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Firm Profile

Baker Tilly KDN LLP

− 4 Offices – Peterborough, Lindsay, Courtice and
Cobourg

− 19 Partners and over 120 staff
− Member of Baker Tilly Canada
− 8th largest accounting network in Canada

− Member of Baker Tilly International
− Over 70 years of experience
− Previously Collins Barrow Kawarthas LLP
− Change effective January 10, 2019



Firm Profile

Baker Tilly KDN LLP, con’t

− Full service firm and can provide following services:
− Auditing
− Commercial
− Public Sector
− Non-Profits

− Business valuations
− Tax department
− Compliance services
− Re-organizations
− Estate planning
− Other tax services, etc.

− Small business
− Consulting
− Cyber security
− HR consulting (including dispute resolution, recruitment,

training, performance management, etc.)
− Strategic planning
− Organizational Effectiveness
− HST reviews



Relevant
Experience

Experience

− Large municipal department out of the Peterborough
office – 2 of the 19 partners and 3 managers
specialize in municipalities

− Long term relationships with our clients
− Our current public sector clients include:
− 4 Counties
− 1 City
− 31 lower-tier municipalities
− 4 First Nations
− 3 School Boards
− 2 Health Units
− 1 Conservation Authority



Agenda

− Municipal Act Requirements
− Audit Approach
− Auditor’s Responsibilities
− Council Members’ Responsibilities
− Public Sector Accounting Standards
− Financial Statement Components
− Key Concepts
− Questions?
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Municipal Act Requirements

296. (1) A municipality shall appoint an auditor licensed under the Public
Accounting Act, 2004 who is responsible for:

(a) annually auditing the accounts and transactions of the municipality
and its local boards and expressing an opinion on the financial
statements of these bodies based on the audit; and

(b) Performing duties required by the municipality or local board.

297. (1) The auditor of a municipality has right of access at all reasonable hours to
all records of the municipality or any of its local boards.



Audit
Approach



Audit Approach

− Municipal Act required audit under section 296 is a general purpose financial
statement audit

− Purpose of the audit is to determine if the financial statements present fairly in
all material respects in accordance with Public Sector Accounting Standards
(PSAS)

− Audit is conducted in accordance with Canadian Auditing Standards (CASs)
− Basic premise of an audit is that the Municipality will prepare the financial

statements and the auditor will report on them



Auditor’s
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Auditor’s Responsibilities

− Assessing the risk that the financial statements may contain material
misstatements that, individually or in the aggregate, are material to the financial
statements taken as a whole

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

− Assessing the accounting principles used, and their application
− Assessing the significant estimates made by management
− As part of an audit, an auditor will obtain sufficient understanding of the business

and internal control structure of the Municipality to plan the audit. This will
include management’s assessment of:
− The risk that the financial statements may be materially misstated as a result

of fraud and error
− The internal controls put in placed by management to address such risks
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Council Members’ Responsibilities

− Being available to assist and provide direction in the audit planning process when
and where appropriate

− Meeting with the auditors as necessary and prior to release and approval of financial
statements to review audit, disclosure and compliance issues

− Where necessary, reviewing matters raised by the auditor with appropriate levels of
management, and reporting back to the auditors their findings

− Making known to the auditor any issues of disclosure, corporate governance, fraud or
illegal acts, non-compliance with laws or regulatory requirements that are known to
them, where such matters may impact the financial statements or the Independent
Auditor’s Report

− Providing guidance and direction to the auditor on any additional work the auditor
feels should be undertaken in response to issues raised or concerns expressed.



Council Members’ Responsibilities, con’t

− Making such enquiries as appropriate into the findings of the auditor with respect to
corporate governance, management conduct, cooperation, information flow and
systems of internal controls

− Reviewing the draft financial statements prepared by management, including the
presentation, disclosures and supporting notes and schedules, for accuracy,
completeness and appropriateness, and approve same
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Public Sector Accounting Standards

− All Ontario municipalities must follow the accounting and presentation
recommendations of the Public Sector Accounting Board (PSAB) of the
Chartered Professional Accountants (CPA) Canada

− PSAS is for all levels of governments, school boards, First Nations, health units
and conservation authorities



Public Sector Accounting Standards, con’t

− PSAS requires full accrual accounting
− PSAS not only requires recording of capital assets but liabilities such as landfill

closure and post-closure liability and contaminated sites liability
− These liabilities need to be recorded for the financial statements but they are

only included in the tax rate budget to the extent of the expected cash flow in
that budget year

− New sections that became effective in 2018 included:
− 3320 Contingent Assets
− 3380 Contractual Rights
− 2200 Related Party Disclosures
− 3420 Inter-Entity Transactions

− New section for 2022 is 3280 Asset Retirement Obligations
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Financial Statement Components

Financial Statements consist of:
− Management’s Responsibility for the Financial Statements
− Independent Auditor’s Report
− Statement of Financial Position
− Statement of Operations and Accumulated Surplus
− Statement of Change in Net Assets/Debt
− Statement Cash Flow
− Notes to the Financial Statements



Management’s
Responsibility
for the
Financial
Statements

For presentation purposes only.
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Statement of
Cash Flows
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Key Financial
Concepts

Consolidated Financial Statements

− Municipality’s statements are consolidated
− All funds (operating, capital, reserves, and reserve

funds)
− All local boards
− Government business enterprises (modified basis)

− Consolidated statements do not include Trusts
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con’t
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Key Financial
Concepts,
con’t

Statement of Financial Position

− Financial Assets are assets that are cash or are
converted into cash in the regular course of
operations

− Non-Financial Assets, on the other hand, are assets
used to provide services and are not converted to
cash in the normal course of operations



Key Financial
Concepts,
con’t

Statement of Financial Position

− Net Financial Assets (Liabilities) is an item unique to
public sector financial reporting

− Calculated as total Financial Assets less Financial
Liabilities

− It can be considered the Municipality’s requirement
to generate future revenues to fund past services
and transactions

− Demonstrates ability to settle existing liabilities
− Excludes non-financial assets
− This is because Municipalities are not in business

to sell tangible capital assets, for example



Key Financial
Concepts,
con’t

Statement of Financial Position

− What to look for & questions to ask
− Trending upward or downward?
− WHY is it trending up or down?

− What could be increasing net debt
− TCA acquired through long-term financing
− Debt financing used to fund operations

− What could be increasing net financial assets
− Consumed TCA not being replaced
− Generating net surpluses



Key Financial
Concepts,
con’t

Statement of Financial Position

Is Net Financial Liabilities (Net Debt) a bad thing?

Significant infrastructure requirements would likely
result in net debt positions.

Long term debt acquired to finance the construction of
tangible capital assets would put Net Financial Assets
potentially into a Net Financial Liability position as the
liability is included in the calculation but the asset
associated to it is considered a Non-Financial Asset
(tangible capital asset).



Key Financial
Concepts,
con’t

Statement of Financial Position

− Deferred revenues are revenues, generally grants,
that have been collected before the end of the year
but the related program costs have not yet been
incurred. These revenues as set aside for the year in
which the program costs are incurred and therefore
show as a deferred revenue.

− Deferred revenue – obligatory reserve funds are
reserve funds created when a provincial statue
requires that the revenue received for special
purposes be segregated from the general revenues
of the Municipality. The Municipality’s obligatory
reserve funds can include development charges,
parkland fees and federal gas tax.



Key Financial
Concepts,
con’t

Statement of Financial Position

− Landfill closure and post-closure costs is an estimate
of the costs to close and monitor the landfills the
Municipality is held responsible for in order to meet
necessary regulatory requirements.

− Estimates are made as to how much it would cost to
close the open site and then the annual costs of
monitoring sites once closed for, usually, 25 years
(though some municipalities may have extended
monitoring requirements).

− Once the estimates are made, the total costs are
reduced by the portion of the landfill capacity not yet
used.

− Concept is that at this moment, the Municipality is
only responsible for the used percentage of the total
estimated liability as there is still remaining capacity.



Key Financial
Concepts,
con’t

Statement of Financial Position

− There are two types of employee future benefit liabilities
− Defined contribution plans
− Defined benefit plans

− Defined contribution plans:
Ø Risk borne by employees
Ø No liability on the Statement of Financial Position
Ø Will not require actuarial report
Ø Examples: RRSP contributions, OMERS (multi-

employer plan not sponsored by the municipality)
− Defined benefit plans:
Ø Risk borne by employer
Ø Liability incurred on Statement of Financial Position
Ø May require actuarial report
Ø Examples: retirement benefits, post-employment

benefits, multi-employer plan sponsored by the
Municipality



Key Financial
Concepts,
con’t

Statement of Financial Position

− Tangible capital assets (TCA) are recorded at historical
cost.

− These are amortized based on a straight-line basis over
the remaining estimated useful life of the assets.

− These amounts will differ from the asset management
plan (AMP) as the AMP looks forward to when assets
need to be replaced and the estimated replacement
cost.



Key Financial
Concepts,
con’t

Statement of Financial Position

− Accumulated Surplus is total assets less total
liabilities and can also be defined as the total net
surpluses or net deficits from year 1 of operations up
until today

− It is important to remember that accumulated surplus
is the consolidated amounts of all funds, local
boards and amounts invested in tangible capital
assets
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Key Financial
Concepts,
con’t

Statement of Financial Position

− The most commonly used sections of accumulated
surplus for assessing the financial health of a
Municipality are the surplus area at the top and the
reserves and reserve funds at the bottom

− The negative accumulated surplus for the landfill
closure and post-closure liability and the unfunded
employee future benefits is due to these amounts
not needed to be funded until the Municipality needs
to actually incur the costs in future years



Key Financial
Concepts,
con’t

Statement of Financial Position

− Reserves and reserve funds are a way for the
Municipality to earmark revenue to finance future
expenditures for which the Municipality has the
authority to spend the money

− A reserve is simply an allocation of the surplus to
specific purposes

− A reserve fund is an allocation but also has an asset
connected with it, most commonly cash or investments

− The province assesses the risk of a Municipality by
looking at reserves and reserve funds to see how much
money has been set aside for future needs and
contingencies (total reserves as a % of municipal
expenses) and considers low risk anything higher than
20%



Key Financial
Concepts,
con’t

Statement of Financial Position

Questions you should be asking:

1. Surplus in line with budget?
a. Why or why not?

2. Sufficient reserves put aside for future events/plans?
a. Can we survive a significant contingency?
b. How old are our tangible capital assets and how will

we finance their replacements?



Key Financial
Concepts,
con’t

Statement of Financial Position

− The largest portion of most municipality’s
accumulated surplus is the amounts invested in
tangible capital assets (TCA)

− The total net book value of assets (portion not yet
amortized) is reduced by the amount of long term
debt acquired to fund these assets and capital
amounts not yet funded (unfunded capital)



Key Financial
Concepts,
con’t

Statement of Financial Position

− Unfunded capital is a concept somewhat unique to
public sector financial reporting

− This relates to tangible capital assets projects that were
completed with no defined funding plan or with a future
funding plan – whether from taxation, reserves, debt or
other funding sources

− When unfunded capital exists, it is important to
establish and approve a funding plan as those costs will
need to eventually be funded

− Can be a useful tool if you have the cashflow instead of
going to external debt
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Key Financial
Concepts,
con’t

Statement of Operations and
Accumulated Surplus

− Revenues include all funding, including funding for
capital projects

− Expenses, however, include operating costs and
amortization but not the capital project totals

− Revenues are grouped by source while expenses
are grouped by the function they are used for

− There are segmented schedules at the end of the
statements, before the trust statements, that detail
both revenues and expenses by both function and
source or type



Key Financial
Concepts,
con’t

Statement of Operations and
Accumulated Surplus

− Taxation revenues include the Municipality’s share of
taxation plus payments in lieu from other governments
owning property within the Municipality

− These revenues do not include any amounts billed and
collected from tax payers for upper tiers and School Board
requisitions

− The requisitions are not considered to be the Municipality’s
funds as there is no control by the Municipality as to the
amount collected



Key Financial
Concepts,
con’t

Statement of Operations and
Accumulated Surplus

− The surplus amount shown is the current year
consolidated surplus only
− This means that it includes surplus changes to

amounts invested in tangible capital assets as
well as amounts added to reserves and reserve
funds

− Results of local boards controlled by the Municipality
will also be included



Key Financial
Concepts,
con’t

Statement of Operations and
Accumulated Surplus

− Budget amounts reported on the Statement of
Operations and Accumulated Surplus have been
adjusted from the approved format into a full
accrual format

− When budgeting, it is necessary and correct to
budget for items as you expect to incur them –
including capital purchases in the year expected
to be made

− However, in accrual accounting capital purchases
and other items budgeted for are not actual
revenues or expenses and need to be eliminated

− There are also other items that should be included
that are not a part of the standard budgeting
process including amortization and landfill closure
cost adjustments



Key Financial
Concepts,
con’t

Statement of Operations and
Accumulated Surplus

− Budgeted amounts are not subject to audit,
however, auditors will work with management to
help convert them from the approved budgeted
format into full accrual format for financial
statement purposes

− There is generally a note to the statements that
shows the details of how the approved balanced
tax budget was adjusted to the full accrual format

− It is correct to budget in the way that Council has
been

− These adjustments are technically budgeted for as
part of the Ontario Regulation 284/09 requirement
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Chartered professional accountant, Veronica Mason is
a public sector audit manager from Baker Tilly KDN
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Chartered professional accountant, Duane Potter is a
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Chartered professional accountant, Gloria Raybone is a
public sector audit manager from Baker Tilly KDN LLP
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time.
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