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Council 
The Corporation of the City of Victoria 
1 Centennial Square 
Victoria, BC, V8W 1P6 

Dear Council Members: 

We are pleased to present our audit plan for the audit of the financial statements of the 
Corporation of the City of Victoria (the "City") for the year ended December 31, 2017. 

Our report is designed to highlight and explain key issues which we believe to be relevant to the 
audits including audit risks, the nature, extent and timing of our audit work and the terms of our 
engagement. The audit planning report forms a significant part of our overall communication 
strategy with the Council and is designed to promote effective two-way communication throughout 
the audit process. It is important that we maintain effective two-way communication with the 
Council throughout the entire audit process so that we may both share timely information. The 
audit process will conclude with a Council meeting and the preparation of our final report to the 
Council. 

This report has been prepared solely for the use of the Council and should not be distributed 
without our prior consent. Consequently, we accept no responsibility to a third party that uses 
this communication. 

The Council plays an important part in the audit planning process and we look forward to meeting 
with you to discuss our audit plan as well as any other matters that you consider appropriate. 

Bill Cox, FCPA, FCA 
Partner through a corporation 
BDO Canada LLP 
Chartered Professional Accountants 

BC/mkn 

Yours truly 

City of Victoria 2 

BDO Canada LLP, a Canadian limited liability partnership, is a member of BDO International Limited, a UK company limited by guarantee, and 
forms part of the international BDO network of independent member firms. 
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EXECUTIVE SUMMARY 
ENGAGEMENT LETTER 

The terms arid conditions of our engagement are included in the most recent engagement letter, 
dated October 31, 2016 attached in Appendix C. (These letters are typically updated every 3 years.) 

RESPONSIBILITIES 

It is important for Council to understand the responsibilities that rest with the external auditor and 
the responsibilities of those charged with governance. BDO's responsibilities are outlined within the 
engagement letter. The oversight and financial reporting responsibilities of Council as they pertain 
to the annual audit are summarized below. 

• Receive the work of the external auditor engaged for the purpose of issuing an independent 
auditor's report. 

• Have the auditor advise on any significant non-audit services to be provided to the City by 
the external auditor. 

• Facilitate the resolution of disagreements between management and the external auditor 
regarding financial reporting matters, if any. 

• Refer to Appendix F for full details on the responsibilities of Council. 

ENGAGEMENT OBJECTIVES 

• Express an opinion as to whether the financial statements present fairly, in all material 
respects, the financial position, results of operations, changes in its net financial assets, and 
cash flows of the City in accordance with Public Sector Accounting Standards ("PSAS"). 

• Present significant findings to Council including key audit and accounting issues, any 
significant deficiencies in internal control and any other significant matters arising from our 
work. 

• Provide opinions on the C2 - Home Owner Grant/Treasure/Audit Certificate and the 
compliance with the agreement relating to Part 8 of the School Act (British Columbia). 

• Provide timely and constructive management letters. This will include deficiencies in 
internal control identified during our audit. 

• Consult regarding accounting, indirect taxes and reporting matters as requested throughout 
the year. 

• Read the other information included in the City's Annual Report to identify material 
inconsistencies, if any, with the audited financial statements. 
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AUDIT STRATEGY 

Changes in auditing standards now require auditors to document all significant manual and computer 
systems. Building on this, we plan to focus much of our review of transaction streams using "tests 
of controls" (compliance procedures) in combination with analytical review and testing. Balances 
will be tested using a combination of compliance procedures and substantive procedures (such as 
analysis of data and obtaining direct evidence as to the validity of the items). 

Refer to Appendix B for a high level overview of our audit strategy. 

MATERIALITY 

Misstatements, including omitted financial statement disclosures, are considered to be material if 
they, individually or in aggregate, could reasonably be expected to influence the economic decisions 
of users taken on the basis of the financial statements. 

Judgments about materiality are made in light of surrounding circumstances and include an 
assessment of both quantitative and qualitative factors and can be affected by the size or nature of 
a misstatement, or a combination of both. 

For purposes of our audit, we have set preliminary materiality at $3,400,000 for the City and a 
preliminary performance materiality (used for sampling) at $2,550,000. 

Our materiality calculation is based on the City's prior year results. In the event that actual results 
vary significantly from those used to calculate preliminary materiality, we will communicate these 
changes to Council as part of our year end communication. 

We will communicate all corrected and uncorrected misstatements identified during our audit to 
Council, other than those which we determine to be "clearly trivial" i.e. less than $170,000 for the 
City. Misstatements are considered to be clearly trivial for purposes of the audit when they are 
inconsequential both individually and in aggregate. 

We encourage management to correct any misstatements identified throughout the audit process. 

RISKS AND PLANNED AUDIT RESPONSES 

Based on our knowledge of the City's operations, our past experience, and knowledge gained from 
management and Council, we have identified the following significant risks; those risks of material 
misstatement that, in our judgment, require special audit consideration. 

Significant risks arise mainly because of the complexity of the accounting rules, the extent of 
estimation and judgment involved in the valuation of these financial statement areas, and the 
existence of new accounting pronouncements that affect them. On the following page we note risks 
common in audits of local governments as supplemented with items particular to the City's 
circumstances. Should there be any other key risks that may impact the financial statement reporting 
that you feel also should be considered, please let us know and we will work such items into our 
audit plan. 
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RISKS AND PLANNED AUDIT RESPONSES (CONTINUED) 

Management Override of 
Internal Controls 

(Mandatory audit 
procedure) 

Audit Risk 
The City's current internal 
control systems could be 
subject to an override of 
existing controls by 
management resulting in 
unauthorized transactions or 
unauthorized adjustments to 
the accounting records. 

Proposed Audit Approach 
Review of significant 
transactions recorded in the 
various ledgers for unusual or 
non-recurring adjustments not 
addressed by other audit 
procedures. 

Other areas that may be considered higher risk are as follows: 

Cash and Investments 

Staff Salaries 

Tangible Capital 
Assets and 
Accumulated 
Amortization 

Audit Risk 

Cash planning and investment 
management are important 
aspects of good financial 
controls. 

Due to its nature, cash and 
investments are almost always 
considered to be a risk area in 
any audit. 
A significant single type of 
expenditure that covers many 
employees and departments. As 
a municipality, this figure is 
often of particular interest to 
financial statement users 
(ratepayers). 

Useful life estimates will need to 
be re-evaluated on the tangible 
capital assets to determine if 
they are still accurate. This 
involves a high level of 
estimation and coordination of 
the finance department with 
other departments. 

Proposed Audit Approach 

Our planned audit procedures 
include review of 
reconciliations, substantive 
testing of transactions and 
confirmations of end of period 
balances. 

Application of computer audit 
testing to analyze all payroll 
transactions in the year is a key 
step to identify unusual payroll 
relationships for testing. 

We will also perform systems 
testing, tests of controls and 
analytical review of staff salary 
and levels. 
We will perform test of 
controls for appropriate 
authorization of purchases 
combined with substantive 
testing of additions and 
disposals in the year and 
amortization calculations. 

Useful lives of existing assets 
will be reviewed for changes in 
estimates, if applicable. 

Repairs and maintenance 
ledgers will also be reviewed 
for possible capital items that 
have been expensed. 
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Employee Future 
Benefits 

A complex area that requires a 
great degree of estimation and 
reliance on actuarial experts. 

We will review actuarial 
reports and audit the 
significant assumptions. 

We will test the data provided 
to the actuary for accuracy and 
completeness, as it drives the 
actuarial calculations. 

Deferred Revenue 
and Government 
Grants 

Development Cost 
Charges 

The City collects monies from 
third parties and the government 
for specific projects. There is a 
risk that these charges and grants 
are not appropriately calculated 
and recorded. 

As with all municipalities, DCC 
collection is a complex area 
requiring interaction of several 
City departments. There is a risk 
that the DCCs may not 
completely or properly charged. 

We will directly communicate 
with the external actuaries. 
Our planned audit procedures 
include review of agreements 
from funding agencies, review 
of government transfers, and 
review of expenditures relating 
to grants and government 
transfers. 
We will review management's 
process for identifying the 
properties where new DCCs 
area applicable and test that 
appropriate amounts collected. 

EXPERTS 

In order for us to perform adequate audit procedures on certain financial statement areas, we 
will be relying on the work of, and the report prepared by, Morneau Shepell. Canadian generally 
accepted auditing standards require us to communicate with the expert. We propose to discuss 
the following with Morneau Shepell: 

• The objective and nature of our audit engagement and how we intend to use the expert's 
findings and report. 

• Our assessment of the significance and risk aspects of the engagement that will affect the 
expert's work. 

• The requirement to advise us if they have any relationship with the organization which could 
impair their judgment or objectivity in the conduct of their engagement. 

• The nature, timing and extent of the expert's work and our planned review of it, possibly 
including review of their working papers. 

• Confirmation that the assumptions used in their calculations are consistent with those used 
in the prior periods and with industry standards. 

• Their obligation to advise BDO Canada LLP of any matters up to the estimated audit report 
date that may affect their calculations and their report. 

We ask that the appropriate level of management review the data provided to Morneau Shepell 
and that they also review the assumptions used and results reported by the expert for 
reasonableness. 
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FRAUD RISK 

Canadian generally accepted auditing standards require us to discuss fraud risk with Council on an 
annual basis. Given the nature of such items, it is not appropriate to discuss this section in an open 
meeting. We have prepared the following comments to facilitate this discussion. This can be further 
discussed in an in-camera meeting following the yearend audit. 

Required Discussion BDO Response Question to Council 

Details of existing 
oversight processes 
with regards to fraud. 

Through our planning process, and based 
on prior years' audits, we have 
developed an understanding of your 
oversight processes including: 

• Council meeting for annual financial 
statements includes discussion on 
fraud; 

• Follow-up report and discussions at 
regular Council meetings regarding 
audit findings report and follow-up 
actions, which include discussion of 
internal controls; 

• Review of related party 
transactions; and 

• Consideration of tone at the top. 

Are there any new 
processes or changes 
in existing processes 
relating to fraud that 
we should be aware 
of? 

Knowledge of actual, 
suspected or alleged 
fraud. 

Currently, we are not aware of any 
fraud. 

Are you aware of any 
instances of actual, 
suspected or alleged 
fraud affecting the 
City? 

Refer to Appendix G for our considerations of possible fraud and illegal activities during the 
performance of our audit. 
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FINAL ENGAGEMENT REPORTING 

As part of our final reporting to Council, we will provide a communications package to support Council 
in discharging their responsibilities. This communication will include any identified significant 
deficiencies in internal controls. See Appendix I for a comprehensive list of communication 
requirements throughout the audit. 

OTHER MATTERS 

Independence 

Management 
Representations 

The following schedule has been agreed to with management: 
• Interim audit fieldwork - November 27 - December 1, 2017 
• Year end audit fieldwork - March 5 - March 16, 2018 
• Review of draft financial statements with management prior to 

approval by Council 
• Finalization of financial statements - Immediately subsequent to 

approval by Mayor and Council in late April 

Our annual independence letter has been included as Appendix H. 

As part of our audit finalization we will obtain written representation from 
management, a copy of these representations will be included as part of 
our final report. 

New Accounting 
Standards 

Refer to Appendix K for changes in standards. Any changes that will impact 
the City are not expected to be significant. 
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APPENDIX A - Your BDO Engagement Team 

Bill Cox, FCPA, FCA Engagement Partner 

bcox@bdo.ca 
Kayan Yu, CPA, CA 
Jonas Kwong, CPA 

Audit Senior Manager 
Audit Staff 
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APPENDIX B - Audit Strate 
Our overall audit strategy involves extensive partner and manager involvement in all aspects of the 
planning and execution of the audit and is based on our overall understanding of the City. 

We will perform a risk-based audit which allows us to focus our audit effort on higher risk areas and 
other areas of concern for management and Council. 

To assess risk accurately, we need to 
gain a detailed understanding of the 
City's operations and the environment 
it operates in. This allows us to 
identify, assess and respond to the 
risks of material misstatement. 

To identify, assess and respond to 
risk, we obtain an understanding of 
the system of internal control in place 
in order to consider the adequacy of 
these controls as a basis for the 
preparation of the financial 
statements. We then determine 
whether adequate accounting records 
have been maintained and assess the 
adequacy of these controls and 
records as a basis upon which to 
design and undertake our audit 
testing. 

Based on our risk assessment, we design an appropriate audit strategy to obtain sufficient assurance 
to enable us to report on the financial statements. 

We choose audit procedures that we believe are the most effective and efficient to reduce audit risk 
to an acceptably low level. The procedures are a combination of testing the operating effectiveness 
of internal controls, substantive analytical procedures and other tests of detailed transactions. 

Having planned our audit, we will perform audit procedures maintaining an appropriate degree of 
professional skepticism, in order to collect evidence to support our audit opinion. 

11 
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October 31, 2016 

City of Victoria 

1 CrUonial Square 
V»cto<«. 6C 
V8W 1P6 

Attention: Susanne Thompson, CPA, CGA, Director of Finance 

Dear Virs/Mesdames 

We understand that you wish to appoirt us as the auditors of City of V'ctcia commencing with ts 
fiscal year ended December 31, 20*6 

We are pleased to accept appointment as your auditors subject tc the terms a-d conditions of this 
Agreement, to which the attached Standard Terms and Conditions fcm an integral part. The 
de'irit ons set out in tne Standarr Terms ard Cc-ndirons are appt cable th-ocghout this Agreement. 
This Agreement will remain in place and fully effective fee future years until varied or replaced by 
another relevant written agreement. 

Bill Co*, KPA, FCA will tie ine Engagement Partner 'or all assurance work we pe-'orm for you Tne 
Engagement Partner will call upon other individuals with speoaliied knowledge to assist n tne 
performance of Scvices. 

Out Role as Auditors 

we will conduct our audit in accordance with Canada-, gene-ally accepted auditing standards 
Those standards require that we comply with ethical -equirements ard plan anc perform the aud't 
to obiain reasonable assurance about whethe- the hnanc'al statements prepa-ed in accordance 
with Canadian public sector accounting stanca'ds are free from materia! misstatement. An aud't 
involves performing procedures to obtain aud't evidence about the amounts and disclosures in the 
f nanc al Statements The procedures selected depend on the auditor's judgment, including the 
assessment of tne risks o' material misstatement of the financial statements, whethe- due to fraud 
o» error. Our audit also includes evaluating the appropriateness pf accountlrg policies used and the 
reasonableness ol accounting estimates -ade by you, as well as evaluating the overall 'martial 
statement presentation 

Page I of '2 
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Secajse of the inherent limitations of in audit, together with the inherent limitations of internal 
control, there is an unavoidable risk that some material misstatements whether by fraud cr error, 
may not be detected, even though the audit is property planned and performed in accordance w in 
Canadian generally accepted auditing standards 

In making our risk assessments we consider interna, con for relevant to your preparation and fa r 
presentation cf the financial statements in order to design audit procedures that are appropriate 
in the c rcumstances, but not for the purpcse of expressing an opinion on the effectiveness of your 
internal cont'Ots. However we wi, communicate to you concerning any significant de'iciencies in 
internal controls relevant to the audit of the financial statements that we have identihed during 
the audit 

We will also Communicate matters required by professional standards, to the extent that such 
matte's come to Our attention, to you, those Charged with governance and,'or Council. 

Reporting 

Our audit will be conducted on the oasis f at the 'inancial statements have been prepared >n 
accordance with Canadian pub.x sector accounting standards. 

Ou- "ldeoendent auditor's report will be substantially in the fo'm set out in Carad'ari Auditing 
Slanda'd tCAS) 700. The form and content of our cport may need to be amended in the light of 
our audit findings If we are unable to >ssue or dec! ne to issue ait audit report , we will discuss the 
reasons with you and seek, to resolve any differences of v ew that may exist. 

Page 2 of 12 
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Role of Management and Those Charged with Governance 

You acknowledge and understand fiat you have responsibility tor: 

(alihe preparation and fair presentation of the financial statements in accordance with 
Canadian public sector accounting standards, The audit of tne financial statements does not 
relieve you of your responsibilities; 

(b)such internal controls as you detcrnine are necessary to enable the preparation of financial 
statements that are free from materia; misstatement, whether Cue to fraud or error: and 

(C)pre."ding us with; 

» access, In a timely manner, to all information of which you are awa'e that is relevant to 
the preparafor, of the financial statements such as records, documentation and other 
matters; 

• additional infermat'on that we may -equest for the purpose of the aud i; 

• unrestricted access to persons within the entity from whom we determine it is necessary 
to obtain aufllt evidence; 

• financial and nor-'inancial information ;other information) that will be included in 
documents; containing financial statements and our audit report thereon prior to re 
date of cur aud tor's report. If't s not poss'ble to provide ail the other information prior 
to the date of our audrors report, you are responsible for provision of such other 
information as soon as practicable; and 

• w-tten confirmation concerning rep'esentafons made to us ir connection with t"e 
audit. If appropriate ard adequate written -epresentatioos are not provided to us, 
professional standards require that we disclaim an audit opinion. 

Financial Statement Services 

We wi. obtain your approval, if during the course of our engagement we: 

fa)prepare or change a journal entry; or 

(hiprepare or change an account code or a classification for a transaction 

Page 3 o* 12 
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These servces create a threat to our ndepencerce. We. therefore, 'equhe that the following 
safeguards be put into place: 

• that you create the source data for all accounting entries; 

• that you develop any underlying assumption for the accounting treatment ard measurement of 
entries; and 

• that you review and approve the draft financial statements, including the hotes to the financial 
statements. 

To* Services 

Our audit is conducted primarily to enab.e us to express ah ogriton o- the financia. statements. 
According,y, the audit process is not designed to provide us with a full understanding of your la* 
situation and in particular, to allow us to determine whether the organization has specific tax 
compliance issues. We wilt, however, p'ov-de advice on an ongoig basis on genera; ircome tax 
matters as requested by you A separate engagement letter may be issued for significant is* 
projects, To the extent that tax services requested by you are not covered by a separate 
engagement .etter, the terms of this Agreement shall apply to the tax servces 

Additional Services 

We are availab.t* to provide a wide range of services beyond those outlined n th s Agreement. To 
the extent that any additional services that we provide to you that are not provided under a 
secarate written engagement agreement, the provisions of this Agreement will apply to the 
services. 

Standard Terms and Conditions 

A copy of our Standard Terns and Conditions is attached as Append* 1. You should ensure that 
you read and understand them The Standard Terms arc Conditions include clauses that .irr.it our 
p-Qfesslonal liability. 

P.ease sign and return the attached copy of this Ag'dement to indicate you' agreement with t. K 
you have any questions concern-g this Agreement, please cor tact us before signing it. 

Page a of 12 
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ft is a pleasure for us to be cf service ax) we .00* forward to many future years of association with 
you, 

four5 truly, 

(-US 

Chartered Pro'essiaral Accountants 

Agreement of ail the terns and conditions in this Agreement is he-coy acknowledged byr 

City Of Vctcoa 

StA&OJW-Z jXrtcjvr- of 

''Signature / Name (pleasepnnt) Position Gate 

L-t^reJ /yiasMfff ^ aJW/?,&/(> 
Name {please-pmt) Posf fieri Date 

Page 5 of 12 
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Appendix 1 
Standard Terms and Conditions 

1. Overview and Interpretation 

1.1 This Agreement sets forth the entire 
agreement between the parties in 
relation ta Services and it supersedes 
all prior agreements, negotiations or 
ende-standings. whether ora, c 
wit ten with respect to Services To 
the enter) t that any of the provisions 
of the accompanying Engagement 
Letter conflict wt'i these Standard 
Terms and Conditions, these 
Standard Terms and Conditions shall 
prevail. This Agreement may not be 
changed, modified or waived in 
whole or part except by an 
instrument in writing signed by both 
parties. 

1.2 In this agreement, the loliowing 
wprds and expressions have the 
meanings set dot below: 

This Agreement these Stanoa-d 
Terms and Conditions, the letter to 
which they a'e attached, and any 
supporting schedules or other 
appendices to the letter 

Services the services provided or to 
be provided ureser this Agreement 

We, us, our, BDO refer to BDO 
Canada vLP, a Canadiai limited 
liability partnership organized order 
ihe taws of the Province of Ontario 

You, your the party or parties 
contracting with BOO under this 
agreement, including the parly's Or 
parties' management and those 
cha'ged with corporate governance. 
You and your does not include 6DC, 
its afhuates or MX) Member Firms 

BDO Member Firm or Firms any 
firm or firms that Torn part ot the 
international networ* of independent 
firms that are members of BDO 
International Limited 

Confidential Information 
m'ormaiion that contains identifying 
features that can be attributed to 
you or individual personnel 

2. BDO Network and Sole 
Recourse 

2.1 BDO is a member of BDO international 
Limited, a l)K company limited by 
guarantee, and forms pa't of the 
international network of independent 
member firms (i.e. 800 Member 
Firms), each of which is a separate 
legal ent'ty. 

2.2 We may use other BDO Member Firms 
or subcontractors to provide 
Services, however, we remain solely 
responsible fo' Services. You ag'ee 
not to bring any claim or action 
against another BDO Member Firm tor 
their partners, members, directo'5 
employees or subcontractors) or our 
subcontractors In respect o' any 
liability relating to the provison of 
Services. 

2.3 You agree that any of our affiliates, 
subcontractors, and other BOO 
Member Firms and any 
subcontractors thereof whom we 
directly or indirectly involve in 
providing Services have the right to 
rely on ard enforce Section 2.2 above 
as if they were a party to this 
agreement. 

Page 6 of 12 
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Respective Responsibilities 

1 We will use reasonable efforts to 
complete, within any agreed-upon 
time frame, trie performance of 
Services, 

2 You snail be responsible for your 
personnel's compliance with your 
obi gat ions unoer this Agreement. We 
w'i. not be resoonsible for any delays 
or other consequences ar sing from 
you not fulfilling your obligations. 

Working Papers and 
Deliverables 

. 1 Ownership Any documents 
prepares) by us or for us n connection 
wrth Services belong solely to us. 

.2 Oral advice and draft deliverables 
You shojld not re.y upon, any d-aft 
deliverables CK oral advice provided 
by us. Should you wish to rely jpcr. 
something we have said to you. 
piease :et us knew and, if possible, 
we wtu providp the information that 
you require ir writing 

3 Translated documents II you 
engage us to translate ary 
documents, advice, opinions, reports 
or other work p'ocuct of BOO from 
one .anguage to another, you are 
responsible for the accuracy o' the 
t-anslafon work 

a Reliance by Third Parties Our 
Services will not be planned or 
conducted in contemplation of or for 
the purpose of reliance by any third 
party other than you and any party to 
whom the assvance report is 
addressed, items of possible interest 
to a third party will not be addressed 
ard matters may exist that would be 
assessed di'ferently by a third pa-ty 
possibly in connection with a specific 
transaction. 

a 5 Consent to use the Report - II we are 
requested to consent to tie use of 
our report in connection with a 
conti'ijous disclosure document, a 
public or private offe-ing document 
an annual -eport or any othe' 
document, we will consider, at the 
relevart time, provicirg consent and 
any conditions appticab.e to our 

consent. Our consent must be n 
writing, tr, order to provide consent, 
professional sfandaros require that 
we read the other information tn the 
related document and Consider 
whether such information is 
mate"ally inconsistent with tne 
'e.ated financial statements. We will 
'equue adequate notice of the 
•equest for consent to allow us to 
consider your dentificafon and 
'eso.ution of events occurring in the 
period since the date of our report, 
vd to obtam updated written 
representation letters Suc1-
procedures wilt be performed at your 
cost. 

5. Confidentiality 

5.1 We ag-ee to jse Confidential 
'nfornaticn provided by you only in 
-elation to the services in ronnec*ice 
with 'which the information >s 
provided a"d we will not disclose the 
intOfinaticn, except where 'ecurrec 
by law, regulation or professional 
obligation- We may, however, give 
Confidential lofo'maTtoo to other 
BDO Member Firms or other 
subcontractors assisting us in 
providing services. 

5 2 830 shall be entitled to include a 
description Of services we render to 
or lor you in marketing and research 
materials and d-sdcse such 
sn'ormar on to third parties, provided 
that all such information will be 
made anonymcus and not associated 
with you. Additionally, we may 

Page 7 of 12 
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analyze -n'or-nat on on an "idustry or 
sector basis for interna. purposes or 
to provide ndustry.'sector wide 
Information to our clients or 
potential clients. Vac consent to pur 
using information obtained from you 
in this way provided that the outputs 
therefrom will not contain any 
identifying features tnat can be 
attributed to you. 

6. Independence 

6.1 Profess'on a l and certain regulatory 
standards require us to be 
independent, in both fact and 
appearance, with respect to ou-
clients In the pcformance of out 
services. We will communicate to 
you any relationships between BDO 
(inciudirg its related entitiesl and 
you that, in our professional 
judgment, may reasonably be 
though! to beat on our 
independence Further, we will 
conll'nl our independence ir writing. 

7. Offers of Employment 

7.1 Ary discussions that you, or any party 
acting on your behalf, have wHh 
professional personnel of OUT Firm 
rega'ding employment could pose a 
threat to our independence Your 
recrwtment of an engagement team 
member fom the current cr prior 
year's engagement may compromise 
our independence and our ability tc 
'eider agreed services to you. 
Engagement team members may 
include current and former partners 
and Stall ol 5CO. other BDO Member 
Firms and other finis who worn under 
our direction Therefore, you agree 
to inform us prior to any such 
discussions so that you and we can 

implement appropriate sa'eguards to 
maintain our independence. 

8- Professional and Regulatory 
Oversight 

8.1 As required by legal, regulatory, or 
professwa. authorities (both m 
Canada and abroad) and by BDO 
policy, our client files must 
periodically be reviewed by practice 
nspecto-s to ensure that we are 
adhering to professiona. and BDO 
standa ds. It is understood that ay 
entering into this ag-eement, you 
p-ov'de your consent to us pcov'd'ig 
our files relating to your engagement 
to the practice inspectors lor the sole 
purpose of their inspection. 

8.2 Certain regulatory bodies may also 
have the right to conduct 
investigations of you, including the 
services provdec by us. To the 
extent oracpcabte and permitted by 
law. we will advise you of any such 
investigation request or order prior to 
providing cur working pape's. 

3.3 You agree to reimburse us for our 
time and expenses, including 
reasonable legal fees, incurred in 
responding to any investigation that 
is requested or authorized by you or 
investigations of you undertaken 
under government regulation or 
authority, court order or other vegal 
process. 

9, Privacy and Consents 

9.1 You ag'ee we will have access to all 
personal wformaron in your custody 
that we require to comp*ete our 
engagement. We may co.lect, use 
trans'er, store, or process such 
in'or-naton disclosed by you of a 
persona. nature ipersora! 
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infor-nation). Our services are 
provded on the unoerstandirg that: 

• you have obtaired any consents 
for collection, jse and disclosure 
to us of personal information 
required under all applicable 
privacy legislator: and 

• we will huld all personal 
irfo-matron in compliance with 
our Privacy stater"em. 

10. Electronic Communications 

10,1 Both parties 'ecugmce and accept 
the security risks associated with 
email communications, including hot 
not urn-red to the lack of security, 
unreliah iity of delivery and possib.e 
loss of confidentiality and privilege. 
Unless you request n wrtfng that we 
do not communicate by internet 
email, you assume all •esponsibilty 
and liability in respect of rrsk 
associated with its use. 

1C.2 Unless SDC is otherwise advised it 
writing, by executing this agreement 
you provide BDG w'th consent to 
communicate with you 
electronically, including sending 
newsletters, publications, 
arnouncemenis. invitations and 
other news and alerts. 

11. Limitation of Liability 

11.1 in any d spute, action claim, demand 
for losses or damages arising out of the 
services performed by BOO pursuant to 
this engagement, 2DO sha.l only be 
iiabie lor its proportionate sha-eol the 
total I ability based on degee of fajlt 
as determined by a cou't of competent 
jurisdiction or by ar independent 
arbitrator as a cesu.t of tre dispute 
resolution procedures, 
notwithstanding the provisions o' any 
statute or rule of ccmmcr ,aw which 

create, or purport to create, joint arid 
several uab'lity 

11.2 Our liability shall be restnrted to 
damages of a direct and compensatory 
nature and sha.l not inctuoe indirect, 
consequentia., aggravated or punitive 
damages, or damages 'or loss of profits 
or expected ta* savings whether or 
not the likelihood of such loss or 
damage was contemplated 

11.3 You agree that BIX) shall no*, be nab.e 
to you 'or ary actions, damages, 
claims, liabilities, costs, expenses, or 
.esses »n any way arising owl of or 
'e,a ting lo the services performed 
hereunder for a aggregate amount nc 
more than the higher of: 

• th*ee times the fees paid by you to 
BDO in the twelve months 
prececi-g the inrdeor gving rise 
to the claim; and 

• 525,000 

11.* No exclusion or limitation on the 
.iabil'ty of other respons We petscn 
imposed or agreed at any t me stall 
affect any assessment of our 
proportionate iability hereu-der. nor 
shall settlement of or difficulty 
enforcing any damn, or tie death, 
dissolution or inso.vency of any such 
other esponsible pe-sons or their 
ceasing to be liable lor the toss or 
damage pr any portion thereof, af'ect 
any such assessment. 

11.5 You agree claims o* actions relating to 
the delivery of services shall be 
brought aga-ns: us alone, and not 
against any individual. Where our 
individuals re described as partners, 
they a'e acting as one of ou* me-nbers. 
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12. Indemnity 

12-1 To the fullest extent permittee by 
applicable law and professional 
regulations, you agree to indemnify 
arte (sold ham-lew 3D0 Iron and 
against all losses, costs (includ-ng 
solicitors' feesl, damages, expenses, 
claims, demands or labilities arising 
out of or in consequence of: 

• a mtyepiesentatlon by a member 
of your management or Council 
member, regardless of whether 
such person was acting in your 
interest 

• the services perforr-ed by BOG 
pursuant to this Agreement, 
unless, and to tie extent that, 
such losses, costs, damages and 
expenses are found by a court 0' 
competent jurisdiction to have 
beers due to the gross negligence 
of 8D0. In the event that the 
matter is settled out of court, we 
will mutually agree on the extent 
of the indemnification to be 
provided by your company, failing 
which, the matter may be 
referred to dispute resolution in 
accordance with the terms of this 
letter. 

13. Alternative Dispute Resolution 

13.r 3oth parties agree that they will first 
attempt to sett.e any dispute arisrng 
out of or relating to th s agreement 
or the services provided he'ej'id<h 
through good fa in negotiations. 

13 2 tn the event that the pa't'es are 
unable to settle or resolve their 
dispute through negotiation, such 
dispute shall be subject to mediation 
pursuant to the national Mediation 
roles of the ADR Institute o' tanaca 
Inc Ait d>Sputei remaining ixiseUled 
for more than 60 days followmg the 
parties first meeting with a mediator 

or such longer per od as the parties 
mutually agree upon shall be subject 
to arbitration pursuant to the 
National Artrtration Rules of the ADR 
Institute of Canada Inc. Such 
arbifatior shall be final, conclusive 
and binding -oon the parties, and the 
parties shall have no -ght cf appeal 
or judicia, review of the decision. 
The parties hereby waive any such 
nght of appeal which may otherw se 
be provided 'or in any provincial 
arbitration statute made app.icable 
under the National Arbitration Rules. 

14. Limitation Period 

14,t You shai. maxe any claim relating to 
Services a otherwise under thy 
Agreement no later man one year 
a'ter you became aware (or ougi t 
reasonably to have become aware I of 
the 'acts giving rise to any such claim 
and in ary event no later than two 
years after the completion of the 
relevant services, "he pa-fes to this 
Agreement agree that the limitation 
pcicd established by any limitations 
act and/or any other applicable 
teg'slaron sha.l be considered not to 
apply (to the extent permitted by 
taw i. 

15. Intentionally Deleted 

16. Termination 

16.1 This Agreement app.ies tc Services 
wile-eve- pe-'ormed (including 
be'ore the date o' this Agreement) 

16.2 You Or' we may terminate this 
Agreement at any time upon written 
notice of such termiraticr to the 
other party. Vie will not be liable for 
any IOSS, rost or expense arsirg from 
such termination. You agree to pay us 
lor ali serv-ces performed up to the 
date of termination, including 
servces performed, work-m-progress 
ar d expenses ncurred by us up to and 
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Including the effective date of the 
termination of tots Agreement 

17. Fees and Billings 

17.1 flu' estimated fee is based on an 
assumed «*« o( quality of your 
accounting records, the agreed upon 
level of preparer on and ass stance 
from your person* net and adherence 
to the agreed upon tmetable. Our 
estimated fee also assumes that your 
financial statements are in 
accordance witn the applicable 
financial reporting framework and 
that there are no significant new or 
changed accounting policies <y issues 
or interval control or other reporting 
issues. We will inform you on a timely 
basis rf these factors are not ir place. 

17.2 Should ou* assumptions with respect 
to the Quality of your accounting 
records be incorrect or should tbe 
conditions of the records, degree of 
cooperation, results of audit 
procedures, or other matters beyond 
our reasonab.e control require 
additional commitments by us 
beyond those upon wh'ch our 
estimated fees are based, we may 
adjust ou' fees and planned 
completion dates, 

17.3 Our professional lees will be based on 
our regular billing rates which 
depend or the means by which and by 
wt* Dm our services are p-ovided. We 
a.so wilt bill you for our out-o'-pocket 
expenses, our internal charges for 
certain support activities, and 
applicable Ma'rnoniied Sales lax, 
Goods ard Services Tax and 
Provincial Sales Tax. 

17A Our internal cha-ges are calculated 
at fcSK of our professional fees and 
represent an a.location of estimated 
costs associated with gereral office 
services such as computer usage, 
telephone charges, facsimile 

transmissions, postage and 
photocopying 

17.5 Our accounts are due when re-dered. 
6DC may suspend the performance of 
Services In the event that yo., fail to 
pay an invoice when it is due. Interest 
may oe charged at fe rate of '2k per 
annum on all accounts outstanding 
lor more than 30 days, 

18. Governing Laws 

18.1 The te'ms of our eogagemert shall 
'wain operative until amended, 
terminated, or superseded n writing. 
They shall be interpreted according 
to the ,aws ol the province or 
territory in wh'ch BSC'S principle 
Canadian office performing the 
engagement is located, without 
regard to such province,1'territory's 
rules on con'licts of law. 

19. Entire Agreement and Survival 

19.1 This Agreemert sets rorth the enli'e 
agreement between the parlies with 
respect to the subject matter herein, 
superseding ail pnor agreements, 
negotiations or understandings, 
whether o-al o» written, with respect 
to such sjbject matter. It is 
understood that this letter will not be 
superseded by any contract with us 
for other spec'fic services that are 
not of the same scope as the Services 
contemplatec in this Agreement, 
unless the other contract explicitly 
references thrs Agreement and an 
mtent to supersede It, 

19 2 The provisions of this Agreement that 
give e ther of us rights 0' obligations 
beyond ts termination shall continue 
indefinitely following the 
termination bf this Agreement Any 
clause that is meant to continue to 
apply after terminat on of this 
Agreement will do so. 
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20. Force Majeure 

20.1 We will not 5e i ab.e for any de.ays or 
failures in performance or breach of 
contract due to everts or 
circumstances beyond our reasonaole 
control, inc.udirrs acts of God, war, 
acts by governments and regulators, 
acts of terrorsm, accident, fire, 
flood or storm or civil disturbance. 

21. Assignment 

21.1 No party may assign, transfer or 
delegate any of the rights Of 
obligations hereunder without the 
written consent of the other pa",y or 
parties. SIX) may engage 
independent cos-factors and BOG 
stem be' FI'ms to assist us in 
performing the Services tn this 
Agreement without you- consent. 

22. Severability 

22.1 If a court or -eguiator with p-oper 
jurisdiction determines that a 
provis-on of this Agreement is invalid, 
then the p'ovisior will be interpreted 
in a way that is vaiic unoer appiicab.e 
law or regulation. It any p'ovsion is 
invalid, lf-e rest of this Agreement 
will remain effective. 
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APPENDIX D - Management Responsibilities 
All facets of the City's internal controls including those governing the accounting records, systems 
and financial statements will be impacted by the organization's complexity, the nature of risks, and 
the related laws, regulations, or stakeholder requirements. It is management's responsibility to 
determine the level of internal control required to respond reasonably to the City's risks. 

The preparation of the City's financial statements including all disclosures in accordance with 
Canadian public sector accounting standards is the responsibility of management. Among other 
things, management is responsible for: 

1. Designing and implementing internal controls over financial reporting to enable the 
preparation of financial statements that are free of material misstatements; 

2. Informing the City's auditors of any deficiencies in design or operation of internal controls; 
3. Updating the City's auditors for any material change in the City's internal controls including 

if the individuals responsible for the controls that have changed; 
4. Identifying and complying with any laws, regulations, and/or agreements which apply to the 

City; 
5. Recording any adjustments required to the financial statements to correct material 

misstatements; 
6. Safeguarding of assets; 
7. Providing the auditor with all financial records, and related data which may be related to 

the recognition, measurement and or disclosure of transactions in the financial statements; 
8. Providing accurate copies of alt minutes of the regular and closed meetings of Council; 
9. Providing timely, accurate information as requested for the completion of the audit; 
10. Allowing unrestricted access to persons or information as requested as part of the audit; and 
11. Notifying the auditor of any circumstances which arise between the date the audit work is 

completed and the approval date of the financial statements. 

Representation Letter 

We will make specific inquiries of the City's management about the representations embodied in the 
financial statements and internal control over financial reporting. During the completion of our audit 
documentation, we will require management to confirm in writing certain representations in 
accordance with Canadian generally accepted auditing standards. These representations are to be 
provided to us in the form of a representations letter which will be provided as near as practicable 
to, but not after the date of our auditor's report on the financial statements. 
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APPENDIX E - Circumstances Affecting Timing and 
Fees 

Our professional fee for the audit is based on careful consideration of the time required to complete 
the required work. Circumstances may arise during the engagement which could significantly impact 
the targeted completion dates and or the extent of work required to complete the audit. As a result, 
additional fees may be necessary. Such circumstances include, but are not limited to, the following: 

Significant Issues 

1. Changes in the design or function of internal controls can impact the audit and result in 
additional substantive testing; 

2. Significant number of proposed adjustments which are identified during the audit work; 
3. Significant changes are required to the format or information contained in the financial 

statements; 
4. New issues resulting from changes to: 

a. Accounting standards, policies or practices 
b. Special events or transactions which were not contemplated in the original budget 
c. The financial reporting process or systems involved 
d. Accounting personnel or availability of accounting personnel 
e. The requirement to include specialists in the audit work 

5. Changes to the scope of the audit. 

Audit Execution 

1. Audit schedules are not provided in a timely manner, are not mathematically correct, or do 
not agree to the underlying accounting records. 

2. There are significant delays in responding to our requests for information or responses require 
significant further investigation. 

3. The quality of the supporting information for the audit work has deteriorated from our 
previous experience. 

4. A complete working paper package is not provided on the agreed upon date. 
5. There is a limitation of access to the financial staff required to complete the audit. 
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APPENDIX F - Council Responsibilities 
General Responsibilities 

It is Council's responsibility to provide policy that provides for overview of the financial reporting 
process. This includes management's preparation of the financial statements, monitoring of the 
City's internal controls, overseeing the work of the external auditor, facilitating the resolution of 
disagreements between management and the auditor, as well as the final review of the financial 
statements and other annual reporting. 

Significant Audit Findings 

Based on the work we perform, any significant identified deficiencies in internal control will be 
reported to you in writing. The purpose of our audit is to express an opinion on the financial 
statements. While our audit includes a consideration of the internal control structure of the City, 
our work is focused on those controls relevant to financial reporting. As such, our work was not 
designed to provide an opinion on the effectiveness of the internal controls. 

We will communicate our views regarding any significant qualitative aspects of the City's accounting 
practices. This would include the selection and application of accounting policies, estimates and 
financial statement disclosure. If during our audit we feel that the selected policies, estimates or 
disclosures are not appropriate for the City under its reporting framework, we will communicate 
these matters to Council. 

In addition, we will communicate: 

• Any significant difficulties which arose during the audit; 
• Any reasons identified which may cause doubt as to the City's ability to continue as a 

going concern; 
• The written representations we will request from management; 
• Any identified unadjusted misstatements; and 
• Any identified or suspected fraudulent activities. 
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APPENDIX G - Auditor's Considerations of Possible 
Fraud and Illegal Activities 

We are responsible for planning and performing the audit to obtain reasonable assurance that the 
financial statements are free of material misstatements, whether caused by error or fraud, by: 

• Identifying and assessing the risks of material misstatement due to fraud; 
• Obtaining sufficient and appropriate audit evidence regarding the assessed risks of material 

misstatement due to fraud, through designing and implementing appropriate responses; and 
• Responding appropriately to fraud or suspected fraud identified during the audit. 

The likelihood of not detecting a material misstatement resulting from fraud is higher than the 
likelihood of not detecting a material misstatement resulting from error because fraud may involve 
collusion, as well as sophisticated and carefully organized schemes designed to conceal it. 

During the audit, we will perform risk assessment procedures and related activities to obtain an 
understanding of the entity and its environment, including the City's internal control system, to 
obtain information for use in identifying the risks of material misstatement due to fraud and make 
inquiries of management regarding: 

• Management's assessment of the risk that the financial statements may be materially 
misstated due to fraud, including the nature, extent and frequency of such assessments; 

• Management's process for identifying and responding to the risks of fraud in the City, 
including any specific risks of fraud that management has identified or that have been 
brought to its attention, or classes of transactions, account balances, or disclosures for which 
a risk of fraud is likely to exist; 

• Management's communication, if any, to those charged with governance regarding its 
processes for identifying and responding to the risks of fraud in the City; and 

• Management's communication, if any, to employees regarding its view on business practices 
and ethical behaviour. 

In response to our risk assessment and our inquiries of management, we will perform procedures to 
address the assessed risks, which may include: 

• Inquiring of management, members of Council and others related to any knowledge of fraud, 
suspected fraud or alleged fraud; 

• Performing disaggregated analytical procedures and considering unusual or unexpected 
relationships identified in the planning of our audit; 

• Incorporating an element of unpredictability in the selection of the nature, timing and extent 
of our audit procedures; and 

• Performing additional required procedures to address the risk of management's override of 
controls including: 

o Testing internal controls designed to prevent and detect fraud; 
o Testing the appropriateness of a sample of adjusting journal entries and other 

adjustments for evidence of the possibility of material misstatement due to fraud; 
o Reviewing accounting estimates for biases that could result in material 

misstatements due to fraud, including a retrospective review of significant prior 
years' estimates; and 

o Evaluating the business rationale for significant unusual transactions. 
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E-mail: bcox@bdo.ca 
September 25, 2017 

Council 
The Corporation of the City of Victoria 
1 Centennial Square 
Victoria, BC V8W 1P6 

Dear Council Members: 

We have been engaged to audit the financial statements of the Corporation of the City of Victoria 
(the "City") for the year ended December 31, 2017. 

Canadian generally accepted auditing standards (GAAS) no longer require that we communicate 
formally to you in regard to independence matters, however we consider it to be a good practice. 
As such, we are reporting to you regarding all relationships between the City (and its related entities) 
and our firm that, in our professional judgment, may reasonably be thought to bear on our 
independence. 

In determining which relationships to report, these standards require us to consider relevant rules 
and related interpretations prescribed by the Chartered Professional Accountants of British Columbia 
and applicable legislation, covering such matters as: 
• Holding a financial interest, either directly or indirectly in a client; 
• Holding a position, either directly or indirectly, that gives the right or responsibility to exert 

significant influence over the financial or accounting policies of a client; 
• Personal or business relationships of immediate family, close relatives, partners or retired 

partners, either directly or indirectly, with a client; 
• Economic dependence on a client; and 
• Provision of services in addition to the audit engagement. 

We are not aware of any relationships between the City and our firm that, in our professional 
judgment, may reasonably be through to bear on our independence. 

We hereby confirm that we are independent with respect to the City within the meaning of the Rules 
of Professional Conduct of the Chartered Professional Accountants of British Columbia as of the date 
of this letter. 

This letter is intended solely for the use of Council and management and should not be used for any 
other purposes. 

Bill Cox, FCPA, FCA 
Partner through a corporation 
BDO Canada LLP 
Chartered Professional Accountants 

BC/mkn 

Yours truly, 
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APPENDIX I - Communication Requirements 
Required Communication Audit Planning Audit Results Communication 

Letter Letter Completed 
1. Our responsibilities under Y 

Canadian GAAS 
2. Our audit strategy and audit s Y 

scope 
3. Fraud risk factors Y 
4. Going concern matters • N 
5. Significant estimates or • N 

judgments 
6. Audit adjustments • N 
7. Unadjusted misstatements V N 
8. Omitted disclosures V N 
9. Disagreements with • N 

Management 
10. Consultations with other V N 

accountants or experts 
11. Major issues discussed with s N 

Management in regards to 
retention 

12. Significant difficulties s N 
encountered during the audit 

13. Significant deficiencies in V N 
internal control 

14. Material written communication N 
between BDO and Management 

15. Any relationships which may Y 
affect our independence 

16. Any illegal acts identified V N 
during the audit 

17. Any fraud or possible s N 
fraudulent acts identified 
during the audit 

18. Significant transactions with s N 
related parties not consistent 
with ordinary business 

19. Non-compliance with laws or • N 
regulations identified during 
the audit 

20. Limitations of scope over our • N 
audit, if any 

21. Written representations made • N 
by Management 

22. Any modifications to our V N 
opinion, if required 
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APPENDIX J - Resources arid Services 
OTHER BDO SERVICES 

As Canada's leading financial advisory firm, BDO helps organizations and 
their management teams effectively assess, develop and manage strategic 
initiatives, such as: 

Asset Reserve Policies - Asset reserves seem to be on everyone's agenda 
these days. Municipalities and Regional Districts across the country are 
asking themselves if they have enough money for infrastructure, how much 
they have, how much they will need and so on. BDO is excited to host 
interactive workshops on Managing Asset Reserves. 

Internal Control Assessments - BDO has been engaged by many clients to 
perform a review and assessment of current processes and key internal 
controls over financial reporting (ICFR), as well as the structure of 
accounting/finance departments. The engagements include identification 
of gaps in control, as well as assessment of the current governance and 
reporting structure of the accounting/finance department. 

Visit the following link to find out more: 

http://www.bdo.ca/en/Services/Advisorv/Financial-
Advisorv/pages/default.aspx 

Government Entities operating in Canada are impacted by commodity taxes 
in some way or another. These include GST/FIST, QST, PST, various 
employer taxes, and unless managed properly, can have a significant impact 
on your organization's bottom line. The rules for Government Entities can 
be especially confusing, and as a result many organizations end up paying 
more for indirect tax then they need to. 

Government Entities must keep on top of changes to ensure they are taking 
advantage of the maximum refund opportunities. At BDO, we have helped 
a number of organizations of all sizes with refund opportunities, which can 
reduce costs for the organization and improve overall financial health. 

For more information, please visit the following link: 

http://www.bdo.ca/en/Services/Tax/lndirect-Tax/pages/default.aspx 

BDO Solutions provides accounting software management tools need to run 
a better operation. Our expert team understands the complex reporting 
requirements government entities must adhere to, as well as the limited 
resources they have to address these needs. Spend more time serving your 
constituents, better manage budgets, allocate time and resources more 
effectively and improve your ability to focus on the work that really matters 
to your organization. 

For more information, please visit the following link: 

http://www.bdosolutions.com/ca/ 
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BDO PUBLICATIONS 

BDO's national and international accounting and assurance department issues publications on 
the transition and application of Public Sector Accounting Standards. In addition, we offer a 
wide array of publications on Accounting Standards for Private Enterprises (ASPE), 
International Financial Reporting Standards (IFRS), and Accounting Standards for Not-for-profit 
organizations (ASNPO). 

For additional information on PSAS, including links to archived publications and model financial 
statements, refer to the link below: 
http://www.bdo.ca/en/librarv/services/assurance-and-accounting/pages/default.aspx. 

MYPDR 

Class is in session! Meeting Your Professional Development Requirements (MYPDR) is an 
educational program designed to support our clients, contacts and alumni in achieving their 
ongoing professional development requirements. 

Through the MYPDR program, we are committed to providing timely, relevant topics that can 
support you in meeting your ongoing professional development needs. For more information 
on the MYPDR program or to register, please visit http://www.cvent.eom/d/34qqxp. 

http://www.bdo.ca/en/librarv/services/assurance-and-accounting/pages/default.aspx
http://www.cvent.eom/d/34qqxp
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APPENDIX K - Changes in Accounting Standards 
With Potential to Impact the Cit 

The following summarizes the status of new standards and the changes to existing standards as of 
the fall of 2017. The Appendix also reviews Exposure Drafts, Statements of Principles, Projects and 
Post Implementation Reviews that provide information on the future direction of CPA Public Sector 
Accounting Handbook. 

For the City, likely the most significant standard on the horizon relates to "Asset Retirement 
Obligations". This standard is currently at the "Exposure Draft" stage which means that it will likely 
soon be finalized. The standard will require an assessment of all tangible capital assets 
(infrastructure, buildings, equipment, etc.) for costs that may be legally required to be incurred 
upon decommissioning of the asset. (The most common example is asbestos in buildings.) Further 
detail is provided below. 

NEW STANDARDS - PSAS (NOT YET EFFECTIVE) 

Amendments to the Introduction 

PSAB amended the introduction to Public Sector Accounting Standards to clarify the applicability of 
the CPA PSA Flandbook for various public sector entities. A government component, for example a 
provincial Ministry, that prepares standalone statements, would be directed to use PSAB effective on 
or after January 1, 2017. 

Section PS 1201, Financial Statement Presentation 

This Section revises and replaces Financial Statement Presentation, Section PS 1200. The following 
changes have been made to the Section: 

• Remeasurement gains and losses are reported in a new statement; 
• Other comprehensive income that can arise when a government includes results of 

government business enterprises and government business partnerships in its summary 
financial statements is reported in the statement of remeasurement gains and losses; and 

• The accumulated surplus or deficit is presented as the total of the accumulated operating 
surplus or deficit and the accumulated remeasurement gains and losses. 

Part of this standard will not have much of an impact until Section PS 3450 
has been adopted. 

Financial Instruments 

The standard is effective for fiscal years beginning on or after April 1, 2012. In the case of 
governments, the new requirements are effective for fiscal years beginning on or after April 1, 2019. 
For entities with a December year end, this means that 2020 is the first year that the standard must 
be followed. However, we are expecting that the Standard will be further deferred. Earlier adoption 
is permitted. 
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Section PS 2200, Related Party Disclosures 

This new Section defines a related party and establishes disclosures required for related party 
transactions. 

A related party exists when one party has the ability to exercise control or shared control over the 
other. Two or more parties are related when they are subject to common control or shared control. 
Related parties also include individuals that are members of key management personnel and close 
family members. 

• Disclosure of key management personnel compensation arrangements, expense allowances 
and other similar payments routinely paid in exchange for services rendered is not required. 

• Two entities that have a member of key management personnel in common may be related 
depending upon that individual's ability to affect the policies of both entities in their mutual 
dealings. 

• Disclosure is only required when transactions and events between related parties have or 
could have a material financial effect on the financial statements. 

• Determining which related party transactions to disclosure is a matter of judgment based on 
the assessment of certain factors. 

This Section is effective for fiscal periods beginning on or after April 1, 2017. For entities with a 
December year end, this means that 2018 is the first year that the standard must be followed. Earlier 
adoption is permitted. 

Section PS 2601, Foreign Currency Translation 

This Section revises and replaces PS 2600, Foreign Currency Translation. The following changes have 
been made to the Section: 

• The definition of currency risk is amended to conform to the definition in PS 3450, Financial 
Instruments; 

• The exception to the measurement of items on initial recognition that applies when synthetic 
instrument accounting is used is removed; 

• At each financial statement date subsequent to initial recognition, non-monetary items 
denominated in a foreign currency that are included in the fair value category in accordance 
with Section PS 3450 are adjusted to reflect the exchange rate at that date; 

• The deferral and amortization of foreign exchange gains and losses relating to long-term 
foreign currency denominated monetary items is discontinued; 

• Until the period of settlement, exchange gains and losses are recognized in the statement of 
remeasurement gains and losses rather than the statement of operations; and 

• Hedge accounting and the presentation of items as synthetic instruments are removed. 

The new requirements are to be applied at the same time as PS 3450, Financial Instruments, and are 
effective for fiscal years beginning on or after April 1, 2012. In the case of governments, the new 
requirements have been delayed and are now effective for fiscal years beginning on or after April 1, 
2019. For entities with a December year end this means 2020 is the first year that the standard must 
be followed. However, we expect that the standard will be further deferred. Earlier adoption is 
permitted. 

33 



IBDO 
Section PS 3041, Portfolio Investments 

This Section revises and replaces Section PS 3040, Portfolio Investments. The following changes have 
been made: 

• The scope is expanded to include interests in pooled investment funds; 
• Definitions are conformed to those in PS 3450, Financial Instruments; 
• The requirement to apply the cost method is removed, as the recognition and measurement 

requirements within Section PS 3450 apply, other than to the initial recognition of an 
investment with significant concessionary terms; and 

• Other terms and requirements are conformed to Section PS 3450, including use of the 
effective interest method. 

This Section is to be applied for government organizations are effective for fiscal years beginning on 
or after April 1, 2012. In the case of governments, the new requirements are effective for fiscal years 
beginning on or after April 1, 2019. For entities with a December year end, this means that 2020 is 
the first year that the standard must be followed. Earlier adoption is permitted. 

Section PS 3420, Inter-Entity Transactions 

This new Section establishes standards on how to account for and report transactions between public 
sector entities that comprise a government's reporting entity from both a provider and recipient 
perspective. 

The main features are: 
• Inter-entity transactions involving the transfer of assets or liabilities should be recognized by 

both a provider and a recipient at carrying amount, exchange amount or fair value depending 
on the particular circumstances of each case. 

• Inter-entity transactions in the normal course of operations or under a policy of cost 
allocation and recovery should be recognized on a gross basis at the exchange amount. 

• A recipient may recognize unallocated costs as a revenue and expense at carrying amount, 
fair value or another amount based on existing policy, accountability structure or budget 
practice depending on the particular circumstances of each case. 

• Information about inter-entity transactions would be disclosed in accordance with the new 
Section on related party disclosures. 

This Section is effective for fiscal periods beginning on or after April 1, 2017. For entities with a 
December year end, this means that 2018 is the first year that the standard must be followed. Earlier 
adoption is permitted. 

Section PS 3210, Assets 

This new Section provides additional guidance on the definition of assets and establishes general 
disclosure standards for assets. Disclosure of types of assets that are not recognized is required. 

However, this standard does not address intangible assets which are still not recognized under the 
PSAB accounting framework. 

This Section is effective for fiscal periods beginning on or after April 1, 2017. For entities with a 
December year end, this means that 2018 is the first year that the standard must be followed. Earlier 
adoption is permitted. 

Section PS 3320, Contingent Assets 

This new Section defines and establishes disclosure standards on contingent assets. Disclosure about 
contingent assets is required when the occurrence of the confirming future event is likely. 
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This Section is effective for fiscal periods beginning on or after April 1, 2017. For entities with a 
December year end, this means that 2018 is the first year that the standard must be followed. Earlier 
adoption is permitted. 

Section PS 3380, Contractual Rights 

This new Section defines and establishes disclosure standards on contractual rights. Disclosure about 
contractual rights is required including the description about their nature and extent and the timing. 

This Section is effective for fiscal periods beginning on or after April 1, 2017. For entities with a 
December year end, this means that 2018 is the first year that the standard must be followed. Earlier 
adoption is permitted. 

Section PS 3430, Restructuring Transactions 

This Section addresses a problem area for public sector accounting. In the past there was no Canadian 
standard that addressed acquisition of services and service areas, therefore, accountants looked to 
the US and international standards for guidance. 

This new Section defines a restructuring transaction and establishes standards for recognizing and 
measuring assets and liabilities transferred in a restructuring transaction. A restructuring transaction 
is defined as a transfer of an integrated set of assets and/or liabilities, together with related program 
or operating responsibilities, that does not involve an exchange of consideration based primarily on 
the fair value of the individual assets and liabilities transferred. 

• The net effect of the restructuring transaction should be recognized as a revenue or expense 
by the entities involved. 

• A recipient should recognize individual assets and liabilities received in a restructuring 
transaction at their carrying amount with applicable adjustments at the restructuring date. 

• The financial position and results of operations prior to the restructuring date are not 
restated. 

• A transferor and a recipient should disclose sufficient information to enable users to assess 
the nature and financial effects of a restructuring transaction on their financial position and 
operations. 

This Section applies to restructuring transactions occurring in fiscal years beginning on or after April 
1, 2018. For entities with a December year, end this means that 2019 is the first year that the 
standard must be followed. Earlier adoption is permitted. 

Section PS 3450, Financial Instruments 

PSAB approved amendments to Section PS 3450, Financial Instruments, to align the reporting of 
income on externally restricted assets that are financial instruments with the requirements in Section 
PS 3100, Restricted Assets and Revenues. The amendments clarify the application of Section PS 3100 
(paragraphs PS 3100.11 - .12) when accounting for: 

• A change in the fair value of a financial asset in the fair value category that is externally 
restricted; 

• Income attributable to a financial instrument that is externally restricted; or 
• A gain or loss associated with a financial instrument that is externally restricted. 

These amendments recognize the importance of the nature of restrictions and the terms of 
contractual agreements in reporting such transactions and events when externally restricted assets 
and income are involved. 
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This new Section, although not as demanding as the private sector section, establishes standards for 
recognizing and measuring financial assets, financial liabilities and non-financial derivatives. 

The main features of the new Section are: 

• items within the scope of the Section are assigned to one of two measurement categories: 
fair value, or cost or amortized cost; 

• Almost all derivatives, including embedded derivatives that are not closely related to the 
host contract, are measured at fair value; 

• Fair value measurement also applies to portfolio investments in equity instruments that are 
quoted in an active market; 

• Other financial assets and financial liabilities are generally measured at cost or amortized 
cost; 

• Until an item is derecognized, gains and losses arising due to fair value remeasurement are 
reported in the statement of remeasurement gains and losses; 

• Budget-to-actual comparisons are not required within the statement of remeasurement gains 
and losses; 

• When the reporting entity defines and implements a risk management or investment strategy 
to manage and evaluate the performance of a group of financial assets, financial liabilities 
or both on a fair value basis, the entity may elect to include these items in the fair value 
category; 

• New requirements clarify when financial liabilities are derecognized; 
• The offsetting of a financial liability and a financial asset is prohibited in absence of a legally 

enforceable right to set off the recognized amounts and an intention to settle on a net basis, 
or to realize the asset and settle the liability simultaneously; and 

• New disclosure requirements of items reported on and the nature and extent of risks arising 
from financial instruments. 

The new requirements are to be applied at the same time as PS 2601, Foreign Currency Translation 
and for government organizations are effective for fiscal years beginning on or after April 1, 2012. In 
the case of governments, the new requirements have been delayed, mainly due to concerns of the 
senior government, and are effective for fiscal years beginning on or after April 1, 2019. For entities 
with a December year end this means 2020 is the first year that the standard must be followed. 
However, we expect that this Standard will be further deferred. Earlier adoption is permitted. This 
Standard should be adopted with prospective application except for an accounting policy related to 
embedded derivatives within contracts, which can be applied retroactively or prospectively. 

Note also the exposure draft "Financial Instruments: Transition" (discussed below) that proposed 
clarification of some detailed aspects of the Financial Instruments standard. 

EXPOSURE DRAFTS - PSAS 

Asset Retirement Obligations: Deliberating (Closed for comment) 

A new accounting standard that addresses the reporting of legal obligations associated with the 
retirement of tangible capital assets is required. 

Reporting guidance on asset retirement obligations was covered in the pre-changeover accounting 
standards in Part V of the CPA Canada Handbook - Accounting. There is not yet specific accounting 
guidance in this area in the CPA Canada Public Sector Accounting (PSA) Handbook. Government 
organizations transitioning to the PSA Handbook would need guidance in this area. 

This project will address the recognition, measurement, presentation and disclosure of legal 
obligations associated with retirement of tangible capital assets. 
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Revenue (Closed for comment) 

Revenue recognition principles that apply to revenues of governments and government organizations 
other than government transfers and tax revenue require development. 

The Public Sector Accounting Handbook has two Sections that address two major sources of 
government revenues, government transfers and tax revenue. Revenues are defined in Section PS 
1000, Financial Statement Concepts. Recognition and disclosure of revenues are described in general 
terms in Section PS 1201, Financial Statement Presentation. 

This project will address recognition, measurement and presentation of revenues that are common 
in the public sector. 

INVITATIONS TO COMMENT - PSAB 

Employment Benefits 

Identified as the top priority in PSAB's 2014 Project Priority Survey, the Board has approved a project 
to review Section PS 3250, Retirement Benefits, and Section PS 3255, Post-employment Benefits, 
Compensated Absences and Termination Benefits. Since the issuance of these Sections decades ago, 
new types of pension plans have been introduced and there have been changes in the related 
accounting concepts. 

The first stage of this project will involve looking at issues such as deferral of experience gains and 
losses, and discount rates. The second stage will involve determining how to account for shared risk 
plans, multi-employer defined benefit plans and vested sick leave benefits. Other improvements to 
existing guidance will also be considered. 

A new, comprehensive Handbook Section on employment benefits will replace the two existing 
Sections. 

STATEMENTS OF PRINCIPLES - PSAB 

Concepts Underlying Financial Performance (Statement of principles being developed) 

The conceptual framework in Sections PS 1000, Financial Statement Concepts, and PS 1100, Financial 
Statement Objectives, require review with a focus on measuring the financial performance of public 
sector entities. 

This review was identified as a high priority in the Public Sector Accounting Board's (PSAB) 2010-2013 
Strategic Plan in response to a suggestion from the senior government finance community. 

This project will consider the concepts underlying the measure of financial performance. The review 
may result in amendments to the conceptual framework and could also affect Section PS 1201, 
Financial Statement Presentation. 

Public Private Partnerships (Closed for comments) 

Identified as a priority in PSAB's 2014 Project Priority Survey, the Board approved a project to 
develop authoritative guidance specific to public private partnerships. 
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In recent years, governments across Canada are increasingly using various forms of public private 
partnership arrangements for the provision of assets and delivery of services. 

This project is expected to develop in two stages. The first stage will involve contemplating specific 
issues, including project scope, recognition and measurement of a public private partnership and 
disclosure requirements. Other issues will also be considered. The second stage will involve 
determining how to account for public private partnerships. 

The objective is to develop a public sector accounting standard specific to public private 
partnerships. 

PROJECTS - PSAB 

Financial Instruments - Subsequent Issues 

Since the issuance of Section PS 3450, Financial Instruments, there have been reports of transition 
and other issues that have been brought to the Public Sector Accounting Board's (PSAB) attention. 

The objective of this project is to consider these issues as they arise. 

POST IMPLEMENTATION REVIEW - PSAB 

Government Transfers 

This post-implementation review of Section PS 3410, Government Transfers, will help the Public 
Sector Accounting Board (PSAB) assess any implementation challenges encountered by stakeholders, 
and the nature, extent and cause of any ongoing issues. 

This is the first post-implementation review undertaken by PSAB. Such reviews consider whether the 
standard has been implemented and achieved the intended objectives. 

STATUS OF CURRENT PROJECTS - PSAB 

Standards for public sector organizations 2017 2017 2018 2018 

03 Q4 Q1 02 

Asset Retirement Obligations 

Concepts Underlying Financial Performance 

Employment Benefits 
Invitation 

to 
Comment 

Financial instruments - Subsequent Issues 

Public Private Initiative 
Statement 

of 
Principles 

Revenue 

Impairment of Non-Financial Assets Project 
Deferred 

PSA Handbook Terminology Project 
Deferred 
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NEW STANDARDS - AUDITING AND ASSURANCE STANDARDS BOARD (AASB) 

Auditor Reporting 

Users of audited financial statements are asking auditors to provide more information in their 
reports about significant matters in the financial statements, as well as about the conduct of the 
audit. 

The International Auditing and Assurance Standards Board (IAASB) and the AASB believe that a 
quality audit should be accompanied by an informative auditor's report that delivers value to 
the entity's stakeholders. The IAASB has undertaken a project to revise the auditor reporting 
standard. 

Revisions that the IAASB makes to its auditor reporting standard (i.e., ISA 700, Forming an 
Opinion and Reporting on Financial Statements) will be reflected in the equivalent CAS with 
limited Canadian-specific amendments, if any are necessary. 

Auditor Reporting - Special Considerations 

The IAASB is proposing amendments to ISA 800, Special Considerations Audits of Financial 
Statements Prepared in Accordance with Special Purpose Frameworks, and ISA 805, Special 
Considerations - Audits of Single Financial Statements and Specific Elements, Accounts or Items 
of a Financial Statement, resulting from significant revisions to its auditor reporting standards. 

The IAASB will address the voluntary communication of key audit matters and naming the 
engagement partner in the auditor's report on a single financial statement or an element of a 
financial statement. 

Revisions that the IAASB makes to these standards will be reflected in the equivalent CASs with 
limited Canadian-specific amendments, if any are necessary. 

Auditor Reporting - Summary Financial Statements 

The IAASB is proposing amendments to ISA 810, Engagements to Report on Summary Financial 
Statements, resulting from significant revisions to its auditor reporting standards. 

The IAASB will address issues related to key audit matters, going concern and other information. 

Revisions that the IAASB makes to this standard will be reflected in the equivalent CAS with 
limited Canadian-specific amendments, if any are necessary. 

Financial Statement Disclosures 

Financial statement disclosures have become more detailed and complex as a result of evolving 
financial reporting standards. 

The International Auditing and Assurance Standards Board (IAASB) has commenced a project to 
develop guidance on the audit of financial statement disclosures. 
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The objective of the IAASB project is to gain robust understanding of the views and 
perspectives on issues relevant to auditing disclosures in a financial statement audit. The 
lAASB's objectives further include: 

• determining whether revisions (in the form of new or revised requirements, or additional 
application material) to the International Standards on Auditing (ISAs) with respect to 
auditing disclosures are required; 

• considering how such revisions should be presented (for example, within the relevant 
ISAs or in a separate ISA); and 

• determining whether another type of non-authoritative guidance should be developed 
and, if so, developing the content. 

The Auditing and Assurance Standards Board (AASB) is committed to adopting the ISAs. Revisions 
that the IAASB makes to the ISAs will be reflected in the equivalent Canadian Auditing Standards 
(CASs). Should the IAASB develop a new ISA, the AASB will adopt the standard in an equivalent 
CAS. Amendments, if any, that the AASB makes to the ISA wording would be in accordance with 
the AASB's criteria for such amendments, as set out in Appendix 1 of the Preface to the CPA 
Canada Handbook - Assurance. 

Responsibilities Relating to Other Information 

International Standard on Auditing (ISA) 720, The Auditor's Responsibilities Relating to Other 
Information in Documents Containing Audited Financial Statements, is being revised by the 
International Auditing and Assurance Board (IAASB) to ensure that it continues to be capable of 
enhancing the credibility of financial statements. 

Revised ISA 720 will specify appropriate responsibilities of the auditor relating to the range of 
other information in documents containing audited financial information. Revisions will also be 
made to take into account how such information is disseminated. 

The AASB is committed to adopting the ISAs. Accordingly, revisions that the IAASB makes to ISA 
720 will be reflected in Canadian Auditing Standard (CAS) 720. Amendments, if any, that the 
AASB would make to the ISA wording would be in accordance with the AASB's criteria for such 
amendments, as set out in Appendix 1 of the Preface to the CPA Canada Handbook - Assurance. 

EXPOSURE DRAFTS - AASB 

Auditing Accounting Estimates (Closed for comments) 

Accounting estimates and related disclosures have become more complex. Stakeholders have 
indicated that clearer or additional guidance is needed to enable auditors to appropriately deal 
with these complexities. 

The International Auditing and Assurance Standards Board (IAASB) is proposing revisions to ISA 
540, Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related 
Disclosures. 
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The IAASB proposals include establishing more robust requirements and appropriately detailed 
guidance to foster audit quality. This would be done by driving auditors to perform appropriate 
procedures in relation to accounting estimates and related disclosures. 

It is anticipated that these revisions would also seek to emphasize the importance of the 
appropriate application of professional skepticism. 

Quality Control (Exposure draft being developed) 

Auditors must effectively manage audit quality, both at the firm and the engagement level, with 
high-quality audits supporting financial stability. 

Through consultations with stakeholders, the International Auditing and Assurance Standards 
Board (IAASB) identified a need to strengthen standards addressing quality control. 

Therefore, the IAASB is proposing revisions to: 
• ISQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial 

Statements, and Other Assurance and Related Services Engagements; and 
• ISA 220, Quality Control for an Audit of Financial Statements. 

The IAASB proposals includes revisions to these standards to: 
• Strengthen and improve a firms' management of quality for all engagements by more 

explicitly incorporating a quality management approach, fostering the ability of the 
standards to be applied to a wide range of circumstances; and 

• Focus on identifying, assessing and responding to quality risks in a broad range of 
engagement circumstances. 

PROJECTS - AASB 

Group audits 

Many audits today are audits of group financial statements - also known as group audits - these 
type of engagements can be very challenging. 

This is a result of complex group structures, cultural and language barriers, differences in laws 
and regulation, involvement of component auditors and many other factors. 

The IAASB is proposing revisions to ISA 600, Special Considerations - Audits of Group Financial 
Statements (Including the Work of Component Auditors) to: 

• Strengthen the auditor's approach to planning and performance of a group audit; and 
• Clarify the interaction of ISA 600 to the other ISAs. 

Identifying and Assessing the Risks of Material Misstatement 

There are challenges involved in identifying and assessing audit risks for entities - in particular, 
those that vary in size and nature. Clearer or additional guidance is needed to help address these 
challenges. 

As a result, the International Auditing and Assurance Standards Board (IAASB) is proposing 
revisions to ISA 315, Identifying and Assessing the Risks of Material Misstatement through 
Understanding of the Entity and its Environment. 
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The IAASB proposal includes establishing more robust requirements and appropriately detailed 
guidance to drive auditors to perform appropriate risk assessment procedures in accordance with 
the size and nature of the entity. This would be done by focusing on enhancing the auditor's 
approach to understanding the entity and risk assessment activities in light of the changing 
environment. 

It is anticipated that the IAASB will consider whether and how ISA 315, in organization and 
structure, can be modified to promote a more effective risk assessment. 
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