AUDIT COMMITTEE
Monday, June 22, 2015 at 8:30 AM
Mulock Room
Agenda compiled on 19/06/2015 at 11:26
AM

Additions & Corrections to the Agenda
Declarations of Pecuniary Interest
Presentations
1.

Presentation by Mr. Paul Duggan and Mr. Travis Waite, York Region Audit
Services regarding the annual report. (to be distributed at the meeting)

Approval of Minutes
2.

Audit Committee Minutes of June 23, 2014.

3.

Audit Committee (Closed Session) Minutes of June 23, 2015.

p. 1

Items
4.

Review of 2014 Financial Statements.
Representatives from BDO Canada LLP. and the Director, Financial
Services/Treasurer and Manager, Accounting and Finance to review:
a)

Report to the Audit Committee dated June 22, 2015 from BDO Canada p. 4
LLP

b)

Management Letter dated June 22, 2015 from BDO Canada LLP (to be
distributed when available)

c)

Town of Newmarket Consolidated Financial Statements and
representation letter dated June 22, 2015 from BDO Canada LLP

p. 19

d)

Town of Newmarket Main Street District BIA Financial Statements and
representation letter dated June 22, 2015 from BDO Canada LLP

p. 53

e)

Town of Newmarket Trust Fund Financial Statements and representation
letter dated June 22, 2015 from BDO Canada LLP

p. 62

f)

Financial Statement Discussion and Analysis (FSD&A) dated June 22,
2015 from the Manager, Accounting and Finance

p. 71
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Recommendation:
The Director of Financial Services/Treasurer recommends:
THAT the Town of Newmarket’s Draft 2014 Consolidated Financial Statements,
Trust Fund Financial Statements and Main Street District BIA Financial
Statements, Representation Letter dated June 22, 2015 and Summary Letter
dated June 22, 2015 from BDO Canada LLP be received;
AND THAT the Audit Committee recommend to Council that the Town of
Newmarket’s Draft 2014 Consolidated Financial Statements, Trust Fund
Financial Statements and Main Street District BIA Financial Statements
endorsed by the Audit Committee be approved.

Closed Session (if required)
THAT the Audit Committee resolve into closed session pursuant to Section
239 (2) (d) of The Municipal Act, 2001 as amended for the purpose of
discussing labour relations or employee negotiations.
5.

Discussion with BDO Canada LLP, Auditor regarding Labour Relations or
Employee Negotiations as per Section 239 (2) (d) of the Municipal Act, 2001. (if
required)

New Business
Adjournment
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AUDIT COMMITTEE
Monday, June 231, 2014 at 8:00 a.m.
Mulock Room
395 Mulock Drive

The meeting of the Audit Committee was held on Monday, June 23, 2014 at 8:00 a.m. in
the Mulock Room, 395 Mulock Drive, Newmarket.
Members Present: Councillor Hempen
C. Prattas
M. Foerster
Absent:

Mayor Van Bynen
Councillor Di Muccio
M. Holland

Staff:

A. Moore, Commissioner of Corporate Services
M. Mayes, Director, Financial Services/Treasurer
D. Schellenberg, Manager of Finance & Accounting
T. Kyle, CEO, Newmarket Public Library
L. Lyons, Deputy Clerk
K. Horton, Intern

Guest:

M. Jones, BDO Canada LLP
T. White, BDO Canada LLP

The meeting was called to order at 8:08 a.m.
M. Forester in the Chair.
ADDITIONS TO THE AGENDA

None.
DECLARATIONS OF INTEREST

None.
1. AUDIT COMMITTEE MINUTES – JUNE 23, 2014 – ITEM 1
AUDIT COMMITTEE MINUTES

i)

Audit Committee Minutes of June 11, 2013.

ii)

Audit Committee (Closed Session) Minutes of June 11, 2013.

Town of Newmarket I Audit Committee I Minutes – June 23, 2014

Moved by C. Prattas
Seconded by Councillor Hempen
THAT the Audit Committee Minutes of June 11, 2013 be approved.
CARRIED
Moved by C. Prattas
Seconded by Councillor Hempen
THAT the Audit Committee (Closed Session) Minutes of June 11, 2013 be
approved.
CARRIED
2. AUDIT COMMITTEE MINUTES – JUNE 23, 2014 – ITEM 2
REVIEW OF 2013 FINANCIAL STATEMENTS

Mr. Jones, BDO Canada, LLP provided an overview of the summary letter dated
June 23, 2014 and provided a synopsis.
He advised that the Town of Newmarket audit progressed smoothly and that new
sections had been included in the audit process being taxation and revenue and
government transfers.
The Manager of Finance & Accounting provided an overview of the Town’s
Consolidated Financial Statements, the Main Street District BIA Financial
Statements as well as the Town’s Trust Fund Financial Statements.
Discussion ensued regarding loans receivable, interest rate of loans, type of
investment and property liens. Further discussion ensued regarding insurance
expenses and Central York Fire Services expenses.
Moved by Councillor Hempen
Seconded by C. Prattas
THAT the Audit Committee resolve into closed session pursuant to Section
239 of The Municipal Act, 2001 as amended, for the purpose of discussing
labour relations or employee negotiations.
CARRIED

The Audit Committee resolved into a Closed Session at 9:09 a.m.
The Audit Committee (Closed Session) Minutes are recorded under separate cover.
The Audit Committee resumed into public session at 9:16 a.m.
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Moved by C. Prattas
Seconded by Councillor Hempen
THAT the Town of Newmarket’s Draft 2013 Consolidated Financial
Statements, Management Letter, Trust Fund Financial Statements and Main
Street District BIA Financial Statements, Representation Letter dated June
23, 2014 and Summary Letter dated June 23, 2014 from Mr. M. Jones, BDO
Canada LLP be received;
AND THAT the Audit Committee recommends to Council that the Town of
Newmarket’s Draft 2013 Consolidated Financial Statements, Trust Fund
Financial Statements and Main Street District BIA Financial Statements, as
amended and endorsed by the Audit Committee be approved.
CARRIED
3. AUDIT COMMITTEE MINUTES – JUNE 23, 2014 – ITEM 3
NEW BUSINESS

Discussion ensued regarding municipal contaminated properties, the reporting
requirements of such and if a property list exists. The Manager of Finance and
Accounting advised that a list limited to Town owned land and/or land by
agreement is currently being compiled, that a reporting requirement is necessary
however will not be in effect until 2015.
The next scheduled meeting of the Audit Committee is Tuesday, September 9, 2014 at
8:00 a.m. in the Cane Room.
Moved by C. Prattas
Seconded by Councillor Hempen
THAT the meeting adjourn.
CARRIED

There being no further business the meeting adjourned at 9:28 a.m.

Date

Mark Holland, Chair
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STATUS OF THE AUDIT
As of the date of this final report, we have substantially completed our audit of the 2014
consolidated financial statements pending the completion of the items highlighted below.
These items will need to be completed prior to issuance of our audit report on the consolidated
financial statements.

COMPLETION OF AUDIT
•
•
•

Receipt of signed Management representation letter
Receipt of outstanding legal confirmations
Subsequent events review through to financial statement approval date

FINANCIAL STATEMENTS
•

Approval of consolidated financial statements by the Council

We conducted our audit in accordance with Canadian generally accepted auditing standards.
The objective of our audit was to obtain reasonable, not absolute, assurance about whether
the consolidated financial statements are free from material misstatement. The scope of the
work performed was substantially the same as that described in our Planning Report to the
Audit Committee dated November 25, 2014.
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INDEPENDENCE
At the core of the provision of external audit services is the concept of independence.
Canadian generally accepted auditing standards require us to communicate to the Audit
Committee at least annually, all relationships between BDO Canada LLP and its related entities
and The Corporation of the Town of Newmarket and its related entities that, in our
professional judgment, may reasonably be thought to bear on our independence with respect
to the audit of the Town.
Our annual letter confirming our independence was previously provided to you. We know of
no circumstances that would cause us to amend the previously provided letter.

MATERIALITY
Misstatements, including omitted financial statement disclosures, are considered to be
material if they, individually or in aggregate, could reasonably be expected to influence the
economic decisions of users taken on the basis of the consolidated financial statements.

As communicated to you in our Planning Report to the Audit Committee, preliminary
materiality was set as outlined below. Final materiality remained unchanged from our
preliminary assessment.
Materiality
The Corporation of the Town of Newmarket

$

1,125,000

Newmarket Hydro holdings Inc.

$

937,500
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AUDIT FINDINGS
As part of our ongoing communications with you, we are required to have a discussion on our
views about significant qualitative aspects of the Town's accounting practices, including
accounting policies, accounting estimates and financial statement disclosures. In order to have
a frank and open discussion, these matters will be discussed verbally with you. A summary of
the key discussion points are as follows:

ACCOUNTING AND AUDIT MATTERS
Revenue Recognition
A common significant risk in all audit engagements is the risk of Management’s override of
controls and fraud risk that may occur in the revenue cycle. Management has monitoring
controls over journal entries and reviews its revenue recognition.
In accordance with auditing standards, BDO has performed specific procedures that include
testing journal entries, reviewing accounting estimates for biases, and obtaining and evaluating
the business rationale for transactions that are outside the normal course of business for the
Town, if any.
No issues were noted.

Employee Future Benefits
As described in our Planning Letter, post employee benefits were an area of concern. BDO
received the actuarial report, and reviewed the reasonableness of assumptions used by the
actuary and management to calculate the post employee benefits. Per our review of the
actuarial report, the assumptions used by the actuary and management and the accrual were
determined to be reasonable.

Significant Accrual - Firefighter
During our work on accrued liabilities BDO reviewed the Town’s firefighter accrual. BDO
reviewed the Town’s policies and estimates relating to this accrual and found that
Management’s estimate and accrual are reasonable.
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Contributions from Developers
BDO reviewed the assumptions and replacement costs for the contributions from developers
and determined that they were reasonable.

ADJUSTED AND UNADJUSTED DIFFERENCES
We have disclosed all significant adjusted and unadjusted differences and disclosure omissions
identified through the course of our audit engagement. Each of these items has been discussed
with Management.
Management has determined that the unadjusted differences are immaterial both individually
and in aggregate to the consolidated financial statements taken as a whole. Should the Audit
Committee agree with this assessment, we do not propose further adjustments.
For purposes of our discussion, a summary of unadjusted differences has been presented in
Appendix B.

MANAGEMENT REPRESENTATIONS
During the course of our audit, management made certain representations to us. These
representations were verbal or written and therefore explicit, or they were implied through
the consolidated financial statements. Management provided representations in response to
specific queries from us, as well as unsolicited representations. Such representations were
part of the evidence gathered by us to be able to draw reasonable conclusions on which to base
our audit opinion. These representations were documented by including in the audit working
papers memoranda of discussions with management and written representations received from
management.

We will provide you a copy of the management representation letter which summarizes the
representations we have requested from management.
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FRAUD DISCUSSION
Canadian generally accepted auditing standards require us to discuss fraud risk with the Audit
Committee on an annual basis. As an update to the discussion held with the Audit Committee
during the planning of our audit, we have prepared the following comments:

Required Discussion

BDO Response

Details of existing
oversight processes
with regards to fraud.

Based on our discussions during the
planning of our audit, the Audit
Committee’s oversight processes
include:

Knowledge of actual,
suspected or alleged
fraud.

•

Audit Committee charters;

•

Discussions at Audit Committee
meetings;

•

Review of related party
transactions; and

•

Consideration of tone at the top.

Currently, we are not aware of any
actual, suspected or alleged fraud.

Question to Audit
Committee
Are there any new
processes or changes
in existing processes
relating to fraud
since the date of our
previous discussions,
that we should be
aware of?

Are you aware of any
instances of actual,
suspected or alleged
fraud affecting the
Town?

AUDITORS’ RESPONSIBILITIES FOR DETECTING FRAUD
We are responsible for planning and performing the audit to obtain reasonable assurance that
the consolidated financial statements are free of material misstatements, whether caused by
error or fraud.
The likelihood of not detecting a material misstatement resulting from fraud is higher than the
likelihood of not detecting a material misstatement resulting from error, because fraud may
involve collusion as well as sophisticated and carefully organized schedules designed to conceal
it.
The scope of the work performed was substantially the same as that described in our Planning
Report to the Audit Committee dated November 25, 2014
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INTERNAL CONTROL MATTERS
During the course of our audit, we performed the following procedures with respect to the
Town’s internal control environment:
•

Documented operating systems to assess the design and implementation of control
activities that were relevant to the audit.

•

Discussed and considered potential audit risks with management.

The results of these procedures were considered in determining, the extent and nature of
substantive audit testing required.
We are required to report to you in writing, significant deficiencies in internal control that we
have identified during the audit. A significant deficiency is defined as a deficiency or
combination of deficiencies in internal control that, in the auditor's professional judgment, is
of sufficient importance to merit the attention of those charged with governance.
As the purpose of the audit is for us to express an opinion on the Town’s consolidated financial
statements, our audit cannot be expected to disclose all matters that may be of interest to you
and, as a result, the matters reported may not be exclusive. As part of our work, we
considered internal control relevant to the preparation of the consolidated financial
statements such that we were able to design appropriate audit procedures. This work was not
for the purpose of expressing an opinion on the effectiveness of internal control.
There are no significant internal control matters.
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OTHER REQUIRED COMMUNICATIONS
Professional standards require independent auditors to communicate with those charged with
governance certain matters in relation to an audit. In addition to the points communicated
within this letter, the table below summarizes these additional required communications.
Communication Required

Auditors’ Response

Potential effect on the financial statements of any
material risks and exposures, such as pending litigation,
that are required to be disclosed in the consolidated
financial statements.

No such items noted.

The final draft of the representation letter.

Provided to management

Material uncertainties related to events and conditions
that may cast significant doubt on the Town’s ability to
continue as a going concern.

No such items noted.

Disagreements with management about matters that,
individually or in aggregate, could be significant to the
Town’s consolidated financial statements or our audit
report.

No such instances were noted.

Matters involving non compliance with laws and
regulations

No such matters were noted.

Significant related party transactions that are not in the
normal course of operations and which involve
significant judgments made by management concerning
measurement or disclosure.

No such transactions were
noted.

Subsequent events that have caused changes to the
audit report

We are not aware of any such
events.

Significant matters arising from the audit that were
discussed or subject to correspondence with
management.

No such matters other than
those discussed above.

Significant accounting policies, estimates and judgments

As disclosed in the financial
statements.

Unreasonable management’s refusal to allow the
auditor to send a confirmation request, or the inability
to obtain relevant and reliable audit evidence from
alternative audit procedures.
Limitation of the scope of the audit imposed by
management.

No such instances were noted.

No such instances were noted.
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Findings from the group audit.

No items noted.

Management consultation with other accountants about
significant auditing and accounting matters.

No such instances of which we
are aware.

BDO RESOURCES
BDO is one of Canada’s largest accounting services firms providing assurance and accounting,
taxation, financial advisory, risk advisory, financial recovery and consulting services to a
variety of publicly traded and privately held companies.
BDO serves its clients through 105 offices across Canada. As a member firm of BDO
International Limited, BDO serves its multinational clients through a global network of over
1,100 offices in more than 100 countries. Commitment to knowledge and best practice sharing
ensures that expertise is easily shared across our global network and common methodologies
and information technology ensures efficient and effective service delivery to our clients.
Outlined below is a summary of certain BDO resources which may be of interest to the Audit
Committee.

PUBLICATIONS
http://www.bdo.ca/en/Library/Services/assurance-and-accounting/pages/PSAB-at-aGlance.aspx

TAX BULLETINS, ALERTS AND NEWSLETTERS
BDO’s national tax department issues a number of bulletins, alerts and newsletters relating to
corporate federal, personal, commodity, transfer pricing and international tax matters.
For additional information on tax matters and links to archived tax publications, please refer to
the following link: Tax Library | BDO Canada.
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DRAFT – For Discussion Purposes Only

APPENDIX A
Draft Auditor’s Report
Independent Auditor's Report

To the Mayor and Councilors of The Corporation of the Town of Newmarket
We have audited the accompanying consolidated financial statements of The Corporation of the Town of
Newmarket which comprise the statement of financial position as at December 31, 2014, and the
statement of operations and accumulated surplus, statement of changes in net assets and statement of
cash flows for the year then ended, and a summary of significant accounting policies and other
explanatory information.
Management's Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with Canadian public sector accounting standards, and for such internal control
as management determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.
Auditor's 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 auditor's 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 auditor considers 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 is sufficient and appropriate to provide a basis for
our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of The Corporation of the Town of Newmarket as at December 31, 2014 and the results of its
operations, changes in net assets, and its cash flows for the year then ended in accordance with Canadian
public sector accounting standards.

DRAFT – For Discussion Purposes Only

Chartered Professional Accountants, Licensed Public Accountants
June 22, 2015
Newmarket, Ontario
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APPENDIX B
Unadjusted Differences

SUMMARY OF UNADJUSTED DIFFERENCES
The following is a summary of uncorrected misstatements noted during the course of our audit
engagement:
Decrease (Increase)
Assets
Developer deposit interest

Liabilities

$

Excess allowance for doubtful accounts

Equity

$ 264,896

Net Income

$

$

88,632

Difference in firefighters accrual

(29,416)

(264,896)
(88,632)
(44,513)

73,929

Extra accrual for interest and penalties

68,438

(68,438)

Tax Write-off difference

(79.088)

Total

(19,872)

338,825

(68,438)

(250,515)

0

0

0

0

(19,872)

$ 338,825

$ (68,438)

Effect of Prior Year’s Reversing Errors
$

79,088

$

(250,515)
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Financial statement discussion and analysis
The consolidated financial statements provide a picture of the Town’s financial
position as at December 31, 2014 and report the revenue and expenses for the
year. Besides the Town of Newmarket, the statements also include:
• Newmarket Public Library Board;
• The Main Street District Business Improvement Association;
• The Town’s proportionate share of the joint venture with the Town of
Aurora – Central York Fire Services
The Town’s investment in Newmarket Hydro Holdings Inc. is accounted for on a
modified equity basis.
Themes reflected in the consolidated statements include:
•
•
•

Town cost drivers and unforeseen expenses
Investment strategy
Sustainable financial strategy

2014 Financial Indicators
Financial Position
Receivables as % of total taxes levied

2014

2013

$520,701,790 $499,830,879
3.36%

3.98%

35.46%

35.16%

Capital reserves as a % of accumulated
amortization

6.32%

6.12%

Capital reserve contribution/amortization

87.94%

86.41%

Debt service costs as a % of own source
revenues

5.31%

5.19%

Asset consumption ratio

Financial Position:
This term refers to the ending net position of assets in excess of all liabilities.
Positive balances indicate the Town's ability to cover debt obligations and to
have funds set aside for future sustainability. Year over year the Town has
improved this ratio from 2009. Continued focus on increasing assets and
tangible capital asset additions and replacements, while lowering liabilities will
keep this indicator on a positive trend.

Receivables as % of taxes levied:
Uncollected property taxes as a percentage of total taxes charged is a good
indication of the strength of the local economy and the ability of the community to
pay their annual taxes. The Town has a low ratio showing good economic health,
increased liquidity, and strong controls over tax collection. The Ministry of
Municipal Affairs and Housing considers a ratio below 10% to be low risk. In a
financial sustainability indicator review of 23 municipalities in the Greater Toronto
Area from the 2014 BMA study, the average was 6.4%.

Asset consumption ratio:
The asset consumption ratio expresses the accumulated amortization of
depreciable assets as a percentage of the total reported value of depreciable
assets. This ratio highlights the aged condition of the Town’s physical assets and
potential asset replacement needs. Out of 95 municipalities in the 2014 BMA
study, the average was 37.6%.

Capital reserve as % of accumulated amortization, and % of reserve
contribution:
These two ratios show the level of reserve funding for future capital purposes
compared to the total depreciation to date and to the current rate of amortization.
The more the Town funds capital reserves as compared to the annual
amortization expense, the less the infrastructure gap grows.
The breakdown of the capital reserve contribution/amortization in 2014 was as
follows:
Tax-supported
Utility supported

85.1%
94.1%

Debt service costs as % of own source revenues:
This ratio indicates the extent to which the Town's own source revenues are
committed to debt charges. The Ministry of Municipal Affairs and Housing
considers a ratio between 5% and 10% to be a moderate risk. This is the same
calculation as used for the Annual Repayment Limit.

2

Consolidated statement of financial position:
Highlights
The statement of financial position is similar to a private enterprise’s balance
sheet. It reports the municipality’s financial position at the end of the accounting
period (December 31).

Cash
The Town ended the year with a cash position $7.3 million lower than that of
2013 but $6.5 million higher than the year-end position budgeted. Cash includes
our $20 million non-redeemable guaranteed investment certificate, as it was due
within 3 months of the end of the year and therefore considered as a cash
equivalent. Contributions from developers, at $4.2 million, were below the
budget of $5.6 million and $6.6 million less than 2013’s level of $10.8 million.
Investment income was $4.1 million compared to $1.6 million in 2013. $26.9
million was spent on contracted and general services compared to last year’s
level of $23.7million. $7.0 million was spent on capital repairs and maintenance
compared to a budget of $5.0 million and 2013’s level of $4.9 million. $18.1
million was spent on capital projects compared to a budget of $15.8 million;
$12.1 million was spent in 2013.
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Net Financial Assets
The difference between financial assets and liabilities is a strong measure of the
financial position of the Town. Positive balances indicate the Town’s ability to
meet long term commitments and have funds set aside for future sustainability.
The Town’s net financial assets were only $625,000 higher than last year’s level.
Development charges collected from developers were $3.9 million lower than last
year, and $4 million below budget. Funding of $1.9 million (budget $2.9 million)
was applied to the associated capital projects and $18.1 million in tangible capital
assets were acquired.
We deferred $118,000 in building permit revenue, as per our policy, as we do not
deem building permit revenue to be earned until 90 days after collection of the
fees with issuance of the permit. This is the average time for the building
department to perform the majority of its duties and for the refund period to
expire. Last year’s deferred building permit fees of $669,000 were recognized in
2014.
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Deferred revenue
Deferred revenue represents unexpended development charge and engineering
administration revenues, unspent restricted grants from the Federal and
Provincial governments, and prepaid building permit revenue. In 2014, the Town
collected $4.1 million in cash contributions from developers and $18.6 million in
capital contributions were transferred to the Town. Of this total, $22.5 million
was recognized as revenue. These contributed assets are not budgeted for. In
2013 $10.8 million was collected from developers, $13.0 million was recognized
as revenue, $10.5 million of which was tangible capital assets assumed by the
Town.

Prior to 2011 the gas tax and engineering administration reserves were not
recognized as deferred revenue and were included in accumulated surplus.
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Long-term debt
A significant component of the financial liabilities is the Town’s long-term debt. In
accordance with the Town’s Debt Policy, the amount of debt is limited to the
purchase of land and other capital assets when other sources of financing are
not available. The Policy also limits the servicing limit (principle and interest) to
10% of the Town’s own source revenues which is lower than the 25% limit that
the province allows municipalities. As part of our financial sustainability strategy,
the debt policy will be updated in 2015. In 2014, the Town’s actual debt servicing
was 5.3% (2013 – 5.2%) - well within policy limits. At an annual interest rate of
5% with a term of 20 years, the Town could borrow another $79.6 million and still
remain within its 10% debt servicing (borrowing) limit. $2.7 million of principal
was repaid in 2014.

The Town’s long-term debt position reflects the pattern of investment in major
infrastructure projects. In 2015, $2.8 million of debt retirement is expected. Debt
represents 9.3% of the net book value of Town’s tangible capital assets (2013 –
10.4%).
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Non-financial assets

The 2014 capital budget was $51.4 million, including carry-overs of $27.7 million.
$47.8 million of the $51.4 million were expenditures for tangible capital assets
(TCA), with the remainder being major repair and maintenance expenses, annual
program costs, and items below the threshold for TCA. Of the TCA budget, 33%
or $15.8 million was projected to be completed in 2014. However, $18.1 million
(35%) of TCA were added in 2014.
One of the Town’s goals has been to develop a sustainable capital financing
strategy. The review has been done and included a review of the Town’s asset
replacement funds to determine what the financial requirements will be to replace
the Town’s assets and how the Town’s annual contributions to these reserve
funds compare. Additional capital levies of 0.8% (2013), 0.74% (2014) and 1%
(2015) were added in recent years.
The Town has a TCA policy and consideration is being given to adjusting the life
expectancy of some infrastructure categories, in light of recommendations that
came out of the Capital Financing Sustainability Strategy and our historical
spending patterns. An asset management plan was developed in 2014. A
charter for an Asset Management Committee has been created and there are
plans to expand and enhance the plan.
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The Town increased their tangible capital assets by $18.1 million in 2014
compared to $12.1 million in 2013. In 2014, many road rehabilitation projects
were completed, a replacement Pumper for CYFS was acquired, $2.5 million was
spent on the Old Town Hall Restoration, and $4.3 million was spent on the
Honeywell Streetlight Retrofit.
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Accumulated surplus
The accumulated surplus is the Town’s ending net position of assets in excess of
liabilities. The three most significant components of the accumulated surplus are
the investment in tangible capital assets, the Town’s equity in Newmarket Hydro
Holdings Inc., and reserves and reserve funds.
THE CORPORATION OF THE TOWN OF NEWMARKET
Notes to the Consolidated Financial Statements
December 31, 2014
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Reserve and reserve funds
Reserve and reserve funds are used to set aside funding for the future
replacement of the Town’s assets, as well as other expected and unexpected
obligations. It is a key component of the Town’s strategy of being financially
sustainable. They also help to minimize potential fluctuations in the tax rate,
which is commonly referred to as Rate Stabilization.
The five year picture shows that beginning in 2011, a significant increase in the
reserves and reserve funds were achieved. In 2011, the increase is comprised
of $2 million in debt financing received from FCM, $770,000 from the Park Shop
sale and $2 million in allocated, but unspent, ARF contributions. In 2012 the
Town increased several operating contingency reserves, nearly $1.4 million was
added to the Building Permits Reserve and there continued to be large allocated,
but unspent, ARF contributions. In 2013 another $1.65 million was added to the
Building Permits Reserve and designated capital reserve funds increased due to
the sale of the Rawluk Property. Discretionary operating reserves increased due
to the transfer of the receipt of a $500,000 supplementary dividend from
Newmarket Hydro Holdings and operational contingency reserves were
increased for the Ontario Municipal Board hearing associated with property along
the Yonge/Davis corridor.
2014 was impacted by a number of extraordinary factors, including costs above
the rate of inflation and unforeseen one-time costs. Our financial sustainability
strategy and fiscal policies placed the Town in a position where these
unexpected events could be covered by drawing on our reserves. Operational
contingency reserves decreased by $1.3 million, due to draws for insurance
(higher premiums and an unforeseen OMEX supplementary assessment for prior
years), legal (OMB related costs associated with the Glenway property), and
winter control. General capital reserves decreased by $3.8 million to finance the
Honeywell streetlighting retrofit project. Discretionary operating reserves were
used to cover portions of the OMEX supplementary assessment and the NEER
summary, as well as higher tax adjustments and write offs. The transfer of the
$1.1 million working fund reserve balance mitigated these decreases.
A water and wastewater surplus of $1.1 million was recognized in 2014 and
transferred to the rate stabilization reserves. The target, as incorporated in to the
6-year plan, is 5 to 10% of annual revenues which would represent combined
reserves of up to $3 million.
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The total of the Town’s reserves and reserve funds at the end of 2014 was $44.6
million, a decrease of $3 million from the beginning of the year.
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Consolidated statement of operations and surplus:
Highlights
The consolidated statement of operations reports the annual surplus or deficit
from operations during the year. The statement shows the revenues recognized,
the cost of government services provided, and the difference between them.

Annual Surplus Reconciliation
Surplus based on operating fund

Add:

Principal payment on long-term debt

(61,696)
2,918,756

Contributed tangible capital assets

18,599,230

Acquisition of tangible capital assets

18,128,932

Net equity in earnings of Newmarket Hydro Holdings Inc.

1,545,784

Capital Fund revenues

(609,894)

Reserves and reserve funds revenues

Less:

$

Financing from future revenue
Amortization expenses

(3,043,515)
(153,264)
(15,890,594)

Loss on disposal of tangible capital assets

(562,647)

Surplus Per Consolidated Statement of Operations

$ 20,871,092
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Expenses
The Town provides a wide variety of municipal services to its residents. The
chart below provides an overview of these services and shows the relative
proportion of the Town’s budget that is allocated to these services.

Some of the major services included in each category are:
General government:
Finance, Human Resources, Information Technology, Communications, Legal,
Customer Services, Clerks Office, Council and Executive Office expenses
Protection to persons and property:
Fire services, Licensing, and Bylaw Enforcement
Transportation services:
Roads and Road Maintenance, Snowplowing, Operations and Capital Projects
Engineering
Environmental services:
Water and Wastewater Services, and Solid Waste Collection
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Recreational and cultural services:
Programs and Facility costs at all Recreation Centres, Parks Maintenance,
Library, Theatre and Museum
Planning and development:
Planning and Building, Engineering and Development, and Economic
Development
Schedule 2 to the Consolidated Financial Statements (pages 27-29) shows a
breakdown of these costs by service bundle.

Some highlights of the Town’s 2014 expenses include:
• Salaries, wages and benefits are the most significant component of the
Town’s costs and have increased by $2.96 million over 2013. The economic
increase in 2014 was 2.0% and the rate for OMERS remained unchanged
from 2013’s level. The increase to salaries and benefits for Central York Fire
Services was 2.35% in 2014 and all payouts for prior years were previously
accrued. The Workplace Safety and Insurance Board (WSIB) have an
experience rating program that surcharges employers that perform worse
than other participants in the rate group. An unanticipated NEER summary
for 2014 in the amount of $598,000 was received and accrued to WSIB
expense.
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• Materials, goods and supplies were 10.3% higher than 2013 levels. Minor
capital, water meters and materials for main replacement, rental of voting and
other equipment, and repairs and maintenance are included here.

•

Contracted and general services have increased by 10.4% from 2013 levels.
Both cost and volume increases were factors. Charges from the Region for
water and wastewater are the biggest component of this expense category.
Rate increases of 10% were partially offset by a 0.99% decrease in
consumption volumes. The Town adopted its first 6 year water and
wastewater financial plan in 2012. Higher insurance premiums, as well as an
$877,000 supplementary insurance assessment from OMEX for prior years
(2002 to 2012) were also included here. $437,000 in costs for the Ontario
Municipal Board (OMB) hearing associated with the Glenway development
were incurred, but $540,000 was transferred to reserves in 2013 to offset the
anticipated costs.

•

Rents and financial expenses were 29% lower due mainly to the absence of
the Tannery lease in 2014 which we had for the first part of 2013.

•

Capital repairs and maintenance includes capital expenses that do not meet
the definition of TCA and annual maintenance programs. Some examples
include parks spot improvements, playground equipment replacement,
playground resurfacing, sidewalk spot repairs and trail rehabilitation. These
expenses were $475,000 or 7.2% lower than 2013 levels.

•

Amortization (aka depreciation) has increased by 1.4% over 2013 due to
additions of new tangible capital assets. As part of the implementation of our
asset management plan, we will be reviewing our estimates for the expected
useful life of our assets. It may be that for some asset classes we are
amortizing them quicker than we normally replace them, therefore, some
changes may be required to bring the two closer together.
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Revenues
The Town pays for the services it delivers through a variety of revenue streams
including property taxes, user charges, government transfers, contributions from
developers, investment income; fines, penalties and interest; rent, land sales,
and the sale of goods.

Revenue highlights for 2014 include:
• Property taxes as a percentage of the Town’s revenue have decreased by
2.1% due to abnormally high tax write-offs. Because supplementary taxes
are difficult to predict and sustain, a conservative amount of $391,000 was
budgeted in 2014. Actual collections in 2014 were $752,000 and over the
previous four years have ranged from a high of $1.2 million in 2013 to a low of
$402,000 in 2012. Write offs, which reduce tax revenues, were significantly
higher than budget and the prior year and this trend is expected to continue in
2015. Of significance was one Assessment Review Board (ARB) appeal that
was settled for the last 6 years (2009 to 2014) and resulted in approximately
$4 million of assessment lost each year. Charity rebates were at the same
level as 2014. Vacancy rebates, at $554,000, were higher than 2013’s level
of $469,000 and have prompted the decision to employ a more diligent
verification process in 2015. A proactive assessment management plan has
been started and will be fully implemented with a full staff compliment.
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• User charges include water and wastewater revenues, recreation program
revenues, license fees, and building permit fees. The majority of user
charges are water and wastewater revenues where the average resident’s bill
increased by 8.4% from 2013, due to a combination of an increase in
consumption fees of 4% for water and 6% for wastewater and an increase of
$2 to the basic monthly charge for each. Building permit revenues were 49%
lower than in 2013, while they were 50% more than the budgeted amount.
There has been no price increase to the fees since 2010, yet the reserve has
continued to increase over the last several years. A review of the fee
structure is being undertaken. Fees and charges for recreation and culture
programs and services were increased by an average of 3% over 2013.

• Government transfers were 63% below budget, but higher than 2013 levels.
Most grant funding is only received after costs have been incurred. There is
also a lag between the completion of the claims and the receipt of the grant
funding. There have been delays on the Old Town Hall Restoration project
which will receive $1.4 million from each of the Provincial and Federal
governments. Road projects financed from the Federal Gas Tax were also
lower than budget by $2.8 million. Multi-year capital budgeting, a key
recommendation that came out of the Capital Financing Sustainability
Strategy, should result in more accurate budgeting of expenditures and the
related financing.
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• Contributions from developers were $9.5 million higher than in 2013 and $17
million over budget. Tangible capital assets equaling $18.3 million were
constructed between 2002 and 2009 and contributed to the Town in 2014.
The contributed assets included many road segments and the associated
infrastructure. The assumption of subdivisions is not budgeted for, as the
amounts and timing are difficult to predict (see the green line on the chart
below). Capital fund developer contributions are mostly development charges
(DC’s) and are driven by financing requirements for capital projects. $1
million in DC funding for capital projects has been carried forward for use in
2014. Contributions by developers to reserve funds were 41% over the
budgeted level. The voluntary trails levy brought in $628,000 compared to a
budget of $600,000 and $202,000 in 2013. The budgets are fiscally prudent
in these areas due to the unpredictability of results.

• Lower interest was earned on the Operating Fund which came in $171,000
below budget. Reserve Fund balances were higher than expected due to
lower capital spending and earned an additional $372,000 to offset the
Operating Fund deficiency. In 2013 we implemented our investment strategy.
In our first (part) year, our return on investment was $88,171. 2014 had a
favorable return on investment of $575,918, which was $221,951 above our
benchmark return. Our investments included two non-redeemable GIC’s
totalling $25 million, as well as a number of non-traditional investments – loan
for the deferral of development charges and planning fees, loan to a user
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group, the installation of solar panels, and the energy retrofit project. The
lack of a multi-year capital budget makes cash forecasting and long-term
investing problematic. This will be addressed in 2015 by creating multi-year
budgets/forecasts and/or a more aggressive short-term investing strategy.
•

Rent and Other came in 35% higher than the budget due to a number of
unbudgeted amounts.
Magna made 2 payments of $500,000, twice the
annual budget, in 2014 for naming rights. The payment for 2015, the final
year of the contract, was transferred to reserves and will be recognized as
income in 2015. Unbudgeted amounts totalling $330,000 were received from
York Region and Sun Life as our benefit premiums and amounts on deposit
were reconciled. These amounts were also transferred to reserves. Partially
offsetting these unbudgeted income amounts was $662,000 from future
parking revenue for Property Acquisition along Holland River which has not
been realized since first budgeted in 2011 and has been carried forward.

•

There were no budgeted land sales in 2014 and the 2013 amount relates to
the finalization of the sale of the Rawluk property.

•

Gains (losses) on the disposal of tangible capital assets are not budgeted.
However, when roads, trails or walkways are reconstructed any remaining
unamortized cost represents a loss, as there are no proceeds. In 2014, net
losses were recognized due to road and the underlying infrastructure
reconstruction.
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