
 Public Report 

To: Finance Committee 

From: Tony Tollis, Interim Director of Finance / Treasurer,  
 Office of the City Manager 

Report Number: FIN-14-92 

Date of Report: November 4, 2014 

Date of Meeting: December 11, 2014 

Subject: Internal Audit Function 

File:  

1.0 Purpose 

Report CM-14-08 (Core Services Review, Internal Audit and Process Review) identified 
the method to be employed for the operation of the City’s Internal Audit function.  After a 
more detailed review, staff has determined an alternative method, which would improve 
the delivery of this function. This report seeks authority to alter the approach that was 
authorized in the above-mentioned report and to seek corresponding approval from 
Council. 

2.0 Recommendation 

It is recommended to City Council: 

1) That Council reconsider Item 5 of its November 13, 2013 direction respecting 
Report CM-13-67 and Item 1 of its April 7, 2014 direction respecting Report CM-14-
08 to the extent that those Council directions contemplated the establishment of an 
Internal Auditor as an in-house employed position whereas Report FIN-14-92 
recommends that Internal Audit services be provided by an external Professional 
and Consulting Services firm; 
 

2) That the City’s Internal Audit Process as outlined in Report FIN-14-92 be approved; 
 

3) That the City Manager be authorized to seek competitive bids for the necessary 
Professional and Consulting services required; 
 

4) That the Manager, Purchasing Services be authorized to award a contract for the 
necessary Professional and Consulting Services required, to the highest-ranking 
proponent.  

 
5) That upon the selection of the Professional and Consulting Services firm,  the City 

Manager be authorized to begin the audits outlined on page 4 of Report FIN-14-92,  
within the approved 2015 Budget for Internal Audit Services. 
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3.0 Executive Summary 

Report CM-14-08 contemplated the hiring of a single Internal Auditor that would report to 
the City Treasurer. Staffing and funding for this position was provided for in the 2014 
Budget.  

In reviewing the best possible process for the function of the Internal Audit area, staff 
struggled with a number of issues as outlined in this report. The change is being 
recommended in an effort to simplify the audit function, ensure the audit activities are 
objective and free from any organizational or political pressures or influences, and are 
operated as efficiently as possible. Staff determined that the best possible method would 
be to purchase the services of an outside firm to perform the audits based on an annual 
work plan, to be approved by Council each year.  

The audit function would be coordinated by the existing Director, Corporate Policy, 
Projects and Performance (the “Director”) whose responsibility would be to assist with the 
development of a risk-based list of audits,  annual audit work plan and coordinate the 
logistics of the audit work to be performed by an External Auditor. The City would seek 
competitive bids for Professional and Consulting Services for a period of five years but 
would have the opportunity to employ another method of service delivery at any time 
during that period. (i.e. should Council decide to hire an internal Auditor).  

The Professional firm will make presentations at the end of each audit directly to the 
Finance Committee and will be available at Council meetings, as well. The Professional 
firm will also be required to do follow-ups on all previously approved audit 
recommendations each year. 

Funding for this function will come from the funds that were to be made available for the 
previously approved Internal Auditor position, details of which are outlined in Section 6 
below. 

4.0 Input From Other Sources 

The revised audit process was discussed and is being recommended by the Corporate 
Leadership Team. 

5.0 Analysis 

To clarify, there is a major difference between the internal audit function and the external 
audit function.   

The External Audit is done for the sole purpose of verifying that the Financial Statements 
issued by the City have been prepared using Generally Accepted Accounting Principles 
and to verify that there is no material financial procedure or control issues. The procedure 
and controls are tested but at a very high level. The external auditor performs no detailed 
audit of procedures or controls. The external audit is always performed by a Public 
Accounting firm who is chosen through a competitive bid process. 
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The internal audit function, which can be performed by hired staff or by a Professional firm 
through a competitive bid process, performs detailed procedural and control audits, as well 
as value for money and operating review type audits. The difference from the external 
audit is that there are no financial statements involved. The audit is focused strictly on 
procedures, controls, efficiency and value. 

The internal audit function performs exceptionally well when an organization is large 
enough to employ a minimum of three full time audit staff. This allows the division to staff 
itself with varying levels of expertise. As well, staff turnover will not materially affect the 
overall effectiveness of the division.  

The following is a list of some of the disadvantages of hiring one internal Auditor to perform 
audit work: 

1) The sheer number of audits needed to be done requires the effort of more than one 
Auditor over the next few years. 
 

2) As the number of audits being performed goes down, there is no ability to reduce 
the audit staff without terminating a position. 

 
3) Finding one Auditor that has experience in performing audits in both the traditional 

financial areas and all the other operating type audits (value for money/operational 
reviews) will be difficult.  

 
4) Audit departments usually employ various staffing levels including junior and 

intermediate Auditors to perform audit details, higher-level Auditors to interpret the 
data and make recommendations, and senior Auditors to perform risk analysis, 
value for money audits and deal with staffing and organizational issues. Finding one 
Auditor who can (and is willing) to perform all these tasks will be very difficult at 
best. That is not to say they do not exist. 

 
5)  Having a department of one or two people has many downsides with respect to 

availability of staff, sickness vacations, turnover etc. 
 
Advantages of performing audits using external audit services. 
 

1) Many audits could be undertaken simultaneously, if required. 
 

2) Large audit firms (i.e. KPMG, PWC, Deloitte, EY) have the capacity to do all levels 
of audits from traditional to value for money audits. All the firms mentioned above 
have management consulting subsidiaries with significant experience in operational 
and management review projects. As Deloitte is the City’s external Auditor, it is 
common to exclude them from the bidding process due to conflict of interest issues 
pursuant to the Purchasing By-Law (17-2010). 

 
3) Direct municipal experience of large firms provides a base of knowledge that would 

take an individual Auditor years to acquire. 
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4) Eliminates any actual or perceived subjectivity/bias and any intentional or 
unintentional organizational or political influence, as the firm will work independent 
of staff and Council. Except for the completion of the Management Action Plan for 
each recommendation and the required information gathering, the Auditors work is 
completely independent of staff and Council. 

 
5) No interruption of audit work due to vacation, sickness or turnover. 

 
6) Flexibility to take on ad hoc audits, as required, without having to postpone or 

interrupt ongoing audits. 
 

Accordingly, it is recommended that Council reconsider Item 5 of its November 13, 2013 
Direction respecting Report CM-13-67 and Item 1 of its April 7, 2014 Direction respecting 
Report CM-14-08 to the extent that those Council Directions contemplated the 
establishment of an Internal Auditor as an in-house employed position whereas this report 
recommends that Internal Audit services be provided by an external Professional and 
Consulting Services firm 

Generally speaking, the City will be seeking out a firm that has extensive municipal audit 
experience in all areas of auditing, including traditional finance audits, value for money 
audits and operational reviews. Ideally, we will be looking for firms who also have 
management consulting operations and have consulted in various capacities for 
municipalities in Ontario. 

The budget for these audit services is completely controlled by the City. Council will have 
the authority to cancel this contract whenever it sees fit, should they choose another form 
of service delivery. As such, staff is recommending that the Manager, Purchasing Services 
be authorized to award a contract for the necessary professional and consulting services 
required to the highest-ranking proponent.  

Once the successful audit firm has been chosen, the number of audits will be limited to the 
approved budget for audit services as approved during the 2015 budget process, unless 
otherwise authorized by Council.   

The City of Oshawa has undergone significant organizational changes over the last few 
years. Historically, changes of this magnitude often lead to changes in processes, 
procedures and controls.  In order to reassess our internal financial processes and 
controls, it becomes imperative that the following audits be performed as quickly as 
possible. 

1) Overtime/ Lieu Time Analysis 
2) Cash handling  
3) Accounts Payable  
4) Accounts Receivable 
5) Payroll policies and controls 
6) Purchasing compliance and Policies 
7) Purchasing Card  
8) Travel policies and compliance 
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To avoid any delay in the startup of the audit work, staff is suggesting the above audits be 
conducted immediately upon awarding of the tender to a professional firm, subject to 
available budget funds. It is not likely that there will be enough funds in 2015 to carry out 
all of these audits so some may have to form part of the 2016 Audit Plan, where it is 
anticipated that more funds will be available. Generally speaking, traditional audits such as 
the ones mentioned above would cost $20,000-$30,000 each. Higher-level value for 
money and operational review audits would cost between $40,000 and $60,000, 
depending on their complexities. 

While the initial audits are being performed, the Director together with the professional firm 
will develop a list of risk-based audits and complete a 2016 Audit Work Plan to be 
approved by Finance Committee and Council prior to the end of 2015. 

Role of the Director  

1) Through discussion with senior management, staff and Finance Committee,  
compile a list of risk-based audits (every 3-5 years), with the assistance of the 
professional firm. 

2) Prepare a report to Finance Committee each year outlining the work plan based on 
available budget funds. 

3) Act as the liaison between staff and the professional firm to coordinate and facilitate 
the audit work. 

4) Assist with the completion of Management Action Plan for each of the audit 
recommendations prior to presentation to Finance Committee. 

5) Prepare high-level, transmittal report to Finance Committee at the end of each audit 
to facilitate the presentation of the work by the professional firm. 

6) Maintain and update a database of all audit recommendations, and Management 
Action Plans, to be audited/followed up each year by the professional firm. 

 

6.0 Financial Implications 

The 2014 budget provided an FTE and funding for the internal audit position, in the amount 
of $96,300 less gapping of $19,300 leaving a net of $77,000. Typically, when positions are 
filled, the previous year’s gapping is reinstated in the next budget process. If this is 
approved the 2015 budget for this function will be $96,300.  

Staff is recommending that the FTE for this function be eliminated and the funding of 
$96,300 be used for the purchase of Audit Services as contemplated in this report. 

Generally speaking, this will allow three to four traditional audits to be completed during 
2015. Once the development of the list of risk-based audits is completed, any additional 
funding required will be addressed during the 2016 budget process. 
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7.0 Relationship to the Oshawa Strategic Plan 

The guiding principles of sustainability and financial stewardship that underlie the Oshawa 
Strategic Plan are supported. 

  

Tony Tollis, Interim Director of Finance / Treasurer,  
Office of the City Manager 
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