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TOWN OF COBOURG HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2017

15.

EMPLOYEE FUTURE BENEFITS

The Company provides certain health, dental and life insurance benefits for retired employees
pursuant to the Company's policy. The accrued benefit obligation and net periodic expense for
the year were determined by actuarial valuation. The most recent valuation was performed for the

year ended December 31, 2017.

Information about the Company's defined benefit plan is as follows:

2017 2016
$ $
Accrued benefit obligation, beginning of period 383,425 395,709
Current service cost 10,237 9,815
Past service cost 15,338 -
Interest on accrued benefit obligation 15,290 16,192
Benefits paid (55,701) (38,291)
368,589 383,425
Actuarial loss arising from changes in financial assumptions 52,724 -
Accrued benefit obliggtion, end of period 421,313 383,425

Current service costs and interest on accrued benefit obligation are recognized in the statement of
income. Actuarial gains (loss) arising from changes in financial assumptions are accounted for in
other comprehensive income. The total benefit costs for the year is $40,865 (2016 - $26,007).

The actuarial assumptions used in the valuation are: discount rate of 3.5% (2016 - 4.3%), salary
increase rate of 3% (rate reflects the expected Consumer Price Index adjusted for productivity,
merit and promotion and for Company specific information) (2016 - 3%), health benefits include
both health benefits 6.20% (2016 - 6.25%), and dental benefits 4.5% (2016 - 4.5%) and retirement
age of 60 (2016 - 60). The health benefits are expected to decrease at 0.25% per year until 2025

when it reaches 4.50% and dental benefits are expected to remain at 4.50% to 2025.

The impact of a change in the actuarial assumptions would have the following impact on the

obligation:
Reasonable Benefit Benefit
possible obligation obligation
2017 2016 change increase decrease
$ $
Discount rate 3.50% 4.30% +/- 1% 56,300 44,100
Health benefits 4.5%-6.2% 4.5%-6.2% +- 1% 10,300 9,600
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TOWN OF COBOURG HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2017

16. RELATED PARTY TRANSACTIONS

The Corporation of the Town of Cobourg is the majority shareholder of the Company with the
Township of Cramahe (Colborne) owning one share. Related party transactions are in the normal
course of operations and are measured at the exchange value being the amount of consideration
established and agreed to by both parties.

The Company provides water and sewage billing and collection services to the customers of the
Corporation of the Town of Cobourg, the Township of Cramahe, Town of Colborne and the
Hamlet of Grafton, as well as supplying street light energy and streetlight maintenance services to
the Corporation of the Town of Cobourg and the Township of Cramahe (Colborne). During the
year, the Company collected revenues of $30,000 (2016 - $30,000) from the Town of Cobourg
and paid expenses of $61,300 (2016 - $63,202) and interest of $507,500 (2016 - $507,500) as
detailed in Note 12.

The Company also has a promissory note receivable in the amount of $540,000 (2016 -
$585,000) with interest receivable of $31,590 (2016 - $34,020) from the shareholder as described
in note 8.

At year-end, included in accounts receivable is $588 (2016 - $21,786) due from the Town of
Cobourg. Included in accounts payable was $30,499 (2016 - $20,289) due to the Town of
Cobourg.

The Company is also engaged in transactions in the normal course of operations with the
Waterworks of the Town of Cobourg (Waterworks). The parties are related due to common
control. During the year, the Company collected rent recoveries of $50,946 (2016 - $50,193) from
Waterworks.
The key management personnel of the corporation has been identified as members of its board of
directors and management team members. Total wages and benefits to these individuals total
$435,320 (2016 - $311,378).

17. SHARE CAPITAL
Authorized

Unlimited number of common shares

Issued
2017 2016
$ $
11,300,000 common shares 7,002,145 7,002,145
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TOWN OF COBOURG HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended December 31, 2017

18. EXPENSES BY NATURE

2017 2016

$ $
Customer billing and collecting 548,285 473,005
Distribution 833,309 840,862
General and administration 1,679,257 1,451,929
Community initiatives 67,098 60,900
3,027,949 2,826,696

19. REVENUE

2017 2016

$ $

Distribution revenue 4,259,891 4,294,707
Commercial revenue 289,589 418,085
4,549,480 4,712,792

20. OTHER OPERATING REVENUE

2017 2016

$ $

Rentals 115,200 119,293
Miscellaneous 122,538 191,856
Feed-in-tariff invoicing 4,110 4,047
Recoverable work 16,917 24,699
External services 601,667 536,734
860,432 876,629
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TOWN OF COBOURG HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended December 31, 2017

21.

22.

23.

CHANGE IN NON-CASH WORKING CAPITAL ITEMS

2017 2016
$ $
Decrease (increase) in accounts receivable 507,112 (607,926)
Decrease (increase) in unbilled revenue 798,945 (898,481)
Decrease (increase) in inventories 30,138 (62,256)
Increase in prepaid expenses (50,933) (92,603)
Increase in accounts payable and accrued liabilities 469,145 1,368,534
Increase (decrease) in deposits held (11,607) 64,633
Income taxes (paid)/received - (53,746)
Interest received 124,574 143,762
1,867,374 (138,083)
FINANCE (INCOME) COSTS
Finance income, recognized in net income:
2017 2016
(restated -
note 27)
$ $
Interest income on receivables 51,434 68,314
Interest income on bank deposits 46,916 51,583
Interest income on regulatory deferral accounts 26,224 23,865
124,574 143,762
Finance costs, recognized in net income:
2017 2016
$ $
Interest on long term debt 655,770 691,540
Interest on deferral accounts 48,479 50,811
Other interest 13,925 12,488
Net interest on employee future benefits 15,290 16,192
733,464 771,031

PENSION AGREEMENT

The Company makes contributions to the Ontario Municipal Employees' Retirement System
(O.M.E.R.S.), which is a multi-employer plan, on behalf of its employees. The plan is a defined
benefit plan which specifies the amount of retirement benefits to be received by the employees

based on the length of service and rates of pay.

The amount that the Company contributed to O.M.E.R.S. for the year ended was $138,688 (2016

-$117,171).
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TOWN OF COBOURG HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2017

24.

25.

CAPITAL DISCLOSURES

The Company’s primary objective when managing capital is to address the expectations as
outlined in the Shareholder Agreement between the Company’s shareholder, Town of Cobourg
Holdings Inc. and its shareholder, the Corporation of the Town of Cobourg. The expectation is
that the Company will maintain a prudent financial structure in order to safeguard the Company's
assets and to provide adequate returns for its shareholders and benefits to the stakeholders.

The Ontario Energy Board sets rates based on a deemed capital structure of 60% debt and 40%
equity.

The Company’s current capital structure is defined as follows:

2017 2016

(restated

note 27)

$ $
Infrastructure Ontario loans 2,682,503 2,887,391
Bank loan and operating line 1,118,109 695,337
Note payable 7,000,000 7,000,000
Total debt 10,800,612 10,582,718
Share capital 7,002,145 7,002,145
Retained earnings and OCI 4,689,182 4,458,204
11,691,327 11,460,349

FINANCIAL INSTRUMENTS

Financial instruments consist of recorded amounts of cash, accounts receivable, unbilled revenue
which will result in future cash receipts, as well as accounts payable and accrued liabilities,
customer deposits operating loan, advances payable and long term debt which will result in future
cash outflows.

The Company does not believe that it is exposed to significant foreign exchange risk.
The Company is exposed to the following risks in respect of certain financial instruments held:

(a) Fair value

The estimated fair values of cash, accounts receivable, unbilled revenue, accounts payable
and accrued liabilities, customer deposits, accounts payable and accruals and advances
payable approximate their carrying values due to the relatively short-term nature of the
instruments and/or floating interest rates on the instruments. The estimated fair values of
long-term debt also approximate carrying values due to the fact that effective interest rates
are not significantly different from market rates.

(b) Interest rate risk

The Company manages its exposure to interest rate risk through a combination of fixed and
floating rate borrowings. The fixed rate debt is subject to interest rate price risk, as the value
will fluctuate as a result of changes in market rates. The floating rate debt is subject to
interest rate cash flow risk, as the required cash flows to service the debt will fluctuate as a
result of changes in market rates.
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TOWN OF COBOURG HOLDINGS INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended December 31, 2017

28, FINANCIAL INSTRUMENTS, continued

(c) Creditrisk

(d)

Financial assets carry credit risk that a counter-party will fail to discharge an obligation which
would result in a financial loss. Financial assets held by the Company, such as accounts
receivable, expose it to credit risk. The Company earns its revenue from a broad base of
customers located in the service area. No single customer accounts for revenue in excess of
10% of total revenue.

The carrying amount of accounts receivable is reduced through the use of an allowance for
impairment and the amount of related impairment loss is recognized in the income
statement. Subsequent recoveries of receivables previously provisioned are credited to the
income statement. The balance of the allowance for impairment at December 31, 2017 is
$50,000 (2016 - $43,000). The Corporation’s credit risk associated with accounts receivable
is primarily related to payments from distribution customers. The Company has
approximately 10,000 customers, the majority of which are residential. Credit risk is managed
through collection of security deposits from customers in accordance with directions provided
by the OEB. As at December 31, 2017, the Company holds security deposits in the amount
of $256,078 (2016 - $267,685). The Company's activities provide for a variety of financial
risks, particularly credit risk, market risk and liquidity risk.

The following table sets out the maturities of accounts receivable:

Accounts

Trade receivable - Allowance for

accounts recoverable doubtful
receivable work accounts Total
3 $ $ 3
0-30 days 2,828,548 89,693 - 2,918,241
31-60 days 14,349 487 - 14,836
61-90 days 4,217 1,617 - 5,834
90+ days 41,847 9,669 (50,000) 1,516
2,888,961 101,466 (50,000) 2,940,427

Market risk

The Company is not exposed to significant market risk given they do not have investments in
foreign currency, and have minimal investment in interest bearing instruments.

28

S
'\'/! COLLINS
~ BARROW



TOWN OF COBOURG HOLDINGS INC.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended December 31, 2017

25. FINANCIAL INSTRUMENTS, continued

(e) Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as
they come due. The Company monitors its liquidity risk to ensure access to sufficient funds
to meet operational and investment requirements. The Company’s objective is to ensure that
sufficient liquidity is on hand to meet obligations as they fall due while minimizing interest
exposure. The Company has access to a $1,000,000 line of credit and monitors cash
balances to ensure that sufficient levels of liquidity are on hand to meet financial

commitments as they come due.

The following table sets out the contractual maturities (representing undiscounted contractual

cash-flows) of financial liabilities:

Between 1-12  Between 1-2
months years  Over 2 years
$ $
Accounts payable and accrued liabilities 5,073,026 - -
Customer deposits 21,913 234,165 -
Long term debt 251,844 261,961 9,826,807
Line of credit 460,000 - -
Employee future benefits - - 421,313
5,806,783 496,126 10,248,120

26. CONTINGENCIES

The Company participates with other municipal utilities in Ontario in an agreement to exchange
reciprocal contracts of indemnity through the Municipal Electric Association Reciprocal Insurance
Exchange. Under this agreement, the Company is contingently liable for additional assessments
to the extent that premiums collected are not sufficient to cover actual losses, claims and costs

experienced.
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TOWN OF COBOURG HOLDINGS INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the year ended December 31, 2017

27. PRIOR PERIOD ADJUSTMENT

Lakefront Utilities Inc. filed an Incentive Rate Mechanism (IRM) in August 2017 which included
Deferral and Variance Account (DVA) balances at December 31, 2015. Included in the DVA
disposition was Disposition and Recover/Refund of Regulatory Balances (2012) of $544,917. The
balance was related to Lakefront’s disposition from its 2012 Cost of Service filing consisting of a
four-year rate rider which ceased April 30, 2015.

Lakefront's DVA disposition balance per its 2012 Cost of Service was $1,206,169, consisting of
DVA balances as at December 31, 2010. As indicated in LUI’'s 2012 Cost of Service filing, account
1562 and 1563 records the amount resulting from the OEB-approved PILs methodology for
determining the 2001 deferral account allowance and the PILs proxy amount determined for 2002
and subsequent periods ending April 30, 2007. As indicated in Lakefront's Settlement Proposal,
the final 1562 balance approved for disposition was a credit of $416,304.

Lakefront removed the disposition claim for Disposition and Recover/Refund of Regulatory
Balances (2012) of $551,374 from the 2018 IRM and adjusted for the entry to debit $416,304 to
account 1595, including interest.

The overall impact of the adjustment was an increase to the regulatory deferral account credit
balances of $411,960 and an increase to the income tax receivable balance of $101,912 with the
difference of $310,048 to retained earnings.

The result of the issue had not resulted in retroactive impact on rates.

The change in the opening retained earnings as presented in these financial statements is as

follows:
$
Opening 2016 retained earnings as previously presented 4,184,534
Prior period adjustment (310,048)
3,874,486

28. COMPARATIVE AMOUNTS

The financial statements have been reclassified, where applicable, to conform to the presentation
used in the current year. The changes do not affect prior year earnings.
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