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SUBJECT: REPORT ON THE REVIEW OF THE CORPORATE FACILITIES

BRANCH BY DELOITTE

RECOMMENDED MOTION

1.

That the document Management Response and Action Plan to the Corporate Facilities Branch
Review by Deloitte be received.

That the staff recommendation for the position of Internal Auditor be referred to the 2016
Business Plan consideration.

That staff investigate and report back on the implementation of an independent Whistle Blower
Program.

PURPOSE & BACKGROUND

4.

In late 2014, senior staff were made aware of concerns about potentially inappropriate vendor
relations occurring in the Corporate Facilites Branch. The CAQ immediately authorized an
investigation and the city retained a forensic auditor, Deloitte, to review the situation. Once their
initial review was complete, the City immediately turned the findings over to the Barrie Police to
investigate, which has led to the recent charges against a former City employee and contractor.

Deloitte was subsequently requested to conduct a further expanded audit of the area in question
to ensure there was no other related activity. The review did not identify any further inappropriate
activity and this situation appears this is an isolated incident. However, through their review,
Deloitte did identify a number of areas where controls and processes needed to be strengthened
and has recommended several steps be taken to safeguard the city and prevent similar
inappropriate activities from happening in the future.

Staff has reviewed Deloitte’s recommendations. Appendix A includes a summary of Deloitte’s
recommendations, management's response; and a proposed action plan for each
recommendation.

Additionally, staff has considered other measures to strengthen the City’s controls and to ensure
compliance with approved policies and procedures. These measures include the reinstatement of
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the Internal Auditor position and investigation of an independent “Whistle Blower” program to
provide staff with a confidential and anonymous way to report inappropriate activity.

ANALYSIS

8.

10.

11.

12.

Deloitte’s expanded review focused on activities and transactions that occurred in the period
January 1, 2014 to May 31, 2015, in the Corporate Facilities Branch and included a review of
accounting and procurement records, interviews with branch staff, Purchasing staff, Accounting
staff and facility tenants served by the Corporate Facilities Branch.

They also reviewed the City’s Procurement By-law and the Code of Conduct and compliance with
the requirements of these City policies.

Deloitte has made a number of recommendations. These can be summarized generaily, as
recommendations that address the following areas of focus:

i) Strengthen the City's Procurement By-law and processes for low cost purchases,
including the purchasing card program and internal controls for all purchasing
activities;

ii) Strengthen accountability for all staff, particularly management, by requiring

mandatory monitoring and reporting on compliance with City by-laws and policies
including the Procurement By-law, Code of Conduct, budget monitoring and
reporting, and ensure that there is appropriate disciplinary action for non-

compliance;

iii) Develop policies and processes for stronger controls over contractor
management;

iv) Immediately implement corporate wide retraining on the City's Code of Conduct;
and

v) Develop a training program on Procurement By-law and policies.

A number of the recommendations related to the Procurement By-law have been addressed
through the Procurement Services Review which was initiated in early 2014, based on Council
direction, and prior to management being made aware of the concerns in the facilities branch.
The Procurement Services review includes recommendations for a protocol for contractor
management and training on the Procurement By-law and policies. Staff is considering all the
audit recommendations, and the action plan to address the recommendations, prior to bringing a
revised Procurement By-law forward to Council.

Other recommendations relate to system functionality, such as automating work flow for
approvais and strengthening security by ensuring proper segregation of duties through system
access permissions. In 2013, Council approved the implementation of a new ERP, and
implementation began in 2014. As the City is currently implementing the new ERP, changes to
existing systems that are to be replaced, such as the Great Plains financial system, are not
recommended. To address these recommendations in the interim period, mitigating controls will
be used in the interim. The new SAP system contains strong controls to ensure segregation of
duties and has built in checks and balances throughout the process flows. Prior to the
implementation of SAP, each and every city process is being reviewed to reduce customizations
and maximize the benefits and capabilities of the software. Through this process review staff will
ensure that the recommendations related to system functionality will be addressed in the new
system. The system has significantly expanded procurement reporting tools which will allow
better tracking of how the Corporation's funds are spent. Through standard system reporting, staff
will be able to analyze department, division or corporate-wide spending based on who is making
purchases, the types of materials and services being purchased, and by the vendors who are
supplying the goods and services.
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13.

14.

15.

16.

17.

18.

Specific issues have been raised by Deloitte over non-compliance with the existing Procurement
By-law, primarily around low cost purchases. Low cost purchases are related to items under
$10,000. These purchases are handled by the Departments, without the involvement of
Purchasing. The Procurement By-law requires that a purchase order be issued prior to work
being completed by the supplier. The Audit findings show, that based on the sample of
transactions reviewed, in 91% of the transactions the purchase order (PO) was issued after the
invoice was received. Issuing the Purchase Order prior to the work being undertaken documents
the quote for the work, and provides a control to ensure actual invoices are within the quote.
When the PO is issued upon receipt of an invoice there is no control to ensure actual charges
reflect a preliminary quote. A key recommendation is that Purchase Orders should be issued
before work commences.

The Audit also found that the branch used a practice of “project splitting” to avoid the
requirements of the Procurement By-law for purchases over $10,000 which requires formal
competitive bids or Requests for Quotes. Project splitting refers to a practice of breaking up work
that is closely related, and could be procured as one project, into individual packages, so as to
avoid the requirement of the Procurement By-law. The Audit found that 50% of low cost
purchases appeared to be instances of “project splitting". Issuing work in larger packages and
requiring formal competitive quotes can result in lower prices, and is a recommended best
practice. While management was aware of this practice, staff has not been disciplined for non-
compliance to the Procurement By-law. This is addressed in the Action Plan which recommends
that direction be given to immediately cease the practise of project splitting, the development of a
disciplinary plan for non-compliance with the Procurement By-law, and management's
responsibility to enforce compliance.

The Audit also identified that there is non-compliance with the City's Code of Conduct. Staff
appeared to be unaware of the requirements to identify potential conflicts of interest to their
supervisors and required process to document conflicts. Senior management agrees with the
recommendations from Deloitte to institute formal training for all new staff, and retraining of
existing staff, every two years, on the requirements of the code of conduct.

In addition to the recommendations provided by Deloitte, staff is recommending the City reinstate
the position of Internal Audit and investigate and report back on a “Whistle Blower” program.

As the City grows, processes and necessary controls become more complex. An Internal Auditor
provides for an ongoing process to review City policies, processes, controls and compliance, to
protect the City's assets. This is a best practice for organizations. The 2016 Business Plan
includes a proposal to implement an Internal Audit function.

An independent “Whistler Blower” program would provide for anonymous reporting by staff of
activities that they believe are inappropriate. Staff is often reluctant to come forward with
concerns for fear of reprisal. Many agencies provide these programs, for a fee. Staff will
investigate programs available and report back to Council with a proposed policy.

ENVIRONMENTAL MATTERS

19.

There are no environmental matters related to the recommendation.

ALTERNATIVES

20.

There are alternatives available for consideration by Finance and Corporate Services Committee:
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Alternative #1 Finance and Corporate Services Committee could not accept the Action
Plan presented by staff and the recommendation to implement an Internal
Audit function, and Whistle Blower Program.

This alternative is not recommended. The action Plan has been developed

to address the specific recommendations by Deloitte and to reduce risk to
the organization.

FINANCIAL

21. There are no immediate financial implications for the Corporation resulting from the proposed
recommendation. Financial implications are referred to the 2016 Business Planning Process.

LINKAGE TO COUNCIL STRATEGIC PRIORITIES

22. The recommendation(s} included in this Staff Report support the following goals identified in the
2014-2018 City Council Strategic Plan:

Responsible Spending

23 The recommendations in this report strengthen City processes and controls to protect the City's
assets and ensure effective procurement process.
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