax rates to citizens12. 

Despite being one of the most sophisticated grants in the country, the amount has remained 

frozen since 2014-201513. Currently, $20,445,966 (67.33%) of funding comes from Nova Scotia 

Power Incorporated (NSPI) while $9,922,715 (32.67%) comes from the Province. In 2021, 

NSFM requested a $20 million increase in Provincial funds for the grant over three years, but it 

was not implemented14. However, the funding was doubled for one year in 2021-2022 while an 

agreement was negotiated.  

Aligned with the resolutions of the NFSM over the past 5 years, the committee proposes 

an increase of $15 million in Provincial funding for MFCG, to be increased annually by the CPI. 

This would bring the total funding to $45,368,681 and increase the Province's funding share to 

57.47%. These changes would reflect the growing costs and need of municipalities.  

Proposed Action: Update the MFCG formula to ensure an accurate representation of municipalities. 

Increase total funding in MFCG by $15M plus CPI annually. Implement floor payments for 

municipalities facing reductions, and freeze funding at updated amounts for municipalities 

undergoing consolidation during the review of Class I and Class II classifications. 

 

 

 

 

 

 

 
10 Hobson, P., Cameron, D., & Locke, W. (2005). A Question of Balance: An Assessment of the State of Local 

Government in Nova Scotia. Government of Nova Scotia. 
11 https://nslegislature.ca/sites/default/files/legc/statutes/municipal%20grants.pdf 
12 Hobson, P., Cameron, D., & Locke, W. (2005). A Question of Balance: An Assessment of the State of Local 

Government in Nova Scotia. Government of Nova Scotia. 
13 Bird, R. M., & Slack, E. (2021). Provincial-Local Equalization in Canada: Time for a Change? 

Institute on Municipal Finance and Governance. 
14 https://www.nsfm.ca/nsfm-resolutions.html 
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The SERMGAR Committee’s Proposal on Roads  

The issue of funding for roads in Nova Scotia has been a ongoing matter of concern for the 

past number of years, as evidenced by its inclusion among the top five statements of concern by 

the NFSM. The deterioration of roads, both municipally and provincially owned, has only 

intensified the urgency of finding a solution. In response to this pressing issue, a Provincial-

Municipal committee was formed in 2018, known as the NSFM Roads Committee. Comprised of 

representatives from the Department of Public Works (DPW), DMAH, NSFM, and Association 

of Municipal Administrators (AMANS), the committee has been working diligently over the past 

two years to review agreements and policies and propose the best possible solutions.  

 

The SERMGAR committee understands the importance of finding a solution for roads, as the 

topic was referred to as a “stumbling block” during the 1995 service exchange15. The 

SERMGAR committee propose the results of the NFSM Roads committee be incorporated into 

the MOU for the purpose of ensuring the proper upkeep and maintenance of roads in Nova 

Scotia. Several changes to Part B have been recommend and are outlined below.  

 

A) Municipal owned trunks & routes 

 

The new program would cover all trunks, routes and collectors and provide a 50-50 cost 

sharing option for repaving only. Applications will be submitted to DPW in a prioritized manner, 

and DPW will then choose which municipalities will be eligible based on a scoring system that 

takes into account the condition, and traffic volume. 

 

Under the proposed program, no municipality could receive funding for more than one project 

per fiscal year, unless there are insufficient submissions. The cost sharing program will cover 

municipally owned trunks and routes, with a total length of 387.12 km. The estimated cost per 

km for eligible costs is $350,000. This means that the annual cost of the program would be 

$9,032,800 with 50% or $4,516,400 being funded by the provincial government in year one. 

 

This new program presents a valuable opportunity for municipalities in Nova Scotia to 

improve and provide safer and more reliable roads for their citizens. By sharing the costs with 

the provincial government, communities can achieve their goals of upgrading their infrastructure 

without putting an undue burden on their budgets. 

 

B) Local Roads  

 

The NFSM Roads Committee proposed options for municipalities to participate in 

improving the conditions of local roads. There were 1648 eligible kilometres proposed by the 

NSFM Roads Committee. Through the committees discussions with the Province, the program 

was expanded to include all G, H, I, and J-class roads. SERMGAR committee recommends that 

this program be developed with an annual budget of $20M in Provincial funding. The local roads 

 
15 Hobson, P., Cameron, D., & Locke, W. (2005). A Question of Balance: An Assessment of the State of Local 

Government in Nova Scotia. Government of Nova Scotia. 
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program offers three options for municipalities to choose from, with participation being 

optional. 

1. Municipalities can have a road paved/repaved by cost sharing 50/50 with the province 

(G,H,I ,and J-class roads). Following the pave/repave, the ownership will transfer from 

the Province to the municipality. For every kilometer of road transferred from the 

Province to the Municipality, one kilometre of J-class road contributions will be deleted 

from their annual contribution. Those without a J-class levy would be eligible for a one-

time incentive based on the condition of the road being transferred.  

 

▪ The SERMGAR committee proposes the following changes: 1) paving be 

fully funded by the Province, 2) for every kilometer of local road 

transferred to the municipality, two kilometres of J-class road 

contributions will be deleted from their annual contribution to more 

accurately reflect the maintenance costs now and in the future.  

 

2. Should roads categorized as G, H, I or J-class fall below the standard required to 

continue to be paved (Example: 500 average annual daily traffic), this road would be 

returned to gravel. These roads are still eligible for cost-sharing in Option 1 after it has 

been returned to gravel and the Province retains ownership. 

 

3. Provincial local roads (not G, H, I, J) that are currently gravel can be considered for 

paving with costs covered in full by the Province on the provision that the ownership of 

the road is transferred to the municipality. This is a one-time transfer and no further 

provincial funding will be available once the road has been transferred.  

 

Proposed Action: Implement NFSM Roads Committee Recommendations with an annual 

budget of $20M in Provincial Funding. All road programs are optional for municipalities to 

participate. Part A, funding for routes and trunks, Part B, local road options. The SERMGAR 

committee proposes the following changes to Part B: 1) paving be fully funded by the Province, 

2) for every kilometer of local road transferred to the municipality, two kilometres of J-class road 

contributions be deleted from their annual contribution. 
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The SERMGAR Committee’s Proposal on Infrastructure 

The province is growing rapidly and government has a goal of doubling the population by 

2060. Achieving this goal will come with challenges and municipalities are part of the solution. 

The Province will need to partner with municipalities to successfully achieve economic and 

population growth. Expanding municipal infrastructure is an essential component. Every single 

day, Nova Scotian families and businesses rely on municipal infrastructure. These services 

provide drinking water, wastewater treatment, public safety services, recreation, transit, 

transportation services, and more. 

Municipalities in Nova Scotia are facing significant challenges in paying for and 

repairing the infrastructure in their communities. Statistics Canada provides condition ratings 

that indicate many municipalities are grappling with aging infrastructure that is in desperate need 

of repair or replacement. For example, over 40% of municipal transit busses in Nova Scotia are 

in a state of disrepair16.  

In a survey conducted by NSFM, respondents frequently mentioned the concerns of 

deteriorating municipal infrastructure, and/or divestment from Provincial infrastructure within 

their boundaries. The cost of maintaining infrastructure has risen significantly in recent years, 

putting a strain on local budgets. As well as climate change taking its toll on current 

infrastructure and creating the need for green projects. This has led to difficult decisions about 

where to allocate limited resources, and many communities are struggling to keep up with the 

demands of a rapidly growing population. 

The Federation of Canadian Municipalities (FCM) highlights the significant 

responsibility placed on municipalities as owners of the majority of the country’s 

infrastructure17. Despite the ever-growing demands on municipalities, they are often operating 

with limited resources. The SERMGAR committee endorses the stance of the FCM regarding the 

crucial need for increased funding for municipal infrastructure18. In pursuit of enhancing the 

capacity of municipal infrastructure, the committee recommends the modernization and 

expansion of both direct and indirect infrastructure funding programs. The committee proposes 

an application-based infrastructure funding program of $10 million(See table). Application based 

programs are essential to support both large and small municipalities so that infrastructure 

projects are viable. 

In addition, the SERMGAR committee proposes an allocation-based program to match 

the federal gas tax contribution to Nova Scotian municipalities over a 4-year period (See table). 

Each year the program will increase $15 million, for four years. The funding would be allocated 

using the gas tax formula. After year four, the program would continue until the five-year review 

takes place. The indirect funding programs are essential as they allow municipal governments to 

 
16 https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3410025301#tables 
17 https://fcm.ca/en/resources/the-case-growing-the-gas-tax-fund 
18 https://fcm.ca/en/resources/the-case-growing-the-gas-tax-fund 
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make long range plans with the certainty that funds are in place to support municipal 

infrastructure growth and expansion. The solution is starting now.  

Proposed Action: Implement a four year infrastructure funding program with adequate 

funding to meet the needs of municipalities and population growth (For figures see table below). 

After year four, the program would continue until the five-year review takes place. 

Year  NFSM Application Allocated (Gas Tax Formula) Total 

1  $                   10,000,000   $                              15,000,000   $          25,000,000  

2  $                   10,000,000   $                              30,000,000   $          40,000,000  

3  $                   10,000,000   $                              45,000,000   $          55,000,000  

4  $                   10,000,000   $                              60,000,000   $          70,000,000  
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SERMGAR Committee’s Proposal on Surplus Schools  

Concern with the ownership of surplus schools among municipalities in Nova Scotia is 

long standing. The issue has been among the NFSM’s top Statements of Concern since 201819. 

Most recently, in a survey conducted by NSFM, it was indicated that over 60% of municipalities 

had considerable pressure on their budget and capacities due to surplus schools. A municipal 

respondent to the survey stated the following:  

“The impact of the disposal of surplus schools to municipalities by the Province is a 

significant pressure on municipalities, particularly rural municipalities where there are limited 

chances for redevelopment and issues with contamination and hazardous materials.” 

The issue stems back to 1982, when the responsibility of constructing and maintaining 

public schools shifted from municipalities to the provincial government. Schools built after 1982 

were deemed to be provincial assets and those built before, were considered municipal assets. 

However, municipalities have stated that these assets can become significant liabilities if they are 

in state of disrepair or are left vacant for a long period of time. Article 78 of the Education Act, 

sets out the responsibility of municipalities to repair, alter, sell, or demolish the school properties. 

Along with holding responsibility for all costs, municipalities must pass on all profits from a sale 

or insurance claim to their regional centre for education. While some municipalities have been 

able to redevelop school sites, many are not in the financial position to do so. Nova Scotian 

municipalities are often left with no options aside from demolition, which comes with significant 

costs and safety concerns such as asbestos abatement. 

Under Section 76 of the Education Act (S.N.S. 2018, c. 1), a regional centre for education 

can declare school buildings and lands unfit for public school purposes20. This declaration is sent 

to municipalities and takes effect at the beginning of the next school year. Under Section 77(2) 

regional centres for education can also state that school buildings and lands are longer required, 

deeming them surplus schools for municipalities to deal with. There is no set timeline for when 

this surplus designation takes effect. It is proposed that the regional centres of education shall 

provide a 12-month notice for declaring school buildings or lands surplus. Municipalities of 

Nova Scotia need adequate time to prepare and respond appropriately to the declaration. 

The SERMGAR committee also highlights a that the maintenance of a school and the 

decision to close a school is not the responsibility of municipalities. Article 77 (1) designates 

regional centres of education as having the exclusive control and responsibility to provide 

adequate maintenance and repairs to school buildings. The condition in which the surplus 

schools are transferred, puts a considerable financial pressure on municipalities, on top of their 

mandatory contributions to education costs. In the interest of developing an approach to 

managing surplus schools that is fair and feasible for municipalities, the SERMGAR Committee 

proposes that municipalities shall have a Right of First Refusal. This proposal echoes NSFM’s 

 
19 https://www.nsfm.ca/nsfm-resolutions.html 
20 https://nslegislature.ca/sites/default/files/legc/statutes/education.pdf 
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Statements of Concern from 2019—which indicated NSFM had obtained a legal opinion stating 

that municipalities should have the choice but not the obligation to acquire surplus schools.  

Proposed Action: The proposed action at this time is that the Province take ownership of 

surplus schools, and consider the municipal Right of First Refusal at a negotiated price. It is 

proposed that the regional centres of education shall provide a 12-month notice for declaring 

school buildings or lands surplus. The committee also recommends continue the existing practice 

for surplus schools in the Halifax Regional Municipality.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

14 
 

SERMGAR Committee’s Long Term Discussion Plan (Schedule A) 

The SERMGAR committee and the Province have agreed to engage in ongoing discussions 

over the next 5 years, with the aim of addressing key issues and ensuring the continued 

effectiveness of the agreement. Both parties are committed to conducting an annual review of 

Schedule A and making necessary amendments to the MOU. In addition, regular progress 

updates on the agreement and Schedule A will be provided on a biannual basis to ensure 

transparency and effective implementation. 

• MFCG: Review class structure (Class I, Class II), specifically in the context of municipal 

consolidation or amalgamation. This discussion point is the current priority of the 

SERMGAR committee, it is recommended that both parties continue to work together, 

with the expectation of implementing changes within 1-year. 

• Policing models and associated costs. 

• Fire and Emergency services. 

• Municipal Contributions (Education rates & phase out, DNA Laboratory contributions) 

• Grants in lieu. 

• Increased tax tools. 

• Regional Enterprise Networks. 

• The creation of a program for municipal regionalization. 

• Roads: municipal speed limits 

Transit: Public Transit (i.e. electrification, rapid transit, depots etc.), and community 

Transit Boundaries 
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SERMGAR Committee’s Proposal on HST Offset and Town’s Foundation Grant 

The SERMGAR Committee recognizes the importance of the Harmonized sales Tax (HST) 

offset program and the Town’s Foundation grant for the municipalities in Nova Scotia. Through 

the course of their discussions, the possibility of reallocating funds from these programs was 

considered. However, after thorough examination, the committee concludes that these programs 

are relied upon and hold great value for municipalities. No changes to these programs are 

recommended at this time. 

 

 

 

 


