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Staff Report
Origin

Pre-audited financial information for the third quarter (ended September 30, 2024) is being
provided to the Finance Committee for review. The report provides details on the economic
environment, financial results and other key indicator information. The financial information
provides Council with an overview of the City of Richmond’s (the City’s) financial results
throughout the year and before the annual audited financial statements are presented.

This report supports Council’s Strategic Plan 2022-2026 Focus Area #4 Responsible Financial
Management and Governance:

Responsible financial management and efficient use of public resources to meet the needs
of the community.

4.1 Ensure effective financial planning to support a sustainable future for the City.

4.3 Foster community trust through open, transparent and accountable budgeting
practices and processes.

Economic Overview

Global growth is slow and steady, which is expected to continue. The International Monetary
Fund (IMF) is forecasting global growth of 3.2% for both 2024 and 2025, with a five-year
average forecast of 3.1%.

There continue to be shifts across different regions of the world, most recently, the U.S. growth
forecast has strengthened, while there has been weakening growth in other regions, particularly
Europe. The Middle East, Central Asia, and sub-Saharan Africa are facing growth challenges
related to production and shipping disruptions, as well as extreme weather events, civil unrest,
and other conflicts. In Asia, however, the region’s growth is benefitting from significant global
investments in artificial intelligence that are driving strong demand for semiconductors and other
electronics produced in the region’'. Globally, there is uncertainty in the forecast regarding the
impact of the recent U.S. election and potential global trade and other economic impacts,
depending on the policies implemented by the new administration.

In the context of the global forecast, Canada is aligned with the slowing growth observed and
predicted to continue. Real Gross Domestic Product (GDP) is expected to remain stable at 1.3%
in 2024 before rising to 2.4% in 2025. Household savings rates continue to be higher than pre-
pandemic levels, and most recently, both home and vehicle sales have started to increase, which
may indicate some recovery in these markets. Inflation in Canada, as in B.C. and Metro
Vancouver, is continuing to moderate and is expected to stabilize around the 2% target in the
medium term.

! International Monetary Fund, World Economic Qutlook, October 2024.
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Richmond’s economy remains relatively robust and resilient, driven by its diversified nature.
While businesses face challenges such as economic slowdown, inflation, financing difficulties
for large projects, labor shortages, and rising input costs, the overall economic activity remains
strong. Industrial vacancy rates are increasing after a prolonged period of historically low levels,
with some easing of lease rates. Office vacancy rates in Richmond are now closely aligned with
the Metro Vancouver average. With global conditions influencing local trends, low level
economic growth in Richmond is expected to continue throughout 2024.

Macroeconomic Indicators & Forecast

1) Global Growth — Real Gross Domestic Product % Change?
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e The IMF projects global GDP to decrease
slightly from the 2023 rate of 3.3% to 3.2% in
both 2024 and 2025. This reflects a slight
downward revision to the forecast for 2025.

e In 2024, Canadian GDP is forecasted to grow
by 1.3%, with U.S. and China GDP growth
forecasts of 2.8% and 4.8%, respectively.

o This global growth profile for 2024 is very
similar to the previous forecast.

2) Interest Rates ~ US and Canadian Overnight Central Bank Rate % at Year End?
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e By the end of Q3 2024, the Bank of Canada

(BoC) lowered its overnight lending rate to
4.25%, down from 4.75% at the end of Q2.
This was followed by two additional rate
cuts of 50 basis points in October and
December 2024, reducing the overnight
lending rate to 3.25%.

The U.S. Federal Reserve (U.S.FED) has
implemented interest rate cuts totalling 75
basis points to date in 2024. By the end of
Q3, the benchmark overnight interest rate
midpoint stood at 4.88%, and as of
November 2024, it was 4.63%.

The BoC's rate reduction reflects inflation’s
downward trend in Canada, which is
approaching the 2% target. The U.S. FED's
rate cuts can be attributed to easing labour
market conditions and inflation measures.

2nternational Monetary Fund, World Economic Outlook (October 2024): Policy Pivot, Rising Threats.

3US Federal Reserve, Bank of Canada and Royal Bank of Canada Research; Bank of Canada Monetary Policy Report (October 2024); RBC
Financial Markets Monthly (November 2024).
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3) Exchange Rates — CAD/USD at Year End*
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4) Unemployment?
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4RBC Economics (RBC Financial Markets Monthly, November 2024).
SStatistics Canada Labour Force Survey (October 2024); Labour Force Statistics Highlights Issue #24-10.
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While the year-over-year outlook for
Canadian Dollar (CAD)/U.S. Dollar (USD)
exchange rates is expected to be relatively
stable at $1.40 CAD/$1 USD in 2024 and
$1.41 CAD/$1 USD in 2025, shorter term
fluctuations are likely.

More aggressive interest rate cuts by the BoC
compared to the U.S. FED could deepen the
monetary policy divergence between the two
countries, further weakening the CAD against
the USD. Additionally, the results of the U.S.
election will likely boost the USD relative to
CAD, reflecting market expectations and
potential tariff and trade impacts.

e According to Statistics Canada, national

unemployment rose to 6.5% in September,
the highest since Q3 2021, while in B.C., it
increased to 6.0%.

At the end of Q3 2024, the Canadian, B.C.,
and Metro Vancouver unemployment rates

were 6.5%, 6.0%, and 6.3%, respectively.

Most recently, in October 2024, employment
in B.C.'s goods-producing sectors was
similar to the previous year, with slight
declines in agriculture offset by increases in
other goods-producing industries. The
services-producing sector saw employment
growth, particularly in health care and social
assistance, which added the most jobs, while
wholesale and retail trade experienced the
largest job losses.
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5) Consumer Price Index (CPI - 2002=100)°
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Regional & Local Economic Activity Indicators

6) Building Permits — Richmond’
Richmond Bullding Permits Issued
2022 2023 2024
350
300
250
200
150

s 0 3 & 0 0 R B |

50

Number of Building Permits Issued

0

~  nitType
‘esidentiai Il Commercial dustriat

Sousce: City of Richmond.

The Consumer Price Index (CPI)
increased by 1.6% year-over-year in
September 2024, as compared to a 2.0%
gain in August 2024. This was the
smallest year-over-year increase since
February 2021.

The slowing in inflation was largely due
to lower year-over-year prices for
gasoline in September 2024. However,
shelter and food costs remain key drivers
of inflation.

Most recently, in October 2024, B.C. had
the second highest rate of inflation as
compared with other provinces.

On average over the past 12 months,
inflation has been similar in Metro
Vancouver (2.7%) relative to B.C.
(2.7%) and Canada (2.6%).

During the third quarter of 2024, there
were 150 residential, 111 commercial,
and 63 industrial building permits issued
in Richmond.

This represents an 11% increase in total
building permits issued over the same
period in 2023, with the highest increase
in industrial building permits (37%).

531 new units were added to the local
housing supply in Q3 2024, which
represents a 208.7% increase relative to
the same period in 2023. There are
substantial quarter-over-quarter
fluctuations in the number of new units
due to the longer development cycles for
multi-family units.

SStatistics Canada, Consuner Price Index; also Consumer Price Index, September 2024; also BC Stats, Consumer Price Index, October 2024,
Issue 24-10: also TD Economics, Canadian Consumer Price Index (October 2024).

7Ciry of Richmond Building Permits.
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7) Construction Value®
e Approximately $781.4 million in

Richmond Construction Value

- 2022 | 2023 , 2024 ‘ construction value was registered in Q3
* 2024, an increase of 582.5% from the
700 same period last year.

500 e Substantial quarter-over-quarter

fluctuations in construction value can be
expected, depending on the projects
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8) Housing Starts’
HousingStarts e In Q3 2024, there were 434 housing starts
oo 7022 | 2023 2024 in Richmond and 6,225 in Metro
¥ o Vancouver, as measured by the Canada
£ 5o Mortgage and Housing Corporation
2 a0 (CMHC) and based on verification that
= 200 construction work has commenced!°.
oot e Year to date housing starts increased by
80( . .
‘Eg’ oo 1.3% in Richmond and decreased by 18.7%
5 . in Metro Vancouver, as compared to the
201 same period in 2023. There is a fair amount
L of fluctuation quarter by quarter, as is to be
" *sing Starts expected depending on project timelines.

letro Vancouver
ichmond

Sourto: Camada Mortgaga and Housing Corporation

8¢ ity of Richmond Building Permits.
YCanada Mortgage and Housing Corporation; 2024 Housing Market Outlook.

1OHousing Start is defined as the beginning of construction work on a building, generally when the concrete has been poured for the whole of the
Jooting around the structure, or an equivalent stage where a basement will not be part of the structure.
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9) Commercial Space!

a) Industrial Space

industrial Space Inventory (*000 SF)

2n9

anna

Square FeetSquare Feet
X
EX

a 3N N
& 88
AR X

P
N &
AR

25
20
15-
1.0
05

Percent

Q4-22 Qi-23

letro Vancouver
ichmond

30Ty Cushman & Waketeld

b) Office Spacé

60K

Square Feet Square Feet
g 2
o
o

14\

Percent
-
=)

Q4-22 Q1-23

etro Vancouver
ichmond

— ..ichmond Transit Oriented
Source: Cushman & Wakcfiekd

Inductrial Snace Vacancy [%)

Qz-23

Q3-23

Q4-23

Q1-24

Office Space Inventary ("'000 SF)

Office Space Vacancy (%)

Q2-23

Q3s-23

Q4-23

2n24

Q224

Q3-24

|
i
i
~—————— !
!

Qt-24

Q2-24

Nole that the increased transit-oriented vacancy rate in Q4 2022 was due fo the
Paramount development (6388 No. 3 Road) coming to market. Short-term
fluctuations are expected as new supply is added.

Ueyshman & Wakefield Office and Industrial Market Beat Reports O3 2024.

Q324

In Q3, the Metro Vancouver industrial
vacancy rate increased to 2.8% (highest
reported vacancy rate since Q2 2016) and is
approaching a more balanced market.
Recent new construction completions are
driving the increased vacancy rate.

In Richmond, the industrial vacancy rate
remains lower than Metro Vancouver at
1.9% in Q3 2024. This rate has continued
to increase from previous historic lows.

Asking rents have started to moderate, as is
generally expected with increasing vacancy
rates.

At the end of Q3 2024, Metro Vancouver's
office vacancy rate had increased to 11.0%,
a 12.2% increase from the same time last
year.

In Richmond, the Q3 office vacancy rate
increased to 10.9%, with transit-oriented
vacancy increasing slightly from last
quarter to 7.8% 2.

New leasing activity in Metro Vancouver
decreased by 35% quarter-over-quarter,
indicating softening tenant demand.

Average asking rents in Richmond are the
lowest in the Metro Vancouver region.

2nNote that as of Q1 2023, hransit-oriented office data is now sourced from Cushman and Wakefield for greater consistency across commercial
vacancy rates presented in this report. The definition of “transit-oriented office” is office space within 600 meters of a Skytrain station. As this
definition includes a limited number of developments in the City Centre, any change (whether related to new inventory or absorption) may have a
seemingly disproportionate impact on the data.
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10) Business Growth — Richmond*?

a) New Business Licences — Number and Employees
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b) New Business Licences — Commercial Space

New Business Licences - Commercial Space Added
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BCity of Richmond Business Licencing data.

7842837

541 new business licences (representing
4,197 jobs) were issued by the City of
Richmond in Q3 2024, a 6.4% decrease in
new licences (though a 77.8% increase in
corresponding jobs) as compared to the same
period last year.

These new business licences are part of the
City’s 14,518 total valid business licenses at
the end of Q3 2024. Fluctuations are
expected in the number of total valid
business licences, as businesses update their
information as needed and renew their
licences annually.

In Q3 2024, 7 business licences became
inactive. This includes businesses that ceased
operations and home occupation businesses
that may have stopped operating or moved
out of Richmond.

928,229 square feet of commercial space
absorption was tied to the new business
licenses issued during Q3 2024,

This is an increase of 23.4% compared to
the same time period last year. The greatest
amount of space was required by industrial
(567,698 sq ft), followed by office (216,527
sq ft), and then retail (144,004 sq ft).
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11) Goods and People Movement

c¢) Regional Cargo Movement !4

Regional Cargo Movement
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a) Airport Passengers!®
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b) Richmond Hotel Room Revenue!®

Richmond Hotel Room Revenue
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Yport of Vancouver Monthly Cargo Statistics; YVR Monthly Statistics.

e In Q3 2024, cargo volumes handled by the
Port of Vancouver, as measured by Twenty
Foot Equivalents (TEUs), increased by
24.0%, as compared to the same period last
year.

e In Q3 2024, 86,410 tonnes of air cargo
passed through the Vancouver International
Airport (YVR), which is a 5.4% increase as
compared to the same period last year.

e Passenger travel through YVR continues to
be strong, with an increase of 2.6% during
Q3 2024 (7.36M) as compared to the same
period last year (7.17M).

¢ Canada continues to be a popular destination
for travelers, though consumers have less
discretionary income due to the impacts of
inflation and current economic challenges,
which is impacting some types of passenger
travel.

e Hotel room revenues in Richmond for the

first two months of Q3 were $66.6M, which
is 8.3% lower than the same period last year.

e Average third quarter hotel occupancy in

Richmond was strong at 83.4%, which
reflects a 5.3% increase from the previous
quarter and a 0.6% increase from the same
period last year.

YSYVR Monthly Statistics; IBIS World, Scheduled Air Transportation in Canada — Market Research Report (2014-2029).
16€in of Richmond Additional Hotel Room Tax Ledger; STR Global (September 2024).
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Residential Real Estate!?

The Richmond market continues to be characterized by a high level of choice for buyers, as an
increasing number of properties are listed for sale, but the overall pace of sales has slowed. This
is partly due to ongoing affordability concerns, with many potential buyers still feeling the pinch
of higher borrowing costs despite recent rate reductions. This shift is putting downward pressure
on prices, with the market showing early signs of tilting toward a buyers' market. The Vancouver
housing market, which saw a nearly 20% jump in resales from September to October, continued
its momentum with a further 1% increase in November. This trend suggests the market may be
emerging from its recent slowdown.

e Single family detached (SFD) home sales
Richmond - Residential Sales decreased by 21.0% compared to Q3
2023.

e Townhouse and apartment sales have
aes o decreased by 24.5% and 29.0%,

——r 58 respectively, compared to Q3 2023.
e Townhouse sales comprise 22.0% of the
residential home sales in Richmond. SFD
W3-2uz8 wa-2uzs Q1-20z4 Q2-2024 Q3-2u24 and apartment sales account for 24.0% and

54.0%, respectively, of home sales in
pariment ingle Family = Townhouse .
Richmond.

o There were 638 residential home sales in
Richmond in Q3 2024, a 26.2% decrease
compared to the same period last year.

Richmond - Residential Sales-to-Active Listings o Richmond residential properties had a
45.0% . . . .
w00% /\ sales-to-active listings ratio of 11.7% as
.0%
w00 at September 30, 2024.
25.0%
0% o Analysis of historical data suggests
fo0% downward pressure on home prices
T —T Al T T i i 0
oo% Q3-2023 Q4-2023 Q1-2024 Q2-2024 Q3-2024 occurs _When th'e ratlo (_11ps below }2/0 for
e Famly  —aTowmhouse a sustained period, while home prices
sarment Freperies often experience upward pressure when it

surpasses 20% over several months.

17 Real Estate Board of Greater Vancouver.
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Richmond - Average Days on Market
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At Q3 2024, SFD properties in Richmond
had an average of 35 days on the market,
a 2.9% increase compared to Q3 2023.

Townhouses and apartments in Richmond
had an average of 26 and 33 days on the
market, respectively, representing an
8.3% and a 26.9% increase, respectively,
over the same period last year.

At Q3 2024, SFD properties in GVRD
had an average of 39 days on the market,
which represents an increase of 25.8%
compared to Q3 2023.

Townhouses and apartments in GVRD
had an average of 28 and 32 days on the
market, respectively, which represents a
33.3% increase compared to Q3 2023.

The Home Price Index (HPI)!'® for SFD
properties in Richmond at Q3 2024 was
$2,168,800, a 0.5% decrease compared to
Q3 2023. The GVRD housing market has
increased with SFD properties priced at
$2,022,200, which represents a 0.3%
increase compared to the same quarter
last year.

At Q3 2024, the HPI for townhouse
properties in Richmond was $1,149,400,
an increase of 2.1% compared to Q3
2023. The HPI for townhouse properties
in GVRD was $1,099,200, which
represents a 0.1% increase compared to
the same time last year.

The HPI for apartments in Richmond was
$737,600, a decrease of 1.7% compared
to Q3 2023. The HPI for apartments in
GVRD was $762,000, which represents a
0.8% decrease compared to the same time
last year.

'8 Home Price Index is a tool to measure home prices trends in Metro Vancouver and other major markets in the country. It is an alternative
measure of real estate prices that provides the market trends over traditional tools such as mean or median average prices.
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Operating Activity

213 -

Table 2 compares budget to unaudited actual activity up to September 30, 2024. The net figure
represents combined revenue and expense amounts. Actuals include estimates for revenues
earned and expenses incurred to date where invoices may not yet be issued or received.

Table 2: Net Operational Activity for the period January 1, 2024 to September 30, 2024 (in

$000’s)

Division/Department!-?

Policing
Fiscal

Flood Protection Utility
Sanitary Sewer Utility
Sanitation and Recycling Utility
Water Utility

Utilities Total

Q3YTD

Net
Budget®

57,179
(211,768)
$5,542
4,117
1,299

$9,333

Q3IYTD
Actuals and
Commitments*

($5,486)
3,346
(381)
(849)
3,243
$5,359

Q3IYTD
Variance

($)

$11,028
771
1,680

$3,974

Projected
Surplus
(Deficit) before
Appropriation

$14,298
632
1,857

does not represent Generally Accepted Accounting Principles but is presented on a modified cash basis.

Estimated
Appropriation

Corporate Administration 7,987 7,965 22 143 (134) 9
Engineering and Public Works 36,972 36,221 751 2,322 (2,009) 313
Finance and Corporate Services 21,688 21,144 544 296 (200) 96
Fire Rescue 38,078 38,193 (115) (745) 0 (745)
Law and Community Safety’ 4,002 2,699 1,303 1,403 0 1,403
Library 8,243 7,910 333 456 (456) 0
Parks, Recreation and Culture 38,103 36,107 1,996 2,589 0 2,589
Planning and Development 5,058 1,041 4,017 4,663 (217) 4,446

0
(4,981)
(87,997)
(632)
(1,857)
(1,376)
(857)

'Net Operational Activity does not include amounts related to capital such as: contributed assets, developer contributions, amortization, etc. It

Projected
Surplus
(Deficit) after
Appropriation

?Based on the organizational reporting structure in place as of September 30, 2024.

3The Net Budget is based on the operating budget approved by Council on January 29, 2024.

*Includes budgeted equity transactions such as transfer to reserves, transfer to provision, transfers from provision, etc.

*Includes Law and Community Safety Administration, Animal Protection Services, Business Licences, Community Bylaws, Emergency
Programs and Legal Services.

The following section provides an explanation on a Divisional/Departmental basis of year-to-
date variances in relation to the 2024 Financial Plan:

During the second quarter the collective agreements for CUPE 718 and 394 were settled through
mediation and retroactive payments were made. The settled rates were higher than anticipated in
the budget thus Council has approved one-time provision funding to cover the shortfall. This
one-time funding is reflected within the year to date (YTD) results.

e Corporate Administration is projected to be on budget. An appropriation of $134K is for
supporting continuation of corporate programs.

e Engineering and Public Works’ favourable variance is mainly due to operational savings.
Estimated appropriations at year-end include the following: $329K for Major Roads
Network projects to be completed in 2025, $230K for Snow & Ice control, $150K for
Roads asphalt maintenance, and $1.3M for Fleet surplus to be transferred to the
Equipment Reserve in accordance with Council's Sustainable Green Fleet Policy 2020.
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¢ Finance and Corporate Services’ favourable variance is mainly due to vacant positions and
operational savings. An appropriation of $200K is included for data analytics initiatives.

o Fire Rescue’s unfavourable variance is driven primarily by higher than anticipated
overtime due to retirements during the early part of 2024. New recruits to fill these
vacancies started in September and are anticipated to be on regular shift beginning in
December consistent with Richmond Fire training requirements.

¢ Law and Community Safety (excluding fire rescue and policing) has a favourable variance
due to higher business licence revenues, vacant positions and lower than expected
operational spending. The projected surplus is only slightly higher than Q3 variance as the
Business Licence revenues is primarily collected in the beginning of the year.

e Library’s favourable variance is mainly due to vacant positions. Any surplus at year-end
will be appropriated for future use within Library operations.

e Parks, Recreation and Culture Services’ favourable variance is mainly due stronger
revenue from recreation activities and vacant positions.

¢ Planning and Development’s favourable variance is primarily due to stronger building
permit revenue and vacancies. Estimated appropriations at year include $217K for
Community Social Development auxiliary positions to advance priorities that are in
progress and expected to carry over into 2025.

e Policing’s favourable variance is due to lower than budgeted policing contract costs from
RCMP Officer complement vacancies.

e Fiscal’s favourable variance is mainly due to higher investment income earned. Estimated
appropriations at year-end include $4.0M for potential future asset retirement obligations
relating to new accounting standards enacted in 2023 and $981K for service fees for Lulu
Island Energy Company in accordance with the asset transfer agreement as presented in
the 2025 Proposed Operating Budget report.

¢ Flood Protection Utility’s favorable variance is mainly due to operational savings. Any
surplus at year-end will be transferred to the Flood Protection Provision.

¢ Sanitary Sewer Utility’s favourable variance is mainly due to revenue received from
developers for sanitary sewer user fees during construction of residential developments
and operational savings. Any surplus at year-end will be transferred to the Sewer
Stabilization Provision.

¢ Sanitation and Recycling Utility’s favourable variance is mainly due to higher than
budgeted Recycle BC revenue and more utilities fees than budgeted. Any surplus at year-
end will be transferred to the General Solid Waste and Recycling Provision.

o Water Utility’s favourable variance is mainly due to revenue received from developers for
water consumption charges during construction of residential developments and
operational savings. Any surplus at year-end will be transferred to the Water Levy
Provision.

The presentation of the figures for the Financial Statement, Statement of Operations is different
from the Net Budget presentation above. The above presentation combines revenues and
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Staff will continue to monitor the interest rate movement and position cash and investments to
ensure that amongst its investment policy objectives, capital preservation and liquidity continue
to be the most critical considerations for all municipal investment decisions.

All investment activities have been conducted in compliance with the City’s Investment Policy
3703. Based on Morgan Stanley Capital International (MSCI) Environmental, Social, and
Governance (ESG) rating of the City’s fixed income portfolio, the City continues to receive high
ESG rating of “AA” as of Q3 2024.

Contract Awards

In accordance with Policy 3104, this report provides information on new contract awards and
aggregate contract extensions greater than $75,000. During the third quarter, 29 contracts greater
than $75,000 were awarded totalling over $20.5 million (Attachment 4).

Financial Impact
None.
Conclusion

The September 30, 2024 financial information report provides details on the economic
environment, financial results and other key indicator information to the Finance Committee for
information.

Cindy Gilfillan, CPA, CMA
Manager, Financial Reporting
604-276-4077

Att. 1: Economic Indicators

Att. 2. Financial and Key Indicators

Att. 3: Unaudited Statement of Operations
Att. 4. Contract Awards Greater than $75,000
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Attachment 3

Unaudited Statement of Operations’

For the Nine Month Period Ended September 30, 2024, with comparative figures for 2023.
(in $000's)

Budget Actuals Actuals
Sept 30, Sept 30, Sept 30,
2024 2024 2023
Revenue:
Taxes and levies $231,522 $231,522 $216,674
Utility fees 107,392 117,277 101,140
Sales of services 33,382 33,141 31,533
Payments-in-lieu of taxes 14,650 15,882 10,200
Provincial and federal grants 18,343 13,005 28,973
Development cost charges 2,538 34,549 8,547
Other capital funding sources 46,665 27,767 19,865
Other revenue:
Investment income 25,630 51,150 29,234
Gaming revenue 8,245 9,052 10,073
Licences and permits 12,832 18,007 11,421
Other 10,040 30,431 18,652
Equity income 360 1,742 1,571
$511,599 $583,525 $487,882
Expenses:
Law and community safety $118,691 $113,079 $102,105
Utilities* 109,318 100,181 99,097
Engineering, public works and project
development 56,933 51,360 50,128
Parks, recreation and culture services 55,726 55,339 51,060
General government 57,266 50,487 50,771
Planning and development 23,001 21,906 13,431
Library services 9,331 9,161 8,379
$430,266 $401,513 $374,971
YTD Surplus (Annual Surplus)? $81,333 $182,012 $112,911
Accumulated surplus, beginning of year 3,696,273 3,696,273 3,583,362
Accumulated surplus, end of September 303 $3,777,606 $3,878,285 $3,696,273

Statement of Operations for City and Library after intercompany eliminations, includes investment in Lulu Island Energy Company but excludes
Oval results.

2Annual Surplus is the difference between revenues and expenses and reflects the change in the accumulated surplus on the Statement of
Financial Position. Annual Surplus is prior to transfer to reserves and surplus appropriations. The revenues include capital contributions,
development cost charges and other items that impact the investment in tangible capital assets within the accumulated surplus. The expenses
include amortization which impacts the investment in tangible capital assets in accumulated surplus.

SAccumulated surplus is equivalent to the net worth of an organization and is comprised of investment in tangible capital assets, reserves,
appropriated surplus, general surplus and other equity.

4Utilities includes flood protection, water, sewer and sanitation recycling.
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