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was exciting and progressive for the
District of Sparwood.

The new Visitor Centre was completed
and opened on August 4", 2006. This new
facility will welcome visitors from all over the
world into British Columbia.

Through provincial grants, refurbishing
of the ice arena was completed with a new
roof, ice surface and new boards. This will
extend the life of the building for years to
come.

Provincial grant funding also assisted in the roof replacement of the Sparwood
proper reservoir. This major upgrade will extend the life of the reservoir by thirty or
more years.

The development of Whitewood Crescent was completed in November, 2006 and
all 25 lots have now been sold.

Cherrywood Subdivision, which is located on Ponderosa Drive between the ball
fields and the Baptist Church, was prepped for development, when completed it will
have 35 lots available for sale.

Plans and negotiations in regards to a golf resort are ongoing with a developer
and it is anticipated that this will begin in the summer of 2007.

Sparwood continues to be in good financial condition and is seeing substantial
growth.

David Wilks
Mayor
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Standing left to right

Councillor Gayle Travis, Councillor Margaret McKie, Councillor Harold Baytaluke,
Mayor David Wilks, Councillor Jim Banks, Councillor Sharon Fraser, Councillor Peter Templin

The District of Sparwood is governed by an elected Council comprised of the Mayor and
six Councillors. The Mayor and Councillors are elected for three-year terms and each
member of council represents the District at large.

Regular meetings are scheduled for the first and third Monday of every month. If the
Monday is a statutory holiday the meeting is schedule for the following Tuesday. The
meetings are held at 7:00 p.m. at the District Office, 136 Spruce Avenue and are
broadcast on the local cable channel at 7:00 p.m. on the Wednesday immediately
following the meeting.

Meeting agendas and minutes are available on the District's website
www.sparwood.bc.ca under “Meet the Sparwood Council”. We also publish a semi-
monthly newsletter, “Council Facts” (after every regular council meeting). This is on the
web page and also distributed in paper form at locations throughout town.
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| am pleased to present the Annual Report, which provides
a summary of the District’'s achievements for 2006 and an
overview of the various departments.

Staff has been challenged in their attempts to manage the
growth that Sparwood has faced this past year and every
indication is that we could become one of the fastest
growing communities in the East Kootenay area over the
next few years.

As part of any growing community comes the necessity to

look at staffing levels. In 2006 Council determined that, with

new legislative demands being placed on local governments

and with new development occurring that it was time to replace a Staff position that had been
eliminated back in 1996. In late 2006 a Director of Corporate Services was recruited and has
already become an integral part of the Management Team for Sparwood.

All of our District employees continue to prove their ongoing commitment and dedication to their
community, something that is exemplified on a daily basis. With technology and legislation
changing so rapidly, we are also committed to providing training opportunities so that each
employee is given the necessary tools to better serve the public.

Although we are faced with many challenges that come with managing a growing municipality,
Staff remains committed to being responsive and flexible to the needs of the community. Some
improvements that have been incorporated into our business practices have been to make our
application forms available on-line and provide the option of paying taxes and utilities on-line.
Feedback has indicated that this has been a significant improvement to the level of service we
provide.

| encourage the public to provide us with their views and suggestions by attending public
hearings, informational meetings and Regular Council and Committee Meetings. It is through
you that we can learn how to better meet the needs of our taxpayers. If you are unable to get
out to meetings our Regular Meetings are televised and we would be pleased to hear your
comments.

I am proud of the excellent work that our Municipal Employees and our Volunteers continue to

do to serve our community. | hope that you take the time to review this report and that you find
it informative.

Sandy Hansen,
Chief Administrative Officer

2006 Annual Report Page 5



May 31, 2007

The Mayor and Council
District of Sparwood

Your Worship and Members of Council

In accordance with Section 167 of the Community
Charter, | am pleased to present the 2006 Annual
Report of the District of Sparwood for the fiscal
year ended December 31, 2006. The report
includes the Auditor's report, the 2006 audited
financial statements and statistical information for
the District of Sparwood.

The financial statements for the year ended December 31, 2006 were prepared by
District staff in accordance with generally accepted accounting principles for local
governments, as recommended by the Public Sector Accounting Board (PSAB) of the
Canadian Institute of Chartered Accountants. Management is responsible for
implementing and maintaining a system of internal controls to ensure that reliable
financial statements and schedules are prepared and that these statements are
consistent with other reporting requirements as part of the Financial Information Act.

Council is responsible for ensuring that management fulfills its responsibilities for
financial reporting and internal control.

These financial statements were audited by GPI Chartered Accountants and their
responsibility was to express an opinion based on the results of their audit. The audit
was planned and performed to obtain reasonable assurance as to whether the financial
statements were free of material error or misstatement. The auditors have full and free
access to Council.

The District has maintained a policy of modest rate increases to support current
services. Overall the District is in a strong financial position as it continues to adapt to
changing conditions in the economy and services and funding provided by senior levels
of government. In 2006, the growth that was experienced in 2005 continued unabated.
Together with the renegotiation of the Elk Valley Industrial Tax Base Sharing Agreement
that is in progress and the development of new strategies to manage the growth, the
District will be poised to take on new challenges.

Respectfully submitted,

Barbara Nunes
Director of Finance
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Chief Administrative Officer

Director of Operations

Municipal Auditors

Sandy Hansen Bert Eckel GPI, Chartered Accountants
Director of Finance Fire Chief Municipal Bankers
Barbara Nunes, CGA Rick Goold Royal Bank of Canada

Director of Corporate Services

Facilities Manager

Municipal Solicitors

Terry Melcer

Willy Lee

Majic Purdy

Staples, McDannold, Stewart

Director of Planning &
Information Services

Director of Leisure & Community
Services

Danny Dwyer

Gary Walker
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MUNICIPAL SERVICES AND OPERATIONS»

General Government Services

These services include the functions
of Council, the Chief Administrative
Officer, the Director of Finance and
the Director of Corporate Services.
The District Office and Council
Chambers are located at 136 Spruce
Avenue and also house the Planning
Department, Bylaw Enforcement and
Building Inspection Services. A
portion of the building is leased to the
Province of BC for use as a Court
Room.

Sparwood Council consists of the Mayor and six Councillors who meet regularly in the
Council Chambers at 7:00 PM on the first and third Monday of each month. Committee
meetings are scheduled as required and posted in the main foyer and on the District web
page. Following each Council meeting, the District distributes a newsletter “Council Facts”
at various locations in Sparwood, by fax and on the District web page.

Council meetings are televised on the local community channel at 7:00 PM on the
Wednesday following the Council meeting and the feedback received indicates that this
feature is welcomed by local residents.

The Chief Administrative Officer (CAO), Director of Finance and the Director of Corporate
Services are supported by 4 permanent staff and one casual employee. The CAO
oversees the overall administration of the corporate body of the District, its officers and
employees. In addition, the CAO is charged with keeping Council up to date on corporate
matters and ensuring that Council policy is implemented. The Director of Finance is
responsible for the financial management of the District and coordinating the budgeting
process. The Director of Corporate Services is responsible for the safekeeping of bylaws,
minutes and records of the municipality.

The Administration Office is the communication link between Council, other Municipal
Departments and the general public.
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Protective Services

A number of functions are included
under protective services:

The Sparwood Fire Department
provides fire fighting and vehicle
extrication services within the District of
Sparwood municipal boundaries, as
well as offering mutual aid to three
neighbouring B.C. communities
(Fernie, Elkford and Hosmer), the
Municipality of the Crowsnest Pass in
Alberta and the EIk Valley Coal
Corporation — Elkview Mine site.

There are two fire halls, with Station One located in lower Sparwood and Station Two in
Sparwood Heights. Station One responds with a 2001 triple combination engine, a 1991
triple combination engine with a 50 foot Telesqurt and a 1999 Rescue Unit. Station Two
houses a 1991 triple combination engine and a 1998 support vehicle.

The department’s roster consists of 28 paid on call members and a full time chief. In
addition to training for and responding to emergencies, the crew actively campaigns for
Muscular Dystrophy, participates in annual “Child Car Seat Checks”, stages an open house
event each year during Fire Prevention Week, and raises funds for their presentation of
“Fire in the Sky”, the greatest fireworks show in the Elk Valley.

Emergency preparedness and planning is the responsibility of the District Emergency
Coordinator. There is also an Emergency Social Services Director who handles the
housing aspect in the event of an evacuation. These are volunteer positions that focus on
keeping the Districts Emergency Plan up to date and liaising with the Provincial
Emergency Program department.

Bylaw Enforcement Officer is a contract position that
also includes the Animal Control Function and business
licencing. The District operates an animal pound at 477
Pine Avenue. The contractor managed 536 animal
control and 747 bylaw enforcement occurrences/issues
during 2006.

Building Inspection Services are provided under contract with the Regional District of East
Kootenay. During 2006, 101 permits were issued with a total construction value of
$17,876,997. (This included $14,500,000 for the new high school.)
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Transportation Services

This function includes the operation of the
District’'s Public Works Yard and Building
at 477 Pine as well as the maintenance of
the District’'s roads, sidewalks, stairs,
pedestrian bridge, street and decorative
lights, parking lots, storm drains and signs.
The Public Works Department consists of
the Director of Operations, a clerical
support position, fifteen permanent crew,
one permanent part-time and 2 casual
employees. During the summer, 12
student employees are added to the roster
to assist with summer beautification projects.

In 2006, in addition to replacing equipment at the end of its normal life, the department
completed a street repaving program. These programs are scheduled every two years and
are intended to maximize the life of the District's roads. The department also assisted in
numerous capital projects that are detailed under other headings.

Solid Waste Management

Within the EIk Valley, the Regional District of East Kootenay is responsible for the
management of the transfer stations, the transportation of the waste to its final disposal site
and the closure of the old landfills. The District of Sparwood is responsible for collecting
waste and recycling within its boundaries. The District has also contracted with the RDEK
to operate the Sparwood transfer station. All these functions are carried out by the Public
Works Department.

In 2006, a new Reuse building was constructed on the landfill site to provide an area where
reusable items can be stored and displayed until they find a new owner.

The landfill closure taxation reserve shown in appropriated financial equity ($116,980) was
set aside several years ago prior to the function becoming sub-regional. The funds are
being used to moderate tax increases from the RDEK waste function.

Water Services

The Sparwood water system is operated by the Public Works Department and includes
three wells and two reservoirs. Because the water comes from deep wells and is very cold,
no chlorination is required. Water quality is tested on a weekly basis. The water contains
natural fluoride and the District adds additional fluoride to bring the level to 0.7 mg/l.
Certain areas on the outskirts of Sparwood are not serviced by the municipal system.

In 2006 the Department continued identifying steps required to bring the District in
compliance with the new amendments to the Drinking Water Protection Act. Work also
continued on the internal leak detection and repair program, however the consumption
figures indicated that not all leaks had been located. This year also saw, with the help of
Provincial funding the completion of a new roof to the water reservoir in Sparwood proper,
which will extend the life of the reservoir for another thirty years or more.
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Sewer Services

The District’'s sewer treatment plant is located at the Public Works yard and provides
secondary treatment through an extended aeration, activated sludge process with
ultraviolet disinfection. Certain areas on the outskirts of Sparwood are not serviced by the
municipal sewer system.

Work was completed in 2006 on the new Salsnes filter and the a generator was installed to
provide back up power for the sewage treatment plant and water pump station #3. Work
was undertaken to protect the sewer and water mains eroded by the Elk River, however the
river continues to undo the repairs and a more permanent solution will be required in the
near future.

Public Health

This function includes the mosquito (West Nile Virus)
control program (contracted out) and the operation of the
two cemeteries by the Public Works Department. In 2006,
a Provincial grant was received which enabled Sparwood to
expend the normal mosquito control program to include
West Nile Virus identification and prevention measures.

Community Development

This function includes the Planning Department and various economic development
activities.

The Planning Department consists of the Director of Planning and Information Services and
an Engineering / Planning Assistant. In addition to providing the usual planning services,
this department also provides assistance and technical support to other departments and
the District’'s information systems.

Major 2006 projects under this heading included completion of a 25 lot subdivision off
Cypress (Whitewood Crescent), lighting of a Fiber Optic Backbone, ongoing Pine Beetle
management, and completion of a new Visitor Centre.

2006 was a very busy year with all but one available residential lot in Sparwood being sold
prior to the completion of the Whitewood subdivision. Much technical work was undertaken
to move forward on the Sales Agreement for the purchase and development of the Rolling
Hills area, some 600 acres of golf course, residential of varying densities and commercial
development. This new development planned for Sparwood has the potential to double
Sparwood’s population. This new development has been discussed and marketed over the
last number of years and is welcomed.

In 2006, the optimistic outlook observed in the previous year continued. The closure of the
College of the Rockies facility, while originally viewed as another challenge took on a silver
lining when the property was purchased by Elk Valley Coal Corporation as an office and
training centre. Rather than cash, the District will receive land in exchange and this will
provide for a variety of future needs and opportunities. All combined, this continues to
place demands on resources, and we continue to adapt in response.

2006 Annual Report Page 11



Community Development cont.

In 2006, the District provided assistance of $ 58,000 to
the Sparwood and District Chamber of Commerce who
operate the Visitor Centre, Titan Park and perform
certain economic development activities for the District.

Recreation and Cultural Services

The Parks and Recreation Department is staffed by
the Director of Recreation and Community
Services, the Facilities Manager, two permanent
clerical support staff, two full time life guards, a
permanent maintenance crew of six and several
part time, casual and temporary staff. This
department operates out of the Recreation
Complex at 367 Pine Avenue. This facility includes
a fitness centre, pool, hot tub, arena, curling rink,
racquet courts, climbing wall, and a community

hall. The District’s parks, playgrounds, ball fields, trails system and the historical interpreted
landmarks are jointly managed by the Parks and the Public Works departments.

Major 2006 projects undertaken by the Department
include replacement of the arena floor, arena
boards, and the arena roof with the help of a
Provincial Live Sites grant. The improvements to
the arena will give the facility a new lease on life,
and should extend its service to the community by
40 years.

A new, propane fueled ice resurfacer was also
purchased for the ice arena, and the lighting in the
common areas of the curling rink, hall and arena

has been replaced with high efficiency fixtures to help reduce hydro electricity consumption.

The three outdoor tennis courts on the Leisure Centre grounds were resurfaced last
summer. The new finish provides an excellent playing surface and brightens the facility.

Included under this heading are the assistance to the Sparwood Public Library, the Michel
Natal Sparwood Heritage Society, Sparwood District Arts & Heritage Council, and Sunset

Ridge Ski Society.
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Public Transportation in Sparwood

This project allowed for the purchase of a 20 passenger bus to be used within Sparwood
and its outlying area. The bus was modified to be equipped so that it can also transport
people with physical disabilities. For the past year this unit operated as a limited ‘intercity
bus service’, providing public transportation from the outreaching areas to the Sparwood
Health Care Centre, the Library, the College of the Rockies, the Day Care Centre, the
Recreation Centre, the Food Bank, and the downtown core.

Plans are in place to continue to operate the
service on a limited schedule until BC Transit
takes over the local service in February of
2008.

Active Communities Initiative

The goal of the Active Communities Initiative in British Columbia is to increase physical
activity levels by 20% by the year 2010. Sparwood has registered as an Active
Community, and adopted this objective.

Six ‘Active Living in Sparwood’ events were held in 2007. These sessions included a
speaker followed up with a facilitated workshop during which those present participated in
one aspect or another of the Active Community plan.

This series proved to be an effective way to involve a good cross section of the population
(there were 70 people on average at each session), and to accumulate the raw material
necessary to formulate the final version of the Plan.

The District of Sparwood was the successful winner
of a challenge from the City of Fernie and District of
Elkford for a “Walk with the Mayor” Move for Health
Day Challenge. Out of a possible 69 employees,
67 or 97% participated in the walk. In addition to
those numbers, 520 people joined in on the event —
good work everyone.

2006 Annual Report Page 13



MUNICIPAL OBJECTIVES AND MEASURES FOR 2006 AND 2007~

The following goals were established by Council to be reported on in 2006 and 2007, with
the measure to be percentage completion unless otherwise indicated:

1. Preservation of drinking water quality:

(@) Water Reservoir Inspection and Repair — both reservoirs to be inspected and
necessary repairs undertaken.

100% complete
(b) Compliance with new Drinking Water Protection Act Regulations

15% complete Increased testing in place, Cross Connection control program in
progress, Community Ground Water Management Plan in draft stage awaiting comments
back from Interior Health Authority.

2. Water Conservation

a) Leak detection and repair. An outside professional will be used to locate
leaks that are beyond the ability of our existing detection equipment. Per
capita water consumption will be the measurement.

30% complete The program undertaken in 2006 located a number of major leaks
which have all been repaired. Consumption figures indicate that more leakage remains, so
additional programs will be scheduled until it is determined that leakage has reduced to
acceptable levels.

Consumption: 2004 380 cu metres per capita per day
2005 402 cu metres
2006 379 cu metres

3. Fire Protection

(@) New Fire Services Bylaw — existing bylaw was adopted in 1991 and requires
updating.

95% complete — Awaiting clarification on some jurisdictional matters.
4. Forest Health Management

(& A removal program is in place to manage the effect of pine beetle on District
properties so that logging of diseased wood can fund the cost of special
treatment in sensitive areas and eventual reforestation.

50% complete — The reserve account increased by $ 36,628 to $ 496,902 in 2006.
Approval received from Tree Canada for 50% funding on a $30,000 replanting program.
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5. Economic Development

@) Installation of fibre optic backbone within Sparwood — to improve local
government, health and education services and to provide opportunities for
new and existing businesses.

95% complete — Backbone construction completed. System “lit” and municipal facilities
and one small business connected. Additional connections in negotiations.

(b) In order to maximize the benefits of the new Visitor Information Center and
the investment in the fiber optic backbone, Council will undertake a formal
strategic planning process. A new marketing plan for the District will be
included.

50% complete — Strategic planning completed; the marketing plan has been deferred until
the final status of the Rolling Hills development is known. If that project moves forward, a
marketing plan funded by the District will not be necessary at this time.

(c) Hotel development incentive — a revitalization tax exemption program will be
established to attract hotel development/redevelopment to the downtown
core. Construction value of hotel property will be measured.

50% complete — Substantial renovation completed at Sparwood Causeway Bay Hotel,
building permit value of $100,000 recorded, however the value of renovations are much
higher than that. The program is open to 2008 and the potential for renovations on a
second hotel property exists.

(d) Rolling Hills Project. In order to complete this sale, a substantial amount of
staff resources will be required before the purchaser can make a final
decision on this project.

75% complete — Complexity of this project, lack of availability of professionals and weather
conditions have delayed progress on the both the part of the developer and the District.
Completion of the sale is expected to occur in June, 2007.

6. Finance

(@) Renegotiation of Elk Valley Industrial Tax Base Sharing Agreement (EVITBS).
Inequities in this agreement are beginning to impact the District and the five
year wait for the Ministry to act is long enough. The need to tax for policing
costs in 2007 will only exacerbate this problem.

50% complete — Negotiations are expected to be completed July, 2007 with related
provincial legislation and boundary expansions to be completed before Dec 31, 2007.

(b) Implementation of succession plan. The District must find a method to fund
two new management positions to transfer information in advance of
upcoming retirements as well as manage the increasing workload.

50% complete — Funding for one position was obtained by a 2006 increase in the
Provincial unconditional grant. The second position is funded by the economic emergency
reserve for 2007 but requires successful EVITBS renegotiations to be completed after then.
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7. Administration

@) Records Management — microfilm records - contracting out to convert to
digital records — 50% to be completed in 2004 with the remainder to follow in
2005.

95% complete — records converted. Quality testing still remains to be done.

(b) Records Management — paper records back to 1991 — in-house project using
new photocopier with records management software.

30% complete - Copier and software purchased, training completed and 40 years of
minutes scanned in 2004. Half of existing paper files purged in 2005. Work scheduled for
2006 deferred due to staffing shortage.

8. Energy Conservation

(@) Lighting fixtures in the Recreation complex to be replaced with more efficient
units. (Project to be completed in 2009)

2004 power 1515490 KW/hr
2005 power 1500792 KW/hr
2006 power 1427530 KW/h (94% of 2004 usage)

(b) Installation of digital controls in the recreation complex. (Multi year project)

Year Curling Rink Arena Leisure Centre
2004 657.3 GJ 3177.3GJ 4783.5 GJ

2005 508.6 GJ 2625.8 GJ 5223.5GJ

2006 568.6 GJ 2682.0 GJ 5089.0 GJ

Per cent of 1994: 87% 84% 106% (97% of 2005)

Energy consumption is affected by many different variables. For instance, gas
consumption will increase as temperatures fall. The issue of children playing with the
automatic doors has not completely been resolved. We expect to see more significant
results once that issue has been resolved and once more digital controls are in place.

9. Sewer system

€)) To ensure that new infrastructure will continue operating during power
failures, a new generator will be designed and installed at the sewer plant.
This unit will also power Well #3

100% complete —
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NEW OBJECTIVES AND MEASURES FOR 2007 AND 2008~

The following goals have been established by Council to be reported on in 2007 and 2008,
with the measure to be based on percentage completion unless otherwise indicated.

1. Preservation of drinking water quality

(@) The District’'s Water System was reclassified as a level Il facility in 2006 and
this has expanded the training requirements for District employees, which will
take a number of years to fulfill.

2. Water Conservation
€) Evaluation and expansion of District pilot commercial metering program.
(b) Begin residential metering on new construction.
(© Require installation of low water flow devices in new construction.

3. Sewer System

(@) Repairs to protect the sewer and water mains in the bed of the Elk River are
not effective for the long term. Studies indicate that an overhead crossing is
necessary. Such a crossing will not only protect the Elk River from sewage
contamination, but will allow for a pedestrian, cycling and fibre connection to
Sparwood Heights with numerous related benefits.

4. Economic Development
(@) Completion of EIk Valley Coal land exchange and related boundary
extension.
5. Community Fitness

(@) Sparwood residents to be 20% more active by 2010.
6. Fire Protection

(@) Implementation of a pilot wildfire interface program. In response to the
wildfire interface study completed in 2006, this program will demonstrate the
feasibility of recommendations made in the study.
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DISTRICT OF SPARWOOD
Consolidated Statement of Financial Position»
December 31, 2006 with comparative figures for 2005

2006 2005
Actual Actual
Assets
Cash and short-term investments (Note 2) $ 13,880,505 $ 16,431,004
Accounts receivable (Note 3) 1,240,342 690,793
Loans receivable (Note 4) 239,907 234,884
Other assets 56,330 102,123
15,417,084 17,458,804
Capital Assets (Note 5) 57,999,969 54,982,935
$ 73417053 $ 72,441,739
Liabilities
Accounts payable and accrued liabilities (Note 6) $ 780,675 $ 1,207,660
Deferred revenue (note 7) 214,083 487,847
994,758 1,695,507
Equity
Financial equity
Current fund (Note 8) 1,656,922 1,533,185
Reserve fund 10,943,608 11,415,678
Capital fund 1,821,796 2,814,434
14,422,326 15,763,297
Equity in capital assets 57,999,969 54,982,935
72,422,295 70,746,232
$ 73417053 $ 72,441,739
See accompanying notes to the consolidated financial statements
Barbara Nunes, CGA, David Wilks,
Director of Finance Mayor
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DISTRICT OF SPARWOOD
Consolidated Statement of Financial Activities
December 31, 2006 with comparative figures for 2005

Revenues

Net taxation and grants-in-lieu (Note 9)

Sale of services (Note 10)
Licences, permits, and other
Return on investments
Grants and donations

Sale of land and other

Expenditures

General government services
Protective services

Transportation services

Solid waste management services
Public health

Water services

Sewer services

Community development services
Recreation and cultural services

Net operating revenue (expenditures)

Financial equity, beginning of the year
Financial equity, end of the year

2006 Annual Report

See accompanying notes to consolidated financial statements

2006 2006 2005
Budget Actual Actual
(unaudited)

$3,687,800 3,693,038 $3,524,836
1,886,100 2,028,290 1,825,814
209,450 238,587 215,867
446,551 623,566 800,764
1,097,117 1,121,677 2,049,613
678,487 1,365,085 520,070
8,005,505 9,070,243 8,936,964
770,157 701,816 757,554
682,431 537,296 424,007
1,502,289 1,461,730 1,180,130
757,550 779,743 523,315
82,200 87,979 240,170
984,789 943,347 221,493
484,791 534,927 757,067
2,486,588 2,412,533 2,838,362
2,881,173 2,951,843 1,924,926
10,631,968 10,411,214 8,867,024
(2,626,463) (1,340,971) 69,940
15,763,297 15,763,297 15,693,357
$ 13,136,834 14,422,326 $15,763,297
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DISTRICT OF SPARWOOD
Consolidated Statement of Changes in Financial Position
December 31, 2006 with comparative figures for 2005

2006 2005
Actual Actual
Cash provided by (used for)
Operations
Net consolidated revenue (expenditure) $ (1,340,971) $ 69,940
Add back: capital expenditures 4,867,230 3,406,375
3,526,259 3,476,315
Change in working capital items:
Accounts receivable (549,549) (50,114)
Loans receivable (5,023) 137,085
Other assets 45,793 37,962
Accounts payable (426,985) 385,975
Unearned revenue and refundable deposits (273,764) 299,718
2,316,731 4,286,941
Financing
Reduction of long term debt - -
Investing
Capital asset acquisitions (4,867,230) (3,406,375)
(4,867,230) (3,406,375)
Change in cash and short term investments (2,550,499) 880,566
Cash and short term investments, beginning of year 16,431,004 15,550,438
Cash and short term investments, end of year $ 13,880,505 $16,431,004

See accompanying notes to consolidated financial statements
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DISTRICT OF SPARWOOD
Consolidated Statement of Current Fund Activities
December 31, 2006 with comparative figures for 2005

Revenues
Net taxation and grants-in-lieu (Note 9)

Sale of services (Note 10)
Licences, permits, and other
Return on investments
Grants and donations

Expenditures

General government services
Protective services
Transportation services

Solid waste management
Public health

Water services

Sewer services

Community development
Recreation and cultural services

Net operating revenue

Fiscal services

Net interfund transfers
To reserves

2006

Budget
(unaudited)
$ 3,687,800
1,886,100
209,450
104,080
389,009
6,276,439

725,750
565,400
934,850
671,950
82,200
303,600
335,400
348,250
1,797,338
5,764,738

511,701

(788.,300)
(788,300)

Change in current fund balance

Current Fund balance, beginning of the year

Current Fund balance, end of the year

(276,599)

1,533,185

$ 1,256,586

2006 2005

Actual Actual
$ 3,693,038 $ 3,524,836
2,028,290 1,825,814
238,587 215,867
178,149 110,837
413,569 383,563
6,551,633 6,060,917
657,409 757,344
420,265 418,607
894,291 972,701
694,143 523,315
87,979 240,170
262,158 214,100
385,536 262,347
274,195 352,604
1,868,008 1,719,461
5,543,984 5,460,649
1,007,649 600,268
(883,912) (868,644)
(883,912) (868,644)
123,737 (268,376)
1,533,185 1,801,561
$ 1,656,922 $ 1,533,185

See accompanying notes to consolidated financial statements
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DISTRICT OF SPARWOOD

Consolidated Statement of Capital Fund Activities

December 31, 2006 with comparative figures for 2005

2006 2006 2005
Budget Actual Actual
Sources of Financing (unaudited)
Revenues
Provincial Government grants $ 816,000 $ 708,108 $ 1,666,050
Proceeds of disposal - 48,342 16,553
Other - 8,145 8,536
Net interfund transfers
From reserve funds 5,824,000 3,109,997 3,501,438
6,640,000 3,874,592 5,192,577
Expenditures
General government 101,000 44,407 210
Protective 159,000 117,031 5,400
Transportation 1,286,000 567,439 207,429
Environmental development 92,000 85,600 -
Water 961,000 681,189 7,393
Sewer 619,000 149,391 494,720
Community development 4,920,000 2,138,338 2,485,758
Recreation and cultural 1,186,000 1,083,835 205,465
9,324,000 4,867,230 3,406,375
Net Financing (2,684,000) (992,638) 1,786,202
Financial equity, beginning of the year 1,821,796 2,814,434 1,028,232
Financial equity, end of the year (862,204) 1,821,796 2,814,434
Equity in capital assets, beginning of year 57,999,969 54,982,935 51,777,890
Capital expenditures 9,324,000 4,867,230 3,406,375
Disposal at net book value - (1,850,196) (201,330)
Equity in capital assets, end of year 67,323,969 57,999,969 54,982,935
Capital Fund, end of the year $66,461,765 $59,821,765 $57,797,369

See accompanying notes to consolidated financial statements
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DISTRICT OF SPARWOOD
Consolidated Statement of Reserve Fund Activities
December 31, 2006 with comparative figures for 2005

Sources of Financing

Return on investments

Contributions from current operations
Sale of land

Other

Expenditures

Contribution to capital fund (net)
Contribution to operations

Change in Reserve Fund balance
Reserve Fund balance, beginning of the year

Reserve Fund balance, end of the year

Summary of Reserve Fund Positions

Land sales

Capital works, machinery and equipment
Repaving

Recreation and cultural

Local improvement financing
Waterworks

Sewer system

Parks acquisition

2006 2006 2005
Budget Actual Actual
(unaudited)

$ 342,471 $ 445417 $ 689,927
788,302 883,912 868,644
622,000 1,298,600 456,347

- 9,998 38,634
1,752,773 2,637,927 2,053,552
5,824,000 3,109,997 3,501,438
5,824,000 3,109,997 3,501,438
(4,071,227) (472,070) (1,447,886)
11,415,678 11,415,678 12,863,564
$ 7344451 $.10.943.608 $ 11.415678
$ 6,866,221 $ 6,378,020

2,069,396 2,159,957

360,321 620,239

376,187 854,021

119,059 108,430

315,352 487,540

688,219 664,876

148,853 142 595

$10943,608 $11415,678

See accompanying notes to consolidated financial statements
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DISTRICT OF SPARWOOD
Notes to Consolidated Financial Statements»
December 31, 2006

1 Significant Accounting Policies
(a) Basis of Presentation

The Consolidated Financial Statements of the District of Sparwood, which are the
representation of management, are prepared in accordance with Canadian generally
accepted accounting principles for local governments as prescribed by the Public
Sector Accounting Board (PSAB) of the Canadian Institute of Chartered
Accountants. The Consolidated Financial Statements reflect the combined results
and activities of the reporting entity which is comprised of the Operating, Capital and
Reserve Funds and all organizations that are accountable for the administration of
their financial affairs and resources to the Council and are controlled or owned buy
the District. Interfund transactions have been eliminated on consolidation.

i Operating funds: These funds include the General, Water and Sewer
operations of the District. They are used to record the operating costs of the
services provided by the District.

ii. Capital funds: These funds included the General, Water and Sewer Capital
Funds. They are used to record the acquisition and disposal of property and
equipment and their related financing.

iii. Reserve funds: Under the Community Charter, Council may, by bylaw,
establish reserve funds for specified purposes. Money in a reserve fund, and
interest earned thereon, must be expended by bylaw only for the purpose for
which the fund was established. If the amount in a reserve fund is greater
than required, Council may, by bylaw, transfer all or part of the balance to
another reserve fund.

(b) Revenue Recognition

Sources of revenue are recorded on the accrual basis and include revenue in the
period in which transactions or events occurred that give rise to the revenue and
expenditures in the period the goods and services are acquired and a liability is
incurred or transfers are due. Revenue unearned in the current period is recorded
as deferred revenue.

(c) Investments

Investments are recorded at cost, except for the investments in the Municipal
Finance Authority of British Columbia pooled investments which are carried at
market value. When, in the opinion of management, there is a permanent decline in
the value, investments are written down to their net realizable value.

(d) Physical Assets

Physical assets, comprised of capital assets and capital-work-in progress, are
recorded at cost and are classified according to their functional use. Donated
physical assets are reported at fair value at the time of donation. Amortization has
not been provided for in these financial statements.
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DISTRICT OF SPARWOOD

Notes to Consolidated Financial Statements

December 31, 2006
Significant Accounting Policies (continued)
(e) Use of Estimates

The preparation of consolidated financial statements in conformity with Canadian
generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the reported
amounts of revenues and expenditures during the period. Significant areas requiring
estimates include the determination of accrued payroll liabilities and provisions for
contingencies. As such, actual results could differ from the estimates.

Cash and Short-term Investments

Restricted cash and Investments
Statutory Reserve Funds
Unrestricted cash and investments

Accounts Receivable:

2006

$ 10,922,944
2,957,561
$ 13,880,505

2006

Accounts receivable are recorded net of allowance and comprise:

Taxes

Utilities

Other Governments

Trade receivables and other

Less allowance for doubtful accounts

Loans Receivable

Sparwood Golf Club, receivable on demand, secured
by assets of the Club, interest at prime plus 2%

Sparwood Futures Society, annual payments of
$13,121 and bearing interest at 5.95%. The Society
may make additional payments without penalty.

Physical Assets

Land

Buildings

Engineering structures
Equipment

2006 Annual Report

$ 180,967
139,287
782,464
139,966

1,242,684

(2,342)

$ 1,240,342

2006

$ 113,000

126,907

$ 239,907

2006
$ 2,308,270
15,392,996
33,524,745
6,773,958
$57,999,969

2005

$ 11,397,157

5,033,847

$ 16,431,004

2005

$ 207,518
211,764
210,472

69,588
699,342

(8,549)
$__ 690,793

2005

$ 98,000

136,884

$__ 234,884

2005
$ 2,781,287
13,791,982
31,825,875
6,583,791
$54,982,935
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DISTRICT OF SPARWOOD
Notes to Consolidated Financial Statements
December 31, 2006

6 Accounts Payable and Accrued Liabilities

2006 2005
Other governments $ 2,031 % 1,098
Payroll liabilities 502,397 445,685
Trade payables 276,247 760,877
$ 780,675 $_1,207,660
Deferred revenue
2006 2005
Prepaid taxes and utilities $ 11,703 $ 14,742
Deposits 48,423 335,104
Other 153,957 138,001
$ 214083 $ 487,847
Financial equity - Current Fund
2006 2005
Unappropriated
General operating fund $ 68,693 $ 2,926
Water fund 44,576 49,542
Sewer fund 33,066 52,750
146,335 105,218
Appropriated
General future works 510,705 415,886
Forest health reserve 496,902 460,274
College building reserve - 34,827
Landfill closure taxation reserve 102,980 116,980
Economic emergency reserve 400,000 400,000
1,510,587 1,427,967
$1,656,922 $1,533,185
Net Taxation
2006 2005
Taxes collected
Property taxes $9,271,894 $9,001,257
Special assessments 5,122 5,122
1% utility tax 133,177 125,713
Grants in lieu of taxes 26,735 25,006
Penalties and interest on taxes 37,269 30,066
$9,474,197 9,187,164
Less: Payments to other governments
Ministry of Education (2,501,286) (2,468,671)
Regional District of East Kootenay (556,216) (506,965)
Regional Hospital District of East Kootenay (250,584) (194,204)
Other (75,076) (74,571)
Elk Valley tax sharing — Fernie and Elkford (2,397,997) (2,417,917)
$ 3,693,038 $ 3,524,836
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DISTRICT OF SPARWOOD
Notes to Consolidated Financial Statements
December 31, 2006

Sale of Services

2006 2005
Water user rates $ 265,605 $ 239,210
Sewer user rates 365,643 304,013
Garbage user rates 519,195 489,730
Transfer station contract 266,479 234,227
Recreation 299,356 298,176
Transportation 236,502 170,607
Other 75,510 89,851

$ 780,675 $ 1,825,814

Total expenditures by object

2006 2005
Labour and benefits $ 3,216,477 $ 3,046,697
Physical assets 4,796,318 3,334,200
Operating goods and services 2,398,419 2,486,971
Debt servicing $ - $ 156
$10,411,214 $ 8,867,024

Federal Gas Tax Agreement

Gas Tax funding is provided by the Government of Canada. The use of the funding is
established by a funding agreement between the District and the Union of British
Columbia Municipalities. Gas Tax funding may be used for designated public transit,
community energy, water, wastewater, solid waste and capacity building projects, as
specified in the funding agreement. Transactions for these funds are as follows:

2006 2005
Opening balance of unspent funds $ 70,824 $ -
Add: Amount received during the year 70,788 70,824
Interest earned 2,762 -
Less Amount spent on projects (144,374) -
Amount spent on administration $ - $ -
Closing balance of unspent funds $ - $ 70,824

Commitments and contingencies
(@) Regional District of East Kootenay

The District is responsible, as a member of the Regional District of East Kootenay,
for its portion of any operating deficits or long-term debt related to functions in
which it participates.is responsible for its portion of any operating deficits or capital
debt related to functions in which it participates.
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DISTRICT OF SPARWOOD
Notes to Consolidated Financial Statements
December 31, 2006

13. Commitments and contingencies (continued)
(b) Municipal Pension Plan

The District and its employees contribute to the Municipal Pension Plan (the plan), a
jointly trusteed pension plan. The Board of Trustees, representing plan members and
employers, is responsible for overseeing the management of the pension plan, including
investment of the assets and administration of benefits. The plan is a multi-employer
contributory pension plan. Basic pension benefits are defined. The plan has about
140,000 active members and approximately 51,000 retired members. Active members
include approximately 31,000 contributors from local governments.

Every three years an actuarial valuation is performed to assess the financial position of
the plan and the adequacy of plan funding. The most recent valuation as at December
31, 2003 indicated an unfunded liability of $789 million for basic pension benefits. The
next valuation will be as at December 31, 2006 with results available in 2007. The
actuary does not attribute portions of the unfunded liability to individual employers. The
District of Sparwood paid $164,077 for employer contributions to the plan in fiscal 2006.

(c) Municipal Insurance Association of British Columbia

The District is a subscribed member of the Municipal Insurance Association of British
Columbia (The “Exchange”) as provided by section 3.02 of the Insurance Act of the
Province of British Columbia. The main purpose of the Exchange is to pool the risks of
liability so as to lessen the impact upon any subscriber. Under the Reciprocal Insurance
Exchange Agreement, the District is assessed a premium and specific deductible for its
claims based on population. The obligation of the District with respect to the Exchange
and/or contracts and obligations entered into by the Exchange on behalf of its
subscribers in connection with the Exchange are in every case several, not joint and
several. The District irrevocably and unconditionally undertakes and agrees to indemnify
and save harmless the other subscribers against liability losses and costs which the
other subscribers may suffer.

14 Trust Funds

In accordance with PSAB recommendations for local governments, trust funds are not
included in the District's Consolidated Financial Statements. The District administers
cemetery trust funds for the perpetual care and maintenance of the District owned
cemeteries. Transactions for these funds are as follows:

2006 2005

Interest earned $ 1,435 $ 745
Care contributions 2,869 1,280
4,304 2,025

Trust fund Balance, beginning of the year 35,161 33,136
Trust fund Balance, end of the year 39,465 35,161
Rivercrest Cemetery Care Trust 31,280 29,386
Elk Valley (Michel) Cemetery Care Trust 8,185 5,775
$ 39,465 $ 35,161

15 Comparative figures

Certain of the prior year's figures have been restated to conform to the current year’'s
presentation.
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PERMISSIVE TAX EXEMPTIONS 2006~

The first Permissive Tax Exemption Bylaw to be adopted under the Community Charter
was adopted in 2004 and exempts 2005 to 2015 taxes. The exemptions approved for 2006
(below) were identified in Permissive Tax Exemption Bylaw 919, 2004.

Churches

These properties are automatically exempt from taxation, however the attached halls and
surrounding land require a permissive exemption.

Folios 2332.000 — 2334.000 (Pentecostal Assemblies): $ 359.
Folio 3020.001 (Roman Catholic Church): 167.
Folio 354.760 (Sparwood Fellowship Baptist Church): 121.
Folio 354.500 (Mormon Church): 245,

Charitable/philanthropic
Folios 201.000 & 222.000 (Sparwood Senior Citizen Society) —

Sparwood Senior Villas: (Land surrounding building footprint) 856.
Folio 17.055 (Sparwood Old Age Pensioners Society) —

Seniors Drop In Centre: 550.
Folio 17.000 (Elk Valley Seniors Housing Society) — Lilac Terrace: 5,185.

Note: This Society leases the land and building from the District. The total lease payment
for 2005 was $31,087. The lease contains a provision that if the property is not exempt
from property tax that the lease payment would be reduced to $1.

Non-profit lessee of District or property for public recreational purposes

Folio 817.000 (Sparwood Golf Club) - community golf course: 5,183.
Folio 354.900 (Sunset Ridge Ski Society) —

community winter recreation facilities: 1,780.
Folio 818.120 (Sparwood Futures Society) —community campground: 4,445,
Folio 2399.000 (Lions Club of Sparwood, BC) - Lions Park storage building: 301.

Folio 818.210 (Sparwood and District Chamber of Commerce) —

Titan Park and Visitor Centre: 1,550.
Community Care Facility
Folio 2316.050 (Sparwood Community Care Society) — Sparwood Day Care: 906.

Total Exemptions $ 21,648.
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TOP TEN CORPORATE TAXPAYERS:

. (in dollars)

Name Type of Business 2006 Tax

1 Elk Valley Coal Corporation * Coal Mining 1,969,923
2 Transcanada Gas Co Ltd Gas Utility 416,994
3 Canadian Pacific Railway Co Railway 164,793
4 Foothills Pipelines (South BC) Ltd Gas Utility 136,023
5 BC Hydro Electricity utility 102,844
6 Terasen Gas Inc Gas Utility 97,599
7 Fernco Development Ltd Greenwood Mall & other properties 50,728
8 Tembec Industries Inc Forestry 21,195
9 Telus Telephone Utility 12,051
1 Sparwood Hotel Management Co Ltd | Sparwood Causeway Bay Hotel 12,111
2,993,261

These taxpayers represent 75% of the net taxes received by Sparwood

* This amount is net of funds transferred to Fernie & Elkford

TAXES COLLECTED

(In Dollars) 2002 2003 2004 2005 2006
Current year’s levy 9,042,003 | 9,173,105 | 9,108,238 | 9,187,164 | 9,271,894
Current taxes collected 8,947,553 | 9,048,966 | 9,031,297 | 9,106,330 | 9,191,463
Current taxes outstanding 94,450 124,139 76,941 80,834 80,431
Percentage of taxes collected 99.0% 98.6% 99.2% 99.1% 99.1%
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