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INDEPENDENT AUDITOR’S REPORT

To the Members of Highway 14 Regional Water Services Commission:
Opinion

We have audited the financial statements of Highway 14 Regional Water Services Commission
(the Commission), which consist of the statement of financial position at December 31, 2021, and
statements of changes in net assets, operations and of cash flows 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 Commission as at December 31, 2021, and the results of its operations and
its cash flows for the year then ended in accordance with Canadian accounting standards for not-
for-profit organizations.

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 Commission 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 and Those Charged with Governance for the Financial Statements

Management is responsibie for the preparation and fair presentation of the financial statements in
accordance with Canadian accounting standards for not-for-profit organizations, 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 Commission’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
Commission or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Commission’s financial
reporting process.
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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:

¢ ldentify 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 Commission’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 audit evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the Commission’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. Qur 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 Commission 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.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and

where applicable, related safeguards.
' Aumicchianico
e LLpP
Edmonton, Alberta f

March 24, 2022 Chartered Professional Accountants
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
STATEMENT OF FINANCIAL POSITION
AS AT DECEMBER 31, 2021

021 2020

ASSETS

CURRENT ASSETS:

B e B e R R B i e memesemrereemerene . 1B2.007:% 433,848
Accounts receivable ..o 301,610 318,254

IOV TIRO oo SRR S s R e s 94,188 102,762
Prepaid EXPenSES......c.ooiiieieiie e 13,134 -

Total current assets ......coeeeiveeveiieeeeeeeeeeeeeiean, 560,939 554,862
INTERNALLY RESTRICTED CASH (Note 3)...........c.......... 480,078 303,535
PROPERTY AND EQUIPMENT (Note 4)........................... 10,897,301 10,863,000

INTANGIBLE ASSETS - net of accumulated
amortization of $60,408 (2020 - $55,193)........cccceeivieeens 148,202 153,417

TOTAE sz s smsmmmasnn. ST2006 820 S 14814
LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Accounts payable and accrued liabilities .......................... $ 265002% 291,801
CLStOMEr depOss o i s bt 106,021 100,010
Bank loan (Note 6)...........cooiiiiiii e 621,301 671,121
Current portion of debenture payable...................c.ccoo.... 328,570 318,146

Total currant liabillties ..... ... ... 1,320,894 1,381,078

DEBENTURE PAYABLE (Note 7) ....c.ccoooovvviveieieeecn 5,907,789 6,236,359

NET ASSETS:
Invested in property and equipment ........................... 4,274,907 3,884,783
Invested in intangible assets................cccoccoviinni e 53,792 54,223
Internally restricted (Note 8) ..., 480,078 303,535

LINTESIRGIRN oo miomin dmdivis e iy S AT St hatass 49,060 14,836

............................................... 4,857,837 4257377

g M

...................................... e $12,086,520 $11,874,814
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
STATEMENT OF CHANGES IN NET ASSETS
R THE YEAR ENDED DECEMBER 31, 2021

FO
\

Balance at the beginning
oftheyear...................

Excess of revenue
(expenses) for the year

Purchase of property
and equipment..............

Repayment of bank loan

Repayment of debenture

payable .............ccoeevveevnnn,

Transfer from internally

restricted ..o

Invested  Invested in

in property  intangible internally 2021 2020

and equipment assets Restricted Unrestricted Total Total
$3,884,783 $54,223 $303535 $ 14,836 $4,257,377 $4,000,517
(257,765) (5,215) 918,609 (65,169) 600,460 256,860

292,066 - (292,066) - - S

48,176 648 = (48,824) 5 -

307,647 4,136 - (311,783) - S

= s {450,000) 450,000 - =
$4,.274907 $53,792 $.480,078 $_49,060 $4,857,837 $4.257.377
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2021

%

021 2020

REVENUE - water and transmission ... $3,484,386 $2,975,184

COST OF SALES -water purchases..............cocvooovoeol 914,446 803,242

BROSSMARGIN.,.icn i msivaamirsmansss  2.560.040 2,171,942

EXPENSES:

Advertising and promotion... 9,874 6,463
Amortization - property and equmrnent 257,765 267,304
- intangible assets... 5,215 5,215

Automotive... 36,037 31,465
Bank charges and mterest 24,048 19,652
Computer.... 39,957 38,145
Contract sewmes 93,368 66,188
Insurance... 16,828 14,331
Interest - bank Ioan 16,660 20,236
- debenture payable 210,057 220,050
Meetings.... 22,626 9,822
Office and postage 48,947 35,890
PTOMSBRIONAN TROS ... .cxcmmsesiis s s s i S 24,800 21,489
Rent (Note 13)... 125,647 110,129
Repairs and mamtenance 181,306 272,696
Salaries and benefits ... 711,342 670,800
Telephone and utrlltles 140,306 106,411
TFAINING <ottt 5,222 500

Total expenses ... 1,970,005 1,916,786
EXCESS OF REVENUE BEFORE THE UNDERNOTED...... 599,935 255,156
SERVICE REVENUE .............. S BRI e s s 525 1,704

EXCESS OF REVENUE FOR THE YEAR ..........cc.c...o......... $_600,460 $_256,860
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2021

%

OPERATING ACTIVITIES:
Cash from operations:
Excess of revenue forthe year....................ocooooi.
Item not involving cash for operations - amortization.......

Increase (decrease) in non-cash working capital
balances:

........................................................................

Accounts payable and accrued liabilities .......................
Customer deposits

Net cash from operating activities...................

FINANCING ACTIVITIES:

Net cash used in financing activities.................

INVESTING ACTIVITY - purchase of property and
EQUIPIMENT.....c.ooiiiiiiiiiiii e

INCREASE (DECREASE) IN CASH DURING THE YEAR..
CASH AT BEGINNING OF THE YEAR

CASH AT END OF THE YEAR

2021 2020

$ 600,460  $ 256,860
262980 272519
863,440 529,379
16,644 10,697
8,574  (18,492)
(13,134) 12,606
(26,799) 16,657
6,011 10,092
854,736 560,039
(49,820)  (46,244)
(318,146)  (308,053)
(367,966)  (354,297)
(292,066)  (238,583)
194,704 (31,941)
437,381 469,322
$632,085 $437,381
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2021
\

1. NATURE OF OPERATIONS:

The Commission was established to provide water transmission services to its member
municipalities through the construction of a municipal waterline from Strathcona County
through Beaver County. The initial members of the Commission were Beaver County,
Strathcona County, Town of Tofield, Village of Holden, Village of Ryley and Town of
Viking.

Effective May 21, 2011 the Commission acquired the water systems assets held by CU
Water Limited for cash consideration of $15.4 million. Subsequent to this date, the
Commission will operate and maintain the water supply system and provide water
transmission services to its member municipalities.

Effective January 1, 2012 Strathcona County purchased a portion of the water systems
assets held by the Commission for cash consideration of approximately $5.3 million. In
conjunction with the purchase of water systems assets, Strathcona County discontinued
its membership in the Commission effective January 1, 2012. Proceeds were used to
repay outstanding debt.

2. ACCOUNTING POLICIES:

These financial statements were prepared in accordance with Canadian accounting
standards for not-for-profit organizations and include the following significant accounting
poiicies:

Revenue recognition:

Revenue from water sales is recognized when the water has been transmitted to the
customer.

Revenue from service sales is recognized when the service has been provided.

Inventory:

Inventory consists of parts and is stated at lower of cost and net realizable value. Cost
is determined using the first-in, first-out method.

Properly and equipment:

Property and equipment are stated at cost. Amortization is provided at the following
annual rates:

Automotive equipment....................... 30% declining balance
Buildings...........ooooooi 2.5% straight-line
Computer equipment............................. 30% declining balance
Distribution and transmission equipment........ 1.5% - 10% straight-line
Office and field equipment....................... 20% declining balance
Scada equipment............................. 10% straight-line
Leasehold improvements ... 5% straight-line

Property and equipment under development represents capital projects under
construction and are therefore not being amortized.
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Page 2
HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2021

2. ACCOUNTING POLICIES (continued):
Intangible assets:

Intangible assets consist of land rights and are stated at cost. Amortization is
provided using the straight-line method at a rate of 2.5% per annum.

Pension expenditures:

Contributions for current and past service pension benefits are recorded as
expenditures in the year in which they became due.

Invested in property and equipment:

Invested in property and equipment represents the Commission’s net investment in
property and equipment, after deducting the portion financed by third parties through
debt or other long-term capital borrowings.

Invested in intangible assets:

Invested in intangible assets represents the Commission’s net investment in intangible
assets, after deducting the portion financed by third parties through debt or other long-
term capital borrowings.

Internally restricted net assets:

Net assets are internally restricted at the discretion of the Commission to set aside
funds for future expenditures.

Financial instruments:
The Commission initially measures its financial assets and liabilities at fair value.

The Commission subsequently measures all its financial assets and financial liabilities
at amortized cost.

The Commission’s financial instruments measured at amortized cost consists of cash,
accounts receivable, accounts payable and accrued liabilities, customer deposits,
bank loan and debenture payable.

Financial assets measured at amortized cost are tested for impairment when there are
indicators of impairment. The amount of the write-down is recognized in net income.
Any previously recognized impairment loss may be reversed to the extent of the
improvement, directly or by adjusting the allowance account, provided it is no greater
than the amount of impairment recognized previously. The amount of the reversal is
recognized in net income.

Yaremchuk & Annicchiarico LLP  Chartered Professional Accountants



Page 3
HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2021
\

2. ACCOUNTING POLICIES (continued):
Cash and cash equivalents:

Cash and cash equivalents consist of balances with banks and short-term
investments that can be converted readily to cash.

Use of estimates:

The preparation of financial statements in conformity with Canadian accounting
standards for not-for-profit organizations requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure
of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

3. INTERNALLY RESTRICTED CASH:

By resolution of the Board of Directors, cash in the amount of $480,078 (2020 -
$303,535) has been restricted to fund the internally restricted reserve. The funds can
only be expended upon approval of the Commission.

4. PROPERTY AND EQUIPMENT:

The major categories of property and equipment and related accumulated amortization
are as follows:

Accumulated Net Book Value
Cost Amortization 2021 2020
Land ..o $ 423,055 % - $ 423,055% 423055
Automotive equipment....... 228,345 187,301 41,044 49,040
Buildings......................... 1,079,445 200,333 879,112 899,620
Computer equipment.......... 84,014 62,852 21,162 21,936

Distribution and
transmission equipment.... 11,223,753 1,890,055 9,333,698 9,252,059

Field equipment................ 68,243 43,806 24,437 30,545
Office equipment ................ 50,881 33,598 17,283 21,605
Scada equipment................ 258,953 222,471 36,482 42,230
Leasehold improvements ... 37,643 10,351 27,292 29,174
Property and equipment

under development........... 93,736 - 93,736 93,736

$13,548,068 $2.650,767 $10,897,301 $10,863.000
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2021
E

5. BANK INDEBTEDNESS:

The revolving demand loan bears interest at the bank prime rate plus 0.25% per annum
and is authorized to a maximum of $600,000. There was no balance outstanding on the
loan at December 31, 2021 or 2020. The loan is secured by a general security
agreement over all assets of the Commission.

Subsequent to year end, as part of the loan renewal, the interest rate on the revolving
bank loan changed to the bank prime rate plus 0.5% per annum.

6. BANK LOAN:

Bank loan bears interest at the bank prime rate plus 0.12% per annum and is due in
monthly payments of $5,540, principal and interest combined with the balance due
February 28, 2022.

Subsequent to year end, as part of the loan renewal, the interest rate on the bank loan
changed to 3.68% per annum with the balance due February 28, 2027. The monthly
payments did not change.

Bank loan is due on demand, however the bank has agreed to accept payments as
indicated. Bank loan is secured by a general security agreement over all assets of the
Commission.

7. DEBENTURE PAYABLE:
The debenture is repayable to the Alberta Capital Finance Authority, bears interest ata
rate of 3.25% per annum and is repayable in semi-annual payments of $264 302,
principal and interest combined on June 15 and December 15 each year with the
balance due December 15, 2036.

Debenture payable is issued on the credit and security of the Commission at large.

Principal and interest repayments are as follows:

Principal Interest Total
2022 .o $ 328,570 $ 200,034 $ 528,604
2023 e 339,335 189,269 528,604
2024 ..o 350,453 178,151 528,604
2025 e 361,935 166,669 528,604
2026 ..o 373,794 154,810 528,604
Thereafter.................o.ooii 4,482,272 803,748 5,286,020

$6,236.359 $1.692,681 $7,929.040
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2021
\

8. NET ASSETS - INTERNALLY RESTRICTED:
By resolution of the Board of Directors, funds have been internally restricted for a
distribution capital expenditure reserve, operational reserve, transmission capital
expenditure reserve and truck fill capital expenditure reserve.
The funds can only be expended upon approval of the Commission.

9. DEBT LIMITS:

Section 602.29 of the Municipal Government Act requires that debt and debt limits as
defined by Alberta Regulation 76/100 for the Highway 14 Regional Water Services
Commission be disclosed as follows:

2021 2020

Total debt limit....................ocoooovv $ 6,969,822 $ 5,953,776
Authorized excess debt.......................... - 1,271,850
Totaldebt ...........cocooovviiiiii (6,857,660) (7,225,626)
Amount of total debt limit remaining ... $_112,162 $ -
Debt servicing limit......................... $ 1,219,719 $ 1,041,911
Debt servicing ..........c..oooooovoio (695,084) _ (595,084)
Amount of total debt servicing remaining....................... $__ 624635 $_ 446827

The debt limit represents 2 times the eligible revenue of the Commission, and the debt
servicing limit represents 0.35 times the eligible revenue. On January 18, 2012, the
Minister of Municipal Affairs authorized the commission to borrow up to $17,000,000 to
fully acquire the water supply system assets from CU Water Limited as outlined in Note
1.

10.FINANCIAL INSTRUMENTS:
The Commission is exposed to risk on certain financial instruments as follows:
Credit risk:
Credit risk is the risk that one party to a financial instrument will cause a financial loss
for the other party by failing to discharge an obligation. The Commission is exposed
to credit risk on accounts receivable. In order to reduce its credit risk, the Commission
has adopted credit policies which include the analysis of the financial position of

debtors and the regular review of their credit limits. The Commission also provides for
doubtful accounts based on the estimated realizable value of the accounts receivable.
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2021

10. FINANCIAL INSTRUMENTS (continued):
Market risk:

Market risk is the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market prices. Market risk comprises three types
of risk: currency risk, interest rate risk and other price risk. The Commission is mainly
exposed to interest rate risk.

Interest rate risk:

Interest rate risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in the market interest rates. The
Commission is exposed to interest rate risk on bank loan and debenture payable. The
fixed-rate instruments subject the Commission to a fair value risk while the floating-
rate instruments subject it to a cash flow risk.

11. COMMITMENTS/ECONOMIC DEPENDENCE:

The Commission entered into an agreement, dated January 1, 2012, to purchase water
from Strathcona County for sale and delivery through the system. The agreementis for
a 25 year term from the date of execution of the agreement and renewable untii
cancelled.

The Commission is economically dependent on Strathcona County for the purchase of
water.

12.LEASE COMMITMENTS:
The Commission has entered into the following lease commitments:

a) Lease of truck fill property and equipment from a member of the Commission,
Beaver County, under a lease agreement which expires March 2025. The minimum
rent payable effective April 1 of each year is due in equal monthly instalments of the
annual rent calculated for the previous year ended March 31. The minimum annual
rent is calculated by multiplying the total cubic metres of water sold at the truck fill
station by a rate of $0.75 per cubic metre. Any difference between the total monthly
instalments paid and annual rent calculated as of March 31 each year will either be
paid to or refunded by Beaver County without interest being assessed.

The lease contains an option for the Commission to purchase the truck fill property
and equipment for a purchase price of $1,101,603 plus interest calculated at a rate
of 1.5% per annum from the date of commencement of the lease, April 1, 2015, less
the sum of the rental payments paid by the Commission for the period April 1, 2015
to the date the purchase option is exercised.
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2021
\

12.LEASE COMMITMENTS (continued):

b) Lease of truck fill property and equipment from a member of the Commission, Town
of Tofield, under a lease agreement which expires December 2036. The minimum
rent payable is due in monthly instalments by multiplying the total cubic metres of
water sold at the truck fill station for the previous month by a rate of $0.25 per cubic
metre plus the reimbursement of the bulk water charges in the previous month to the
Town of Tofield.

13.RELATED PARTY TRANSACTIONS:

During the year, the Commission paid property and equipment rent to members of the
Commission as follows:

2021 2020
Beaver County ............oocooooovivoieoo $ 79,003 $ 71,190
Town of Tofield................oooovveeeeoeoi 43,466 35,370

$122,469  $106.560

During the year, the Commission received grants from Beaver County of $56,667 and
Claystone Waste Limited Partnership of $56,667. These grants relate to the
construction of certain property and equipment and have been netted against the
related costs. Claystone Waste Limited Partnership is controlled by the members of the
Commission.

These transactions are in the normal course of operations and are measured at the
exchange amount, which is the amount of consideration established and agreed to by
the related parties.

14.DIRECTOR REMUNERATION DISCLOSURE:

Disclosure of remuneration and other costs for directors is as follows:

2021 2020
Ewashko, D.  Former Director.................co.... $ 2,590 $1,110
Lefsrud, C. Director ..o 370 -
Magneson, T. Former Vice-Chair................... 2,775 3,145
Marko, B. FormerChair............................ 6,590 1,170
Pederson, D. Vice-Chair..................coovvii 2,960 1,295
Reid, S. Director ..o 370 -
Schiewe, T.  Director ... 370 -
Tiedemann, L. Chair ... 3,760 1,295
Zoopkow, J. Alternate.......................__ - 925
Total .o $19,785 $8.940
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HIGHWAY 14 REGIONAL WATER SERVICES COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2021
R

14. DIRECTOR REMUNERATION DISCLOSURE (continued):

Remuneration includes regular base pay, gross honoraria and any other direct cash
remuneration.

Payments for travel and meals and accommodations are considered to be
reimbursements and have therefore been excluded from the above.

15.LOCAL AUTHORITIES PENSION PLAN:

Employees of the Commission participate in the Local Authorities Pension Plan (LAPP),
which is covered by the Public Sector Pension Plans Act. It is financed by employer
and employee contributions and investment earnings of the LAPP fund.

Contributions for current service are recorded as expenditures in the year in which they
become due.

The Commission is required to make current service contributions to the plan of 9.39%
of pensionable earnings up to the Canada Pension Plan Year's Maximum Pensionable
Earnings and 13.84% for the excess.
At December 31, 2020, the Local Authorities Pension Plan disclosed an actuarial
surplus of approximately $4,96 billion. No asset has been recorded in these financial
statements at December 31, 2021 related to this actuarial surplus.

16.INCOME TAX STATUS:

The Commission is a non-profit organization within the meaning of the Income Tax Act
(Canada) and is exempt from income taxes.

17.APPROVAL OF FINANCIAL STATEMENTS:

These financial statements were approved by the Commission and Management.

Yaremchuk & Annicchiarico LLP Chartered Professional Accountants



