May 11, 2005 EXHEBETION PLACE

To: The Board of Governors of Exhibition Place
From: Dianne Young
General Manager & CEO

Subject: Audit Results for the Consolidated Financial Stateménts for
Exhibition Place for the Year Ended December 31, 2004

Purpose:

This report presents the audit results for the consolidated financial statements for Exhibition
Place for approval of the Board.

Financial Implications & Impact Statement;

There are no financial implications to this report.

Recommendation:

It is recommended that the attached report from the auditors, Ernst & Young LLP,
entitled Audit Results — Year Ended December 31, 2004, be received for information..

Background:

As a local board of the City of Toronto, the Board is required to approve of its year-end financial
statements and related communications from the auditors for submission to the City.

Discussion:

As part of their audit engagement for the Board of Governors of Exhibition Place, Ernst and
Young, the external auditors, provide a comprehensive reporting document to the Finance and
Audit Committee for Exhibition Place.

This document is a direct communication from the auditors to the Committee and ultimately to
the governing body of the organization. It summarizes the scope of the audit work, describes the
audit objectives, identifies issues of audit significance discussed with management and provides
the communications required by Canadian professional accounting standards. The Audit Results
report from Ernst & Young is divided into various sections these are deseribed in the balance of
this report.

THE BOARD OF GOVERNORS OF EXHIBITION PLACE

: m]'ﬂnnmiﬂ Exhibition Place, Toronto, Ontario M6K 3C3 Tel: (416) 263-3600 www.explace.on.ca




Key Messages
The auditors convey the following important summary infonnation to the statement readers:

o No significant changes in 2004 overall audit plan except for a change in methodology in the
testing of parking revenues

» No adjustments arising from the audit had a significant effect on the financial statements

+ No disagreements with management on financial accounting and reporting matters

» No significant difficulties encountered in performing the audit

- Terms of Engagement and Audit Approach
These sections of the report cover a diverse group of fopics such as the audit objectives, the audit

team, assessment of audit risk, and the concept of materiality. The following amounts are defined
as the thresholds for materiality for the audit:

Materiality Level Threshold to Communicate Brrors
Exhibition Place as a $420,000 _ -~ $20,000

Consolidated Entity

New Developments in Accounting or Auditing Standards

Of all the new developments described in the Audit Results package, two have had an impact on
the preparation of the financial statements for the Canadian National Exhibition Association:

Employees Future Benefits Additional disclosure is contained in note 5
Financial Instruments Additional disclosure is contained in note 9

Other Required Communications

This section covers a wide variety of topics such as changes in accounting policies, auditors’
independence and fees charged on this engagement. Some of the key communications in this
section are that:

» No material weaknesses in internal controls were discovered in the audit

'« The auditors received the full cooperation of staff and were provided with complete and
timely access to all books, records and other accounting documents

« The auditors confirmed their objectivity with respect to this assignment

» Disclosure of audit fees

Items of Audit Significance Discussed with Management

There were seven topics that the andifors raised with management:



(a)  Accounting for Step-Up Leases

The CICA Handbook recommends that for leases that have escalating rents over the term of the
lease, it is necessary in any one year to record the average or straight-line amount of the rent.
The rent from the various tenant leases at Exhibition Place had not been recorded that way in the
past but adjustments were made to do so in 2004 (an extra $189,662 in revenue in 2004} and to
make retroactive adjustments with respect to prior years. The auditors concurred with the
- adjustments made. :

(b)  Employees Future Benefits

The City of Toronto engaged Mercer’s Consulting to update the actuarial valuation of employee
benefit costs in the year 2003 and data was projected from this work to December 31, 2004 and,
to the degree applicable to the CNEA, is contained in the CNEA financial statements.

This actuarial valuation did not distinguish between employees of the CNEA and the Board of
Governors of Exhibition Place. Management staff used CNEA employee history for sick and
vacation recotds to present the appropriate data in the financial statements. The auditors were
comfortable that all of the required disclosures with respect to employee future benefits were
made in the notes to the statements.

(¢)  Parking Revenues
The auditors relied on the work performed by the Internal Audit Division of the City of Toronto

rather than carry out their individual testing and verification of parking revenue and transactions.
Ernst and Young were satisfied with the audit work performed in this area by the City audit

group.
(d)  Trigeneration Project and Energy Retrofit Program

The auditors made an investigation and determined that neither one of these projects would have
an impact on the 2004 statements. '

(e)  Computer Conversion

The Board implemented a new financial system in 2004, The auditors performed conversion tests
on the new Apogee financial system and were satisfied with the results.

(£ Valuation of Accounts Receivables

The auditors noted material accounts receivables from the Royal Agricuitural Winter Fair and
the former tenants of the Ricoh Coliseum. The auditors noted that a satisfactory agreement had
been negotiated to address the outstanding amount from the 2003 Royal Agricultural Winter Fair
event. They also noted that, with respect to the former tenant of the Ricoh Coliseum, sufficient




funds are available from the current bank account, revenue from the second year of the naming
rights contract and the letter of credit held by the City to pay any outstanding obligations.

(g) Changes to Financial Statements

The auditors were satisfied with the changes made to the financial statements to recognize the
incremental lease revenue and other changes made in the notes for expanded disclosure.

Summary of Audit Differences — Consolidated Statements

There were three items in the financial statements where the auditors believed changes should be

made to properly reflect generally accepted accounting principles:

Item Description by Auditors Management Comment
(h) At year end an amount of This is true and will result
$39,646 had been over-accrued in 2005 in a credit in
for OMERS obligations the OMERS account of $39,646
1) A clothing and sponsorship Management was disputing the
company claimed to be owed amount owed to the company
more than had been noted at year-end and did not recognize
in the financial records of the the additional amount until
CNEA - $7,800 ~ discussions with the company
occurred in March of this year
Gy Under-provision for doubtful Many allowances for
accounts for Board of doubtful accounts have a
Governors accounts receivable judgmental aspect to them.
There are two former companies that
owe the Board for services and rents
related to events. The auditors’
comments have some validity
although management is hopeful for
some amount of payment in the
future and is pursuing with City
Legal.
- Letters from Ernst & Young

These are the City of Toronto Engagement Letter (pages 15 — 23) and the Independence Letter
(pages 24 — 25), respectively. -



Letter of Recommendations

This is the section of the audit results where the auditors make recommendations to improve the
accounting and internal control procedures. There were three areas on which the auditors had
observations and recommendations. What follows are the observations and recommendations
from the auditors and the response from management on the issues and recommendations.

(k)  Issue# 1 - Payroll Procedures

Observations & Recommendations

Our audit observations indicated that the approval of payroll figures is done online through
Apogee before being transmiited to ADP. We understand that payroll data is transmitted to ADP
electronically and the output from ADP is compared to Apogee afterwards. Our review of the
output did not show evidence that the payroll data has been reviewed for accuracy after
transmission by a signature on the hardcopy printouts. We understand that this is being done,
but without the signature there is no trail. In addition, the requirement of a signature aiso
improves the organization controls by ensuring that the individual who is responsible for the
review has in fact done the work.

Lack of approval for payroll figures may result in inaccurate or unauthorized payments to
employees.

We recommend that payroll figures are reviewed after transmission to ADP and that the hard
copy ADP payroll register is signed off to indicate that a proper review was completed. Ideally
this review of the ADP payroll register should be performed by an individual who is independent
of the payroll processing function.

Management Comment

As noted above, the payroll process presently requires verification of the electronic record sent
and received from ADP by the payroll supervisor.

The hourly payroll, which is issued weekly, is prepared by the payroll staff and will be reviewed
by the Payroll Supervisor. The Payroll Supervisor will also sign the summary page for the
payroll register which shows all of the cheques and direct deposits produced on the payroll.

The salaried payroll, which is paid every two weeks, is prepared by the Payroll Supervisor and
will be reviewed by the Director of Finance. The Director of Finance will also sign the summary
page for the payroll register which shows all of the direct deposits produced on the payroll.

§)) Issue # 2 — Non-Standard Journal




Observations

The Board uses two separate general journals for the BOG and CNEA. Although there are two
separate general journals, the Board uses one numerical sequence of Journal entries. These non-
standard Journal entries are held by two separate individuals.

By having two sets of general journals utilizing one numerical sequence, it is difficult to obtain
comfort that the sequence of journal entries is complete.

We recommend that two separate numerical sequences be maintained for the separate entities.
As well, we recommend that these journal entrzes be filed in a central location and not with an
individual.

Management Comment

The Finance Division of Exhibition Place provides accounting services for the Board of
Governors and the Canadian National Exhibition Association and owing to the structure of many
payroll and work orders it is necessary to prepare accounting entries that affect both entities
simultaneously. In addition some cheques are paid to vendors where the accounting ledgers of
both organizations are charged by the same fransaction.

For these reasons it would not be technically possible to adopt the auditor’s first recommendation
of having separate numerical sequences for the journals of each organization. A significant

number of the journals represent inter-company transactions as noted above which affect both
entities simultaneously.

However the auditor’s second recommendation is reasonable and will be adopted. Copies of all
the journals will be filed in numerical sequence in a central locatlon with all of the appropriate
back — up material.

(m) ~ Issue # 3 —Journal Entries

Observations

Currently on the Apogee system employees are capable of posting one entry into the general
ledger of the Board and partly into the CNEA. As a result when employees post inter-company
transactions the general ledgers become out of balance. To compensate for this, employees have
been instructed to post inter-company transactions to inter-company accounts. To further

_mitigate this factor the Director of Finance reconciles the general ledgers at the end of the year;
however this process is time consuming and may result in errors.

The result of this is such that journal entries may be incorrectly posted. This could cause
transactions to be inappropriately recorded in the general ledger leading to misstatements in the
Sfinancial statements.



We recommend that logical access to the general ledgers be restricted. Only employees whose
job functions require access to the general ledger of a specific entity should be allowed to post
entries to the general ledger of that entity. Furthermore job functions should be segregated 50
that employees do not post entries to both entities. The Director of Finance or other competent,
knowledgeable staff should be responsible for posting complex transactions including inter-
company transactions. Additionally if appropriate job segregation is not possible all inter-
company transactions and similar complex transactions should be reviewed by the appropriate
level of management (i.e. Director of Finance).

Management Comment

Because of the transition to the new financial and accounting system in March 2004, the closing
of the books and the reconciliation of the various accounts in 2004 were more complex and
required more journal adjustments than in previous years. The concern raised by the auditors’

with respect to posting journal entries was related to the new financial system transition and was

not typical of other years.

The auditor’s observation about the necessity for posting journals into both the Board of
Governots and the CNEA accounting records simultaneously is true and, as explained under
Issue #2 above, is an integral part of the inter-company transactions that occur between the two
organizations for payroll, work orders and other activities. For example, during the period of the
annual Canadian National Exhibition, Board cleaning staff provides a service to the CNEA, and
their wages, in the first instance are charged to a Board compensation account. Subsequently, by
an inter-company transaction, the full cost of the cleaning services is transferred to the CNEA.

Board accounting staff responsibilities are divided along functional lines such as accounts
payable and payroll, because this is the most efficient operational structure whereby in the winter
accounts payable staff are busy with Board/NTC accounts and in the summer with CNE
accounts. To have to reorganize the staff not only by functional lines but also by programs would
likely require increase in account staffing. Therefore, it would be very difficult to adopt the
auditors’ recommendation of giving only certain staff access to the CNEA: accounts.

However the auditors’ second recommendation is approptiate and all inter-company journals will
be reviewed and initialed by the Accounting Manager or the Director of Finance.

Also, beginning with April, a monthly review will be made to ensure that all of the inter-
company transactions have been correctly posted and the general ledgers of the Board of
Governors and CNEA are in balance. -

Conclusion:

This report presents the “Audit Results” docurrient to the Board of Governors of Exhibition Place
. from Ernst & Young LLP, the external auditors for 2004.




Contact:
Paul Egli, Director of Finance
Telephone: 416 263-3612

Fax: 416 263-3690
e-mail: PEglit@Fxplace.on.ca
Submitted by:

WL

5,

ianne Young

General Manager
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