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Mayor’s Message

August 2012

The City of Ottawa’s 2011 Annual Report confirms that we are on a
solid footing for the future. | am happy to say that we are delivering
the services that residents expect and need in a prudent and
responsible manner and our credit ratings have been reconfirmed
based on sound financial management practices. The tireless efforts of Councillors and City
staff working with our residents every day in every corner of the city have made all this possible.

2011 was a great year in many ways for the City of Ottawa and we received many accolades,
including being named the best city to live in Canada by MoneySense magazine for the third
year in a row. Our drinking water was again recognized by the Ontario Ministry of Environment as
among the safest in the world; the City of Ottawa was listed among Canada’s Top 100 employers
by the Globe and Mail; and we placed among the Top 15 Cities in the World for quality of life in
the 2011 Mercer Quality of Living survey.

In the fall of 2011, | was pleased to host the first-ever Mayor’s Seniors Summit at City Hall.

This event provided an important opportunity to take stock and start planning for the service
needs of our aging population and will result in the adoption of our Older Adult Plan later this year.
We launched Ontario’s first downtown segregated bike lane as a pilot project and we continued
to make progress on building for the future with ambitious infrastructure projects such as the
revitalization of Lansdowne Park, the Ottawa River Action Plan, initiating Ottawa on the Move

and the preparatory work for our new Light Rapid Transit system.

There are many good reasons to be very proud of where we live and our accomplishments
together. As a beautiful G8 capital, we are a safe, clean and vibrant community with an excellent
quality of life. We are rich in culture and heritage and surrounded by a picturesque natural setting
offering many recreational opportunities.

It is a great privilege to serve as Mayor of one of the best cities in the world in which to live, work,
invest, play and raise a family. | encourage everyone to take a moment to read this Annual Report
and learn a little bit more about the place we all call home.

Sincerely,

L

Jim Watson
Mayor






2011 Annual Report Message
from the City Manager

August 2012

| am very pleased to present the City of Ottawa’s 2011 Annual Report,
which reflects a sound financial position despite challenging economic
times globally and locally in 2011.

The audited year-end financial statements paint a picture of a healthy City that includes higher
cash balances, preservation of reserve funds and manageable debt servicing costs. The City’s
top-ranked credit ratings have also been reconfirmed as Aaa with a stable outlook by Moody’s
Investors Service and AA+ stable by Standard and Poor’s.

While the amount of debt is increasing, it remains proportional to our assets. It is also well within
the prudent parameters established by City Council and is used entirely for capital infrastructure.

With a population of more than 920,000 people and approximately 125 lines of business,
delivering services to our residents is an ongoing challenge. Our growth rate is faster than both
Canada’s and Ontario’s. This places an important responsibility on City Council and City staff to
strike a balance between meeting the needs and expectations of today while exercising
stewardship over our valuable resources for future generations.

Our strong financial position, which is reflected in the 2011 Annual Report and further supported
by the reconfirmation of our credit ratings, demonstrates the commitment of City Council and
City staff to continued responsible financial management and respect for taxpayer dollars.

Earlier this year, the City of Ottawa had the privilege of being named one of the Top

100 employers in Canada in a rigorous annual survey conducted for The Globe and Mail
newspaper. This objective outside assessment highlights a culture where employees can take
pride in what they do best — serving the citizens of Ottawa and focusing on achieving this Term
of Council’s corporate priorities.

We take great pride in the services we deliver to our residents and we continually strive
for greater excellence. It is an honour to serve the residents of Ottawa each and every day.

Sincerely,

)y -

Kent Kirkpatrick
City Manager
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Financial statement discussion and analysis



INTRODUCTION

The City of Ottawa 2011 Annual Financial Report contains the audited consolidated
financial statements prepared in accordance with principles and standards
established by the Public Sector Accounting Board of the Canadian Institute of
Chartered Accountants, as required by the Ontario Municipal Act.

The City of Ottawa Administration is responsible for preparing the following financial
statement discussion and analysis (FSD&A). It should be read in conjunction with
the audited consolidated financial statements and the financial and statistical
schedules.

The FSD&A reports to stakeholders on how the financial resources entrusted to the
City are being managed to provide municipal infrastructure and services, and
presents significant issues that affected 2011 results or that may have an impact on
future results.

ECONOMIC ENVIRONMENT

As indicated in the statistics provided below, the City of Ottawa has experienced a
slight decline in housing starts and building permits activity during 2011, following a
strong response to the 2009 global economic downturn.

2011 2010 % Change

Population 927,118 917,570 1.04%
Residential housing starts @ 5,521 6,046 (8.7%)
Value of building permits issued ( in millions) 1,819 1,922 (5.36%)
Inflation, CPI annual increases (%) !"! 3.0 2.6 15.38%
Unemployment rate (%) " 5.6 6.5 (13.85%)

[1] Statistics Canada
[2] Canada Mortgage and Housing Corporation (CMHC)

The City of Ottawa had an estimated population of 927,118 at the end of 2011,
which represents an increase of 13.9% since 2001. This growth rate is faster than
both Canada’s rate (11.2%) and Ontario’'s (12.4%). Ottawa accounts for
approximately three-quarters of the population of the Greater Ottawa-Gatineau
Area, which has a combined total population of close to 1.4 million.

Population growth is expected to continue. The City’s most recent growth projection
adopted by Council in November 2007 predicts growth of 11.2% between 2011 and
2021 to 1,031,300. Immigration is a major reason Ottawa’s population will continue
to grow.
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THE OUTLOOK

Relative to the province and the country as a whole, global economic uncertainty
has had less of an impact on demographic and economic indicators for the City.
Ottawa’s economy continues to strengthen in a low interest environment although
certain of Ottawa’s indicators are showing signs of a slowdown. Residential housing
starts were down in 2011 and although there were improvements in the
unemployment rate in 2011, the full impact of federal government restraint plans on
the local economy in 2012 remains to be seen.

The City has developed constructive relationships with other levels of government
and the private sector in order to obtain sustainable funding to provide the municipal
infrastructure necessary to support healthy local, provincial and national economies.
Continued gas tax funding, combined with federal and provincial commitments to
assist with funding the City’s planned light rail transit program, will ensure the
required infrastructure is in place to support the transit needs of our residents.
Similarly, partnership agreements with local partners will allow for the
redevelopment of Lansdowne Park raising the City’s national profile by providing a
venue for large sports and entertainment events.

FINANCIAL HIGHLIGHTS

CONSOLIDATED FINANCIAL POSITION

As at December 31 2011 2010
[dollars in thousands] $ $
A. Financial assets 1,789,660 1,615,252
B. Financial liabilities 2,887,578 2,666,907
C. Net debt (1,097,918) (1,051,655)
D. Non-financial assets 11,391,671 10,924,309
E. Accumulated surplus (C + D) 10,293,753 9,872,654

Financial assets increased by approximately $174 million. This is largely due to
increases in cash and investments totalling approximately $210 million, an increase
of $9 million in investment in government business enterprises, offset by a reduction
in accounts receivable of approximately $45 million.

The growth in financial liabilities of $221 million includes increases of $256 million in
net long-term debt and $33 million in employee future benefits and pension
agreements which were offset by a $43 million reduction in deferred revenue and
decreases in other financial liabilities of approximately $25 million. Net long-term

debt was increased to support the City’s tangible capital asset program in a
continued low interest rate environment. The low interest rate environment also
contributed to a lower discount rate, which had the effect of increasing liabilities for
employee future benefits and pension agreements. The decrease in deferred
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revenues reflects the use of gas tax revenues and other government transfers to
support the tangible capital asset program.

The City’s accumulated surplus has increased by $421 million, as reflected by the
$467 million increase in non-financial assets (tangible capital assets), net of the $46
million increase in the net debt position.

ACCUMULATED SURPLUS AND RESERVES AND RESERVE FUNDS
Reserves and reserve funds are a component of accumulated surplus. In 2011,
reserves and reserve funds decreased by approximately $20 million due mainly to

higher spending for renovations and retrofitting programs affecting Ottawa
Community Housing Corporation reserve funds.
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ACCUMULATED SURPLUS

2011 2010
[dollars in thousands] $ $
Surplus
Invested in tangible capital assets!" 10,051,129 9,598,520
Unfunded
Employee benefits (408,056) (375,772)
Landfill closure costs (8,761) (11,108)
Other (42,524) (51,948)
Total surplus 9,591,788 9,159,692
Reserves set aside by Council 3,992 609
Reserve funds set aside for specific purposes by Council
Endowment 185,008 195,105
Transportation and environmental services 101,159 91,111
Social housing and child care 34,360 50,833
Debt retirement 2,854 7,631
Equipment replacement 6,082 5,902
Insurance 2,155 2,138
Employment benefits 6,119 5,997
Other 8,468 11,130
Total reserve funds 346,205 369,847
Equity in government enterprises 351,768 342,506
Accumulated Surplus 10,293,753 9,872,654

[ The net investment in capital assets is equal to the net carrying value of capital

assets minus the debt portion related to these assets
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FINANCIAL ANALYSIS REVIEW

Revenues — Budget to Actual Comparison

Budget Actual Favourable/
For the year ended December 31 2011 2011 (Unfavourable)
[dollars in thousands] $ $ $
Taxes available for municipal purposes 1,405,168 1,407,982 2,814
Fees and user charges 712,287 718,799 6,512
Government grants 659,909 672,598 12,689
Contributed tangible capital assets 202,319 202,319 -
Development charges 124,224 124,224 -
Investment income 31,159 32,912 1,753
Fines and penalties 27,182 24,775 (2,407)
Other revenue 17,430 15,276 (2,154)
Equity in earnings of government
business enterprises 24,716 26,762 2,046
Total Revenues 3,204,394 3,225,647 21,253

Fees and user charges were higher than budget partly due to higher commodity
market prices for recycled materials. In addition, increased transit ridership
contributed to higher fares compared to budget.

Government grants exceeded budget due to increased funding to match higher
expenses for paramedic services, and social services programs.

Sources of Revenue

[dollars in thousands] $ %
Taxes available for municipal _—
purposes 1,407,982 44%
Fees and user charges 718,799 22% =2
Government grants 672,598 21% =3
Development charges and o, m4
contributed tangible capital assets 326,543 10% 5
Other 99,725 3%
3,225,647 100%
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Expenses — Budget to Actual Comparison

Budget Actual Favourable/
For the year ended December 31 2011 2011 (Unfavourable)
[dollars in thousands] $ $ $
General government 100,342 103,396 (3,054)
Protection to persons and property 491,669 495,983 (4,314)
Roads, traffic and parking 302,509 280,309 22,200
Transit 446,396 456,229 (9,833)
Environmental services 301,356 287,044 14,312
Health services 146,876 146,810 66
Social and family services 404,226 408,821 (4,595)
Social housing 248,016 246,254 1,762
Recreation and cultural services 262,538 270,649 (8,111)
Planning and development 110,258 109,053 1,205
Total expenses 2,814,186 2,804,548 9,638

Roads, traffic and parking costs were lower than budgeted due to lower winter
maintenance costs associated with a mild winter.

Transit expenses were higher than budget primarily due to increased fuel
consumption and compensation costs.

Environmental services expenses were lower than budget due to staff vacancies
early in the year.

FINANCIAL STATEMENT DISCUSSION AND ANALYSIS



Revenues — Comparison to Prior Year

Actual Actual Increase/
For the year ended December 31 2011 2010 (Decrease)
[dollars in thousands] $ $ $
Taxes available for municipal purposes 1,407,982 1,358,107 49,875
Fees and user charges 718,799 691,768 27,031
Government grants 672,598 871,536  (198,938)
Contributed tangible capital assets 202,319 206,350 (4,031)
Development charges 124,224 136,031 (11,807)
Investment income 32,912 30,285 2,627
Fines and penalties 24,775 25,709 (934)
Other revenue 15,276 26,630 (11,354)
Equity in earnings of government
business enterprises 26,762 30,522 (3,760)
Total Revenues 3,225,647 3,376,938 (151,291)

Taxes available for municipal purposes increased due to a combination of a
2.45% property tax increase for all City properties, and the effect of growth in the
property tax base.

Fees and user charges were higher due in part to higher revenues on the public
transit system. Transit recorded an increase in ridership in 2011, reaching an all-
time high of 103.5 million trips, which had a positive impact on transit revenue of
$12 million. The bulk of the remaining increase is due to a combined 8% water and
sewer surcharge rate increase.

Government grants decreased primarily due to the completion of the
Federal/Provincial stimulus program in March 2011. Associated revenue under the
Federal/Provincial gas tax program and reduced one-time funding under other cost-
sharing agreements contributed to an overall reduction of government funding for
tangible capital assets of approximately $216 million in 2011 compared to the prior
year. This was partially offset by increased operating funding for growth associated
with paramedic, public health, social and family services totalling approximately $17
million.
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Development charges recorded as income during 2011 is reflective of the
decrease in growth related project spending during the year. Decreases are mainly
in the areas of transit, water and roads. Development charge receipts are recorded
as deferred revenue until the fiscal year when the related expenditures are
incurred, at which point they are recorded as income.

Investment income was higher than in 2010 due to higher cash balances and
investment returns on bonds and money market investments.

Other revenue was lower mainly as a result of a decrease in the number of
tangible capital asset projects funded through cash in lieu of parkland revenues.
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Expenses — Comparison to prior year

Actual Actual

For the year ended December 31 2011 2010 (I;gg:ggg(ea;
[dollars in thousands] $ $ $
General government 103,396 107,933 (4,537)
Protection to persons and property 495,983 460,265 35,718
Roads, traffic, and parking 280,309 273,014 7,295
Transit 456,229 501,207 (44,978)
Environmental services 287,044 271,240 15,804
Health services 146,810 132,804 14,006
Social and family services 408,821 411,803 (2,982)
Social housing 246,254 235,399 10,855
Recreation and cultural services 270,649 271,469 (820)
Planning and development 109,053 53,942 55,111
Total expenses 2,804,548 2,719,076 85,472

Protection to persons and property spending increased due to growth required
to staff two new fire stations, and compensation relating to contract settlements for
police services.

Transit expenses decreased in 2011 compared to 2010 primarily as a result of
prior year adjustments related to amortization, loss on disposal, and write down of
assets.

Environmental services expenses increased mainly due to legal claims, as well
as emergency water main repairs, and inflationary increases to materials and
services.

Planning and development: expenses increased primarily due to a one-time loss
associated with the change in the use of a land parcel sold during the year.
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Expenses

[dollars in thousands] $ %
General government 103,396 4% w1
Protection to persons and property 495983 18% =2
Roads, traffic, and parking 280,309 10% =3
Transit 456,229 16% m4
Environmental services 287,044 10% =5
Health services 146,810 5% "6
Social and family services 408,821 15% 7
Social housing 246,254 9% 8
Recreation and cultural services 270,649 10% 9
Planning and development 109,053 4% 10

2,804,548 100%
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NET LONG TERM DEBT

The City of Ottawa is rated by two international agencies: Moody's Investors Service
and Standard & Poor's. Moody's has given the City an Aaa rating - the highest
possible ranking and one the City has maintained since 1975. Standard & Poor's
(S&P) has assigned an AA+ stable rating to the City.

The capital financing policy approved by Council allows the City to provide
additional capital assets such as roads, water and sewer systems, buildings, and
transit infrastructure that will be funded over the long term by taxpayers benefiting
from the use of these capital assets. This policy follows Provincial regulations which
require that capital assets financed by debt have a useful life at least as long as the
term of the debt.

During 2011, the City arranged long-term financing totalling $331 million on various
terms up to thirty years at interest rates ranging from 1.1% to 4.6%. The proceeds
were used to finance various City capital works including the construction and major
rehabilitation of bridges, the City Archives, the Ottawa Congress Centre, road
works, Lemieux Island transmission mains and various waste water capital works. In
addition to issuing debentures in the financial markets, the City entered into a loan
agreement for $25 million with a Canadian bank, arranged financing with Canada
Mortgage and Housing Corporation under its Municipal Infrastructure Lending
program in the amount of $23.7 million and received financing in the amount of $50
million from Ontario Infrastructure and Lands Corporation. Full details of these
debenture issues were reported to Council in accordance with Council’s policy on
Debt and Financing.

Debt levels are carefully monitored to ensure the ongoing financial well being of the
City in accordance with the fiscal framework principles as approved by Council in
2007. Two of the key targets established by Council which are to be reported on
annually by the Treasurer were as follows:

1) “Principal and interest payments for tax and rate supported debt not to
exceed 7.5% of the City’s own source revenues”:

2) “The increase in debt servicing for non-legacy projects in any year will not be
greater than one-quarter of 1 per cent of taxes from property taxes”:

With respect to the first key target, the total debt interest and principal payments in
2011 for long-term debt were $122.8 million, which represents 5.2% of the City’s
own source revenues. These revenues include all revenues shown on the
Consolidated Statement of Operations, except for government grants and
contributed tangible capital assets.
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Regarding the second key target, non-legacy projects are defined as capital works
associated with the rehabilitation and renewal of existing City infrastructure along
with the construction of new infrastructure to address growth pressures. Debt
servicing for these projects is within the target mentioned above.

TANGIBLE CAPITAL ASSETS

Tangible capital assets represent a significant investment for the City and the
related information is vital for stewardship, accountability, costing, and the
development of asset management plans. Assets are valued at their historical cost
on the date of purchase or construction and are amortized over their useful lives.
The residual net book value of these assets represents the value of assets available
to serve future generations.

The City’s tangible capital assets consist primarily of water and wastewater
infrastructure, land, roads, buildings, and machinery, plant and equipment.

Tangible Capital Assets

NBV

[dollars in thousands] $ %
Buildings and improvements 1,126,348 10% =1
Roads 1,474,571 13% m2
Water/wastewater 3,411,836 30% 3 ‘
Land 2,569,875  23% aRl
Land improvements 342,625 3% ">
Machinery, plant and equipment 784,990 7% j
Vehicles 640,146 6% 3
Assets under construction 998,236 8%

11,348,627 100%
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MANAGEMENT’S REPORT

The integrity, relevance and comparability of the data in the accompanying
consolidated financial statements are the responsibility of management.

The consolidated financial statements are prepared by management, in
accordance with generally accepted accounting principles established by the Public
Sector Accounting Board (PSAB) of the Canadian Institute of Chartered
Accountants. They necessarily include some amounts that are based on the best
estimates and judgements of management. Financial data elsewhere in the report
is consistent with that in the financial statements.

To assist in its responsibility, management maintains accounting, budget and other
controls to provide reasonable assurance that transactions are appropriately
authorized, that assets are properly accounted for and safeguarded, and that
financial records are reliable for preparation of financial statements.

The Auditor General’s office reports directly to Council, and on an ongoing basis,
carries out its audit program to ensure internal controls and their application are
reviewed and financial information is tested and independently verified.

City Council fulfils its responsibility for financial reporting through its Audit Sub-
Committee and Finance and Economic Development Committee.

Ernst & Young LLP, Chartered Accountants, have been appointed by City Council
to express an opinion on the City’s consolidated financial statements. Their report
follows.

7/ LN

Kent Kirkpatrick Marian Simulik
City Manager City Treasurer

Ottawa, Canada
June 14, 2012
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INDEPENDENT AUDITORS' REPORT

To the Mayor and Members of Council

We have audited the accompanying consolidated financial statements of The City of
Ottawa, which comprise the consolidated statement of financial position as at
December 31, 2011 and the consolidated statements of operations, 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 generally accepted
accounting principles, 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.

Auditors' responsibility

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 consolidated financial statements. The procedures selected
depend on the auditors' judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether due to fraud or error. In
making those risk assessments, the auditors consider internal control relevant to the
entity's preparation and fair presentation 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 reasonableness 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 in our audit is sufficient and
appropriate to provide a basis for our audit opinion.

ﬂ ERNST & YOUNG A member firm of Ernst & Young Global Limited



Opinion

In our opinion, the consolidated financial statements present fairly, in all material
respects, the financial position of The City of Ottawa as at December 31, 2011 and the
results of its operations, its change in net debt and its cash flows for the year then
ended in accordance with Canadian generally accepted accounting principles.

W ¥ ?4&7 ALP
Ottawa, Canada, Chartered Accountants
June 14, 2012 Licensed Public Accountants

i” ERNST & YOUNG A member firm of Ernst & Young Global Limited



THE CITY OF OTTAWA

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at December 31
[dollars in thousands]

2011 2010
$ $
Financial assets
Cash and cash equivalents 212,004 207,950
Accounts receivable 282,472 326,885
Investments [note 3] 943,416 737,911
Investment in government business enterprises [note 4] 351,768 342,506
1,789,660 1,615,252
Financial liabilities
Accounts payable and accrued liabilities 457,166 469,593
Deferred revenue [note 5] 570,543 613,314
Employee future benefits and pension agreements
[notes 6 and 13] 408,056 375,772
Accrued interest 18,278 17,378
Landfill closure and post-closure liabilities [notes 7 and 13] 8,761 11,108
Net long-term debt [note 8] 1,091,273 835,160
Mortgages payable [note 9] 212,245 221,120
Capital lease obligations [note 10] 121,256 123,462
2,887,578 2,666,907
Net debt (1,097,918) (1,051,655)
Non-financial assets
Tangible capital assets [note 11] 11,348,627 10,875,237
Inventories 27,750 34,780
Prepaid expenses [note 12] 15,294 14,292
Total non-financial assets 11,391,671 10,924,309
Accumulated surplus [note 13] 10,293,753 9,872,654

See accompanying notes

Contingencies and Commitments [note 14]



THE CITY OF OTTAWA

CONSOLIDATED STATEMENT OF OPERATIONS

For the year ended December 31
[dollars in thousands]

Budget 2011 2010
$ $ $
[unaudited]
[note 19]
Revenues
Taxes available for municipal purposes [note 15] 1,405,168 1,407,982 1,358,107
Fees and user charges 712,287 718,799 691,768
Government grants 659,909 672,598 871,536
Contributed tangible capital assets 202,319 202,319 206,350
Development charges 124,224 124,224 136,031
Investment income 31,159 32,912 30,285
Fines and penalties 27,182 24,775 25,709
Other revenue 17,430 15,276 26,630
Equity in earnings of government business
enterprises [note 4] 24,716 26,762 30,522
Total revenues 3,204,394 3,225,647 3,376,938
Expenses
General government 100,342 103,396 107,933
Protection to persons and property 491,669 495,983 460,265
Roads, traffic and parking 302,509 280,309 273,014
Transit 446,396 456,229 501,207
Environmental services 301,356 287,044 271,240
Health services 146,876 146,810 132,804
Social and family services 404,226 408,821 411,803
Social housing 248,016 246,254 235,399
Recreation and cultural services 262,538 270,649 271,469
Planning and development 110,258 109,053 53,942
Total expenses 2,814,186 2,804,548 2,719,076
Annual surplus 390,208 421,099 657,862
Accumulated surplus, beginning of the year 9,872,654 9,872,654 9,214,792
Accumulated surplus, end of the year 10,262,862 10,293,753 9,872,654

See accompanying notes



THE CITY OF OTTAWA

CONSOLIDATED STATEMENT OF CHANGE IN NET DEBT

For the year ended December 31
[dollars in thousands]

Budget 2011 2010
$ $ $
[unaudited]

Annual surplus 390,208 421,099 657,862
Acquisition of tangible capital assets (704,186) (858,471) (1,144,844)
Amortization of tangible capital assets 239,692 239,692 227,620
Writedown of tangible capital assets - - 32,200
Loss on sale of tangible capital assets 145,389 145,389 81,620
Change in supply of inventories 7,030 7,030 (4,304)
Change in prepaid expenses (1,002) (1,002) (1,554)
Change in net debt 77,131 (46,263) (151,400)
Net debt, beginning of the year (1,051,655) (1,051,655) (900,255)
Net debt, end of the year (974,524) (1,097,918) (1,051,655)

See accompanying notes



THE CITY OF OTTAWA
CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended December 31
[dollars in thousands]

2011 2010
$ $
OPERATING ACTIVITIES
Annual surplus 421,099 657,862
Items not affecting cash
Equity in earnings of government business enterprises (26,762) (30,522)
Amortization of tangible capital assets 239,692 227,620
Writedown of tangible capital assets - 32,200
Contributed assets (202,319) (206,350)
Loss on sale of tangible capital assets 110,897 73,073
Uses:
Increase in accounts receivable - (123,668)
Increase in inventories - (4,304)
Increase in prepaid expenses (1,002) (1,554)
Decrease in accounts payable and accrued liabilities (12,427) -
Decrease in deferred revenue (42,771) (119,190)
Decrease in landfill closure and post-closure liabilities (2,347) -
484,060 505,167
Sources:
Decrease in accounts receivable 44,413 -
Decrease in inventories 7,030 -
Increase in accounts payable and accrued liabilities 85,696
Increase in employee future benefits and pension agreements 32,284 4,081
Increase in accrued interest 900 2,492
Increase in landfill closure and post-closure liabilities - 1,417
84,627 93,686
Cash provided by operating activities 568,687 598,853
CAPITAL ACTIVITIES
Acquisition of tangible capital assets (656,152) (938,494)
Proceeds on sale of tangible capital assets 34,492 8,547
Cash used in capital activities (621,660) (929,947)
INVESTING ACTIVITIES
Net increase (decrease) in investments (205,505) 154,443
Dividend from Hydro Ottawa Holding Inc. 17,500 17,600
Cash provided by (used in) investing activities (188,005) 172,043
FINANCING ACTIVITIES
New debt issued 332,942 316,028
Net interest earned on sinking funds (2,409) (4,655)
Debt principal repayments (85,501) (68,478)
Cash provided by financing activities 245,032 242,895
Net increase in cash and cash
equivalents during the year 4,054 83,844
Cash and cash equivalents, beginning of the year 207,950 124,106
Cash and cash equivalents, end of the year 212,004 207,950

See accompanying notes



THE CITY OF OTTAWA
SCHEDULE 1 CONSOLIDATED SCHEDULE
OF SEGMENT DISCLOSURE
[dollars in thousands]

For the year ended December 31, 2011 [note 17]
Social
General Roads, Traffic Environmental  Health  and Family =~ Social ~ Recreation Planning and
Government  Protection and Parking  Transit Services  Services  Services  Housing  and Culture Developmen!  Other Total
$ $ § § § $ § $ $ $ $ $

REVENUES

Taxes - - - - - - - - 326 1,407,656 1,407,982
Fees and surcharges 17,818 60,364 23913 178,619 302,016 1,266 23,012 41,578 55,058 13,694 1,461 718,799
Government grants 385 8,509 44,865 128,977 15,017 87,489 251,858 86,753 15,261 14,232 19,252 672,598
Fines and penalties 948 11,627 - - - - - - 1,268 - 10,932 24,775
Contributed tangible capital assets - - 42,037 - 149,166 1,700 4,620 4,796 - 202,319
Development charges 127 5179 54,002 12,989 32,366 - - 13,492 558 5,511 124,224
Other 13,880 189 2,587 7,007 3,876 - 75 - 1,847 2,264 43,225 74,950
Total revenues 33,158 85,868 167,404 327,592 502,441 88,755 274945 130,031 91,546 35870 1,488,037 3,225,647
EXPENSES

Salaries and benefits 70,454 M8,777 117,749 260,079 68,843 118,767 126,875 33,294 135,893 31,850 1,382,581
Contracts and general services 9,502 10,411 7,600 16,720 73,125 9,930 4919 10,475 13,444 7,341 163,467
Materials, equipment and supplies 20,905 39,155 69,281 97,469 48,964 13,805 70,861 77,800 46,467 7,035 491,742
Interest charges 1,909 2,223 17,361 11,418 13,044 1,444 2,158 10,759 5,230 1,859 67,405
Rent and financial expenses 12,094 7973 8,093 13,003 2,807 1,824 4,201 2,044 6,179 5,172 63,990
External transfers (12,908) 1497 (23,954) (2,159) (2,220)  (5114) 196474 94,908 36,840 1,410 284,774
Amortization 767 10,830 72,748 49,273 68,666 4,494 1,656 16,754 14,186 318 239,692
Loss on disposal 673 5117 11,431 10,426 13,815 1,660 1,677 220 12,410 53,468 110,897
Total expenses 103,396 495983 280,309 456,229 287,044 146,810 408,821 246,254 270,649 109,053 2,804,548
ANNUAL SURPLUS (DEFICIT) (70,238)  (410,115) (112,905) (128,637 215,397  (58,055)  (133,876) (116,223)  (179,103)  (73,183) 1,488,037 421,099




THE CITY OF OTTAWA

SCHEDULE 1

CONSOLIDATED SCHEDULE
OF SEGMENT DISCLOSURE

[dollars in thousands]

For the year ended December 31, 2010 [note 17]
Social
General Roads, Traffic Environmental  Health and Family ~ Social  Recreation Planning and
Government Protection and Parking  Transit Services  Services  Services  Housing and Culture Development  Other Total
$ $ $ $ $ $ $ $ $ $ $ $

REVENUES

Taxes - - - - - - - - 263 1,357,844 1,358,107
Fees and surcharges 18,422 60,921 22,122 159,539 275,366 1,590 22,636 63,097 55,670 11,248 1,157 691,768
Government grants 1,277 7,236 125,065 225,677 14281 76,145 247,191 119,130 39,708 1,785 14,041 871,536
Fines and penalties 1,085 12,326 . . . . . . 1,145 11,153 25,709
Contributed tangible capital assets . - 62,482 829 133,031 2,252 1,756 - 206,350
Development charges 97 1,996 75,998 20,883 28,597 - 6,739 182 1,539 136,031
Other 466 354 6,325 492 2,507 - - 5540 11,915 10,374 49,464 87,437
Total revenues 21,347 82,833 291,992 407,420 453,782 77,735 269,827 187,767 117,429 31,608 1,435198 3,376,938
EXPENSES

Salaries and benefits 73,138 379,364 106,224 251,227 64,944 107444 121,903 34593 129,356 31,866 1,300,059
Contracts and general services 1,591 18,286 11,938 27,011 67,953 2,922 6,458 1,146 39,610 7,449 184,364
Materials, equipment and supplies 17,533 35,458 54,550 90,993 48,595 13,730 70,233 39,743 44,168 8,382 423,385
Interest charges 4,382 3,032 18,125 5,783 10,976 1,582 2,738 10,998 5,620 2,898 66,134
Rent and financial expenses 8,902 8,179 4830 12750 2,240 1,048 4,411 2,779 6,808 622 52,569
External transfers (2,577) 4,930 (6,290)  (3,046) 1938 2,091 204,801 130,502 29,734 (2,411) 359,672
Amortization 4932 10,125 66,369 39,782 72113 3822 1,224 15,606 13,578 69 227,620
Write-downs - - - 32,200 - - - - - - 32,200
Loss on disposal 32 891 17,268 44507 2,481 165 35 32 2,595 5,067 73,073
Total expenses 107,933 460,265 273,014 501,207 271,240 132,804 411,803 235399 271,469 53,942 2,719,076
ANNUAL SURPLUS (DEFICIT) (86,586) (377,432) 18,978  (93,787) 182,542  (55,069) (141,976) (47,632) (154,040 (22,334) 1,435198 657,862




THE CITY OF OTTAWA
SCHEDULE 2

CONDENSED SUPPLEMENTARY INFORMATION
OTTAWA PUBLIC LIBRARY BOARD
[dollars in thousands]

The Ottawa Public Library Board is consolidated with The City of Ottawa. The following
table provides condensed supplementary information for the Ottawa Public Library Board.

Financial Position

2011 2010

As at December 31 $ $
Financial assets 5,907 4,012
Financial liabilities 11,788 11,227
Net debt (5,881) (7,215)
Non-Financial Assets

Tangible capital assets 36,954 35,306

Prepaid expenses - 157
Total non-financial assets 36,954 35,463
Accumulated surplus 31,073 28,248
Consolidated Statement of Operations 2011 2010
For the year ended December 31 $ $
Revenues
City of Ottawa 39,808 37,986
Province of Ontario -

Ministry of infrastructure 361 1,084

Ministry of tourism and culture 1,459 1,380
Other 3,274 3,968
Total revenues 44,902 44,418
Expenses
Operating expenditures 42,077 41,037
Total expenses 42,077 41,037
Annual surplus 2,825 3,381
Accumulated surplus, beginning of the year 28,248 24,867
Accumulated surplus, end of the year 31,073 28,248




THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

1. NATURE OF BUSINESS

The City of Ottawa [the "City"] was created through Provincial legislation on December 20,
1999 and commenced operations on January 1, 2001.

The City is responsible for providing municipal services such as employment and financial
assistance, long-term care, community services and libraries, emergency and protective
services including police, fire and ambulance, and transportation, utilities and public works,
including roads, sewers and wastewater, drinking water, waste collection and disposal.

As sole shareholder of Hydro Ottawa Holding Inc. and the Ottawa Community Housing
Corporation, the City also provides hydro and housing services to the residents of Ottawa.
In 2009, the Ottawa Community Lands Development and the Manotick Mill Quarter
Community Development Corporations were created for the purpose of promoting and
undertaking community improvements in the City of Ottawa by managing real property.

2. SIGNIFICANT ACCOUNTING POLICIES
Basis of presentation

The consolidated financial statements are prepared by management in accordance with
accounting policies prescribed by the Public Sector Accounting Board ["PSAB"] of the
Canadian Institute of Chartered Accountants ["CICA"]. Since a precise determination of
many assets and liabilities is dependent upon future events, the preparation of periodic
consolidated financial statements necessarily involves the use of estimates, which have
been made using careful judgment.

Reporting entity
The consolidated financial statements reflect the assets, liabilities, revenues and expenses

of the reporting entity, and include the activities of all committees of Council and the
following boards and Business improvement areas [BIA's]:

The Police Services Board The Carp Village BIA

The Ottawa Public Library Board The Vanier BIA

The Ottawa Community Housing The Manotick BIA
Corporation [OCHC]

The Ottawa-Nepean Campsite The Sparks Street Mall BIA
The Bank Street BIA The Somerset Village BIA
The Westboro BIA The Preston Street BIA
The Sparks Street BIA The Byward Market BIA

The Somerset Street Chinatown BIA The Rideau BIA



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

The Glebe BIA The Barrhaven BIA
The Orleans BIA The Wellington West BIA
The Carp Road Corridor BIA The Bells Corners BIA

The Ottawa Board of Health
All interfund assets and liabilities, revenues and expenses have been eliminated.

Condensed supplementary information for the Ottawa Public Library Board is provided in
schedule 2.

Certain subsidiary corporations are accounted for on a modified equity basis, consistent
with the generally accepted accounting treatment for such government business
enterprises [see note 4]. Under the modified equity basis, the business enterprise's
accounting policies are not adjusted to conform to those of the City, and inter-
organizational transactions and balances are not eliminated. The following subsidiary
corporations are accounted for in this manner:

Pine View Municipal Golf Course

Hydro Ottawa Holding Inc. and its subsidiaries

Ottawa Community Lands Development Corporation
Manotick Mill Quarter Community Development Corporation

The City of Ottawa Sinking Fund is not consolidated, except for the City's share of the
Sinking Fund's interest income used to finance the principal amount of debt.

School boards

The taxation, other revenues, expenses, assets and liabilities with respect to the operations
of the school boards are not reflected in these consolidated financial statements.

Revenues and expenses

Revenues and expenses are reported on the accrual basis of accounting, which recognizes
revenues as they are earned and measurable; 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 CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

Measurement uncertainty

The preparation of consolidated financial statements in conformity with Canadian generally
accepted accounting principles requires management to make estimates and assumptions
on such areas as employee benefits, assessment appeals and environmental provisions.
These estimates and assumptions are based on the City's best information and judgment
and may differ significantly based on actual results.

Tax revenues

Annually, the City bills and collects property tax revenues for municipal purposes,
provincial education taxes on behalf of the Province of Ontario [the "Province"], payment in
lieu of taxes, local improvements and other charges [see note 15]. The authority to levy and
collect property taxes is established under the Municipal Act, 2001, the Assessment Act,
the Education Act, and other legislation.

The amount of the total annual property tax levy is determined each year through Council's
approval of the annual operating and capital budget. Municipal tax rates are set annually
by Council for each property tax class, in accordance with legislation and Council approved
policies, in order to raise the revenues required to meet operating budget requirements.
Education tax rates are established each year by the Province in order to fund the costs of
education on a Province-wide basis.

Property assessments, on which property taxes are based, are established by the
Municipal Property Assessment Corporation ["MPAC"], a not-for-profit corporation funded
by all municipalities in Ontario. The current value assessment ["CVA"] of a property
represents the estimated market value of a property as of a fixed date. Assessed values for
all properties within the municipality are provided to the City by way of returned
assessment rolls in December of each year.

The amount of property tax levied on an individual property is the product of the CVA of the
property and the rate for the class, together with any adjustments that reflect Council
approved mitigation or other tax policy measures.

Property taxes are billed by the City twice annually. The interim billing, issued in February,
is based on 50% of the property's previous-year total taxes, and provides for the cash
requirements of the City for the initial part of the year. Final bills are issued in May,
following Council's approval of the operating budget for the year, the tax levy requirement,
and the property tax rates needed to fund the City's operations.

10



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

Taxation revenues are recorded at the time tax billings are issued. Additional property tax
revenue can be added throughout the year, related to new properties that become
occupied or that become subject to property tax, after the return of the annual assessment
roll used for billing purposes. The City may receive up to four supplementary assessment
rolls over the course of the year from MPAC that identify new or omitted assessments.
Property taxes for these supplementary/omitted amounts are then billed according to the
approved tax rates for the property class.

Taxation revenues in any year may also be reduced as a result of reductions in
assessment values resulting from assessment and/or tax appeals. Each year, an amount is
identified within the annual operating budget to cover the estimated amount of revenue loss
attributable to assessment appeals, tax appeals or other deficiencies in tax revenues [e.g.,
uncollectible amounts, write-offs].

In Ontario, annual property tax increases for the properties within the commercial,
industrial, and multi-residential tax classes have been subject to limitations since 1998.
Legislation and regulations have been in place to restrict the maximum allowable year-
over-year increase, in order to mitigate dramatic tax increases due to changes in assessed
values.

Every year, Council adopts a staff report entitled "Tax Ratios and Other Tax Policy Report"
that sets a number of tax policies for the City. These include the adoption of optional
classes, the establishment of tax ratios, tax levels for new construction, and tax mitigation
programs that limit the allowable annual tax increase for properties.

Financial instruments

The City's financial instruments consist of cash and cash equivalents, accounts receivable,
investments, accounts payable and accrued liabilities, deferred revenue, long-term debt,
and mortgages payable. Unless otherwise noted, it is management's opinion that the City
is not exposed to significant interest, currency, or credit risks arising from these financial
instruments. The carrying values of the City's financial instruments approximate their fair
values unless otherwise noted.

Cash and cash equivalents

Cash and cash equivalents include cash on hand and highly liquid investments with original
maturities of 90 days or less as at the consolidated statement of financial position date.

11



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

Investments

Investments are recorded at amortized cost less amounts written off to reflect a permanent
decline in value. Investments consist of authorized investments pursuant to provisions of
the Municipal Act and comprise financial instruments issued by the Canadian government
and Schedule 1, IlI, and Ill banks, as well as asset-backed securities and eligible
commercial paper. Investments for the Endowment Fund also include Canadian equities
and corporate bonds as authorized by Provincial Regulation 655/05 and the Investment
Policy approved by City Council. Investments for the Endowment fund and the Ottawa
Community Housing Corporation are carried at cost and only written down when there has
been a permanent impairment to the carrying value. Investments with original maturity
dates of more than 90 days are classified as investments on the consolidated statement of
financial position.

Environmental provisions

The City provides for the cost of compliance with environmental legislation when conditions
are identified which indicate non-compliance and costs can be reasonably determined.

The estimated amounts of future restoration costs are reviewed regularly, based on
available information and governing legislation. Where the costs are deemed to be likely
and reasonably determinable, claims are reported as accounts payable and accrued
liabilities on the consolidated statement of financial position.

Deferred revenue

Certain amounts are received pursuant to legislation, regulation or agreement and may
only be used in conduct of certain programs or in the completion of specific work. In
addition, certain user's charges and fees are collected for which the related services have
yet to be performed. These amounts are recorded as deferred revenue and are recognized
as revenue in the year during which the related expenses are incurred or services are
performed as this is the time the eligibility criteria have been met.

Government transfers

Government transfers are transfers from senior levels of government that are not the result
of an exchange transaction and are not expected to be repaid in the future. Government
transfers are recognized in the fiscal years during which events giving rise to the transfer
occur, providing the transfers are authorized, eligibility criteria have been met and
reasonable estimates of the amounts can be made.

12



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

Employee benefit plans
The City has adopted the following policies with respect to employee benefit plans:

[a] The costs of post-employment benefits are recognized as a liability when the event
that obligates the City occurs; costs include projected future income payments, health care
continuation costs, and fees paid to independent administrators of these plans, calculated
on a present value basis;

[b] The costs of post-retirement benefits are actuarially determined using the projected
benefits method prorated on service and management's best estimate of retirement ages of
employees, salary escalation, expected health care costs, and plan investment
performance.

[c] Past service costs for plan amendments related to prior-period employee services
are accounted for in the period of the plan amendment. The effects of gain or loss from
settlements or curtailments are expensed in the period durning which they occur. Net
actuarial gains and losses related to employee benefits are amortized over the estimated
average remaining service life of the related employee group. Employee future benefits
are discounted using current interest rates on long-term bonds. The cost of workplace
safety and insurance obligations is actuarially determined and is expensed.

[d] The costs of termination benefits and compensated absences are recognized when
the event that obligates the City occurs; costs include projected future income payments,
health care continuation costs, and fees paid to independent administrators of these plans,
calculated on a present value basis.

Pension agreements

[a] The contributions to a multi-employer, defined benefit pension plan are expensed
when contributions are due.

[b] The City sponsored pension plan assets are determined in accordance with Section
PS 3250 of the CICA Public Sector Accounting Handbook. The actuarial valuation of these
obligations is determined using the projected unit credit method prorated on credited
service. It is also based on management's best estimate assumptions that include
assumptions for employee retirement ages, salary escalation, and plan investment
performance which is used for discounting benefits. The actuary believes that these
assumptions are in accordance with accepted actuarial practice. Plan assets are valued
using a market-related value, determined over a three-year period.

13



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

Landfill closure and post-closure liabilities

The estimated costs to close and maintain solid waste landfill sites are based on estimated
future expenses in current dollars, adjusted for estimated inflation, and are reported as a
liability on the consolidated statement of financial position.

Non-financial assets

Non-financial assets are not available to discharge existing liabilities and are held for use in
the provision of services. They are not intended for sale in the ordinary course of
operations.

[a] Tangible capital assets

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

Useful life - Years

Asset Minimum Maximum
Buildings and Improvements 20 80
Computer hardware 5 10
Infrastructure Linear-Roads 50 75
Infrastructure Linear-Water/Wastewater 50 100
Land Improvements 50 200
Machinery and Equipment 10 50
Vehicles 5 15

Assets under construction are not amortized. Amortization of these assets will commence
when the asset is put into service. For short-term tangible capital assets [useful lives less
than or equal to five years], six months of amortization is recognized in the year during
which the asset is put into service. For long-term tangible capital assets [useful lives of
more than five years], a full year of amortization is recognized in the year following the year
during which the asset is put into service.

[b] Contributions of tangible capital assets
Tangible capital assets received as contributions have been recorded at their fair market
value at the date of receipt and are recorded as revenue. Contributed land assets of the

City's predecessor municipalities were recorded as having been contributed on the date of
amalgamation.

14



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

[c] Intangible assets
Intangible assets and natural resources that have not been purchased are not recognized
as assets in the consolidated financial statements.

[d] Interest capitalization
The City's tangible capital asset policy does not allow for the capitalization of interest costs
associated with the acquisition or construction of a tangible capital asset.

[e] Leases

Leases are classified as operating or capital leases. Leases which transfer substantially all
of the benefits and risks incidental to ownership of property are accounted for as capital
leases. All other leases are accounted for as operating leases and the related payments
are charged to expenses as incurred.

[f] Inventories
Inventories held for consumption are recorded at the lower of cost and replacement cost.

Reserves and reserve funds

Reserves and reserve funds comprise funds set aside for specific purposes by Council
[see note 13].

According to the investment policy for the Endowment Fund adopted by City Council,
investment earnings are paid to the City at the lesser of 6.5% and the actual earnings of
the Endowment Fund. Earnings, which exceed the target return of 6.5%, are retained by
the Fund. In the event that the Fund's principal amount falls below the initial amount,
distributions will be suspended until the Fund recovers to its inception amount. On
June 22, 2011, City Council approved a one-time special distribution in the amount of
$21,253 from the Endowment Fund.
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THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

3. INVESTMENTS

Investments are comprised of the following:

Cost Market Value

2011 2010 2011 2010
$ $ $ $

City of Ottawa debentures 28,570 35,478 30,276 36,839
Federal 208,980 125,225 215,582 128,675
Provincial 110,834 124,906 117,380 130,336
Municipal 114,885 117,740 123,206 123,585
Banks 262,427 86,028 265,289 88,443
Endowment 185,648 195,224 195,307 213,474
OCHC securities - 10,864 - 9,191
Other 32,072 42,446 32,730 43,145
943,416 737,911 979,770 773,688

The weighted average yield on investments held as at December 31, 2011 is 3.98% [2010
— 3.60%]. Investments mature from January 25, 2012 to April 19, 2030 [2010 —
January 24, 2011 to March 8, 2029].

4. INVESTMENT IN GOVERNMENT BUSINESS ENTERPRISES

Investments are comprised of the following:

Net assets Share of income

(liabilities) (loss)

2011 2010 2011 2010
$ $ $ $

Pineview Municipal Golf Course [a] (372) (202) (170) 7
Ottawa Community Lands Development [b] - (716) 716 (716)
Manotick Mill Quarter Community Development Corporation [c] - - - -
Hydro Ottawa Holding Inc. [d] 352,140 343424 26,216 31,231

351,768 342,506 26,762 30,522

16



THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

[a] Investment [100% owned] in Pine View Municipal Golf Course

The following table provides condensed supplementary financial information for Pine View
Municipal Golf Course:

2011 2010
AS AT DECEMBER 31 $ $
Financial position
Current assets 132 174
Capital assets 1,229 1,340
Total assets 1,361 1,514
Current liabilities 170 141
Cash advanced by the City of Ottawa 1,563 1,575
Total liabilities 1,733 1,716
Net liabilities (372) (202)

2011 2010
FOR THE YEAR ENDED DECEMBER 31 $ $
Results of operations
Total revenues 1,579 1,779
Total expenses 1,749 1,772

Net income (loss) (170) 7

17



THE CITY OF OTTAWA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

[b] Investment [100% owned]
Corporation

in Ottawa Community Lands Development

The following table provides condensed supplementary financial information for Ottawa

Community Lands Development Corporation:

2011 2010
AS AT DECEMBER 31 $ $
Financial position
Current assets 3,824 -
Other assets 1,520 -
Cash advanced from the City of Ottawa - 2,154
Total assets 5,344 2,154
Current liabilities 364 2,870
Other liabilities 1,520 -
Cash advanced to the City of Ottawa 3,460 -
Total liabilities 5,344 2,870
Net assets (liabilities) - (716)

2011 2010
FOR THE YEAR ENDED DECEMBER 31 $ $
Results of operations
Total revenues 29,912 -
Total expenses 29,196 716
Net income (loss) 716 (716)
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THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

[c] Investment [100% owned] in Manotick Mill Quarter Community Development
Corporation

The following table provides condensed supplementary financial information for Manotick
Mill Quarter Community Development Corporation:

2011 2010
AS AT DECEMBER 31 $ $
Financial position
Current assets 1 -
Cash advanced from the City of Ottawa 70 -
Total assets 71 -
Current liabilities 71 -
Total liabilities 71 -
Net assets - -

2011 2010

FOR THE YEAR ENDED DECEMBER 31 $ $
Results of operations
Total revenues 34 -
Total expenses 34 -

Net income - -
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THE CITY OF OTTAWA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

[d] Investment [100% owned] in Hydro Ottawa Holding Inc.

The following table provides condensed supplementary financial information for Hydro

Ottawa Holding Inc.:

2011 2010
AS AT DECEMBER 31 $ $
Financial position
Current assets 182,241 171,745
Capital assets 603,444 567,361
Other assets 29,838 33,936
Total assets 815,523 773,042
Current liabilites 130,756 117,955
Other liabilities 332,627 311,663
Total liabilites 463,383 429,618
Net assets 352,140 343,424
2011 2010
$ $
Net assets consist of:
Investment in Hydro Ottawa Holding Inc.
Common shares [100%)] 228,453 228,453
Retained earnings 123,687 114,971
Net assets 352,140 343,424
2011 2010
FOR THE YEAR ENDED DECEMBER 31 $ $
Results of operations
Total revenues 839,961 799,678
Total expenses 813,745 768,447
Net income 26,216 31,231
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THE CITY OF OTTAWA
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

The City, as holder of common shares in Hydro Ottawa Holding Inc., is entitled to receive
dividends related to 2011 operations as declared by the Hydro Ottawa Holding Inc. Board.
Dividends in the amount of $17,500 [2010 - $17,600] were received in 2011 related to
2010 operations.

For the year ended December 31, 2011, Hydro Ottawa Holding Inc. earned revenues
related to sale of electricity, energy management consulting, and other services in the
amount of $ 37,269 [2010 - $38,785] from the City. Certain services mainly related to
water and sewer charges, fuel, and permits were purchased from the City in the amount of
$1,926 [2010 - $614], property taxes in the amount of $1,865 [2010 - $1,796], and royalties
in the amount of $153 [2010 - $134].

Hydro Ottawa Holding Inc. paid the City of Ottawa in the amount of $247 [2010 - $ 144] in
support of its conservation and demand management initiatives.

As at December 31, 2011, Hydro Ottawa Holding Inc. had a balance of $4,504 [2010 -
$4,694] due from the City of Ottawa and an amount of $561 [2010 - $307] due to the City
of Ottawa in connection with the construction and operation of a generation plant and gas
collection system at the Trail Road Landfill site in Ottawa.

5. DEFERRED REVENUE

Deferred revenue, set aside for specific purposes by legislation, regulation, or agreement,
is comprised of the following:

2011 2010

$ $

Development charges 386,009 388,198
Investment in Ontario Act 32,503 44 284
Gas tax 39,195 53,906
Municipal Infrastructure Investment Initiative 1,472 5,089
Other government transfers 12,173 24,608
Other deferred revenue 34,170 37,259
Building code 41,188 38,063
Cash in lieu of parkland 19,576 17,750
Cash in lieu of parking 4,257 4,157

Total deferred revenue 570,543 613,314
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2011 [dollars in thousands]

6. EMPLOYEE FUTURE BENEFITS AND PENSION AGREEMENTS

The City provides certain benefits, including retirement and other employment benefits, to

most of its employees.

[a] Employee future benefits

Employee future benefit liabilities are reported net of amounts funded by the City. The
funded portion of employee future benefit liabilities represents the cumulative operating
expense that has been recorded in the consolidated statement of operations and recorded
as accounts payable and accrued liabilities on the consolidated statement of financial

position.

Employee future benefit liabilities of the City as at December 31 are as follows:

2011 2010

Gross Funded Unfunded Gross Funded Unfunded

$ $ $ $ $ $
Post-retirement benefits 171,248 (2,331) 168,917 166,960 (1,786) 165,174
Post-employment benefits 152,697 (40,841) 111,856 138,434 (38,243) 100,191
WSIB 87,044 87,044 75,435 75,435
Vacation leave 42,258 (29,596) 12,662 41,914 (28,541) 13,373
453,247 (72,768) 380,479 422,743 (68,570) 354,173

The defined benefit plans relating to post-retirement and post-employment provide a variety
of benefits to retirees and active and long-term disabled employees, including income,
medical, dental, and life insurance, workers' compensation, and sick leave benefits.

The City is a Schedule 2 employer under the Workplace Safety and Insurance Act and, as
such, assumes full responsibility for financing its workplace safety insurance costs. The
accrued obligation represents the present value of future benefits on existing claims.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2011 [dollars in thousands]

The continuity for post-retirement and post-employment benefits for 2011 is as follows:

Post-retirement Post-employment Total

$ $ $

Balance, at the beginning of the year 166,960 138,434 305,394
Current service costs/cost of new claims 6,471 25,812 32,283
Interest cost 6,879 6,803 13,682
Amortization of actuarial (gain) loss (388) 1,530 1,142
Benefits paid (8,674) (19,882) (28,556)
Balance, at the end of the year 171,248 152,697 323,945

The expenses for post-retirement and post-employment benefits in the amount of $47,107
are recorded on the consolidated statement of operations.

The liability for post-retirement and post-employment benefits is calculated based on an
estimate of future outlays required under contractual agreements with various city
employee bargaining units. These estimates are based on a number of assumptions
regarding the expected costs of benefits, which are dependent on the demographic
makeup of the various groups, future interest rates, and inflation rates. The City engages
the services of an actuarial consulting firm to provide a determination of the City's
obligation for post-retirement and post-employment benefits.

Due to the complexities in valuing the plans, actuarial valuations are conducted on a
periodic basis. The liabilities reported in these consolidated financial statements are based
on a valuation as of September 30, 2010 with an extrapolation to December 31,
2011.

Gains or losses are generated each year due to changes to certain assumptions and
corrections or clarifications to the plan design previously provided by the City. These gains
or losses are not expensed in the current year, but rather are amortized over the expected
average remaining service life of the related employee groups. In 2011, amortization began
for a 2010 loss in the amount of $26,389. Amortization for a 2011 loss of $46,694 will
commence in 2012.

A number of estimates and assumptions are utilized in determining an actuarial valuation of
benefit plans. The significant actuarial assumptions adopted in measuring the City's
accrued benefit obligations and benefit cost for post-retirement and post-employment
benefits are as follows:
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2011 2010
Discount rate 3.25% 4.25%
Inflation rate 2.50% 2.50%
Salary increase rate 2.0% t0 2.75% in 2011 2.0% to 2.75% in 2011

1.75% t0 2.5% in 2012 and 2013 3% per annum 2012 thereafter
2.20% to 2.50% in 2014
2.50% per annum 2015 thereafter

Health care inflation rate  7.02% grading down to 4.5% in 2029 7.16% grading down to 4.5% in
2029

[b] Pension agreements
[i] Ontario Municipal Employees' Retirement Fund

The City makes contributions to the Ontario Municipal Employees Retirement System
["OMERS"], which is a multi-employer pension plan, on behalf of most of its employees.
The plan is a defined benefit plan, which specifies the amount of the retirement benefit to
be received by the employees based on length of service and rates of pay. The City's
contribution to the OMERS plan for 2011 totaled $84,683 [2010 - $70,824] for current
services and is included as an expense on the consolidated statement of operations. These
contributions were matched with identical employee contributions for both years.

The amount contributed for past service to OMERS for the year ended December 31, 2011
totaled $541 [2010 - $458] and is included as an expense on the consolidated statement of
operations.

[ii] City of Ottawa Superannuation Fund

The City sponsors the City of Ottawa Superannuation Fund ["COSF"], a defined benefit
plan that provides retirement benefits to employees based on length of service and rates of
pay. With the introduction of OMERS, the COSF became a closed group in 1965. As at
December 31, 2011, there were no active members and 757 pension recipients. As at
December 31, 2010, there were no active members and 785 pension recipients. Pension
payments during 2011 amounted to $21,944 [2010 - $22,633]. No employee or matching
employer contributions to this pension plan for current service or for past service were
required in 2011 or 2010.
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The reported accrued benefit liability is as follows:

2011 2010
$ $
Pension fund assets-end of the year 192,058 198,987
Accrued benefit obligation-end of the year (221,786) (229,405)
Plan deficiency 29,728 30,418
Unamortized actuarial (losses) gains 2,363 (6,996)
Liability at end of period 32,091 23,422
Accrued benefit liability 32,091 23,422
Expense
Pension expense, including change in valuation allowance 6,995 -
Pension interest expense 1,673 1,168
Total pension-related expenses 8,668 1,168

There is no remaining service life in this plan.

The actuarial valuation performed for accounting purposes was based on a number of
assumptions that are based on management's best estimates and are in accordance with
accepted actuarial practice. Inflation rate was estimated at 2.0% [2010 - 2.0%] and the
net rate of return for the plan was estimated at 5.25% [2010 - 5.50%)].

The accrued benefit obligations and benefit cost levels will change in the future as a result
of future changes in the actuarial methods and assumptions, the membership data, the
plan provisions and the legislative rules, or as a result of true experience gains or losses,
none of which have been anticipated at this time. Emerging experience, differing from the
assumptions, will result in gains or losses that will be revealed in future accounting
valuations.

The reported benefit liability of the above plan has been reflected on the consolidated
statement of financial position.

The last filed actuarial valuation for funding purposes dated December 31, 2010 quantified

a deficit of $32,352 on a going concern basis. This going concern deficit will be amortized
over 15 years starting in 2012 with annual contributions of $3,258 to the plan by the City.
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The market value of the assets of the plan as at December 31, 2011 amounted to
$193,760 [2010 - $213,039].

[iii] Ottawa-Carleton Regional Transit Commission Employees' Pension Plan

The City sponsors the Ottawa-Carleton Regional Transit Commission ['OC Transpo"]
Employees' Pension Plan, a defined benefit plan that provides retirement benefits to
employees based on length of service and rates of pay. Effective January 1, 1999, OC
Transpo adopted the OMERS pension plan for all employees and new hires to accrue
future benefits. Members retiring with both pre-1999 and post-1998 service will receive
pension incomes under both plans. Pension payments during 2011 amounted to $23,680
[2010 - $20,403]. No employee or matching employer contributions to this pension plan for
current service were required in 2011 or 2010. Employer contributions for past service
during 2011 amounted to $8,046 [2010 — $12,957]

The reported pension asset is as follows:

2011 2010
$ $
Pension fund assets-end of the year 530,096 491,875
Accrued benefit obligation-end of the year 541,358 491,962
Accrued benefit liability 11,262 87
Unamortized actuarial losses (24,492) (1,910)
Asset at end of period 13,230 1,823
Valuation allowance (8,716) -
Reported pension asset 4,514 1,823
Expense
Pension expense, including change in valuation allowance 8,927 -
Pension interest expense (333) 165
Total pension-related expenses 8,594 165

The expected average remaining service life of this plan is eight years.

The market value of the assets of the plan as at December 31, 2011 amounted to
$523,407 [2010 - $511,757].
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The actuarial valuation performed for accounting purposes was based on a number of
assumptions that are based on management's best estimates and are in accordance with
accepted actuarial practice. Inflation rate was estimated at 2.00% [2010 - 2.00%], the net
rate of return for the plan was estimated at 5.50% [2010 — 6.00%], and long-term salary
forecasts for actuarial purposes were estimated at 3.25% [2010 - 3.25%)].

The last filed actuarial valuation for funding purposes dated January 1, 2011 quantified a
statutory solvency deficit of $65,232 [2010 - $64,787]. The solvency deficit is being
amortized over five years starting in 2011. In 2011, the City contributed an amount of
$8,046 [2010 - $12,957] to the plan and utilized a $5,000 letter of credit in lieu of additional
contributions. Many of the estimates and assumptions used in 2011 may change
significantly with the next detailed actuarial valuation.

The reported pension asset of the above plan has been reflected on the consolidated
statement of financial position.

7. LANDFILL CLOSURE AND POST-CLOSURE LIABILITIES

The Ontario Environmental Protection Act sets out the regulatory requirements for the
closure and maintenance of landfill sites. Under this Act, the City is required to provide for
closure and post-closure care of solid waste landfill sites. The costs related to these
obligations are provided over the estimated remaining life of the landfill sites based on
usage.

The City has two active landfill sites - Trail Road Landfill and Springhill - as well as one
inactive site for which the City has responsibilities for all costs relating to closure and post-
closure care. As at December 31, 2011, the remaining capacity of the Trail Road site is
approximately 6,535,467 [2010 — 7,668,030] cubic metres, all of which is expected to be
used by the year 2065. In 2011, a City Council decision to move toward bi-weekly garbage
collection, combined with Council approval to enter into an agreement to convert waste to
energy, will extend the life of the Trail Road site from 2025 until 2065. The remaining
capacity at the Springhill site is approximately 552,597 [2010 — 663,270] cubic metres,
which is expected to be used by the year 2018.

Closure for the Trail Road Landfill and Springhill will involve covering the sites,
implementing drainage control, and installing ground water monitoring wells and gas
recovery facilities. Post-closure care activities for these sites and other inactive sites are
expected to occur for approximately 25 years.
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The estimated liability for the care of landfill sites is the present value of future cash flows
associated with closure and post-closure costs discounted using the City's cost of capital of
3.25% [2010 — 4.25%] as well as considering an annual CPI inflation rate of 2.05%
[2010 - 2.01%] [annual average of the last 10 years]. This estimate amounts to $10,939 at
December 31, 2011 [2010 - $12,867] and is included as a liability on the consolidated
statement of financial position. In order to help reduce the future impact of these
obligations, the City has funded an amount of $2,178 [2010 - $1,759] of this liability. The
funded amount is included in accounts payable and accrued liabilities on the consolidated
statement of financial position.

Estimated total expenses over the 25-year post-closure period amount to approximately
$31,018.
8. NET LONG-TERM DEBT

[a] Net long-term debt reported on the consolidated statement of financial position
comprises the following:

2011 2010
$ $
Instalment and sinking fund debenture issued at various
rates of interest ranging from 1.10 % to 9.875 %, and
maturing from April 15, 2012 to July 14, 2042 1,141,881 998,659
Bank loan agreements and interest rate exchange agreements 35,399 10,876
The total value of sinking fund deposits, which have accumulated
to the end of the year to retire sinking fund debentures included
in the above amount (86,007) (174,375)
1,091,273 835,160
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[b] Principal payments including contributions to the Sinking Fund in future years are as
follows:

$

2012 80,863
2013 70,268
2014 65,013
2015 65,971
2016 68,071
2017 and thereafter 650,001
1,000,187

These amounts will be paid from tax and rate-supported operations. It is estimated that
interest to be earned by the Sinking Fund will amount to approximately $91,086, which
together with the amount of $1,000,187 shown above, will be used to retire the outstanding
total debt of $1,091,273.

[c] The City has entered into a loan agreement and an interest rate derivative
agreement for the construction of an ice rink facility. The interest rate derivative agreement
converts the full amount of floating rate debt for fixed rate debt at a fixed rate of 5.92% and
is in place until the debt matures in 2025. As at December 31, 2011, the fair value of the
interest rate derivative agreement was ($2,698). The net long-term debt outstanding as at
December 31, 2011 related to this agreement amount to $10,399 [2010 - $10,876].

[d] The city has also entered into a loan agreement and an interest rate derivative
agreement for various sewer and water works. The interest rate derivative agreement
converts the full amount of $25,000 of floating debt to fixed rate debt until the debt matures
in December 2021. At December 31, 2011, the fair value of the interest rate derivative
agreement was $505.

[e] The City has entered into guarantees of loans amounting to $76,690 arranged to
provide financing for the development of another ice rink, the construction of a paramedic
headquarters facility and the development of an arts centre under public private
partnerships. The City's guarantees for the ice rink and the paramedic facility also cover
the borrowers' obligations under interest rate derivative agreements to manage the volatility
of interest rates. The City has converted floating rate debt in the amount of $47,800 for
fixed rate debt ranging from 5.79% to 6.49% on both of these guarantees. The related
derivative agreements are in place until the maturity of the debts in 2035. The City's
guarantee of the loan in connection with the arts centre facility does not involve interest
rate derivative agreements since the loan is on a fixed interest rate basis.
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[l  The City uses derivative financial instruments consisting of bank swaps to reduce its
exposure to interest rate risk related to its debt and commodity price fluctuations. The City
does not use financial instruments for trading or speculative purposes.

The City uses bank swaps to manage commodity price fluctuations. These bank swaps
are used to set a fixed price for a specific quantity over a defined term and settle on
specific dates commensurate with the defined term. Swaps result in a payment or receipt
of funds to or from the counterparty to the transaction. Gains (receipts) or losses
(payments) are recognized in the same period as the delivery of the underlying commodity.

At December 31, 2011, the City had set bank swaps in place to hedge 24,000,000 litres of
diesel fuel for the 2012 calendar year with expiry dates ranging from February 7, 2012 to
January 8, 2013. The net present value of these swaps was $27.

[a] On June 28, 2010, City Council authorized a payment covenant which may require
the City to make annual payments of up to $1,463 in respect of a loan in the amount of
$20,700 for the construction and operation of a trade and exhibition centre. The covenant
agreement was signed by the City on April 15, 2011.

9. MORTGAGES PAYABLE

2011 2010
$ $
Mortgages payable on housing properties at various rates ranging from
3.15% to 8.0%, guaranteed by the Canada Mortgage and Housing
Corporation with maturity dates ranging from March 1, 2012 to
January 16, 2040 and a debenture payable to Infrastructure Ontario in
the amount of $18,700 over 30 years with interest at 4.96% 209,918 219,120
Forgivable loans related to Canada Ontario Affordable Housing Program
and Residential Rehabilitation Assistance Program 2,327 2,000

212,245 221,120

[a] Public housing debentures issued by Canada Mortgage and Housing Corporation in
the amount of $63,761 [2010 - $69,519] included in the OCHC balances have not been
included in these consolidated financial statements as they are the responsibility of the
Province of Ontario.
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Mortgages and forgivable loans on housing properties are governed by operating
agreements with the Province of Ontario and/or the Canada Mortgage and Housing
Corporation and involve no direct or indirect obligation to the City.

With respect to the debenture payable to Infrastructure Ontario, the City has received a
direction from OCHC to transfer an amount equivalent to the annual principal and interest
payments to Infrastructure Ontario from the annual subsidy provided by the City.

[b] Principal repayments in future years are as follows:

2011 2010

$ $

2012 11,129 10,271
2013 11,770 10,751
2014 12,369 11,209
2015 12,928 11,644
2016 13,452 12,059
2017 and thereafter 150,597 165,186

212,245 221,120

10. CAPITAL LEASE OBLIGATIONS

The City leases the following facilities and equipment as detailed below:

Office Paramedic Services Shenkman Arts
Building Building Centre
Lease term 24 years 30 years 30 years
Interest rate 6.00% 5.79% 4.99%

Purchase option $10,000 nil nil
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Future minimum payments for the above capital leases are as follows:

Paramedic Services  Shenkman Arts
Office Building Building Centre TOTAL

Principal Interest Principal Interest Principal Interest Principal Interest

$ $ $ $ $ $ $ $

2012 1,708 3,447 447 1,150 225 1,849 2,380 6,446
2013 1,810 3,344 411 1124 282 1,836 2,563 6,304
2014 1919 3,236 498 1,097 383 1,820 2,800 6,153

2015 2,034 31120 526 1,070 441 1,799 3,001 5,989
2016 3,167 2,941 555 1,038 523 1776 4,245 5,755
Thereafter 51,960 15787 18945 10,997 35362 23,588 106,267 50,372

62,598 31,875 21442 16476 37,216 32,668 121,256 81,019
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11. TANGIBLE CAPITAL ASSETS

Infrastructure Machinery
Buildingsand  Infrastructure linear water Land plant and Assets under
improvements linearroads  /wastewater Land improvements equipment  Vehicles  construction Total 2011 2010
§ § $ $ § $ $ $ $ $
Cost
Balance, beginning of
year 1,670,588 2515857 4199506 2,628570 496,855 1,113,265 837,976 877,168 14,339,785 13,382,176

Additions 90,264 83,999 285,712 22,823 17,207 63,779 134,893 159,7% 858,471 1,144,844
Writedowns - - - - - - - - . (32,200
Disposals (1,2327) - (1732)  (81518)  (7678)  (4958) (61414)  (38726)  (197,353)  (155,035)

Balance,end of year 1,759,525 2,599,856 4,483,486 2,569,875 506,384 1,172,086 911,455 998,236 15,000,903 14,339,785

Accumulated
amortization

Balance, beginning of

year 595,315 1,069,774 1,025,592 151,589 363,131 259,147 - 3464548 3310343
Disposals (541) - - - (1,361) (3,243)  (46,819) - (51,964) (73,415)
Amortization expense 38,403 55,511 46,058 - 13,531 271208 58,981 - 239,692 227,620
Balance, end of year 633177 1,125,285 1,071,650 - 163,759 387,096 271,309 - 3,652,276 3,464,548
Net book value,

end of year 1,126,348 1474571 3411836 2,569,875 342,625 784,990 640,146 998,236 11,348,627 10,875,237
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Works of art and historical treasures

Ottawa City Council approved a Public Art Program ['"PAP"] in 1985 to maintain and
circulate the City's corporate art collection. The City's PAP collection includes over 1,700
works of art. The City also owns the Firestone Art Collection, consisting of 1,605 historical
Canadian works of art produced from 1900 to 1980, which is housed and managed by the
Ottawa Art Gallery. Works of art are not recorded in the City's consolidated financial
statements.

Contributed tangible capital assets

Contributed tangible capital assets have been recognized at fair value at the date of
contribution. The value of contributed tangible capital assets received during 2011
amounts to $202,319 [2010 - $206,350]. Contributed land assets of the City's predecessor
municipalities have been recorded as having been contributed on the date of
amalgamation.

12. PREPAID EXPENSES

The balance of prepaid expenses reported on the consolidated statement of financial
position is comprised of the following:

2011 2010

$ $

Prepaid welfare entitlements 7,593 7,212
Other prepaids 7,701 7,080
15,294 14,292

The Province of Ontario funds 81.2% of welfare entitlements, which represent the advance
payment of January benefit entitlements in the month of December.
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13. ACCUMULATED SURPLUS

Accumulated surplus consists of individual fund surplus, reserves and reserve funds, and

equity in government business enterprises.

2011 2010
$ $
Surplus
Invested in tangible capital assets 10,051,129 9,598,520
Unfunded
Employee benefits (408,056) (375,772)
Landfill closure costs (8,761) (11,108)
Other (42,524) (51,948)
Total surplus 9,591,788 9,159,692
Reserves set aside by council 3,992 609
Reserve funds set aside for specific purpose by Council
Endowment 185,008 195,105
Transportation and environmental services 101,159 91,111
Social housing and child care 34,360 50,833
Debt retirement 2,854 7,631
Equipment replacement 6,082 5,902
Insurance 2,155 2,138
Employment benefits 6,119 5,997
Other 8,468 11,130
Total reserve funds 346,205 369,847
Equity in government enterprises [note 4] 351,768 342,506
Accumulated surplus 10,293,753 9,872,654

14. CONTINGENCIES AND COMMITMENTS

[a] In the course of its business, the City becomes involved in various claims and legal
proceedings. Litigation is subject to many uncertainties and the outcome of individual
matters is not predictable. A provision for these claims has been recorded in the
consolidated financial statements based on management's best estimate of the likely
outcome. Should claims be settled for amounts over and above established accruals,
which could be material to the financial results in the year of settlement, the excess

expense will be charged to operations as incurred.
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[b] The City has not recorded a provision for tax appeals as any potential eventual
settlement is not determinable.

[c] On November 18, 1998, a class action claiming $500,000 in restitutionary payments
plus interest was served on the former Toronto Hydro-Electric Commission as the
representative of the Defendant Class consisting of all municipal electric utilities in Ontario
('LDCs"), which have charged late payment charges on overdue utility bills at any time after
April 1, 1981. The claim is that late payment penalties result in electric utilities receiving
interest at effective rates in excess of what is allowed under Section 347[1] [b] of the
Criminal Code.

By order dated July 22, 2010, the Ontario Superior Court of Justice formalized a settlement
which involves the payment of $18,382 by all utilities imposing late payment charges. The
amount paid by each utility is to be its proportionate share of the settlement amount based
on its percentage of distribution service revenue over the period for which it has exposure
for repayment of late payment penalties exceeding the interest rate limit in the Criminal
Code. Hydro Ottawa Holding Inc.'s share, relating to late payment charges collected
between 1999 and 2001, amounts to $1,026.

On February 22, 2011 the Ontario Energy Board ["OEB"] issued a decision that allows
distributors to recover costs and damages arising from the LPC class action over a 12
month period starting May 1, 2011. Hydro Ottawa Holding Inc. has accrued a liability and a
regulatory asset arising from the late payment charge settlement and has been collecting
on the LPC through a rate rider since May 1, 2011.

[d] Purchasers of electricity in Ontario, through the Independent Electricity System
Operator ["IESO"], are required to provide security to mitigate the risk of their default based
on their expected activity in the market. The IESO could draw on these guarantees if
Hydro Ottawa Holding Inc. fails to make a payment required by a default notice issued by
the IESO. A prudential support obligation is calculated based upon a default protection
amount and the distributor's trading limit less a reduction for the distributor's credit rating.
At December 31, 2011, Hydro Ottawa Holding Inc. had drawn letters of credit in the amount
of $14,000 [2010 - $14,000] against its credit facility to cover its prudential support
obligation. In addition, Hydro Ottawa Holding Inc. provided bank letters of credit in the
amount of $93 [2010 - $93] to the City as security for construction projects.

[e] Hydro Ottawa Holding Inc. participates with other electrical utilities in Ontario in an
agreement to exchange reciprocal contracts of indemnity through the Municipal Electrical
Association Reciprocal Insurance Exchange. Hydro Ottawa Holding Inc. is liable for
additional assessments to the extent premiums collected and reserves established are not
sufficient to cover the cost of claims and costs incurred. If any additional assessments
were required in the future, their cost would be charged to operations in the period during

which which they occur.
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[f] The City has contractual obligations for capital works in the amount of $143,026 at
December 31, 2011 [2010 - $179,434].

[a] The City is committed to the following payments over the next five years under
operating lease agreements for building and equipment:

$
2012 16,625
2013 15,348
2014 13,593
2015 11,903
2016 12,095

[h] As at December 31, 2011, Hydro Ottawa Holding Inc. has total open commitments
amounting to $47,402, of which balances of $36,369 are for 2012, $4,990 for 2013, $4,520
for 2014, and $1,523 for 2015. This includes a customer information system services
agreement, construction projects, inventory purchases and overhead and underground
services.

[i] The City has commitments for the purchase of ice rental time in the amounts of
$3,000 and $10,858 in accordance with two public private partnership agreements. These
commitments are set to expire in 2027 and 2034, respectively.

15. TAXES AVAILABLE FOR MUNICIPAL PURPOSES

2011 2010

$ $

Property taxes 1,687,588 1,654,426
Payment in lieu of taxes 174,778 166,257
Local Improvements and other charges 5,268 4,674
Less: education taxes (459,652) (467,250)
Taxes available for municipal purposes 1,407,982 1,358,107
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16. EXPENSES BY OBJECT

The consolidated statement of operations represents the expenses by function; the
following classifies those same expenses by object:

2011 2010

$ $

Salaries, wages and employee benefits 1,382,581 1,300,059
Contracted and general services 163,467 184,364
Materials, equipment and supplies 491,742 423,385
Interest charges 67,405 66,134
Rent and financial expenses 63,990 52,569
External transfers 284,774 359,672
Amortization 239,692 227,620
Write-downs - 32,200
Loss on disposal 110,897 73,073
2,804,548 2,719,076

17. SEGMENTED INFORMATION

The City of Ottawa is responsible for providing a wide range of services to its citizens
including police, fire, ambulance, public transit, and water.

The City reports on functional areas and programs in its consolidated financial statements
similar to reporting reflected as part of the Ontario Financial Information Return.

These functional areas represent segments for the City of Ottawa, and expanded
disclosure by object has been reflected in Schedule 1.

A brief description of each segment follows:

. General government is comprised of Council, administration, and Ontario Property
Assessment.
. Protection is comprised of police, fire, and other protective services. These groups

maintain the safety and security of all citizens by reducing or eliminating loss of life and
property, by maintaining law enforcement, and preserving peace and good order.
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o Road, traffic and parking includes parking, signs and signals, streetlights and the
maintenance of roads and parks of the City.

o Transit services provide local public transportation for citizens. They also include
other transportation services such as planning and development.

o Environmental services include water supply and distribution, wastewater treatment,
and waste and recycling services. These services provide clean drinking water to
residents, collect and treat wastewater, and collect and properly process waste and
recycling items.

o Health services include paramedic and health services. Mandated health services
promote and maintain health programs that optimize the health of residents. Paramedic
services deliver timely and effective care for pre-hospital emergency care, along with
medically required inter-hospital transportation.

o Social and family services include social assistance, long-term care, and childcare
services. Social assistance services determine, issue, and monitor clients' eligibility for
financial, social, and employment assistance. Long-term care services provide secure and
supervised health services for seniors who can no longer live at home. Childcare services
provide subsidized childcare spaces and provide funding for wage subsidy, pay equity, and
special needs.

. Social housing, with the partnership of 120 community-based agencies, provides a
range of services including housing, emergency shelters, outreach, search, and
stabilization to people in the community.

o Recreation and cultural services include parks and recreation, culture, and libraries.
Parks and recreation services develop and deliver high-quality recreational programs, and
develop and maintain recreation facilities, parks and sports-fields to ensure all residents
have the opportunity to enjoy a healthy lifestyle. Culture services invest in local non-profit
organizations that deliver services on behalf of the City. Library services provide public
library services to the citizens via physical facilities, bookmobile, virtual, and telephone
services.

. Planning and development services manage urban development for residential and
business interests, as well as infrastructure and parks.

o Other includes revenues from taxes, equity in earnings of government business

enterprises, investment income, sale of land, shared lottery earnings, and miscellaneous
sundry revenues.
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Program support costs for expenses have been allocated to other functions using
guidelines and methodologies reflected in the Ontario Financial Information Return.

The accounting policies used in these segments are consistent with those followed in the
preparation of the consolidated financial statements as disclosed in note 2.

18. PUBLIC LIABILITY INSURANCE

The City self-insures for public liability claims up to a specific amount and outside coverage
is in place for claims in excess of these limits.

The City has a reserve fund for self-insurance, which at December 31, 2011 amounted to

$2,155 [2010 - $2,138]. The City contributed an amount of $222 [2010 - $nil] to this
reserve fund from operations.
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19. BUDGET AMOUNTS

Budget data presented in these consolidated financial statements are based upon the 2011
operating and capital budgets approved by Council. The chart below reconciles the
approved budget to the budget figures reported in these consolidated financial statements.

Budgeted amount

$

Revenue [unaudited]

Operating budget approved by Council 2,659,869

Capital budget approved by Council 889,137
Add

Timing difference between capital authority and capital spending plan 43,407

Reserve fund revenues 15,008

Hydro Ottawa Holding Inc. equity pickup 8,716

Interest earned on Sinking Fund 2,409

Contributed assets 202,319
Less

Budgeted transfer from other funds (399,095)

Budgeted proceeds on debt issue (217,376)
Total revenues 3,204,394
Expenses

Operating budget approved by Council 2,659,869

Capital budget approved by Council 889,137
Add

Change in employee future benefits and pension agreements 32,284

Interest earned on Sinking Fund 2,409

Amortization 239,692

Loss on disposal and writedowns 110,897
Less

Acquisition of tangible capital assets (704,186)

Change in other obligations to be funded in future years (470)

Budgeted transfer to other funds (327,505)

Budgeted debt principal payments (87,941)
Total expenses 2,814,186
Annual surplus 390,208
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20. COMPARATIVE FIGURES

Certain comparative figures for 2010 have been reclassified to conform with the
presentation adopted for the current year.
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Revenues by Source (unaudited)

2007 2008 2009 2010 2011

(dollars in thousands) $ $ $ $ $
Taxes available for municipal
purposes 1,143,891 1,229,794 1,286,044 1,358,107 1,407,982
Fees and user charges
General administration 13,904 17,770 18,181 18,422 17,818
Paramedic services 517 681 901 1,007 789
Other protective services 54,383 58,897 59,732 60,759 59,871
Roads, traffic and parking 21,968 24,836 22,456 22,122 23,913
Public transit 129,916 131,273 121,710 159,539 171,567
Water and sewer 191,797 198,824 215,205 234,790 242,794
Waste and recycling services 39,666 43,226 37,630 40,576 44,329
Social housing 61,486 62,037 62,401 63,097 63,523
Parks and recreation 41,012 50,566 52,803 55,670 55,058
Planning and development 8,203 8,006 8,567 11,248 13,694
Long term care 14,908 15,229 15,605 15,738 15,858
Other 9,666 6,652 8,159 8,800 9,585

587,426 617,997 623,350 691,768 718,799
Government grants 505,763 470,948 471,419 871,536 672,598
Contributed tangible capital assets!" - - 145296 206,350 202,319
Development charges 76,461 71,840 81,392 136,031 124,224
Investment income 51,949 50,108 26,071 30,285 32,912
Fines and penalties 23,062 23,797 23,567 25,709 24,775
Other revenue 10,883 14,078 14,810 26,630 15,276
Equity in earnings of government
business enterprises 27,298 48,756 29,414 30,522 26,762

695,416 679,527 791,969 1,327,063 1,098,866

Total Revenues

2,426,733 2,527,318 2,701,363 3,376,938 3,225,647

"' Beginning in 2009, the statement of operations includes revenues from contributed tangible
capital assets to comply with Public Sector Accounting Board (PSAB) regulations.
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Expenses by Function (unaudited)

2007 2008 2009"! 2010 2011
(dollars in thousands) $ $ $ $ $
General government!! 135,322 132,191 104,799 107,933 103,396
Protection to persons
and property 408,461 427,651 440,858 460,265 495,983
Roads, traffic, and
parking 254,207 323,794 261,529 273,014 280,309
Transit 373,414 417,376 419,982 501,207 456,229

Environmental services 284,340 319,650 254,787 271,240 287,044

Health services 104,991 117,083 130,898 132,804 146,810
Social and family

services 425,490 409,081 417,554 411,803 408,821
Social housing 172,803 184,521 239,302 235,399 246,254
Recreation and cultural

services 222,497 237,283 278,456 271,469 270,649
Planning and

development 52,374 44 374 51,063 53,942 109,053
Total expenses 2,433,899 2,613,004 2,599,228 2,719,076 2,804,548

MProgram support costs for operating expenses have been allocated to other
functions using guidelines and methodologies reflected in the Ontario Financial
Information Return

IThe years 2007 and 2008 include the total amount of capital expenditures
previously expensed on the Consolidated Statement of Financial Activities

BIBeginning in 2009, certain capital expenditures are reflected as tangible capital

assets on the Consolidated Statement of Financial Position, and are not included on
this statement.
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Consolidated Reserves & Reserve Funds (unaudited)

2007 2008 2009 2010 2011
(dollars in thousands) $ $ $ $ $
Reserves 25,934 14,721 2,422 609 3,992
Reserve Funds
Endowment " 203,827 211,337 202,380 195,105 185,008
Transportation and environmental
services 89,821 56,685 10,670 91,111 101,159
Social housing and child care 63,664 58,091 24,604 50,833 34,360
Debt retirement 19,904 16,043 11,879 7,631 2,854
Equipment replacement 18,862 14,405 1,717 5,902 6,082
Insurance 3,951 3,632 4,236 2,138 2,155
Employment benefits 6,054 5,762 5,878 5,997 6,119
Other 5,882 6,483 8,898 11,130 8,468
Reserve Funds 411,965 372,438 270,262 369,847 346,205
Total reserves and reserve funds 437,899 387,159 272,684 370,456 350,197

1 A distribution of $21,253 in 2011 and $13,643 in 2010 was made from the Endowment Fund to

the City’s Capital Program
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Taxation and Assessments (unaudited)

2007 2008 2009 2010 2011
(dollars in thousands) $ $ $ $ $
Residential (Urban)
Municipal city-wide 0.529338% 0.523131% 0.558213% 0.569744% 0.562050%

Municipal capital tax levy
Municipal fire

Municipal police
Municipal transit
Municipal conservation
area

Municipal hydrant
Education

0.072411%
0.148423%
0.174257%

0.006298%
0.000000%
0.264000%

0.018359%
0.088906%
0.162492%
0.182093%

0.006850%
0.000000%
0.264000%

0.010285%
0.093602%
0.162402%
0.172878%

0.007092%
0.000000%
0.252000%

0.000000%
0.091666%
0.165692%
0.178898%

0.007326%
0.000000%
0.241000%

0.000000%
0.092515%
0.166392%
0.178706%

0.006848%
0.000000%
0.231000%

Total residential tax rates

1.194727%

1.245831%

1.256472%

1.254326%

1.237511%

Non-residential
(Commercial Urban)
Municipal city-wide
Municipal capital tax levy
Municipal fire
Municipal police
Municipal transit
Municipal conservation
area

Municipal hydrant
Education

1.136022%

0.155403%
0.318533%
0.373978%

0.013516%
0.000000%
1.747985%

1.102941%
0.038706%
0.190803%
0.342589%
0.390793%

0.014441%
0.000000%
1.744678%

1.110431%
0.020459%
0.192516%
0.323060%
0.355566%

0.014108%
0.000000%
1.650981%

1.085344%
0.000000%
0.178021%
0.315637%
0.347431%

0.013956%
0.000000%
1.557604%

1.047372%
0.000000%
0.172400%
0.310068%
0.333016%

0.012761%
0.000000%
1.472223%

Total non-residential tax

rates 3.745437% 3.824951% 3.667121% 3.497993% 3.347840%
Assessed Values

[Dollars in Millions]

Residential ($) 66,471 67,757 79,191 80,867 83,076
Percentage of total 76.5% 76.6% 75.3% 75.4% 75.9%
Non-residential 20,401 20,702 25,995 26,337 26,390
Percentage of total 23.5% 23.4% 24.7% 24.6% 24.1%
Total assessment ($) 86,872 88,459 105,186 107,204 109,466
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Taxation and Assessments (unaudited)

2007 2008 2009 2010 2011

(dollars in thousands) $ $ $ $ $
Taxes receivable at the
beginning of the year 50,426 56,188 57,514 70,024 61,677
Property taxes 1,463,316 1,561,391 1,633,214 1,728,256 1,768,132
Non-tax items for
collection 30,887 32,621 35,294 39,326 48,604
Penalties 9,795 10,874 10,734 11,146 10,932
Cancellation of tax
arrears (32,383) (32,721) (38,212) (52,684) (61,261)
Write-off of taxes 3,878 2,519 2,774 1,353 3,528
Subtotal 1,625,919 1,630,872 1,701,318 1,797,421 1,831,612
Collections

Current (1,393,156) (1,495,099) (1,549,293) (1,658,207) (1,672,571)

Arrears (76,575) (78,259) (82,001) (77,537) (90,820)
Tax collections (1,469,731) (1,573,358) (1,631,294) (1,735,744) (1,763,391)
Taxes receivable at the
end of the year 56,188 57,514 70,024 61,677 68,221
Allowance for doubtful
accounts (1,690) (2,200) (2,250) (2,650) (2,200)
Net taxes receivable at
the end of the year 54,498 55,314 67,774 59,027 66,001
Percentage of current
taxes collected (%) 95.2 95.8 94.9 95.9 94.5
Taxes outstanding as a
percentage of the current 3.7 3.5 4.2 3.4 3.7

year levy (%)
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Investments — at amortized cost (unaudited),

2007 2008 2009 2010 2011
(dollars in thousands) $ $ $ $ $
City of Ottawa
debentures 38,265 42,710 42,741 35,478 28,570
Federal government 133,792 255,325 177,848 125,225 208,980
Provincial government 81,756 111,729 193,316 124,906 110,834
Municipal government 116,698 117,786 135,217 117,740 114,885
Bank 128,544 129,482 78,580 86,028 262,427
Endowment 202,831 210,750 202,299 195,224 185,648
OCHC securities!"! 36,875 37,820 19,459 10,864 i
Other 54,526 34,395 42,894 42,446 32,072
Totals 793,287 939,997 892,354 737,911 943,416
[ Corporate bonds, common and foreign stock held for Ottawa Community Housing
Corporation (OCHC)
Net Long-Term Debt (unaudited)
2007 2008 2009 2010 2011
(dollars in thousands) $ $ $ $
Instalment and sinking fund
debenture issued 634,023 735,338 748,212 998,659 1,141,881
Bank loan agreements and
interest rate exchange
agreements 12,150 11,719 11,327 10,876 35,399
The total value of sinking fund
deposits, which have
accumulated to the end of the
year to retire sinking fund (177,145) (193,826) (160,497) (174,375) (86,007)
debentures included in the above
amount
Total net long-term debt 469,028 553,231 599,042 835,160 1,091,273
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Net Long-Term Debt by Function (unaudited)

2007 2008 2009 2010 2011
(dollars in thousands) $ $ $ $ $
General Government ! 32,002 24,794 21,720 19,025 16,078
Fire 64 3,078 3,416 3,312 3,163
Police 16,404 16,601 19,450 30,756 27,430
Protective inspection - - 1,800 7,345 6,884
Roads 228,562 248,590 252,408 287,085 341,491
Public transit 57,165 80,298 121,154 225,400 258,142
Parking 2,152 1,395 638 245 83
Wastewater treatment 21,036 20,246 22,142 47,205 150,766
Water supply and
distribution 24,388 73,065 77,606 102,633 135,361
Waste and recycling
services 2,281 1,873 1,442 992 7,613
Social housing - - - 143 127
Parks and recreation 23,887 27,748 27,279 42,988 64,207
Libraries 6,324 6,118 5,902 5,751 5,503
Planning and
development 9,120 8,025 7,156 30,060 47,158
Social and family services 45,643 41,400 36,929 32,220 27,267
Total net long-term debt 469,028 553,231 599,042 835,160 1,091,273

[ Consists primarily of debt outstanding related to former corporate administrative

accommodation
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Demographics and Other Information (unaudited)

2007 2008 2009 2010 2011

$ $ $ $ $
Population 888,882 898,000 908,389 917,570 927,118
Households 360,580 365,800 371,973 377,098 382,873
Municipal full time equivalents
FTE 13,788 14,320 14,559 14,774 14,947
FTE per 1,000 population 15.5 15.9 16.0 16.1 16.1
Inflation, CPI annual increases
(%) [
Ottawa 1.9 2.2 0.5 2.6 3.0
Ontario 1.8 2.3 04 2.5 3.1
Canada 2.2 2.3 0.3 1.8 2.9
Unemployment rate (%) "
Ottawa 5.1 4.9 6.1 6.5 5.6
Ontario 6.4 6.5 9.0 8.7 7.8
Canada 6.0 6.1 8.3 8.0 7.4
Housing starts 6,218 6,679 5,522 6,046 5,521
Change (%) 10.5 7.4 (17.3) 9.5 (8.7)
Single family 2,722 2,715 2,228 2,035 1,957
Change (%) 20.9 (0.3) (17.9) 8.7 (3.9)
Housing prices
Housing prices (000) 273 290 305 329 345
Change (%) 6.6 6.2 52 7.9 4.9
New housing price inflation (%) !"! 1.7 3.8 1.4 4.0 1.7

Value of building permits issues
(in millions) $1,892 $1,733  $1,796  $1,922  $1,819
Change (%)

13.3 (8.4) 3.7 7.0 (5.4)

'l Statistics Canada
4 Central Mortgage and Housing Corporation (CMHC)
B Ottawa Multiple Listing Service (MLS)
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