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This Audit Findings Report
is also available as a

Audit Technology Status of the Materiality “hyper-linked” PDF
highlights highlights audit document.

If you are reading in
electronic form (e.g. In

Audit risks Uncorrected and . “‘Adobe Reader” or “Board
Corrected audit Control Additional Books”), clicking on the
and results misstatements Deficiencies matters home sy,mbol on the top

right corner will bring you
back to this slide.

1 7 Audit quality 1 9 Appendices

Click on any item in the
table of contents to
navigate to that section.

The purpose of this report is to assist you, as a member of the Council, in your review of the results of our audit of the financial statements as at and for the year ended
December 31, 2022. This report is intended solely for the information and use of Management, the Council, and the staff of the Municipality and should not be used for any
other purpose or any other party. KPMG shall have no responsibility or liability for loss or damages or claims, if any, to or by any third party as this report has not been
prepared for, and is not intended for, and should not be used by, any third party or for any other purpose.
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AUIENIGNIGNES

Status of the audit @U Uncorrected audit misstatements @j Accounting policies and practices @ﬂ

No matters to report.

We have completed the audit of the financial statements Professional standards require that we request of

(“financial statements”), with the exception of certain remaining management and Council that all identified audit
outstanding procedures, which are highlighted on slide 6 of misstatements be corrected. We have already made this
this report. request of management.

The management representation letter has all uncorrected

misstatements. Control deficiencies M
. g . See slide 13. We did not identify any control deficiencies that we determined
Slgmflcant Changes to our audit plan ® to be significant deficiencies in internal control over financial
There are significant changes from our audit plan which wa reporting. See slide 14 for certain required communications
originally communicated to in the audit planning report. See regarding control deficiencies
slide 6. Corrected audit misstatements o
No matters to report &j

Audit risks and results
— significant risks @}j
Significant findings related to significant risks and other
areas of focus are discussed on slide 8.

Significant unusual transactions % Other financial reporting matters @j

No matters to report. No matters to report.
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|echnology nignignts

As previously communicated in our Audit Planning Report, we have utilized technology to enhance the quality and effectiveness of the audit.

@)} O | KCfc Collaboration Site Oﬁ
000

KCfc is the next generation Audit collaboration solution with new redesigned
features to improve the client and engagement team experience. KPMG and
management used this tool to effectively share documents.

Summary of
advanced

Datasnipper ()
[ X X J \L O
DataSnipper uses optical character recognition and robotic process automation

to automate vouching procedures on your engagements and ensure
mathematical accuracy on financial statements.

technologies

()
IDEA Smart Analyzer @

PN Using our Data & Analytics tool, IDEA Smart Analyzer, we analyzed 100% of

Ol the journal entries posted during the year. we set specific criteria to isolate high
risk journal entries and adjustments in order to analyze for further insights into
our audit procedures and findings.
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ALus of the aud

As of April 11, 2023, we have completed the audit of the financial statements, with the exception of certain remaining procedures,
which include amongst others:

. Completing our final quality control and review procedures

. Receipt of legal letter responses regarding litigation and claims

. Completing our discussions with Council

. Obtaining evidence of the Council’s approval of the financial statements
. Receipt of signed management representation letter

We will update Council, and not solely the Chair, on significant matters, if any, arising from the completion of the audit, including the
completion of the above procedures.

Our auditors’ report, a draft of which is provided in Appendix: Draft Auditors’ Report, will be dated upon the completion of any
remaining procedures.

Appendices (O]

KPMG Clara for Clients (KGfc)

Real-time collaboration and transparency

We leveraged KCfc to facilitate real-time collaboration

with your team and provide visual insights into the
status of the audit!

On your audit we used KCfc to coordinate all audit
requests.

p Learn more
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Other Relevant Metrics

2022 total
expenses

2022 total
assets

2022 total revenues

$40,200,000

(2021: $36,300,000)

2022 total expenses

$33,086,000

(2021: $30,958,000)

2022 total assets

$195,360,000

(2021: $189,360,000)

Audit Quality Appendices @
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We highlight our significant findings in respect of significant risks as identified in our discussion with you in the Audit Plan, as well as any additional significant risks identified.

@ Management Override of Controls

Management is in a unique position to perpetrate fraud because of its ability to manipulate accounting
records and prepare fraudulent financial statements by overriding controls that otherwise appear to be
operating effectively. Although the level of risk of management override of controls will vary from entity
to entity, the risk nevertheless is present in all entities.

As this presumed risk of material misstatement due to fraud is not rebuttable, our audit methodology
incorporates the required procedures in professional standards to address this risk.

Our response

» Our procedures included:
»  We tested the design and implementation of controls surrounding the review of journal entries, and the business rationale for significant entries.
» Using our KPMG Clara Journal Entry Analysis Tool, we analyzed 100% of the journal entries posted during the year.
* In responding to risks of fraud and management override of controls, we set specific criteria to isolate high risk journal entries and adjustments in order to analyze for
further insights into our audit procedures and findings. We focused on journal entries that could possibly be related to override activities.
* No issues were noted in the performance of the above procedures.

Significant qualitative aspects of the Organization’s accounting practices

No significant qualitative aspects to note.

KPmG! 8
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We highlight other significant findings, including such findings in other areas of focus as identified in the Audit Plan as follows:

@ Post-employment benefits

Other area of focus Key audit matter?

Post-employment benefits

We are focusing on this area due to this being an estimate with significant judgment used by
management and management’s specialists. Additionally, there is complexity of the accounting
guidance.

Our response

* Our procedures included:
+ Communicated with management’s actuarial specialists.
+ Management’s process for identification and making accounting estimates are consistent with prior year.
» Assessed the reasonableness of assumptions used, and tested the appropriateness of the underlying data, including employee populations.
» Discount rate used in calculating the employee future benefits in 2022 of 3.0%, based on the last full valuation in 2021 and considered to be reasonable, and consistent
with similar term borrowing rate.
*  We used the work of the Nexus Actuarial Consultants Ltd. (Actuarial Consultant) in our audit of the accounts and disclosures.
* No issues were noted in the performance of the above procedures.

Significant qualitative aspects of the Organization’s accounting practices

No significant qualitative aspects to note.
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We highlight other significant findings, including such findings in other areas of focus as identified in the Audit Plan as follows:

@ Tangible capital assets
Other area of focus Key audit matter?

Tangible capital assets

We are focusing on this area due to the significance of the account balances and there is a risk of
error in inappropriately recognizing costs as either capital or operating.

Our response

»  Our procedures included:
» Discussion over capitalization policies and their application with management
» Performed statistical sampling to select tangible capital asset additions and retirements in the year.
» Review of expense accounts to ensure that items related to tangible capital assets were not inappropriately expensed in 2022
» Testing of the reasonableness of amortization expense
* No issues were noted in the performance of the above procedures.

Significant qualitative aspects of the Organization’s accounting practices

No significant qualitative aspects to note.

m 10
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We highlight other significant findings, including such findings in other areas of focus identified in the change in audit approach as follows :

@ Obligatory reserve fund revenue and deferred revenue

Other area of focus Key audit matter?

Obligatory reserve fund revenue and other deferred grant revenue

We are focusing on this area due to revenue recognized from development charge reserve fund is
subject to judgment as capital projects must be growth related in nature. Additionally, we focus on
any potential deferred revenue from the federal and provincial governments.

Our response

* Our procedures included:
+ We obtained management’s continuity schedule for deferred development charges and ensured the spreadsheet was accurate. We performed substantive testing over
amounts being recognized as revenue
*  We vouched a sample of development charges collected from developers and other contributions during the current fiscal year

+ Obtained a sample of costs that related to development charge revenue to ensure they were appropriate, were allocated to the appropriate project, and were “growth-
related” in nature.

* No issues were noted in the performance of the above procedures.

Significant qualitative aspects of the Organization’s accounting practices

No significant qualitative aspects to note.

R "
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We highlight other significant findings, including such findings in other areas of focus identified in the change in audit approach as follows :

@ Solid waste landfill closure and post closure costs

Other area of focus Key audit matter?

The Municipality operates a solid land fill sites (both active and closed). Accounting standards
require that close and post-closure costs be accrued and recorded as a liability on the statement of
financial position. At December 31, 2022 the recorded liability is $2.3M.

Our response

*  Our procedures included:

. Obtaining managements assessment of landfill liability which saw an increase in 2021 to $2,418,521 (2020 - $623,824). The primary driver due to an increase in inflation rate
applied to the valuation.
. Focused review of calculations and inputs used in the calculation, such as the discount rate and inflation.
. The municipality’s used an average long-term borrowing rate of 2.17% (2021 — 2.76% and adjusted for inflation 3.27% (2021 — 5.2%).
. Assessed the appropriateness of the Municipality’s internal expert used for determining the landfill liability by assessing their competence, capabilities, and objectivity so we

can rely on their work for our audit.

Significant qualitative aspects of the Organization’s accounting practices

Nothing significant was identified to report.

We bring to the attention of management and Council that the accounting standards changes for Asset Retirement Obligations for the 2023 financial statements will likely cause an
increasing remeasurement of this liability.

m 12
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We highlight other significant findings, including such findings in other areas of focus identified in the change in audit approach as follows :

@ Transfer of assets to Bruce Telecom

Other area of focus Key audit matter?

During the year, the Municipality transferred parcels of real property from the Municipality to Bruce
Telecom. Consideration for the transfer was 1000 common shares of Bruce Telecom, with a value
of $2.5M. The assets were transferred at the net book value of the Municipality; not at their fair
value. This was due to the fact that it was a non-reciprocal related party transaction.

Our response

*  Our procedures included:
*  We examined the transfer documentation and ensured that no gain or loss was recorded in the accounts
* We ensured that the transaction was accounted for by Bruce Telecom in a reciprocal manner (i.e., at Net Book Value)

Significant qualitative aspects of the Organization’s accounting practices

Nothing significant was identified to report

m 13
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Audit misstatements include financial presentation and disclosure omissions.

Uncorrected audit misstatements

We did not identify any items that remain uncorrected.

Corrected audit misstatements
We did not identify any items that required correction.

A restatement has been recorded in the prior year to adjust the accounting policy for the Municipality’s investment in Westario Power Inc. from the
modified equity method to the cost method.

m 14
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Consideration of internal control over financial reporting (ICFR)
In planning and performing our audit, we considered ICFR relevant to the Entity’s preparation of the financial statements in order to design audit procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on the financial statements, but not for the purpose of expressing an opinion on ICFR.

Our understanding of internal control over financial reporting was for the limited purpose described above and was not designed to identify all control deficiencies that might be significant
deficiencies. The matters being reported are limited to those deficiencies that we have identified during the audit that we have concluded are of sufficient importance to merit being
reported to those charged with governance.

Our awareness of control deficiencies varies with each audit and is influenced by the nature, timing, and extent of audit procedures performed, as well as other factors. Had we performed
more extensive procedures on internal control over financial reporting, we might have identified more significant deficiencies to be reported or concluded that some of the reported
significant deficiencies need not, in fact, have been reported.

A deficiency in internal control over financial reporting

A deficiency exists when the design or operation of a control does not allow management or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A deficiency in design exists when (a) a control necessary to meet the control objective is missing or (b) an existing control is not properly designed so
that, even if the control operates as designed, the control objective would not be met. A deficiency in operation exists when a properly designed control does not operate as designed, or
when the person performing the control does not possess the necessary authority or competence to perform the control effectively.

Significant deficiencies in internal control over financial reporting

A significant deficiency in internal control over financial reporting is a deficiency, or combination of deficiencies, in internal control that, in the auditor’s professional judgment, is of
sufficient importance to merit the attention of those charged with governance.

KPMG has not identified any significant control deficiencies as a result of our audit.

m 15
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We also highlight the following:

The form, arrangement, and content of the financial statements are appropriate for the size,
scope, and industry of the organization.

Financial statement presentation - form,
arrangement, and content

No concerns at this time regarding future implementation of accounting standards, other than
Asset Retirement Obligations and Financial Instruments are required to be adopted in 2023.

Concerns regarding application of new
accounting pronouncements

There are no concerns with respect to the presentation or disclosure of the financial
statements; the financial statement presentation and disclosure is considered appropriate for
Significant qualitative aspects of financial the organization.

statement presentation and disclosure

kPmc 16
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AUCIT qualty- How do we deliver audit qualty?

Quality essentially means doing the right thing and remains our highest

priority. Our Global Quality Framework outlines how we deliver quality Livia our
1
and how every partner and staff member contributes to its delivery. ks

Perform quality engagement sits at the core along with our commitment

to continually monitor and remediate to fulfil on our quality drivers. W etutors

Our quality value drivers are the cornerstones to our approach

underpinned by the supporting drivers and give clear direction to U . Perform quality |,
encourage the right behaviours in delivering audit quality. teams . engagements

° KPMG 2022 Audit Quality and Transparency Report

" Remediate -~

We define ‘audit quality’ as being the outcome when:

audits are executed consistently, in line with the requirements and intent of i o

applicable professional standards within a strong system of quality controls; and knowledge

all of our related activities are undertaken in an environment of the utmost level of
objectivity, independence, ethics and integrity.

Audit Quality Appendices @

Embrace digital
technology

17
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The objective of these measures is to provide Council and management with more in-depth information about factors that influence audit quality within an audit process. Below you will
find the current status of the AQls that we have agreed with management are relevant for the audit.

Team composition Technology in the audit Engagement hours

Experience of the team Implementation of Technology in the Audit H'I?tl::S spg_r:t by level and phase
of the audi
+  All team members have relevant industry * Wehave expanded the number of
experience to carry out the audit. uzslelag)es inpemeiEs I 13 el ol «  Sufficient engagement hours spent by level
two to three. Please refer to slide 5 for further . X
oy and phase to ensure audit quality and

appropriate oversight of the engagement.

Timing of prepared by Management and Audit O

Committee responsibilities

client (PBC) items

Timeliness of PBC items Results of internal and external reviews
* Allrequested PBC items were received in a +  No significant findings related to the audit
timely manner and were of excellent quality. engagement.

m . Nothing to report ‘ . Specific matters to report 18
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Appendix 1 Drait auditor S report

INDEPENDENT AUDITOR’S REPORT

To the Members of Council, Inhabitants and Ratepayers of The Corporation of the Municipality of Kincardine

We have audited the consolidated financial statements of The Corporation of the Municipality of Kincardine (the Entity), which comprise:

the consolidated statement of financial position as at December 31, 2022

the consolidated statements of operations and accumulated surplus for the year then ended
the consolidated statement of changes in net assets for the year then ended

the consolidated statement of cash flows for the year then ended

and notes to the consolidated financial statements, including a summary of significant accounting policies

(Hereinafter referred to as the “financial statements”).

Audit Quality Appendices @

In our opinion, the accompanying financial statements present fairly, in all material respects, the consolidated financial position of the Entity as at December
31, 2022, and its consolidated results of operations, its consolidated changes in net assets and its consolidated 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 auditor’s report.

We are independent of the Entity 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.

20
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Responsibilities of Management and Those Charged with Governance for the consolidated 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 consolidated financial statements, management is responsible for assessing the Entity’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 Entity or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Entity’s financial reporting process.
Auditor’s Responsibilities for the Audit of the consolidated 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 the 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:

o 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.

o 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.

m 21
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. 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 Entity's internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by management.

. 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 Entity'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 consolidated 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 Entity to cease to continue as a going concern.

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

. 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.

Chartered Professional Accountants, Licensed Public Accountants
Kitchener, Canada

DATE
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Engagement terms CPAB communication protocol

A copy of the engagement letter and any subsequent amendments has been

The reports available through the following links were published by the Canadian
provided to management and Council.

Public Accountability Board to inform Audit Committees and other stakeholders
about the results of quality inspections conducted over the past year:

CPAB Audit Quality Insights Report: 2021 Annual Inspections Results

*  CPAB Audit Quality Insights Report: 2022 Interim Inspections Results

» The 2022 Annual Inspection Results will be available in April 2023


https://www.cpab-ccrc.ca/docs/default-source/inspections-reports/2021-annual-inspections-results-en.pdf?sfvrsn=55b1df58_10
https://cpab-ccrc.ca/docs/default-source/inspections-reports/2022-interim-inspections-result-en.pdf
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KPMG LLP

120 Victoria Street South
Suite 600

Kitchener, ON N2G OE1

DATE

We are writing at your request to confirm our understanding that your audit was for the purpose of expressing an opinion on the consolidated financial statements (hereinafter referred to as “financial statements”) of
The Corporation of the Municipality of Kincardine (“the Entity”) as at and for the period ended December 31, 2022.

General:

We confirm that the representations we make in this letter are in accordance with the definitions as set out in Attachment | to this letter.

We also confirm that, to the best of our knowledge and belief, having made such inquiries as we considered necessary for the purpose of appropriately informing ourselves:
Responsibilities:

1) We have fulfilled our responsibilities, as set out in the terms of the engagement letter dated December 6, 2022, including for:

a) the preparation and fair presentation of the financial statements and believe that these financial statements have been prepared and present fairly in accordance with the relevant financial reporting
framework.

b)  providing you with all information of which we are aware that is relevant to the preparation of the financial statements (“relevant information”), such as financial records, documentation and other matters,
including:

— the names of all related parties and information regarding all relationships and transactions with related parties;

— the complete minutes of meetings, or summaries of actions of recent meetings for which minutes have not yet been prepared, of shareholders, board of directors and committees of the board of directors that
may affect the financial statements. All significant actions are included in such summaries.

c) providing you with unrestricted access to such relevant information.

d) providing you with complete responses to all enquiries made by you during the engagement.

e) providing you with additional information that you may request from us for the purpose of the engagement.

f) providing you with unrestricted access to persons within the Entity from whom you determined it necessary to obtain audit evidence.

g) suchinternal control as we determined is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error. We also acknowledge and
understand that we are responsible for the design, implementation and maintenance of internal control to prevent and detect fraud.

m 24
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h)  ensuring that all transactions have been recorded in the accounting records and are reflected in the financial statements.

i) ensuring that internal auditors providing direct assistance to you, if any, were instructed to follow your instructions and that we, and others within the entity, did not intervene in the work the internal
auditors performed for you.

Internal control over financial reporting:
2) We have communicated to you all deficiencies in the design and implementation or maintenance of internal control over financial reporting of which we are aware.
Fraud & non-compliance with laws and regulations:
3) We have disclosed to you:

a) the results of our assessment of the risk that the financial statements may be materially misstated as a result of fraud.

b) all information in relation to fraud or suspected fraud that we are aware of that involves:

— management;

— employees who have significant roles in internal control over financial reporting; or

—  others

where such fraud or suspected fraud could have a material effect on the financial statements.
c) allinformation in relation to allegations of fraud, or suspected fraud, affecting the financial statements, communicated by employees, former employees, analysts, regulators, or others.

d) all known instances of non-compliance or suspected non-compliance with laws and regulations, including all aspects of contractual agreements, whose effects should be considered when preparing
financial statements.

e) all known actual or possible litigation and claims whose effects should be considered when preparing the financial statements.
Subsequent events:

4) All events subsequent to the date of the financial statements and for which the relevant financial reporting framework requires adjustment or disclosure in the financial statements have been adjusted or
disclosed.

Related parties:
5) We have disclosed to you the identity of the Entity’s related parties.
6) We have disclosed to you all the related party relationships and transactions/balances of which we are aware.

7) All related party relationships and transactions/balances have been appropriately accounted for and disclosed in accordance with the relevant financial reporting framework.

frame 2
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Estimates:

8) The methods, the data and the significant assumptions used in making accounting estimates, and their related disclosures are appropriate to achieve recognition, measurement or disclosure that is reasonable
in the context of the applicable financial reporting framework.

Going concern:

9) We have provided you with all information relevant to the use of the going concern assumption in the financial statements.

10) We confirm that we are not aware of material uncertainties related to events or conditions that may cast significant doubt upon the Entity’s ability to continue as a going concern.
Misstatements:

11)  We understand that no misstatements were identified.

Non-SEC registrants or non-reporting issuers:

12)  We confirm that the Entity is not a Canadian reporting issuer (as defined under any applicable Canadian securities act) and is not a United States Securities and Exchange Commission (“SEC”) Issuer (as
defined by the Sarbanes-Oxley Act of 2002).

13)  We also confirm that the financial statements of the Entity will not be included in the group financial statements of a Canadian reporting issuer audited by KPMG or an SEC Issuer audited by any member of the
KPMG organization.

Yours very truly,

Roxana Baumann, Treasurer

Shelby Clancy, Manager of Financial Services/Deputy Treasurer

cc: Council

e 2
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Attachment | — Definitions
Materiality
Certain representations in this letter are described as being limited to matters that are material.
Information is material if omitting, misstating or obscuring it 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 are affected by perception of the needs of, or the characteristics of, the users of the financial statements and, the size or nature of a
misstatement, or a combination of both while also considering the entity’s own circumstances.

Fraud & error
Fraudulent financial reporting involves intentional misstatements including omissions of amounts or disclosures in financial statements to deceive financial statement users.

Misappropriation of assets involves the theft of an entity’s assets. It is often accompanied by false or misleading records or documents in order to conceal the fact that the assets are missing or have been pledged
without proper authorization.

An error is an unintentional misstatement in financial statements, including the omission of an amount or a disclosure.
Related parties
In accordance with Public Sector Accounting Board (PSAB) related party is defined as:

° 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 key management personnel and close family members.

In accordance with Public Sector Accounting Board (PSAB) a related party transaction is defined as:

o A transfer of economic resources or obligations between related parties, or the provision of services by one party to a related party. These transfers are related party transactions whether or not there is an
exchange of considerations or transactions have been given accounting recognition. The parties to the transaction are related prior to the transaction. When the relationship arises as a result of the transaction,
the transaction is not one between related parties.

e 2



Audit Highlights Tﬁ%mgﬁt%y Audit Risks & Results Control Deficiencies Additional Matters | Audit Quality fll Appendices @

Our latest thinking on the issues that matter most to Audit Committees, board of directors and management.

KPMG Audit & Assurance Insights Accelerate 2023
Curated research and insights for audit The key issues driving the audit committee

committees and boards. agenda in 2023.

Momentum
A quarterly newsletter with the latest thought-leadership
from KPMG's subject matter leaders across Canada

and valuable audit resources for clients.

Board Leadership Centre
Leading insights to help board members

maximize boardroom opportunities

KPMG Climate Change Financial

Reporting Resource Centre
Audit Committee Guide — Canadian Edition ‘ Our climate change resource centre provides

A practical guide providing insight into current insights to help you identify the potential financial
challenges and leading practices shaping audit statement impacts to your business.
committee effectiveness in Canada.
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https://home.kpmg/ca/en/home/insights/2021/05/audit-assurance-insights.html
https://home.kpmg/ca/en/home/market-insights/board-leadership.html
https://home.kpmg/ca/en/home/insights/2021/11/audit-committee-guide-canadian-edition.html
https://home.kpmg/ca/en/home/insights/2022/11/accelerate.html
https://home.kpmg/ca/en/home/insights/2022/02/momentum-february-2022.html
https://home.kpmg/xx/en/home/insights/2021/06/climatechange-financial-reporting-resource-centre.html
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Standard Summary and implications

Asset retirement » The new standard PS 3280 Asset retirement obligations is effective for fiscal years beginning on or after April 1, 2022.

obligations * The new standard addresses the recognition, measurement, presentation and disclosure of legal obligations associated with retirement of tangible capital
assets. Retirement costs will be recognized as an integral cost of owning and operating tangible capital assets.

» The asset retirement obligations (“ARQO”) standard will require the public sector entity 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 will be added to the historical cost of the
asset and amortized over its useful life if the asset is in productive use.

* As aresult of the new standard, the public sector entity will:
+ Consider how the additional liability will impact net debt, as a new liability will be recognized with no corresponding increase in a financial asset;

+ 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;

» Begin considering the potential effects on the organization as soon as possible to coordinate with resources outside the finance department to identify
ARO and obtain information to estimate the value of potential ARO to avoid unexpected issues.
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Standard Summary and implications

Financial
instruments and

foreign currency The new standards PS 3450 Financial instruments, PS 2601 Foreign currency translation, PS 1201 Financial statement presentation and PS 3041

Portfolio investments are effective for fiscal years beginning on or after April 1, 2022.

translation

» Equity instruments quoted in an active market and free-standing derivatives are to be carried at fair value. All other financial instruments, including bonds,
can be carried at cost or fair value depending on the public sector entity’s choice and this choice must be made on initial recognition of the financial
instrument and is irrevocable.

* Hedge accounting is not permitted.

* A new statement, the Statement of Remeasurement Gains and Losses, will be included in the financial statements. Unrealized gains and losses incurred
on fair value accounted financial instruments will be presented in this statement. Realized gains and losses will continue to be presented in the statement
of operations.

» PS 3450 Financial instruments was amended subsequent to its initial release to include various federal government narrow-scope amendments.

Revenue * The new standard PS 3400 Revenue is effective for fiscal years beginning on or after April 1, 2023.

* The new standard establishes a single framework to categorize revenue to enhance the consistency of revenue recognition and its measurement.

» The standard notes that in the case of revenue arising from an exchange transaction, a public sector entity must ensure the recognition of revenue aligns
with the satisfaction of related performance obligations.

» The standard notes that unilateral revenue arises 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.
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Appendix o- Changdes In accounting standards (continued

Standard Summary and implications
Purchased » The new Public Sector Guideline 8 Purchased intangibles is effective for fiscal years beginning on or after April 1, 2023 with earlier adoption permitted.
Intangibles « The guideline allows public sector entities to recognize intangibles purchased through an exchange transaction. The definition of an asset, the general

recognition criteria and GAAP hierarchy are used to account for purchased intangibles.

» Narrow scope amendments were made to PS 1000 Financial statement concepts to remove the prohibition to recognize purchased intangibles and to PS
1201 Financial statement presentation to remove the requirement to disclose purchased intangibles not recognized.

* The guideline can be applied retroactively or prospectively.

Public Private * The new standard PS 3160 Public private partnerships is effective for fiscal years beginning on or after April 1, 2023.
Partnerships + The standard includes new requirements for the recognition, measurement and classification of infrastructure procured through a public private
partnership.

» The standard notes 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 public
private partnership ends.

» The public sector entity recognizes a liability when it needs to pay cash or non-cash consideration to the private sector partner for the infrastructure.

* The infrastructure would be valued at cost, which represents fair value at the date of recognition with a liability of the same amount if one exists. Cost
would be measured in reference to the public private partnership process and agreement, or by discounting the expected cash flows by a discount rate
that reflects the time value of money and risks specific to the project.

* The standard can be applied retroactively or prospectively.
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Appendix o- Changdes In accounting standards (continued

Standard Summary and implications

Concepts .
Underlying .
Financial .
Performance

Financial Statement -
Presentation

The revised conceptual framework is effective for fiscal years beginning on or after April 1, 2026 with earlier adoption permitted.
The framework provides the core concepts and objectives underlying Canadian public sector accounting standards.

The ten chapter conceptual framework defines and elaborates on the characteristics of public sector entities and their financial reporting objectives.
Additional information is provided about financial statement objectives, qualitative characteristics and elements. General recognition and measurement
criteria, and presentation concepts are introduced.

The proposed section PS 1202 Financial statement presentation will replace the current section PS 1201 Financial statement presentation. PS 1202
Financial statement presentation will apply to fiscal years beginning on or after April 1, 2026 to coincide with the adoption of the revised conceptual
framework. Early adoption will be permitted.

The proposed section includes the following:

Relocation of the net debt indicator to its own statement called the statement of net financial assets/liabilities, with the calculation of net debt refined to
ensure its original meaning is retained.

Separating liabilities into financial liabilities and non-financial liabilities.
Restructuring the statement of financial position to present total assets followed by total liabilities.
Changes to common terminology used in the financial statements, including re-naming accumulated surplus (deficit) to net assets (liabilities).

Removal of the statement of remeasurement gains (losses) with the information instead included on a new statement called the statement of changes
in net assets (liabilities). This new statement would present the changes in each component of net assets (liabilities), including a new component called
“accumulated other”.

A new provision whereby an entity can use an amended budget in certain circumstances.
Inclusion of disclosures related to risks and uncertainties that could affect the entity’s financial position.

The Public Sector Accounting Board is currently deliberating on feedback received on exposure drafts related to the reporting model.

32



 copencces | (@)
Appendix o- Changdes In accounting standards (continued

Standard Summary and implications

Employee benefits + The Public Sector Accounting Board has initiated a review of sections PS 3250 Retirement benefits and PS 3255 Post-employment benefits, compensated
absences and termination benefits.

* The intention is to use principles from International Public Sector Accounting Standard 39 Employee benefits as a starting point to develop the Canadian
standard.

» Given the complexity of issues involved and potential implications of any changes that may arise from the review of the existing guidance, the new
standards will be implemented in a multi-release strategy. The first standard will provide foundational guidance. Subsequent standards will provide
additional guidance on current and emerging issues.

» The proposed section PS 3251 Employee benefits will replace the current sections PS 3250 Retirement benefits and PS 3255 Post-employment benefits,
compensated absences and termination benefits. It will apply to fiscal years beginning on or after April 1, 2026. Early adoption will be permitted and
guidance applied retroactively.

» This proposed section would result in public sector entities recognizing the impact of revaluations of the net defined benefit liability (asset) immediately on
the statement of financial position. Organizations would also assess the funding status of their post-employment benefit plans to determine the appropriate
rate for discounting post-employment benefit obligations.

* The Public Sector Accounting Board is in the process of evaluating comments received from stakeholders on the exposure draft.
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Appendix 6: Environmental Social and Governance (ESG)

The |mﬂ0rtance of SUStainaDi"tV Reﬂﬂrting
[ ]
N
A s

Importance to the Audit Governance onESG Dataand

Sustainability Reporting - _ INCe o :
Committee Sustainability Reporting

Whoisimpacted?

Lenders and underwriters — increased
focus on ESG considerations when
making access to capital decisions

Investors — ESG integration has
become an investment norm

Employees — ESG has become a key
factor in attracting and retaining top
talent

Consumers — stakeholders increasingly
scrutinize companies’ ESG performance
and transparency affecting brand
acceptance and consumer demand

Regulatory developments — ESG-
related compliance costs and disclosure
requirements continue to evolve as rules
are finalized

Material ESG issues — Audit
Committees should understand
stakeholder priorities and the company’s
material ESG risks and opportunities

Value creation — developing a clear
ESG strategy, along with a standardized
reporting process can set a company
apart from its competitors

Data collecting and reporting —
understand the ESG frameworks and
reporting standards most commonly
adopted in the industry and jurisdiction
(benchmark to others in the industry)

ESG assurance — Audit Committees are
best positioned to understand which
ESG metrics merit assurance. An
assurance readiness assessment on
Carbon is a common and often
recommended first place to start
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