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MANAGEMENT RESPONSIBILITY STATEMENT

The financial statements have been prepared by management in accordance with Canadian Public Sector
Accounting Standards (PSAS), and the integrity and objectivity of these statements are management’s
responsibility. Management is also responsible for all of the notes to the financial statements and schedules,
and for ensuring that this information is consistent, where appropriate, with the information contained in the
financial statements. The significant accounting policies are described in Note 2 to the financial statements.
The preparation of financial statements necessarily involves the use of estimates based on management’s
judgment, patticularly when transactions affecting the current accounting period cannot be finalized with
certainty until future periods.

Management is also responsible for implementing and maintaining a system of internal controls to provide
reasonable assurance that reliable financial information is produced. The internal controls are designed to
provide reasonable assurance that assets are safeguarded, transactions are properly authorized and recorded
in compliance with legislative and regulatory requirements, and reliable financial information is available
on a timely basis for preparation of the financial statements.

The Board of Trustees are responsible for ensuring that management fulfills its responsibilities for financial
reporting and internal control, and exercises these responsibilities through the Board. The Chair of the
Trustees reviews internal financial statements on a regular basis and the Board reviews external audited
financial statements annually. The Board also discuss any significant financial reporting or internal control
matters prior to their approval of the financial statements,

The external auditors, Hutcheson & Co. Chartered Professional Accountants LLP, conduct an independent
examination, in accordance with Canadian auditing standards, and express their opinion on the financial
staterents. The external auditors have full and free access to financial information of the Kemp Lake
Waterworks District and meet with management when required. The accompanying Independent Auditor’s
Report outlines their responsibilities, the scope of their examination and their opinion on the financial
statements.

On behalf of the Kemp Lake Waterworks District,

Kevan Brehart JoanndHemphill
Chair of the Trustees Trustee
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INDEPENDENT AUDITOR'S REPORT
To: The Members of Kemp Lake Waterworks District

Report on the Audit of the Financial Statements

Opinion

We have audited the financial statements of Kemp Lake Waterworks District, which comprise the
statement of financial position as at December 31, 2018, and the statements of financial position,
operations and accumulated surplus (deficit), changes in net financial liabilities, and cash flow for the
year then ended and notes to the financial statements, including a summary of significant accounting
policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the District as at December 31, 2018, and its results of operations and its cash flows
for the year then ended in accordance with Canadian Public Sector Accounting Standards (PSAS).

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of the District in accordance
with the ethical requirements that are relevant to our audit of the financial statements in Canada, and we
have fulfilled our other ethical responsibilities in accordance with these requirements. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with Canadian Public Sector Accounting Standards (PSAS) and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the District’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the District or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the District’s financial reporting process.
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INDEPENDENT AUDITOR'S REPORT, continued

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with Canadian generally accepted auditing standards will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these financial statements. As part of an audit in accordance with
Canadian generally accepted auditing standards, we exercise professional judgment and maintain
professional skepticism throughout the audit.

We also:

Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks and obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit 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 District’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the District’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report to
the related disclosures in the financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the District to cease to continue as a going
concern.

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope

and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

I
% € Co LLF
Victoria, British Columbia

April 22, 2019 Chartered Professional Accountants
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KEMP LAKE WATERWORKS DISTRICT
STATEMENT OF FINANCIAL POSITION

December 31

2018 2017
Financial assets
Cash and cash equivalents (note 3) $ 589,114 § 326,710
Accounts receivable (note 4) 180,037 96,005
769,151 422,715
Financial liabilities
Bank indebtedness (note 5) 1,516,461 -
Accounts payable and accrued liabilities 114,016 10,761
Deferred designated revenue (note 6) 504,747 477,180
2,135,224 487,941
Net financial liabilities (1,366,073) (65,226)
Non-financial assets
Tangible capital assets (note 7) 1,330,665 1,085,437
Prepaid expenses 6,423 5,627
Non-financial assets 1,337,088 1,001,064
Accumulated surplus (deficit) $ (28,985) § 1,025,838
APPROVED BY THE TRUSTEES
\‘%Abéﬂﬂ?ustee
N/ ]
See accompanying notes to financial statements
HUTCHESON & CO. 1
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KEMP LAKE WATERWORKS DISTRICT

STATEMENT OF OPERATIONS AND ACCUMULATED SURPLUS (DEFICIT)

Year ended December 31

Budget Actual Actual
2018 2018 2017
(Unaudited -
note 2(g))
Revenue
Taxes $ 221,665  $ 221,665  $ 50,661
Tolls 377,175 129,989 111,430
Restricted grant - - 30,000
Interest and penalty charges 10,000 6,340 9,715
Interest earned - 41 15
Amortization of deferred designated revenue - 7,751 7,751
608,840 365,786 209,572
Expenses
Administration (Schedule A) 61,800 51,953 47,513
Operating (Schedule B) 148,200 139,460 144,791
210,000 191,413 192,304
Excess of revenues over expenses from operations - 174,373 17,268
Extraordinary items
Water source replacement project (note 9) 398,840 1,229,196 104,200
Deficiency of revenues over expenses for the year - (1,054,823) (86,932)
Accumulated surplus, beginning of year 1,025,838 1,112,770
Accumulated surplus (deficit), end of year $ (28,985) § 1,025,838
See accompanying notes to financial statements
FUTCHESON & CO. 2



KEMP LAKE WATERWORKS DISTRICT
STATEMENT OF CHANGES IN NET FINANCIAL LIABILITIES

Year ended December 31
2018 2017
Deficiency of revenues over expenses for the year S (1,054,823) $ (86,932)
Acquisition of tangible capital assets (290,100) (3,235)
Amortization (depreciation) of tangible capital assets 44,872 45,010
(245,228) 41,775
Acquisition of prepaid expense (11,011) (9,647)
Use of prepaid expense 10,215 9,612
(796) (35)
Increase in net financial liabilities (1,300,847) (45,192)
Net financial liabilities, beginning of year (65,226) (20,034)
Net financial liabilities, end of year $ (1,366,073) $ (65,226)

See accompanying notes to financial statements
HUTCHESON & CO. 3



KEMP LAKE WATERWORKS DISTRICT

CASH FLOW STATEMENT
Year ended December 31 2018 2017
Operating activities
Deficiency of revenues over expenses for the year $ (1,054,823)$ (86,932)
Deferred designated revenue received for future periods 35,318 35,745
Items not affecting cash
Amortization expense 44,872 45,010
Amortization of deferred designated revenue (7,751) (7,751)
(982,384) (13,928)
Change in non-cash working capital items
Accounts receivable (84,032) (9,207)
Prepaid expenses (796) (35)
Accounts payable and accrued liabilities 103,255 513
(963,957) (22,657)
Investing activities
Purchase of tangible capital assets (290,100) -
Acquisition of tangible capital assets - (3,235)
(290,100) (3,235)
Financing activities
Proceeds of short-term investments - 59,241
Proceeds of multi-draw term loan (note 5) 1,516,461 -
1,516,461 59,241
Increase in cash 262,404 33,349
Cash, beginning of year 326,710 293,361
Cash, end of year $ 589,114 § 326,710
See accompanying notes 4

HUTCHESON & CO.
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KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018

1. NATURE OF OPERATIONS

Kemp Lake Waterworks District (the District) was established on May 26, 1953 by Letters
Patent under the Water Act of British Columbia. Currently, the purpose of the District is to
provide water services to residents of the District. It also has the authority to assess and collect
property taxes and water tolls for the District.

The District operates on a not-for-profit basis under the jurisdiction of the B.C. Ministry of
Community Development.

The District is exempt from income taxes under the Income Tax Act.

2. ACCOUNTING POLICIES

(a) Basis of presentation
These financial statements are prepared by management in accordance with Canadian public
sector accounting standards for provincial reporting entities established by the Canadian
Public Sector Accounting Board.

(b) Cash and cash equivalents
Cash and cash equivalents consist of liquid instruments, such as cash on hand, bank
accounts, and guaranteed investment certificates, which have maturities of three months or
less.

(c¢) Financial instruments
The District’s financial instruments consist of cash, accounts receivable, bank indebtedness
and accounts payable and accrued liabilities. These financial instruments are measured at

cost.

Transaction costs related to the acquisition of these financial instruments are expensed.

HUTCHESON & CO

CHARTERED PROFESSIONAL ACCOUNTANTS LLP



KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018

2.

ACCOUNTING POLICIES, continued

(d) Tangible capital assets

(©)

Tangible capital assets are recorded at cost less accumulated amortization and are classified
according to their functional use. Contributed capital assets are recorded at fair value at the
date of contribution. Amortization is recorded on a straight-line basis over the estimated
useful life of the asset commencing the year the asset is put into service. The estimated useful
lives are as follows:

Buildings 30 - 40 years
Reservoirs 40 - 50 years
Machinery and equipment 5 - 20 years
Water distribution systems 20 - 50 years
Computer equipment and software 2 -5 years

Tangible capital assets are written down when conditions indicate that they no longer
contribute to the District’s ability to provide goods and services, or when the value of the
future economic benefits associated with the tangible capital assets are less than their book
value.

Use of estimates

The preparation of financial statements in conformity with Canadian public sector accounting
standards requires management to make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets, liabilities, and related disclosures at the
date of the financial statements, and the reported amounts of revenues and expenses during the
reporting period. Key areas where management has made estimates and assumptions include
those related to accounts receivable and the useful life of tangible capital assets. Where
actual results differ from these estimates and assumptions, the impact will be recorded in
future periods when the difference becomes known. By their nature, these estimates are
subject to measurement uncertainty.

HUTCHESON & CO.
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KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018

2. ACCOUNTING POLICIES, continued
(f) Revenue recognition

The District recognizes revenue for tolls, taxes, connection fees, renewal reserve fees and
subdivision fees in accordance with its bylaws (as approved by the Ministry of Community
Development) as follows:

a. Tolls are recognized as water is used by the residents of the District.
Water meters are read quarterly and the residents are billed for this usage.
b. Taxes are assessed in the middle of each year based on the classification
of each parcel within the District. The taxes are for the calendar year.
c. Renewal reserve fees are assessed quarterly based on the classification
of each parcel.
d.  Connection fees are recognized when the District has completed connecting
the District’s water line to a private parcel.
e. Subdivision fees are recognized when the District approves each subdivision
plan. Developers are required to pay subdivision fees before subdivision
takes place.

Unrestricted grants and revenues are recorded as revenue when received or receivable, if the
amounts can be estimated and collection is reasonably assured.

Restricted grants and revenues are reported as revenue depending on the nature of the
restrictions on the use of the funds by the contributors. Contributions for the purpose of
acquiring or developing a depreciable tangible capital asset are recorded as deferred
designated revenue and are recognized in revenue at the rate that amortization for the
tangible capital asset is recorded. The reduction of the deferred capital contributions and
the recognition of the revenue are accounted for in the fiscal period during which the
tangible capital asset is used to provide services.

(g) Budget figures

Annual budget figures are determined by the District’s Trustees based on the expected
expenditures.

Budget figures have not been audited, and are presented for comparative and information
purposes only.

HUTCHESON & CO
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KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018

3.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents are comprised of the following:

2018 2017
Restricted cash - Renewal reserve and CEC fund S 351,935 § 257,402
Unrestricted cash - General operating fund 237,179 69,308

$ 589,114 $ 326,710

The District has the following funds: General Operating, Miscellaneous Reserve, and Renewal
Reserve and Capital Expenditure Charge (CEC).

The General Operating fund accounts for the organization's program delivery and administrative
activities. This fund reports unrestricted resources and unrestricted operating grants. The
Miscellaneous Reserve Fund is a contingency fund for unplanned expenses or special projects not
relating to the above funds. The Renewal Reserve and CEC Fund is restricted to fund repairs and
improvements to the District’s waterworks systems and equipment.

ACCOUNTS RECEIVABLE
2018 2017
Taxes $ 33,979 $ 12,724
Tolls 70,186 73,054
GST rebate 75,872 10,227
S 180,037 $ 96,005

The District does not record a provision for doubtful accounts for overdue taxes and tolls
receivable as management believes all outstanding amounts will be recovered once a property is
sold, either by the owner or through a forced tax sale.

HUTCHESON & CO.

CHARTEF

RED PROFESSIONAL ACCOUNTANTS LLP



KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018
5. BANK INDEBTEDNESS
2018 2017
Royal Bank of Canada multi-draw term loan $ 1,516,461 $ -

A multi-draw term loan has been authorized by the Royal Bank of Canada to a maximum of
$2,000,000 and bears interest at the bank's prime lending rate, currently 3.95% per annum, and is
secured by a general security agreement over the District's assets and an assignment of business
loan insurance.

On the conversion date of June 30, 2019, the District has the option to convert the multi-draw
term loan to a 10-year fixed rate term loan, amortized over 25 years, bearing interest at a rate to
be determined at the time of conversion.

DEFERRED DESIGNATED REVENUE

Renewal reserve and capital expenditure charges collected are restricted by the Ministry of
Community Development to fund future waterworks systems and equipment upgrading,
replacement and purchases. Interest earned on these amounts is also restricted for the same

purpose.
2018 2017

Deferred revenue for designated purposes, beginning of year $ 477,180 $ 449,186
Less: amount recognized as revenue in the year (7,751) (7,751)
Add: amount received for future periods 35,318 35,745

$ 504,747 $ 477,180

These funds have been set aside, as restricted cash (see note 3) and may only be disbursed by a
resolution of the Board of Trustees of the District. The Ministry of Community Development
(the Ministry) provides final verification that these funds are used as originally intended.

In fiscal 2015, the Ministry, through Bylaw #184, appropriated $10,000 from the Capital Works
Renewal Reserve Fund to be expended on upgrading main pumps and manifolds at the Chubb
Road Pumphouse. No payments from this appropriation were made from 2015 through 2018.

HUTCHESON & CO

CHARTERED PROFESSIONAL ACCOUNTANTS LLP
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KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018

8.

FINANCIAL RISK MANAGEMENT

The Board of Trustees ensures that the District has identified its major risks and ensures that
management monitors and controls them.

(a)

(b)

(c)

Interest rate risk

Interest rate risk is the risk that the District will encounter cash flow problems or financial
difficulty if interest rates fluctuate. The District is exposed to interest rate risk on its floating
rate bank indebtedness. The District could mitigate this risk by converting the floating rate
bank indebtedness to a 10-year fixed rate term loan in fiscal 2019.

Liquidity risk

Liquidity risk is the risk that the District will encounter difficulty in meeting obligations
associated with financial liabilities. It is measured by reviewing the District’s future net
cash flows for the possibility of a negative net cash flow. The District manages the liquidity
risk resulting from its accounts payable obligations by maintaining significant cash
resources and investing in liquid investments.

Fair value of financial instruments
The carrying amounts of cash and cash equivalents, accounts receivable, bank indebtedness

and accounts payable and accrued liabilities approximate fair value because of the short
maturity term of these instruments.

12
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KEMP LAKE WATERWORKS DISTRICT
NOTES TO THE FINANCIAL STATEMENTS

December 31, 2018

9. KEMP LAKE WATER SOURCE REPLACEMENT PROJECT

During 2012, the Vancouver Island Health Authority (VIHA) asked the District to upgrade its
water source to meet the 4-3-2-1 Water Plan. The District anticipated connecting to the Capital
Regional District (CRD) water line and began feasibility studies in 2017. This project was named
the Kemp Lake Water Source Replacement Project (Project).

The District is responsible for the full cost of design and construction of the Project, as well as any
improvements required to its existing water distribution system. After completion, the CRD would
assume responsibility and ownership of a 1,850 metre section of the water main line from the
intersection of West Coast Road and Erinan Boulevard up to the District's boundary.

The District would assume responsibility and ownership of the remaining 360 metre section of the
the water main line, connecting from the CRD's terminus at the District's boundary up to the
District's existing water systems.

During 2018, construction commenced on the Project. The District obtained a $2,000,000 Royal
Bank of Canada multi-draw term loan in order to fund the construction costs. A total of
$1,514,063 of Project construction costs were incurred during the year. Project costs were
recorded on the basis outlined, as follows:

- $284,867 was capitalized to Tangible Capital Assets as part of the Water Distribution System,
and

- $1,229,196 was expensed as Kemp Lake Water Source Replacement Project on the Statement of
Operations and Accumulated Surplus (Deficit).

The District aims to have the Project completed and fully operational by the end of June 2019. If
any cost overruns are incurred, funds will be drawn from the District's Renewal Reserve and CEC
fund to cover the excess.

10. RELATED PARTY TRANSACTIONS

During the year, the District made payments to various related parties in the normal course of
operations. Related parties to the District are identified through inquries with management, and
are: the Trustees (K. Brehart, J. Hemphill and R. Birch), the District's administrator (D.
Anderson), and the main contractor for the water source replacement project (R.E. Anderson
Contracting Ltd., a company controlled by the spouse of the District's administrator).

Payments made to the Trustees and related parties are disclosed in Schedule 2 - Schedule of
remuneration to employees, Schedule 3 - Schedule of expenses paid on behalf of employees, and
Schedule 4 - Schedule of payments for goods and services, amounts exceeding $10,000.

13
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KEMP LAKE WATERWORKS DISTRICT
SCHEDULES OF ADMINISTRATIVE AND
OPERATING EXPENDITURES

Year ended December 31,

2018 2017
Schedule A
Administration expenditures
Bank charges $ 165 $ 41
Fees and licences 1,252 1,865
Miscellaneous 2,436 1,935
Office expenses and supplies 3,025 2,978
Postage 1,273 1,437
Professional fees 10,000 8,250
Rent 1,800 1,740
Secretary/accounting 17,857 16,800
Training 2,056 417
Trustees honoraria 12.089 12,050

$ 51953 $__ 47513

Schedule B

Operating expenditures
Amortization
Contract labour — sublet/maintenance
Engineering costs
Insurance
Lab testing
Supplies and labour
Telephone and utilities
Workers' compensation

$ 44,872 $ 45,010

44,604 32,718
- 595
10,215 9,612
335 395
27,331 44,244
11,447 11,607
656 610

$ __139.460 §__ 144791

HUTCHESON & CO.

CHARTERED PROFESSIONAL ACCOUNTANTS LLP

14



KEMP LAKE WATERWORKS DISTRICT

SCHEDULES TO THE FINANCIAL INFORMATION ACT
Unaudited
December 31, 2018

The following schedules have been prepared by the management of the Kemp Lake

Waterworks

District in compliance with the requirements of the Financial Information Act, Regulation, and

Directive.

These schedules have been reviewed and approved by the Board of Trustees.

1. SCHEDULE OF GUARANTEE AND INDEMNITY AGREEMENTS
None.

2. SCHEDULE OF REMUNERATION TO EMPLOYEES

2018
Assessor/Collector - D. Anderson S 19,657 $
Trustee Honoraria - $3,000 each to J. Hemphill and
R. Birch ($3,000 each in 2017); $5,000 to K. Brehart
($5,000 in 2017) and CPP deductions of $1,089 ($1,050
in 2017) 12,089

$ 31,746 $
3. SCHEDULE OF EXPENSES PAID ON BEHALF OF EMPLOYEES

Expenses include costs for business travel and professional development.

2018
K. Brehart $ 2,214 $
J. Hemphill 739
R. Birch 630
D. Anderson 115

$ 3,698 $

[\
—_
~

18,540

12,050

30.590

[\
—_
|

609
742
533
110

1,994

HUTCHESON & CO.
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KEMP LAKE WATERWORKS DISTRICT

SCHEDULES TO THE FINANCIAL INFORMATION ACT

Unaudited
December 31, 2018

4. SCHEDULE OF PAYMENTS FOR GOODS AND SERVICES

a) Amounts exceeding $10,000, in aggregate,
to any one supplier:
R.E. Anderson Contracting Ltd,
WSP Canada Inc.
Van Isle Water Services Ltd.
AON Reed Stenhouse Inc.

b) Remuneration to employees (Schedule 2)

c) Expenses paid on behalf of employees (Schedule 3)

018

$ 1,307,996
90,090
17,074
11,011

31,746

3,698

b

o]
—
ey
-1

39,964
110,035
13,481
9,647

30,550

1,994

Approved: /7(%/0%7,’

HUTCHESON & CO,

CHARTTRED PROTLISIONAL ACCOUNAMTS LLY
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