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MNP
February 19, 2015

Members of the Board of Directors of Peace River Regional Hospital District

Dear Sirs/Mesdames:

We are pleased to put forward this report for discussion of our overall strategy and general arrangements

for the audit of the financial statements of Peace River Regional Hospital District (“the District”) for the

year ended December31 2014. In this report, we cover those significant matters which, in our opinion,

you should be aware of as members of the Board of Director’s.

At MNP, we adhere to the highest level of integrity and professionalism. Our goal is to meet or exceed the

Board of Director’s requirements and ensure you receive outstanding service.

Our team of experienced professionals have been selected for this engagement because of their

knowledge and understanding of your District. As a valued client of MNP, we look forward to working with

you, your management team and employees over the course of our audit work.

We are dedicated to maintaining open channels of communication throughout this engagement. Please

feel free to approach our team with any questions you may have about our upcoming audit, and to

discuss any other matters that may be of interest to you.

Yours truly,

MNP LLP

/jer

ends.
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EXECUTIVE SUMMARY

To make strategic business decisions with confidence, your stakeholders and the Board of Directors of

Peace River Regional Hospital 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 Peace River Regional Hospital 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 your niche from many years of experience focusing their practice in this niche.

Our audit strategy 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 Peace River Regional Hospital

District’s Board of Directors with our independent auditors’ report on the December 31, 2014 financial

statements.

We propose to use $337,000 as overall materiality for audit planning purposes.
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‘1. INTRODUCTION

We are pleased to assume the appointment as auditors of Peace River Regional Hospital District (“the

District”). Our draft engagement letter is included as Additional Materials following this report.

Our Audit Service Plan will:

• Document the overall audit strategy and the general arrangements for the conduct of our December

31, 2014 audit

• Assist the Board of Directors and management in understanding the approach to the December 31

2014 audit

• Illustrate our commitment to assisting you reach your engagement objectives and to demonstrate our

expertise

2. 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:

• Changes to your business operations and developments in the financial reporting and regulatory

environment

• Business plans and strategies

• The management oversight process

• Fraud:

• How could it occur?

• Risk of fraud and misstatement?

• Actual, suspected or alleged fraud?

• Your specific needs and expectations

• Audit Service Plan

• Any other issues and/or concerns

Page I 1
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3. KEY RESPONSIBILITIES

Effective discharge of the respective responsibillties of management, MNP and the Board of Directors,

and maintenance of strong working relationships and open communication between MNP as auditors, the

management and the Board of Directors of the District, is directed toward a common duty to provide

appropriate and adequate financial accountability, and quality financial disclosure.

• Preparation and fair presentation of the financial statements, including the notes thereto, in

accordance with Canadian Public Sector Accounting Board.

• Initial selection of and changes to significant estimates and accounting policies

• Disclosure of sufficient information about the extent and nature of events having an effect on the

District

• Provide an adequate description of the selected applicable financial reporting framework

• Safeguarding of assets

• Establishment and maintenance of policies, financial reporting systems and controls (including those

designed to prevent and detect fraud and misstatement)

• Ensuring compliance with applicable legislative authorities

• Provide and make available financial records and related data, copies of all minutes of meetings of

directors

• Provide information relating to any known or possible non-compliance with legislative or regulatory

requirements, and laws and regulations

• Provide information about all related parties and related party transactions

• Allow access to staff and management, and other business associates (i.e., lawyers, bankers) as

necessary

• Provide written confirmation of representations relating to significant and/or material financial reporting

items and disclosures
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• Report whether the December 31, 2014 financial statements present fairly, in all material respects, the

financial position, results of operations and cash flows of the District in accordance with Canadian

Public Sector Accounting Board.

• Provide reasonable, but not absolute, assurance of detecting misstatements, fraud or non-compliance

with laws and regulations having a material effect on the financial statements as a whole.

• Absolute assurance cannot be provided due to inherent limitations of the audit including the

possibility of intentional misstatements due to management override or collusion

• Conduct our audit in accordance with Canadian generally accepted auditing standards

• Obtain an understanding of the risk of material misstatement

• Understand the environment

• Evaluate internal controls (should we test internal controls, our assessments would not be sufficient

to conclude on the effectiveness or efficiency of internal controls)

• Examine, on a test basis, evidence supporting the amounts and disclosures within the financial

statements

• Assess the appropriateness of the accounting policies selected and their application, the significant

estimates made by management, and the use of the going concern assumption

Detailed information on the Audit Process and the Audit Response to Identified Risk are included as

Appendix B and Appendix C respectively.
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• Review and approve the financial statements and report thereon to the Board of Directors

• ANocate responsibility between governance and management

• Maintain oversight of management to ensure the integrity of accounting and financial reporting

systems

• Ensure that appropriate controls are in place, including those needed for monitoring risk, financial

reporting, prevention and detection of fraud and misstatement, and compliance with relevant laws and

regulations

• Consider the potential for management override of controls or other inappropriate influences, such as

earnings management

• Prevention and detection of fraud and misstatement

• Creation and maintenance of a culture of honesty and high ethics

• Approval of policies and the monitoring of performance areas

• Provide information to assist MNP in updating its understanding of the entity and its environment,

including internal control

• Provide information about the entity’s objectives, strategies and related business risks that may give

rise to material misstatements

• Provide information about significant communications with regulators

• Inform MNP of appropriate governance person(s) with whom to communicate

• Identify additional areas of concern for MNP to consider when undertaking the audit
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4. DELIVERABLES

\

We are committed to providing you with the highest level of professional service. Based on our

understanding of your needs and expectations, our planned service response includes:

• We will keep you informed of the effect and timing of relevant new and proposed financial reporting

requirements

• We will assist you to plan for and implement relevant new financial reporting requirements

• We will communicate effectively, and in a timely manner, with the Board of Directors. Our

communications include this Audit Service Plan and, at the conclusion of our audit, the Audit Findings

Report and our Management Letter

• We will attend and participate in Board of Directors meetings as appropriate

• We will assign an engagement team that understands your District, the environment in which it

operates, and the accounting, tax and regulatory issues that affect your financial reporting

• We will provide ongoing business, taxation and accounting advice, including financial reporting

recommendations on unusual transactions, business contracts and other business arrangements as

they arise

• Upon completion of our audit, we will issue our independent auditors’ report on your financial

statements, prepared in accordance with Canadian Public Sector Accounting Board
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5. TIMETABLE

DATE

Presentation of December 31, 2014 Audit Service Plan to the
February 2 2015

Board of Directors

Year-end procedures February 16, 2015

Draft year-end financial statements to be discussed with
March 9 2015

management

Report of the December 31, 2014 Audit Findings to the Board of
March 26 2015

Directors

Board of Directors approval for release of final year-end financial
statements March 31, 2015

• Issuance of independent auditors’ report

Issuance of Management Letter March 31, 2015

Page I 6I I

AD0018
RA-2

AD0018
Feb26



6. 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 nor 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

our independence with the Board of Directors on an annual basis. We will:

• Disclose to the Board of Directors, in writing, all relationships between MNP and the District that in our

professional judgment may reasonably be thought to bear on our independence;

• 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 Accountants of British Columbia; and,

• Discuss our independence with the Board of Directors.

Our draft letter to the Board of Directors discussing our independence, the general form and content of

which we expect to provide to the Board of Directors upon the conclusion of our audit, is included as

Additional Materials following this report.

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.
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7. AUDIT TEAM AND MNP RESOURCES

In order to ensure effective communication between the Board of Directors and our firm, we briefly outline

below the key members of our audit team and the role they will play.

Peace River Regional

Hospital District

December 31, 2014

Audit Team

Loretta Lieverse

Engagement Partner

Courtney Cheal

Manager

Jenna Rosvold

Senior

Audit Team

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.
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8. FEES AND ASSUMPTIONS

Our audit hours and fees for the year-ended December 31, 2014 are estimated as outlined in the Audit

Service Plan for the Peace River Regional District.

Our estimated audit hours above are based on our past experience and our knowledge of the District.

These estimated hours rely on the following assumptions:

• No significant deficiencies in internal controls which cause procedures to be extended

• No major unadjusted misstatements or un-reconciled balances

• Significantly all adjusting entries are completed prior to trial balance and journal entries being provided

to 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

• There are no changes to the agreed upon audit timetable and reporting requirements

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.
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\

APPENDIX A: THE AUDIT PROCESS

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.

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;

• 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;

• Assessing the systems used to ensure compliance with applicable legislative and related authorities

pertaining to financial reporting, revenue raising, borrowing, and investing activities;

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

statements;

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

• Assessing the significant estimates used by management; and,

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

LowlNone — 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 December31, 2014 audit, we are planning to place Low reliance on the District’s accounting

systems. This level of reliance is the same as in 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.

Materiality is an important audit concept. It is used to assess the significance of misstatements or

omissions that are identified during the audit and 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
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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 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:

• The size, complexity, and growth of the District;

• Changes within the organization, management or accounting systems; and

• Concerns expressed by management.

Judgment is applied to determine a level of materiality appropriate to the audit of each set of financial

statements (and, if applicable, for particular classes of transactions, account balances or disclosures).

Determination of an appropriate level of materiality 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. For

your information, we propose to use $312,000 as overall materiality for audit planning purposes.
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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.

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

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

• 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

• 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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APPENDIX C: AUDIT RESPONSE TO IDENTIFIED RISK

SIGNIFICANT AUDIT DESCRIPTION OF CONTROLS SUBSTANTIVE
ACCOUNTS ASSERTIONS* POSSIBLE RISK TESTING PROCEDURES
OR
DISCLOSURES

Cash Existence & Moderate No Bank confirmations
valuation and obtained. Sample of
allocation outstanding cheques

traced to subsequent
bank statements.

Accounts Valuation & Moderate No Subsequent receipt
receivable allocation & testing. Comparisons

existence to prior year

Property, plant Existence, Moderate No Tracing capital asset
and equipment valuation & purchases and

allocation, & disposals to meetings
rights and of the Board and
obligations invoices

Accounts Completeness Moderate No Tracing GL postings
payable & valuation & to supplier invoices.

allocation Subsequent payment
testing

Revenue Completeness, Moderate No Matching general
classification, ledger postings to
accuracy, and invoices and deposit
occurrence slips, ensuring proper

controls in place over
entries made.
Comparisons to prior
year.

Expenses Completeness, Moderate No Matching general
classification, ledger postings to
accuracy, and supporting invoices
occurrence and ensuring proper

controls are in place.
Variance analysis.

The response provided under the ‘Substantive Procedures” column is our intended approach to address

each respective financial statement item identified. The following is a high-level description of the types of

procedures we would perform under the different approaches listed under this column:

• Analytical procedures: Year-over-year comparison, comparison to budget, etc.

• Tests of details: Verification to supporting documentation, third party confirmation, etc.

Combined procedures: Combination of the above procedures.

\
*lnformation about audit assertions is provided on the following page
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DEFINITION OF ASSERTIONS

ASSERTION DESCRIPTION SYMBOL

CLASSES OF TRANSACTIONS AND EVENTS

COMPLETENESS All transactions and events that should have been Cm (IIS)
recorded have been recorded.

CLASSIFICATION Transactions and events have been recorded in the proper CI
accounts.

CUT-OFF Transactions and events have been recorded in the correct Co
accounting period.

ACCURACY Amounts and other data relating to the recorded Ac
transactions and events have been recorded appropriately.

OCCURRENCE Transactions and events that have been recorded have Oc
occurred and pertain to the entity.

FINANCIAL STATEMENT ACCOUNT BALANCES

EXISTENCE All assets, liabilities and equity interests exist. Ex

VALUATION & ALLOCATION Assets, liabilities and equity interests are included in the Va
financial statements at appropriate amounts and any
resulting valuation or allocation adjustments are
appropriately recorded.

COMPLETENESS All assets, liabilities and equity interests that should have Cm (BIS)
been recorded have been recorded.

RIGHTS & OBLIGATIONS The entity holds or controls the rights to assets, and Ro
liabilities are the obligations of the entity.

PRESENTATION & DISCLOSURE

OCCURRENCE, RIGHTS & Disclosed events, transactions and other matters have Or
OBLIGATIONS occurred and pertain to the entity.

COMPLETENESS All disclosures that should have been included in the Cm
financial statements have been included. (P&D)

ACCURACY & VALUATION Financial and other information are disclosed fairly and at Av
appropriate amounts.

CLASSIFICATION & Financial information is appropriately presented and Cu
UNDERSTANDABILITY described, and disclosures are clearly expressed.
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ADDITIONAL MATERIALS

As additional materi&s following this report we have included our draft engagement letter, which

represents a formal written agreement of the terms of our audit engagement.

Additionally we have included our draft independence letter, which formally confirms in writing MNP’s

independence. At the completion of our engagement, we will reconfirm our independence.
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ABOUT MNP

MNP is one of the largest chartered accountancy and business consulting firms in Canada. For more than 65 years,

we have proudly served and responded to the needs of our clients in the public, private and not-for-profit sectors.

Through partner-led engagements, we provide a cost-effective approach to doing business and personalized

strategies to help you succeed.

It’s knowing your vision, your business and you.

BEST
EMPLOYERS
IN CANAOA

Praxity
MEMBER.’

GLOBAL ALLIANCE OF
INDEPENDENT FIRMS

Visit us at mnp.ca

Praxity, AISBL, Ii a global alliance of Independent firma. Organheed alan InternatIonal not.for.profit entity under Belgium law, Praxity hal Its

administrative office In London. A. an alliance, Praxity does not practice the profession of public accountancy or provide audit, tax, consulting or other

professional services of any type to third parties. The alliance does not constitute a Joint venture, partnership or network between participating firms.

Becauce the alliance firms are independent, Praxlty doee net guarantee the servIces or the quality of servIces provided by participating firma.
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