In 2016, HPS continued to experience significant retirements/resignations. These payouts
fluctuate each year based not only on the number of retirements/resignations, but also
on employees’” accumulated sick bank balances, earned and untaken vacation
entitlements as negotiated under the collective agreements.

Financial/Legal Charges — $13,197 savings is attributable to less than anticipated legal
expenditures related to inquests and discipline hearings in 2016.

Material and Supplies - $588,158 savings is mainly attributed to savings in OPP
monitoring contract with additional net savings in operational expenses, equipment and
supplies.

Vehicle Expenses - $238,868 savings is attributed to savings in fuel costs and vehicle
maintenance.

Buildings and Grounds - ($332,717) over-expenditure is mostly attributed to higher than
anticipated costs in hydro and telephone. Telephone costs are higher due to increase in
maintenance pricing of running the old phone system while moving to VOIP
implementation in 2017. These over-expenditures were offset with savings in
horticultural services and heating fuel.

Consulting — ($24,502) over-expenditure is attributed to professional fees for the Chief of
Police selection process as well as Deputy Chief of Police.

Contractual - $103,390 savings is attributed mostly to cellular phone, air card rentals and
photocopiers rental. New corporate contracts were negotiated in 2016 resulting in
significant savings. These savings were offset by cleaning contract increases with the
new negotiated agreement.

Agencies and Support Payments - $5,000 savings is attributed to payment for Hamilton
Community Foundation not being needed.

The 2016 Hamilton Police Service budget included contributions from the Police Tax
Stabilization Reserve of $125,000, the Police Vehicle Reserve of $125,000, and the Police
Capital Reserve of $175,000 as sources of revenue. Due to the overall net surplus, these
contributions were not required and, as a result, remained in their respective reserve
accounts. The 2016 continuity schedule for the Hamilton Police Reserves is shown in
Appendix B.
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PRIOR-YEAR COMPARATIVES

Certain of the comparative figures have been reclassified to conform with the financial
statements presentation adopted for the current year.
CONCLUSION

In accordance with the “Operating Budget Surplus/Deficit Policy”, the City of Hamilton
Finance Department closed the 2016 HPS operating budget surplus of $76,986 in the
Police Tax Stabilization Reserve; a standard operating procedure at year-end. Therefore,
it is recommended the surplus be retained in the Police Tax Stabilization reserve.

This will provide the Hamilton Police Service with the opportunity to strategically
allocate funds to address needs in policing in 2017 and future years.

EG:J. Randazzo
Attachments: Appendices A-B

cc John Randazzo, Chief Accountant, Finance
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Hamilton Police Service

Appendix B
Summary of Reserve Balances
2016 Reserve Activity
| Reserve - ‘ ___ Balance Transfers “Interest “Transfers Balance
Number ; Reserve Name . Dec 31/2015 To(+) Earned(+) From(-) Dec 31/2016
104055 Tax Stabilization - Police 4,050,315 76,986 44,402 1) 3,680,948 490,755
104056 Police ISD Forensic Building 2,137,136 (2) 4,412,736 90,026 (3) 637 6,639,261
110020 Police Vehicle Replacement 1,517,125 (4) 1,557,400 42,221 (8) 1,515,244 1,601,502
110065 Police Capital Expenses 1,159,904 (9) 30,481 23,307 (10) 113,500 1,100,192
110066 Conducted Energy Weapons 207,194 1,912 (5) 209,107 -
112029 Vacation Liability Reserve 1,438,035 28,894 - 1,466,930
112030 Sick Leave Police 5,989,248 120,341 - 6,109,589
112210 Provision Police Litigation 254,733 5,118 - 259,851
112220 Police Special Events 111,252 2,235 - 113,487
112225 Rewards - Police Board 167,983 (6) 10,000 3,526 - 181,509
22218-000100 OMERS Type Il (see note below) 462,839 (7) 85,466 10,588 - 558,893
TOTAL RESERVES - . $ 17,495,766 $ 6,173,070 $ 372,570 $ 5519435 § 18,521,970 |

(1) - transfer to 1SD Reserve and Police Expenditure Capital per Board approval, PSB 16-068

(2) - approved allocation of 2015 surplus per PSB 16-068 and Mountain Station construction recovery
(3) - closing of capital project - land acquisition

4) - to fund Vehicle purchases, as per approved 2016 Budget

(5) - transfer funds for CEW purchase

(6) - transfer reward for unsolved homicide per PSB 15-062

(7) - transfer funds back to OMERS Type Ili for CEW funding posted twice
(8) - transfer funds to capital project to fund vehicle purchases

(9) - transfer excess funds back to reserve for completed capital projects

(10} - funds transferred to Operating Budget to fund one-time backup server and support license as approved by the PSB for the 2016 Budget

Note - OMERS Type Il account represents the unused portion plus accumulated interest of the OMERS Type Il surplus that was divided
with the Hamilton Police Association, Senior Officers Association, the Chief and Deputies in 1997. These funds must be used in
accordance with the agreement signed by the parties stated above. The monies must be used for specific improvements for the

service and / or front line staff.




APPENDIX A

Schedule of Operations
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POLICE SERVICES

Year ended December 31, 2016




KPMG LLP

Commerce Place

21 King Street West, Suite 700
Hamilton Ontario L8P 4W7
Canada

Telephone {905) 523-8200

Fax (905) 523-2222

INDEPENDENT AUDITORS’ REPORT

To the Hamilton Police Services’ Board

We have audited the accompanying rations of the Hamilton Police
Services for the year ended Dece
of significant accounting p
“schedule”). The schedule has b
the basis of accounting d 1 to the schedule.

Management's Respons

he preparation of the schedule in accordance with
cribed in Note 1 to the schedule; this includes
ecounting is an acceptable basis for the preparation
ances, and for such internal control as management
sary to enable the preparation of the schedule that is free from

conducted our audit in accordance with Canadian generally accepted auditing
standards. Those standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance about whether the
schedule is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the schedule. The procedures selected depend on our
judgment, including the assessment of the risks of material misstatement of the
schedule, whether due to fraud or error. In making those risk assessments, we
consider internal control relevant to the entity’s preparation of the schedule in order
to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity's internal
control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the schedule.

KPMG LLP is a Canadian limited liability partnership and a member
firm of KPMG network independent member firms affiliated

with KPMG International Cooperative {“KPMG International”) a
Swiss entity. KPMG Canada provides services to KPMG LLP.



We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our audit opinion.

Opinion
In our opinion, the schedule of operations of the Hamilton Police Services for the
year ended December 31, 2016 is prepared, in all material respects in accordance

with the basis of accounting described in Note 1 to the schedule.

Basis of Accounting and Restriction on Use

n to Note 1 to the schedule, which
dule has been prepared by
is intended solely for the
n and should not be used

Without modifying our report, we draw atte
describes the basis of accounting. 4




HAMILTON POLICE SERVICES

Schedule of Operations

Year ended December 31, 2016, with comparative information for 2015

Budget 2016 2015

Revenues:

Municipal

contributions: (Note 2) 151,457,039 $ 151,035,039 146,862,587
Grants and subsidies 7,290,628 7,633,818 9,364,221
Fees & general revenues 2,640,555 4,520,720 4,388,693
Development charges earned 310,570 347,584 349,692
Total revenues 161,698,792 163,437,161 160,965,193

Expenses:
Employee related costs 147,661,674 144,067,313
Materials and supplies 5,286,435 4,672,299
Buildings and grounds 2,595,594
Insurance 1,789,675
Vehicle expenses 1,902,008
Contractual expenses 707,900 758,955
Financial/Legal charges 594,512 611,379
Cost allocation 660,250 660,250
Finance costs 162,043 192,472
Consulting expenses 52,102 -
Agencies and support payment; 34,300 34,300
Total expenses 792 163,360,175 157,284,245
Annual surplus - 76,986 3,680,948
Net transfers to rese - 76,986 3,680,948

Surplus, end of year

See accompanying notes to

edule of operations.




HAMILTON POLICE SERVICES

Notes to the Schedule of Operations

Year ended December 31, 2016

Hamilton Police Services (the "HPS") is responsible for adequate and effective police services, law
enforcement and crime prevention within the City of Hamilton.

1. Significant accounting policies:

The schedule of operations (the “schedule”) has been prepared by management in accordance
with the recognition and measurement principles of Canadian public sector accounting
standards (PSAS) except that it records minor capital assets as an expense, does not capitalize
or amortize tangible capital assets and does not record employee future benefits. The schedule
does not include the presentation principles or the presentation of all the statements and note
disclosures required by PSAS for a complete set of statements. Significant accounting policies
adopted by the HPS are as follows:

(a) Accrued basis of accounting:

for revenues™and expenditures with the
g future bénefits. Revenues are
xpenditures are recognized as they

of goods or services with the exception
['When paid.

HPS follows the accrual method of accou
exception of tangible capital asset a
recognized in the year in which they are
are incurred and measurable as a
of employee future benefits which

(b)  Use of estimates:
rmity with Canadian public sector accounting

estimates affecting the reported amounts of
period. Actual results could differ from these

The preparation of
standards requires
revenues and expen
estimates. 4

Budget 2016 2015
Net expenditure $ 153,250,091 $ 153,173,105 145,411,007
Contributions from reserves
to current 288,500 113,500 -
OMERS type llI 93,575 93,575 98,700
Vehicle reserve (1,560,400) (1,557,400) (1,494,900)
Principal amount cap finance (864,727) (864,727) (833,168)
Surplus - 76,986 3,680,948
Tax stable reserve 125,000 - -
Vehicle reserve 125,000 - -

$ 151,457,039 $ 151,035,039 $146,862,587




5.3

HAMILTON POLICE SERVICES BOARD

- RECOMMENDATION -
DATE: 2017 June 16
REPORT TO: Chair and Members
Hamilton Police Services Board
FROM: Eric Girt
Chief of Police
SUBJECT: Performance Audit — Police Reserves

(PSB 17-080, also See City Audit, Finance and Administration
Committee Report AUD 17011)

RECOMMENDATION:

That the Hamilton Police Service Board approve closure of the Provision for Police Litigation
Reserve 112210 and the Police Special Events Reserve 112220 and transfer the December 31,
2016 ending balances of $259,851 ($254,733 — 2015) and $113,487 ($111,252 — 2015) respectively
to the Police Tax Stabilization Reserve 104055.

That the Hamilton Police Service Board approve maintaining the Police Vacation
Liability Reserve 112029 as a separate Reserve.

That the Hamilton Police Service Board direct the Board Administrator to refer the
Board motion together with this report for execution of the motion to the City of

Hamilton. M

Eric Girt
Chief of Police

FINANCIAL / STAFFING /| LEGAL IMPLICATIONS:

FINANCIAL - Consolidate the Provision for Police Litigation Reserve and the Police
Special Events Reserve into the Police Tax Stabilization Reserve
104055, resulting in a new balance of $864,093 as at December 31,
2016.

STAFFING - n/a
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LEGAL - n/a
BACKGROUND:

Reserves are used to accumulate funds over time to replace capital assets and provide a
measure of financial flexibility of budget shortfalls, unexpected/unanticipated events or
relieve tax levy for any particular budget year. A balanced approach to the planning and
use of reserves is considered good financial management as it permits Police funds to be
spent sensibly on future Police operations, it ensures Police service levels are maintained
and not immediately impacted by any potential unexpected events. Hamilton Police
allotted reserves consists of eleven reserves (Appendix A). These Reserves are included
in the City of Hamilton’s Reserves - Detail Report issued annually.

The City of Hamilton’s Department of Audit Services conducted a Value for Money
Audit of City-wide Reserves including the Hamilton Police Reserves.

As stated in City’s Audit, Finance and Administration Committee (AF&A) report
AUD17011, “the audit focused on management practices in relation to reserve activity
for the year-ended December 31, 2015 and reviewed trend analysis for the five years
2011-2015".

“Effectiveness and Efficiency of the reserves activity, as well as sustainability and
sufficiency of reserve balances was investigated. Compliance with Corporate Policies
and Public Sector Accounting Board (PSAB) Accounting Standards was assessed.
Strategic direction was reviewed for alignment with Corporate objectives. Reporting of
reserve activity was evaluated for understandability and transparency”.

City of Hamilton Auditor, Ms. Anne Tourigny, CPA, CA, visited Hamilton Police and
met with the members of the Finance unit. Each Police Reserve was examined and
discussed and was provided with the HPS Reserve Continuity Report (Appendix A) for
the years audited. All transfers to/from reserves were explained for the years examined.
In addition, a copy of the Operating Budget Surplus/Deficit Policy approved by the
Board (PSB 15-059) was provided.
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In 2000, Hamilton Police held the Canadian Association of Chiefs of Police conference
and the net proceeds and expenditures were recorded in this Reserve. In addition, in
2009 through Board resolution (PSB 09-041) funds were allocated for sponsorship of the
FBINAA Conference held in Hamilton. Other than interest earned each year, there has
not been activity since then.

Command Recommendation — Close to Police Tax Stabilization Reserve

As there has been no activity since 2009, we are in agreement to close this Reserve and
transfer funds to the Police Tax Stabilization Reserve.

Conclusion

Based on findings and recommendations of the Performance Audit Report, AUD17011,
we are in agreement for the closure of the Provision for Police Litigation Reserve and the
Police Special Events Reserve while maintaining the Police Provision for Vacation
Liability Reserve separately as intended for its use.

EG: J. Randazzo
Attachments: Appendix A — Summary of Reserve Balances

Appendix B — City of Hamilton, Audit, Finance and Administration - (AUD 17011)

cc John Randazzo, Chief Accountant, Finance
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Hamilton Police Service

Summary of Reserve Balances

2016 Reserve Activity

Appendix A

(9)
(10)

- transfer to ISD Reserve and Police Expenditure Capital per Board approval, PSB 16-068

- approved allocation of 2015 surplus per PSB 16-068 and Mountain Station construction recovery

- closing of capital project - land acquisition

- to fund Vehicle purchases, as per approved 2016 Budget

- transfer funds for CEW purchase

- transfer reward for unsolved homicide per PSB 15-062

- transfer funds back to OMERS Type Il for CEW funding posted twice
- transfer funds to capital project to fund vehicle purchases

- transfer excess funds back to reserve for completed capital projects

- funds transferred to Operating Budget to fund one-time backup server and support license as approved by the PSB for the 2016 Budget

Reserve Balance Transfers Interest Transfers ~ Balance _]
Number Reserve Name _Dec 31/2015 To(+) Earned(+) From (-) Dec 31/2016
104055 Tax Stabilization - Police 4,050,315 76,986 44,402 (1) 3,680,948 490,755
104056 Police ISD Forensic Building 2,137,136 (2) 4,412,736 90,026  (3) 637 6,639,261
110020 Police Vehicle Replacement 1,517,125 (4) 1,557,400 42,221 (8) 1,515,244 1,601,502
110065 Police Capital Expenses 1,159,904 (9) 30,481 23,307 (10) 113,500 1,100,192
110066 Conducted Energy Weapons 207,194 1,912 (5) 209,107 -
112029 Vacation Liability Reserve 1,438,035 28,894 - 1,466,930
112030 Sick Leave Police 5,989,248 120,341 - 6,109,589
112210 Provision Police Litigation 254,733 5,118 - 259,851
112220 Police Special Events 111,252 2,235 - 113,487
112225 Rewards - Police Board 167,983 (B) 10,000 3,526 - 181,509
22218-000100 OMERS Type Il (see note below) 462,839 (7) 85,466 10,588 - 558,893
= TOTAL RESERVES 7 $ 17,495,766 $ 6473070 § 372,570 $ 5519435 18,521,970 |

Note - OMERS Type Ill account represents the unused portion plus accumulated interest of the OMERS Type 1ll surplus that was divided
with the Hamilton Police Association, Senior Officers Association, the Chief and Deputies in 1997. These funds must be used in
accordance with the agreement signed by the parties stated above. The monies must be used for specific improvements for the
service and / or front line staff.



| CITY OF HAMILTON
= CITY MANAGER’S OFFICE

”!“ Audit Services Division
Hamilton

TO: Chair and Members
Audit, Finance and Administration Committee

COMMITTEE DATE: May 8, 2017

SUBJECT/REPORT NO: | Performance Audit Report 2017-01 — Reserves (AUD17011)
(City Wide)

WARD(S) AFFECTED: City Wide

PREPARED BY: Charles Brown CPA, CA, CPA (lllinois) 905-546-2424 x4469

SUBMITTED BY: Charles Brown CPA, CA, CPA (lllinois)
Director, Audit Services
City Manager's Office

SIGNATURE:

RECOMMENDATION

(a) That the Management Action Plans as detailed in Appendix “A” of Report
AUD17011 be approved; and

(b) That the General Manager of Finance and Corporate Services be directed to
instruct the appropriate staff to have the Management Action Plans (attached as
Appendix “A” to Report AUD17011) implemented.

EXECUTIVE SUMMARY

Reserves are a financial tool used by municipalities to respond to uneven revenues and
expenditures, and support financial flexibility. Good financial management includes a
planned utilization of reserves. The 2015 Reserves Report reflected $924.7 million in
reserves, of which $660.8 million are discretionary reserves mandated by Council.

The 2016-2018 Audit Services Work Plan approved by Council included a Value for
Money Audit of Reserves. The audit focused on management practices in relation to
reserve activity for the year ended December 31, 2015, and considered trend analysis
for five years from 2011 to 2015.

Effectiveness and efficiency of the reserves activity, as well as sustainability and
sufficiency of reserve balances was investigated. Compliance with corporate policies
and accounting standards (PSAB) was assessed. Strategic direction was reviewed for
alignment with Corporate objectives. Reporting of reserve activity was evaluated for
understandability and transparency.

OUR Vision: To be the best place fo raise a child and age successfully.
OUR Mission: To provide high quality cost conscious public services that contribute to a healthy, safe and prosperous
community, in a sustainable manner.
OUR Culture: Collective Ownership, Steadfast Integrity, Courageous Change, Sensational Service, Engaged
Empowered Employees.
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