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Appointed under Alberta's Auditor General Act,
the Auditor General is the legislated auditor of
every provincial ministry; department; and most
provincial agencies, boards, commissions, and
regulated funds. The audits conducted by the Office
of the Auditor General report on how government
is managing its responsibilities and the province’s
resources. Through our audit reports, we provide
independent assurance to the 87 Members of the
Legislative Assembly of Alberta, and the people of
Alberta, that public money is spent properly and
provides value.




Our examination was conducted under the authority of the Auditor General Act. The Office of
the Auditor General applies Canadian Standard on Quality Control 1 and, accordingly, maintains
a comprehensive system of quality control, including documented policies and procedures

regarding compliance with applicable professional standards and applicable ethical, legal and
regulatory requirements.

Our office complies with the independence and other ethical requirements of the Chartered
Professional Accountants of Alberta Rules of Professional Conduct, which are founded on
fundamental principles of integrity and due care, objectivity, professional competence,
confidentiality, and professional behavior.
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Executive Summary

The Department of Health provided grant funding to the AIDS Outreach Community Harm
Reduction Education Support Society (ARCHES) to operate a Supervised Consumption Site
(SCS) in the City of Lethbridge. ARCHES received total grant funding of $18.3 million from

September 2017 to August 2020.

In March 2020, upon concerns of potential expenditure irregularities at ARCHES, the department
initiated an expenditure review. The review concluded the grant funds were unaccounted for

and lacked appropriate documentation. This resulted in the department terminating its grant
agreement with ARCHES.

The scope of this report is on the underlying grant processes at the Department of Health that
awarded grants to ARCHES. This report does not cover any processes or controls at ARCHES.

Based on our examination of the processes, we found that the Department of Health:

e did not maintain sufficient documentation to evidence that it adequately monitored grant
reporting information received from ARCHES

e did not ensure financial information was certified by ARCHES

e has not fully assessed whether third-party assurance should be required in grant agreements

Improvements to these processes are necessary so that the department is able to ensure that

grant funds are spent in accordance with grant conditions and that grant objectives have been

achieved. As a result, we have recommended that the Department of Health improve its grant
monitoring processes by:

e improving its grant policy and procedures to ensure monitoring and evaluation requirements
are followed and documented
e establishing timelines for completing the grant evaluation checklist

e assessing whether third-party assurance should be required on large-dollar-value or high-risk
grants
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Context

Department of Health Grants

The Department of Health enters into grant agreements with organizations to provide
various healthcare-related services. When awarding grants, department staff must follow the
department’s grant policy and procedures.

During the 2019-2020 fiscal year, the department paid out approximately $1.16 billion in
discretionary grants to various organizations. Most of this discretionary funding goes to entities
within the Government of Alberta, such as Alberta Health Services. Grant agreements between
the department and organizations outline the terms and conditions of the grants, including how
the grant funding is to be spent by the recipient organizations. The grant agreements require
organizations to provide financial and other requested information by certain dates.

The department’s grant policy states that once a grant is awarded, it should be monitored to
ensure money is spent in accordance with the grant terms. More specifically, the department’s
grant procedures require that staff from the responsible program area “periodically assess and
document the grant recipient’s performance against performance measures and the goals to
be achieved, through the reporting requirements set out in the executed grant agreement.”
Department staff use the Grants Administration and Management System (GAMS) to record
grant information and document their review of grant information received from grant
recipients.

Grant Recipient ARCHES

One recipient organization, the AIDS Outreach Community Harm Reduction Education Support
Society (ARCHES), received funding to operate a Supervised Consumption Site (SCS) in the City of
Lethbridge. An SCS provides health services in a safe and hygienic environment where individuals
can engage in non-medical drug use under the supervision of healthcare professionals without
the risk of arrest for drug possession. The department paid out a total of $17.7 million during the
2019-2020 fiscal year to support the operation of SCSs and overdose prevention sites (OPS) in
five different cities.

In February 2020, the department received an anonymous tip alleging financial mismanagement
at ARCHES. The department reached out to the Chief Internal Auditor of Alberta who then
engaged an external firm to perform a “grant expenditure review” of the grant funding awarded
to ARCHES.
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In July 2020, the results of this review were released that “identified instances of non-compliance
with grant agreements, ARCHES’ policies and procedures manual, misuse of government funding
and inappropriate governance.” It was also noted that approximately $1.6 million of grant
expenditures relating to the 2017-2018 fiscal year did not have any supporting documentation.

Based on these findings, ARCHES lost its provincial government funding to operate the SCS,?
and the government turned over the results of the expenditure review to the Lethbridge Police
Service (LPS).

Based upon the series of events preceding the cancellation of the ARCHES grant, we decided to
examine relevant grant monitoring processes at the department, focusing on the grants paid to
ARCHES since 2017. The scope of our work did not include processes or controls at ARCHES.

Summary of Recommendations

RECOMMENDATION:

Improve grant monitoring processes

We recommend that the Department of Health improve its grant monitoring processes by:

e improving its grant policy and procedures to ensure monitoring and evaluation requirements are
followed and documented

e establishing timelines for completing the grant evaluation checklist

e assessing whether third-party assurance should be required on large-dollar-value or high-risk grants

1 https://open.alberta.ca/dataset/90fb3c93-79e7-481b-8e1f-3dbe122f4f27/resource/ec2eead9-1c42-4f72-
8d88-4199daec44e5/download/health-grant-expenditure-review-arches-2020-07.pdf

2 https://lethbridgenewsnow.com/2020/07/16/province-pulling-funding-from-lethbridges-scs/
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Alberta Health
Our findings

Summary of grant funding to ARCHES and amendment of the
operational grant

Between September 2017 and August 2020, ARCHES received total grant funding of $18.3 million
from the department under six different grant agreements, as shown in the table below:

Grant Description Total Approved Grant
Funding

Lethbridge SCS: operational grant $16,770,197
Lethbridge SCS: start-up costs $790,000
I'taamohkanoohsin “Everyone Comes Together” Program $250,000

Sr[])et;]a;igll:)g; a_trrrmisze;;dszsrseprevention site in Standoff, Alberta, $200,000

Needle collection services in Lethbridge $160,000

Lethbridge Needle Debris Mitigation $130,000
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The most significant grant related to the operational funding of the SCS had total funding of
$16.8 million since December 2017. This grant agreement was amended three times over the
term of the agreement, and each amendment increased the total amount of grant funding as
shown in the below table:

Grant version Amendment amount Total grant value

Original Grant N/A $4,176,896 December 15, 2017
Amendment 1 $6,637,180 $10,814,076 September 27, 2018
Amendment #2 $2,607,577 $13,421,653 March 1, 2019
Amendment #3 $3,348,544 $16,770,197 March 31, 2020

The first and second amendments increased the scope of activities that the SCS could offer while
the third amendment, with additional funding of $3.3 million, allowed the existing services to

continue for an additional six months up to September 30, 2020. Department staff amended the
grant while the expenditure review related to financial mismanagement allegations was ongoing.

After the results of the expenditure review were made public on July 14, 2020, the Minister of
Health directed the deputy minister to immediately end all funding to ARCHES. A letter was sent
to ARCHES on July 21, 2020, informing them the SCS grant agreement was being terminated
effective August 20, 2020. A subsequent letter was sent to ARCHES on July 28, 2020, informing
them that the effective date of termination was being changed to August 31, 2020. The

same termination process was completed for the other active ARCHES grant, the Lethbridge
Needle Debris Mitigation grant. On the date of these terminations, ARCHES stopped providing
supervised consumption and needle collection services in Lethbridge.

Minimal evidence of monitoring and evaluation of grant reporting
information received from ARCHES

The department’s grant policy and procedures state that program areas monitor and evaluate
grants that they are responsible for. Appendix A of the department’s grant procedures contains
high-level guidance on how to monitor and evaluate grants but does not establish consistent
documentation standards across the department to evidence that a grant agreement was
sufficiently monitored and evaluated. Therefore, program areas across the department do not
have consistent practices to document their monitoring and evaluation of grants.
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We noted that all six grant agreements the department had with ARCHES contained specific
reporting responsibilities to which it needed to comply. These responsibilities included providing
the department unaudited financial information and a progress report on whether the objectives
of the grant were being met. Some of the grants required additional demographic information,
such as the number of individuals using an SCS. The grant agreements clearly specified how the
funds were to be spent and contained an overall budget and a list of eligible and ineligible costs.
The grant agreements also provided a template that prescribed how ARCHES would report its
financial information to the department to facilitate consistent reporting throughout the grant
term.

When reporting information is received, department staff upload it into GAMS. The
grant manager must then indicate in the system whether the report meets the reporting
requirements.

For each grant, we checked whether ARCHES submitted its reporting requirements to the
department per agreed-upon deadlines and whether department staff were using this
information to evaluate ARCHES’ performance. We found for each ARCHES grant, the required
reporting information was filed in the system and the grant manager concluded the reports met
the requirements.

However, the department was unable to provide documented evidence that staff reviewed or
evaluated the reporting information received from ARCHES. For example, financial information
was filed in the system without any accompanying documented analysis. If department staff
reviewed the financial reporting, it was not part of the grant file, as required by the department’s
grant procedures. Therefore, we were unable to determine if department staff assessed ARCHES’
performance over the term of the grants, as required by the department’s grant procedures.

Department management told us the lack of documented analysis was due to the transfer of
grant management of the ARCHES grants across several branches of the department and staffing
challenges in these areas (the previous unit managing these grants was put together quickly and
did not have a grant administrator despite a high volume of grant files). These circumstances
resulted in an incomplete record of reporting-related documentation. The initial ARCHES grants
were initiated under the branch of the Chief Medical Officer of Health, then assigned to Public
Health and Compliance, and then assigned to the Addiction and Mental Health branch. If a
review was performed by staff who were originally involved in managing the grants, it was not
recorded in the system.

We also noted that the department’s review of the financial information was insufficient to
ensure that financial information submitted by ARCHES was appropriately certified by a “senior
financial officer” from ARCHES, which was required by the grant agreement.

These financial report submissions required three signatures from ARCHES staff: a “finance
contact,” a “program contact” and a “finance approval.” We would expect the “senior financial
officer” to sign for “finance approval.” Every financial submission for the six ARCHES grants
had signatures for a “finance contact” and “program contact”; however, we noted the “finance
approval” was always blank.

Department staff told us that ARCHES was a small organization and did not have a typical “senior
financial officer”; rather, it had one executive director and three director positions who could act
as a backup to the executive director. We noted that the executive director and director always
signed the financial reports as the “program contact.”
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We were unable to determine how department staff ensured that the executive director or

any of the directors qualified to be considered a “senior financial officer.” In the absence of
this, we were also unable to determine how department staff ensured and documented that
these financial reports were being certified by an appropriate “senior financial officer.” The
department’s grant procedures are not clear on what would constitute a senior financial officer
or how to verify a senior financial officer has certified the financial information. Without the
certification, the financial information submitted to the department could have less accuracy
and credibility.

In our view, the department’s policies and procedures should be updated to establish minimum
documentation standards to properly evidence that grants are monitored and evaluated. This
should also include a step ensuring that staff verified that submitted financial information had
been certified by an appropriate employee of the grant recipient. Department staff have told

us that they are currently working on adding functionality to the grant system to require more
documentation to support the review and monitoring of grants.

Grant evaluation checklists

Once a grant agreement expires, staff complete a grant evaluation checklist that includes yes/
no questions such as “were funds used for the intended purpose?” This completed checklist
provides evidence that department staff evaluated the performance of the grant. However, this
step is done only after the grant term expires and would not be sufficient for periodic monitoring
of a grant agreement.

We noted that these checklists were not completed in a timely manner. As of February 2021,
grant evaluation checklists were completed for five of the six ARCHES grants. For two of the
grants, the checklists were completed almost 2.5 years after the grants had expired. We
confirmed with department staff that the department’s policy does not set a timeline on when
the grant evaluation checklists must be complete.

Department has not assessed whether third-party assurance
necessary in grant agreements

The department's grant agreements with organizations like ARCHES do not include a provision to
require third-party assurance or verification when it may be deemed appropriate. We understand

that department management is currently assessing whether various forms of assurance should
be included in the department’s grant agreements.
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RECOMMENDATION:

Improve grant monitoring processes

We recommend that the Department of Health improve its grant monitoring processes by:

e improving its grant policy and procedures to ensure monitoring and evaluation requirements
are followed and documented

e establishing timelines for completing the grant evaluation checklist

e assessing whether third-party assurance should be required on large-dollar-value or high-
risk grants

Consequences of not taking action

If the department does not have adequate processes to monitor and evaluate adherence to
grant agreements, management may be unable to assert that grant funds have been spent in
accordance with grant conditions and that grant objectives have been achieved.

Stakeholders that rely upon grant funded services may also be adversely impacted if those grants
have to be withdrawn for unanticipated reasons.
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