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The Consolidated Financial Statements are intended to provide Council, the public, the City’s debenture holders, and
other stakeholders, an overview of the state of the City’s finances at the end of the fiscal year and indicate revenues,

expenses and funding for the year.

The preparation, content and accuracy of the Consolidated Financial Statements and all other information included
in the financial report are the responsibility of management.

The financial statements are prepared in accordance with generally accepted accounting principles as set by the
Canadian Institute of Chartered Accountant’s (CICA) Public Sector Accounting Board (PSAB).

These Consolidated Financial Statements have been audited by Ernst & Young LLP whose role is to express an
independent opinion on the fair presentation of the City’s financial position and operating results and to confirm
that the statements are free from material misstatement. The external auditor’s opinion is to provide comfort to third
parties that the financial statements can be relied upon.

The Consolidated Financial Statements include the following individual statements:

Name

Purpose

Consolidated Statement of Financial
Position

Consolidated Statement of Financial
Activities

Consolidated Statement of Cash Flows

Consolidated Schedule of Current

Operations

Consolidated Schedule of Capital
Operations

Consolidated Schedule of Reserves
and Reserve Funds

Provides a summary of the City’s financial assets and liabilities (the financial
resources the City has available for future services and the future revenues
required to pay for past transactions).

Outlines revenues, expenditures and financing in the year, as well as fund balances

at year end. This statement reflects the combined operations of the operating,
capital, reserve and reserve funds for the City and its consolidated entities.

Summarizes how the City’s cash position changed during the year by highlighting
the City’s sources and uses of cash.

Outlines revenues, expenditures and financing for current operations in the year
with comparisons to budget, as well as operating fund balance at year end.

Outlines revenues, expenditures and financing for capital operations in the year
with comparisons to budget, as well as capital fund balance at year end.

Summarizes funds raised by the City in the year for reserve and reserve funds,
what those funds were used for and how they compared to the budget.
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The Consolidated Financial Statements combine the financial results of the City’s divisions with the financial results of
the agencies, boards, commissions and government business enterprises that the City effectively controls. There are
108 entities that are included in the financial statements and these are listed in Note 1 to the Consolidated Financial
Statements. The remaining notes to the statements provide further detail about the City’s financial position and
results are an integral part of the statements.

Under PSAB rules, only the Consolidated Statement of Financial Position, Consolidated Statement of Financial Activities
and Consolidated Statement of Cash Flow are required statements. However, to aid readers in understanding the
financial statements, schedules have been prepared for current operations, capital operations, and reserves and
reserve funds.

Consolidated Statement Of Financial Position

The Consolidated Statement of Financial Position is the municipal equivalent of the private sector’s balance sheet
with the exception that tangible capital (physical) or “fixed” assets are not recorded. As indicated in Note 20 to the
Consolidated Financial Statements, beginning in 2009, Tangible Capital Assets will be reported on this statement.
This statement focuses on the City’s assets and liabilities. The difference between the two is the City’s net liability
position and represents the net amount that must be financed from future budgets. The City’s net liabilities are
broken down in the “Municipal Position” portion of the statement and are divided between the funds (assets) the City
has set aside for future purposes and the gross amount of the City’s debt that is intended to be funded in the future.
The City has three funds:

(@ The Operating Fund is primarily made up of the City’s financial interest in its government business enterprises,
which consist of Toronto Hydro Corporation, Toronto Parking Authority, Toronto Economic Development
Corporation (TEDCO) (prior to November 14, 2008) and Enwave. It also includes the net financial interest in the
City’s agencies, boards and commissions (ABCs) of which the TTC, Toronto Community Housing Corporation
(TCHC) and the Toronto Atmospheric Fund (TAF) are the most prominent. The Operating Fund also contains the
2008 surplus which will be distributed in 2009 in accordance with the 2009 Budget.

(b) The Capital Fund represents the net position of the City’s capital projects. The capital fund is in a deficit position,
which indicates that financing (such as a debt issuance) for certain projects has yet to occur.

(c) The Reserves and Reserve Funds represent past revenues and contributions that have been set aside for future
use. The majority of these funds are earmarked for future capital financing and for stabilizing the peaks and
valleys of operating expenditure and revenue levels from year to year. A breakdown of the City’s reserves and
reserve funds can be found in Note 15 to the Consolidated Financial Statements.

In addition to the reserves and reserve funds, the City also has received funds for specific purposes under legislation,
regulation or agreements. The recognition of these funds as revenues has been deferred until related expenditures
occur in the future. For example, development charges, parkland dedication fees and Federal and Provincial
Government transfers received (such as public transit funding), are not recognized as revenues until such time as the
projects are constructed. These restricted funds are included in Financial Liabilities and not in the Municipal Position.
A breakdown of the City’s deferred revenue obligatory reserve funds can be found in Note 6(a) to the Consolidated
Financial Statements.

50 | CITY OF TORONTO FINANCIAL REPORT 2008



Consolidated Statement of Financial Activities

The Consolidated Statement of Financial Activities is considered to be the municipal equivalent to the private sector’s
income statement. However, like the Consolidated Statement of Financial Position, there is an important distinction.
Although the statements are on an accrual basis of accounting for most revenues and expenses, this is not a “full
accrual” model as the costs of the City’s physical assets are expensed in the year they are purchased or constructed.
As indicated in Note 20 to the Consolidated Financial Statements, this will change for the 2009 reporting period
when capital assets will be amortized over the expected useful lives of the assets and amortization expense will be
recorded in the statement.

The Consolidated Statement of Financial Activities provides a summary of the revenues, expenditures and financing
activities throughout the reporting period and reflects the combined operations of the operating, capital, reserve and
reserve funds for the City and its consolidated entities.

The focus of the Consolidated Statement of Financial Activities is the net expenditure/revenue figure found in the
middle of the statement. A net expenditure (referred to in the statement as an “Excess of Expenditures over Revenues”)
figure represents an amount that the City has to finance from sources other than operating revenue. A net revenue
figure represents an amount that the City could use to repay past financing or could set aside in reserves for future
use. The “Financing” section of the statement below this figure outlines the new long-term debt the City has issued
(debentures) or assumed (employee benefits, solid waste obligation) in the year and the debt retired in the year.

Restatement of Prior Period Consolidated Financial Statements

During 2009, the City identified two items that resulted in a restatement of 2007 comparative figures:

1) an error in the actuarial valuation of sick leave liabilities which resulted in a net increase in accrued benefit
liabilities of $68.8 million;

2) a change in the organizational structure of Toronto Waterfront Revitalization Corporation (TWRC) resulting in a
decrease in net expenditures of $6.1 million.

(See Note 2 of the Consolidated Financial Statements)

Financial Condition

The most important measure of any government’s financial condition is its net financial asset (liability) position: financial
and non-financial assets (cash, receivables, investments, inventory and prepaid expenses) less financial liabilities (trade
and employment payables, mortgages and debentures). The City’s net liability position at December 31, 2008 (as
compared to 2007) increased by $444 million to $3.33 billion. This increase in the City’s net liability is primarily due to:

e growth in deferred revenue resulting from receipt of funds under the Investing in Ontario Act, 2008 ($238
million);

e increase in restricted public transit funds, mainly from Move Ontario 2020 monies received during the year
($261 million);

e increase in development charge and planning act charge obligatory reserves ($128 million);

e increase in employee benefit liabilities ($188 million);

e  partially offset by an increase in cash and investments ($337 million).
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The City’s long-term debt (Note 10) remained virtually unchanged in the year as debt principal repayments were
almost equivalent to new debt issued.

In order to improve the City’s net financial liability position, the City continues to implement its Long Term Fiscal Plan.
Some key measures included in the plan are: tax policies which enhance economic competitiveness and improve
Toronto’s business climate, utilization of user rate adjustments for environmental and cost control purposes, creating
new revenue sources (Municipal Land Transfer Tax and Personal Vehicle Tax, approved by City Council in October
2007 and effective 2008) and working with the Province to realize the upload of social service program costs in 2008
and beyond.

While the debt financing will continue to grow due to state of good repair funding requirements and increased focus
on improving public transit, the City’s updated Capital Plan, inclusive of enhanced federal and provincial funding and
combined with the City’s strategic infrastructure partnership reserve fund, ensures a solid financing plan is in place
for the next five years.

The positive effects of implementing these financial plans are reflected in the City’s AA and AA+ independent
credit ratings.

Another key indicator of a government’s financial condition is the liability amount that must be paid from future
revenues (see Note 12 of Consolidated Financial Statements). These liabilities include TCHC mortgages, debentures,
employee benefit liabilities, property and liability claim provisions, landfill liabilities and environmental liabilities.
In 2008, the total amount that will be recovered from future property taxes and other revenues grew by $188 million
to $6.45 billion. This increase mainly consists of:

e anincrease of $188 million in employee benefits liabilities;

e anincrease of $32 million in the property and liability claims provision during 2008;
e anincrease in landfill closure and post-closure liability of $11 million;

e  offset by decreases in mortgage and long term debt of $47 million.

Table 1 outlines the trend in financial asset and liability growth over the last five years.

Table 1
Net Liabilities — Five-year Summary

(in thousands of dollars)

Average
Net Financial Liabilities Annual Increase 2008 2007 2006 2005 2004
Financial Liabilities 9.11% 10,647,259 9,631,062 8,451,699 8,067,913 7,526,205

Financial and
] ) 7.32% 7,312,432 6,739,792 6,166,534 5,825,636 5,514,894
Non-financial assets

Net Liabilities 13.82% 3,334,827 2,891,270 2,285,165 2,242,277 2,011,311
Percentage Increase 15.34% 26.52% 1.91% 11.48%
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The City’s net liabilities have increased by an average annual rate of 13.82% over the last five years attributable to
increases in long-term debt to third parties and in long-term employee benefit liabilities. The significant growth in debt
has been driven mainly by the need to finance transit capital expenditures and to finance social housing projects as
well as the growth of employee benefit liabilities. Chart A provides the breakdown of long-term liability growth by
debt type.

Chart A > LONG-TERM LIABILITIES
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Additional information on the mortgage liabilities of TCHC can be found in Note 9 of the Consolidated Financial Statements.
Note 10 provides additional information about the provincial loan and the City’s debenture debt. Further detail about the
City’s employee benefit liabilities can be found in Note 11 of the Consolidated Financial Statements.

To put the City’s net liabilities into a different context, Chart B expresses the net liabilities as a percentage of the
City’s own source revenues (excluding government transfers and earnings from investments in government business
enterprises (GBE’s)). The net liabilities as a percentage of own source revenues has grown from 36.4% to 47.3% in the
last five years.
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Chart B > NET LIABILITIES AS A PERCENTAGE OF OWN SOURCE REVENUES
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The City’s net liabilities substantially exceed the City’s reserve and reserve fund balances as shown in Chart C. The vast
majority of the reserve and reserve funds are committed to fund capital projects identified in the 10-year capital plan, and
future known liabilities, leaving only a small portion available for discretionary spending. The balances of all the Obligatory
Reserve Funds are restricted for specific purposes as designated by legislation or contractual agreements and all capital
reserves/reserve funds are required to replace and maintain capital assets. Also, the current balances of some reserve
funds (e.g. Employee Benefits) are not adequate to cover the future obligations for which they have been set aside.

For financial statement purposes, PSAB requires that obligatory reserve fund balances (such as development charges
and unspent provincial public transit funding) be classified as deferred revenue (see Note 6 (a) of Consolidated Financial
Statements). As a result, the reserve and reserve fund balances in the financial statements are lower than those included
in staff reports to the Budget Committee and Council which include obligatory reserve fund balances.
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Chart C > RESERVES AND RESERVE FUND BALANCES
AS A PERCENTAGE OF NET LIABILITIES
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Note 15 of the Consolidated Financial Statements provides a breakdown of the City’s reserves and reserve funds.
Analysis of Key Asset and Liability Accounts

Accounts Receivable
Accounts receivable balances increased $104 million in 2008. The increase consists of the following:
e receivable from the Government of Canada for Federal Gas Tax for 2008 ($40.7 million);
e receivable from the Government of Ontario for Ontario Bus Replacement Program ($25.7 million) and Personal
Vehicle Tax ($3.7 million);
e accrual of revenue for the new Solid Waste Management Residential Fee Program ($12.9 million);
e accrual from York regarding their subway contribution payment ($10 million); and
e miscellaneous other increases.

(in thousands of dollars)

Accounts Receivable 2008 2007
Government of Canada 178,045 146,088
Government of Ontario 77,452 45,813
Other municipal governments 12,893 1,415
School board 300 600
Water fees 108,920 107,513
Other Fees and Charges 442,478 409,381
Total 815,088 710,810
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Property Taxes Receivable

Property taxes receivable includes all outstanding taxes, items that have been added to the tax roll (such as utilities
arrears, drainage charges, local improvement charges), accumulated penalties and interest charges, net of allowance
for uncollectible taxes. A breakdown of this receivable is noted below:

(in thousands of dollars)

Property Taxes Receivable 2008 2007
Current year 184,623 158,156
Prior year 26,622 22,780
Previous years 26,942 30,955
Interest/penalty 30,363 30,782
Less: allowance for doubtful accounts (22,476) (22,301)
Total 246,074 220,372

Total year-end property taxes receivable increased by $25.7 million mainly as a result of the following:

e Economic conditions experienced in 2008 resulted in a $14.3 million increase in December 31, 2008 taxes
receivable as compared to December 31, 2007. This amount is fully secured by the underlying property value.

e Year-end receivables, which are due in future periods, increased by $11.2 million. These receivables include
supplementary/omitted levies and other charges issued late in the year and due in the following year, as well
as tax increase deferrals under the City’s tax assistance program for seniors, which only become due when
property ownership has transferred.

Other Assets
Other Assets increased by $52.7 million to $63.9 million (2007: $11.2 million) due primarily to:

e  TCHC advancing an additional $24.2 million in 2008 to Dundas Parliament Development Corporation (DPDC)
for the interim financing of their construction, and

e  Consolidation of TEDCO, which increased other assets ($28.5 million) for the following: land held for resale
($10.5 million), mortgages receivable ($16.6 million) and other miscellaneous assets ($1.4 million).

Investments

Investments increased by $241 million to $3.82 billion (2007: $3.58 billion) due primarily to: receipt of funds in 2008
from the Province of $452 million to fund public transit initiatives and receipt of provincial Investing in Ontario Act
funds of $238 million, offset by debt issuance that was $415 million less than budgeted. Details about the City’s
investment portfolios and their yields are provided in Note 3 to the Consolidated Financial Statements.
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Investment in Government Business Enterprises

During the year, the City reorganized the activities previously undertaken by Toronto Economic Development
Corporation (TEDCO), with portions transferred to Build Toronto, Invest Toronto and Economic Development, while
certain activities remain with TEDCO. As a result of these changes, TEDCO no longer qualifies as a government
business enterprise (GBE), and is consolidated as an agency, board or commission (ABC), from the date of
incorporation of the two new companies, November 14, 2008. Additional information regarding the City’s remaining
GBEs as at December 31, 2008, including 2008 transactions for all GBEs with the City as well as condensed financial
results, are provided in Note 5 and Appendix 1 to the Consolidated Financial Statements.

Accounts Payable and Accrued Liabilities
The breakdown of accounts payable and accrued liabilities at December 31, 2008 with 2007 comparatives is as follows:

(in thousands of dollars)

Accounts Payable and Accrued Liabilities 2008 2007
Local Board trade payables 465,946 347,138
City trade payables and accruals 770,536 821,201
Payable to school boards 157,376 204,403
Provision for assessment appeals 397,182 373,943
Credit balances on property tax accounts 65,692 107,681
Payroll liabilities 114,086 91,942
Total 1,970,818 1,946,308

Local trade payables were higher in 2008 primarily due to increases in Toronto Transit Commission (TTC) trade
payables of $75.1 million and consolidation of TEDCO payables of $26.3 million. The provision for tax assessment
appeals increased by approximately $23.2 million given that the total value outstanding with the Assessment Review
Board (ARB) increased over the year due to the slow pace of appeals being cleared by the Board. The decrease
in credit balances on property tax accounts is due to refunds being issued throughout the year thus reducing the
outstanding credit balance. Payroll liabilities were higher as an additional day’s pay was accrued in 2008.

Deferred Revenue

Deferred revenue increased by $684 million to $1.92 billion (2007: $1.24 billion) primarily due to money received in
2008 from the Provincial government for the Investing in Ontario Act — $238 million and funds for Move Ontario 2020
— $452 million, the majority of which remained unspent as of December 31, 2008.

Other Liabilities
Other liabilities increased by $156 million to $418.1 million (2007: $262.3 million), mainly as a result of:
e anincrease in the property and liability claims provision ($31.6 million);
e anincrease in the TCHC bank loan ($43 million);
e increases in Toronto Transit Commission (TTC) in unsettled accident claims ($20.9 million); and
e inclusion of TEDCO environmental liabilities ($47.8 million).
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Net Long-Term Debt

Net long-term debt decreased by $17 million to $2.74 billion (2007: $2.76 billion) as follows: issuance of debt totalling
$302 million by the City and Toronto Community Housing Corporation (TCHC), offset by debt repayments and
interest earned on sinking funds totalling $319 million.

Although the City was planning to issue $200 million in debt in the Fall of 2008, the credit markets froze and capital
market conditions deteriorated around mid-September due to the sub-prime mortgage crisis, subsequent bank
bailouts and the bankruptcy of Lehman Brothers in the United States. The decision was made not to issue debt
during the remainder of 2008 because the City’s cost of borrowing would have increased dramatically. 2009’s
authority was increased to $700 million as the debt markets were expected to improve in 2009, which has occurred
in recent months.

Employee Benefit Liabilities
Employee benefit liabilities increased by $188 million to $2.59 billion (2007: $2.40 billion), as follows:
e increase in the non-OMERS pension plan liabilities ($78 million);
e increase in sick leave benefits ($17 million);
e increase in workers’ compensation benefits ($18 million);
e increase in post-employment benefits ($50 million); and
e change in unamortized actuarial losses ($25 million).

Additional information is provided in Note 11 of the Consolidated Financial Statements.

Operating Expenditures

Gross operating expenditures for 2008 totalled $8.0 billion (2007: $7.61 billion). The increase was generated largely by
inflationary increases (wages, materials and contracted services), increased employee benefit liabilities and increased
interest charges on long-term debt.

Chart D breaks down the gross expenditures by cost object. Salaries, wages and benefits accounted for the largest
portion at 55% of the total amount. It should be noted that principal re-payments on debt are not included as they
are considered financing transactions for accounting purposes and are not considered expenses.

ChartD > EXPENDITURES BY OBJECT — CURRENT OPERATIONS
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Note 14 to the Consolidated Financial Statements provides a consolidated (operating and capital) summary of
expenditures by object.

Table 2 provides a comparison of 2008 actual expenditures by program versus budget, and a comparison with the
previous year’s actuals.

Table 2
Current Operating Expenditures by Programs
(in thousands of dollars)

2008 2008 Difference Change 2007
Expenditures Budget Actual % Actual
General government 582,290 666,511 (84,221) (12.6%) 491,541
Protection to persons and property 1,329,084 1,428,640 (94,556) (6.6%) 1,426,550
Transportation 1,719,812 1,805,884 (86,072 4.8%) 1,656,981
Environmental services 621,481 603,145 18,336 3.0% 593,947
Health services 351,313 368,773 (17,460) 4.7%) 349,179
Social and family services 1,850,150 1,794,286 55,864 31% 1,761,551
Social housing 608,793 558,895 49,898 8.9% 609,646
Recreational and cultural services 659,201 683,682 (24,481) (3.6%) 650,896
Planning and development 33,612 99,594 (65,982) (66.3%) 66,323
Total 7,755,736 8,004,410 (248,674) (3.2%) 7,606,614

The budget column included in the Consolidated Financial Statements reflects the approved budget at the time the
tax levy is approved by Council. Although City Council approves revisions to the budget throughout the year, these
amendments are not reflected in the budget column shown in the Consolidated Financial Statements (see Note 17 in
the Consolidated Financial Statements).

Table 2 indicates that actual expenditures in 2008 were higher than budget by $249 million. This is primarily due to
an increase in the PSAB accrual for adjustments for retirement and post employment benefits ($110.3 million) and an
increase in legacy pension plan liabilities ($77.6 million) due to the immediate recognition of actuarial gains or losses
on the City’s legacy pension plans which incurred investment losses in 2008. Both of these items are non-cash items
that are not included in the City’s budget.

In addition to the employee benefit liabilities noted above, a detailed breakdown of contributing factors by function
is as follows:

e The General Government category includes an increase in provision for property liability claims ($31.6
million); accruals for tax rebates payable for the new Solid Waste Management Residential Fee Program
($56.6 million), Municipal Land Transfer Tax ($10.3 million) and Personal Vehicle Tax ($1.9 million); offset by
the transfer of the $75 million special hydro dividend received in operating, prior to transfer to the TCHC State
of Good Repair Reserve Fund.
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e Actual costs for protection to persons and property (Police, Fire, Building Services and Conservation
Authority levies and the Provincial Offences Act Courts) include increased WSIB occupational illness claims
($7.1 million).

e  Transportation includes Roads/Traffic signals maintenance and Transit. The increase resulted from increased
snow removal and winter maintenance costs as a result of the large and frequent accumulation of snow.
Toronto Transit Commission expenditures were higher than budget primarily as a result of accident claims
expenses which were higher than anticipated ($20 million).

e  Environmental services spending was lower than budget due primarily to lower production and efficiencies.

° Health Services increased expenditures included overtime costs due to hospital offloading delays
($4.4 million).

e  Social and Family Services spending was lower than budget by $55.9 million as average monthly caseload
of 75,708 compared favourably to the budgeted caseload of 77,000.

e  Social Housing decrease was related to lower than budget spending at TCHC ($50 million).

e Planning and development spending was higher than budget due to consolidation of Toronto Water
Revitalization Corporation (TWRC) ($11.5 million) and TEDCO ($46.7 million).

City Revenues

While the annual budget process focuses primarily on property tax increases, it must be emphasized that property
taxes are only one of the City’s many revenue sources. In 2008, property taxes made up 41.98% (2007 — 41.92%) of
the City’s operating revenue.

The five year summary of revenues outlined in Table 3 demonstrates that property taxes continue to be the slowest
growing revenue source for the City. During this period, assessment growth has been low. In addition, the City
has been limited by provincial legislation and Council policy from extending tax rate increases on the commercial,
industrial and multi-residential assessment base. The commercial, industrial and multi-residential assessment base
represents approximately 58% of the City’s tax revenue base.

As a result of the slow growth of property tax revenue, more reliance has been placed on user fees, senior government
transfers and other sources of revenue to meet expenditures and minimize property tax rate increases. Council’s approval
of the Municipal Land Transfer Tax and Personal Vehicle Tax in October of 2007, both of which were implemented in
2008, are examples of the action taken by the City to diversify its revenue sources to address this issue.
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Table 3

Consolidated Revenues - Five-year Summary

Revenues

Property taxes

Municipal land transfer tax
(MLTT)

Personal Vehicle Tax (PVT)
User charges

Government transfers
Other

Total
Percentage Increase

Increases in property tax revenues averaged 3.17% over the past five years. Over the same period, public sector wages

(in thousands of dollars)

Avg.
Annual 2008 2007 2006 2005 2004

Increase
317% 3,369,949 3,285,947 3,187,263 3,082,009 2,974,975
n/a 165,743 — — — —
n/a 14,992 — — — —
5.82% 2,108,423 1,966,890 1,856,407 1,766,557 1,681,994
8.55% 2,222,619 1,952,047 2,254,726 1,831,399 1,600,688
13.72% 1,630,979 1,655,652 1,236,089 1,045,713 975,388
7.12% 9,512,705 8,860,536 8,534,485 7,725,678 7,233,045
7.36% 3.82% 10.47% 6.81% —

increased annually by 3% and non-residential construction costs increased by an average of 7.07% annually.

User fees have increased in 2008 due to an increase in Transit Fare passenger revenue ($56.4 million) as a result of
three million additional riders, higher water revenue ($23.8 million) and additional revenue due to new waste collection

fees implemented in 2008 ($58 million).

The government transfers increase in 2008 is primarily attributable to increased Provincial and Federal Grants for
Social and Family Services ($76.8 million) and increased subsidies for TTC: operating ($149 million) and capital

($61 million).

The decrease in other revenue in 2008 as compared to 2007 is attributed primarily to receiving an one time payment

of $36.5 million from Astral Media in 2007 for the street furniture program.
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Table 4 provides a comparison of 2008 revenues by type to budget and Table 5 provides a comparison to previous year.

Table 4
Current Operating Revenue
Budget to Actual Comparison (2008 Performance)
(in thousands of dollars)

Revenue 2008 2008 . Change
Difference

Budget Actual %

Property Tax revenues 3,315,948 3,369,949 54,001 1.6%
MLTT and PVT - 180,735 180,735 n/a
User charges 2,132,013 2,108,423 (23,590) (1.1%)
Government transfers 1,973,170 2,014,261 41,091 2.0%
Other Revenue 759,094 785,381 26,287 3.3%
8,180,225 8,458,749 278,524 3.3%

The favourable variance in the Property tax revenues is mainly attributable to the City receiving an additional (fourth)
supplementary/omitted assessment roll from MPAC ($18.8 million), and BIA levies ($16.9 million).

The unfavourable variance in user charges revenue is mainly attributed to reduced water usage during summer
months due to the wet summer ($19 million). Although water revenues increased in comparison to 2007 due to the
rate increase, overall volumes of water decreased during the year.

Table 5
2008 Current Operating Revenue Comparison to Prior Year
(in thousands of dollars)

Net revenues 2008 2007 Difference Change
Actual Actual %

Property tax revenues 3,369,949 3,285,947 84,002 2.6%
MLTT and PVT 180,735 — 180,735 100.0%
User charges 2,108,423 1,966,890 141,533 7.2%
Government transfers 2,014,261 1,762,325 251,936 14.3%
Other revenues 785,381 824,344 (38,963) (4.7%)
8,458,749 7,839,506 619,243 7.9%

Expenditures 8,004,410 7,606,614 397,796 5.2%
Net revenues 454,339 232,892 221,447 95.1%

Property tax revenues increased in 2008 due to the 3.385% tax rate increase on residential property (1.128% increase
on commercial and other non-residential property) and a $26.6 million increase from assessment growth.
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Capital Operations

Table 6 provides a comparison of 2008 capital expenditures and financing to budget and Table 7 provides a
comparison with the previous year.

Table 6

Capital Operations Budget to Actual Comparisons
(in thousands of dollars)

2008 2008 Difference Change

Budget Actual %

General government 156,002 99,683 56,319 36.1%
Protection to persons and property 104,905 103,758 1,147 1.1%
Transportation 1,176,412 879,346 297,066 25.3%
Environmental services 479,569 373,210 106,359 22.2%
Health services 11,469 8,370 3,099 27.0%
Social and family services 28,652 15,931 12,721 44.4%
Social housing 138,467 233,891 (95,424) (68.9%)
Recreational and cultural services 218,290 157,837 60,453 27.7%
Planning and development 86,193 86,869 (676) (0.8%)
Expenditures 2,399,959 1,958,895 441,064 18.4%
Revenues 1,262,795 967,108 (295,687) (23.4%)
Debentures 749,735 308,823 (440,912) (58.8%)
Operating fund transfers 132,442 180,889 48,447 36.6%
Net reserve/reserve fund transfers 228,560 60,355 (168,205) (73.6%)
Landfill obligations — 10,978 10,978 n/a
Environment Liabilities — (25) (25) n/a
Total revenue and financing 2,373,532 1,528,128 (845,404) (35.6%)
Net expenditures 26,427 430,767 (404,340) (1530.0%)

Gross capital expenditure levels continue to be under budget. This is primarily attributed to: the inability to find or
secure suitable sites in accordance with planned timeframes; the need to revise design plans; delays in securing
funds from cost-sharing partners; unanticipated delays in construction start-up and deferral of work; unanticipated
legal and environmental issues; challenges in hiring qualified staff; and delays in the delivery of equipment from
manufacturers. In addition, several projects were completed under-budget.
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Transportation Services’ lower than budget spending occurred mainly in the Program’s major projects which require
third party coordination and included the following:

The St.Clair Dedicated Right of Way project which was under spent due to longer than anticipated utility work
with Toronto Hydro and Toronto Water;

The Bloor Street Transformation Project was delayed by a court challenge and scheduling adjustments
arising from the need to accommodate the local BIA’s expressed intent to minimize disruptions to their
seasonal shopping period during the latter part of 2008; and

The Dufferin Jog Elimination project experienced construction delays resulting from design changes and
coordination obstacles with railways.

Toronto Transit Commission (TTC) lower than budget spending was mainly attributable to the following:

Decreased project spending on Wheel-Trans due to difficulty in finding a manufacturer who is capable of
producing a Para transit vehicle suitable to Wheel Trans’ needs ($17.4 million);

Surface track work deferral on the St. Clair Reserved Transit Line and deferral of associated track work on
St. Clair ($37.1 million);

Replacement of 40 foot diesel/electric hybrid buses behind schedule due to a strike at the bus manufacturer
in 2007 ($30.5 million);

Spadina Subway Extension project deferral of engineering work and property acquisition to 2009 ($46.5 million);
and

Purchase of streetcars delayed due to timing of the project ($54 million).

Table 7
Capital Expenditures by Program with Previous Year Comparison and Percentage Change

(in thousands of dollars)

Expenditures by Programs 2008 2007 Difference Change%
General government 99,683 88,957 10,726 12.1%
Protection to persons and property 108,758 74,000 29,758 40.2%
Transportation 879,346 741,910 137,436 18.5%
Environmental services 373,210 466,105 (92,895) (19.9%)
Health services 8,370 6,950 1,420 20.4%
Social and family services 15,931 19,924 (3,993) (20.0%)
Social housing 233,891 194,138 39,753 20.5%
Recreational and cultural services 157,837 198,105 (40,268) (20.3%)
Planning and development 86,869 69,856 17,013 24.4%
Total 1,958,895 1,859,945 98,950 5.3%
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Although capital spending has remained under budget, actual spending increased significantly over the previous
year for a majority of the programs in line with Council’s direction to increase the level of capital completion rates.
This included increased spending in 2008 in Toronto Water as a result of construction proceeding on several large
projects ($65 million) offset by a decrease in Solid Waste (as the Green Lane landfill was purchased in 2007); increased
spending in TTC due to delivery of additional diesel buses in 2008 and increased spending in TCHC for their social
housing projects.

Segmented Reporting

Public Sector Accounting standard 2700 Segmented Disclosures came into effect for the 2008 reporting year. The
purpose of the standard is to provide information about segments to:

e help users of the financial statements identify the resources allocated to support the major activities of the government;

e help users of the financial statements make more informed judgments about the government reporting entity
and about its major activities;

e help users of financial statements better understand the manner in which the organizations in government
are organized and how the government discharges its accountability obligations;

e enhance the transparency of financial reporting; and

e helpusers of the financial statements better understand the performance of the segments and the government
reporting entity.

Although the standard does not prescribe which segments to report, the current year reporting has been based on
reviews of other municipalities’ reported segments and discussions with other municipal treasurers. For this first year,
segmented reporting is provided for the functional spending areas (Appendix 2), entities (Appendix 3), as well as
functional areas with comparisons to budget (Appendix 4). It is anticipated that the segmented information reported
will change over time, and will include service level information, once the City has adopted a service level budget.

Risks and Mitigates

The City continues to face a number of risks that could have a negative impact on the City’s financial future. These
risks include: lack of long-term dedicated funding to assist the City in addressing its infrastructure deficit, including
building and expanding the transit system to meet the City’s strategic goals, and accessing non-property tax revenue

sources that grow with the economy to ensure long term sustainable funding.

In 2008, the City made significant progress to address these risks by continuing to implement its Long Term Financial
Plan. Appendix A lists eight specific financial issues/risks and the actions taken in 2008 to address them.
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Highlights include: diversifying the City’s revenue sources and generating additional revenue from the Municipal
Land Transfer Tax (MLTT) and Personal Vehicle Tax (PVT), approving a long-term plan to reduce unfunded liabilities,
continuing tax policies which enhance economic competitiveness, continuing cost containment initiatives, and
continuing to work with the Province to realize the upload of the social service programs.
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Giuliana Carbone Toronto, Canada
Acting Treasurer May 15, 2009
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