May 3rd, 2011
HIS WORSHIP MAYOR MACLEAN AND MEMBERS OF COUNCIL:
I am pleased to present the Consolidated Financial Statements of the City of Pitt Meadows for the year ended December 31, 2010.
Preparation of Financial Statements
The annual consolidated financial statements and accompanying notes and schedules are prepared by City staff in accordance with principles established by the Public Sector Accounting Board (PSAB) of the Canadian Institute of Chartered Accountants and are presented to Council as required under Section 167 of the Community Charter.  The statements are the responsibility of City Council and management, and are intended to provide accurate and informative financial information for taxpayers, residents and other readers.  The notes and schedules accompanying the statements provide additional financial information and describe the City’s significant accounting policies.  
BDO Canada LLP, the Council appointed auditing firm, has audited the consolidated statements and has provided an unqualified opinion that the statements present fairly the City’s financial position and results of operations.

The City has a system of internal controls in place to provide reasonable assurance that assets are safeguarded and financial information is accurate.  City Council plays an important role in this system by overseeing and approving the budget and reviewing operational and capital results periodically during the year.  
Results Overview
This is the second year for preparation of the financial statements on a full accrual basis with capitalization and amortization of tangible capital assets and in general, it went smoother than in the previous year.  However, while the statements comply with reporting requirements, some explanation is necessary to ensure comprehension and understanding of results.
Financial Position 

The Consolidated Statement of Financial Position, commonly referred to as the balance sheet, reflects the City’s assets, liabilities, and accumulated surplus as at December 31st, 2010.  Changes from the prior year financial position include:

· At December 31st the cost of the investments held by the City was $18.5 million with a market value of just under $18.6 million.  The balance of the investments is higher than that for 2009 ($14.8 million) due to the reallocation of excess cash & equivalents to portfolio investments.

· Other Government Receivables are down from 2009 primarily due to outstanding grant balances from the previous year being received for projects such as Pumpstation #1.
· The increase in Accounts Payable and Accrued Liabilities is due primarily to the ongoing work in progress on the City’s significant projects at the Arena, the South Bonson Community Centre and the replacement of the Kennedy Road Bridge.
· An increase in borrowing as the City had four loan authorization bylaws outstanding for a total authorized borrowing of $15.425 million.  At year end $4.775 million had been locked into long term repayments through debenture issues through the Municipal Finance Authority for the Arena acquisition and the Civic Centre Parkade. Another $2.698 million had been drawn from the Municipal Finance Authority’s Interim Financing Program for work in progress on the Arena, the South Bonson Community Centre and drainage projects.  The interest rate on the long term borrowing is 3.73%.  The interest rate on this outstanding interim financing is approximately prime less 1.25% which was 1.7% at December 31st.  
· The increase in Tangible Capital Assets over 2009 is $9.1 million and is largely due to investments in significant capital assets such as the Pitt Meadows Arena, South Bonson Community Centre, the Artificial Turf Field, the Kennedy Road Bridge and the Civic Centre Parkade.
Tangible Capital Assets, which are reported at historical cost net of amortization, total over $154.1 million for 2010, comprising of the City’s land, infrastructure, buildings, vehicles and equipment. These assets form part of the Accumulated Surplus reported on the Consolidated Statement of Financial Position, however, they represent the City’s asset holdings and are not available for funding use or distribution to reserves.  
Tangible Capital Assets are detailed in Schedule 1 of the financial statements.
Accumulated Surplus also includes City reserves, which totaled $13.1 million (2009 - $14.4 million) for both operating and capital reserves.  The City transferred $6.84 million in contributions and interest to its reserves in 2010, however the year to year reduction is due to the use of the reserves for capital projects and tax rate stabilization.
Operating Results
On the Consolidated Statement of Operations, for 2010 the City is reporting an annual surplus of $3.26 million on total revenues of $27.76 million as compared to a $5.4 million surplus on $28.55 million in revenues in 2009.  
Items of note on the Consolidated Statement of Operations compared to 2009 include:

Revenues

· Increased revenue for Municipal Property taxes and Water, Sewer, Solid Waste and Drainage Levies are due to approved rate increases and increased assessment and unit growth.

· Return on investments for 2010 was down slightly compared to the previous year due to the reduced yield on both short term holdings and new long term instruments purchased. The overall average rate of return for accounting purposes for 2010 was 3.34%.  The rate of return from a market perspective for 2010 was 3.875% as much of the short term investments held by the City yielded a much lower rate than in prior years due to far lower returns in the money market.

· Reported grant revenues are much higher in 2009 due to the Province front ending the Traffic Fine Revenue Sharing and the Small Community Grants as an economic stimulus.  As well, the City received confirmation of significant capital grants for some of its largest projects.  Capital grant claims included in 2009 revenue include that for the Spirit Square, the new pedestrian bridge, and Pumpstation #1.
Expenses

The comparability of expenses on the financial statements from year to year is challenging due to the fluctuation of capital project expenditures that are not capitalized as Tangible Capital Assets and are expensed in the year.  The magnitude of these items will vary from year to year and will make the explanation of spending patterns in any functional area more complex.  
Items that have contributed to operating expenditure variances from the prior year as reflected in the Consolidated Statement of Operations are as follows:
· Increases in General Government operating expenses are due to a variety of reasons including:

· The first full year of the operation of the Economic Development Corporation
· A full year of the Network Services Specialist position in IT

· Sustainability initiatives

· Facility maintenance activities required at City Hall and the existing Library

· Protective Services operating expense increases over the prior year are largely composed of increased RCMP contract costs with one new officer added to the establishment in 2010 and a full year of the first Fire Service Technician.
· In the water utility, purchases of water from the GVWD increased approximately $206,000 over 2009 due mainly to the rate increase as volume purchased did not change materially.
· Increased ditch cleaning and maintenance activities are the main reason for increased drainage operating costs over 2009.
· Solid Waste expenses are up over the previous year as 2010 was the first full year of tipping fees being paid directly to the regional district.
As the City is required by the Community Charter to set a balanced budget, it is necessary to adjust the budget figures in the financial plan to comply with the reporting requirements on the financial statements.
The balanced budget in the financial plan bylaw is based on planned expenditures, including capital additions, with revenue requirements determined for the purposes of setting rates for taxation and utility fees.  The budgeted annual surplus as per the Consolidated Statement of Operations of $3.57 million is reconciled to the balanced budget per the financial plan bylaw as follows:

[image: image1.emf]Budget Surplus, as per Consolidated Statement of Operations  $    3,572,811 

Add: Amortization Expense (unbudgeted)        3,384,655 

Loss on Disposal of Tangible Capital Assets (unbudgeted)           283,171 

Budgeted Transfer from Own Reserves        9,376,950 

Budgeted Proceeds from Borrowing        7,225,500 

     20,270,276 

Less:Budgeted Capital Expenditures

General Government Services        1,959,300 

Protective Services           793,500 

Transportation Services        2,482,000 

Water Services        1,025,000 

Sewer Services           297,000 

Drainage Services        1,768,200 

Recreation and Cultural Services      10,823,000 

Budgeted Reduction in Debt Principle                     - 

Capital Cost of Borrowing             69,187 

Budgeted Transfer to Own Reserves        4,625,900 

     23,843,087 

Surplus as per Financial Plan Bylaw No. 2447, 2010  $                  - 


For comparability to the balanced budget, it is necessary to reconcile the annual surplus on the Consolidated Statement of Operations of $3.26 million to an annual surplus calculated using the same principles as the balanced budget in the financial plan bylaw.   This reconciliation is as follows:

[image: image2.emf]Annual Surplus per the Consolidated Statement of Operations 3,262,347 $     

Add: Amortization Expense 3,384,655        

Loss on Disposal of Tangible Capital Assets 283,171           

Transfers from Reserves for non Capital Funding 2,454,609        

6,122,435        

Less:Transfers to Own Reserves 6,702,361        

Third Party Funding for Tangible Capital Assets 2,610,581        

9,312,942        

Current Fund Surplus (per Note 11) for Comparison to Balanced Budget 71,840 $          


The annual surplus noted above of $71,840 is the amount that is available for allocation to reserves or projects by Council based on the City’s reserve policy.
In closing, I would like to thank Council and the Chief Administrative Officer for the direction and leadership provided on financial matters.  I would also like to thank the other Directors and their departments for their cooperation during the year.  Finally, I would like to express my sincere appreciation to the Finance group for all of their hard work during the year and especially at year end.
Sincerely,

Dean Rear

Director of Finance
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