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Build Toronto Inc. ~ 2010 Audited Financial Statements

Date: August 22, 2011
To: Executive Committee
From: Deputy City Manager and Chief Financial Officer

P:\2011\Internal Services\CF\Ec11024cf (AFS #14304)

Disclosure of Financial Results:

Build Toronto Inc. (the Corporation) is one of the two wholly owned corporations created
by City Council on October 29 and 30, 2008. A primary mandate of Build Toronto is to
maximize the value and economic development potential of lands owned or managed by
Build Toronto and act as a catalyst for the development of infrastructure and sustainable
services in Toronto.

Section 6.7 of the Shareholder Direction requires the Corporation to deliver its audited
consolidated annual {inancial statements to the Shareholder within 120 days of its fiscal
year end. These documents are filed with the City Clerl’s office. This report provides a
summary of the audited 2010 consolidated financial statements of Build Toronto Inc. and
its subsidiary Build Toronto Holdings One Inc. (BTHOI), which was incorporated on
December 16, 2009, to hold the investment and related obligations in Toronto Waterfront
Studios Inc, (TWSI).

Financial Results

During 2010, the first full year of operation, certain assets earmarked for development or
asset management formerty owned by Toronto Port Lands Company (TPLC) were
transferred to Build Toronto. The Corporation completed its first sale of land previously
owned by TTC at 154 Front Street East, generating net proceeds of $18.8M.

The Corporation's financial plan anticipates that all operating and capital requirements of
the Corporation will be funded using a combination of property sales, draws from the
City's Land Acquisition Reserve Fund ($10.0M, repayable — none to date), and new
financings.

In 2009 a bridge loan of $30.0M was negotiated with a financial intermediary for one of
its income-generaling properties, TWSIL. The Corporation on May 28, 2010 arranged a
529.0M short-term [oan through Infrastructure Ontario to replace the bridge loan.
Subsequent to the year end, on March 18, 2011, the Corporation further refinanced its
loan with Infrastructure Ontario for $34.5M with a term of 25 years at a preferable
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(below market) rate of interest, providing access to an additional $5.4M. The loan facility
provided funding for the debt investment in TWSI that would enable the growth and
viability of the film production and sound industry,

The 2009 financial statements were restated due to a change in the treatment of
approximately $2.3M which was previously expensed, and is now included in the
carrying value of a loan and amortized into income over the remaining term of the loan
- using the effective interest rate method.

Balance Sheet:
The following table summarizes and compares the 2010 results with those of 2009:

_ Build Toronto Inc.
Summary Consolidated Balance Sheet
As at December 31, 2010

$Million
2009 Increase/
2010 (restated) | (Decrease)
Total Assets 69.864 46.998 22.865
Total Liabilities 45470 33.636 11.834
Shareholder's Equity 24.394 13.363 11.031
Total Liabilities & Shareholder's Equity 69.864 46.998 22.865

Total assets (as at December 31) increased by $22.9M, mainly due to:

» anincrease of $19.4M in cash and short term investments

» anincrease of $2.7M in amounts receivable, consisting mainly of $1.5M in
property taxes due from TWSI, $0.6M rent receivable from TWSI and other
receivables

» Project development costs of $2.7M capitalized as an asset.

Total liabilities (as at December 31) increased by $11.8M mainly due to:

» anincrease of $8.6M owing to Toronto Port Lands Company (TPLC) from the
funds advanced by TPLC with no set term of repayment and no interest.
Subsequent to the 2010 year end, the obligation was reduced by $10.8M through
the sale of properties. It is anticipated that the balance of the intercompany
payable would be settled m a similar fashion towards the end 0of 2011 or in 2012,

» an increase of $4.2M in accounts payable and accruals, offset by

» adecrease of $1.0M in loan payable relfating to refinancing activities.
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Shareholder’s Equity increased by $11.0M, due to net income from current year
aclivities. This is explained further in the section below.

Statement of Net and Comprehensive Income (Loss):

The following table summarizes and compares the 2010 results with those of 2009:

Build Toronto Inc.

Summary Consolidated Statement of Net and Comprehensive Income (Loss)
: ' and Retained Earnings (Deficit)

For the year ended December 31, 2010

$Million

2009 Increase/
2010 (restated) | (Decrease)

Revenues:
Land sale. 18.785 {.000 . 18,785
Rental and interest income - 3.051 (.003 3.048
Total revenues | 21.836 0.003 21,833

Expenses:
General & administrative 6.039 2.033 4.006
Property taxes 1.529 0.000 1.629
Interest 1.022 0.000 1.022
Other 2.214 0.313 1.901
Total expenses | 10.805 2,348 8.459

Net income and comprehensive

income(loss) for the year 11.031 (2.343) 13374
Deficit - Beginning of year {2.362) (0.019) (2.343)
Retained earnings (deficit) - End of year 8.670 {2.362) 11.031

In 2010 the Corporation recorded an excess of revenues over expenditures of $11.0M.
Total revenues increased by $21.8M, mainly due to:

« 518.8M in land sale proceeds relating to 154 Front Street East previously owned
by the TTC and subsequently transferred to the Corporation for a nominal amount
« an increase of $3.0M in rental and interest income.

Total expenses increased by $8.5M, mainly due to:

« anincrease of $4.0M in general and administrative costs, including an increase of
$3.3M in salaries and benefits (2010: $4.7M, 2009: $1.4M) as they perlained to
the full year of operation in 2010 but only part of the start up year in 2009

« property taxes of $§1.5M

« inlerest expense of $1.0M
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» depreciation and amortization, loss on equity accounted investment (due to a 2010
operating loss of TWSI in which Build Toronto has 20% equity interest) and
others totalling $1.9M.

Net income for the year was $11.0M resulting from total revenues of $21.8M exceeding
total expenses of $10.8M, compared to a loss of $2.3M in 2009. Retained earnings at the
end of the year were $8.7M, as the net income was reduced by the deficit of $2.4M at the
beginning of the year,

CONTACT

‘Len Brittain, Director, Corporate Finance Division; Tel: (416) 392-5380;
Fax: (416) 397-4555; E-mail: lbrittai@@toronto.ca

SIGNATURE

-

Cam Weldon
Deputy City Manager and Chief Financial Officer

ATTACHMENT

Appendix A — 2010 Audited Consolidated Financial Statements of Build Toronto Inc.
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Appendix A

Build Toronto Inc.

Consolidated Financial Statements
December 31, 2010



PRCEWATERHOUSE(QOPERS

PricewaterheuseCoopers LLP
Chartered Accountnts

North American Centre

5700 Yonge Street, Suite 1900
Narth York, Ontario

Canada M2M 4K7

Telephone +1 416 218 1500
Facsimile +1 416 218 [499

July 21, 2011

Indcpendent Auditor’s Report

To the Sharcholder of
Build Terontoe Inc.

We have audited the accompanying consolidated financial statements of Build Toronto Tne, and its subsidiary,
which comprise the consolidated balance sheet as at December 31, 2010 and the consolidated statements of net
and comprehensive income (loss) and retained earnings {deficit) and cash fows for the year then ended, and the
related notes, which comprise a summary of significant accounting policies and other explanatory information,

Manngement’s responsibility fer the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
aecordance with Canadian generally accepted accounting principles, and for such internal control as management
delermines is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or esror,

Auditor’s responsibility

Our regponsibility isto express an opinion on these consoildated financial statements based on our audil. We
conducted our audit I accordance with Canadian generally accepted auditing standards. Those standards require
that we comply with ethical requirements and plan and periorm the audit to obtain reasonable assurance about
whether the consolidated financial statements are free from material misstaternent.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the -
assessment of the risks of malerial misstaterment of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial staternents in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evalvating the overall presentation of
the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion. :

“PricewaterhouseCoopers™ refers to PricewaterhouseCoopers LLP, an Ontario limited [inbility partnership, which is o member firm of
PricewaterhouseCoopers International Limited, ench member firm of which is o separme legal entity.



PRICEAATERHOUSE( COPERS

Opinion

In our opinion, the conselidated financial statements present fairly, in all material respects, the financial position
of Build Toronto Inc. and its subsidiary as at December 31, 2010 and the results of their operations and their cash
flows for the yeur then ended in accordance with Canadian generally accepled accounting principles.

Other matter .

Without madifying our opinion, we draw altention to note 3 to the consolidated financial statements, which
explaing that certuin compurative information for the year einded and ss at December 31, 2009 has been restated,
The consolidated financial statements as at December 31, 2009 and for the year then ended, prior 1o restatement
of the comparative information, were audited by another auditor who expressed an unmodificd opinion on those
conselidated lnoncial stalements in their report dated May 11, 2010,

%WWWW LLP

Churtered Accountunts, Licensed Public Accountants



Build Toronto Inc.
Consaolidated Balance Sheet
As at December 31, 2010

Assels
Land and land imprevements (note 7)
Project development costs

liquity accounted investinent (nole 3)

Oftice equipment and leasehold improvements (note 10}

Loan receivable (ﬁt}tusj and 9)
Short-lerm investments (nole 8)
Amounls receivable (notes 6 and 9)
Prepaid expenses

Cash

Liabilitles
Loan payable (note 12)
Due to related party (note 4)

Amounts payable and acerued liabilities (note 1)

Sharehoider’s Equity
Cupital stock
Authorized and issued

1 common share

Coniributed surplus

Retained earnings (defieit)

Commitments (note [5)

Approved by the Board of Bircctors
ol R -‘_/)
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2010 2009
$ $
{restated -
nole 3)
12,865,677 13,158,812
2,656,286 -
2361985 3,165,364
1191912 126062
27,615,179 | 29,221,553
17,800,037 -
3,637,265 919,229
63,202 287,226
1,672,027, 120,072
69.363.570 46,998,318
29,000,000 30:.000,000
12,242,072 31,558,086
4207473 77632
45.469.545 33.635.7!8
| _l
15,724,175 15,724,175
8,669.849 (2,361,376)
24,394,(125 13,362,600
69.863,570 46,998,318
_'j Ty
ae
e T Dircetor

The accompanying notes are an integral part of these consolidated financial’statements,



Build Toronto Inc. .
Consolidated Statement of Net and.Comprehensive Income (Loss) and
Retained Earnings (Deficit)

IFor the year ended December 31, 2010

010 09
$ $
{restate -
note 3)
Revenues
Land sule (note 4) 18,785,388 . -
Remal income
Lund (notc 9}) 2,051,494 1,500
Other (natc 9) 79033 1,500
Interest income (nole 5) : 920,374 -
21,836,289 3,000
Expenses
Rental properties 61,794 £3,738
General und administrative (note 14) 6,038,929 2,032,904
Property taxes 1,529,395 -
Depreciation and antortization 463,070 -
Project development costs 785,935 299110
Interest 1,022,362 -
Loss on equily accounted investment (note 3) 503,379 -
10,804 864 2348772
Net income and comprehensive income (loss) for the year P1,031,425 (2,342.772)
Deficit - Beginning of year (2,361,576) {(1R.8304)
Retained earnings (deficit) - End of year 8.609.844 (2.3061.576)

The accompanying notes are an integral pact ol these consolidated Minancial statements.



Build Toronto Inc.
Consolidated Statement of Cash Flows
Ifor the year ended December 31, 2010

Cash provided by (used in)

Operating activities A
Net income and comprehensive income (loss) for the year
ltems not affecting cash
Loss on eguily accounted investment
Depreciation and amortization
Amorlization of loan receivable premium
Changes in non-cash operating working capital
Amounts receivable '
Prepaid expenses
Accounts payable and accrued liabilitics
Due to related party

Investing activities

Project development cosls .

Purchase of office equipment and leaschold improvements
Advance to equity accounted investment

Repayment {purchase) of loans receivable

Purehase of shorl-term investments

Financing activities
Repayment of loan payable
Proceeds from loans payable

Increase in cash during the year
Cash - Beginning of year

Cash - End of year

Supplementary cash flow information
Interest paid
Accrued project development costs

The accompanying notes are an integral part of these consolidated financial statements.

2010 2009
5 3
(reslated -
nole 3)
1§,031,425 (2,342,772)
903,379 -
463,070 -
262,828 -
(2,718,036) (782,768)
224,024 (287,226)
3,454,007 77,632
8,683,986 2,802,821
22,304,683 (532,313)
(1,960,452) .
(1,235,785) (126,062)
(100,000) -
1,343,546 (29,221,553)
{17,800,037) -
(19,752,728} ©(29,347.615)
(30,000,000) ;
29,000,000 30,000,000
(1,000,000) 30,000,000
1,551,955 120,072 -
120,072 -
1,672,027 120,072
681,496 -
695,834 -



Build Toronto Inc.

Notes to Consolidated Financial Statements
December 31, 2010

1

Incorporation and mandate

Build Toronto Ine. (the Corporation) was incorporated under the Ontario Business Corporations Act on
November 13, 2008. The Corporation is a wholly ewned subsidiary ol the City of Toronte (the Cily). As a
municipal corporation under Section 149(1) of the Income Tax Act (Canada), the Corporation is exeimpt from
income taxcs.

On December 16, 2009, Build Toronto Holdings One Inc, (BTHOI), a wholly awned subsidiary, was
incorporated to hold the investment and related abligations in Toronto Waterfront Studios Inc. (T'WSI).

Summary of significant accounting policies

These consolidated financial stulements have been prepared in accordance with Canadian generally accepied
accounling principles for profit oriented enterprises. The significant accounting policies are as summarized
below.

Busis of consolidation

These consolidated finuncial statements include the assets, liabilities and results of operations of the
Corporation and its wholly owned subsidiary, BTHOI. All intercompany balances and transactions between the
subsidiary and the Corporation have been eliminated.

[Future sceounting policy changes

In September 2009, the Public Sector Accounting Standards Board approved an amendment (o the Intraduction
(o Public Seetor Accounting Stndards. Under the amendment, government business enterprises will adhere o
standards Tor publicly accountable prolit oriented enterprises, meaning the adoption of Intemational Finaneial
Reporting Standards (IFRS). for fiscal years beginning on or after January 1, 2011, Governnent business-type
organtzations (GBTOs) classification in the Public Sector Accounting Handbouk would be eliminated and
government organizations currently classified as GBTOs may be categorized as other government orgunizations
(QGOs) or government not-for-prolit organizations. The Corporation has been identified as un OGO and
accordingly must determine the approprinte financial reporting framework between Public Scetor Accounting
Standards or IFRS. Management is currently evalusting the eriteria applicable to the Corporation”s business o
determine the appropriate financial reporting [ramework, and an assessment of the impact on the Corporation’s
financial reporting,

Financial instruments

The lollowing table presents the clussification of financial instruments:

Assels Category Maasuremuent
Cush held-for-trading [air valug
Short-term investments held-to-maturiy aimortized cast
Amounts receivable loans und receivables wnrtized cos
Loan reccivable loans and receivables amortized cost
Amounts puayable and acerued ligbilisies ather liabilities anortized cuslt
Due torelated party other liabilitics amortized vost
Loan puvable other Tiabilities anmortized cosl

i



Build Toronto Inc, |
Notes to Consolidated Financial Statements
December 31, 2010

Short-term investments

Short-term investments include investments with original maturities of one year or less and are recorded at cost
plus accrued investment income, which approximales fair value,

Equity aceounted investment

The Corporation’s equity accounted investment is accounted for using the equity method, whereby the
investment is initially recorded at cost and adjusted thereafler to recognize the Corporation’s share of the
entity's net income (loss). Any distributions received arc accounted for as a reduction in the investment.

Revenue recognition

.Revenue from the sale of properties is recognized once all significant conditions have been met and collection
of proceeds from the sale is reasonably assured. ‘

Rental income represents revenue from land lease and ancillary revenue. The Corporation uses the straight-line
method of accounting for free rent inducements granted in lease agrecments. ' '

Land and land improvements

Land and land improvements are recorded at cost less any impairment loss. An impairment loss is recognized
when the carrying amount of the asset is not recoverable from the estimated undiscounted future cash flow
gencrated from ils use and disposition. An impairment loss represents (e difference belween the assel’s
carrying value and its estimated fair value. Any impairment loss is recorded in the consolidaled statement of net
income and comprehensive income (loss): '

Land improvements are recorded net of accumulated amorlizalion. Amortization is provided on a straight-line
basis over the eslimated useful lives of the land improvements, which is 40 years.

The costs of land and land improvements include all expenditures-incurred in connection with the activilies of
acquiring, developing, leasing-and constructling. These expenditures consist of all direct costs including initial
ieasing cosls.

Project development costs i

Project development costs consist of dircet costs of development relating to the commercial development of
land owited by the Corporation or properties designated and approved for transfer to the Corporation by the
City. Project development costs are transferred Lo properties under development upon commencement of the
project or 1o properties held-for-sale where the Corporation's intent is to dispose of the devcloped property. For
projects that are abandoned, any costs incurred are immediately expensed.

tse ol estimates

The preparation of financial statements in conformity with Canadian generally accepted-accounting principics
requires management to make eslimates and assumptions that aftect the reported amounts of assets and
liabilities, the disclosure of contingent assels and liabilities at the date of the consolidated financial statements
and the reported amounts of revenue and expenses during Lhe reporting period. Actual resulls could differ from
those estimaies. . '

(2)



Build Toronto Inc.

Notes to Consolidated Financial Statements
December 31, 2010

Office equipment and leasebold improvements

Office equipmient and leasehold improvements are recorded at cost. Amortization is provided on a basis
designed to amortize the costs of the assets over their expected useful lives as follows:

Leasehold improvements straight-line over the term aof the lease
Furniture and fixtures _ _ 5 years straight-line’
Computer equipment 3 years straight-line

The Corporalion reviews the valuation of office equipment and leasehold improvements whenever events or
changes in circumstances indicate the carrying amount may not be recoverable, When indicalors of impairme
of the carrying value of office equipment and leasehold improvements exist, and Lhe carrying value is greater
than the projected undiscounted future nel cash fows, an impairment loss is recognized to the extent the
estimated fair valuc is below the carrying value,

Offiee occupancy costs, deferred lease inducements and deferred lease esealations

The Corporation entered into an operaling lease 1o occupy its current head office premises. Rent expense is

nt

recorded in office accupancy costs on a straighi-linc basis over the term of the lease. Differences between the

straight-line rent expense and the payments, as stipulated under the lease agreement, arc included in deferced
lease escalulions. Deferred lease inducements represent cash benefits the Corporalion has received from its
landlord pursuant to the lease agreement. Lease inducements received are amortized into office occupancey
costs over the term ofhe related lease on a streight-line basis.

Restatement

Inthe prior year, o prenuium in the umount of $2,299.757 paid to a financial intermediary Lo acquire the loan
recetvible was expensed. 1t has subscquently been determined that this amount should have been inchuded in

the carrying value of the loan and amortized into income over the remaining teerm of the loun using the efivetive

interest rate method, The consolidated financial statements for December 31, 2009 have therelore been restil
as [oltows:

e



Build Toro'nt:o Inc.

- Notes to Consolidated Fmancnl Statements

* . December 31 2010

Consolidaied balance sheet
Loan receivable
Deficit
Consolidated statement of net income and
comprehensive income (loss) and retained
earnings {deficil) :
Transaclion costs
Net income and comprehensive i income
(loss) for the year
Retained earnings (dc[’ml) End
of year
Consolidated statcment of cash ﬂows
Nel incame and comprehensive income
_ {loss) for the year
Purchase of loans receivable

4 Land Sale

As reported
Dceember 31,
2009

$

26,921,801
(4,661,328)

2,299,752
(4,642,524)

(4,661,328)

(4,642,524)
(26,921,801)

Adjustm ents

$

2,299,752 - - -

2,209,752

(2,299,752)

2,299,752

2,299,752

2,299,752
{(2,299.752)

As restated

December 31,

. 2009
3

29,221,553
(2,361,576)

(2,342,772)
(2,361,576)

(2,342,772)
(79 221,553)

11 2010, the Toronto Transit Commission transferred land to the Corporation for a nominal amount. This land
was subsequently sold by the Corpotalion for $18,785,388.

Toronto Waterfront Studios Inc.

Lh

The Corporation holds a 20% equity interest in TWS). The investment is accounted for using the equity

method.

Transler of asscts

In 2009, the Corporation acquired shares that represent a 20% equity interest in TWSI as well as the lands and
land improvements currently leased by the Corporation to TWSI when City Council declared specific City of
Toranto Economic Development Corpaoration (operating as the Toronto Port Lands Company or TPLC)
properlies and other City owned properties as surplus {o be transferred to the Corporation or its subsidiary. The
Corporation adopted the recommendations of The Canadian Institute of Chartered Accountants (CICA)
Handbook Section 3840, Related Party Transactions and as a result properties and related assets or liabilities
transferred 1o the Corporalion were recorded at their carrying amount or net book value with the corresponding

increase recorded in conlributed surplus,

4



Build Toronto Inc.
Notes to Consolidated Financial Statements
December 31, 2010

On December 31, 2009, the following assets were translerred to Lhe Corporation from TPLC:

Asset translerred

fnvestiment in shares

Land and land improvements
Loan receivable
Straight-line renl receivable

Transler Contributed
price Considuration surplus

3 h 8
2,565.368 5 2,565,363
13,158,817 5 13,158.812
600,00t 600,001 -
136,461 136,461 -
16,460,647 736,472 15,724,175

The assigned ground lease with TWSI for the land is for a term of 99 years and was originally execeted on

August 25, 20035,

The consideration for the loan reecivable and straight-fine rent receivable are included in amounts due 1o TPLC

as al December 31, 2040,

Equity accounted investment

For the year ended December 31, 2010, TWSI reported the following financial position and results [rom

operalions:

Assels
Liabilities
Lquity

Revenue
Expenses

Net toss for the year

)

50316014
7.697 648
2,018,360

5,506,034

100229729

(4,516,895}

The Corporation’s shure of the Tosses from TWSIH for fiscal 2010 at its 20% equily share is $903,379 (2009 -

Snil).

The equity accourted investment as at December 31, 2010 included the following:

[nvestment m shuares
Advunces

Accumulated losses

2010 RNV

5 S

2,505 363 2A03.503
700.001 (00,001
3,265,364 3063364

(903.379) -

2301983

[
[
ad
=
-




Build Toronto Inc. _
Noles to Consolidated Financial Statements -
December 31, 2010

The equity investment amount also includes $700,001 advanced to TWSI, of which $600,001 was originally
Tunded by TPLC and was transferred to the Corporation as part of the transfer of assels. This amount was
advanced as a shareholder’s working capital contribution. The rate of interest and the repayment for this
advance is subject {o the approval of the Board of Directors of TWSL The amount is not expected o be repaid
within the year.

Loans receivable

In 2009; BTHOI acquired a loan receivable with a principal balance outstanding of $26,921,802 owing itom
TWSI [rom a financial intermediary who had originally lent the funds to TWSI. To acquire the loan receivable,
the Corporation paid a premium of $2,299,752. The Corporation financed the loan receivable with funds
borrowed from a financial institution and refinanced this loan payable in fiscal 2010 with funding from a
government agency. ' '

As at December 31, 2010, the principal amount outstanding on the loan receivable balance is $25,578,255. The
loan receivable is due on September 1, 2018 and will be setiled with a balloon payment of $12,213,980. The
loan has a fixed annual interest rate of 5.6%. The loan is collateralized with a leasehold mortgage and
$5,000,000 in guarantees from the sharcholders of TWS1 and $9,000,000 is guaranieed by TPLC.

In 2010, (he Corporation and TWSI entered into negoliations to refinance the loan receivable. The Corporation
and TWSI also agreed (hat the interest rate differential between ihe inlerest charged on the loan receivable and
the inlerest paid on the loan payable (note 12) would be loancd back to TWSI. As such, $538,554 in interest
income that would otherwise have been carned in fiscal 2010 will now be recognized over the remaining term
of the loan reeeivable. The Corporation has recorded a receivable of $154,853 as at year-end, which represents
the present value of the interest income receivable.

The Corporation conipleted its renegotiation of the terms ol the loan receivable with TWSI on March 18, 2011.
The terms of the new loan receivable facility match the terms of the new facility with the governmeni agency
described in note 12. The Corporation did, however, withhold funds to the extent of the transaction costs
incurred in fiscal 2009 (note 3), which TWSI has agreed to reimburse the Corporation over the 28-year term of
the loan receivable.

_ Inaddition, as part of the financing arrangement with PT Studios Inc., TPLC and the Corporation have entered
into a promissory note for approximately $3.6 million, in May 2011, in favour of BTHOI, a wholly owned
subsidiary of the Corporation. The loan bears interest at 6% per annum and interest is calculated and payable
in arrears annually with the first payment of interest due June 23, 201 1; maturity is on June 23, 2014.

(6)



Build Toronto Inc.
Notes (o Consolidated Financial Statements
December 31, 2010

0  Amounts receivable

Amounts receivable consist of the following:

2010 2009

Property taxes duc from TWS] 1,529,395 -
Amount held n escrow - 634,207
L.oan interest due from TWSI 273,057 128.561
Tenant inducement - due from landlord 563,000 -
HIST receivable 379,803 .
Straight-line rent receivable (i) 395,018 130,461
Financing cost recoverable 343,602 -
Other receivables 151,390 -
3,037,265 919,339

i} Pursuant to the deferred rent clavse in the ground lease between BTHOI {as landlord) and PT Studios
Inc. (s tenant), TWSI was given a deferral of 50% of basic rent payable for a period of five years,
starting [rom June 22, 2009. This deferral is on an interest [ree basis.

7 Lund and Iand improvements

Land and lund improvements consist of the following:

2010 2049
h )
Land 2.019.688 2,019,688
Camd improvements T 139,124 LL39 124
13,138,312 IR IeE SO

Less: Accumuluted amortization (293,135 -
[2.865.677 [3. 1538512

8 Short-term investiments
2010 1009
) b
Ciuarantecd imvestment cerlilicales - various maturitics within one

yeiw 17.800 037 -




Build Toronto Inc.

Notes to Consolidated Financial Statements
December 31, 2010 :

9

10

L1

“Related party transactions

Included in amounts receivable is an amount of $61,912 (2009 - $12,929) due from Invesl Toronto Ine., an

affiliated company, and 52,228,634 due from PT Studios, a wholly owned subsidiary of TWSI. The

transaclions with the related parties that are in the normal course of operations are measured al the exchange

amount, which is the amount of consideration established and agreed to by the related parties.

Rental income includes an amount of $571,158 recognized as land and licence rent from PT Studios as well as

$1,529,395 in receivable property laxes.

All other related party transactions with TWSLor its subsidiarics have been described in note 5 and nole 6.

Due to related parties includes an unsecured amount of §12,242,072 (2009 -'S3,558,086) owing lo TPLC, an
afliliated company. There is no set term of repayment of this amount and no interest is being charged by TPLC.

Office equipment and leasehold improvements

Leasehold improvements
Furnilure and fixtures
Computer equipment
Construction-in-progress

Less: Accumulated amortization

Amounts payable and accrued liabilities

Amounts payable and accrued liabilities consist of the following:

Deferred lease inducement
Deferred lease escalations
Accounts payable and acérued liabilities

2010 2009

S 8

801,595 -

453,019 -

107,233 -

- 126,062

1,361,847 126,062

(169,933) -

1,191,912 126,062
2010 2009

$ S

519,435 -

97,964 .

3,610,074 77,632

4227473 77,632

(8)
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Loan payuable

On December 31, 2009, the Corporation entered into an interest only bridge loan of $30,000,000 wilh u
Canadian financial institution expiring on May 31, 2010 bearing interest at prime. The loan was secured by the
Carporalion’s properties.

On Muy 28, 2010, the Corporation refinanced its loun payable by enlering into an inlerest only bridee loan of
$29,000,000 with a government agency, which matures on May 28, 2011 und bears interest at prime. The loan
is sccured by various ussets of BTHOI and corporate guarantees of BTHOI and the Corporation,

On March 18, 2011, the Corporation refinanced its loan payable with 4 government agency. The new Lacility is
for §34,500,000 of which $29,080,508 replaces the bridge loan thal was provided by the same government
agency, and an additional $5,419,492 is avaitable o be drawn. The new facility bears interest at 1,954 resel
monthly to the government agency’s borrowing rate until the rate is fixed afier three years based on the
agency’s funding model. The first three years of the tacility require only interest payments. As such, the
principal portion of the loan will be repaid over 25 years. The Corporation has the abilily to fix the interest rate
on the new facility within the first threc years of its worm.

Employce benefits

The Carporation makes contributions to the Ontario Municipal Employees’ Retirement Fund (OMERS L which
is o mulii-employer pension plan, on behalf of some of its employees. The plan is a detined bene T plan, which
spectlies the amoeunt ol the retirement benelit o be received by the employees bused on the leagth of service
and rates ol pay. Employees and employers contribule jointly to the plan.

Since OMERS is a multi-employer pension plan, uny pension plan surpluses or delicits are a joint responsibility
of all Omarto municipalities and their employees. As a result, the Corporation does net recognize any share of
the OMERS pension surplus or deficit. The Corporation’s current service contributions (o the OMERS pension
phom 2010, swhich were expensed. tolalled $290.603 (2009 - $28,520) and are included in salaries and
Benetils expense,

General and administrative costs

General and administrative costs consist of the Tollewing:

2000 209

5 b

salaries awd benelits 4679550 3549704
Office services 3U0,782 73257
Olfice vecupaney costs JO3418 AL IVAN
rofessional fees 438474 S3V22N
Marketing and promotion 200,690 29900
(035924 2032504

(h
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Commitments

a)  Future minimum annual lease payments are as follows:

8

3011 ' , S 282,500
2012 282,500
2013 ‘ : _ ' 282,500
2044 . : 282,500
2015 _ : 296,625
Thereafter . 1,398,375
2,825,000

b) The Corporation, through its subsidiary, is required to advance working capital lequesls from PT Studios
L. in the'amount of $160,000 due at various times through 2011,

Financial instruments
Fair value

The Cmpomuon s financial instruments consist of cash, short-term mveslmcnlq amounls reccivable, loan
receivable, advances to TWSI, accounts payable and accrued liabilities, due Lo related party and loan payable.
With the exceplion of cash, all other financial instruments are recorded at cost or amortized cost, which
approximates fair value. '

CICA Handbook Section 3862 requires disclosure of a three-level hierarchy for fair value measurements based
on the transparency of inputs to the valuation oF’m assel or liability as of the financial statement d'ue The three
levels are defined as follows:

. Level | - Fair value is based on quoted market prices in active markets for identical assets or liabilitics.

Level | asscls and liabilities generally include equily securities traded in an active exchange markel.

. Level 2 - Fair value is based on observable inputs other than Level 1 prices, such as quoted market prices

for similar (but not identical) assets or liabilities in active markets, quoled market prices for identical
assets or liabilities in markets that are not active, and other inputs that are observable or can be -
corroborated by observable market data for substantially the full term of the assels or liabilities. Level 2
assets and liabilities include debt securities with quoled prices that are traded less ﬂcqucntly than
exchange (raded instruments and derivative contracts whose value {s determined using a pricing model
with inputs that arc observable in the market or can be derived principally from or corroborated by
observable market data. This category generally includes mutual and pooled funds, hedge funds,
Governmenl of Canada, provincial and other govcnnmcnl bonds, Canadian corporale bonds and certain
derivative conlracts.

(10)
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Level 3 - Fair value is based on non-observable inputs that are supported by little or no markel activity and
that are significant to the fair valuc of the assets or liabilities, This category generally includes private
equity investmenlts and securilies that have liguidity restrictions.

As al December 31, 2010, cash of §1,672,027 (2009 - $120,072) is classified as a Level | category.
Risk munagement

The Corporaijon’s investment and operating activilics expose it Lo a range of financial risks. These risks include
credil risk, liquidity risk, interest rate risk and currency risk, which are deseribed as follows:

. Credit risk

Credil risk on financial instruments is the risk of financial loss occurring as a result of defaull or
insolvency of a counterparty on its obligation to the Corporation. The lotal carrying value of the ussels as
presented in the consolidated balance sheet represents the maximum credit risk exposure at the dale of (he
consalidated financial stalements.

The Corporation, in the normal course of business, is exposed to credit risk from its tenants. This risk is
mitigated by the fact thut management believes the Corporasion has thorough and rigerous credit approval
procedures. The Corporatian provides for an allowance for doubtful accounts (n absarb potential crodi
losses when required. No allowance for doubtiul accounts was recorded as ut December 31, 2000 and
2009.

The loans receivable are collateralized by a leaschold mortgage and $3,000.000 in guarantees (ron the
sharcholders of TWSI and $9,000,000 is guaranteed by TPLC. As such, in the event of deluult the
Corporation can tike title and liquidate the assets of TWSI and enforce the guarantecs.

The cash depositis held by a Schedule | Canadian lnancial institution, which management belicves is
reputable. Management believes the Corporation’s exposure ta credit risk is fow.

Liguidity risk

Liguidity risk is the risk ol being unable 10 seltle or meet commitments as (hey come due. Management
believes the Corporalion’s exposure to liquidity risk is low. As ut December 31, 2010. all obligations of
the Corporation, with the exeeption of certain amounts due 10 TPLC, arc due within one veur.

Interest rate visk

Interestrute risk s borne by un interest beacing asset or liability us a result ol Tuciugtions iy inerest mlon.
The Corporation ts expuosed to interest rate risk through its Nuating loan pavable, whose interest rite v
bused ongprime, and 1ts cash badances. As at December 31, 2010, 1 1Yy chanoe in e vartable nerest rutes
on the average balances for the year would have resulied in an annualized change ininterest cvpense of
approxinuitely $197,000.
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. Currency risk

Virtually all of the Corporation’s transactions are denominated in Canadian dollars. As at December 31,
2010, the Comoration held no financial instruments that were denominated in other than Canadian
currency: ‘ ' '

Capital management

In managing capital, the Corporation focuses on liquid resources, defined as cash and short-lerm investments,
available to fund its operations. The Corporation’s objective is to have sufficient liquid resources to continue
operaling despilc adverse financial events and to provide it with the fiexibility to lake advantage of
opportunities that will advance its purposes. The Corporation does nol have any extemally iimposed capital
requirements. :

Comparative figures

Cerlain prior year comparative figures have been reclassified to conform to the current ycar’s consolidated
financia) statement presentation.

Subsequent events
In 2008, 1wo parcels of land were designated by the City to be transferred Lo the Corporation. During 2010, the
properties were sold by TPLC and (he net proceeds of $10,800,000 were authorized by the TPLC Board of

Dircctors to be transferred in April 2011 as a payment in lieu and to be recorded as a reduction of the
amounl due o relaled party (note 9). The Corporation will record an increase in contributed surplus in 201 1.

(12)



