THE REGIONAL MUNICIPALITY OF PEEL
AUDIT COMMITTEE
AGENDA

AC - 2/2014

DATE:

April 17, 2014

TIME:

9:30 AM – 11:00 AM

LOCATION:

Regional Council Chambers, 5th Floor
10 Peel Centre Drive, Suite A
Brampton, ON

MEMBERS:

C. Fonseca; E. Kolb; J. Sanderson; R. Starr; A. Thompson;
R. Whitehead

Chaired by Councillor R. Whitehead or Vice-Chair Councillor R. Starr

1.

DECLARATIONS OF CONFLICTS OF INTEREST

2.

APPROVAL OF AGENDA

3.

DELEGATIONS

3.1.

Norma Trim, Chief Financial Officer and Commissioner of Corporate Services;
Dave Bingham, Treasurer and Director, Corporate Finance; Monique Hynes,
Manager, Accounting Services, Presenting the 2012 Government Finance Officers
Association Canadian Award for Financial Reporting

4.

REPORTS

4.1.

2013 Fraud Information (For information)
Presentation by Joan Appleton, Manager, Internal Audit

4.2.

Review of Engineering Consultant Contract Extensions (For information)
Presentation by Jennifer Weinman, Manager, Internal Audit; Dan Labrecque,
Commissioner, Public Works; and James Macintyre, Director, Purchasing

5.

COMMUNICATIONS

1

-2-

6.

IN CAMERA MATTERS

7.

OTHER BUSINESS

8.

NEXT MEETING
Thursday, May 1, 2014, 9:30 a.m. – 11:00 a.m.
Council Chamber, 5th Floor
Regional Administrative Headquarters
10 Peel Centre Drive, Suite A
Brampton, Ontario

9.

ADJOURNMENT
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REPORT
Meeting Date: 2014-04-17
Audit Committee
For Information
DATE:

April 15, 2014

REPORT TITLE:

2013 FRAUD INFORMATION

FROM:

Michelle Morris, Acting Director, Internal Audit

OBJECTIVE
To provide the Members of the Audit Committee with the information to respond to External
Audit enquiries on fraud risk, 2013 fraud allegations and fraud programs.

REPORT HIGHLIGHTS
 The External Auditors are required as part of their professional standards to gather
feedback from Members of Audit Committee on their perspective of fraud risks and fraud
allegations at the Region of Peel.
 Internal Audit conducted a survey to gather information on fraud allegations that
occurred in 2013.
 The results of the survey indicated there were three fraud allegations at the Region of
Peel in 2013.
 Management advised that effective controls are in place. Management discovered the
fraud events through effective monitoring processes
DISCUSSION
1. Background
The External Auditors are required as part of their professional standards to gather feedback
from Members of Audit Committee on their perspective of fraud risks, fraud allegations and
antifraud programs at the Region of Peel. At the September 19, 2013 Audit Committee
meeting, Trevor Ferguson, Partner, Deloitte presented the 2013 Audit Service Plan. At the
meeting Trevor noted:
Internal Audit staff will provide a report to the Audit Committee in April 2014 regarding
fraud and error, to assist with the requirement of communication between the External
Auditor and Members of the Audit Committee.
Trevor Ferguson will be asking Members of Audit Committee at the May 1, 2014 Audit
Committee meeting to confirm their understanding of the following three questions:
1. Their views about the risk of fraud,
2. Their knowledge of any actual suspected or alleged fraud, and
3. The role that they exercise in the oversight of management’s antifraud programs.
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Internal Audit conducted a survey involving all Divisions across the Region to gather the
information necessary and provide that information to Members of Audit Committee in order
that they can address the External Audit questions at the May 1, 2014 Audit Committee
meeting.
2. Findings
Internal Audit received an excellent response rate of 100 percent to the survey. The survey
included the definition of fraud and fraud risk factors from the Canadian Institute of
Chartered Accountants (CICA) Standards:
Fraud is an intentional act by one or more individuals among management, employees,
or third parties, involving the use of deception to obtain an unjust or illegal advantage.
Fraud risk factors are events or conditions that indicate an incentive or pressure to
commit fraud or provide an opportunity to commit fraud.
The process to gather information required management to answer the following three
questions, with follow-up discussions to gather more information where fraud was identified.
1. What in your opinion is the risk of fraud occurring in your area of responsibility?
The response received supports that management’s views about the risk of fraud is that
there is a low likelihood of it occurring.
Low
Medium
High

53 per cent
44 per cent
3 per cent

2. Do you feel there are effective controls and oversight that will mitigate the risk of Fraud?
The response identified that 95 per cent of management is of the opinion that the
risk of fraud is effectively mitigated and the other five per cent are working on
process improvements.
3. Has there been any actual suspected or alleged fraud in your area over the past year?
The results of the survey indicated there were three fraud allegations at the Region
of Peel in 2013. Management has reviewed the risks for each incident and
strengthened controls where necessary.
3. Information and Update on 2013 Fraud Allegations
The Internal Audit Charter indicates that Internal Audit is responsible to “Assist in the
investigation of suspected fraudulent activities and notify management and the Audit
Committee of the results.”
As a result of our fraud survey and follow up discussions with management the following
three incidents were identified:
1. Theft of Time. There was collusion by two employees to cover up the theft of
time. The Manager noticed there were discrepancies between the booking
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system and Outlook calendar activity. Upon further investigation it was
determined to be theft of time, where a system administrator of the booking
system entered fictitious activity to cover up the inappropriate absence of the
other employee. Both employees were dismissed. In this situation management
advised effective controls were in place to prevent the theft of time at the front
end but, because there was collusion there was an opportunity to circumvent
them. It was through effective monitoring after the fact that led to uncovering the
time theft.
2. Theft of Narcotics. An employee responsible to provide health care was found to
be stealing narcotic pain patches. The individual falsified and destroyed records
to cover up the theft. It was discovered when the inventory reconciliation forms
did not reconcile to the previous page. The individual confessed to the theft and
was dismissed. Management advised that effective controls were in place to
control the inventory which led to the discovery of the theft. Management has
reviewed the controls and implemented stronger controls to effectively monitor
the narcotic inventory logs. There was no financial loss to the Region of Peel
because resident medications are covered under the Ontario Drug Benefit plan.
3. Another investigation is underway.
4. Management Oversight
As per the Regional Employee Code of Conduct (Policy No HR02-01) all employees have
the responsibility to report grounds of suspected fraud, breach of trust and other forms of
wrongdoing to management, up to and including the Regional Internal Auditor.
All fraud allegations are investigated by management or Internal Audit and controls are
assessed to mitigate any future risk exposures to the Region of Peel.
Management is responsible to manage the risk of fraud by establishing effective controls in
their program. The level of control implemented to mitigate the risk of fraud needs to take
into consideration the cost, risk, likelihood and the impact on service delivery.
Controls to mitigate the risk of fraud are classified into four categories:
1. Directive controls are designed to ensure that a particular outcome is achieved. These
types of controls do not prevent or detect “fraud or abuse” but instead encourage
positive behavior. These are soft controls, embedded in the culture of an organization.
Examples include: policy statements, performance guidelines or a code of conduct.
2. Preventative controls are designed to limit the possibility of an undesirable outcome
being realized. The most cost effective and proactive controls tend to belong in this
category. Examples include separation of incompatible functions whereby no one
person has authority to act without the consent of another, access controls and
passwords are also preventative.
3. Detective controls are designed to identify occasions of undesirable outcomes having
been realized. Their effect is after the event so they are only appropriate when it is
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possible to initially accept the loss or damage incurred. Examples include monitoring
activities, exception reporting and reconciliations.
4. Corrective controls are designed to correct undesirable outcomes which have occurred.
They provide a route of recourse to achieve some recovery against loss or damage.
Examples include insurance and contingency planning for recovery after events that
could not be controlled.
It is management’s responsibility to balance the type of control implemented against the risk
of fraud in their program. Management advised that effective controls are in place. The
employees in question were able to circumvent controls. Management discovered the fraud
events through effective monitoring processes which is a detective control.
Internal Audit will continue to coordinate an annual process to capture and review
allegations of fraud occurring throughout the Region in order to inform Members of Audit
Committee and satisfy the External Audit requirements. A report will be presented to Audit
Committee at the April meeting each year.
CONCLUSION
The survey results and information captured in this report will inform Members of Audit
Committee of the fraud risks and fraud allegations at the Region of Peel in order to address the
requirements of the External Audit. The External Auditors are required to gather feedback from
Members of Audit Committee as part of the professional standards prescribed by the Canadian
Institute of Chartered Accountants.

Michelle Morris, Acting Director, Internal Audit
Approved for Submission:

D. Szwarc, Chief Administrative Officer

For further information regarding this report, please contact Michelle Morris at extension 4247 or
via email at michelle.morris@peelregion.ca.
Authored By: Joan Appleton, CGA, CIA, CRMA, Michelle Morris, CGA, CIA, ACCA, CRMA,
Barb Morris, CMA, CIA, CFE
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REPORT
Meeting Date: 2014-04-17
Audit Committee
For Information
DATE:

April 10, 2014

REPORT TITLE:

REVIEW OF ENGINEERING CONSULTANT CONTRACT EXTENSIONS

FROM:

Michelle Morris, Acting Director, Internal Audit

OBJECTIVE
To inform Audit Committee about the results of the review of Engineering Consultant Contract
extensions that went back to Council for approval between January 1, 2011 and September 26,
2013.
REPORT HIGHLIGHTS
 Engineering consultant contract extensions that went back to Regional Council for approval
between January 1, 2011 and September 26, 2013 were reviewed by Internal Audit.
 The review revealed that the contract extension requests appear legitimate and were well
explained in each of the contract extension reports submitted to Council.
 Actions on how to better inform Council about construction projects as well as how
processes related to the ongoing management of engineering contracts will be developed
and implemented by Public Works and Purchasing. This includes developing and
implementing:
o An annual Purchasing Report Card that will provide information and statistics related
to the Purchasing By-law and the procurement function at the Region,
o An annual Public Works Report Card that will provide information about the status of
all substantially completed public works projects at the Region, and
o Working with the Consulting Engineers of Ontario to develop ideas and strategies on
how to improve engineering related procurement processes and procurement
methodologies.
DISCUSSION
1. Background
At the April 18, 2013 Audit Committee meeting, the Committee requested that Internal Audit
undertake a review of engineering consultant services contracts that went back to Council
for extension approval. Staff from Internal Audit, Public Works and Purchasing met with the
Regional Chair in May 2013 to further clarify the review scope. Chair Kolb requested that
staff provide Council with more information on how:



Council, Senior Management and Regional Project Managers can acquire more trust
and confidence in the work provided by Engineering Consultants,
Staff can keep Regional Council more informed about the status of larger capital projects
throughout the life of these high impact construction projects, and
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How staff can improve processes around the ongoing management of engineering
consultant contracts.

As a result, Internal Audit held a preliminary planning meeting with senior staff from Public
Works and Purchasing in September of 2013. During that meeting, it was decided the focus
of the review would be on Engineering Consultant contracts that went back to Council for
extension between January 1, 2011 and September 26, 2013. Ideas to increase
communication with Council about large construction projects as well as how processes
could be improved were also discussed. A summary of the Regional Council reports
reviewed and the observations from the review are noted below.
2. Council Report Review
As indicated above, Internal Audit reviewed engineering consultant contract extension
requests that went back to Regional Council for approval between January 1, 2011 and
September 26, 2013. During this period, staff brought 15 reports forward to Council to seek
extension approvals in the amount of $9.5 million on contracts originally awarded prior to
January 1, 2011 for $32.4 million.
Of the contracts mentioned above, Internal Audit also noted seven instances where
extensions totaling $2.1 million were made prior to January 1, 2011.
Lastly, there were also 75 new engineering consultant contracts awarded for $62.4 million
between January 1, 2011 and September 26, 2013; none of these new contracts went back
to Regional Council for extension approval during the review period. A table summarizing
the results of the review is included below:
Observations during
Jan. 1/11 to Sep. 26/13
review period

Reports
brought
forward

Extensions
made prior
to Jan. 1/11

Original
Contract
Amount

Extension
Amount

Number of Engineering
Consultant Contract Reports
that went back to Council for
extension approval

15

-

$32.4 M

$9.5 M

Number of same Engineering
Consultant Contracts where
extensions made prior to
Jan. 1/11

-

7

-

$2.1 M

New Engineering Consultant
Contracts awarded

75

-

$62.4 M

-
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3. Observations
The 15 Council reports seeking extension approval were reviewed by Internal Audit for
clarity. The following observations were noted:







Reasons for requesting contract extensions can be grouped into two categories:
o change in work scope, and
o addition to original work scope
Each contract extension request was unique and the rationale for each request was
included in each of the 15 contract extension reports reviewed
Reasons for the contract extension requests appear legitimate and were well explained
in each of the 15 contract extension reports submitted to Regional Council
Engineering consulting contracts do not come back to Regioanl Council for extension
often, and
Four out of the 15 reports brought forward for extension approval totaling $4.7 million (49
percent of the $9.5 million in extension requests), were related to the Hanlan
Feedermain project.

4. Proposed Actions
Ideas to increase communication with Members of Council about large construction projects
as well as how processes could be improved were discussed and considered by Public
Works and Purchasing. Below is a summary of the proposed actions to increase
communications and improve processes related to the ongoing management of engineering
contracts and consultants:




Purchasing will develop and implement an annual Purchasing Report Card that will
provide information and statistics related to the Purchasing By-law and the procurement
function at the Region of Peel,
Public Works will work on the development and implementation of an annual Public
Works Report Card that will provide information about the status of all substantially
completed public works projects at the Region, and
Public Works will work with the Consulting Engineers of Ontario to develop ideas and
strategies on how to improve engineering related procurement processes and
procurement methodologies.

CONCLUSION
Internal Audit reviewed 15 engineering consultant reports that went back to Regional Council for
extension between January 1, 2011 and September 26, 2013. The review revealed that the
contract extension requests appear legitimate and were well explained in each of the contract
extension reports submitted to Council.
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Staff from Public Works and Purchasing have also met and have developed actions to better
inform Council about the status of capital projects on an ongoing basis as well as identify
strategies on how to improve processes related to the ongoing management of engineering
consultant contracts.

Michelle Morris, Acting Director, Internal Audit
Approved for Submission:

D. Szwarc, Chief Administrative Officer

For further information regarding this report, please contact Michelle Morris at extension 4247 or
via email at michelle.morris@peelregion.ca.
Authored By: Jennifer Weinman, CPA, CA, CIA, CRMA, Frank Medeiros, CIA, CRMA, Lynn
Guo, MBA, CIA
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