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DATE: September 30, 2019
FILE: 1680-20/2019
TO: Chair and Directors
Regional District Board Supported by Russell Dyson
Chief Administrative Officer
FROM: Russell Dyson
Chief Administrative Officer R. Dyson
RE: Audit service plan

For the year ending December 31, 2019

Purpose
To present the 2019 audit service plan for the Comox Valley Regional District (CVRD) to the Board
as submitted by the audit firm of MNP LLP.

Recommendation from the Chief Administrative Officer:
This report is provided for information.

Executive Summary

e MNP LLP has prepared the attached 2019 audit service plan (Appendix A) for the CVRD
Board’s review, including the engagement letter.

e The audit service plan covers the audit for the CVRD from January 1, 2019 to December 31,
2019.

e A final audit report will be presented to the Board with the draft financial statements once the
audit is complete in the spring of 2020.

e The CVRD Board exercises its independent authority relating to the external auditor by
receiving and reviewing the annual audit service plan and the final audit report.

Prepared by:

B. Dunlop

Beth Dunlop, CPPB, CPA, CGA
Corporate Financial Officer

Background / Cutrent Situation

Annually, the appointed audit firm prepares and submits an audit service plan to the Board, providing
an overview of the audit approach, the proposed engagement team, the scope of the audit and the
timeline for the deliverables. The report also includes information regarding potential changes in
reporting developments that may impact the audit scope or the financial statement presentation.

Policy Analysis

Audit requirements of the Chartered Professional Accountants of Canada require the auditor to
communicate with those, other than management, having oversight responsibility for the financial
statements.
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The CVRD board governance policy speaks to the Board exercising its independent authority in
relationship to the external auditor by meeting with the auditor. The audit firm has recognized this
authority by submitting the 2019 audit service plan and attending the Board meeting upon
completion of the 2019 audit to present the final audit report.

Options
Not relevant

Financial Factors
The 2019 audit fees of $27,825 noted in the audit service plan are as quoted in the proposal received
from MNP LLP for their audit engagement term 2016-2020.

Legal Factors
Not relevant

Regional Growth Strategy Implications
Not relevant

Intergovernmental Factors
Not relevant

Interdepartmental Involvement
Not relevant

Citizen/Public Relations
Not relevant

Attachments: Appendix A — Comox Valley Regional District, Audit Service Plan, Year ending
December 31, 2019 and Engagement Letter
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Comox Valley Regional District

Audit Service Plan
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September 18, 2019
Members of the Board of Directors of Comox Valley Regional District

Dear Directors:

We are pleased to present our Audit Service Plan for Comox Valley Regional District (the "District"). In this plan
we describe MNP’s audit approach, our engagement team, the scope of our audit and a timeline of anticipated
deliverables. We are providing this Audit Service Plan to the Board of Directors on a confidential basis. It is
intended solely for the use of the Board of Directors and is not intended for any other purpose. Accordingly, we
disclaim any responsibility to any other party who may rely on this report.

Our audit will include an audit of the District’s financial statements for the year ended December 31, 2019,
prepared in accordance with Canadian public sector accounting standards. Our audit will be conducted in
accordance with Canadian generally accepted auditing standards.

At MNP, our objective is to perform an efficient, high quality audit which focuses on those areas that are
considered higher risk. We adhere to the highest level of integrity and professionalism. We are dedicated to
maintaining open channels of communication throughout this engagement and will work with management to
coordinate the effective performance of the engagement. Our goal is to exceed the Board of Directors’s
expectations and ensure you receive outstanding service.

Our Engagement Letter has also been included along with this report. Our Engagement Letter is the formal
written agreement of the terms of our audit engagement as negotiated with management and outlines our
responsibilities under Canadian generally accepted auditing standards.

We look forward to discussing our audit service plan with you and look forward to responding to any questions
you may have.

Sincerely,

MNP Lep

MNP LLP
Chartered Professional Accountants

MNP
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OVERVIEW

To make strategic business decisions with confidence, your stakeholders and the Board of Directors of Comox
Valley Regional District need relevant, reliable and independently audited financial information. But that’s not all.
You need an audit team that can deliver insight beyond the numbers and enhance Comox Valley Regional
District’s strategic planning and implementation processes so you can embrace new opportunities while
effectively managing risk. Our senior team members have extensive knowledge of municipalities from many
years of experience. Our audit strategy is risk based, and takes into account the limitations and opportunities you
encounter each day, allowing our recommendations to be implemented with greater ease. Committed to your
success, MNP delivers meaningful, reliable financial information to not only help you fulfill your compliance
obligations, but also to achieve your key strategic goals.

Our Audit Service Plan outlines the strategy we will follow to provide Comox Valley Regional District's Board of
Directors with our Independent Auditor's Report on the December 31, 2019 financial statements.

TOPICS FOR DISCUSSION

We are committed to providing superior client service by maintaining effective two-way communication.

Topics for discussion include, but are not limited to:
e Changes to your business operations and developments in the financial reporting and regulatory
environment
e Business plans and strategies
o The management oversight process
e Fraud:
e How could it occur?
¢ Risk of fraud and misstatement?
e Actual, suspected or alleged fraud?
e Your specific needs and expectations
¢ Audit Service Plan
¢ Any other issues and/or concerns

KEY CHANGES AND DEVELOPMENTS

Based on our knowledge of the District and our discussions with management, we have noted the recent
developments set out below. Our audit strategy has been developed giving consideration to these factors.

Issues and Developments Summary

New reporting developments PS 3280 Asset Retirement Obligations (New)
PS 3400 Revenue (New)

PS 3450 Financial Instruments (New and Amendment)

Detailed information on Key Changes and Developments are included as Appendix A.
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MNP’S AUDIT PROCESS

MNP’s audit methodology, “The MAP”, is a risk based audit approach that is divided into four separate stages:
Pre-planning, Planning and Risk Assessment, Risk Response and Completion and Reporting. Our audit process
focuses on significant risks identified during the pre-planning and planning and risk assessment stage, ensuring
that audit procedures are tailored to your specific circumstances and appropriately address those risks.

The Board of Directors is responsible for approval of the financial statements and District policies, and for
monitoring management’s performance. The Board of Directors should consider the potential for management
override of controls or other inappropriate influences, such as earnings management, over the financial reporting
process. The Board of Directors, together with management, is also responsible for the integrity of the
accounting and financial reporting systems, including controls to prevent and detect fraud and misstatement, and
to monitor compliance with relevant laws and regulations.

Effective discharge of these respective responsibilities is directed toward a common duty to provide appropriate
and adequate financial accountability, and quality financial disclosure.

Key responsibilities of MNP and management are outlined in the Engagement Letter. More detailed discussion
about MNP’s audit process is provided in Appendix B.

AUDIT MATERIALITY

Materiality is an important audit concept. It is used to assess the significance of misstatements or omissions that
are identified during the audit and is used to determine the level of audit testing that is carried out. Specifically, a
misstatement or the aggregate of all misstatements in financial statements as a whole (and, if applicable, for
particular classes of transactions, account balances or disclosures) is considered to be material if it is probable
that the decision of the party relying on the financial statements, who has reasonable understanding of business
and economic activities, will be changed or influenced by such a misstatement or the aggregate of all
misstatements.

The scope of our audit work is tailored to reflect the relative size of operations of the District and our assessment
of the potential for material misstatements in the District’s financial statements as a whole (and, if applicable, for
particular classes of transactions, account balances or disclosures). In determining the scope, we emphasize
relative audit risk and materiality, and consider a number of factors, including:

o The size, complexity, and growth of the District;
e Changes within the organization, management or accounting systems; and
e Concerns expressed by management.

Judgment is applied separately to the determination of materiality in the audit of each set of financial statements
(and, if applicable, for particular classes of transactions, account balances or disclosures) and is affected by our
perception of the financial information needs of users of the financial statements. In this context, it is reasonable
to assume that users understand that financial statements are prepared, presented and audited to levels of
materiality; recognize uncertainties inherent in the measurement of amounts based on the use of estimates,
judgment and consideration of future events; and make reasonable economic decisions based on the financial
statements. The foregoing factors are taken into account in establishing the materiality level.

We propose to use $2,000,000 as overall materiality for audit planning purposes.

TIMING OF THE AUDIT

Based on the audit planning performed and areas of audit risks identified, the following timelines for key
deliverables have been discussed and agreed upon with management:
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KEY DELIVERABLE EXPECTED DATE
Delivery of December 31, 2019 Audit Service Plan to the Board October 2019
of Directors

Interim procedures October 2019
Year-end fieldwork procedures March 2020
Draft year-end financial statements to be discussed with March 2020
management

Presentation of December 31, 2019 Audit Findings Report to the March 2020
the Board of Directors

Presentation of Management Letter to the the Board of Directors March 2020
Issuance of Independent Auditor's Report April 2020

AUDIT TEAM

In order to ensure effective communication between the Board of Directors and MNP, we outline below the key
members of our audit team that will be responsible for the audit of Comox Valley Regional District and the role

they will play:

NAME POSITION

Cory Vanderhorst, CPA, CA Engagement Partner
Debbie Bass, CPA, CA Concurring Partner
James Kungel, CPA, CA Tax Partner

Jane Lumb, CPA, CA Manager

In order to serve you better and meet our professional responsibilities, we may find it necessary to expand our
audit team to include other MNP professionals whose consultation will assist us to evaluate and resolve
complex, difficult and/or contentious matters identified during the course of our audit. Any changes to the audit
team will be discussed with you to ensure a seamless process and that all concerned parties’ needs are met.

FEES AND ASSUMPTIONS

Our audit hours and fees for the year ended December 31, 2019 are estimated to be the following, exclusive of

applicable taxes:

DECEMBER 31, 2019 | DECEMBER 31, 2018
ESTIMATE ACTUAL
Base audit fee 26,500 26,000
Administrative - 5% 1,325 1,300
Total 27,825 27,300
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If any significant issues arise during the course of our audit work which indicate a possibility of increased
procedures or a change in the audit timetable, these will be discussed with management by the engagement
partner so a mutually agreeable solution can be reached.

Pursuant to our billing policy, we will issue interim bills as follows:

a) On delivery of the audit service plan 50% of the estimated fee.
b) At the start of year-end field work, 25% of the estimated fee.

¢) Upon the delivery of the final financial statements and independent auditors' report, 25% of the
estimated fee.

AUDITOR INDEPENDENCE

An essential aspect of all our services to the District is an independent viewpoint, which recognizes that our
responsibilities are to the members. While the concept of independence demands a questioning and objective
attitude in conducting our audit, it also requires the absence of financial or other interests in the District. In
accordance with our firm’s policy, and the Rules of Professional Conduct, which govern our profession, neither
MNP nor any of its team members assigned to the engagement or any of its partners, are permitted to have any
involvement in or relationship with the District that would impair independence or give that appearance. As
auditors, we subscribe to the highest standards and are required to discuss the auditor's independence with the
Board of Directors on an annual basis. Under the standard an auditor shall:

e Disclose to the Board of Directors in writing, all relationships between the auditor and the District that in
the auditor's professional judgment may reasonably be thought to bear on our independence;

e Confirm in writing that, in its professional judgment, MNP is independent within the meaning of the Rules
of Professional Conduct of the Institute of Chartered Professional Accountants of British Columbia; and,

e Discuss the auditor's independence with the Board of Directors.

During the course of the audit, we will communicate any significant new matters that come to our attention that,
in our professional judgment, may reasonably be thought to bear on our independence. At the completion of our
audit, we will reconfirm our independence.

We look forward to discussing with you the matters addressed above. We will be prepared to answer any
questions you may have regarding our independence, as well as any other matters of interest to you.
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APPENDIX A — Key Changes and Developments

PS 3280 Asset Retirement Obligations (New)

In August 2018, new PS 3280 Assets Retirement Obligations was included in the CPA Canada Public Sector
Accounting Handbook (PSA HB). The new PS 3280 establishes standards on how to account for and report a
liability for asset retirement obligations (ARO). As asset retirement obligations associated with landfills are
included in the scope of new PS 3280, PS 3270 Solid Waste Landfill Closure and Post-Closure Liability will be
withdrawn.

The main features of this standard are as follows:

e An ARO represents a legal obligation associated with the retirement of a tangible capital asset.

o Asset retirement costs increase the carrying amount of the related tangible capital asset and are
expensed in a rational and systematic matter.

o When an asset is no longer in productive use, the associated asset retirement costs are expensed.

¢ Measurement of the ARO liability should result in the best estimate of the amount required to retire a
tangible capital asset at the financial statement date.

e Subsequent measurement of the ARO liability results in either a change in the carrying amount of the
related tangible capital asset or an expense. The accounting treatment depends on the nature of the
remeasurement and whether the asset remains in productive use.

o The best method to estimate the liability is often a present value technique.

This standard is effective for fiscal years beginning on or after April 1, 2021. Early adoption is permitted.

PS 3400 Revenue (New)

In November 2018, new PS 3400 Revenue was included in the CPA Canada Public Sector Accounting
Handbook (PSA HB). The new PS 3400 establishes standards on how to account for and report on revenue by
distinguishing between revenue arising from transactions that include performance obligations and transactions
that do not have performance obligations. The main features of this Section are as follows:

e Performance obligations are enforceable promises to provide specific goods or services to a specific
payor.

e Performance obligations can be satisfied at a point in time or over a period of time.

o The new standard outlines five indicators to determine if the revenue would be recognized over a period
of time.

¢ Revenue from a transaction with a performance obligation(s) is recognized when, or as, the entity has
satisfied the performance obligation(s).

¢ Revenue from transactions with no performance obligation is recognized when a public sector entity has
the authority to claim or retain an inflow of economic resources and a past event that gives rise to a
claim of economic resources has occurred.

Further editorial changes have also been made to other standards as a result of the issuance of PS 3400.

This Section is effective for fiscal years beginning on or after April 1, 2022. Early adoption is permitted.
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PS 3450 Financial Instruments (New and Amendment)
In June 2011, the Public Sector Accounting Board (PSAB) issued new PS 3450 Financial Instruments. The new
standard establishes requirements for recognition, measurement, derecognition, presentation and disclosure of
financial assets and financial liabilities, including derivatives. The main features of the new standard are:
¢ Financial instruments are classified into two measurement categories: fair value, or cost or amortized
cost.
¢ Almost all derivatives, including embedded derivatives not closely related to the host contract, are
measured at fair value.
o Portfolio investments in equity instruments quoted in an active market are measured at fair value.
o Other financial assets and financial liabilities are generally measured at cost or amortized cost.
¢ An entity may elect to measure any group of financial assets or financial liabilities (or both) at fair
value when the entity has a risk management or investment strategy to manage those items on a
fair value basis.
o Remeasurement gains and losses on financial instruments measured at fair value are reported in the
statement of remeasurement gains and losses until the financial instrument is derecognized.
e Budget to actual comparisons are not required within the statement of remeasurement gains and losses;
¢ Financial liabilities are derecognized when, and only when, they are extinguished.
¢ Financial assets and financial liabilities are only offset and reported on a net basis if a legally enforceable
right to set off the recognized amounts exists, and the entity intends to settle on a net basis or
realize/settle the amounts simultaneously.

In May 2012, the transitional provisions for this Section were amended, effective at the time the standard is
initially applied, to clarify that the measurement provisions are applied prospectively. Adjustments to previous
carrying amounts are recognized in opening accumulated remeasurement gains or losses. Additionally, a new
transitional provision has been added that applies to government organizations transitioning from the standards
in Part V of the CPA Canada Handbook — Accounting with items classified as available for sale. Accumulated
other comprehensive income (OCI) from items classified as available for sale is recognized in accumulated
remeasurement gains or losses on transition.

PS 3450 was to be effective for fiscal years beginning on or after April 1, 2019. In March 2018, the Public Sector
Accounting Board (PSAB) approved an extension of the effective date to fiscal years beginning on or after April
1, 2021. In the period that a public sector entity applies PS 3450, it also applies PS 1201, PS 2601 and PS 3041.
Early adoption is permitted.
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APPENDIX B — The Audit Process

Qur Plan

Our overall audit strategy is risk-based and controls-oriented. Assessment and identification of risk is performed
continuously throughout the audit process. We focus on the risks that have a potential impact on the financial
accounting systems and subsequent financial reporting.

Our overall audit strategy does not, and is not intended to involve the authentication of documents, nor are our
team members trained or expected to be experts in such authentication. Unless we have reason to believe
otherwise, we accept records and documents as genuine. The subsequent discovery of a material misstatement
resulting from fraud does not, in and of itself, indicate a failure to comply with Canadian generally accepted
auditing standards.

Audit Procedures

To meet our responsibilities in accordance with Canadian generally accepted auditing standards, our audit

examination includes:

¢ Obtaining an understanding of the entity and its environment, including its controls, in order to identify and
assess the risk that the financial statements contain material misstatements due to fraud or misstatement;

o Assessing the adequacy of and examining, on a test basis, the key controls over significant transaction
streams and over the general organizational and computer environments;

o Assessing the systems used to ensure compliance with applicable legislative and related authorities
pertaining to financial reporting, revenue raising, borrowing, and investing activities;

e Examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements;

e Assessing the appropriateness and consistency of accounting principles used and their application;

¢ Assessing the significant estimates used by management; and,

o Assessing the entity’s use of the going concern assumption in the preparation of the financial statements.

As part of our planning process, we will also undertake to inform the Board of Directors of concerns relating to
management’s implementation and maintenance of controls, and the effects of any such concerns on the overall
strategy and scope of the audit. These concerns might arise from the nature, extent and frequency of
management’s assessments of controls in place to detect fraud and misstatement, and of the risk that the
financial statements may be misstated; from a failure by management to appropriately address significant
deficiencies in controls identified in prior audits; and, from our evaluation of the District’'s control environment,
and management’s competence and integrity.

As auditors of group financial statements, our involvement in the work to be performed by the component
auditors on significant components will include:
o Discussing with the component auditors or component management the component’s business activities
that are significant to the group;
¢ Discussing with the component auditor the susceptibility of the component to material misstatement of
the financial information due to fraud or misstatement;
¢ Reviewing the component auditors' documentation of identified significant risks of material misstatement
of the group financial statements; and
¢ Discussing significant matters arising with the component auditor, component management or group
management, as appropriate.
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APPENDIX B — The Audit Process (continued from previous page)

Overall Reliance

In general, there are three levels of reliance that we can place on controls, or the absence thereof:

Low/None — where we cannot rely on controls because they are weak or absent, or where it is deemed to be
more efficient to carry out a high level of direct substantive tests of transactions and balances. Audit evidence is
primarily obtained through detailed verification procedures and sufficient substantive tests of details and
transactions.

Moderate — where there are some deficiencies in systems application or procedural controls, or where it is
deemed to be inefficient to test systems application controls, but where we can test and rely on the management
monitoring systems in place to detect and correct material misstatements in the financial reporting systems.
Testing of controls is supplemented with a moderate level of substantive tests of details and transactions.

High — where a high degree of control is in place in the areas of management monitoring controls AND systems
application and procedural controls. Our audit work focuses on testing both management monitoring and
systems application and procedural controls, and is supplemented with a low level of substantive tests of details
and transactions.

For the December 31, 2019 audit, we are planning to place low/no reliance on the District's accounting systems.
This level of reliance is consistent with the prior year, and will involve mainly substantive tests of transactions and
balances. The amount of substantive work will be reduced for cycles where there are controls in place that MNP
can test and rely on.

As part of our audit work we will update our understanding of the entity and its environment, including the
controls relevant to our audit of the principal transaction cycles, sufficient to identify and assess the risks of
material misstatement of the financial statements resulting from fraud or misstatement. This will be
accomplished through inquiries with management and others within the entity, analytical procedures and
observation and inspection. Furthermore, we will consider whether effective controls have been established to
adequately respond to the risks arising from the use of IT or manual systems and test the operation of those
controls to an extent sufficient to enable us to reduce our substantive work. Our review of the District’s controls
will not be sufficient to express an opinion as to their effectiveness or efficiency. Although we will provide the
Board of Directors with any information about significant deficiencies in internal control that have come to our
attention, we may not be aware of all the significant deficiencies in internal control that do, in fact, exist.

Inherent Limitations in the Auditing Process

An auditor cannot obtain absolute assurance that material misstatements in the financial statements will be
detected due to factors such as the use of significant judgment regarding the gathering of evidence and the
drawing of conclusions based on the audit evidence acquired; the use of testing of the data underlying the
financial statements; inherent limitations of controls; and, the fact that much of the audit evidence available to the
auditor is persuasive, rather than conclusive in nature.

Because of the nature of fraud, including attempts at concealment through collusion and forgery, an audit
designed and executed in accordance with Canadian generally accepted auditing standards may not detect a
material fraud. While effective controls reduce the likelihood that misstatements will occur and remain
undetected, they do not eliminate that possibility. Therefore, the auditor cannot guarantee that fraud,
misstatements and non-compliance with laws and regulations, if present, will be detected when conducting an
audit in accordance with Canadian generally accepted auditing standards.

The likelihood of not detecting material misstatements resulting from management fraud is greater than for
employee fraud, because management is in a position to manipulate records, present fraudulent information or
override controls.
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APPENDIX B — The Audit Process (continued from previous page)

We will inform the appropriate level of management or the Board of Directors with respect to identified:

o Misstatements resulting from errors, other than clearly trivial misstatements;

e Fraud, or any information obtained that indicates that fraud may exist;

¢ Evidence obtained that indicates non-compliance or possible non-compliance with laws and regulations,
other than that considered inconsequential;

¢ Significant deficiencies in the design or implementation of controls to prevent and detect fraud or
misstatement; and

o Related party transactions that are not in the normal course of operations and that involve significant
judgments made by management concerning measurement or disclosure.

Our concern as auditors is with material misstatements, and thus, we are not responsible for the detection of
misstatements that are not material to the financial statements taken as a whole.
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Engagement Letter

(See Attached)
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MNP,

September 18, 2019

Ms. Dunlop

Comox Valley Regional District
600 Comox Road

Courtenay, BC V9N 3P6

Dear Ms. Dunlop:

This letter will confirm the arrangements discussed with you regarding the services we will render to Comox Valley
Regional District (the "District") commencing with the fiscal year ending December 31, 2019.

Our responsibilities

We will audit the financial statements of Comox Valley Regional District for the year ended December 31, 2019.
Our audit will be conducted in accordance with Canadian generally accepted auditing standards. Accordingly, we
will plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial statements taken
as a whole are free of material misstatement, whether caused by fraud or error.

Our responsibilities, objective, scope, independence and the inherent limitations of an audit conducted in
accordance with Canadian generally accepted auditing standards are detailed in Appendix A, which forms part of
our mutual understanding of the terms of this engagement.

Management's responsibilities

The operations of the District are under the control of management, which has responsibility for the accurate
recording of transactions and the preparation and fair presentation of the financial statements in accordance with
Canadian public sector accounting standards. This includes the design, implementation and maintenance of
internal control relating to the preparation and presentation of the financial statements.

Appendix B, which describes in detail management’s responsibilities with respect to this engagement, forms part of
our mutual understanding of the terms of this engagement.

Reporting

Unless unanticipated difficulties are encountered, our report will be substantially in the form illustrated in Appendix
C.

Fees and expenses

Our fees and expenses are discussed in detail in Appendix D.

Other matters

We will, as permitted by the Rules of Professional Conduct, provide additional services upon request, in areas such
as taxation, leadership and human resource management, communication, marketing, strategic planning, financial
management and technology consulting.

Our standard terms and conditions, included as Appendix E, form part of our mutual understanding of the terms of

this engagement. In the event that you choose to terminate this engagement based on the terms outlined in
Appendix E, we reserve the right to notify all financial statement users of the change.
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The privacy and security of the personal information you provide is important to us. We strive to ensure the strictest
compliance with all applicable provincial and federal standards of protection and disclosure of personal information
by any and all of our employees, agents, divisions and/or affiliates (referred to collectively as “MNP”). You may
review our privacy policy at www.mnp.ca. We will not collect, use, or disclose any of your personal information
without your knowledge and consent, unless required to do so by legal authority or the applicable provincial Rules
of Professional Conduct.

By signing this engagement letter you agree that for the purposes of this engagement MNP may collect, use, and
disclose personal information in accordance with our privacy policy. You also agree that MNP may collect and use
personal information from you for the purposes of providing other services or informing you of other opportunities
from time to time (“Other Matters”). Personal information that is not relevant to the purposes of this engagement or
to any Other Matters will not be disclosed to anyone for any reason without your further prior consent.

In accordance with professional regulations (and by Firm policy), our client files must be periodically reviewed by
provincial or national practice inspectors and by other Firm personnel to ensure we are adhering to professional
and Firm standards. Confidentiality of client information will be maintained throughout this process.

The arrangements outlined in this letter and its appendices will continue in effect from year to year, unless changed
in writing.

We believe the foregoing correctly sets forth our understanding, but if you have any questions, please let us know.

If you find the arrangements acceptable, please acknowledge your agreement to the understanding by signing and
returning the second copy of this engagement letter to us.

It is a pleasure for us to be of service to you. We look forward to many years of association with you and Comox
Valley Regional District.

Sincerely,

MNP cep

MNP LLP
Chartered Professional Accountants

RESPONSE:

This letter correctly sets forth the understanding of Comox Valley Regional District.

e i
@L’%@D\ Corporate Financial Officer September 19, 2019

Officer Signature Title Date
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Appendix A: Our Audit Responsibilities, Objective, Scope and Limitations

The following details our responsibilities as auditors and the objective, scope, independence and inherent
limitations of an audit conducted in accordance with Canadian generally accepted auditing standards.

Our responsibilities, objective and scope

Our audit will be planned and performed to obtain reasonable assurance that the financial statements taken as a
whole are free of material misstatement, whether caused by fraud or error. If any of the following matters are
identified, they will be communicated to the appropriate level of management:
e Misstatements, resulting from error, other than immaterial misstatements;
e Fraud or any information obtained that indicates that a fraud may exist;
¢ Events or conditions identified that may cast significant doubt on the entity’s ability to continue as a going
concern;
e Any evidence obtained that indicates non-compliance or possible non-compliance with laws and regulations
has occurred,;
¢ Significant deficiencies in the design or implementation of controls to prevent and detect fraud or
misstatements; and
o Related party transactions identified that are not in the normal course of operations and that involve
significant judgments made by management concerning measurement or disclosure.

The matters communicated will be those that we identify during the course of our audit. Audits do not usually
identify all matters that may be of interest to management in discharging its responsibilities. The type and
significance of the matter to be communicated will determine the level of management to which the communication
is directed.

Furthermore, we will consider the District’s controls over financial reporting for the purpose of identifying types of
potential misstatement, considering factors that affect the risks of material misstatement, and determining the
nature, timing and extent of auditing procedures necessary for expressing our opinion on the financial statements.

Independence

The Rules of Professional Conduct require that we are independent when conducting this engagement. We will
communicate to the Board of Directors any relationships between the District (including related entities) and MNP
LLP (“MNP”) that, in our professional judgment, may reasonably be thought to bear on our independence.

Further, we will confirm in writing our independence with respect to the District.

If matters should arise during this engagement that can reasonably be assumed to have impaired our
independence, we may need to withdraw from this engagement.

Audit limitations

An audit involves performing procedures to obtain audit evidence regarding the amounts and disclosures in the
financial statements. This includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.

It is important to recognize that an auditor cannot obtain absolute assurance that material misstatements in the
financial statements will be detected because of factors such as the use of judgment, selective testing of data,
inherent limitations of controls, and the fact that much of the audit evidence available is persuasive rather than
conclusive in nature.

Furthermore, because of the nature of fraud, including attempts at concealment through collusion and forgery, an

audit designed and executed in accordance with Canadian generally accepted auditing standards may not detect a
material misstatement due to fraud.
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Appendix A: Our Audit Responsibilities, Objective, Scope and Limitations (continued from
previous page)

While effective controls reduce the likelihood that misstatements will occur and remain undetected, they do not
eliminate that possibility. Therefore, we cannot guarantee that fraud, misstatements and non-compliance with laws
and regulations, if present, will be detected when conducting an audit in accordance with Canadian generally
accepted auditing standards.

The audit of the financial statements and the issuance of our audit opinion are solely for the use of the District and
those to whom our report is specifically addressed. We make no representations of any kind to any third party in
respect of these financial statements and we accept no responsibility for their use by any third party. If our name is
to be used in connection with the financial statements, you will attach our independent audit report when
distributing the financial statements to third parties.

We ask that our names be used only with our consent and that any information to which we have attached a
communication be issued with that communication unless otherwise agreed to by us.
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Appendix B: Management Responsibilities

During the course of our audit, you will be required to provide and make available complete information that is
relevant to the preparation and presentation of the financial statements, including:
¢ Financial records and related data;
e Copies of all minutes of meetings of directors and committees of directors;
e Access to personnel to whom we may direct our inquiries;
¢ Information relating to any known or possible instances of non-compliance with laws, legislative or
regulatory requirements (including financial reporting requirements);
Information relating to all related parties and related party transactions; and
e Allowing access to those within the entity from whom the auditor determines it necessary to obtain audit
evidence.

Management’s responsibility with respect to fraud and misstatement includes:

¢ The design and implementation of controls for its prevention and detection;

e An assessment of the risk that the financial statements may be materially misstated;

o Disclosure of situations where fraud or suspected fraud involving management, employees who have
significant roles in controls, or others, where the fraud could have a material effect on the financial
statements, have been identified or allegations have been made; and

o Communicating your belief that the effects of any uncorrected financial statement misstatements
aggregated during the audit are immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

In accordance with Canadian generally accepted auditing standards, we will request a letter of representation from
management at the close of our audit in order to confirm oral representations given to us and reduce the possibility
of misunderstanding concerning matters that are the subject of the representations. These representations are
used as evidence to assist us in deriving reasonable conclusions upon which our audit opinion is based.

If the District plans any reproduction or publication of our report, or a portion thereof, printer’s proofs of the
complete documents should be submitted to us in sufficient time for our review, prior to making such documents
publicly available. It will also be necessary for you to furnish us with a copy of the printed report. Further, it is
agreed that in any electronic distribution, for example on Comox Valley Regional District’'s website, management is
solely responsible for the accurate and complete reproduction of our report and the subject matter on which we
reported, and for informing us of any subsequent changes to such documents. However, we are responsible to
read the documents to ensure accuracy, and consider the appropriateness of other information accompanying the
audited financial statements, upon initial posting.
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Appendix C: Illustrative Independent Auditor's Report

To the Board of Directors of Comox Valley Regional District:
Opinion

We have audited the financial statements of Comox Valley Regional District (the "District"), which comprise the statement of
financial position as at December 31, 2019, and the statements of operations, accumulated surplus, changes in net financial
assets and cash flows for the year then ended, and notes to the financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position of the District
as at December 31, 2019, and the results of its operations and its cash flows for the year then ended in accordance with
Canadian public sector accounting standards.

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements section of our report.
We are independent of the District in accordance with the ethical requirements that are relevant to our audit of the financial
statements in Canada, and we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with Canadian
public sector accounting standards, and for such internal control as management determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the District’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless
management either intends to liquidate the District or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the District’s financial reporting process.
Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is
a high level of assurance, but is not a guarantee that an audit conducted in accordance with Canadian generally accepted
auditing standards will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions
of users taken on the basis of these financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:

¢ Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the District’s internal
control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by management.
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Appendix C: lllustrative Independent Auditor's Report (continued from previous page)

e Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on the
audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant
doubt on the District’s ability to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor's report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the
date of our auditor's report. However, future events or conditions may cause the District to cease to continue as a going
concern.

o Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and
whether the financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the
audit and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

Courtenay, British Columbia

Chartered Professional Accountants
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Appendix D: Fees and Expenses

Our fees are determined on the basis of time spent on the engagement at the tariff rates of various members of our
team. Any disbursements will be added to the billing.

The estimate of fees for the audit services to be provided is $26,500, excluding disbursements.
Pursuant to our billing policy, we will issue interim bills as follows:

a) On delivery of the audit service plan 50% of the estimated fee;
b) At the start of year-end field work, 25% of the estimated fee;
c) Upon the delivery of the final financial statements and independent auditor's report, 25% of the estimated fee.

In signing this letter, you acknowledge your approval of the above billing schedule and amounts. Invoices expected
to be issued that do not adhere to this schedule, or are in excess of the amounts noted above, will be discussed
with you for your approval. Fees collected will be applied to overdue invoices first, followed by subsequently issued
invoices in order of issuance. If payment is not received in accordance with the above schedule, we will at our
discretion cease all work until the scheduled payments are received.

Our estimated fees are based on our past experience and our knowledge of the District. This estimate relies on the
following assumptions:
¢ No significant deficiencies in internal controls which cause procedures to be extended;
¢ No major unadjusted misstatement(s) or un-reconciled balances;
¢ Significantly all adjusting entries are completed prior to trial balance and journal entries being provided to
the audit team;
¢ All management and required staff are available as needed;
¢ Information and working papers required, as outlined in our letter of fiscal year-end requirements, are
provided in the mutually agreed form and timing; and
e There are no changes to the agreed upon engagement timetable and reporting requirements.

We will ask that your personnel, to the extent possible, prepare various schedules and analysis, and make various
invoices and other documents available to our team. This assistance will facilitate the progress of our work and
minimize the cost of our service to you.

If any significant issues arise during the course of our audit work which indicate a possibility of increased
procedures or a change in the audit timetable, these will be discussed with management by the practitioner leading
your engagement so a mutually agreeable solution can be reached. In accordance with our standard terms and
conditions, included as Appendix E, if significant changes to the arrangements set forth in this engagement letter
are required, any change in scope of the engagement will need to be agreed in writing, in a “Change Order”
agreement.
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Appendix E: Standard Terms and Conditions

The following standard terms and conditions and the engagement letter to which they are attached form one
agreement and set out the terms and conditions upon which MNP LLp (“MNP") will provide services to you (the
“District”).

1. Timely Performance - MNP will use all reasonable efforts to complete, within any agreed-upon time
frame, the performance of the services described in the engagement letter to which these terms and
conditions are attached. However, MNP shall not be liable for failures or delays in performance that
arise from causes beyond our control, including the untimely performance by the District of its
obligations as set out in the engagement letter.

2. Right to Terminate Services - The District may terminate the engagement upon 30 days written
notice. If this occurs, the District shall pay for time and expenses incurred by MNP up to the
termination date, together with reasonable time and expenses incurred to bring the services to a close
in a prompt and orderly manner. Should the District not fulfil its obligations as set out herein and in the
engagement letter, and in the event that the District fails to remedy such default within 30 days
following receipt of notice from MNP to that effect, MNP may, upon written notification and without
prejudice to its other rights and resources, terminate provision of our services as described in the
engagement letter. In such case, MNP shall not be responsible for any loss, costs, expenses, or
damages resulting from such termination.

3. Change Order - If, subsequent to the date of this engagement letter, the District requires significant
changes to the arrangements set forth in this engagement letter, the District will be required to agree
to the change in scope of the engagement in writing, in a "Change Order" agreement. The "Change
Order" agreement will set forth the revised arrangements and scope of services to be performed and
any related additional fees associated.

4, Fees - Any fee estimates by MNP take into account the agreed-upon level of preparation and
assistance from the District's personnel. MNP undertakes to advise the District's management on a
timely basis should this preparation and assistance not be provided, or should any other
circumstances arise which cause actual time to exceed the estimate.

5. Administrative Expenses - Administrative expenses include costs such as long distance telephone
and telecommunication charges, photocopying, delivery, postage, and clerical assistance. These
expenses are based on a percentage of our fees for professional services (5%). Where applicable,
federal, provincial, or other goods and services or sales taxes have been paid on these expenses.
Other major costs such as travel, meals, accommodation and other significant expenses will be
charged as incurred.

6. Billing - Bills will be rendered as indicated in the letter above. Accounts are due and payable upon
receipt. Interest may be charged on the balance of any accounts remaining unpaid for more than 30
days, at a rate of 1.5% per month (19.56% per annum).

7. Taxes - All fees and other charges do not include any applicable federal, provincial, or other goods
and services or sales taxes, or any other taxes or duties whether presently in force or imposed in the
future. The District shall assume and pay any such taxes or duties, without deduction from the fees
and charges hereunder.

8. Governing Law - The engagement will be governed and construed in accordance with the laws of the
Province of British Columbia, and shall be deemed in all respects to be a British Columbia contract.
The District and MNP submit to the courts of that jurisdiction with respect to all matters arising under
or by virtue of this Agreement.
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Appendix E: Standard Terms and Conditions (continued from previous page)

9. Working Papers - MNP owns all working papers and files, other materials, reports and work created,
developed or performed during the course of the engagement, including intellectual property used in
the preparation thereof. We will provide management with a copy of all practitioner-prepared working
papers necessary for the District's accounting records. MNP may develop software, including
spreadsheets, documents, databases, and other electronic tools, to assist us with our assignment. As
these tools and working papers were developed specifically for our purposes and without
consideration of any purpose for which the District might use them, any such tools which may be
provided to the District, will be made available on an "as is" basis only, at our discretion, and should
not be distributed to or shared with any third party. Except as indicated in the Rules of Professional
Conduct or by any legal proceeding, we have no responsibility to share our working papers with you or
with any other parties.

10. Out-sourcing - MNP may out-source to third party service providers certain data-entry functions. To
protect our clients, we have imposed detailed contractual obligations on these service providers
regarding the safeguarding, confidentiality and security of your personal information. Nevertheless, our
service provider may be required by the applicable laws of a foreign country to disclose personal
information in its custody to that country’s government or agencies pursuant to a lawful court order
made in that country.

11. Nature of the Limited Liability Partnership (LLP) - MNP is a registered limited liability partnership,
as permitted by legislation enacted in our governing jurisdiction of the Province of Alberta. This
legislation provides that a partner of an LLP is not personally liable for any of the debts, obligations, or
liabilities of the LLP or any of the other partners which may arise as a result of any negligent act or
omission of another partner of the LLP, or by any employee of the partnership, unless such act or
omission is committed by the partner him or herself or by a person under the partner's direct
supervision and control. All partners of an LLP remain personally liable for any acts or omissions
arising as a result of their own negligence, and for the acts or omissions of those directly under their
supervision or control, and shall continue to be subject to unlimited personal liability for all of the other
liabilities of the partnership. The legislation does not reduce or limit in any way the liability of the
partnership itself, and all of the partnership's assets and insurance coverage remain at risk.

12. Release and Limitation of Liability - The District and MNP agree to the following with respect to

MNP's liability to the District:

a. In any action, claim, loss or damage arising out of the engagement, the District agrees that MNP's
liability will be several and not joint and the District may only claim payment from MNP of MNP's
proportionate share of the total liability based on the degree of fault of MNP as finally determined
by a court of competent jurisdiction.

b. Other than for matters finally determined to have resulted from the gross negligence, fraud or willful
misconduct of MNP, whether the claim be in tort, contract, or otherwise:

i. MNP shall not be liable to the District and the District releases MNP for all claims, damages,
costs, charges and expenses (including legal fees and disbursements) incurred or suffered
by the District related to, arising out of, or in any way associated with the engagement to the
extent that the aggregate of such amounts is in excess of the total professional fees paid by
the District to MNP in connection with this engagement during the 12 month period
commencing from the date of the engagement letter to which these terms and conditions are
attached; and,

ii. MNP shall not be liable to the District for any consequential, indirect, lost profit or similar
damages, or failure to realize expected savings, relating to MNP's services provided under
the engagement letter to which these terms and conditions are attached.
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Appendix E: Standard Terms and Conditions (continued from previous page)

13. Indemnity - The District agrees to jointly and severally indemnify and hold harmless MNP against:

a. All claims, damages, costs, charges and expenses (including legal fees and disbursements)
which are related to, arise out of, or are in any way associated with the engagement, whether the
claims are civil, penal, regulatory, or administrative in nature, other than those finally determined
by a court of competent jurisdiction to have resulted from MNP's gross negligence, fraud or willful
misconduct; and,

b. Notwithstanding "a.," all claims, damages, costs, charges and expenses (including legal fees and
disbursements) which are related to, arise out of, or are in any way associated with the
engagement, whether the claims are civil, penal, regulatory, or administrative in nature, that arise
from or are based on any deliberate misstatement or omission in any material, information or
representation supplied or approved by any officer or member of the Board of Directors of the
District.

For the purposes of paragraph 12. and 13., “MNP” shall mean MNP LLP and its directors, officers,
partners, professional corporations, employees, subsidiaries and affiliates and to the extent providing
services under the engagement letter to which these terms are attached, MNP LLP, its member firms,
and all of their partners, principals, members, owners, directors, staff and agents; and in all cases any
successor or assignee.

14.  Survival of Terms - The District and MNP agree that clauses 12. and 13. will survive termination of
the engagement.

15.  Electronic Communications - Unless the District prefers we use a particular manner of
communication and specifies as much in writing, MNP will use whatever form of communication it
deems most efficient in the circumstances. In many instances, this will involve the use of internet
e-mail. With respect to internet e-mail, MNP and the District both acknowledge that neither party has
control over the performance, reliability, availability, or security of internet e-mail. Additionally, MNP
staff may be required or requested to work from your offices during which visits access to and use of
and reliance upon your electronic environment (including but not limited to, your network, Internet, and
extranet resources) is necessitated. The District accepts that MNP shall not be liable for any loss,
damage, expense, harm or inconvenience resulting from any loss, delay, interception, corruption,
security breach, delivery failure, incompatibility, incompleteness or alteration of any document or
transmission arising from the use of e-mail or the transmission of any document outside of MNP's
electronic environment.

16. Confirmation.com - By signing this engagement letter, you agree to the use by MNP of Capital
Confirmation Inc. (“CCI") as a third party service provider and the use of CClI’s platform (the “Platform”)
to prepare, request and receive confirmations required to perform the engagement. You acknowledge
and agree that data being uploaded/downloaded via the Platform may reside on servers located in the
United States and that CCI could be required to disclose data, including personal information, in its
custody to the United States government, government agencies, courts or law enforcement or
regulatory agencies pursuant to the laws of the United States. MNP shall not be liable for any loss or
damage arising from your or MNP’s use of CCl as a service provider or use of the Platform, including
any losses relating to CClI’s collection, use, disclosure or loss of your data or personal information.
You agree to pay all fees for requesting and receiving confirmations. For more information, you can
review the third party service provider's Terms and Conditions and Privacy Policy on CCl’s website at:
https://www.confirmation.com/
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