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-) Matters to report — see link for details

Our audit of the consolidated financial statements (“financial statements”) of the District of North Cowichan (the “Entity” or “DNC”) as at and for the year ended
December 31, 2024, will be performed in accordance with Canadian generally accepted auditing standards.

Audit strategy

Materiality $1.7 million

Current year changes

P &

» Adoption of revenue standard
» Adoption of new group audit standard

Involvement of others %

®
Audit timelines {ID

Risk

assessment

®
Risk of management override of controls {b
Other significant risks

(o)
Other risks of material misstatement {b

Revenue

Asset retirement obligations

Cash and investments

Tangible capital assets and developer contributed assets
Expenses, procurement and payables

Salaries and benefits

The purpose of this report is to assist you, as a member of Management or Council, in your review of the plan for our audit of the financial statements. This report is intended solely for the information
and use of Management and Council 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 to Management and Council has not been prepared for, and is not intended for, and should not be used by, any third party or for any other purpose.

KPMG
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Materiality

Plan and perform the audit

We initially determine materiality to provide a basis for:

» Determining the nature, timing and extent of risk assessment procedures;
 Identifying and assessing the risks of material misstatement; and

» Determining the nature, timing, and extent of further audit procedures.

We design our procedures to detect misstatements at a level less than
materiality in individual accounts and disclosures, to reduce to an
appropriately low level the probability that the aggregate of uncorrected and
We initially determine materiality at a level at which we consider that undr?t?cted misstatements exceeds materiality for the financial statements as
a whole.

misstatements could reasonably be expected to influence the
economic decisions of users. Determining materiality is a matter of
professional judgement, considering both quantitative and qualitative
factors, and is affected by our perception of the common financial
information needs of users of the financial statements as a group. We
do not consider the possible effect of misstatements on specific We also use materiality to evaluate the effect of:
individual users, whose needs may vary widely. » Identified misstatements on our audit; and

Evaluate the effect of misstatements

» Uncorrected misstatements, if any, on the financial statements and in
We reassess materiality throughout the audit and revise materiality if forming our opinion.

we become aware of information that would have caused us to
determine a different materiality level initially.

KPMG
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Materiality

Forecast Consolidated Expenditures
$67.3 million

(2023: $58.1 million)

No change in benchmark compared to prior year

Materiality

% Benchmark

$1 7million 25%

(2023: 2.6%)

The prescribed range is between 0.5% and 3.0% of the
benchmark

(2023: $1.5 million)

Audit Misstatement Posting Threshold
$1.6 million

(2023: $75,000)

m © 2024 KPMG LLP, an Ontario limited liability partnership and a member firm of the KPMG global organization of independent member 6
firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
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Updates to our prior year audit plan

New significant risks

o : We have not identified significant risks of material misstatement, except for the presumed risk of
No significant risks noted management override of controls, which is required by professional standards. This assessment is

consistent with previous years. Any changes to the audit plan will be communicated to Management and
= Council.

Other significant changes

There are no significant changes noted.
No significant changes noted

New accounting standards effective for the year ended December 31, 2024
. . include: Newly effective {Olj

Newly effective accounting standards « PS 3400, Revenues accounting standards

» PS 3160, Public private partnerships

See Appendix 3 for further details.

There is one new auditing standards effective for year ended December 31, 2024 Newly effective o)
Newly effective auditing standards related to Group Audits. See Appendix 2 for further details. {]'_”j

auditing standards
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Involvement of others

The following parties are involved in the audit of the financial statements:

Involved party Nature and extent of planned involvement

Management’s specialists Asset retirement obligation:

Information provided by Management’s specialist is used in management’s calculation of the asset retirement
obligation.
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] ]
Group audit - Scoping

Professional standards require that we obtain an understanding of the Entity’s organizational structure, including its components and their environments that is sufficient
to identify those components that are financially significant or that contain specific risks that must be addressed during our audit of the Entity. The components included in
the Entity over which we plan to perform our audit procedures are as follows:

ips g Total Total

District of North Cowichan Individually financially significant Audit $440.4M ' $96.6M '

Joint Utilities Board (53.7%) Non-significant Audit $32.0M ' $1.0M '

Total $ 472.4M $ 97.6M

Totalassets

Totalrevenue



Highlights

Audit strategy Audit strategy — Group audit Audit approach Key milestones and deliverables Audit quality
Risk assessment summary

Our planning begins with an assessment of risks of material misstatement in your financial statements based on our
understanding and risk assessment procedures. In assessing inherent risk, the auditor uses professional judgment
in determining the significance of the combination of the likelihood and magnitude of a misstatement along a
spectrum. We assess inherent risk at one of three levels: Base, Elevated, or Significant, depending on where it is on
the spectrum.

Based on our assessment, we have identified the following areas of audit focus at other than base risk. Risk
assessment is iterative in nature rather than something we perform only at the beginning of the audit. As we perform
the audit, we will continue to consider our risk assessment throughout the audit.

Risk of Risk of
fraud error

Management override of controls Significant
® Asset retirement obligations v Base
® Colloctions from developors and others) d Base
® Cash and investments v Base
® Tangible capital assets v Base
® Expenses, procurement, and payables v Base
® Salaries and benefits v Base

® PRESUMED RISK OF MATERIAL MISSTATEMENT ® OTHER RISK OF MATERIAL MISTATEMENT

KPMG

Appendices
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Significant risks

Our planned response

Why do we focus here

Risk of management Management is in a unique position to perpetrate fraud As this presumed risk of material misstatement due to fraud is not rebuttable, our audit
override of controls because of its ability to manipulate accounting records and methodology incorporates the required procedures in professional standards to address this
(Significant risk) prepare fraudulent financial statements by overriding controls risk. These procedures include:

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. » performing a retrospective review of estimates

» testing of journal entries and other adjustments

» evaluating the business rationale of significant

prone "
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Other risks of material misstatement

Level of risk due to error Our planned response

* Obtain an updated understanding of management’s process for subsequent
measurement of asset retirement obligations.

» Obtain management’s calculation of the liability and agree inputs into the

Base calculation to supporting documentation, assess whether assumptions made by
management are reasonable, and verify mathematical accuracy of the liability.

* Perform procedures over significant retirements or changes to the liability.

* Review the financial statement presentation and note disclosures for consistency
with requirements in PS 3280.

Asset retirement obligations

12



Highlights

Audit strategy Audit strategy — Group audit Audit approach Key milestones and deliverables Audit quality Appendices
Other risks of material misstatement

Level of risk due to error

Revenue

Base

Cash and investments

Base

Our planned response

Obtain an understanding of the various revenue stream processes

Assess the impact of the new PS 3400 Revenue standard on timing,
measurement and presentation of revenue.

Assess revenue recognition in accordance with the financial reporting framework
Perform substantive analytical procedures including comparisons to prior years
and budgets

Perform detailed testing and recalculation of revenue balances

Obtain reconciliations of the accounts receivable subledger and the evaluation of
the collectability of overdue accounts

Obtain an updated understanding of management’s process.

Confirm balances and significant terms

Verify the existence of investments held with the investment advisor

Ensure amounts are appropriately recorded at cost or at fair value as required by
the financial reporting framework

13
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Other risks of material misstatement

Level of risk due to error

Tangible capital assets and developer
contributed assets

Base

Expenses, procurement, and payables

Base

Salaries and benefits

Base

I I

Our planned response

Perform detailed testing of asset purchases, developer contributed assets and
disposals

Review consistency and appropriateness of accounting policies for capitalization
Perform substantive analytical procedures over amortization expense

Review assets for indicators of impairment

Review agreements for contractual commitments and related disclosure
requirements

Assess PS3160 public private partnerships standard and its impact on recognition,
measurement and disclosure of capital assets.

Assess PSG-8 purchased intangibles guidance and its impact on recognition,
measurement and disclosure of capital assets.

Update our understanding of the District’s activities over initiation, authorization,
recoding and processing of disbursements.

Perform detailed testing of subsequent to year end cash payments and agree them to
underlying support

Perform substantive analytical procedures including comparisons to prior years and
budgets

Obtain an understanding of the payroll processes

Perform substantive analytical procedures over payroll expense and payroll accruals

based on known staff numbers and salary increases

Perform completeness and accuracy testing of the underlying payroll data used in the
development of our expectations

Test the reasonability of the future employee benefits by reviewing reporting from the
District’s actuary and estimate of expected future payments

14
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Key milestones and deliverables

¢ Present audit
planning report to
Council

¢ Year end audit

» Planning work

* Risk assessment

e Interim audit work

Audit quality

Present audit
findings report and
issue auditor’s
report

Appendices

Audit debrief

15
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How dowe deliver audit quality?

Quality essentially means doing the right thing and remains our highest
priority. Our Global Quality Framework outlines how we deliver quality
and how every partner and staff member contributes to its delivery.

The drivers outlined in the framework are the ten components of the KPMG System of
Quality Management (SoQM). Aligned with ISQM 1/CSQM 1, our SoQM components also
meet the requirements of the International Code of Ethics for Professional Accountants
(including International Independence Standards) issued by the International Ethics
Standards Board for Accountants (IESBA) and the relevant rules of professional
conduct / code of ethics applicable to the practice of public accounting in Canada,

which apply to professional services firms that perform audits of financial statements. Our
Transparency Report includes our firm’s Statement on the Effectiveness of our SoQM.

0 KPMG Canada Transparency Report

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

audits are executed consistently, in line with the requirements and intent of applicable
professional standards within a strong system of quality management; and

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

KPMG

Nurture
diverse skilled
teams

Live our
culture
and values

. Monitor ..

Perform quality
engagements

" Remediate -~

Apply
expertise and
knowledge

Appendices

Embrace digital
technology

v

Doing the right thing. Always.

16
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New accounting
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Required
communications

Thought leadership
and insights
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Appendix 1: Required communications
]

Auditor’s report Engagement letter

A copy of our draft auditor’s report setting out the conclusion of our audit will be

The objectives of the audit, our responsibilities in carrying out our audit, as well as
provided at the completion of the audit.

management’s responsibilities, are set out in the engagement letter.

Audit findings report Management representation letter

At the completion of the audit, we will provide our findings report to Council. We will obtain from management certain representations at the completion of the audit.

In accordance with professional standards, a copy of the representation letter will be
provided to Council.

Independence

Internal control deficiencies

We are independent and have a robust and consistent system of quality control. ~ Significant control deficiencies identified during the audit will be communicated to
We provide complete transparency on all services and follow Council’s management and Council.

approved protocols. At the completion of our audit, we will re-confirm our

independence to Council.

m © 2024 KPMG LLP, an Ontario limited liability partnership and a member firm of the KPMG global organization of independent member 18
firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved
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i - WI rr tiv n m i n For more information on newly effective and
- upcoming changes to auditing standards
changes to auditing standards —
Effective for current year (periods beginning on or after December 15, 2023)

ISAG00/CAS600

Revised special Click here for information about CAS 600
considerations — from CPA Canada:

Audits of group Revised CAS 600
financial

statements

Effective fornextyear (periods beginning on or after December 15, 2024)

ISA260/CAS 260 ISA700/CAS 700

Communications Forming an opinion Click here for information about CAS 260
with those charged and reporting on and CAS 700 from CPA Canada:

with governance the financial Amended CAS 260 and CAS 700
statements -

prone '


https://home.kpmg/ca/en/home/insights/2020/11/current-developments.html
https://www.cpacanada.ca/business-and-accounting-resources/audit-and-assurance/canadian-auditing-standards-cas/publications/cas-600-group-audits-have-changed
https://www.cpacanada.ca/en/business-and-accounting-resources/audit-and-assurance/canadian-auditing-standards-cas/publications/cas-600-group-audits-have-changed
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/04133-rg-auditor-reporting-and-comm-alert.pdf?rev=9943b8afb1eb4bb49632490a6916f7b1
https://www.cpacanada.ca/-/media/site/operational/rg-research-guidance-and-support/docs/04133-rg-auditor-reporting-and-comm-alert.pdf?rev=9943b8afb1eb4bb49632490a6916f7b1
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Appendix 3: New accounting standards

Standard Summary and implications

Revenue .

Purchased .
Intangibles

The new standard PS 3400 Revenue is effective for fiscal years beginning on or after January 1, 2024.

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.

The new Public Sector Guideline 8 Purchased intangibles is effective for fiscal years beginning on or after January 1, 2024 with earlier
adoption permitted.

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.

20
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Appendix 3: New accounting standards (continued)

Standard Summary and implications
Public Private + The new standard PS 3160 Public private partnerships is effective for fiscal years beginning on or after January 1, 2024.
(F:‘T:;E;;rsmps » 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 P3 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.

21
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Appendix 3: New accounting standards (continued)

Standard

Concepts
Underlying
Financial
Performance

Financial
Statement
Presentation

Summary and implications

The revised Conceptual Framework is effective for fiscal years beginning on or after January 1, 2027 with early 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 January 1, 2027 to coincide with the adoption of
the revised conceptual framework. Early adoption is 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.

22
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Appendix 3: New accounting standards (continued)

Standard

Employee Future
Benefit
Obligations

Summary and implications

» 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.

An initial exposure draft was issued in 2021, and based on public feedback, a re-exposure draft focused on discount rates will be issued
with a due date of January 20, 2025.

The proposed changes will apply to fiscal years beginning on or after April 1, 2029. 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.

23
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Appendix 4: Thought leadership and insights

2024 Canadian
CEQ Outlook

Future of Risk

Resilience
Amid
Complexity

Future of
Procurement

KPMG interviewed more than 800 business owners and C-suite leaders across Canada on a variety of topics ranging from their top-of-mind concerns to their
acquisition plans, the risks and rewards of artificial intelligence (Al), productivity, the omnipresent threat of cybercrime, and the impact of aging demographics
on the workforce.

Click here to access KPMG's portal.

Enterprises are facing an array of reputational, environmental, regulatory and societal forces. To navigate this complex landscape, the C-suite should seek to
embrace risk as an enabler of value and fundamentally transform their approach. KPMG’s global survey of 400 executives reveals that their top priorities for
the next few years are adapting to new risk types and adopting advanced analytics and Al. As organizations align risk management with strategic objectives,
closer collaboration across the enterprise will be essential.

Click here to access KPMG'’s portal.

In today’s rapidly evolving and interconnected business landscape, organizations face unprecedented challenges and an increasingly complex and volatile
risk landscape that can threaten their competitiveness and future survival. We share revealing real-world examples of how companies have overcome their
challenges and emerged stronger as the rapid pace of change accelerates and look at the key components of KPMG’s enterprise resilience framework and
how it is helping these businesses build resilience and achieve their strategic objectives in an increasingly uncertain world.

Click here to access KPMG'’s portal.

Procurement is at an exciting point where leaders have the opportunity to recast their functions as strategic powerhouses. In this global report we examine
how these forces may affect procurement teams and discuss how procurement leaders can respond — and the capabilities they will need to thrive. Our
insights are augmented by findings from the KPMG 2023 Global Procurement Survey, which captured the perspectives of 400 senior procurement
professionals around the globe, representing a range of industries.

Click here to access KPMG'’s portal.

24
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Appendix 4: Thought leadership andinsights (continued)

Artificial
Intelligence in
Financial

Reporting and
Audit

Control System

Cvbersecurity

Annual Report
2024

Cvbersecurity
Considerations
2024
Government
and Public
Sector

Artificial intelligence (Al) is transforming the financial reporting and auditing landscape, and is set to dramatically grow across organizations and industries. In
our new report, KPMG surveyed 1,800 senior executives across 10 countries, including Canada, confirming the importance of Al in financial reporting and
auditing. This report highlights how organizations expect their auditors to lead the Al transformation and drive the transformation of financial reporting. They
see a key role for auditors in supporting the safe and responsible rollout of Al, including assurance and attestation over the governance and controls in place
to mitigate risks.

Click here to access KPMG's portal.

Based on a survey of more than 630 industry members (13% from government organizations), this report reveals that while the increase in cyberattacks is
concerning, organizations have become more proactive in their cybersecurity budgets, focused on prevention, and acknowledging the threat of supply chain
attacks. Furthermore, the report highlights a pressing need for skilled cybersecurity professionals in the face of escalating cyber threats. Explore the full
report to help gain a clearer understanding of the growing cyber threat landscape and learn how to overcome the roadblocks to progress.

Click here to access KPMG'’s portal.

In every industry, cybersecurity stands as a paramount concern for leaders. Yet, for government and public sector organizations, the game of digital defense
takes on a whole new level of intensity. The reason? The sheer volume and sensitivity of data they manage, which can amplify the potential fallout from any
breach. These agencies are the custodians of a vast array of personal and critical data, spanning from citizen welfare to public safety and national security.
This article delves into the pivotal cybersecurity considerations for the government and public sector. It offers valuable perspectives on critical focus areas
and provides actionable strategies for leaders and their security teams to fortify resilience, drive innovation, and uphold trust in an ever-changing
environment.

Click here to access KPMG’s portal.

25
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Appendix 4: Thought leadership andinsights (continued)

Why the Public
Sector Must
Take the Lead

in
Sustainability
Reporting

Fighting
Modern Slavery
inCanadian
Supply Chain

ESG for Cities
Wenbinar Series

As the world prepares for the implementation of sustainability reporting standards from the International Sustainability Board (ISSB), the need for public
sector leadership is pronounced. While governments around the world have collaborated on vital policy and regulatory solutions, they have yet to provide
sustainability reporting for their own government reporting entities. This presents a major obstacle to global sustainability ambitions, particularly considering
the vast physical infrastructure, non-renewable resources, rare earth elements, water and natural assets controlled by governments around the world. .

Click here to access KPMG's portal.

The deadline for the first year of reporting under Canada’s Fighting Forced Labour and Child Labour in Supply Chains Act (the Act) was May 31, 2024.
Under the Act, eligible entities are required to publicly report on steps taken to reduce the risk of forced labour and child labour in their business and supply
chain. KPMG in Canada reviewed 5,794 report submissions for the act to identify key takeaways.

Click here to access KPMG'’s portal.

Cities and municipalities play a crucial role to drive climate action and resilience measures, acting as stewards for the communities they serve — including
their constituents, and public, private and non-profit organizations. With the physical impacts of climate changes — including floods, wildfires and droughts —
accelerating in terms of both increased frequency and severity, city and municipal leaders are increasingly considering how they can tackle the multifaced
challenge of achieving net zero greenhouse gas (GHG) emissions by 2050. KPMG in Canada’s Public Sector and ESG practices completed a three-part
national webinar series focusing on the journey to net zero — from strategic planning and stakeholder engagement to the implementation at the asset and
operational level, and subsequent reporting obligations.

Click here to access KPMG’s portal.

26
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https://assets.kpmg.com/content/dam/kpmg/xx/pdf/2024/04/why-the-public-sector-must-take-the-lead-in-sustainability-reporting.pdf
https://kpmg.com/ca/en/home/insights/2024/09/fighting-modern-slavery-in-canadian-supply-chains.html
https://kpmg.com/ca/en/home/insights/2024/09/fighting-modern-slavery-in-canadian-supply-chains.html
https://kpmg.com/ca/en/home/events/2024/04/navigating-the-esg-reporting-journey-for-cities-and-municipalities.html
https://kpmg.com/ca/en/home/events/2024/04/navigating-the-esg-reporting-journey-for-cities-and-municipalities.html
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Appendix 4: Thought leadership andinsights (continued)

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

. ) Audit Committee Guide — Canadian Edition

KPMG Audit & Assurance Insights A practical guide providing insight into current
Curated research and insights for audit challenges and leading practices shaping audit
committees and boards. committee effectiveness in Canada.

Board Leadership Centre
Leading insights to help board members ! 4
maximize boardroom opportunities Canadian reporting standards

Current Developments

Assurance & Related Services, Canadian Securities

Sustainability Reporting
Resource centre on implementing the new

®

Series of quarterly publications for Canadian .
businesses including Spotlight on IFRS, Canadian IFRS Breaking News
A monthly Canadian newsletter that provides the latest

Matters, and US Outlook reports.
sustainability reporting.

insights on accounting, financial reporting and
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https://kpmg.com/ca/en/home/insights/2021/05/audit-assurance-insights.html
https://kpmg.com/ca/en/home/market-insights/board-leadership.html
https://kpmg.com/ca/en/home/insights/2020/11/current-developments.html
https://home.kpmg/ca/en/home/insights/2021/11/audit-committee-guide-canadian-edition.html
https://kpmg.com/ca/en/home/services/environmental-social-and-governance/reporting/cssb-sustainability-reporting.html
https://kpmg.com/ca/en/home/services/audit/ifrs-international-financial-reporting-standards/ifrs-breaking-news.html
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Appendix 4: Thought leadership andinsights (continued)

Generative Al
Ever since ChatGPT launched publicly on November 30, 2022, generative Al has caught the attention of users around the world — including Canada. One year after its launch,
KPMG in Canada conducted a survey about generative Al use in Canada’s workplaces. Generative Al Adoption Index - KPMG Canada

What type of information have you entered into your Al prompts?

Among Canadians using generative Al in the workplace .
900/0 90% of generative Al users say the tools have enhanced the

quality of their professional work (up from 84% in May).
LS 7 NS (@2

There is a concerning trend of significant misuse of generative

! , . 0 : 7 : o : A

Private financial Proprietary, Publicly available 45 /0 AI: Encludmg .enterlng sensitive data .at work, with L.15 % of users

data about non-financial data financial data:about fafl[mg to verify outputs that may be inaccurate, misleading, or
my company about my company my company biased.

For board members, generative Al stands as a pivotal innovation that offers unprecedented opportunities to drive business value, improve productivity, reach broader audiences,
streamline operations, and help address complicated global issues. However, it also raises complex business and ethical questions. To gain the full trust of stakeholders, Al
systems need to be designed with governance, risk, legal, and ethical frameworks in mind. The aim is not just to manage these challenges as they emerge, but to proactively
elevate your organization's Al practices to achieve Trusted Al.

3 key guiding principles that can help boards achieve their Trusted Al objectives

» Ensure Al applications align with ethical and legal standards, safeguarding the organization from potential financial, operational, and reputational risks
» Foster innovation, enabling the business to gain a competitive edge through trustworthy Al development

» Establish a commitment to Trusted Al, enhancing trust and brand value among stakeholders and employees

Learn more about how generative Al affects Board responsibilities and tools to emerge as leaders of responsible innovation that serves the greater good. Preparing your Board
for Generative Al

prone 2



https://kpmg.com/ca/en/home/services/digital/ai-services/generative-ai-adoption-index.html
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/2024/08/ca-generative-ai-board-paper-en.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/2024/08/ca-generative-ai-board-paper-en.pdf
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Appendix 4: Thought leadership andinsights (continued)

Nows [hat

Minety-four percent of IT decision makers feel
that firms need to focus more on corporate
responsibility and ethics while developing Al
solutions.

Source:

urna

For Al solutions to be transformative, trust is imperative.
This trust rests on four main anchors: integrity,
explainability, fairness, and resilience. Theses four principles
(enabled through governance) will help organizations drive
greater trust, transparency, and accountability.

Integrity — algorithrm integrity and data validity including
lineage and appropriateness of how data is used

Explainability — transparency through understanding
the algorithmic decision-making process in simple
terms

Faimess — ensuring Al systems are ethical, free from
bias, free from prejudice and that protected attributes
are not being used

Resilience — technical robustness and compliance of
your Al and its agility across platforms and resistance
against bad actors

Develop Al principles, policies and design criteria and establish
controls in an environment that fosters innowvation, flexibility, and
trust while identifying the unique risks associated with Al In addition,
understand the footprint of Al within the organization in order to
inventory capabilities and use cases.

Design, implement, and operationalize an end-to-end Al governance
and operating model across the entire Al development life cycle,
including strategy, building, training, evaluating deploying, operating
and monitoring Al. Consider the need to set up separate governance
committees and councils to address the unique risks and complexities
associated with Al and data.

Assess the current governance and risk framewaork and perform a gap
analysis to identify opportunities and areas that need to be addressed

Design a cross-functional governance committee and framework that
deliver Al solutions and innovation through guidelines, templates,
tooling and | ors to quickly yet responsibly deliver Al solutions.

Integrate a risk management framework to identify and prioritize
business-critical algorithms and incorporate an agile risk mitigation
strategy to address cybersecurity, integrity, faimess, and resiliency
considerations during design and operation

Design and set up criteria to maintain continuous control over
algorithms without stifling innovation and flexibility. Consider the
need to invest in new capabilities to enable effective governance and
risk it bled tt gh tooling for Al

home.kpmg/ShapeofAlGovernance
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Appendix 4: Thought leadership andinsights (continued)

Current trends in internal audit

Organizations continually face a wide spectrum of risks beyond the already complex financial and regulatory compliance risks. Many organizations are
recognizing the impact and benefit of internal audit activity that is agile, properly resourced, effectively managed, and aligned with strategic priorities, which can
improve risk management and control processes and drive better efficiencies.

Examples of internal audits are noted below.

KPMG

Costreduction/
efficiency planning

Review the governance
arrangements for the
monitoring and efficiency
delivery of programs /
services as required. This
includes considering how

efficiency requirements
have been apportioned and
communicated to support
planning.

Fraud risk
management

Internal Audit assesses
whether a fraud risk
management framework
exists and whether fraud
risk assessment is
performed at these levels.

Internal Audit reviews the
overall governance
surrounding this process
and review the
communication and
reporting protocols in place.

Staffinclusionand
diversity

Assess the strategy and
plan in place for inclusion
and diversity amongst
staff, the governance of
them and the measures in
place to measure
achievement of the goals.
Training and awareness
programs are offered to
staff and faculty to provide
understanding of roles
and responsibilities and
material is updated on a
regular basis.

© 2024 KPMG LLP, an Ontario limited liability partnership and a member firm of the KPMG global organization of independent member
firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved

Asset management/
maintenance

Review the processes and
controls in place to ensure
assets are adequately
managed based on an
appropriate schedule.

Well being (staff)

Review processes in place
to develop and promote
employee wellness
programs and mental
health strategies for staff.
Areas of focus include
overall program framework,
communication to faculty
and staff, feedback
mechanisms and
management’s approach to
assessing the suitability of
the current wellness
offerings version faculty
and staff needs.
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