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Staff Report 

Origin 

Pursuant to Section 169 (1) of the Community Charter, a Council must appoint an auditor for the 
municipality (municipal auditor). Under Section 169 (3), a municipal auditor has the power and 
duty to conduct the examinations necessary to prepare the required reports. 

Section 171 of the Community Charter directs that the municipal auditor must report to Council 
on the annual financial statements of the municipality. The report must be in accordance with the 
form and the reporting standards recommended by the Chartered Professional Accountants of 
Canada. 

This report outlines the terms of the audit engagement for the period ending December 31, 2017. 

Analysis 

At the October 10, 2017 Council meeting, KPMG, LLP (KPMG) was re-appointed as the City's 
auditor for the fiscal years 2017 to 2021. 

Audit Plan 

KPMG's planned scope and timing for the audit of the consolidated financial statements is 
provided in their Audit Planning Letter (Attachment 1 ). The overall audit strategy and audit 
approach is designed to address any significant risks identified during the planning process. 

A summary of observations will be provided at the completion of the audit that may include 
comments on risks and the City's approach to those risks, performance improvement 
observations, or other industry trends and developments. 

Annual Inquiries of the Committee 

Professional standards require that KPMG ask questions of the Finance Committee (the 
Committee) in connection with oversight of management's process for identifying and 
responding to risks of fraud. The above questions are the same as prior years and relate to the 
consolidated City entity including the City, Richmond Olympic Oval, Library and Lulu Island 
Energy Company. 

The specific questions asked of the Committee are: 

• Are you aware of, or have you identified any instances of, actual, suspected, possible, or 
alleged non-compliance of laws and regulation or fraud, including misconduct or 
unethical behaviour related to financial reporting or misappropriation of assets? If so, 
have these instances been appropriately addressed to your satisfaction? 

• Are you aware of any significant fraud risks facing the City? 
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• Do you believe that the Committee exercises effective oversight of management's 
process for identifying and responding to the risk of fraud in the City and the internal 
controls that management has established to mitigate these fraud risks? 

• Are you aware of the City entering into any significant unusual transactions? 

As with previous years, KPMG requests that their Engagement Partner be contacted if the 
Committee has any comments on the above questions that the Committee believes should be 
brought to KPMO's attention. 

Audit Scope 

The scope of the audit engagement includes: 
• Audit of the City's consolidated financial statements 
• Audit of the Home Owner Grant Treasurer/Auditor Certificate, and 
• Audit of the City's compliance with subsections 2 and 3 of section 124 of Part 8 of the 

School Act 

Financial Impact 

There is no financial impact. The audit fee is provided for within the City's Operating Budget. 

Conclusion 

KPMG has been engaged to perform the audit for the year ended December 31, 2017. Their 
Audit Plan communicates KPMG's overall audit responsibilities and audit approach in 
accordance with Canadian generally accepted auditing standards. The 2017 audit standards 
continue to focus the audit on areas where there is greater risk of misstatement. 

?! 
Cindy Gilfillan 
Manager, Financial Reporting 
(604-276-4077) 

CG:cg 

Att. 1: Audit Planning Letter 
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AUDIT PLANNING LETTER 

PRIVATE & CONFIDENTIAL 
Chair and Members of the Finance Committee 
City of Richmond 
6911 No. 3 Road 
Richmond BC, V6Y 2C1 

October 26, 2017 

To the Chair and Members of the Finance Committee of the City of Richmond (the 
“Committee”): 

Thank you for providing us with the opportunity to continue in our role as external 
auditors of the City of Richmond. We are pleased to provide for your review the 
following information relating to the planned scope and timing for the audit of the 
consolidated financial statements of the City of Richmond (the “City”) for the year 
ended December 31, 2017.   

We would be pleased to receive any comments or suggestions you may have with 
respect to the planned audit scope or timing and we look forward to discussing the 
letter and answering questions that you may have. If you have any specific areas of 
concerns or other issues you would like addressed in the audit, please contact us. We 
appreciate the opportunity to serve you and look forward to our continuing relationship. 

This letter is for the use of the Committee for the purpose of carrying out and 
discharging your responsibilities and exercising oversight over our audit. This letter 
should not be used for any other purpose or by anyone other than the Committee. 
KPMG shall have no responsibility or liability for loss or damages or claims, if any, to 
or by any third party as this letter has not been prepared for, and is not intended for, 
and should not be used by, any third party or for any other purpose.  

Yours very truly 

C.J. James, CPA, CA Archie G. Johnston, FCPA, FCA, CIA, MBA 
Engagement Partner Senior Advisor and Quality Reviewer 
(604) 527-3635 (604) 527-3757 

cc: Mr. George Duncan, Chief Administrative Officer 
Mr. Andrew Nazareth, General Manager, Finance & Corporate Services 
Mr. Jerry Chong, Director of Finance 

Enclosures: 
Appendix 1 – Engagement letter 

Attachment 1

FIN - 15



City of Richmond 

October 26, 2017 

2 

CONSIDERATIONS IN DEVELOPING OUR AUDIT PLAN 

There are no significant changes in the operations of the City in the current year that 
will impact the financial statements. 

There are no significant changes in accounting standards in the current year that will 
impact the audit of the City’s financial statements. 

There are no significant changes in the auditing and other professional standards in 
the current year that will impact the audit of the City’s financial statements. 

SCOPE AND TIMING OF THE AUDIT 

The objectives of the audit, our responsibilities in carrying out our audit, as well as 
management’s responsibilities, are set out in the engagement letter which is included 
in the appendices to this letter. 

We design an overall audit strategy and audit approach to address the significant 
risks identified during the planning process. 

Materiality 

We determine materiality in order to plan and perform the audit and to evaluate the 
effects of identified misstatements on the audit and of any uncorrected misstatements 
on the financial statements. The determination of materiality requires judgment and 
is based on a combination of quantitative and qualitative assessments, including the 
nature of account balances and financial statement disclosures. 

We determine performance materiality (from materiality) in order to assess risks of 
material misstatement and to determine the nature, timing and extent of audit 
procedures. 

We determine an audit misstatement posting threshold (from materiality) in order to 
accumulate misstatements identified during the audit. 

For the current period, the following amounts have been determined:  

Materiality Performance Materiality 
Audit Misstatement 
Posting Threshold 

$7,600,000 
(2016 - $7,500,000) 

$5,700,000 which has been 
set at 75% of materiality 
(2016 - $5,625,000) 

$380,000 which has been 
set at 5% of materiality 
(2016 - $375,000) 

We will reassess materiality based on period-end results or new information to 
confirm whether it remains appropriate for evaluating the effects of uncorrected 
misstatements on the financial statements. 
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Identification of significant risks 

As part of our audit planning, we identify the significant financial reporting risks that, 
by their nature, require special audit consideration. By focusing on these risks, we 
establish an overall audit strategy and effectively target our audit procedures. 

The significant financial reporting risks identified during our audit planning are listed 
below: 

Significant unusual transactions 

There were no significant unusual transactions noted through our discussion with 
management. 

Risk of management override of controls 

Although the level of risk of management override of controls will vary from entity to 
entity, professional standards presume the risk of management override of controls 
is nevertheless present in all entities and requires the performance of specific 
procedures to address this presumed risk.  We plan on performing the required 
procedures under professional standards. These include testing journal entries and 
performing a retrospective review of areas of estimate. 

Timing of audit and deliverables 

Topic: Dates:

Conduct interim audit field work November 6 - 10, 2017 

Provide our audit planning letter October 26, 2017 

Conduct year-end audit field work February 19 - March 9, 2018 

Present our year-end audit findings 
letter, including independence 
communications to the Committee 

Date to be determined 

Provide audit opinion on financial 
statements 

Upon acceptance by Council of the 
financial statements. 

ANNUAL INQUIRIES OF THE COMMITTEE 

Professional auditing standards require that we annually inquire concerning the 
Committee’s oversight of management’s process for identifying and responding to 
the risks of fraud within the City.  Accordingly, we ask whether you: 

 Are aware of, or have identified any instances of, actual, suspected, possible, or
alleged non-compliance of laws and regulations or fraud, including misconduct
or unethical behaviour related to financial reporting or misappropriation of
assets? If so, have these instances been appropriately addressed to your
satisfaction?

 Are aware of any significant fraud risks facing the City?
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ANNUAL INQUIRIES OF THE COMMITTEE (CONTINUED) 

 Believe that the Committee exercises effective oversight of management’s 
process for identifying and responding to the risk of fraud in the City and the 
internal controls that management has established to mitigate these fraud risks? 

 Aware of the City entering into any significant unusual transactions? 

If you have any comments on the above questions that you would like to bring 
to our attention, please contact C.J. James, Engagement Partner. 

OBSERVATIONS AND INSIGHTS 

During the course of our audit, we may become aware of a number of observations 
that may be of interest to you. These observations may include comments on risks 
and the City’s approach to those risks, performance improvement observations, or 
other industry trends and developments. These observations are based on, among 
other things, our understanding of the affairs and processes of the City, as well as 
our understanding of many other entities in the same or other industries. 

We will discuss any such observations with management and provide our insights. 
We will also include a synopsis of these observations and insights in our discussions 
with you at the completion of the audit. 

CURRENT DEVELOPMENTS 

The following is a summary of the current developments that are relevant to the City: 

Related Party Disclosures and Inter-Entity Transactions 

 Two new Handbook sections were approved in December 2014, effective for 
fiscal years beginning on or after April 1, 2017.   

 Related parties include entities that control or are controlled by a reporting 
entity, entities that are under common control and entities that have shared 
control over or that are subject to shared control of a reporting entity.  

 Individuals that are members of key management personnel and close 
members of their family are related parties. Disclosure of key management 
personnel compensation arrangements, expense allowances and other similar 
payments routinely paid in exchange for services rendered is not required. 

 Determining which related party transactions to disclose is a matter of judgment 
based on assessment of: 

o the terms and conditions underlying the transactions; 

o the financial significance of the transactions; 

o the relevance of the information; and 

o the need for the information to enable users’ understanding of the financial 
statements and for making comparisons. 

 Related party transactions, if recognized, should be recorded at the exchange 
amount. A public sector entity’s policy, budget practices or accountability 
structures may dictate that the exchange amount is the carrying amount, 
consideration paid or received or fair value. FIN - 18



City of Richmond 

October 26, 2017 

5 

Revenue 

Assets, Contingent Assets and Contractual Rights 

 Three new Handbook sections were approved in March 2015, effective for fiscal
years beginning on or after April 1, 2017.

 The intended outcome of the three new Handbook Sections is improved
consistency and comparability.

 The standard includes enhanced guidance on the definition of assets and
disclosure of assets to provide users with better information about the types of
resources available to the public sector entity.

 Disclosure of contingent assets and contractual rights is required to provide users
with information about the nature, extent and timing of future assets and potential
assets and revenues available to the public sector entity when the terms of those
contracts are met.

Employee Future Benefit Obligations 

 PSAB has initiated a review of sections PS3250 Retirement Benefits and PS3255
Post-Employment Benefits.  Given the complexity of issues involved and
potential implications of any changes that may arise from this review, the project
will be undertaken in phases.  Phase I will address specific issues related to
measurement of employment benefits.  Phase II will address accounting for plans
with risk sharing features, multi-employer defined benefit plans and sick leave
benefits.

 An Invitation to comment was issued in November 2016 and closed March 2017,
seeking guidance on whether the deferral provisions in existing public sector
standards remain appropriate and justified and the appropriateness of accounting
for various components of changes in the value of the accrued benefit obligation
and plan assets. Responses are currently under deliberation.

 PSAB is proposing a single framework to categorize revenues to enhance the
consistency of revenue recognition and its measurement.

 An Exposure Draft (ED) was issued in May 2017 seeking feedback from
stakeholders.  Responses are currently under deliberation.

 The ED proposes that in the case of revenues arising from an exchange, a public
sector entity must ensure the recognition of revenue aligns with the satisfaction
of related performance obligations.

 The ED proposes that unilateral revenues arise when no performance obligations
are present, and recognition occurs when there is authority to record the revenue
and an event has happened that gives the public sector entity the right to the
revenue.

 The new section would be applied retroactively with restatement for fiscal years
beginning on or after April 1, 2021.

 An invitation to Comment is expected to be issued in November 2017 seeking
guidance on the present value measurement of accrued benefit obligations.
Webinars with an overview of the Invitation to Comment are scheduled for
January 2018. FIN - 19
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 The ultimate objective of this project is to issue a new employment benefits 
section to replace existing guidance. 

Asset Retirement Obligations 

 The Exposure Draft has a proposed effective date of April 1, 2021 for the 
standard. 

Public Private Partnership 

 The infrastructure would be valued at cost, with a liability of the same amount if 
one exists.  Cost would be measured by discounting the expected cash flows by 
a discount rate that reflects the time value of money and risks specific to the 
project. 

 A new standard is under development addressing the recognition, measurement, 
presentation and disclosure of legal obligations associated with retirement of 
tangible capital assets in productive use. Retirement costs would be recognized 
as an integral cost of owning and operating tangible capital assets. PSAB 
currently contains no specific guidance in this area. 

 PSAB recently released an Exposure Draft following the consideration of 
comments received in response to the previously released Statement of 
Principles.  Responses are currently under deliberation.  

 The proposed ARO standard would require the City to record a liability related to 
future costs of any legal obligations to be incurred upon retirement of any 
controlled tangible capital assets (“TCA”).  The amount of the initial liability would 
be added to the historical cost of the asset and amortized over its useful life. 

 As a result of the proposed standard, the City would have to:  

o consider how the additional liability will impact net debt, as a new liability will 
be recognized with no corresponding increase in a financial asset; 

o carefully review legal agreements, senior government directives and 
legislation in relation to all controlled TCA to determine if any legal 
obligations exist with respect to asset retirements; 

o begin considering the potential effects on the organization as soon as 
possible to coordinate with resources outside the finance department to 
identify AROs and obtain information to estimate the value of potential AROs 
to avoid unexpected issues. 

 A taskforce was established in 2016 as a result of increasing use of public private 
partnerships for the delivery of services and provision of assets.   

 A Statement of Principles (SOP) was issued in August 2017 which proposes new 
requirements for recognizing, measuring and classifying infrastructure procured 
through a public private partnership.  Responses are currently under deliberation.  

 The SOP proposes that recognition of infrastructure by the public sector entity 
would occur when it controls the purpose and use of the infrastructure, when it 
controls access and the price, if any, charged for use, and it controls any 
significant interest accumulated in the infrastructure when the P3 ends.   

 The SOP proposes the public sector entity recognize a liability when it needs to 
pay cash or non-cash consideration to the private sector partner for the 
infrastructure.   
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