MUNICIPALITY OF CHATHAM-KENT

CORPORATE SERVICES

FINANCIAL SERVICES
TO: Mayor and Members of Council
FROM: Gord Quinton, MBA, CPA, CGA
Acting Director, Financial Services / Treasurer
DATE: September 9, 2014
SUBJECT: 2013 Audited Financial Statements
RECOMMENDATION

It is recommended that:

1. The audited financial statements for the year ended December 31, 2013 be
approved.

BACKGROUND

Under section 286 of the Municipal Act, 2001, Finance is responsible for payments and
collections, for record keeping, for investments and for providing Council with financial
information. All financial statements are prepared by Municipal staff. The Auditor
reviews these statements to ensure compliance with legislation, regulations and
accounting standards.

Since its inception, the Municipality of Chatham-Kent has had its financial records and
its financial control systems audited annually by an independent firm of external auditors
appointed under contract by Council. The senior audit partner meets directly with the
Audit Policy Committee in closed session at least annually, with Municipal staff absent,
to obtain comments and instructions. In addition to the standard audit report, the auditor
conducts extra tests and examinations based on the Audit Policy Commitiee’s
concerns. Results of the audit are shared directly with the Audit Policy Committee and
ultimately the statements are approved by Council in this report.

As well as investigating specific Council concerns, the external auditors’ objectives are
fo:

¢ Obtain assurance that the financial statements are free of material misstatement
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e Evaluate the fairness of presentation of the financial statements in accordance with
local government accounting standards established by the Public Sector Accounting
Board (PSAB) and the Chartered Professional Accountants of Canada (CPA
Canada).

e Report to administration and to Council on:
- significant internal control weaknesses
- errors noted during the audit
- any matters the auditor believes should be disclosed

Other statutory financial audits that can occur include:

s Canada Revenue Agency (CRA) audits of employer statutory remittances
s CRA audits of HST returns

» Ministry Program specific audits

The Municipality also engages HST/Retail Sales tax specialists for non-statutory audits
to ensure the proper amount of federal and provincial sales tax is charged or claimed.
The last annual credit rating was conducted in 2013 and subsequently has been
discontinued as it was no longer required for debt issuances’.

Copies of the draft audited financial statements are attached as Appendix “A” and a final
signed version will be presented on the municipal website once approved by Council. A
synopsis of the financial results will be published in local papers following acceptance of
this report (section 295.1, Municipal Act).

Financial statement information is prepared using information from the Financial
information Return (FIR) which is a statutory report filed with the Ministry of Municipal
Affairs and Housing annually. Copies of the FIR and financial statements are available
on request, free of charge (section 295.2, Municipal Act).

COMMENTS

The external auditor has concluded a review of the records of the Corporation and has
issued an unqualified audit opinion on the basis of this review. This means that there
were no significant internal financial control weaknesses or material errors noted during
the audit.

Audit Policy Commitiee

The Audit Policy Committee met on September 4, 2014 with the Audit Partner and Lead
Auditor from Deloitte and received the Year-End Communication Report detailing their
findings. The committee reviewed the financial statements in detail and the minutes of

! Standard & Poors conducted an annual financial review untit 2013 and ranked the Municipality in
accordance with its findings. Chatham-Kent in 2013 had a rating of A+ with a stable outlook. Contributing
factors were the “budget performance, manageable debt and satisfactory liquidity”. (September 6, 2013)
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the meeting are included in the Consent Agenda of the September 22 Council meeting.
The committee passed the following motion:

That the Audit Policy Committee receive the 2013 Audited Financial Statements
and recommend the approval of the statements to Council.

Reported 2013 resulis

The following are additional comments regarding the financial statements.

This excerpt from the Consolidated Statement of Operations and Accumulated Surplus
(see page 4 of the attached financial statement) lists the total revenues, expenses, and
the resulting excess revenues over expenses.

2013 2012
Revenues $318,989,708 $303,307,467
Expenses $299.713,964 $291,179,076
Excess revenues over expenses before other items $19,275,744 $12,128,391
Income from subsidiary $2.905.407 $2.917.305
Excess revenues over expenses $22,181,151 |  $15,045,696 |

The Municipal 2013 year-end cash basis surplus is $1,293,014 ($3,031,075 in 2012).
Budget and Performance Services will provide in a separate 2013 final variance report
where the surplus originated and recommendations on its use. This figure is included as
part of the $22,181,151 ($15,045,696 in 2012) excess revenue over expenses reported
on the Consolidated Statement of Operations and Accumulated Surplus. The $22
million surplus (under the new accounting rules introduced in 2009) is calculated using
accrual accounting whereas the balanced budget is approved by Council on the cash
required basis. Previous to 2009, under modified cash accounting, investments in
bridges and roads efc. were written off immediately against in-year surpluses. Under
accrual accounting, the cost of capital assets is to be written off against tax revenues
over the useful life of the asset. Some of the assets have a useful life of 50+ years. This
results in amortization expense much less than expensed over the cash requirements
for replacement. For this reason there will usually be an annual surplus in the operating
statement. The following table indicates the relation between the $22 million accrual
accounting surplus in the financial statements to the $1.3 million surplus as per the
balanced cash budget approved by Council during the 2013 budget deliberations.

2013 2612

Acecrual basis surplus as per Financial Statements $22,181,151 §15,045 696
Adiustments;

Amortization $34 860,147 $33,633,400

Taxation, grant, other Tangible Capital Assets fundin $(35,682,7588 (31,102 583

Long-terrn debt repayment $(12,142,952} ${(15,024,750

income from subsidia (2,805 407 $(2,917,308

Other (4,817,137} 3,396,597
Cash basis surplus as previously reported to Council $3.031.075 |
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The attached consolidated municipal financial statements include the PUC
(Water/Wastewater), the Library, Museums, Board of Health and Police Services Board,
along with all other municipal services. Separate audits for the Public Health Division,
Library, Federal Gas Tax expenditures, Long Term Care and Transfer Payment Annual
Reconciliation (Social Services) were also prepared for grant purposes and are
available on request. One time special audits are done as required for grant or loan
purposes. Municipal trust activities are audited separately. Entegrus Incorporated and
subsidiary financial results and 2351839 Ontario Limited (WDC Rail) financial results
are reflected in separate audited statements. The net income of these operations is
incorporated in the municipal financial statements as “Income from Subsidiary” and
“Investment in Entegrus Inc.” and “Investment in 2351839 Ontario Limited”.

The following excerpt from the Consolidated Statement of Financial Position (see page
3 of the attached financial statement) lists the total assets, liabilities, and the resulting
accumulated surplus.

2013 2012
Financial assets $209,788,728 $177,538,979
Liabilities $217.325.405 $211.679.520
Net debt $(7,536,677) $(34,140,541)
Non-financial assets $821.969.190 $826,391.903
Accumulated surplus $814432,513 |  $792,251,362 |

Net Debt

An important indicator of a government’s financial position is its net debt, calculated as
the difference between its liabilities and financial assets. Net debt provides a measure
of the future revenues required to pay for past transactions and events. The net debt
condition of the Municipality has been steadily improving over the past few years as
indicated in the Chart 1 below as it has fallen from a high of $69 million in 2010 down to
$7 million in 2013 and is predicted to be a in a positive position in 2014.

Chart 1: Net Debt Trend
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Accumulated Surplus

The new financial statement format along with recording the tangible capital assets in
the statement results in a $814,432,513 accumulated surplus for 2013. The
accumulated surplus represents Chatham-Kent’s net financial position. This figure
consists of the net investments in tangible capital assets, the investment in Entegrus
Inc. and WDC Rail, accumulated fund balances, and reserves (now part of surplus),
less amounts to be recovered in the future. This figure represents the Municipality’s
ability to meet the current and future needs of the community. Note 14 (see page 20 of
the attached financial statement) lists the various allocations of surplus. Chart 2
indicates the trend in the accumulated surplus.

Chart 2: Accumulated Surpius Trend
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Some of the significant items included in the accumulated surplus are detailed below.

Invested in tangible capital assefts is the net investment in tangible capital assets of the
Municipality less any outstanding debt related to this investment. The following excerpt
from note 13 (see page 19 of the attached financial statement) lists the net book value
of Chatham-Kent's assets.

Entegrus Inc., net equily is the Municipality’s 90% share of the 2013 Entegrus Inc. net

income of $3,280,917 ($3,241,450 in 2012) plus the value of the shares and long-term

2013 2012

Land and land improvements $52.335 244 $52,823,6872
Buildings $137,521,038 $141,032,830
Equipment $55,396,013 $56,871,724
Vehicles $20,504,793 $22,077,445
Underground Linear $221,260,230 $225 2886 560
Piants and facilities $20,344,154 $21,127,008
Bridges $119,854,350 $120,104,373
Transporiation $172,826,420 $173,465,142
Cther assels $£3.367,461 3,594 951

$803,408,708 $816,383 824
Assets under construction 516 2808 965 7.825 896
Total tangible capital assets 5819699671 $824,.209.720
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note payable to the Municipality for consideration of the original transfer of net assets to
Entegrus®.

2351839 Ontario Ltd. (WDC Rail). net equity is the Municipality’s 100% share of the
2013 WDC Rail net loss of $47,417 ($0 in 2012)°.

Reserves and Reserve Funds are the reserve balances at year-end. Chart 3 indicates
the trend with total Reserves and Reserve Funds. See Appendix B for a more detailed
breakdown. A more comprehensive breakdown of Reserves and Reserve Funds
including outstanding commitments will be included as a separate report to Council prior
to 2015 budget deliberations. Also see Note 14 of the attached financial statements.
Reserve balances include amounts encumbered.

Chart 3: Reserve and Reserve Funds Trend
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Reserves and Reserve Funds

Unfunded are for items that are not required to be funded by current accounting
regulations, but represent a future cost to the Municipality that financial statement
readers should be aware of, and are required to be reported by PSAB regulations. The
required disclosures include:

# The value placed on Entegrus securities is based on cost and may not reflect market values.

2013 2012
Service Revenue $115,419,048 $106,258,273
Cost of Power $96 951,040 58 648 371
Gross Margin $18,468,008 $17.,609,902
Operating Income 823,705,572 $22 766,498
Net Farmi % $3,280.917 £3,241 450
Retained Eamnings (End of Year) $17,820,715 $17,074,798
Dividends Paid to C-K $2,281,500 $2,214,000
Dividends Pald to Corix Utilities $253,500 $246,000

® The value placed on WDC Rail securities is based on cost and may not reflect market values.

2013 2012
Hevenue 284 30
Expenses 47,702 0
Operaling Loss $47 418 $0

Retained Eamings {(End of Year) {847,717 &0
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Post-employment benefits such as life insurance and medical benefits that will be
incurred and will potentially be due at some future time. The discount rate used by the
actuarial consultant in determining the net present value of future benefits was 4.25%
(3.75% in 2012)
Estimated future liabilities as provided by Workplace Safety & Insurance Board
Staff vacation credits that have been earned but not taken at year-end

interest on long-term debt accrued but not paid by year-end

A detailed breakdown of these future obligations to be funded by tax dollars is found

below:

2013 2012
Employee future benefits $23,892 555 $21,261,199
WSIB obligation $3,083,708 $2,850,314
Vacation pay $2.811,099 $2.954 748
Total unfunded employee future benefits $29,787,362 | $27,066,261
interest on long-term liabilities $1,109.902 $988,385

The Municipality provides funding for these liabilities through the budget process in the
year of disbursement.

Long Term Liabilities

Net long-term liabilities are the balances of debentures outstanding. Notes 10 and 11
(see page 17 and 18 of the financial statement attachment) provide details of the long-
term liabilities. The debt trend is indicated in chart 4 and as Council has not approved
any current or future projects with debt funding, two further years of reductions are
indicated.
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Chart 4: Long-Term Debt Trend
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The debenture detail is provided in Figure 1 below. There was one new debenture of
$7,978,000 at 3.91% interest issued in 2013 with $7,645,000 for the John D. Bradley
Convention Centre and $333,000 for Riverview Terrace. The “Funded By” columns
identify the sources of future funding to service the debt payments. The tax funded
obligation is currently approximately $29 million.
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Figure 1 Chatham-Kent Long Term Debt as at December 31, 2013
Funded by:

Debtissue# | Rate% | Term | Total PUCrates | PUClocals | Mun.Tax | Mun. Other
Debt Issued by the Municipality of Chatham-Kent
2003-01 5.39 10 12,000,000 (A) 12,000,000
2004-01 2.55 10 10,864,650 (B) 1,862,229 9,002,421
2004-02 2.73 20 43,400,000 (C) 43,400,000
2004-03 519 10 10,000,000 (D) 2,653,000 7,347,000
2005-01 4.94 20 43,000,000 (E) 13,299,000 29,701,000
2005-02 2,53 20 22,128,742 (F) 22,128,742
2006-01 2.50 10 6,137,771 (G) 6,137,771
2007-01 2.52 20 2,800,000 (H) 2,800,000
2007-02 4.94 20 5,170,000 (h) 5,170,000
2010-01 4.22 10 12,533,100 (J) 12,533,100
2010-02 4.88 20 24,244,728 (K) 24,244,728
2010-03 2.00 20 2,000,000 (L) 2,000,000
2013-01 3.91 20 7,978,000 (M) 7,978,000
Subtotal 202,256,991 94,573,470 12,000,000 44,463,100 51,220,421
Less Principal amounts repaid by
Dec 31, 2013 (79,239,261) | (27,965,423} | (10,497,368) | (15,533,385) (25,243,085)
Chatham-Kent Issued Debt
QOutstanding at Dec 31, 2013 $123,017,730 | $66,608,047 $1,502,632 | $28,929,715 $25,977,336
Other Debt assumed by Chatham-Kent
Social Housing | Various | Various
download
Dec 31, 2013 5,014,527(N) 5,014,527
Total Debt
Outstanding $128,032,257 | $66,608,047 $1,502,632 | %28,929,715 $30,991,862
Dec 31, 2013

(A} CIBC Bank Loan: Ratepayer Waterlines $12,000,000
{B) OMEIFA Debenture: Bridges $1,862,229, Bloomtield Business Park $8,002,421
{C) OMEIFA Debenture: Water $17,125,000, Wastewater $25,675,000
(D3 CIBC Bank Loan: Lifecycle Roads $2,149,000, Lifecycle Buildings $504,000, Ratepaver Drainage $3,047,000,
Ambulance Station $1,000,000, CK Cenire for Community Services Building $3,300,000
{E) OSIFA Debenture: Riverview Gardens $40,300,000 33% tax funded, Bloomiield Business Park $2,700,000
(Fy OMEIFA Debenture: Water $19,253,236, Wastewater $2,875,506
{G) OMEIFA Debenture: Bridges $6,137,771

{Hy OMEIFA Debenture: Wastewater $2,800,000
{Iy OSIFA Debenture: Social Housing — Wallaceburg Housing Corporation purchase 35,170,000

(J) OSIFA Debenture: Bridges $10,533,100, Lifecycle Boads $1,700,000, Lifecycle Buildings $300,000
(K) OSIFA Debenture: Water $8,200,181, Wastewater 15,044,577
{L} Federation of Canadian Municipalities Debenture $2,000,000
(M} OILC Debenture: John D. Bradiey Convention Centre $7,845,000, Social Housing - Riverview Terrace $333,000
(N} Debt came with the Social Housing unils on transfer fo the Municipality from the Province In 2001. A component of
social housing costs are tax funded. The debt is held by Provincial agencies.
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Development Charges Act

Under section 43 of the Development Charges Act, 1997, the Treasurer is required to
give Council a statement of activity for the Development Charges Reserve Fund. Figure
2 is a summary of the fund activity.

Figure 2 Development Charges Reserve Fund
2013 2012
Roads Water Sewer Roads Water Sewer

Opening Balance $0 $0 $0 $0 $0 $0
Contribution from $0 | $254,845 | $284,530 $0| $272,292 | $169,285
developers
Interest Earned $0 $0 $0 $0 $0 $0

$0 | $254,845 | $284,530 $0| $272,292 | $169,285
Use of funds:
Investment in Capital $0 | $254.,845 | $284,530 $0| $272,292 | $169,285
Ending Balance $0 $0 $0 $0 $0 $0

Budaget Figures

Budget figures provided as part of the Consolidated Statement of Operations and
Accumulated Surplus (see page 4 of the financial statement attachment) do not reflect
the balanced 2013 Budget as approved by Council for the following reasons:

¢« Capital projects benefiting and assessed 1o landowners and developers, such as
water, wastewater, drainage and sidewalks / curb and gutters are not part of the
annual budget process and are shown as a local improvement receivable on the
Statement of Financial Position

e Capital projects for industrial lands are not part of the budget process and are shown
as land held for resale in the Statement of Financial Position

¢ Under PSAB standards, transfers to/from reserves/capital are not considered as a
source of expense/revenue for Municipal activities and are not included in the
financial statement budget

e Amortization expense is not included in the Council approved budget as it does not
require cash, but is included on the financial statement budget

e Cash raised for the purpose of building or improving tangible capital assets is
included as revenue in the Council approved budget and the expenditure of building
the asset is included as well. However, in the financial statements, only the revenue
budgets (taxes, user fees, grants) are included as the expenditure is an asset
amortized over the life of the asset.
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Public Utilities Commission

10

PUC operations are integrated into those of the Municipality. Its activities are audited
along with municipal operations. Separate financial statements are prepared and

presented annually to the Commission. A summary cash basis statement for 2013 is
presented below along with the 2012 comparison.

As at December 31 Water Wastewater

2013 2012 2013 2012
Revenues $19,275,142 $18,770,459 | $15,328,033 | $14,218,730
Expenditures $17.148,153 $18,180,235 | $14.563.816 | $13,380,146
Net Income $2,126,989 $590,224 $764,217 $838,584
Reserve Fund Balance
(End of Year) $1,780,836 $(1,444,971) $2,719,618 $443,558

Municipal Leasing

Under regulation 266/02 of the Municipal Act, Council established a financial leasing
policy by which the Treasurer shall report annually to Council the impact on municipal
finances of financial leases.

Financial leases are a form of indebtedness that if material, can impact on the municipal
annual debt repayment limit.

Under the leasing policy:

Section 1.

Section 3.

Any lease or cumulative group of leases that exceeds a term of one year
that is entered into by the Municipality, being in effect at any one time,
shall be considered material if collectively all leasing payments incurred in
any calendar year exceeds 2% of the Municipal Annual Debt Repayment
Limit as determined by the Treasurer.

Once the 2% limit has been exceeded all leases subsequently entered
into by the Municipality shall be considered material.

Leasing done for any of the following reasons with a lease term
exceeding, or expected o exceed, one vyear shall be considered a
“reportable” lease for the purpose of this policy:

Capital items leased as a form of financing

Like equipment with a leased value exceeding $10,000 annually

Goods or services only available through lease where collectively lease
payments exceed $20,000 annually

Leases entered into following a buy verses lease analysis for any property
and for any amount
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Where, in the opinion of the Treasurer, a lease meets the criteria under this policy as
“reportable” or, where the Director of Legal Services considers a lease reportable for
any other reason, Council reports dealing with leasing shall be reviewed and
commented on, in the body of the report, by the Treasurer and (as appropriate) by the
Director of Legal Services.

Materiality Calculations
Annual Debt Limit (December 31, 2013) $34,900,089
2% of this limit (established by policy) $698,002
Financial Lease Payments 2013
Fleet $171,698
Copiers $116,647
Total $288,345

The Municipality does not often use financial leases, as the cost of other forms of
indebtedness is more advantageous. Because 2013 financial lease payments are less
than 2% of the annual repayment limit established by the Province under regulation
403/02, the value of the leases is not considered material under the financial leasing
policy and therefore, will not be deducted from the municipal annual repayment limit for
2013.

COUNCIL DIRECTIONS

The recommendation in this report supports the following Council Directions:

[ ]JOBS:
Everyone in Chatham-Kent who wants to work is able to work in
meaningful employment
[ | PEOPLE:
Chatham-Kent is a welcoming community where people choose to live,
learn, work, and play
[ | HEALTH:
Chatham-Kent is a healthy, active, safe, accessible community within a
healthy natural and built environment

4 s
2013 Annual Debt Limit Caleulat

1 Gross Debt Charges

11 Total Revenue Fund Revenues

Principa $12.518948 12 Downtown Bevitalization Loan payments from
interest $5,387,703 above
Subtotal $17.803,848 13 Drainage/shoreline fees (584 4483
2 OCWA - 14 Grants from other govermiments
3 Long term conumitments $5614.000 Ontaric $101,813,892
4 Debt Charges for Lease Purchases - Canada $5,682.969
5 SUBTOTAL DEBT CHARGES $18417,548 Other Munidpslities other items 24,062 153

§ Debt Charges for Utilities

7 Dowrdown Revitalization Loans

Total Grants from Govemmenis

$111,274,566

8 Tie Drainage & Shoreiine Assistance

$535,522

15 Joint Board Fees

9 SUBTOTAL TO BE EXCLUDED

Amiourds to be deducted from revenue

$111,274,566

16 Net Revenue Fund Funds

$211,128 884

10 NET DEBT CHARGES

$17,882 127

17 25% of net revenus §

$82.782 216

18 Annwal Bepayment U
25% of item #17 less net debt charges #10

34,306,089

At 4% intersst, the Municipality has the capadity 1o borrow an additional $474 million with repayment amortized over 20 years.
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X FINANCIAL SUSTAINABILITY:
The Corporation of the Municipality of Chatham-Kent is financially
sustainable

[ IHas the potential to support all Council Directions
[ INeutral issues (does not support negatively or positively)

CONSULTATION

Prior to finalization of the published statements, all departments reviewed their
respective areas. The external auditor has concluded a review of the records of the
Corporation and has issued an unqualified audit opinion on the basis of this review. This
means that there were no significant internal financial control weaknesses or material
errors noted during the audit. The Audit Policy Committee has reviewed the statements.

FINANCIAL IMPLICATIONS

The accumulated Municipal surplus of $1,293,014 will be addressed in a separate
Budget & Performance Services report to Council. The cost of the external audit is part
of the approved annual budget.

The audit is performed annually in accordance with Section 296 of the Municipal Act.
As part of this review, the Auditor:

¢ Reviewed the accounis and transactions of the Municipality and expressed an
opinion.
¢ Performed duties as required under the Municipal Act and as directed by Council.

A Request for Proposal for Auditing Services was awarded in 2013. The 2013 audit was
the first in a five year term.

Prepared by: Reviewed by:

Gord Quinton, MBA, CPA, CGA Gerry Wolting, B.Math, CPA, CA
Acting Director, Financial Services/Treasurer General Manager, Corporate Services

Attachment(s):
Appendix A — Consolidated Financial Statements-Municipality of Chatham-Kent
Appendix B — Chatham-Kent Summary of Reserves

PARTCWF&PS\Finance\2014\RTC016- 2013 Audited Financial Statements.docx



APPENDIX B

CHATHANM-KENT SUMMARY OF RESERVES

As At December 31, 2013

Actuals Actuals
Dec 31 Dec 31
2013 2012
Per Audited Financial
Heserves 98,137,802 75,000,523
Reserve Funds 4,448,004 3,758,615
Deferred Revenue - Obligatory Reserve Funds 18,890,208 14,165,924
121,474,114 92,926,062
Details Assigned 102,535,923 78,704,823
Mandated 18,938,191 14,221,239
121,474,114 92,926,082
MANDATED:
| Dept Division Details
HFS Day Nursery (fundraising) Chatham 2.801 3,108
HFS Day Nursery {fundraising) Wallaceburg 140 873
CcDs Building Code Act Bilf 124 1,349,768 832,179
cos Parkiand 152,083 153,390
CDS Library Bequests 0
CDs Library Donations. ..general 6,294
cDs Municipal Properties Wheatley pool 45,043 45,043
ES Transit Prov Gas Tax 4,595,162 4,231,895
HES infrastructure Fed Gas Tax 12,783,217 8,948,460
TOTAL MANDATED: 18,838,191 14,221,238
ASSIGNED:
Dept Division Details
Corp Community Investment Fund 4,219,738 3,538,799
Corp All Depts Encumbrances 1,967,081 1,441,812
Corp in camera Contract issues 12,812,847 10,710,392
Corp insurance Fisk Insurance Risk 1,237,985 1,320,569
Corp Strategic Master Plan Implementation O
Corp All Depts Litecycle - Computer Hardware 854 740 1,070,744
Corp All Depis Green Energy nitiatives 964,294 925,102
Corp H Depts Energy Prics Fluciuation 1,014,821 925,103
Comp All Depts Fusl Price Fluctuation 585,460 595,460
Corp Al Depts Misc. othar 1,135,198 135,188
Comp Al Depts Future Maiching Infrastructure g
Corp All Depts OMPF Stabllization g
Corp Elections {Hecycle - Elactions 347,088 238,308
Cop WEIB Risk Resarve WESIB Risk Heserve 1,554,858 580,259
Corp Sirategic Mgmi Fund Communily Investmant o
Corp Strategic Strategic Development 1,421,087 1,738,958
Comp Strategic Community Improvement 181,077 187,184
Corp Strategic Resarve for Future Years O
Comp Stratagic Community Partnarships 127,113 142,681
Corp Strategic Property Dispositions 221,298 310,477
Corp Strategic Corporate Strategic Direciions o
Comp Stratagic nvesting in Ontario Act 487,838 548,589
Corp Strategic Corp Strat Directive 994,878 894,676
Corp Strategic CSX Hail 0,000 G
DS Fec Faciliies Lifsoycle - Recreation Arena 1,174,249 725,037
(&) Rec Facilities Fecreation - other 68,066 67,968
Lifscycle - Recraation indoor Pools
08 Heo by Heplace 47 54,55
cDg Rag Faciities Lifecycle - Halls 149,922 83,708
5 Rec Facilitles Lifecycle Splashpads 15,000 15,000
Lifacycle - Hecreation Playground
cos Parks, Camelery, Horticultura Replace/mice 324,852 284,485
o8 Muricipal bulldings 0
08 Parks, Camatery, Horticulure 875,582 498,204
CDs Parks, Cemetary, Hortioultura Lifecycle - Fit Parks 25,000 &
DS Parks, Cemetery, Horticulture Clearville Park 30,000 25,000
CDg Parks, Cometary, Horliculture Lifecycle - Outdoor Pools 232,564 203,502
oS8 Parks, Cemetary, Hortioulturs Lifscycis - Relorestation 139,856 144,385
cos Parks, Cematery, Horiculiure Lifscycls - Trail 1,808,784 1,854,708
Co8 Parks, Cemetery, Horiculure CAS0 Hal 201,800 100,800
cos Parks, Lemetery, Horticulture 85 559 88210
CDS Parks, Cemetery, Horlculiure 175,501 138,591
Cos Parks, Camstery, Horticulture Columbaria 18,843 18,943
cDs Parks, Cemetery, Horiculture Emerald Ash Borer -30,883 G
Buiiding Enforcement & Licensing
cos Services Computer software G
Building Enforcement & Licensing
Cos Services Buiiding Dapt operation 250,500 250,500

Baca i of 2
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CHATHAM-KENT SUMMARY OF RESERVES

As At December 31, 2013

Actuals Actuals
Dec 31 Dec 31
2013 2012

COSs Municipal Buildings Building lifecycle 1,904,681 1,808,421
DS Planning Planning Special Projects -39,865 -38.665
CDS Planning Communit Leadership-Brwnfid 215,929 163,679
FES Ambulance General 1,702,973 1,915,656
Cs Finance Financial Software - Project Deltg 671,507 3,584,066
cs Human Resources Scftware Development O
Cs info Tech Lifecycle ITS - GIS system 381,122 332,353
Cs info Tech iT8, Strategic Plan 192,535 180,167
5] info Tech Lifecycle ITS - Wab Lifecycle 264,724 302,370
Cs info Tech Litecycie ITS - Copy/Printing Equipment 443,202 388,320
[&5] info Tech Lifecycle ITS - Computer Hardware 1,352,142 522,024
(] Info Tech Lifecycle ITS - Computer Software 2,455,363 2,450,967
[ info Tech Lifecycle ITS - Computer Network 1,144,340 664,485
Cs Info Tach Lifecycle (TS - Telecommunications 1,357,560 1,357,560
Cs Info Tech Lifecycle TS - Applications 626,594 481,867
8 info Tech Lifecyele ITS - Corporate Technology 12,443 15,792
8 info Tech Lifecycle ITS - GIS Data 54,778 45,994
Cs info Tech ITS/PUC Lifecycle Workstation 45,146 79,560
(o Budget Parformance Track Scftwars O
HFS Senior Services Homaes Operational 2,257,913 2,137,646
HFS Senior Services RVG Vending Machines 19,464 19,464
HFS Senior Services Senior Centre Contingency 16,581 11,5791
HF8 Ontario Works OW Corporate Initiatives 2,912,166 1,818,258
HFS Ontario Works Future Economic Downtums 4,694,344 2,487,683
HFS Ontario Works OW Computer Lifecycle 545,507 467,569
HFS Health Unit CK portion 729777 675,860
HFS Health Unit Lifecycle - Wish Centre building 383,980 296,555
HFS Social Housing Social Housing Operation 3,700,444 3,579,401
HFS Social Housing Litecycle - Social Housing Buildings 2,510,167 2,241,188
HFS SBocial Housing Lifecycle - Soclal Housing DOCOR 62,700 82,700
HFS Social Housing Social Housing 1AH 225,456 189,194
HFg Children Services Children's Services 11,838 11,83¢
ES Public Works Gravel pit 255,240 62,680
=] Public Works Lifecycls - Gravel 348,004 80,207
ES Public Works Lifecycls - Roads 1,198,984 1,247,124
IES Public Works Lifecycle - Bridges -1,876,189 -3,628,720
{ES Public Works Lifscycle - Culveris 332,771 g
ES Pulstic Works Lifscycle - Sidewalks 141,986 85,803
ES Public Works Lifecycle - Railways Crossing 504 448 447 489
ES Public Works Winter Control 1,525,400 1,525,400
ES Public Works iifecycle - Storm Sewers 8,087,938 4,731,657
ES Public Works Lifecyole - Active Communities 388,312 323,208
£ Public Works Lifecycie - Stresilight Poles 180,582 157,768
ES Public Works Grass Ternder 57,860 28,880
ES Enginesring Transit 1,234 £32 1,210,138
S Engineering {Hecycle - AMIFM 114,853 114,853
ES Enginesring Capital Budget unfinished projects 4648424 6,371,329
Es Enginesring Future Capital Projecis 1,366 084 1,388,084
ES Environ Agriculture Hazardous Waste Days 23,689 23,680
iEg Environmenial Whaste Diversion Ontario 860,881 866879
ES Environmental Haul Foute Road MTCE 78,357 65,250
ES Fleat Lifacycle - Flast Shop Egpt 70,6848 54,262
IES Parking Chatham Downtown 226,266 220,816
Police  Puolice Mandalory Policing lssuss 258,000 2ES000
Police  Police Police Litigation 307,447 449,447
Police  Pulice Police Services Board 14,013
Police  Police Police Lifecyols Faserve 50,372
Police  Police Police Communication Centre 80,000
Police  Police Police Businass Plan 10,880
Police  [Police Police issues 213,268 O
PUC Water 1,780,838 -1,444 974
PUC Wastswater 2718818 443,558
Fleet Arbulance, Police, Fire, Public works, otheri: 8,087,287 5,487,438

TOTAL ASSIGNED: 107,538 923 78704824
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Deloitte.

Deloitte LLP

Ore London Place
255 Queens Avenug
Suite 700

London ON NEBA 5RS8
Canada

Tel: 519-679-1880
Fax 519-640-4625
www delnitte ca

Independent Auditor’s Report

To the Members of Council, and the Citizens of
The Corporation of the Municipality of Chatham-Kent

We have audited the accompanying consolidated financial statements of The Corporation of the
Municipality of Chatham-Kent, which comprise the consolidated statement of financial position as at
December 31, 2013, and the consolidated statements of operations and accumulated surplus, change in net
debt and cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with Canadian public sector accounting standards, and for such internal control
as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’s Respensibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consoclidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or ervor. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair preseniation of the consolidated financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the re i

asonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion,



Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
nosition of The Corporation of the Municipality of Chatham-Kent as at December 31, 2013 and the resulis
of its operations, changes in net debt, and its cash flows for the vear then ended in accordance with
Canadian public sector accounting standards.

Nely e L

Chartered Professional Accountants, Chartered Accountants
Licensed Public Accountants
September 22, 2014
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The Corporation of the Municipality of

Chatham-Kent

Consolidated statement of financial position
as at December 31, 2013

2013 2012
$ $
Financial assets
Cash 80,604,451 49,431,883
Taxes receivable 11,734,117 13,065,817
Accounts receivable 31,359,415 30,180,894
Investment in Entegrus Inc (Note 2) 40,988,030 40,318,705
Note receivable from Entegrus Inc. (Notes 2, 4) 23,623,326 23,523,326
Note receivable from 23518389 Ontario Limited (Notes 3, 5) 1,000,000 -
Land held for resale 4,631,288 4,731,288
Other assets 1,389,909 1,899,200
Local improvements receivable (Note 12) 14,558,192 14,289 666
209,788,728 177,538,979
Liabilities
Accounts payable and accrued liabilities 25,409,091 27,012,399
Accrued interest (Note 11) 1,228,173 1,341,671
Accrued employee benefits (Note 7) 31,362,135 28,431,902
Current note payable (Note 10) - 100,000
Deferred revenue {Note 9) 31,246,332 22,596,338
Deficiency in 2351839 Ontario Limited (Note 3) 47,417 -
Long-term liabilities (Note 10) 128,032,257 132,197,210
217,325,408 211,679,520
Net debt {7,536,877) (34,140,541
Non-financial assets
Tangible capital assets (Noie 13) 819,689,671 824,208,720
inventory 574654 623,734
Prapaid expenses 1,694,865 1,558,449
821,869,190 826,391 803
Accumulated surplus(Note 14) 814,432,513 792,251 362

The accompanying notes fo the consolidated financial statements are an integral part of this

consolidated financial statement.



The Corporation of the Municipality of

Chatham-Kent

Consolidated statement of operations and accumulated surplus

year ended December 31, 2013

2013 2013 2012
Budget Actual Actual
$ $ $
Revenues
Taxation and user charges
Property taxation (Note 15) 137,776,873 137,776,873 128,423 438
User charges 59,429,598 62,371,575 59 481,444
197,206,471 200,148,448 188,904,882
Grants
Government of Canada 7,687,133 5,682,969 7,984 280
Province of Ontario 101,963,888 101,613,892 98,946,369
109,651,021 107,296,861 106,930,649
Other
Investment income 2,525,061 3,025,914 2,889,955
Penalties and interest on taxes 1,500,000 1,410,398 1,990,080
Contributions from landowners
and developers - 1,263,661 966,529
Sale of land and equipment 53,000 428,899 224 448
Provincial offences administration 2,082,500 2,036,509 2,376,945
Gain (loss) on disposal of tangible capital assets - 2,229,862 (2,024,922)
Other 998,977 1,149,156 1,038,900
7,159,538 11,544,399 7,471,938
Total revenue 314,017,030 318,989,708 303,307 467
Expenses
General government 8,159,422 £,668,344 3,442,063
Protection of persons and property 54,175,533 53,059,858 51,164,570
ransportation services 44,608,599 45,492 648 43,005,479
Environmental services 46,000,132 44,846,963 44 844 369
Health services 23,513,688 23,008,030 21,851,248
Social and family services 88,365,036 85,582 808 85,884 275
Social housing 13,488,564 13,385,573 12,495,538
Recreation and cultural services 23,010,884 22,500,226 22,303,383
Planning and developmen 5,361,868 5,185 514 € 207 742
Total expenses 306,683,727 286,713,984 281,179,076
Excess revenues over expenses before
other items 7,333,303 19,275,744 12,128,381
Other items
income from subsidiaries 2,908 407 2,917 305
Excess of revenues over expenses 22,181,181 15,045 696
Accumulated surpius, beginning of vear 792,261,362 777,205 668
Accumulated surplus, end of vear 814,432 513 792 251 362

The accompanying notes o the consolidated financial stalements are an integral part of this

consolidated financial statement.
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The Corporation of the Municipality of

Chatham-Kent

Consolidated statement of change in net debt
year ended December 31, 2013

2013 2012

$ 5

Excess of revenues over expenses 22,181,151 15,045 696
Acquisition of tangible capital assets {22,506,542) (52,970,131
{Increase} decrease in tangible capital assets construction in progress (8,464,068) 26,410,352
Amortization of tangible capital assets 34,660,147 33,633,400
(Gain} loss on sale of tangible capital assets (2,229,862) 2,024 922
Proceeds of sale of tangible capital assets 3,050,374 101,066
Write-downs of tangible capital assets - 8,445
Change in inventory 49,080 114,021
Change in prepaids (136,416) {156,126}
Change in net debt 26,603,864 24,171,645

Net debt, beginning of year

(34,140,541)

(58,312,186)

Net debt, end of year

(7,536,677)

(34,140,541)

The accompanying notes fo the consolidated financial statements are an integral part of this

consolidated financial statement.
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The Corporation of the Municipality of

Chatham-Kent

Consolidated statement of cash flows
year ended December 31, 2013

2013 2012
$ $
Operating transactions
Excess of revenues over expenses 22,181,151 15,045 696
ftems not involving cash
Amortization 34,660,147 33,633,400
{Gain) loss on sale of tangible capital assets (2,229,862) 2,024,822
Write-down of tangible capital asset - 8,445
income from subsidiaries (2,905,407} (2,917,305)
Change in non-cash working capital items (1,009,264} (107,590}
Change in obligations to be funded from future revenues 2,816,735 1,448,420
Decrease in inventory 49,080 114,021
Increase in prepaid expenses {136,416} {196,126)
53,426,164 49,054,883
Financing transactions
New debt issued 7,978,000 -
New note issued (1,000,000) -
Note payable repayment {100,000} (100,000}
Long-term debt repayment (12,142,953} {15,024,750;
Deferred revenue §,649,994 2,980,335
3,385,041 {12,144 415)
Capital transactions
Acquisition of tangible capital assets {30,970,610) (26,558,779}
Proceeds of sale of tangible capital assels 3,080,374 101,066
(27,520,238} (26,458,713)
Investing transactions
Dividends received from Entegrus Inc. 2,281,500 2,214,000
investment in 2351838 Ontario Limited {1 -
2,281,499 2,214,000
Net increase in cash 31,172,468 12,665,755
Cash, beginning of year 49,431,983 36,766,228
Cash, end of year 80,604 451 485,431 983

The accompanying notes to the consolidated financial slatements are an integral part of this

consolidated financial statement.
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

1. Significant accounting policies

The consolidated financial statements of The Corporation of the Municipality of Chatham-Kent (the
“Municipality”) have been prepared by management in accordance with Canadian public sector
accounting standards. Significant aspects of the accounting policies adopted by the Municipality are as
follows:

Basis of consolidation

These consolidated financial statements reflect the assets, liabilities, revenues and expenses of the
reporting entity and include the activities of all commitiees of Council and the following local boards and
municipal entities which are under the control of Council;

Chatham-Kent Public Libraries;

Chatham-Kent Museums;

Public Utilities Commission for the Municipality of Chatham-Kent - Water / Wastewater Division;
Chatham-Kent Police Services Board; and

Chatham-Kent Board of Health.

All interfund assets and liabilities and revenues and expenses have been eliminated with the exception
of loans or advances between reserve funds and any other fund of the Municipality and the resulting
interest income and expenditures.

® & & & @

Subsidiaries

Entegrus Inc. and 2351839 Ontaric Limited are accounted for on a modified equity basis, consistent with
the generally accepted accounting treatment for government business enterprises. Under the modified
equity basis, the business enterprise’s accounting principles are not adjusted io conform with those of
the Municipality, and inter-organizational transactions and balances are notf eliminated.

Accounting for school board transactions

The taxation and other revenues with respect {o the operations of the school boards are reflected in the
Consoclidated statement of operations and accumulated surplus, but with no effect on Municipal Fund
balances since the total is shown as a deduction.

in addition, the expenses, assels and liabilities with respect 1o the operations of the school boards are
not reflacted in these financial statements except to the extent that any overlevies are reported on the
Consolidated statement of financial position as “other current liabilities”.

Trust funds

Trust funds and their relaled operations administered by the Municipality are notf consolidated, but are
reported separately on the Trust Funds Statement of continuity and Balance sheet.

Basis of accounting

The clidated financial statem report ! bbasis of a nting. The aceor
basis of accounting recognizes revenues as they become available and measurable, and expenses are
recognized as they are incurred and measurable as a result of receipt of goods or services and the
creation of a legal obligation to pay.



The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

1. Significant accounting policies {continued)
Tangible capital assels

Tangible capital assets are recorded at cost which includes all amounts that are directly atiributable to
acquisition, construction, development or betterment of an asset. The cost, less residual value, of the
tangible capital asset is amortized on a straight-line basis over the estimated useful life as follows:

Years
Land improvements 20-50
Buildings 15-40
Equipment 4-30
Vehicles 5-20
Underground linear 30-75
Plants and facilities 20-40
Bridges 50-75
Transportation 15-50
Other assets 5-10

Amortization is charged beginning in the month the asset was available for productive use and to the
month of disposal. Assets under construction are not amortized until the asset is available for
productive use.

Tangible capital assets received as contributions are recorded at their fair market value at the date of
receipt and also are recorded as revenue.

Works of art, artifacts, cultural or historic assets are not recorded as assets in the financial statements.

Land held for resale

! and held for resale is recorded at the lower of cost and net realizable value., Costs include amounts for
land acquisition and improvements o prepare the land for sale or servicing.

Government fransfers

Government transfers are recognized in the financial statements as revenues in the period in which the
events giving rise to the transfer occur, providing the transfers are authorized, any eligibility criteria have
been met and reasonable estimates of the amounis can be made.

Adoption of new accounting standards

Asg at January 1, 2013 the Municipality adopled Public Sector Handbook Section PS 3410 "Government
transfers.” There was no impact on the financial stalements as a result of adoption of this standard.

Tax revenus

Tax Revenue is recognized on all taxable properties within the Municipality that are inciuded in the tax
roll i ¥ the ici serty Ag nt Cor ion, sl f YA included in the
tax rolf or property vaiues that can be reasonably estimated by the Municipality as it relaies to
supplementary or omitted assessments, atf tax rates authorized by Council for the Municipality’s own
purposes in the period for which the tax is levied.

investment income

investment income earned on surpluses, reserves and reserve funds (other than obligatory reserve
funds) are reported as revenue in the period eamed. Investment income earned on obligatory reserve
funds is added to the fund balance and forms part of deferred revenue.



The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

1. Significant accounting policies (continued}
Management estimates

The preparation of these financial statements in conformity with Canadian public sector accounting
standards requires management {o make estimates and assumptions that affect the reported amount of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Significant
items subject to such estimates and assumptions include valuation allowances for receivables, accrued
liabilities, obligations related to employee future benefits and the carrying value of tangible capital
assets. Actual results could differ from those estimates.

Employee future benefit obligations

The cost of future benefits earned by employees is actuarially determined using the projected benefit
method prorated on service and assumptions of mortality and termination rates, retirement age and
expected inflation rates.

Actuarial gains and losses are amortized linearly over the Expected Average Remaining Service
Lifetime (EARSL) of active employees.

2. investment in Entegrus Inc.

Chatham-Kent Energy Inc. (CKE) and its wholly-owned subsidiaries, Chatham-Kent Hydro Inc. and
Chatham-Kent Ulility Services Inc., were incorporated September 22, 2000 under the Business
Corporations Act {Ontario).

CKE also has a wholly-owned subsidiary, Middlesex Power Distribution Corporation (MPDC), which it
purchased 100% of the outstanding common shares on June 30, 2005,

Effective January 1, 2012 CKH and MPDC amalgamated to continue as Chatham Kent Hydro Inc.
Effective January 18, 2012 the names of CKE and its wholly-owned subsidiaries were amended as

follows:

Former Name Amended Name

Chatham-Kent Energy Inc. Entegrus Inc. ("Entegrus”)
Chatham-Kent Hydro Inc. Entegrus Power Lines Inc. ('EPI")
Chatham-Kent Utility Services inc. Entegrus Services Inc. ("ESI")
Chatham-Kent Transmission Inc. Entegrus Transmission Inc. ('EFT)

Entegrus is owned 80% by the Municipality of Chatham-Kent and 10% by Corix Utilities.

The principal aclivity of Entegrus and its’ subsidiaries is to distribute electricity to customers within the
Municipality of Chatham-Kent, Middlesex County and the County of Elgin under the license issued by
the Ontario Energy Board ("OEB™). Other aclivities of Entegrus, and its subsidiaries, are {o provide

; services, | ices, and sirset lighting semvices.

Municipality of Chatham-Kent — Electrical Division and the Municipality transferred the assets, liabilities
and employees associated with the distribution of electricity at book valus effective October 1, 2000,
The book vailue of the net assets transferred to CKE at Oclober 1, 2000 was $47.,375,124. in
consideration for the transfer, CKE issued long-term notes payable o the Municipality in the aggregate
principal amount of $23 523,326 together with shares valued at $23,855,7958.

The incorporation and subsequent reocrganization was required by provisions of Bill 35, The Energy
Competition Act, 1998 enacted by the Province of Ontario to infroduce competition in the eleciricity
market.

in 2008 CKE issued 222 common shares to Corix which represents a 10% ownership.



The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements

December 31, 2013

2.

Investment in Entegrus Inc. (continued}

The following table provides condensed supplementary consolidated financial information for Entegrus
and its subsidiaries for the year ended December 31:

2013 2012
$ $
Financial position
Assets
Current 29,893,916 28,115,564
Capital 72,528,501 69,241,765
Other 13,038,577 13,392,233
Total assets 115,460,994 110,749,562
Liabilities
Current 34,058,936 29,963,693
Notes payable to Municipality of Chatham-Kent 23,523,326 23,523,326
Other 13,175,867 13,305,585
Total liabilities 70,758,129 56,792,614
Equity
Share capital 26,882 150 26 882,150
Retained eamings 17,820,715 17,074,798
Total eguit 44,702,885 43,956 948
Total liabilities and equi 415,460,994 110,748,562
2013 2012
$ $
Financial activities
Revenue 120,656,612 111,414,867
Expenses 116,119,119 106,896,468
4,537 483 4,518,401
Payment in lieu of taxes 1,256,578 1,278,851
Dividends paid 2,535,000 2,460,000
Change in retained samings 745,917 781,450
Municipality of Chatham-Kent's investment represented by,
investment in shares of Entegrus 23,855,798 23,855758
Accumulated profit less dividends recelved 17,132,232 16,460,907
40,988 030 40,318,705
Corix Utilities' investment represented by
Investment in shares of Entegrus 3,026,352 3,028,352
Accumulated profit less dividends received 688,482 513,891
3,714,835 3,640,243
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

2. Investment in Entegrus Inc. {continued)

(a} Equity in Entegrus Inc.

2013 2012

$ $

Balance, beginning of year 63,840,031 63,136,726
Changes during the year

Net earnings for the year 2,952,825 2,917 305

Dividends paid 2,281,500 2,214,000

Balance, end of year 64,511,356 63,840,031

2013 2012

$ $

Investment in Entegrus Inc. 40,988,030 40,316,705

Notes receivable from Entegrus Inc. 23,523,326 23,523,326

Balance, end of year 64,511,356 63,840,031

(b} Related parly transactions and balances

The following summarizes the Municipality's related parly fransactions with Entegrus for the year ended
December 31, 2013 and December 31, 2012 with balances as at December 31, 2013 and December 31,

2012:
2013 2012
$ $
Transactions
Revenue
Administrative services 627,482 515112
Asset management 245,443 226,406
interest on promissory note 1,380,819 1,380,819
Expenses
Energy purchases (at commercial rates) 5,814,611 5,346 067
Billing and collection services - water/wastewaler 2,354,597 2,407 831
Streetiight maintenance 192,317 180,764
Halances
Amounts due from Enfegrus Inc.
Promissory note receivable 23,523,326 23,523,328
Accounts receivable 16,284,263 14,801,943
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

3. Investment in 2351839 Ontaric Limited

2351838 Ontario Limited operating as WDC Rail {the “Company”), incorporated November 297, 2012
under the Canada Business Corporations Act, owns railway land assets and is wholly owned by the
Municipality of Chatham-Kent.

On October 3, 2013, the closing date for the transfer and purchase of the railway, the Company sold its
future interest in the railway fixtures comprised of, among other things, the steel track materials and ties
but not the land.

The following table provides condensed supplementary financial information for the Company for the
year ended December 31:

2013
$
Financial position
Assets
Current 565,108
Capital 813,576
Total assets 1,378,684
Liabilities
Current 426,101
Note pavable to Municipality of Chatham-Kent 1,000,000
Total liabilities 1,426,101
Equity
Share capital 1
Retained eamings 47,418
Total equity 47 417
Total liabilities and equi 1,378,684
2013
$
Financial activities
Revenue 284
Expenses 47,702
{47,418}
Payment in lleu of taxes -
Dividends paid -
Change in relained eamings {47 418
Muricipality of Chatham-Kent's investment represented by
investment in shares of the Company 4
Accumulated loss {47.418)
47 4173
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

3. Investment in 2351839 Ontario Limited (continued}

(a) Equity in the Company

2013

$

Balance, beginning of year “

Changes during the year

Investment in the Company 4
Note receivable issued to the Company 1,000,000
Net loss for the year (47,418)
Balance, end of year 952,583
2013

$
Investment in the Company {47,417}
Notes receivable from the Company 1,000,000
Balance, end of year 952,583

(b} Related party fransactions and balances

The following summarizes the Municipality's related party transactions with the Company for the year
ended December 31, 2013 with balances as at December 31, 2013:

2013
$
Transactions
Revenue
interest on promissory note 4,315
Balances
Amounts due from the Company
Promissory note receivable 1,000,000
Accounts recelvable 6,814
4. Mote receivable from Entegrus Inc.

Note receivable is due from Enfegrus Inc. with no set repayment terms and interest payable monthiy at
5.87%. The Municipality received an interest payment in the current vear of $1,380,819 (2012 -
$1,386,819).

5. Mote receivable from 2351839 Ontario Limited

Note recsivable is due from 2351838 Ontaric Limited with no set repayment terms and interest payable
at a rate equal fo the interest amount payable by the Municipality on funds borrowed from ifs financial
institution in the year for which the interest is charged (2013 - 1.75%). The Municipalily received an
interest payment in the current year of $4,315,
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

8. Trust funds

Trust funds administered by the Municipality amounting to $4,997 906 (2012 - $4,887,014) have not
been included in the Consolidated statement of financial position nor have their operations been
included in the Consolidated statement of operations and accumulated surplus.

7. Accrued employee benefits

The Municipality has accrued employee benefits as follows:

2013 2012

$ $

Employee future benefits 24,843,647 22,036,990
Workplace safety and insurance obligations 3,083,708 2,850,314
Vested sick leave : 58,081 58,081
Vacation credits 3,376,699 3,486,517

31,362,135 28,431,902

The accrued benefits above are described as follows:
{a} Employee future bensfits

The Municipality pays certain medical and life insurance benefits on behalf of its retired and current
emplovees. The accrued benefit liability at December 31, 2013 of $24,843,647 (2012 - $22,036,990)
was determined by actuarial valuation using a discount rate of 4.25% (2012 - 3.75%). A comprehensive
actuarial valuation of the future liability for emplovee future benefits was conducted as at December 31,
2012 and has been extrapolated {o estimate the Hability for the 2013 through 2015 period. The next
required valuation will be as of December 31, 2015,

information about the Municipality's life and health plan is as follows:

§
Accrued benefif liability as at January 1, 2013 22,038,890
Expense for the period 3,667 657
Benefits paid during the period {861,000}
Estimated accrued benefit labilily as at December 31, 2013 24,843 647

The main actuarial assumptions employed for the valuation are as follows:
i} General inflation

Future inflation levels, as measured by changes in the Consumers Price Index ("CPI"}, were assumed io
be 2.5% in 2013 and thereafter.

(i} Interest (discount] rale

The present value as at December 31, 2013 of the future benefits was determined using a discount rate
of 4.25%. The expense for the vear ended December 31, 2013, was determined using a discount rate of
3.75%.

(i} Health costs

Drug costs were assumed {o increase at 8.5% per vear grading down to 3.5% over 10 vears.
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

7. Accrued employee benefits
(a) Employee fulure benefits (continued)
(iv) Dental costs
Dental costs were assumed to increase at 3.5% annually.
(b} Workplace safely and insurance obligations

Effective January 1, 2010, the Municipality became a Schedule | employer under the Workplace Safety
and Insurance Act for most of its divisions. The Municipality remits payments to the Workplace Safety &
Insurance Board (WSIB) as required to fund and administer disability payments.

For the period of January 1, 2001 to December 31, 2009, the Municipality was a Schedule Il employer
for most of its divisions. The estimated future liability relating to WSIB for this time period amounted to
$3,083,708 (2012 - $2,850,314) and an accrual has been recorded for 2013. A Workplace Safety and
Insurance Reserve relating fo Schedule Il claims has also been established {o protect against any
unknown future liability, and has a balance of $1,483,876 (2012 - $780,365). The Municipality also
maintained an insurance policy, which protects the Municipality against financial exposure fo a
catastrophic loss in excess of $1,000,000 while Schedule I was in place.

{c) Vested sick leave

Under some of the pre-amalgamation municipal sick leave benefit plans, unused sick leave could
accumulate and employees may become entitled to a cash payment when they leave the Municipality's
employment. The Municipality has not offered vested sick leave and thus the amounis will no longer
accumulate,

The liability for these accumulated days. o the extent that they have vested and could be taken in cash
by an employes on termination, amounted to $568,081 (2012 - $58,081) stthe end of the yearand is
reporied as an accrued liability on the Consolidated statement of financial position. An amount of 30
(2012 - 30 was paid to employees who lefl the Municipality’s employment during the current yvear,

(d} Vacation credits

Under the provisions of certain employee vacation plans, some vacation credits are earned as at
December 31 but are generally unavailable for use uniil a jater date. In addition, the provisions of
ceriain plans allow the accumulation of vacation credits for use in future periods. The approximate value
of these credits as at December 31, 2013 is $3,376,698 (2012 - $3,486,517) and is reported as an
accrued liability on the Consolidated Statement of Financial Position.

Funding for these benefits will be provided through taxation in the vear of disbursement.



The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

8. Pension agreement

The Municipality makes contributions to the Ontario Municipal Employees Retirement System (OMERS)
which is a multi-employer plan, on behalf of 1,322 (2012 - 1,298) members of its staff. The planisa
defined benefit plan which specifies the amount of the retirement benefit {o be received by the
employees based on the length of service and rates of pay. Contributions were made in the 2013
calendar year at rates ranging from 8.0% to 15.9% (2012 - 8.3% to 13.9%) depending on the member’s
designated retirement age and level of earnings. The amount contributed to OMERS for 2013 was

$8 528,723 (2012 - $7,684,859) for current service and this is included on the Consolidated Statement
of Operations and Accumulated Surplus. As at December 31, 2013 the OMERS plan is in a deficit of
$8.6 Billion (2012 - $9.9 Biilion), which will be addressed through temporary contribution rate increases,
benefit reductions, and investment returns.

9. Deferred revenue - obligatory reserve funds

A requirement of the public sector accounting standards is that obligatory reserve funds be reported as
deferred revenue. This requirement is in place as provincial legislation restricts how these funds may be
used and under certain circumstances these funds may possibly be refunded. The balances in the
obligatory reserve funds of the Municipality are summarized as follows:

2013 2012
$ $
For building code act 1,349,766 832,179
For parkland purposes 152,083 153,350
For Federal gas fax 12,783,217 8,948,480
For Provincial gas tax 4,585,162 4231885
Deferred revenue - obligatory reserve funds 18,890,208 14,165,924
Other deferred revenue
Deferred faxes 855,849 1,615,354
Deferred grants 9.143,184 5524 362
Other 2,357 091 1,250,898
Total deferred revenue 31,246,332 22,596 338
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

10.

Net long-term liabilities

{a) The balance of net long-term liabilities reported on the Consolidated statement of financial position

is made up of the following:

2013 2012
$ $
Total long-term liabilities incurred by the Municipality including
those incurred on behalf of former municipalities and municipal
enterprises and outstanding at the end of the year. 130,694,873 135,085,792
Of the long-term liabilities shown above, the Municipality is
contingently liable for long-term liabilities with respect io tile
drainage and shoreline property assistance loans. The
responsibility for payment of principal and interest charges
has been assumed by individual landowners. {2,662,616) (2,788,582)
Total long-term liabilities at the end of the year 128,032,257 132,297 210
Current note payable - (100,000)
Net long-term liabilities at the end of the year 128,032,257 132,197 210
{b) Principal due on net long-term liabilities reported in &), is summarized as follows:
2014 to 201910 2024 and
2018 2023 thereafter
3 $ $
From general municipal revenue 21,042 297 16,837 224 §,118,0862
From benefiting landowners 7,096,089 4,737 307 2,493,241
From benefiting water ratepavers 11,218,518 13,026,230 7522277
From benefiting wastewater ratepavers 11,451,962 13,461 412 9,927 651
50,808 863 48 162 173 29,061,222

{c} Included in the principal amount in a) is 39,454 106 (2012 - $9,688 080) related {o the Non-Profit

Social Housing division.

(dy All netlong-term labilities on the Consolidated statement of financial position are payable in

Canadian doliars.

{e) The long-term liabilities listed in 3} were issued in the name of the Municipality or former

municipalities and appro

y Council have received approval of the Ontario Municipal Board prior

to January 1, 1993, Those issues approved by Council after December 31, 1992 have been
approved by by-law. The annual principal and interest payments required to service these labilities
are within the annual debt repayment limit prescribed by the Ministry of Municipal Affairs and

Housing.

{fy inciuded in the principal amount listed in a) above are two demand loans issued o the Canadian
imperial Bank of Commerce in the amount of $1,502,632 (2012 - $2,928 415) and $1,242 535 (2012
- $2 423,763 respectively.

{gy Included in the principal amount listed in a) above is $0 (2012 - $100,000) of a non-interest bearing

note payable due to St Joseph Health Services Association of Chatham. The note had fixed annual
Y
payments of $100,000.

Page 17



The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

10.

11.

12

Net long-term liabilities {continued)

{n) The municipal long-term liabilities listed in a) are repayable at rates ranging from 2.0% to 5.19%,
and the tile drainage and shoreline property assistance loans are repayable af rates up o 8%.

Charges for net long-term liabilities

Total activity for the year for net long-term liabilities is as follows:

2013 2012

$ 3

Beginning balance 132,297,210 147,421,860
Principal payments (12,242,952) (15,124,750}
New debt issued 7,978,000 -
Ending balance 128,032,258 132,297,210

Net interest paymentis related to long-term liabilities in the current year were $5,226,383 (2012 -
$5,900,229) and are reported in the Consolidated statement of operations and accumulated surplus.

Accrual of interest on net fong-term liabilities

A provision for the interest on long-term debt that has been accrued but not paid in the current year is
estimated to be $1,228 173 (2012 - $1,341 671) and is reported as an accrued liability on the
Consolidated statement of financial position.

Local improvements receivable

improvements to infrastructure are often requested by residents, such as extending waterlines, sewers,
sidewalks, or curb and gutters to new areas, or repairs and upgrades 1o municipal drains. The
Municipality records the ouistanding ratepayer funding of these local improvements as a receivable in
the Consolidated statement of financial position.

2013 2012
$ ¥

Local improvements receivable for capital projects on tax roll
Wastewaler 1,086,808 1,225,249
YWater 1,985,888 2,553,615
Drainage 14,277,965 10,286,041
Other 207,530 224760

14,558,192 14 289 666




The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements

December 31, 2013

13.

Tangible capital assets

The net book value of the tangible capital assets is comprised of the following:

2013 2012

$ $

Land and land improvements 52,335,246 52,823,682
Buildings 137,521,038 141,032,930
Equipment 55,396,013 56,871,724
Vehicles 20,504,793 22,077,445
Underground linear 221,260,230 225,286 569
Plants and facilities 20,344,154 21,127,008
Bridges 119,854,350 120,104,373
Transportation 172,826,420 173,465,142
Other assets 3,367,461 3,594,951
803,409,706 816,383,824

Assets under construction 16,289,965 7,825,896
819,699,671 824,209 720

For additional information, see the Consclidated schedule of tangible capital assets.
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements

December 31, 2013

14.

Accumulated surplus

Accumulated surplus consists of individual fund surplus (deficit) and reserves as follows:

2013 2012
§ $
Surplus
invested in tangible capiial assets 681,336,180 588,891,041
Entegrus, net equity 64,511,357 63,840,032
WDC Rail (47,417} -
Business Improvement Area (197} {11,599)
Prelevies for benefitting landowners (80,123} 166,854
Other 2,111,472 (4,122,239)
Obligations to be funded from future years {5,085,402) (7,218,221}
Unfunded
Employee future benefits, workplace safety and vacation {25,787,362) {27,066,261)
Accrued interest on long-term liabllities (1,109,902} 988,385
711,848,606 713,491,222
Surplus allocated to reserves
For acquisition of capital assets 44 825,653 36,501,702
For public liabllity insurance 1,237,985 1,320,569
For various programs, facilities 44 633 918 35,242 478
For strategic and community development 2,935,882 2,937,188
For water 1,780,835 (1444971
For wastewater 2,718,618 443 B58
98,137,902 75,000,525
Surplus allocated to reserve funds
For community investment 4,219,738 3,538,798
For parking purposes 228,267 220,818
4,446 005 3759615
Total accumulated surplus 814,432 813 792,251,362
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

15.  Taxation revenue
{a} Taxation collected on behalf of school boards

The net taxation levies collected on behalf of the school boards are comprised of the following:

2013 2012

$ $

Taxation 29,222,727 30,168,385
Requisitions (29,222,727) 30,168,365)

Net levy for the year - -

Included in accounts payable and accrued liabilities are levies owing to the school board fotaling
$585,290 (2012 accounts receivable - $1,148 836).

(b} Taxation revenue by major tax class

Taxes - own Payments  Supplementary Rebates & 2013

purpose in lieu taxes write-offs Total

$ $ $ $ $

Residential 86,806,857 667,201 564,808 (1,014,397} 87,024 469
Mulit-residential 6,806,484 - 5,579 {25,775} 6,786,288
Commercial 26,659,596 1,908,126 473,508 {697.475) 28,443,756
industrial 6,612,907 6,108 292,599 {893,345} 5918,270
Pipelines 1,555,984 - 3,275 - 1,559,239
Farmlands 7,754,348 3,945 43,312 12,469 7,814,075
Managed forests 2,268 - - - 2,268
Other 455 884 669,931 15,830 {345,758} 795,987
Capping program 620,306 - - 52,827 567 479
Total tax reveniue  135.934,003 3,255,312 1,399,012 2,811,454 137,776,873
Taxes -own Paymenis Supplementary Rebates & 2012

urpose inlisu taxes write-offs Total

$ 3 $ g $

Residential 81,663,367 57,780 555973 (551,498y 81725822
Mulit-residential 5,581,925 - (286,857) {71,314y  8,223654
Commercial 26,528,812 2,744 158 816,842  {1,828,778) 28,261,036
Industrial 6,842 598 6,142 114,984 (1,113,167} 5,850,557
Pipelines 1,443 163 - 1,583 - 1,444 746
Farmiands 6,308,792 2,450 9,254 57,059 6,378,555
Managed forests 1,962 - - (54) 1,908
Uther 71,684 725798 56,446 (183,787) 1,080,142
Capping program (1,634,787} - 112,005 (1,522,782

Total tax revenue 128,208 516 3 538,329 1,268125 (3580 532 129423 438
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The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

16. Self insurance

in recent years, there have been substantial increases in the premiums charged by the insurance
industry for public liability insurance. As a result, the Municipality has undertaken some portion of the
risk, which would normally have been covered by outside insurers.

The Municipality is self-insured for property damage claims up to $100,000 for any individual claim.
Outside coverage is in place for claims in excess of these limits.

The Municipality has made a provision for a reserve for self-insurance which as at December 31, 2013
amounted to $1,237,995 (2012 - $1,320,569) and is reported on the Consolidated statement of financial
position under reserves. The provision for the year of $734,638 (2012 - $720,073) has been reported as
an expenditure on the Consolidated statement of operations and accumulated surplus and $0 (2012 -
$0) was transferred in from Other reserves.

Claims settled during the year amounted to $817,211 (2012 - $984,391) and have been provided from
the reserve.

17.  Provincial offences administration

The Ministry of the Attorney General requires the following disclosure of all municipal partners
administering Provincial Offences Administration. The gross revenues collected at the Provincial
Offenices Court in 2013 were $2,036,508 (2012 - $2,376,045) and net revenue was $560,206 (2012 -
$854,959).

18.  Segmented information

The Municipality provides a diverse range of services to its citizens. The Consolidated schedule of
segment disclosure has grouped various services into segments to provide a further breakdown of the
revenues and expenses atiributable io each segment. For each reportad segment, revenues and
expenses represent both amounts that are directly atiributable {o the segment and amounts that are
allocated on a reasonable basis.

The services included in each segment are as follows:

General government

General government is comprised of governance, corporate management and program support.
Profection services

Protection is comprised of fire, police, conservation aulhority, protective inspection and control,
emergency measures and provincial offenses.

Transportation services

Transportation is comprised of roads, winter control, transit, parking, street lighting and air
transportation:

Envirormental services

Environmental is comprised of storm sewer systems, waste collection, waste disposal, and recycling.
Health services

Health is comprised of public health, hospital support, ambulance and cemeleries.

Social and family services

Social and family is comprised of Ontario Works, assistance to aged persons and child care.

Social housing

Social housing provides for a variety of housing services.



The Corporation of the Municipality of
Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

18.

19.

Segmented information {continued)

Recreational and cultural services

Recreation and culture is comprised of parks, recreation programs, recreation facilities, libraries and
cultural services.

Planning and development services

Planning and development is comprised of planning and zoning, commercial and industrial
development, residential development, agricultural and reforestation, and tile drainage and shoreline
assistance.

Waler and wasfewaler services

Water and wastewater provides safe drinking water and collects and treats wastewater.

Other items and corporations

Other items and corporations is comprised of the revenue from subsidiaries and items not related
specifically to the other categories.

Commitments

@

(b)

The Municipality has entered into various contracts for equipment leases. The obligation over the
remaining life of the leases are as follows:

5

$
2014 39,250
2015 13,083
52,333
The Municipality has entered into several contracts for the provision of various services. The
obligation over the remaining life of the contracts are:
5
2014 12,936,261
2018 9,324 732
2016 9,518,362
2017 109,954

31,886,209

The Muonicipality has entered info severai other fong-term commitments, The obligation over the
remaining life of the contracts are:

5

2014 514,000
2015 676,000
2016 355,000
2017 355,000
2018 10 2019 630,000
2,530,000




The Corporation of the Municipality of

Chatham-Kent

Notes to the consolidated financial statements
December 31, 2013

20.

21.

22.

Restatement of 2012 comparative figures

During the 2013 year, it was found that ceriain tangible capital assets were expensed in the 2012
consolidated financial statements and therefore have been adjusted for retroactively in the comparative

figures in these consolidated financial statements.

The total impact of the restatement on the 2012 comparative figures is as follows:

As previously 2012 as

reported Adjustment restated

$ 3 $

Transportation services expense 47 932 958 72,521 43,005479
Amortization of tangible capital assets 33,560,879 72,521 33,633,400
Excess of revenues over expenses 15,118,217 72,521 15,045,696
Accumulated surplus, beginning of year 774,420,059 2,785,607 777,205,666
Accumulated surplus, end of year 789,538 276 2,713,086 792,251,362
Tangible capital assets 821,496,634 2,713,086 824,209,720

Budget figures

The approved operating and capital budgets are reflected on the Consolidated statement of operations
and accumulated surplus for municipal projects. Those capital projects benefiting and assessed to
landowners and developers, for example water, wastewater, drainage, and industrial lands, are not
budgeted for. The budgets established for capital fund operations are on a project-oriented basis, the
costs of which may be carried out over one or more years and, therefore, may not be comparable with

the current vear amounis.

Contingent liabilities

From time o time, as is common with other municipalities, the Municipality is the subject of litigation. In
the opinion of management, any litigation outstanding, if successful, would not have a material impact

on the consolidated financial statement.
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