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Highlights

On October 2, 2019, Vancouver's City Council decided to establish an independent Auditor General for the
City of Vancouver to be based on “best practices, insights and experience observed in other major
Canadian cities that have municipal Auditors General.” This is an important step in maturing and
modernizing accountability for the citizens of Vancouver. The creation of municipal auditor general
functions in Canada is relatively recent and we believe Vancouver City Council has the opportunity to learn
from these experiences and to be on the leading edge of effective accountability in Canada.

Auditors general exist in Halifax, Ottawa, Montreal (and all cities in Quebec
with a population greater than 100,000), Toronto, all provincial legislative “Auditors general play a

assemblies, the Parliament of Canada, and throughout Commonwealth unique role in fostering
countries. Auditors general play a unique role in fostering public sector public sector
accountability. They share a common purpose: To provide citizens with accountability. They share

independent assurance and objective information about whether a common purpose: To
provide citizens with

independent assurance
and objective information

governments are appropriately stewarding public money, spending resources
as intended, and delivering public services effectively. This information allows
elected representatives (city councillors, members of legislative assemblies,
and members of Parliament), on behalf of citizens and constituents, to hold

about whether
governments are

the public service accountable for its performance and to improve public appropriately stewarding

services. Virtually all auditors general in Canada are mandated to carry out public money, resources
performance audits of organizations, programs, and services. are being spent as

intended, and public
There are other audit models and types used in Canadian municipalities. services are being

These include internal auditors, who serve management and examine risk
management, governance, and internal controls, and financial statement

effectively delivered.”

auditors (often private sector accounting firms), who examine the reliability
of the municipality’s financial statements. These audit models and types can work effectively together for
the strongest governance because they each serve different, not overlapping, purposes.

While the primary and inherent value of an auditor general is to provide independent assurance of the
stewardship of public funds, many auditor general institutions see themselves as agents of change and seek
to have additional value, or impact. Nearly all auditor general offices show the impact of their work in some
way. This assures taxpayers of the direct value they receive in return for money invested in an audit office.
Offices use several methods to demonstrate value. Some are focused on financial savings; others are
focused on efficiency, improved public services, better controls, or more effective governance.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 4
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Vancouver City Council’s choice of an auditor general

“Th fundamental characteristi . .- .
e most fundamegieliEigEeISiie model has important implications for the design, mandate,

and principle of the auditor general e
princip 9 and placement of the new institution as well as for the

model is independence”

profile and recruitment of the individual who will occupy
the post. This is because the auditor general model for
public sector audit is well-defined and time-honoured, based on globally recognized principles and
practices that need to be incorporated into the design and ongoing operation of Vancouver’s Auditor
General Office. These principles are fully described in the report. The most fundamental characteristic and
principle of the auditor general model is independence. In calling for the creation of an “independent”
Auditor General for the City of Vancouver, Council has accented the importance it places on
independence.

Councdil’s choice of an auditor general model also has implications for Council’s oversight role in relation to
the work of the Auditor General. This is because the effectiveness of the auditor general model relies on

councillors receiving and reviewing audit reports, conveneing public meetings in relation to the work of the
Auditor General, and holding City management accountable for taking action to implement
recommendations made by the Auditor General in audit reports.

City Council has engaged the Canadian Audit and Accountability Foundation (CAAF) to assist it in creating
the new Auditor General Office for the City of Vancouver (AGO Vancouver). This report sets out our
conclusions and includes

= relevant contextual information about municipal auditing and oversight in Canada

= principles and good practices that influence the design and operation of AGO Vancouver and the
oversight role of Vancouver City Council

= the main “building blocks” involved in creating a new audit institution and the pathway of actions
and decisions that City Council needs to consider

= recommendations where appropriate

This report was written by an internal team at the Foundation, drawing on our in-house expertise and
research specifically carried out for this project. In addition, we worked with a group of external advisors
comprising six current and former municipal auditors general. Our advisors provided insight into how
practices work in their offices and reviewed the paper to provide feedback. In addition, we interviewed the
head of the Internal Audit Division, the Chief Risk Officer, and the City Manager in the City of Vancouver.
We gathered comparative information from four cities that have an auditor general—Halifax Regional
Municipality, Ottawa, Montreal, and Toronto—and have included this information throughout the report,
where relevant.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 5
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Pathway toward the Office of the Auditor General Vancouver

There is no blueprint or recipe book on how to establish a new auditor general institution. But there are
recognized principles, good practices, and decades of experience to build on. In this report we describe
those that are most relevant for establishing the new AGO Vancouver.

The figure below depicts the “building blocks”—the actions and decisions required—for creating and
sustaining AGO Vancouver. We have organized these into four main categories: building the foundation,
putting the pieces in place, getting up and running, and improving public administration. These actions and
decisions appear in rough order of sequence—a pathway—recognizing that some of these activities are
iterative and can occur in parallel. It should be recognized that the AG office will need time to get up and
running prior to producing reports.

Building Blocks on the Pathway to Creating AGO Vancouver

ob>

BUILDING
FOUNDATION

GETTING UP

AND RUNNING
(LED BY NEW AG)

) Establish legal basis

) Determine resources/budget

) Recruit and train staff

» Determine audit practices,
standards, office policies

000

(NN

IMPROVING PUBLIC
ADMINISTRATION

G

PUTTING THE ) Recruit/appoint Auditor General » Conduct and report audits
PIECES IN PLACE . L
)» Determine administrative arrangements

) Decide on premises and corporate services

To build the foundation, City Council needs to first establish the Office’s legal basis and mandate. The
choice of legal instrument to be used is a decision for City Council. If the new Office is created by a bylaw
pursuant to powers under the Vancouver Charter, the bylaw needs to contain a number of provisions that
are described fully in the report, including those related to independence. These provisions include:

= appointment, removal, and tenure of the Auditor General

= mandate and scope

= unrestricted access to information

= protection of audit files and working papers

= freedom to choose the content and timing of public reports
* financial and administrative autonomy

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 6
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A second order of business in building the foundation is determining the budget. Recognized principles
require that AGO Vancouver have the appropriate human, material, and monetary resources to carry out its
mandate. We recommend that the budget not be set arbitrarily but be based on the considerations set out
in this report. Council may decide to grow the new institution to full capacity over a period of months or
years. In such a case, the start-up budget may be different than the final budget.

The primary driver in determining the overall budget will be the staff salary and benefits. We believe that
AGO Vancouver will require 8 to 10 full-time equivalents (FTEs) of professional audit staff, including the
Auditor General, as well as appropriate administrative support. The salary and benefits of the Auditor
General should be commensurate with the salary structure for City senior managers. Other important
considerations include the extent to which the Office’s budget must cover costs such as maintaining
separate office premises, legal advice, information technology (IT) infrastructure, and corporate services
such as human resources, communications, and finance. For an Office the anticipated size of AGO

Vancouver, it may make sense to rely on the City for shared services and premises, as long as threats to
independence are managed. Other budget elements include such things as staff training, contracting
subject matter experts, publishing, office supplies, licensing fees and professional dues.

Once the bylaw has passed and the budget has been determined, attention should shift to putting the
pieces in place. First and foremost, recruitment of the Auditor General can begin. The Auditor General’s
appointment should be addressed in the bylaw that creates the position and Office, and independence
should be applied in the recruitment process. We recommend that a hiring panel be created to lead the
recruitment process. This panel should include members of City Council as well as external advisors, such as
former auditors general at the municipal, provincial, or federal level. City management should not
participate in the hiring panel.

AGO Vancouver, like any independent audit office, requires financial, managerial, and administrative
authority as well as the appropriate human, material, and financial resources to discharge its
responsibilities. These provisions would not normally be in the legal basis for the Office. Rather, these
would be addressed in administrative arrangements between the Office and the City. The principle of
independence also carries through to the administrative arrangements to support the new institution and
the degree of financial, managerial, and administrative autonomy provided to the Office. As noted above,
these administrative arrangements could include common services provided by the City, such as human
resources management, payroll, IT, and accommodations.

Getting the new Office up and running requires many steps, to be led by the Auditor General. These
include staffing the balance of positions in the Office, deciding which professional standards the Office will
adhere to, developing various policies and the audit methodology, and managing relationships with
Council, City management and citizens.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 74
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Pathway toward the Audit Committee of Council

Vancouver City Council’s decision to create an independent Auditor General has important implications for
the role and mandate of City Council itself. City council becomes the
“oversight body” for the Auditor General’s work. Oversight by > “Oversight by elected bodies is an
elected bodies is an important part of the auditor general model and important part of the auditor

of demonstrating accountability. In many municipalities, this general model and of

oversight is exercised by a committee of council, commonly known demonstrating accountability.”

as an audit committee. On behalf of council, audit committees are
responsible for receiving the reports of the auditor general and for holding City management accountable
for correcting deficiencies and implementing the Auditor General’s recommendations. To uphold
independence, city councils (or audit committees) do not exercise oversight of an auditor general’s office

nor of the auditor general individually.

The CAAF has extensively researched good practices to guide the creation and ongoing functioning of
municipal audit committees, based on consultation with auditors, audit committee members, and
professional organizations. These good practices and associated indicators are described in the report and
are consolidated in Appendix C.

The recommended pathway and steps to establish the oversight body are summarized in the figure below.

Pathway to Creating an Audit Committee

Determine mandate Assign resources Legally create the Oversee City

and membership (number  (City staff to support committee and management's

of elected officials and committee process) establish authority lmplementgtltgn of
whether there will be Create a meetin recommendations
external members) schedule (typicaglly Hold meeitngs to from audit reports

four per year) consider the findings
from the auditor
general reports.

City Council must first decide whether it wants to create a new audit committee. A separate audit
committee allows for dedicated time to consider the Auditor General’s work; committee members can
consider the issues in greater depth and bring to the Council as a whole any relevant topics. Exercising
oversight effectively requires time and administrative support, and council will need to ensure that it, or an
audit committee, has the appropriate resources and support and dedicates enough time to complete the
work. If Council chooses not to create a separate audit committee, Council as a whole must act as the
audit committee, and should convene itself as an audit committee to address its oversight responsibilities.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 8
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A key order of business is for City Council to develop a clear statement of responsibilities in relation to the
Auditor General’s work and to embed these in a written mandate, charter, and/or terms of reference for
itself or an audit committee. Samples of audit committee mandates of other municipal audit committees
are in Appendix B.

In many jurisdictions, much of the work of audit committees is conducted in public meetings because they
are important for transparency and accountability. They are the committee’s chance to do the following:

= engage publicly, in a constructive way

» focus on and understand the audit findings

= ensure there is a shared understanding of how any identified issues will be resolved
= get clarity on when and how recommendations will be implemented

City Council, or its audit committee, should develop a system of follow-up to ensure audit

recommendations are implemented. This can include requesting action plans from management by a set
time after an audit is released. Action plans have the following benefits:

= help the citizens and councillors understand how, and by when, management plans to address the
audit recommendations

= support the follow-up process by providing a blueprint for what management plans to do

= help to ensure that councillors and management have a shared understanding of the audit
recommendations and what steps will be taken to address them

City management should be required to report regularly to the committee on its progress on implementing
the action plans.

Vancouver’s Internal Audit Division

Although this report is focused on how to create the new AGO Vancouver, we were asked by Council’s
“Informal Working Group” to consider the implications that creating this new institution may have on the
City’s existing Internal Audit Division (IAD). Driven in part by concerns over potential duplication of effort,
and the cost of maintaining both organizations, questions have arisen as to whether IAD should be merged
with AGO Vancouver, retained as is, or eliminated altogether.

The Internal Audit Division is part of the City management’s
“three lines of defence” based on the Institute of Internal =

Audit’s Three Lines of Defence in Effective Risk CAAF dafteves e oin Mitemel AUeiions

and auditors general contribute to improved

Management and Control framework. This model is widely ) = , o
public administration, accountability, and

used by private and public sector organizations around the
world as part of an overall approach to strengthen risk
management and internal controls. Internal audit is the
third line of defence and provides assurance on the effectiveness of governance, risk management, and

good governance.”

internal controls. In effect, internal audit gives management insight into how an organization is running.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 9
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In our view, the option of combining the two roles and functions into a single organization is unsound and
should not be pursued: Internal auditors and auditors general differ too greatly in their core purpose and
client. Auditors general serve citizens by providing independent assurance over stewardship of public funds.
Internal auditors serve management by providing audit and advisory services to help their organization
achieve its objectives.

In principle, the CAAF believes that both internal auditors and auditors general contribute to improved public
administration, accountability, and good governance. Therefore, we believe the question of whether to retain
or eliminate the IAD is more a question of cost and perceived affordability than it is of value and importance.
Said another way, from the standpoint of effective public administration, there are compelling arguments in
favour of retaining the IAD as a management tool for the City administration. If Council decides to create the
new Auditor General institution and to retain the IAD, both organizations need to be properly and fully
resourced to be effective.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 10
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Introduction

Public sector auditing is practised throughout the world, in local, provincial/state, and national jurisdictions.
It is an indispensable component of good governance and public sector accountability. Many large
Canadian municipalities have an audit function; a few have an independent auditor general function.

On October 2, 2019, the City of Vancouver Council passed a motion to establish a new audit function, an
independent Auditor General Office for the City of Vancouver (AGO Vancouver). The new Office is to be
based on “best practices, insights and experience observed in other major Canadian cities that have
municipal Auditors General.” This is an important decision in the maturity and modernization of public
sector accountability in Vancouver, and City Council is now moving to implement its decision with the
support of the City administration.

Council’s decision to adopt an auditor general model over other auditing models has important

implications for the new institution’s design, mandate, and placement as well as the profile and

~ recruitment of the individual who will occupy the post. This is because the

> “The auditor general auditor general model for public sector audit is well-defined and time-
model for public honoured, based on globally recognized principles and practices that need

SeCFor audit 'S, el to be incorporated into AGO Vancouver's design and ongoing operation.
defined and time-

honoured, based on Council’s decision to establish an Auditor General also has implications for

globally recognized . . . , . .
Y. ; its future oversight role in relation to the work of the Auditor General. This
rinciples an . . . .

princip is because the effectiveness of the auditor general model relies on

practices.”

councillors to do the following:

= receive and review audit reports

= hold public meetings in relation to the work of the auditor general

= hold city management accountable for taking action to implement recommendations made by the
auditor general in audit reports

In this report, we refer to the new organization as an audit “institution” or “office” to be consistent with
the terminology used around the world as well as to distinguish the institution from the individual. We
refer to the new institution as the “Auditor General Office for the City of Vancouver,” or “AGO
Vancouver.”

There is no blueprint or recipe book on how to establish a new auditor general institution. The most
recently created municipal audit general institution in Canada was the Office of the Auditor General of the
Halifax Regional Municipality (2009). In designing a new institution, the City of Vancouver can draw on the
experience of this and other municipal auditors general in Canada as well as on recognized principles and
good practices, but ultimately the design needs to fit the City's unique circumstances.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 11
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City Council has engaged the Canadian Audit and Accountability Foundation (CAAF) to assist it in creating
this new institution. Using in-house expertise, and our research and consultation with advisors, our

objective is to provide Council with a research report that does the following:

= Provides relevant contextual information about municipal auditing and oversight in Canada.

» |dentifies recognized principles that influence the design and operation of auditor general offices in
Canada and around the world and describes the implications of these for AGO Vancouver.

» |dentifies recognized principles and good practices affecting the role and effectiveness of municipal
oversight bodies in Canada (typically the audit committee of a city council) and describes the
implications of these for Vancouver City Council.

= Describes the main “building blocks” involved in creating a new institution, including:

the legal basis, including terms of reference (mandate, scope, and functions), protections
for independence, access to information, and reporting

the budget and staffing model

administrative arrangements

recruitment of the Auditor General and staff

premises and corporate services

professional audit practices

roles and responsibilities of an audit committee

= Qutlines a pathway of required actions and decisions to be taken by Council and City

administration, options for Council to consider, and specific recommendations where appropriate.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 12
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Background and Context

Auditing and Oversight in Canadian Municipalities

There are several audit models or functions in municipalities across Canada. While they share some
similarities, they also have significant differences, including the degree of independence, the nature of their
mandate, the types of audits conducted and subjects audited, and most importantly, their core purpose
and client. These are explained in the sections that follow.

The creation of municipal auditors general in Canada is a relatively recent development. For example,
Toronto's was established in 2002, Ottawa’s in 2004, and Halifax Regional Municipality’s in 2009. The role
of Montreal’s existing auditor general was significantly amended in 2002 to increase its independence.
Following the adoption of an act in 2018, all municipalities in Quebec with a population greater than

100,000 are now required by provincial law to have an auditor general.

While these auditor general functions respond to the unique circumstances of municipal governments, they
all have roots in auditor general functions found in the provinces and federal government. Auditors general
have been part of Canadian public administration and accountability for more than 140 years, dating back
to 1878, when Canada’s first independent Auditor General was appointed. In this report, we refer to the
provincial, federal, and international experiences to help the reader understand good practices for the
auditor general model as they have guided the development of municipal auditor general functions in
recent years.

Typical Audit Models

This section will explain the most common models and the key differences among them. Their roles and
mandates, as well as the degree of independence they have from management, vary across models.
Among other things, the degree of independence drives the reporting relationship, budget, and who sets
(or can influence) the “annual audit plan” (that is, the subjects and number of audits to be carried out in a
given year).

CAAF believes that the most effective governance arrangements will, depending on capacity, integrate and
rely on the work of the private sector accounting firm, internal audit, and the auditor general.

Auditor general model

The roots of municipal auditor general functions in Canada lie in Canada’s Parliament and in provincial
legislative assemblies, where the federal and provincial auditors general, parliamentary oversight
committees, and government departments operate together to form a “system of accountability.”
Ultimately, it is elected officials who are accountable for the use of public resources and delivery of public
goods and services. The parliament or legislature provides authority and public resources to government
departments and agencies which in turn steward those resources, deliver goods and services, and report on
their use and performance.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 13
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In this system of accountability, auditors general play a unique and special role in fostering transparency
and accountability. Being fully independent from both government and the legislature or Parliament, they
share a common purpose: To provide citizens and their elected representatives with independent assurance
about whether governments are appropriately stewarding public money, spending resources as intended,
and effectively delivering public services.

The federal and provincial auditors general conduct different types of audits of public sector departments
and agencies, including performance audits and attestation audits of the government'’s financial statements
(often known as the “Public Accounts”). They report audit results publicly and to the legislature or
Parliament. Auditors make recommendations for improvement after focusing on public administration—
examining the activities of public servants and managers, not ministers and other elected officials.

Information contained in audit reports allows elected representatives, on behalf of citizens and

constituents, to oversee and hold the public service accountable for its performance and to improve public
services. On behalf of Parliament or the legislature, it is usually the Public

Accounts Committee (or equivalent) that holds departments accountable p
for correcting deficiencies and implementing the auditor general’s are responsible for ensuring

Elected officials, not auditors,

that management implements
recommendations from audit

recommendations.

In municipalities, the governance dynamic is completely different than in reports.

provincial legislative assemblies or Parliament. There are no “legislative”

and “executive” branches, or ministers, and often no political parties. Furthermore, elected councillors have
a closer and more direct relationship with city management, and both councillors and management are
very accessible to the taxpayer.

And yet, the fundamental principles of public sector accountability still hold. Elected city councillors are
accountable to constituents for their use of public resources, and they approve spending by city
departments and agencies, who in turn deliver public goods and services. After spending the money
entrusted to them, departments and agencies are obliged to report back on how the money was used and
what results were achieved. This obligation to answer for actions taken forms the basis of an accountability
relationship between public administrators and elected councils.

Like their federal and provincial counterparts, municipal auditors general are independent from
management and council and play a special and unique role: They provide citizens with independent
assurance of the administration’s performance and use of public funds. Audit findings are reported publicly
and to the council or the audit committee of council. This allows council members, on behalf of
constituents, to hold departments and managers accountable. Audit reports provide insight into how
publicly funded organizations operate and how programs are being administered. Citizens and elected
officials can rely on the information in audit reports as reliable and fact-based.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 14
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The legal basis and mandate of municipal auditors general are laid out in provincial laws and/or municipal
bylaws. These vary across jurisdictions. There are many safeguards to protect independence, such as a
fixed-term appointment, freedom and authority over audit planning and reporting, and budget protection.
In some jurisdictions, council reviews (but does not approve) the audit plan and the auditor may conduct
audits based on council’s request (if the plan permits), but they are not required to.

In the municipal auditor general model, oversight by the city council is
crucial. Each city council in our study has established a committee of - Auditors general are independent.
council, to exercise oversight on its behalf. It is usually the They report to council, but
committee’s responsibility to oversee whether and how management councillors cannot direct their work.
is taking actions to address the auditor’s recommendations. Audit
committee members, as busy elected officials, can get the most out of audit reports when they have
institutional staff who help them throughout the inquiry process.

Audit committee members are expected to read and develop an understanding of what is in the audit
report, and they may explore any shortcomings identified in the report. For example, they may ask for
additional information and clarification from the auditor, and they may meet with management to discuss
how it plans to address the audit recommendations. The audit committee often reports back to the entire
council with its own recommendations.

Municipal auditors general do not offer consulting or advisory services because this can be a threat to their
independence from management. They do often house fraud and waste hotlines that support greater
transparency in their community. As explained further below, their audits can focus on performance or
value-for-money (economy, efficiency, and effectiveness), compliance and/or financial statements
depending on their mandate.

Fraud and waste hotlines

Many municipal audit offices have responsibility for maintaining a fraud and waste hotline or
whistleblower program. These programs allow city employees or members of the public to submit
anonymous information, tips, or complaints on suspected or witnessed instances of fraud or waste.

These programs need to ensure that the identity of those submitting information to the hotline will
remain confidential, and that the matter will be looked into by an independent and unbiased
investigator.

As an independent office within the municipality, the Auditor General is in the best position to serve
this role. Information obtained through the hotline will also inform their own risk assessment and
audit planning.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 115
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Internal audit model

In Canada and around the world, public sector internal auditing contributes to effective public
administration and good governance. The practice of internal audit is governed by the professional
association The Institute of Internal Auditors, or IIA. According to the IIA, “internal auditing is an
independent, objective assurance and consulting activity designed to add value and improve an
organization’s operations ... bringing a systematic, disciplined approach to evaluate and improve the
effectiveness of risk management, control, and governance processes.”!

Internal audit is part of the lIA’s Three Lines of Defence in Effective Risk Management and Control
framework. The three lines of defence model is widely used by private and public sector organizations
around the world, including the City of Vancouver, as part of an overall framework aimed at strengthening
risk management and internal controls. The model is based on best practices that can help organizations
systematically delegate and coordinate essential risk management duties. The three lines of defence are:

1. operational management
2. risk management and compliance functions
3. internal audit function

Operational management is the first line of defence and is responsible for maintaining effective internal
controls and for executing risk and control procedures on a day-to-day basis. As a second line of defence,
the organization establishes various risk management and compliance functions to ensure the first line of
defence is properly designed, in place, and operating as intended.

The third line of defence, internal audit, provides assurance on the effectiveness of governance, risk
management, and internal controls, including the manner in which the first and second lines of defence
achieve risk management and control objectives. In effect, internal audit gives management insight into
how an organization is running. While internal auditors generally look at control environments, their audits
may address matters typically associated with performance and compliance audits. Internal auditors also
often provide consulting services, where they give advice on how an organization can improve certain
functions (such as governance, risk management, and control).

While internal auditors provide a high level of independence and objectivity within an administration, they
are internal to management. Internal auditors typically report to management, or a committee of members
of the management team. This reporting relationship means that management can direct the work of an
internal auditor, including the annual work plan, which is approved by the audit committee, council, or
management, depending on the jurisdiction. Once approved, the auditor will have independence to
conduct the work. In some jurisdictions, internal audit reports are provided to the City Council and the
public.

! “Definition of internal auditing,” The Institute of Internal Auditors, https:/na.theiia.org/standards-guidance/mandatory-
guidance/Pages/Definition-of-Internal-Auditing.aspx, accessed 15 May 2020.
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City auditor model

Some Canadian municipalities have a “city auditor,” including Calgary, Edmonton, and Winnipeg. The city
auditor is a distinct model that combines elements of the internal auditor and the auditor general models.
Mandates of city auditors can vary significantly. They tend to have administrative independence. Their work
plans tend to be approved by the audit committee or council. They usually report to council, or a
committee of council. In addition to audit work, the city auditor provides consulting services on topics such
as governance, risk, and control, if requested by the council or the city manager. Their audit reports are
presented publicly to council in the interest of transparency.

Private sector accounting firms

Large municipalities in Canada are commonly required to prepare annual financial statements and to have
them audited by an external organization. While the statements are prepared by management, the audit
results are reported directly to council or the audit committee of council. In many municipalities, the audits
of financial statements are carried out by private sector accounting firms. The firms are often called
“external auditors” because they are external to city management structure and council. This can cause

confusion because auditors general are also external to management and council. For this report, we will
refer to these external financial auditors as “private sector accounting firms.”
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Types of Auditing

Often when people hear the word “audit,” they think of financial audits, which involve determining the
accuracy and reliability of an organization’s financial statements and whether the statements have been
prepared in accordance with recognized accounting principles. In fact, there are different types of audits
conducted in the Canadian public sector generally and in municipalities specifically. These are explained in
Table 1.

Table 1 - Types of Audits and Who Does What

Private
Sector Firm

Internal
Auditor

Auditor
General

City
Auditor

Performance audit

Efficiency, economy, and effectiveness of
programs, services, and departments
Financial statement X* X

Whether a municipality’s consolidated
financial statements are accurate and have
been prepared in accordance with
recognized accounting principles

Internal audit X X
Whether risk management, control, and
governance processes are effective

Compliance audit X X X X

Whether activities and transactions are
following applicable legal requirements as
well as internal codes of conduct, policies,
and procedures

*In some jurisdictions, private sector firms work with the auditor general.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 18




Establishing an Independent Auditor General Office for the City of Vancouver — Final Report

Auditing and Oversight Arrangements in the City of Vancouver

Figure 1 illustrates the current and possible future auditing arrangements in the City of Vancouver. As

shown, Vancouver currently has two audit functions: Annual financial statement audits and internal audit.

management, and internal controls.

l Citizens >'

City Council

Audit Committee

Private Sector
Accounting Firms

Office of the
Auditor General

City Management

1 —
Internal Audit
(risk, governance,
internal control)

The annual financial statements are prepared by City management and are audited by a private sector
accounting firm. Audit results are reported directly to city council. The Internal Audit Division forms part of
City management’s overall approach to risk management and control, using the three lines of defence
model described earlier. This means the IAD is focused on assessing the effectiveness of governance, risk

Figure 1 - Current and Future Auditing Arrangements in the City of Vancouver

On 22 January 2020, City Council received a
briefing from the IAD concerning its role and work
plan, findings and recommendations from internal
audits conducted over the past six years, and the
potential impacts to the IAD of establishing the
new AGO Vancouver.

Some highlights from that briefing? are the
following:

" IAD reports administratively to the Deputy
City Manager and functionally to the internal
audit management team (an internal audit
committee). This team approves the IAD’s audit
work plans and reviews internal audit activities
and results.

* |AD has an annual budget of $890,000 and is staffed by five full-time equivalents.

= |AD’s mandate and operating practices are defined in the Internal Audit Charter.

*  From 2014 to 2019, IAD conducted over 90 audits, including audits of financial reporting (16%),
regulatory compliance (23%), and performance (58%).

= Summaries of internal audit reports are posted on the City's website.

Vancouver City Council does not currently have a dedicated audit committee.

2 presentation to Council on 22 January 2020, City of Vancouver Internal Audit Division.
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Also included in Figure 1 is the new AGO Vancouver in order to show the distinctions between it and the
City’s internal audit and financial statement audit functions. AGO Vancouver and Internal Audit Division in
particular differ in their core purpose and client. The Auditor General serves citizens and elected bodies by
providing independent assurance over stewardship of public funds. The IAD serves management as part of
its overall approach to risk management and control.

What AGO Vancouver could look like

* |sindependent from both City Council and City administration.

* Has an audit staff of 8 to 10 full-time equivalents.

» The Auditor General’s term is a minimum of 7 years, non-renewable.

* |s mandated to conduct performance audits of public financial management, value-for-money,
all expenditures, and to “follow the money.”

= Shares IT and HR services with the City (with provisions to protect security and independence).
* Has separate premises.

The Nature of Performance Auditing

Vancouver City Council’s motion directed that the new institution be based on best practices and
experiences in Canadian cities that have an auditor general. A key implication of this is that the new Office
should be mandated to conduct performance audits, also termed “value-for-money” audits in some
jurisdictions. Performance audit is practised by auditors general globally and at the federal, provincial, and
municipal levels in Canada. This is evidenced by the CAAF’s Audit News database, which currently holds
approximately 7,000 performance audit documents from 57 jurisdictions around the world.

Performance audit is well defined in the international and Canadian auditor general community. It is
universally known as an examination of whether government expenditures, programs, and organizations
are performing in accordance with the principles of economy, efficiency, and effectiveness, also known as
the “three E's.”

= Economy is about getting the right inputs, such as goods, services, and human resources, at the
lowest cost.

= Efficiency is about getting the most from available resources, in terms of quantity, quality, and
timing of outputs or outcomes.

= Effectiveness is about meeting the objectives set and achieving the intended results.
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The three E’s provide auditors general a wide variety of subjects to audit. As well, through the lens of the
three E's, performance audits often look at the following areas and ask the following types of questions:

Results

= Are intended results being achieved?
= Are organizations monitoring and reporting on their own performance?

Systems and processes
= Are management systems and internal controls well designed and operating as intended?
Risk management

* |s the organization appropriately managing significant risks related to achieving program outcomes
and safeguarding public funds?

Governance and oversight

* Do organizations have effective governance practices and regimes?
= Are oversight bodies effectively discharging their responsibilities?

In some jurisdictions, performance audits integrate elements of compliance. That is, they determine
whether the program or organization being audited is operating in accordance with applicable legislation,
bylaws, policies, and specified authorities. In other jurisdictions, compliance audit is considered a separate
type of audit.

Performance audits focus on public administration, the implementation of policy and programs, and the
delivery of public services. They do not assess the merits of policy, the adequacy of program resources, or
the actions of elected officials.
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Establishing the Office of the Auditor General

As noted earlier, there is no blueprint or recipe book on how to establish a new Auditor General institution,
but there are a number of guiding principles and experiences to build on. This section is broken into two
subsections: one that looks at these principles and a second that focuses on the building blocks and
pathway to creating the new Auditor General Office for the City of Vancouver. We felt it would be
important and helpful to distinguish between the theory and the practical application to the City of
Vancouver.

Guiding Principles

Auditors general are a feature of the Westminster parliamentary system and exist in virtually all
Commonwealth countries, at national and provincial/state levels. Internationally, auditors general and their

equivalents are known collectively as supreme audit institutions.

“Auditor General” is not simply a job title, it is a model of public sector audit that carries expectations for
its design and ongoing practice, backed by professional standards. The design and operation of auditors
general are guided by a number of globally recognized and interrelated principles developed by the
International Organization of Supreme Audit Institutions, or INTOSAI.? These are described below. The
Canadian Audit and Accountability Foundation believes that these principles apply to municipal auditors
general in Canada and are relevant for the establishment of AGO Vancouver.

Legal Mandate

Audit institutions require a statutory or legal framework that enshrines the mandate, functions, and
independence of the institution and the individual. Many of the other guiding principles set out below need to
be incorporated into the legal framework. In some countries, the position and function of the auditor general
(or equivalent) is contained in the Constitution, telegraphing the importance of the role. In Canada, at the
federal and provincial levels, this legal framework is dedicated legislation, such as an Auditor General Act.

Independence

The most important principle that governs the design and operation of auditors general is independence.
This is evidenced by INTOSAI's 1977 Mexico Declaration on Independence, the first declaration by the
global auditing community. It sets out the importance and elements of independence for supreme audit
institutions.

3 These principles come from the Lima Declaration and International Standards of Supreme Audit Institutions 12.
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Independence has many dimensions, such as having the following:

= security of tenure > The principle of independence means
= legal immunity in discharging responsibilities that AGO Vancouver must be

= freedom to decide on the content and timing of reports independent from both City

= unrestricted access to information administration and City Council. For

example, City administration should

= financial, managerial, and administrative autonomy . .
not control or influence the Office’s

budget, staffing, or mode of reporting
and City Council should not direct the
subjects to be audited or the content
of audit reports.

= appropriate human, material, and financial resources

In Canadian jurisdictions, the provincial and federal auditor general
is an officer of and reports directly to Parliament or the legislative
assembly. This means the auditor general is independent from the
executive branch (and therefore does not report to a minister) and
from the public service (often referred to as “management”). While legislative assemblies in Canada
appoint the auditor general, they do not oversee or control the work of the auditor general. For example,
they do not approve audit plans or the auditor general’s job performance. In Canadian municipalities,
auditors general are independent of city council and management.

Sufficiently Broad Mandate and Full Discretion in Discharging that Mandate

The mandate given to auditor general institutions varies from jurisdiction to jurisdiction and is determined
by the elected body. Auditor general institutions are commonly empowered to audit the following:

= use of public monies, resources, or assets by a recipient or beneficiary regardless of its legal nature

= economy, efficiency, and effectiveness (performance) of government or public entities’ operations
and programs

= collection of revenues owed to the government or public entities

= legality and regularity of government or public entities’ accounts

= quality of financial management and reporting, otherwise known as public financial management

Except when specifically required to do so by legislation, auditor general institutions do not assess the merit
of government policy but restrict themselves to the audit of policy implementation.

While respecting the laws enacted by the legislature that apply to them, auditor general institutions should
be free from direction or interference from the legislature or the executive in the following:

* selection of audit issues
= planning, programming, conduct, reporting, and follow-up of their audits
= organization and management of their office

Auditor general institutions should not be involved in or be seen to be involved in the management of the
organizations that they audit.
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Unrestricted Access to Information

Auditor general institutions should have powers to obtain timely, unfettered, direct, and free access to all
the necessary information, documents, records, and data needed to properly discharge their statutory
responsibilities. This includes all forms of electronic information.

In practice, provincial and federal governments have created some exceptions to unfettered access, such as
certain types of information presented to cabinet for decision making. Such exceptions to access are usually
not included in the governing legislation. Some provincial legislation and municipal by-laws include
unfettered access for auditors general to information. Some auditor general institutions are compelled by
their legislation to report to their respective legislatures when access to information is unduly restricted.

Content and Timing of Audit Reports

Auditor general institutions should have both the right and obligation to report on their work and should
not be restricted from doing so. Reporting on audit results means making them publicly available in a

timely manner, using accessible language.

Typically, auditor general institutions are free to decide on the timing of their reports except where specific
reporting requirements are prescribed by law. Most auditor general institutions are required to report at
least once a year on their audit work. Many auditor general institutions report more frequently than
annually.

Auditor general institutions should have the freedom to decide on the subject matters to be audited and to
decide the content of their audit reports. Auditor general institutions are free to make observations and
recommendations in their audit reports.

In practice, this freedom means that the legislature or its oversight bodies (such as the Public Accounts
Committee) should neither direct specific subjects to be audited nor approve the audit office’s annual work
plan. That said, in many jurisdictions there is a provision in the governing legislation for elected bodies to
make special requests for audits or investigations, although even then the institution has no legal obligation
to carry out such audits.
In some municipalities,

The Scope of the Auditor General’s Mandate the auditor general’s

. . mandate excludes the
As noted above, the mandate of an auditor general should be sufficiently broad and

audit of city funded

cover a wide range of activities. The scope of the auditor general’s mandate, that is, organizations such as

who and what is subject to audit, should also be broad. An auditor general is often police services,

given a broad “follow-the-money” mandate. This means that they are empowered to libraries, public health,
audit all public monies directly or indirectly spent by the public administration as well as and city-owned utility

monies given to recipients of grants and contributions. corporations

Typically, the governing legislation or bylaw for the federal, provincial and municipal auditor general
institutions identifies which organizations are subject to audit or those that may be excluded. Even where
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there are specific exclusions, the auditor general may still be able to conduct audits under certain
circumstances, such as by request of the entity’s governing body or with the legislature’s approval.

Financial and Administrative Autonomy and Sufficient Resources

Auditor general institutions should have access to the human, material, and monetary resources required to
carry out their mandate. Neither the executive nor public administration should control or direct the access
to these resources. Auditor general institutions should have the autonomy to manage their own budget
and allocate it appropriately.

Communications and Transparency

Auditor general institutions should communicate effectively with stakeholders by explaining the institution’s
role and responsibilities and helping them understand audit work and results.

Auditor general institutions should also promote transparency and their own accountability by:

= making public the institution’s mandate, responsibilities, and strategies

= adopting good governance practices

= providing an annual and publicly available activity report to the legislature

* conducting a periodic independent review of their own operations and performance

On the last point, in the federal and provincial auditor general institutions, such independent reviews are
known as “peer reviews.” They are carried out by other auditor general institutions.

Building Blocks, Pathway, and Recommendations

Described below are the “building blocks”—the actions and decisions required—for creating and
sustaining a new Auditor General Office for the City of Vancouver. These appear in rough order of
sequence, recognizing that some of these activities are iterative and can occur in parallel. The building
blocks are illustrated in Figure 2.

Figure 2 - Building Blocks on the Pathway to Creating AGO Vancouver

o
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An overarching consideration that runs throughout these building blocks and pathway is the need to
protect AGO Vancouver's independence. As described previously, the fundamental characteristic of the
auditor general model is independence. In calling for the creation of an “independent” Auditor General for
the City of Vancouver, we believe Council has signalled that independence is its key priority.

In this section, we describe the building blocks and make recommendations for the City of Vancouver on its
pathway to creating AGO Vancouver.

Building the Foundation

Establish the legal basis

A first order of business is to establish the legal basis for and mandate of the Office of the Auditor General
of the City of Vancouver (AGO Vancouver). In some Canadian cities, the legal basis is set in a municipal
code or bylaw. In others, it is established by provincial legislation such as an act or charter. The specific

instrument to be used in this instance is a decision for City Council, following the City’s established
processes to create such legal instruments. AGO Vancouver may be created by a bylaw pursuant to powers
under the Vancouver Charter.

The legal instrument (bylaw) needs to elaborate a number of provisions and principles described in the
previous section. Many of these are aimed at safeguarding the independence of AGO Vancouver and are
elaborated in subsequent sections of this report. These include:

= auditor general appointment and removal process

= tenure of appointment

* immunity from prosecution in the performance of normal duties

* mandate and powers and full discretion in discharging the mandate

= scope of monies and entities subject to audit (and any limitations), including recipients of public
funding

* unrestricted access to information, in any and every form

= protection of audit files and working papers from disclosure

= provisions for special requests (non-binding) from City Council

= reporting (freedom to decide on content and timing, provision for issuing special reports)
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Concerning the mandate, we recommend that AGO Vancouver be mandated to carry out performance and
compliance audits that examine:

= use of all public monies, resources, or assets by the City, City-controlled entities, and recipients of
public funding (subject to legislative exclusions)

= economy, efficiency, and effectiveness (performance) of government or public entities’ operations
and programs

= whether expenditures have occurred with proper authorization and according to an appropriation

= quality of public financial management including planning and budgeting, the allocation of funds
to various activities, and the expenditure and accounting for spent funds

We have not drafted provisions for a model bylaw because we assume this will be undertaken by the City
based on its established process and customary terminology. Appendix A contains links to existing bylaws
establishing auditors general and extracts from the legal mandates of auditors general in selected Canadian

cities. Vancouver City Council may wish to draw from these when establishing the legal framework for
AGO Vancouver.

City Council may want to consider establishing a dedicated audit committee with appropriate terms of
reference, possibly enshrined in the bylaw that creates AGO Vancouver. This is addressed in detail in the
section of this report entitled Creation of an Audit Committee of City Council.

According to the legal instrument used in some Canadian municipalities, the auditor general is required to
“inform” city council of its annual audit plan so that councillors and city staff understand what work the
office will focus on. In some cities, the governing legislation or legal instrument calls for Council to
“approve” the plan. A requirement to approve is contrary to the principle of independence and we
recommend against this practice for AGO Vancouver. Should the City of Vancouver wish to include a
provision to inform council on the audit plan, the bylaw should state that no deletions or amendments shall
be made to that plan except by the Auditor General.

It is also important that the legal instrument include provisions to protect audit working papers and files
from disclosure to third parties and to exempt these documents from provincial or municipal freedom of
information legal provisions. This is because in the conduct of audits, auditors general are often provided
information on a confidential basis. The disclosure of such information or sources could threaten the
willingness of auditees to cooperate with the auditor or provide such information and thus hamper the
audit’s effectiveness. As discussed later in this report, it is also important to have information technology
(IT) security measures to protect access to auditor general files.
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Recap of recommendations on the legal basis

* The legal basis for AGO Vancouver (bylaw) should reflect recognized principles designed to
safeguard independence.

= AGO Vancouver should be mandated to conduct performance and compliance audits that
address use of all public monies; the efficiency, economy, and effectiveness of programs and
operations; and public financial management.

*  AGO Vancouver should be provided full discretion in discharging its mandate, including
unrestricted access to information and freedom from interference by City Council or City
management.

= City Council may be informed of but should not approve the annual audit plan of the Auditor
General

»  Audit working papers and files should be protected from disclosure to third parties and

freedom of information legislation.

Determine resources and budget

The second order of business for City Council in establishing AGO Vancouver is determining the budget so
it has the necessary human, material, and monetary resources to carry out its mandate. The CAAF believes
the budget should be based on the considerations set out in subsequent sections of this report and should
not be set arbitrarily. In Quebec the offices budget is equivalent to a set percent of the City’s budget, with
a minimum in place for smaller cities. While the AGO Vancouver may follow the City’s customary
budgeting processes, City management should not have authority or decision-making power over the
Office’s budget.

The primary driver in determining AGO Vancouver's overall budget will be the staff salary and benefits. The
staff size needs to be adequate to support the Auditor General in carrying out the Office’s mandate and
functions. Table 2 provides a snapshot of the most recent annual budgets of some other municipal
auditors general in Canada relative to the size of overall budgets of those cities.
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Table 2 - Municipal Auditors General Budgets

—

Halifax Montreal Ottawa Toronto

City population 440,000 2,100,000 1,000,000 2,950,000
City operating . o o .
budget $965 million $6.2 billion $3.4 billion $13.5 billion
City capital . o - o
budget $164 million $2.0 billion $730 million $3.8 billion

Auditor General
budget

$1.1 million $6.2 million $2.0 million $6.7 million

Auditor General
office (full-time 10
equivalents)*

36 (+ 3 unstaffed 36 + contracted
L 9 + contractors
positions) employees

Based on our research and consultations, we believe that a complement of 8 to 10 full-time equivalent
(FTE) professional audit staff is necessary to effectively discharge AGO Vancouver's audit mandate. Some
municipal auditors general believe that a minimum of 10 professional audit staff will allow the office to
operate with multiple audit teams and to provide the capacity needed for effective supervision, quality
review, and compliance with professional auditing standards. Vancouver’s population is a comparable size
(estimated at 685,885 in 2019) to Halifax and Ottawa, which both have roughly 10 FTEs.

A second key driver in determining the auditor general’s overall budget is operations and maintenance, or
O&M. A key consideration is the extent to which the auditor general’s budget must cover costs such as
maintaining separate office premises, its own legal services and IT infrastructure, and shared corporate
services. These matters are addressed later in this report, but in terms of setting AGO Vancouver’s overall
budget, they are important considerations, both in terms of cost and the implications they have on the
Office’s capacity and independence.

Other elements of an O&M budget include aspects such as staff training, contracting subject matter
experts, publishing and communications, office supplies, licensing fees and professional dues. In the
formative period of the new AGO Vancouver, there may be a need for such one-time O&M investments as
developing the professional practices and Office methodology, initial staff training, and acquisition of
software.

4 Offices rely on permanent internal staff and contracted employees and/or consultants to carry out their operations. This means the number
of FTEs does not necessarily reflect their full HR capacity.
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As described later in this report, performance audits can identify opportunities to realize efficiencies and
cost savings. One question that has arisen during our work is whether some or all of AGO Vancouver's
budget should depend on potential cost savings identified by its audit work. In effect, this would be a form
of cost recovery in which the very functioning of AGO Vancouver would depend on the extent to which it
generates cost savings for the City. We believe this would adversely impact the Office’s ability to provide
assurance, its independence, and the topics chosen for audit, and we would therefore not recommend it.

Recap of recommendations on resources and budget

= AGO Vancouver should be provided with adequate human, material, and financial resources
to meet its mandate.

= The budget should not be arbitrarily set.

= At full capacity, AGO Vancouver should have 8 to 10 professional staff.

= City Council should keep in mind that its decisions regarding premises, IT infrastructure,
administration, and corporate services impact the budget as well as the degree of

independence.
= AGO Vancouver's budget should not depend on potential costs savings identified in the
course of audit work.

Putting the Pieces in Place

Recruit/appoint the Auditor General

As noted under the section Establish the Legal Basis, the Auditor General’s appointment should be
addressed in the legal instrument that creates the position and Office. Independence is a critical part of the
role and this principle should also be applied in the recruitment, appointment, and remuneration of the
Auditor General.

The recruitment process
The process to identify candidates for the position of Auditor General of Vancouver needs to be impartial
and ensure that only candidates with appropriate knowledge, skills, and competencies are considered.

Key attributes of the first Auditor General

Our consultations identified a number of characteristics, skills, and attributes that would be beneficial
for an auditor general to possess. These key attributes are the following:

= experience in conducting and leading performance audits

= experience in municipal government and/or an awareness of the unique culture and
challenges inherent in local government

= ability to work collaboratively with stakeholders while maintaining distance and objectivity

It is important to note that the first Auditor General will be getting the office up and running (in
addition to carrying out ongoing audit activities) and so Council may also wish to seek a candidate
with experience in building such institutions.
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A hiring panel should be created to lead the recruitment process. It is important that the hiring panel
members be aware of and understand performance auditing and the role and attributes of an effective
auditor general. One way to obtain that expertise could be through including external members or advisors
on the hiring panel. These external members could be former auditors general at the municipal, provincial,
or federal level. Their understanding of the role from having served in the position would be invaluable in
the recruitment process.

Our consultations found a range of practices concerning composition of a hiring panel. In some cases, the
audit committee of council is the hiring panel, while in other cases, the hiring panel includes a mix of
council members, mayor/deputy mayors, city manager, and director of human resources. As we note
above, we recommend that management not participate on the hiring panel and that it include external
members with expertise in performance auditing and the role of the auditor general.

The appointment process should be free from influence by City management. Because their departments

will be subject to audits carried out by the auditor general, managers’ involvement in recruitment cannot
be considered impartial. For this reason, members of management should not participate on the hiring
panel.

The hiring panel should operate under clear terms of reference that identify its roles and responsibilities.
The panel should consider engaging an external recruitment firm to create a list of candidates and work
with them to identify a shortlist for interviewing.

Appointment

The hiring panel should make the final recommendation to Council on the preferred candidate. The final
decision on hiring should be made by Council. In some jurisdictions, this is decided by a minimum two-
thirds vote of council.

Tenure
Our research and consultations found that a seven-year non-renewable term is common in Canadian
municipal auditor general offices. The rationale is that a long term will do the following:

* encourage strong candidates to apply who may be reluctant to leave secure positions for a short-
term assignment

* allow the auditor general to enact a long-term vision and plan for the office

= span electoral cycles, thereby providing additional independence by allowing the auditor general to
carry forward their long-term vision across two Council mandates

Making the term non-renewable can help protect the auditor general’s independence. The prospect of
being reappointed may influence how an auditor general carries out their work. A non-renewable term
helps ensure that they have a clearly delineated time frame to enact their vision for'the office.
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Remuneration

An auditor general’s remuneration should reflect the position’s stature within municipal government as
well as its independence. In many cases, the auditor general’s salary range is commensurate with executive-
level compensation in the municipality. An auditor general’s compensation should be free from influence
from city management. Table 3 shows how other municipalities determine the auditor general
remuneration.

Table 3 - How Auditor General Remuneration Is Determined in Other
Municipalities

—

Halifax Montreal Ottawa Toronto
-

= Salary is negotiated = Salary range is same = Salary range is same as = Salary is linked to
between the as City’s executive City's executive equivalent salaries.
municipality and management. management.
Auditor General.

* Increases aretiedto = Municipal Auditor = Salary range is = Salary is currently
average increase for General salary range currently $190,000- $230,000.
senior staff. in Quebec is $241,000.

$150,000-$220,000

Removal of the Auditor General

Auditors general are protected from removal so they cannot be intimidated or influenced into changing any
of their work. There is commonly a minimum two-thirds vote of council threshold for the auditor general’s
removal, which can also only be done for cause or incapacity. This stipulation is typically set out in city
bylaw, charter, or act.

Restricting how and who can remove the auditor general is an important safeguard of independence.

Recap of recommendations on the Auditor General

= A hiring panel should be created to lead the recruitment process, ideally with external
members and advisors with performance audit experience, and not including management.

* An external recruitment firm should be engaged to identify suitable candidates.

* Along (seven-year) non-renewable term should be set for the Auditor General.

= Remuneration for the Auditor General should be set in line with compensation for executive-
level city staff.

* The Auditor General’s compensation should be free from influence from City management.
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Determine administrative arrangements

AGO Vancouver, like any independent audit office, requires financial, managerial, and administrative
authority as well as the appropriate human, material, and financial resources to discharge its
responsibilities. These provisions would not normally be contained in the legal basis for the Office. Rather,
these would be addressed in administrative arrangements.

The principle of independence also carries through to the administrative arrangements to support the new
institution and the degree of financial, managerial, and administrative autonomy provided to the Office.
Who determines the budget? Who determines staff salaries? Who does the hiring? Is there a separate
Office website?

Another issue to be considered is the extent to which the new Office would be supported through
common services provided by the City, such as staffing and HR management, payroll, IT, and
accommodations. AGO Vancouver should have control over its communications and publishing, but may

rely on City services or require extra resources to support this.

Another factor to consider is the relationship with the existing internal audit division. The City needs to
determine whether both audit functions would remain and if so, what the relationship between them
would be, if any.

Decide on premises and corporate services

The costs of leasing and maintaining the auditor general’s physical space, as well as corporate services
(including human resources and information technology), are part of the basic logistics of creating a new
office. Determining provision for these things must balance two important issues:

e maintaining the auditor general’s independence
e being cost effective and taking advantage of the economies of scale by leveraging the City’s pre-
existing resources in these areas

Premises

The physical location of the Auditor General’s office must consider the need for staff to maintain distance
and objectivity in their interactions with City management. In an ideal situation, their offices would be
separate from City-managed offices and City hall. Having the Auditor General’s office “down the hall”
from the City’s executive management, for example, could affect their ability to maintain objectivity when
interacting with auditees.

From a cost perspective, it may not make sense for the Auditor General’s budget to provide for a separate
lease when the City already has office space that would otherwise be underutilized. Nonetheless, if the
Auditor General’s office is to be located within City offices, additional steps should be taken to protect
access to those premises.
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Our research and consultations found varying arrangements in other municipalities for physical premises. In
some cases, the auditor general’s office is separate from city-managed office space (though with a city
managing the lease), while in other cases they are within city office space. That decision will need to take
into account what is economically feasible while ensuring the Auditor General Office of Vancouver can
maintain its independence. Whether the Auditor General’s physical premises are located within City hall, in
another City-managed building, or in a separate office space, balancing cost effectiveness with maintaining
independence is possible. Each of these arrangements has been put into action with success in other
Canadian municipalities.

Human resource management

An auditor general should be able to decide upon and manage their own human resources free from
influence from city management. At the same time, they should be able to leverage the human resource
management capacity the city already has for recruiting and managing its staff.

Our consultations found that it is fairly common for the auditor general’s office to voluntarily follow city
human resource policies and procedures while not necessarily being bound by them. For example, they may
rely on the city’s human resource services to support the hiring of staff, but not require signoff by city
management to make an employment offer.

The auditor general’s office may also use the city’s existing compensation structures, pay ranges, HR
policies, and procedures to guide its management of staff, but with the ability to adapt these to suit its
unigue needs.

Again, if City management can exert direct influence in these matters, the independence of AGO
Vancouver could be affected. But it is arguably not cost effective for AGO Vancouver to build and maintain
its own HR management capacity when there are readily available policies, guidance, and administrative
support within the City’s shared services.

Information technology management

An auditor general office’s IT infrastructure, including audit files and data, needs to be protected. This is
more than a general concern about IT security and the protection of sensitive information. Being able to
protect the confidentiality of and sources of information provided to the auditor and contained in audit
files and working papers is a standard part of the audit process. There must be provisions to ensure that
City councillors and management as well as the public cannot access this information.

It may not be feasible for AGO Vancouver to maintain its own infrastructure, and in many cases, auditor
general offices rely on their city’s IT services and servers. In these cases, offices must take additional steps to
protect audit files and data from access by city management and staff. Audit files and software should be
kept completely separate from City-managed data. AGO Vancouver's budget will likely need to provide for
additional IT costs to support protection of its data, such as external hard drives, firewalls, and servers and
cloud storage.
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Recap of recommendations on administrative arrangements, premises, and
corporate services

= AGO Vancouver's physical premises should ideally be separate from City offices, but if they
are located within City offices, whether in City hall or in another City-managed building,
additional security measures should be put in place to limit access.

= AGO Vancouver may rely on City-managed shared services for cost-effectiveness but should
have the freedom to manage its corporate services in a way that maintains its independence
from City management.

Getting Up and Running (Led by the New AG)

Recruit and train staff

An auditor general should have the flexibility to recruit the staff they determine is necessary to fulfill their
mandate. As noted earlier, the CAAF believes AGO Vancouver will require 8 to 10 FTEs of professional
audit staff (including the Auditor General) to meet a typical mandate and to comply with professional
standards. Ultimately, the total staff complement will be dictated largely by the budget allocated by
Council. But as noted in the section on human resource management, AGO Vancouver’s ability to hire staff
should not be subject to approval by City management. It will ultimately be the AG Vancouver’s decision as
to how to structure the Office and how quickly to staff it. Figure 3 provides an example organizational
chart for the Auditor General’s Office based on a staff complement of 10, with two audit teams.

Figure 3 - Sample Auditor General’s Organizational Chart

Auditor General

Administrative
Coordinator

Deputy Auditor General

Audit Principal Audit Principal

Our consultations suggest that the Auditor General should not aim to recruit their full intended staff
complement right away. The rationale is that early on in the Office’s mandate, the focus should be on
establishing how it will operate and then slowly ramping up capacity.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 35



Establishing an Independent Auditor General Office for the City of Vancouver — Final Report

One challenge the Auditor General may face in recruiting staff is >
identifying candidates with the necessary skills and experience. Based “The community of legislative

on our consultations, recruiting experienced performance auditors can auditors is very strong in Canada.
The person who takes on this role

be challenging because the pool of candidates in Canada is not very
[in Vancouver] will not be alone.

large. Attracting candidates with appropriate public sector

The community will help and try

performance audit experience often means drawing on auditors who p
to ensure success.

are currently employed in other levels of government and who have — :
— Municipal Auditor General

job security, competitive compensation, and benefits. Auditors also

require experience and understanding of how local governments
operate, as well as advanced skills using audit management software, Excel, and so on.

Staff training will also be an important consideration for the Auditor General Office, especially early in its
mandate. Their budget will need to cover staff training and professional development, including training

courses, workshops, webinars, and other events to build technical and soft skills. Peer exchange is also an
important part of an auditor’s professional development. There are a number of organizations and groups
that the new Auditor General and staff can look to for guidance and support.

Recap of recommendations on staffing

= A staff complement of 8 to 10 FTEs should be hired because it will best allow the Office to
discharge its mandate.

» The Office should be staffed up slowly, with audit professionals with experience in
performance auditing and in local government.

» The Office should have a sufficient budget to support professional development for staff, both
for training and peer exchange opportunities.

Determine audit practices, standards, and Office policies

Once the new Auditor General is in post and the new institution is operational (even if not yet fully staffed),
important decisions need to be made and practices put in place to support audits. As described below,
these include:

* choosing the professional standards the Office will adhere to

= developing Office policies and tools to guide the audits

= developing the audit methodology

» establishing the processes to develop the Office’s annual or multi-year audit and long-term
strategic plans

Professional standards and Office policies

The types of audits carried out by the AGO Vancouver (performance, compliance, finance (non-attest))
should be selected, planned, conducted, and reported in accordance with professional auditing and
assurance standards. It would be appropriate that the new Office’s legal basis refer to the need to conform
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to standards, but should not specify which standards to use. The choice of which standards to adopt
should be left to the new Auditor General.

In Canada, municipal auditor’s general tend to use one of three sets of standards:

= Canadian Standard for Assurance Engagements (CSAE) 3001—Direct Engagements, set out by the
Chartered Professional Accountants of Canada (CPA Canada)

= International Standards for the Professional Practice of Internal Auditing, set out by the Institute of
Internal Auditors (IIA), modified to exclude the standards related to consultation so as to maintain
independence

= Generally Accepted Government Auditing Standards (also known as the Yellow Book), set out by
the U.S. Government Accountability Office

In addition, the new Office will have to develop and apply policies that support the audit practice and the
institution as a whole. Such policies would address issues of human resources, financial management, IT

security, contracting, quality assurance, communications, and the like. These may be based on or identical
to City of Vancouver policies except when they compromise the Office's independence.

Audit methodology

Soon after its formation, the new institution will need to develop its detailed methodology for selecting,
planning, conducting, and reporting its performance audits. This methodology spells out such things as the
following:

* how the professional standards and Office policies are applied

= the detailed process and procedures for auditors to follow

= provisions for quality assurance and control

= roles and responsibilities of team members (including requirement for supervision)

Many auditor general institutions consolidate the methodology into an audit manual and integrate its
requirements into electronic tools for documenting audit work.

Audit selection and planning

A key task facing the new Office is to design a process for identifying and selecting audits and crafting
these into an annual or multi-year plan of audits. Audit offices cannot audit every aspect of government,
nor is it cost-effective to try to do so. Choices must be made. These choices directly affect how an office
achieves its mandate and any objectives it has established for itself.

Although audit offices commonly consider factors such as relevance, significance, risk, and auditability
when assessing potential audit topics, designing a process for identifying and selecting audits, and
developing these into a multi-year audit plan, requires deciding how to address many challenges, such as:

= choosing whether to concentrate on certain priorities
= finding cost-effective ways to monitor risks and identify good audits
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= choosing what to communicate about the process and resulting plan
= engaging with citizens, city council and management

= keeping the plan up to date as circumstances and risks change

= assessing how well audit selection has worked

The CAAF has done extensive research into this issue, and detailed guidance for the new Office is available
in our publication Approaches to Audit Selection and Multi-Year Planning.

Recap of recommendations on audit practice, standards, and Office policies

* The legal framework should reflect AGO Vancouver’s requirement to follow recognized
professional auditing standards, but the choice of standards should be left to the Auditor
General.

* Inits formative period, AGO Vancouver should develop its audit methodology, policies and
audit planning process and communicate relevant aspects to the city administration and the
public.

Improving Public Administration

Conduct and report audits

The primary purpose of an auditor general is to provide independent assurance of the stewardship of public
funds. In addition, many auditor general institutions see themselves as agents of change and seek to have
their reports make an impact. The CAAF has done extensive research into this issue, which is contained in
our publication The Impact of Performance Audlits: Defining, Measuring, and Reporting Impact.

Many factors influence the impact of a performance audit. These can be divided into two categories:

* internal factors, which relate to the audit process and over which auditors have much control
= external factors, which are characteristics of the social and political environment in which auditors
work and over which they have only limited influence or no influence at all

Auditor general institutions have a high degree of control over factors that relate directly to the audit
process itself, such as the following:

= selection of audit topics

= expertise and competence of auditors

= auditor-auditee relationship

= quality of audit reports

= relevance of the audit recommendations

= presence of follow-up mechanisms and tracking systems to determine whether audit
recommendations are implemented on a timely basis
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There are also external factors over which auditor general institutions have little influence. In part, this is
because legislative audit offices in the Westminster system are not granted enforcement powers to ensure
that their recommendations are implemented. Instead, they must rely upon elected officials to hold audited
organizations to account. Similarly, auditor general institutions do not control the media or the political
agenda on any given day. There is therefore always a certain element of chance involved in publishing an
audit report on a pre-selected date; the context might favour a high impact, or it might not.

Nearly all audit offices show the impact of their work in some way and use several methods to demonstrate
value. According to CAAF research, auditor general institutions use a variety of indicators to report on the
impact of their performance audits. The reported quantitative information generally falls into one of the
following categories:

= Statistics on audit recommendations. This can include the percentage of recommendations
accepted by the government, the percentage of recommendations implemented by the

government, and the percentage of recommendations endorsed by the legislative oversight body.

» Savings estimates. These are estimates of savings and additional revenues generated by the
implementation of audit recommendations.

= Surveys of elected officials. Surveys of elected officials seek their perception about aspects of
performance audits and their satisfaction with the audit office’s work.

= Public Accounts Committee reviews of audit reports. These are statistics on the number of
audit reports reviewed by the Public Accounts Committee during the past year.”

* Post-audit surveys of auditees. These surveys include questions on auditees’ perception of the
value added by performance audits and their satisfaction with the audit process.

* Media report statistics. These are statistics on the number of media reports about published
performance audits over a given period.

= Website visit statistics. These are statistics on website visits and audit report downloads. Audit
offices gather these statistics to document how many times performance audit reports are
downloaded or consulted on their website over a given period.®

These performance indicators are not used by all auditor general institutions and some are more popular
than others. For example, most audit offices use one or more indicators about audit recommendations.
Many audit offices also use surveys of auditees and/or elected officials. By contrast, very few offices report
on their financial impact.

5 In municipalities, the equivalent of a Public Accounts Committee would commonly be the audit committee of city council.

6 The Impact of Performance Audlits: Defining, Measuring, and Reporting Impact, CAAF, 2019, pp. 20-21.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 39



Establishing an Independent Auditor General Office for the City of Vancouver — Final Report

Showing financial savings

Taxpayers appreciate when a direct link can > “Our office has found it incredibly useful to do this work.
be made between money invested in an audit Not only does it help City Council see our value, but it
office and cost savings. Toronto is the only helps City management to see the impact they can
jurisdiction in Canada to routinely report on achieve if they implement audit recommendations. And it
savings achieved, and is required to do so by shows the public that we're all making efforts to ensure
the Toronto Municipal Code. The audit office their tax dollars are spent in the best way possible.”

has identified that every dollar spent achieved —Ina Chan and Niroshani Movchovitch, Toronto Auditor
a return of $11.50 between 2015 and 2019. General’s Office (Dollars Can Speak Louder Than Words:

This number is calculated based on savings Reporting on the Financial Impact of Performance Audits)

achieved after audit recommendations are
implemented.” The National Audit Office in the United Kingdom and the U.S. Government Accountability
Office also report on financial savings resulting from their audits.

The Toronto Auditor General’s Office highlights financial savings in its annual report and has robust
practices to validate the accuracy of reported information. It can do this with the work of four full-time
staff who track the implementation of prior audit recommendations as part of their follow-up work, which
includes estimated cost savings, among other ways of measuring impact.® The Office has developed a
process that identifies one-time benefits, continued benefits, and potential benefits. Savings can be realized
only when budgets are adjusted to reflect these findings.® For some audits, it is possible to calculate cost
savings, but in other cases this is more difficult and other methods are chosen.

Aside from the three jurisdictions noted above, reporting by auditors > “Our biggest concern about
general on potential cost savings is rare. Our consultations for this report showing the financial cost savings
as well as previous research have identified general concerns about being

is it can impact audit selection.”
— Municipal Auditor General

mandated to identify and report on potential financial savings, including:

= 3 fear that audit selection will be impacted, and that only areas
with potential savings will be audited

= challenges with accuracy when attributing savings

= arisk when making assumptions about future spending that could be wrong

= the fact that allocating resources to track financial impact can take away from resources to conduct
further audits

7 “Dollars Can Speak Louder than Words: Reporting on the Financial Impact of Performance Audits,” CAAF, Voices from the Field, Issue #6,
27 February 2020.

8 For an explanation of how this is done, see “Dollars Can Speak Louder than Words: Reporting on the Financial Impact of Performance
Audits,” www.caaf-fcar.ca/en/performance-audit/research-and-methodology/voices-from-the-field/voices-issue-6?limitstart=0 or the Toronto
Auditor General's Office 2019 Annual Report — Demonstrating the Value of the Auditor General’s Office, www.toronto.ca/city-
government/accountability-operations-customer-service/accountability-officers/auditor-general/reports/auditor-generals-reports/2019-annual-
report-demonstrating-the-value-of-the-auditor-generals-office/

° For more details on the criteria and process auditors follow to calculate cost savings, see the CAAF discussion paper The Impact of
Performance Audits, www.caaf-fcar.ca/images/pdfs/research-publications/ImpactPerformanceAudits-DiscussionPaperEN.pdf
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Showing non-financial impact
Some audit offices choose to demonstrate impact by highlighting the non-financial benefits, such as
improved internal controls, better customer service, and increased public safety resulting from audit work.

These can be shown through stories or case studies that explain an audit’s impact. These stories may
summarize changes that have come as a result of an audit or outline the information an audit has brought
to light. In a recent City of Toronto Audit Committee meeting, the chair summarized the impact of audit by
saying, “Audit is not about money, it's about people.” He went on to summarize how the work of the
auditor general has helped the City of Toronto create additional housing, create childcare spaces, improve
public safety, and contribute to a more collaborative work environment within the Toronto public service,
while continually improving the process of oversight. He concluded by saying, “I find it a privilege to serve
on this committee.”°

In our analysis of 22 Canadian auditor general institutions (federal, provincial, and municipal), we found

that the most common measurement tool used to track impact is the implementation rate of audit
recommendations.™ Typically, this includes the percentage of recommendations implemented by audited
organizations. It is tracked at set intervals (such as one, three, and five years) after the audit is completed.
Another way this is measured is by the percentage of audit reports reviewed by council (or Public Accounts
Committee). This is an important measure because when elected officials dedicate time to review the
report, it is more likely that city management will make changes.

Recap of recommendations on conducting and reporting audits

= Audit selection should be based on risk-related and other criteria, not potential cost savings.

»= Recommendations should be followed up, because it is one of the most important ways to
ensure they are implemented.

= An appropriate way should be chosen to demonstrate impact and value.

Special Consideration: The Internal Audit Division

Although this report is focused on how to create the new AGO Vancouver, we were asked by Council’s
Informal Working Group to consider the implications that this new institution may have on the City’s
existing Internal Audit Division (IAD). Driven in part by concerns over potential duplication of effort, and the
cost of having both organizations, questions have arisen as to whether IAD should be merged with AGO
Vancouver, retained as is, or eliminated altogether. These are difficult decisions that require detailed
research and investigation.

1% Councillor Stephen Holyday, Chair, City of Toronto Audit Committee Meeting, 10 February 2020.

" Ibid.
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In our view, combining the two roles and functions into a single organization is unsound and should not be
pursued: Internal auditors and auditors general differ too greatly in their core purpose and client. Auditors
general serve elected bodies by providing independent assurance over stewardship of public funds. Internal
auditors serve management by providing audit and advisory services to help their organization achieve its
objectives.

In principle, the CAAF believes that both internal auditors and auditors general contribute to improved
public administration, accountability, and good governance. Therefore, we believe the question of whether
to retain or eliminate the IAD is more a question of cost and perceived affordability than it is of value and
importance. Said another way, from the standpoint of effective public administration, and aside from
questions of costs and perceived affordability, there may be compelling arguments in favour of retaining
the IAD as a management tool for the City administration.

Finally, if Council decides to create the new Auditor General institution and to retain the IAD, both
organizations need to be properly and fully resourced to be effective.

Auditors general and internal auditors can complement each other

Auditors general and internal auditors have things in common. They both rely on rigorous audit
methodology to carry out their work, strive to conform with professional standards, and sometimes
have a similar focus in their audits.

They also have significant differences, including the degree of independence, the nature of their
mandate, the subjects they audit, and most importantly, their core purpose and client: Auditors
general report to and serve citizens and elected bodies whereas internal auditors report to and serve
management.

Internal audit and auditors general can be complementary in their audit coverage and can coexist. In
fact, they do in many jurisdictions, including the federal government, the provinces, and the City of
Toronto. Both contribute to improved public administration, accountability, and good governance,
and both can add value for their respective clients.

The focus of internal audits and performance audits can also overlap. For example, internal audit
activity evaluates risk exposures among the organization’s governance, operations, and information
systems in relation to the following:

= effectiveness and efficiency of operations

= reliability and integrity of financial and operational information
= safeguarding of assets

= compliance with laws, regulations, and contracts

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 42



Establishing an Independent Auditor General Office for the City of Vancouver — Final Report

Oversight by City Council: Creation of an Audit
Committee

Vancouver City Council’s decision to create an independent Auditor General has important implications for
its own role. City council becomes the
“oversight body” for the Auditor General’s
work, and is responsible for receiving audit
reports and for holding City management
accountable for correcting deficiencies and

> “For Canadian municipalities with respect to policy
goals, implementation strategies, and program
execution, there are always opportunities for growth
and improvements. A well-functioning and involved

implementing the Auditor General’s municipal audit committee provides the means by which
recommendations. In many municipalities, this council can hold itself accountable and to be

oversight is exercised by a committee of accountable to the residents of the city.”

council, commonly known as an audit — Jean Cloutier, City of Ottawa Audit Committee Chair
committee.

Under the auditor general model, city councils (or their audit committees) do not exercise oversight of an
auditor general’s office. For example, while an audit committee may receive the auditor general’s annual
audit plan, it should not approve it. Nor do councils or audit committees oversee the auditor general’s job
performance. Because of the need to protect independence, auditors general are not subject to traditional
performance evaluations. To provide confidence that an audit office is performing as expected, at times,
the office can be evaluated by an external organization. These evaluations can be carried out by other
auditor general institutions (through what is commonly called the “peer review"” process) or professional
organizations.

“| chose to join the Audit Committee as | wanted, as a City Councillor, to better understand
Council's role and responsibilities in the municipality. Financial audits only look at past
spending and situations. An Auditor General provides reports that analyze city operations and
activities in such a way that you can understand not only value for money but also how to
improve management functions as well as the relevance, of the areas studied, to municipal
operations. The AG's reports provide a more in depth understanding of how the city is run,
through insight into how programs are run. Our audit committee provided us with dedicated
time to analyze the reports and then oversee management to ensure the recommendations in

the reports are implemented to the benefit of all of Council.”
— Marianne Wilkinson, Former City of Ottawa Councillor and Audit Committee Member <
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Principles of Effective Oversight Committees in Parliament and Provincial
Legislative Assemblies

Federally and provincially, the system of accountability and oversight, as outlined earlier in this document, is
well institutionalized. The Public Accounts Committee (PAC), on behalf of the parliament or legislature, is
responsible for liaising with the audit office and for supporting the implementation of audit
recommendations. The oversight system’s effectiveness is highly dependent on having individuals and
members committed to ensuring the system works.

Put simply, “An effective PAC holds entities publicly accountable for correcting deficiencies, implementing
recommendations, and executing policies and programs in accordance with the legislature’s intentions.” '
In order to do so, elected officials rely on the independent work of the auditor general’s office to provide

insight into administrative challenges. The PAC is different from other committees because it does not

focus on policy creation, development, or analysis.

In fact, because audit reports focus on a program’s administration, not the policy behind it, the committee
intentionally seeks to avoid any reference to the merits of policy, to reduce the potential for partisan
behaviour.

While there are notable differences between politics federally, provincially, and locally, the oversight
systems are theoretically similar. An audit committee of the City Council is typically the oversight body for
municipal governments.

Role of the Municipal Audit Committee

There is an accountability relationship in municipalities, with council sitting at ~ Councillors, not auditors
the apex (see Figure 4). Oversight ensures that management is accountable to general, are responsible for
citizens for the way the municipality spends resources and delivers services. It is ensuring action is taken on
common for councils in larger municipalities to create a committee responsible audit recommendations.

for reviewing financial statement and performance audit reports and for
overseeing management to ensure that recommendations in performance audit reports are addressed. In
many municipalities, the auditor general reports to council through this committee. The cities used in this
study have all created audit committees.

12 Accountability in Action: Good Practices for Effective Public Accounts Committees, Canadian Audit and Accountability Foundation,
Ottawa, 2017, p. 4.
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Figure 4 - The System of Accountability
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The committee typically makes recommendations
on actions to council for next steps, rather than
taking binding decisions as a committee. The
committee’s main purpose is to oversee that
auditors’ recommendations are implemented to
improve the administration of city programs.

Pathway for the City of Vancouver to
Create an Audit Committee

The CAAF has extensively researched good
practices to guide the creation and ongoing
functioning of municipal audit committees, based
on consultation with auditors, audit committee
members, and professional organizations. These
good practices and associated indicators are
described in Appendix C.

Vancouver City Council does not currently have an audit committee and must first decide whether it wants
to create one. For the reasons discussed in this section, we recommend that it create a dedicated audit
committee to exercise oversight on its behalf. This section provides some insight into the principles of
effective audit committees and the pathway to establishing an audit committee. These steps are
summarized in Figure 5

Figure 5 - Pathway to Creating an Audit Committee

Determine mandate

and membership (number
of elected officials and
whether there will be
external members)

Assign resources
(City staff to support
committee process)

Legally create the
committee and
establish authority

Oversee City
management's
implementation of
recommendations

Create a meeting from audit reports

schedule (typically
four per year)

Hold meeitngs to
consider the findings
from the auditor
general reports.

A separate audit committee allows for time to consider the auditor general’s work; committee members

can dedicate time to consider the issues and bring to the Council as a whole any relevant topics. In some
jurisdictions, such as Toronto and Montreal, this includes financial statement audit. If it's not possible or
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desirable to create a separate audit committee, then council as a whole must act as the audit committee
and directly carry out its oversight responsibilities. Whether Council retains the oversight role, or creates an
audit committee, exercising oversight effectively requires time and administrative support. Council will need
to ensure that it, or the committee, has the appropriate resources and administrative support and dedicates
enough time to complete the work. It will also need to determine the make-up of the committee as
described in the section of this report below, Composition of the Audit Committee.

Either way, a key order of business is for City Council to develop a clear statement of responsibilities for
itself (or the audit committee) in relation to the Auditor General’s work and to embed these in a written
mandate, bylaws, charter, and/or terms of reference. Council may also consider whether the existing
statement of responsibilities for reviewing the audit of financial statements requires updating. These
responsibilities are fully described in the section of this report below, Responsibilities of the Audit
Committee. The mandates of audit committees in selected cities are in Appendix B.

The Committee should develop a system of follow-up to ensure audit recommendations are implemented.
Management should be required to report regularly to the committee on its progress on implementing the
action plans. This can include requesting action plans from management by a set time after an audit is
released. Action plans have the following benefits:

= help the committee understand how, and by when, management plans to address the audit
recommendations

= support the follow-up process by providing a blueprint for what management plans to do

* help to ensure that councillors and management have a shared understanding of the audit
recommendations and what steps will be taken to address them

The committee should have the necessary staff to track that action plans have been received and that
management is sticking with timelines they have laid out within them.

Composition of the Audit Committee

To be most effective, the audit committee should have members with an collective understanding of
accounting, public financial management, public sector auditing. Councillors are typically chosen to
serve on the committee based on their personal interests and audit-related experience. Given the divergent
background of elected officials in any given electoral cycle, it may not always be possible to have adequate
coverage of the necessary skill sets. Membership on the audit committees from the cities used in this study
vary in size from 5 to 12 (Table 4).
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Table 4 - Council and Audit Committee Sizes in Other Cities

Council Size Audit Committee Size

Vancouver 10 N/A

Halifax 17 Audit Committee has 6 elected

officials and 2 external members*

Quebec City 22 3 (plus mayor as ex officio)
Montreal 65 5 (plus 3 external members) *
Ottawa 24 7

Toronto 25 5

Mississauga 12 5

Winnipeg 16 7

Edmonton 13 7 (5 elected officials, 2 citizens)

*In Halifax, there is a subcommittee of the Audit and Finance Committee, called the Audit Committee
and it has two external members. The Audit and Finance Committee is responsible for reviewing AG
reports. The Audit Committee deals with external Financial audit reports only.

Elected councillors have a variety of backgrounds and experience but not always in the domain of finance,
audit and accountability. Many municipalities have members of the public on the committee to ensure all
areas of expertise are met and this shoud be considred by Vancouver Council. External members should not
be associated with the municipality’s management. Often, these members support councillors in getting
acquainted with the role when they are new to the committee. In this way, they contribute to the
continuity of committee business.

Halifax Regional Municipality recently added two external members to its Audit:=Committee (a sub-
committee of the Audit and Finance Committee). In Montreal, there are three external members, and
both the chair and vice chair are chosen from among the external members. These are volunteer
positions, recruited through a public notice of opportunity with a competitive process, including
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interviews. They are appointed for set terms, set in advance of the process. In other jurisdictions, they
are provided with a token remuneration.'® For the purpose of continuity, the terms of the external
members should not correspond directly with the electoral cycle.

Where political parties exist, committees will seek to have representation from each recognized political
party so that each party’s interest will be represented. In most municipalities, councillors are not
remunerated for their involvement on the committee: it is seen as an extension of their role as an elected
official. In some municipalities, councillors receive a stipend to chair a committee.

Recognizing that the cities chosen as examples for this study have larger councils than Vancouver’s, we
explored how cities with comparable population sizes to Vancouver dealt with audit committees. Of the
four Canadian cities with the closest population sizes to Vancouver, all had audit committees. These ranged
in size from 3 -7.

In smaller jurisdictions, when the council as a whole acts as an audit committee, it should dedicate
particular times during the meeting (or an entire meeting) to the business of audit. The following
municipalities with populations over 100,000 are examples of cities that do not have audit committees:
Delta, Langley, and Saanich in British Columbia, and Ajax, Kingston, and Whitby in Ontario.

A dedicated focus on audit is an important piece of an effective oversight system. It is what ensures action
is taken on audit recommendations. Since a focus on the audit should be happening whether a specific
audit committee is created or not, there are not big budget implications for the creation of a committee.
The budget for an audit committee is typically included in the budget for council services. Meetings can be
held in council chambers or in meeting rooms.

Responsibilities of the Audit Committee

Exact responsibilities of an audit committee vary depending on jurisdiction. Some typical responsibilities are
outlined below. Samples of audit committee mandates and terms of reference can be found in Appendix B.

As shown in Figure 6, the committee’s work begins when it receives an audit report. In many cases, a
single annual audit report contains the reports of several individual audits. Receiving the report should
trigger the committee to request action plans from audited departments. Action plans outline how the
department will address concerns raised in the audit. In some jurisdictions, all reports are examined by the
audit committee. In others, only certain reports will be chosen for further analysis. It's a good practice to
examine as many as possible: some audits will require further analysis by the committee.

Bpor example, in Edmonton, as of June 2020, public members on the audit committee were remunerated as follows for committee-related
activities (meetings, preparation time, orientation sessions): $157 for up to and including four hours in any day, $278 for over four hours and
up to and including eight hours in any day, and $409 for over eight hours in any day.
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Figure 6 - The Audit Committee Process in a Municipality
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In Ottawa, Toronto and Halifax, much of the work of audit committees is conducted in public meetings. The
auditor general and management will often appear in front of the committee at a public meeting. Public
meetings are important for transparency and accountability. They are the committee’s chance to do the
following:

= engage publicly, in a constructive way

» focus on and understand the audit findings

= ensure there is a shared understanding of how any identified issues will be resolved
= get clarity on when and how recommendations will be implemented

There is value in allowing the audit committee to conduct some of its work in closed door meetings, for
example to review audit results with the auditor in a closed-door meeting at some point before the public
meeting. Closed-door meetings allow councillors to familiarize themselves with audit findings, before they
need to respond to the report publicly. In many municipalities closed-door meetings can be difficult to hold
because of the requirements set out in the municipal charter or other legislation that govern when they can
go in-camera. Some audit standards require the ability to meet privately with management and with auditors.
In Montreal and other Quebec municipalities with auditors general and audit committees, closed door
meetings are used regularly.

To determine if an audit requires additional analysis, the committee will want to understand the audit and key
implications of the audit findings. This can be daunting for audit committee members who may feel they are
not well versed in the broad range of topics that audits cover and may not have experience with audits. For
this reason, it is good practice to have an external member on the committee who understands the process of
auditing and can share this perspective with councillors.

The committee is responsible for following up with the audited organization to ensure it implements the
recommended changes. This can be done through written submissions or an in-person update from city
management. The audit committee can move a motion to recommend that council as a whole take a
particular action. In some municipalities, the committee can direct management to implement
recommendations, or, when applicable, give confidential direction to staff in a closed session. If changes are
not being made, the committee can hold a follow-up meeting with the relevant members of city management
to ensure that changes are being made. Committee follow-up is essential to completing the process.
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Recap of recommendations on an audit committee

Council should create an audit committee with 5 to 7 members.

A clear mandate and terms of reference should be determined to deal specifically with audit
work.

External members should be allowed on the committee to ensure key skill sets are met.

The committee should have the ability to meet publicly and in-camera to discuss audit reports
with management and with the auditor.

A follow-up process should be established to ensure audited organizations are making the
recommended changes.
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Appendix A - Selected Links to Bylaws and
Legislation Establishing Auditor General Functions
and Sample Auditor General Mandates

The following are links to bylaws, codes, and provincial legislation establishing and setting out the
mandates and powers of auditor general functions, as well as excerpted examples of mandate statements
in provincial legislation and/or municipal bylaws and codes in selected Canadian cities. They are provided as
examples of the legal basis for an auditor general function, but we are not suggesting that the specific
provisions contained within them are necessarily the recommended provisions that Vancouver should look
to adopt.

Bylaws and Legislation Establishing Auditor General Functions

City of Ottawa - Bylaw establishing Auditor General
http://ottwatch.ca/meetings/file/2962 19/Supporting_Document_By law_2013_375_pdf_ltem_AUDITOR_GENER

AL_S_AUTHORITY_TO_AUDIT_LOCAL_BOARDS_AND_MUNICIPALLY_CONTROLLED_CORPORATIONS_Meeting_
Audit_Committee_Date 2015_06_15_09 _30_00

City of Toronto - Municipal Code - Chapter 3 - Accountability Officers (see section 3 for
Auditor General)

www.toronto.ca/legdocs/municode/1184_003.pdf

Halifax Regional Municipality Charter (see section 49)
https://nslegislature.ca/sites/default/files/legc/statutes/halifax%20regional % 20municipality % 20charter.pdf
Quebec Cities and Towns Act (see section 107)

www. legisquebec.gouv.qc.ca/en/ShowDodc/cs/C-19

Sample Auditor General Mandates

Halifax Regional Municipality - HRM Charter (Auditor General Responsibilities)

Responsibilities of Auditor General (50)

(1) The Auditor General is responsible for assisting the Council in holding itself and the Municipality’s
administrators accountable for the quality of stewardship over the public funds and.for achievement of
value for money in the Municipality’s operations.
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(2) The Auditor General shall examine, in the manner and to the extent the Auditor General considers
necessary, the accounts, procedures and programs of the Municipality and any municipal body of the
Municipality, as that term is defined in Section 461 of the Municipal Government Act, or person or body
corporate receiving a grant from the Municipality, to evaluate (a) whether the rules and procedures applied
are sufficient to ensure an effective control of sums received and expended, adequate safeguarding and
control of public property and appropriate records management; (b) if money authorized to be spent has
been expended with due regard to economy and efficiency; (c) if money has been spent with proper
authorization and according to an appropriation; (d) if applicable procedures and policies encourage
efficient use of resources and discourage waste and inefficiency; and (e) whether programs, operations and
activities have been effective.

(3) In addition to the duties under subsection (2), the Auditor General shall examine those programs,
policies and procedures as are requested by the Council to the extent that such examination can be

reasonable accommodated.
(4) The Auditor General shall file annually with the Council a work plan of the Auditor General’s activities.
(5) The Auditor General shall update the Council on any substantial departure from the work plan.

(6) The Auditor General shall (a) report annually to the Council in a public meeting; (b) file such report with
the Minister; and (c) inform the Chief Administrative Officer of the contents of the report in advance of its
submission to the Council, except when such report or such contents address issues involving the Chief
Administrative Officer.

(7) In the report of the Auditor General, the Auditor General shall make recommendations, as appropriate,
for improvements in the efficiency of the Municipality.

(8) Notwithstanding subsection (1), the responsibilities of the Auditor General do not include the matters
described in subsections 46(2) and (3).

(9) The authority of the Auditor General to exercise powers and perform duties extends to any person,
body corporate or association who or that receives a grant directly or indirectly from the Municipality and
such authority applies only in respect of grants received by the grant recipient directly or indirectly from the
Municipality or a municipal body of the Municipality, as that term is defined in Section 461 of the
Municipal Government Act, after the date on which this Section comes into force.

(10) The Auditor General may delegate in writing to any person, other than a member of the Council, any
of the Auditor General’s powers and duties under this Section.

(11) The Auditor General may continue to exercise the delegated powers and duties, notwithstanding the
delegation. 2008, c. 39, s. 50.
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Toronto - Toronto Municipal Code (Responsibilities; Annual audit plan; Additional powers,
duties, responsibilities)

§ 3-3.3. Responsibilities.

The Auditor General is responsible for carrying out financial (excluding attest), compliance and performance
audits of all programs, activities and functions of all City departments, the offices of the Mayor and
members of Council, local boards (restricted definition) and City-controlled corporations.

Despite Subsection A, the Auditor General may undertake financial (excluding attest), compliance and
performance audits and provide recommendations to the board, upon request by the following boards:

1. Toronto Police Services Board.
2. Toronto Public Library Board.
3. Toronto Board of Health.

The Auditor General shall only undertake an audit of the Toronto Hydro Corporation and its subsidiaries
upon specific direction from Council in relation to:

1) A perceived breach by Toronto Hydro Corporation of the shareholder direction; or
2) A specific purpose or project where the Auditor General has not been able to obtain the necessary
information either:
a) Through the shareholder direction reporting mechanisms; or
b) Through inquiries to senior management of the Toronto Hydro Corporation; or
c) Through a request from Council to the Chair of the Toronto Hydro Corporation.

All reports by the Auditor General on City controlled agencies and City corporations shall be submitted first
to the agency or corporation's board of directors.

§ 3-3.4. Annual audit plan.

The Auditor General shall submit an annual audit plan to Council.
No deletions or amendments to the annual audit plan shall be made except by the Auditor General.

Despite Subsection B, Council may add to the annual audit plan by a two-thirds vote of all Council
members.'

14 Note that two thirds of all members is 18 members.
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§ 3-3.5. Additional powers, duties and responsibilities.

The Auditor General shall perform such other duties respecting audit matters as assigned by Council.

The Auditor General shall disclose to Council any attempts at interference with the work of the Auditor
General's office.

Ottawa - Ottawa Bylaw No. 2013-375 (Responsibilities - Audit)

Responsibilities

Audits

(1) Subject to and in accordance with the provisions of this By-law, the Auditor General shall be responsible
for assisting City Council in holding itself and its administrators accountable for the quality of stewardship
over public funds and for the achievement of value for money in municipal operations.

(2) Despite subsection (1), the responsibilities of the Auditor General shall not include the matters described
in clauses 296(1)(a) and (b) of the Municipal Act, 2001, S.0. 2001, c.25, as amended.

(3) The Auditor General shall be responsible for carrying out financial (excluding attest), compliance, and
performance audits of:

(a) all programs, activities and functions of all City departments and agencies, and of the offices of
the Mayor and Members of Council;

(b) local boards of the City as defined in Part V.1 of the Municipal Act, 2001, S.0. 2001, c.25, as
amended, and as may be further prescribed in Schedule “A" to this by-law;

(c) municipally-controlled corporations as defined in the Municipal Act, 2001, S.0. 2001, ¢.25, as
amended, and as may be further prescribed in Schedule “B” to this by-law;

(d) grant recipients as defined in Part V.1 of the Municipal Act, 2001, S.0. 2001, c.25, as amended;
and,

(e) any other agencies, boards, commissions and corporations as Council may from time to time
create or identify.

(4) At the request of Council or a board of directors, the Auditor General may conduct financial (excluding
attest), compliance and performance audits of autonomous organizations that have an agreement with the
City that contains provisions for an audit by the City.

(5) The audit work plan shall be approved by Council. Approved audits shall be conducted shall be
conducted at such time and to the extent that the Auditor General considers appropriate, and the Auditor
General shall establish such protocols and procedures that are necessary for the conduct of such audits,
consistent with the City of Ottawa Audit Standards (modified from the Standards for the Professional
Practice of Auditing), as approved by Council on June 13, 2012.

(6) The Auditor General shall not call into question or review the merits of the policies and objectives of Council.
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Montreal - Cities and Towns Act (section 107.7)
Legal person to audit

107.7. The chief auditor shall audit the accounts and affairs:
(1) of the municipality;
(2) of every legal person

a) that is part of the reporting entity defined in the municipality’s financial statements;

b) of which the municipality or a mandatary of the municipality appoints more than 50% of the
members of the board of directors; or

c) of which the municipality or a mandatary of the municipality holds more than 50% of the
outstanding voting shares or units;

(3) of any body referred to in the first paragraph of section 573.3.5, provided

a) in the case of a body referred to in subparagraph 1 of the first paragraph of that section, it is the
mandatary or agent of the municipality;

b) under subparagraph 2 of the first paragraph of that section, the majority of the members of its
board of directors are members of the council of, or are appointed by, the municipality;

Q) its budget is adopted or approved by the municipality;

d) in the case of a body referred to in subparagraph 4 of the first paragraph of that section, it
receives part or all of its financing from the municipality; or

e) or in the case of a body designated under subparagraph 5 of the first paragraph of that section,
it has its principal place of business in the territory of the municipality.

If, under this section, section 108.2.0.1, article 966.2.1 of the Municipal Code of Québec (chapter C-27.1)
or section 86 of the Act respecting the Commission municipal (chapter C-35), a mandate to audit certain
aspects of the accounts and affairs of a body referred

to in section 573.3.5 is entrusted to more than one auditor, the audit

of those aspects must be conducted exclusively by the following

designated auditor:

(1) the chief auditor of the municipality with the largest population;
(2) if no chief auditor of a municipality is concerned, the Commission municipal du Québec;

(3) if neither a chief auditor of a municipality nor the Commission is concerned, the external auditor of the
municipality with the largest population

107.8. The audit of the affairs and accounts of the municipality and of any legal person or body referred to in
subparagraph 2 or 3 of the first paragraph of section 107.7 includes, to the extent considered appropriate by the
chief auditor, financial auditing, auditing for compliance of their operations with the Acts, regulations, policies
and directives, and auditing for value-for-money.
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Appendix B - Selected Samples of Audit Committee
Mandates and Terms of Reference

Halifax

“The purpose of the Audit and Finance Standing Committee is to provide advice to the Council on matters
relating to audit and finance. The other purposes of the Committee are to: fulfill the requirements as
outlined in Section 48 of the HRM Charter; and to assist the Council in meeting its responsibilities by
ensuring the adequacy and effectiveness of financial reporting, risk management and internal controls.” '

Ottawa

“The Audit Committee is responsible for overseeing all audit matters and receiving the annual and ad hoc
reports from the City’s Auditor General. The Committee is responsible for both the external audit process
as well as matters related to the Office of the Auditor General.”'®

Montreal
From the Cities and towns act (107.17):

“The committee shall submit opinions to the urban agglomeration council on the requests, findings and

recommendations of the chief auditor concerning the urban agglomeration. It shall also inform the chief
auditor of the interests and concerns of the urban agglomeration council with respect to the audit of the
accounts and affairs of the central municipality. On an invitation by the committee, the chief auditor or a
person designated by the chief auditor may attend a sitting and take part in deliberations.”

Toronto

“The Audit Committee’s mandate is to recommend the appointment of the City’s external auditor,
recommend the appointment of an external auditor to conduct the annual audit of the Auditor General’s
office, consider the annual external audit of the financial statements of the City and its agencies, boards,
and commissions, consider the external audit of the Auditor General's office, consider the Auditor
General's reports and audit plan, conduct and annual review of the Auditor General’s accomplishments
and make recommendations to Council on reports the Audit Committee considers.” !’

1> Halifax Regional Municipality, www.halifax.ca/city-hall/standing-committees/audit-finance-standing-committee, accessed 14 May 2020.
16 City of Ottawa, https:/ottawa.ca/en/city-hall/your-city-government/council-and-standing-committees, accessed 14 May 2020.

7 City of Toronto, www.toronto.ca/legdocs/e-updates/subscribe.htm, accessed 14 May 2020.
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Appendix C - Good Practices to Strengthen

Municipal Audit Committees for Municipalities

with an Auditor General
—

Good practice Indicators
-

Foundations

1. The audit committee
(or equivalent) has a
clear statement of
responsibilities (such as
the mandate, bylaws,
charter, and/or terms of
reference).

2. The committee
members are informed
about key accounting
principles related to
risk, and the
application of audit
standards by auditors.

3. The committee has
the appropriate budget,
resources, and
administrative support
to complete the work.

The committee’s responsibilities have statutory authority (from
provincial governments and/or city bylaws).

The committee has clear written terms of reference and/or mandate.
The committee’s power to convene its own meetings is enshrined in
bylaws.

A minimum number of meetings to address audit reports (from the
auditor general, internal audit, and external auditor, depending on
municipality) are guaranteed.

Committee members are permitted to meet privately with the auditor.
If it's not possible to create a separate audit committee and the
council or board as a whole must act as the audit committee, it
convenes itself as an audit committee to address the specific audit
committee responsibilities.

The standards used by and for the audit are discussed at the audit
committee with the auditors, and the interpretation of these standards
is disclosed in the auditors’ audit plan.

Audit standards are explained to councillors or board members when
requested.

Council or board members understand the implications of the
standards that are the foundation of how auditors reach their
conclusions.

The committee develops an annual plan that outlines the elements to
be covered in each planned meeting to align with its stated
responsibilities and the timeline of related activities.

Each meeting agenda is developed to reflect the annual plan and
other pertinent topics that arise during the year.

The committee has sufficient support staff to undertake its duties,
such as organizing the meetings, making necessary documents
available, setting up the communication and presentation technology,
taking minutes, and supporting follow-up.

The committee has a suitable space to meet, and a regular, or
predictable, meeting time.

Staff announce meeting times and agendas in advance.

The committee has a budget or a procedure to hire an expert, if
needed.
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Good practice

4. The committee is
composed of members
with appropriate
expertise.

5. The committee
ensures its members
have adequate and
relevant orientation.

Actions

6. The committee and
its chair foster a
cooperative relationship
between members
around a commitment
to improving public
accountability.
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Indicators

There is a defined process to appoint elected councillors and to select
external members on the committee.

The council determines the process to select the committee chair,
taking into account expertise, skill set, and independence.

The committee has the mandate and means to include external
members to complement skill sets. Where external membership is not
permitted, members have the resources to consult experts, as
required.

There are members with accounting, public finance, and audit
expertise.

Committee members do not have a current or recent management
function in the municipality.

Members, particularly external members, complete an annual
questionnaire on compliance with a code of ethics and independence.
If a conflict of interest or perceived conflict exists, the member
declares it and excuses themselves from the meeting.

Committee members are given an orientation that explains the
committee’s purpose, procedures, and the roles of the chair and of
members.

Members understand the types of audit (financial audit, performance
audit, internal audit, and special studies), their general audit process,
and the role of the audit committee in regard to each type of audit.
Committee members have access to professional development to
ensure they understand current issues that impact their role.

The committee ensures its members are aware of good practices and
how they are applied at their committee.

The committee has an agreed-upon process for dealing with the
media. Members are offered training on how to interact with the
media.

Committee members understand the accountability relationships
among the external auditors, the auditor general, the Director
General, and the Treasurer.

Members understand the importance of the accountability
relationships and follow up to support the implementation of
recommendations.

Cooperation and respect among members are encouraged.
Questions, concerns, and differences of opinion are openly addressed
in a respectful manner.

A focus on fulfilling the committee’s mandate and improving public
accountability is used to unite members even when they face
differences of opinion and of priorities.

Canadian Audit and Accountability Foundation — www.caaf-fcar.ca 58



Establishing an Independent Auditor General Office for the City of Vancouver — Final Report

Good practice Indicators

7. The committee * Interdependence between the committee, auditors, and management
engages constructively is fostered, while independence roles are respected.
with management. = The committee treats invited guests respectfully.
= Members ask constructive questions to understand management'’s
perspective.

= Questions are related to the topic being addressed.

= The appropriate member of staff is called to answer any committee
questions and provide, when necessary, related documentation.

= The scope of the meeting is communicated to managers for the area
under discussion, in advance of a meeting, so they can prepare
appropriately.

= Members ensure their questions are answered and request written
follow-up if questions cannot be answered at the meeting. The
meeting minutes are a good record of the answers provided by
management and of the necessary follow-up.

8. The committee has The committee dedicates sufficient time to:

dedicated time on the o analyze and understand the financial statements and discuss the
agenda to look at audit audit results and the related audit opinion
reports. o discuss the reports of the external financial auditor or the auditor

general issued about the financial statement audit

o examine and discuss the auditor general’s reports issued on
performance audits or special studies

o examine and discuss the pertinent reports issued by internal
function, such as internal auditor, controller general, and
inspector general

= The committee has dedicated time to speak privately with the auditors
to get clarity on:
o the reports
o the relationship with management
o any difference of view with management
o any particular risk of fraud or other issues

9. The committee * The committee reports to council on management’s progress on
reports to council on implementing audit recommendations until the implementation is
its work. concluded.

= The committee issues an annual report to the council or board that
summarizes how it has achieved its mandate and responsibilities and
its activities. In this report, the committee makes comments on issues
and matters of concern and makes recommendations when necessary.
This will permit the council or board to acknowledge the committee’s
work and also ensure that the committee has a proper record of its
work.

* The committee evaluates its own work and reflects on it (through an
anonymous survey, peer review, and/or self-assessment).
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Good practice

10. The committee is
responsible for
ensuring audit
recommendations are
implemented.

Follow-up

11. The committee
gets action plans and
status updates from
departments that
outline how they will
implement
recommendations.

12. The committee
ensures the continuity
of work and transfer of
knowledge.
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Indicators

The committee discusses the recommendations raised by audit reports.
The committee obtains assurance that the management accountability
process is effective in monitoring implementation of the management
action plans responding to the audit recommendations.

The committee communicates with management to obtain direct
information about the action plans and to make any necessary
improvements to the accountability process, and invites management
to attend audit committee meetings in this regard.

The committee follows up with management and auditors to ensure,
with evidence, that recommendations have been implemented.

The committee, in its report to the council, is allowed to make
recommendations in addition to the auditor’s.

Management provides detailed action plans in response to the audit
recommendations.

The action plans are reviewed, and the implementation of the
recommendations is tracked and recorded.

Through collaboration with the auditors and the Director General, the
committee obtains and reviews detailed status updates from
departments.

The plans provide detail on how management will address the
auditor’s recommendations and who has responsibility for
implementation.

The action plans and status updates include realistic timelines and
completion dates.

The council or board appoints an audit committee in a timely manner
following an election.

The committee has a method to ensure that work continues when
committee membership changes.

The committee has an orientation session that includes a record of
committee work for their review.

Training is provided to new committee members.
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