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Performance Audits

A performance audit is an independent, objective and systematic assessment of how well
government is managing its activities, responsibilities and resources. We select audit topics
based on their significance. While the Office of the Auditor General (OAG) may comment on
policy implementation in a performance audit, we do not comment on the merits of a policy.

Performance audits are planned, performed and reported in accordance with professional
auditing standards and OAG policies. They are conducted by qualified auditors who:

o Establish audit objectives and criteria for the assessment of performance;

e Gather the evidence necessary to assess performance against the criteria;

e Report both positive and negative findings;

¢ Conclude against the established audit objectives; and,

e Make recommendations for improvement when there are significant differences

between criteria and assessed performance.

Performance audits contribute to a public service that is ethical and effective and a civic
administration that is accountable to taxpayers and its elected officials.
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Message from the Auditor General

To the Mayor and Council of the City of Vancouver,

| am pleased to present this report on my office’s performance audit of the City’s childcare,
cultural and social non-profit leases. As a major owner of property within its borders, the City of
Vancouver manages a significant portfolio of properties, some of which are leases granted to
non-profit operators ‘in-kind’, at low or almost no cost.

This portfolio is important. In addition to providing space for arts and culture, the City provides
low-cost space to assist some of our community’s most vulnerable people — for example those
escaping violence or needing culturally appropriate spaces to heal, youth at risk, low-income
seniors and families with young children.

We found that the total value of the non-profit lease portfolio is not well understood, and as a
result | cannot report the value of lease grants the City provides in-kind each year. However, in
March 2023 Council approved 10 leases with an estimated annual market value of $1.1 million.
With 119 leases in the non-profit portfolio included in the scope of the audit, the total value is
undoubtedly significant.

Any credible granting program must exemplify the principles of fairness, transparency and
accountability. The basis of selection must be demonstrably fair — we identified deficiencies in
documentation supporting the operator selection process. Also, the decision to renew leases
requires systematic evaluation and documentation of the public benefits delivered by lessees —
we found this had not been done. In 2020, the City developed a framework for addressing many
of the issues identified in this report, however, at the time of our audit the framework had yet to
be fully implemented with significant work remaining. An implementation plan that includes
assigned responsibilities and timelines for completion is needed.

A property that is leased to a childcare provider for little or no revenue represents an opportunity
cost for the City — in other words, the property could be leased to another tenant at a rate
reflective of the market, but the City chooses not to. The audit identified the opportunity for the
City to develop a funding model to recover from senior-levels of government the opportunity
cost of providing nominal and below-market leases to childcare providers.

Below-market leases constitute grants in-kind which, under the Vancouver Charter, must be
approved by Council. We observed that a large proportion of leases in the City’s non-profit
portfolio had expired while the tenant continued to occupy the space, a situation referred to as
“overhold”. Short-term overholds are common in the real estate industry, however, we found
that 20% of the City’s non-profit lease portfolio had been in overhold for more than a year, with
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half of these leases in overhold for 10 years or more. Overholding, especially over the long
term, in effect bypasses the Council approval that is required for grants in-kind and is a practice
that | believe must stop. I've recommended that better information be provided to Council,
including information regarding overholds.

The report contains 10 recommendations for improving the administration and oversight of the
City’s childcare, cultural and social non-profit lease portfolio. | express my thanks to the Arts,
Culture and Community Services department for their positive and productive response to these
recommendations and for their assistance and cooperation throughout the audit.

Mike Macdonell, FCPA, FCA
Auditor General

Vancouver, B.C.

13 June 2024
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Executive Summary

Background

1. The City of Vancouver’s (the City) Arts, Culture and Community Services (ACCS)
department provides non-profit organizations (NPOs) with below-market and nominal leases
of City-owned or leased land, buildings and spaces to leverage NPO expertise in
implementing solutions and services that serve community needs. These NPOs deliver a
wide variety of community services through facilities such as childcare centres,
neighbourhood houses, theatres and art galleries.

2. Our audit objective was to determine whether the City effectively managed its childcare,
cultural and social non-profit leases to deliver intended public benefits in support of its
strategic priorities.

What We Concluded

3. While the City developed and started to put in place a lease management framework to
enable effective administration of its childcare, cultural and social non-profit leases, the
framework had not been fully implemented. Since the framework included key processes
that were not in place during the audit period, including monitoring and documenting
operator performance against lease requirements, we concluded that the City did not
effectively manage its childcare, cultural and social non-profit leases.

What We Examined

4. The audit covered the period between January 2022 and August 2023. We examined the
City’s approaches, frameworks and practices for managing its childcare, cultural and social
non-profit leases.

5. The audit did not include non-profit leases managed by the Vancouver Board of Parks and
Recreation, nor non-market housing leases managed by the Non-Market Housing
Development Operations department. Both of these areas had separate lease management
processes.

What We Found

Strategies, policies and procedures

6. The City established strategies and objectives relating to the three service groups that
manage childcare, cultural and social non-profit leases. Staff presented these strategies to
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City Council (Council) and received its approval. While two out of three service areas had
metrics with targets and regularly reported on progress toward meeting objectives, one did
not.

In addition, the City’s childcare strategy guided its involvement in supporting childcare that
aligned with senior-level government initiatives to build a universal childcare system in the
province. However, the City did not have a funding model designed to recover costs from
senior-level governments that provide funding for childcare initiatives. By leveraging
available funding, the City could recover a portion of its costs and use these funds for a
variety of purposes, including investments in furthering Vancouver’s childcare infrastructure.

To support the effective management of childcare, cultural and social non-profit leases, the
City developed the Non-Profit Lease Management (NPLM) Framework in November 2020.
The NPLM Framework covered key stages of the leasing lifecycle and provided the
elements of an effective foundation for lease management. While ACCS and other
supporting City departments had put some elements of the framework in place, full
implementation of the framework with supporting processes and procedures was not
complete at the time of this audit.

Non-profit lease management

9.

The non-profit lease lifecycle starts when a space becomes available, and the City selects
an operator to enter into a lease agreement. We found that the City followed a competitive
process when selecting new operators but did not have consistent document retention
practices across its three service groups to ensure documentation was available to support
past operator selections.

Once an operator is selected, a lease agreement is negotiated and signed between the City
and the operator. We found that the City had reasonably defined the lease requirements for
the City and its operators for the sample of leases we reviewed during the audit period.

However, the City’'s management and performance monitoring of non-profit leases
depended on a manual process for maintaining its list of childcare, cultural and social non-
profit leases. Compiling the list required extensive manual effort, which may be less efficient
than employing a centralized database. We encourage ACCS to explore an alternate
approach.

In addition, during the audit period, we found that the City had not conducted and
documented formal lease monitoring that tied operator performance back to lease
agreement terms, including public benefits. In lieu of formal monitoring, the City indicated
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that it engaged with operators to understand their operations through site visits, meetings
and regular communications; however, it did not systematically document these activities.
Implementing a more structured approach to performance monitoring would support the City
in evaluating the achievement of public benefits intended to be provided by non-profit lease
operators, addressing performance gaps and supporting lease enforcement activities when
necessary.

For the renewal of leases through exercise of a tenant’s option to renew and for the renewal
of expired leases, while the City indicated it had no concerns based on its understanding of
operator performance, as noted above it did not formally document its assessments of
operator performance and lease compliance.

We noted a large proportion of leases, where the lease agreement had expired and the
tenancy continued under the terms of the expired lease, known as being in “overhold”. As of
September 1, 2023, 20% of the City’s childcare, cultural and social leases had been in
overhold for more than one year, and half of these were in overhold for more than ten years.
This introduces potential financial and reputational risks to the City. Unlike renewals of
expired leases, the City did not require or seek Council approval for overholding.
Overholding for extended periods in effect bypasses the Council approval required for lease
grants and could limit other potential operators from accessing these spaces.

Information to Council

15.

The City provided the public and Council with information on childcare, cultural and social
non-profit leases; however, there are opportunities for the City to provide additional
information to enable a more comprehensive view of the City’s full financial contributions to
individual operators, to the overall non-profit portfolio of childcare, cultural and social leases,
and to the non-profit sector in general.

What We Recommend

16.

The recommendations listed in Exhibit 1 are intended to assist the City in effectively
managing its childcare, cultural and social non-profit leases to support the delivery of
intended public benefits to the community. The City has developed action plans (see
Appendix A: Responses from the Arts, Culture and Community Services department) in
response to these recommendations.
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Exhibit 1: Summary of Recommendations

Themes Recommendations

Strategies, 1. The City should define performance metrics and targets for non-profit

policies and leasing in its social services portfolio to enable monitoring and tracking of

procedures progress toward meeting the strategic objectives outlined in its approved
strategies.

2. The City should fully implement its Non-Profit Lease Management (NPLM)
Framework by developing supporting processes, procedures and
templates. Implementation should include developing a project plan that
identifies responsibilities for executing the plan, timelines for
implementation and a deadline for completion.

3. The City should review its funding model supporting childcare initiatives to
ensure better alignment with senior-level government initiatives.

Non-profit 4. The City should evaluate its current processes for storing and managing
lease lease information to determine if it can more efficiently and effectively
management maintain an accurate, comprehensive list of childcare, cultural and social

non-profit leases to better enable effective tracking and monitoring of the
non-profit lease portfolio.

5. The City should ensure that adequate and consistent document retention
practices are in place across all service groups involved in the selection of
non-profit lease operators to support the principles of open, transparent and
accountable decision-making.

6. The City should ensure it takes a systematic approach to monitoring lease
requirements for all operators by implementing a formal lease monitoring
process including the documentation of the results of periodic reviews.

7. The City should determine how often it reviews an operator’s priority status
and when to seek Council approval. The review process should be
informed by the results of performance monitoring activities identified in
Recommendation 6.

8. When renewing non-profit leases, the City should include in the renewal
rationale the outcome of formal operator performance monitoring, including
an assessment of the delivery of intended public benefits and whether there
is continued alignment between the use of the space with City strategies
and priorities.
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Themes Recommendations

9. The City should reduce the number of leases in overhold for longer than
one year and implement policies and procedures to limit the number of
leases in overhold and the length of the overhold period. This includes:

e Establishing a priority and timeframe for addressing all leases
currently in overhold;

e Establishing primary accountability for managing overhold leases;
and,

e Annual reporting of all leases in overhold to Council for review and
approval.

Information to 10. The City should provide Council with information on the full extent of the
Council City’s financial contribution to non-profit organizations receiving lease
grants. This reporting should include information such as:
o Estimated operating and capital maintenance costs for each lease to
be incurred by the City, to inform leasing decisions;
e Actual maintenance and capital costs incurred by the City;
e The full value of the City’s financial contribution to each operator
(e.g., maintenance, lease grant, operating grant); and,
e Other pertinent information as identified by Council.
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Main Report

1. Introduction

1.1 Background & Context

Non-Profit Leases

The City of Vancouver (the City) provides non-profit organizations (NPOs) with below-market
and nominal leases of City-owned or leased lands, buildings and spaces to leverage the

expertise of NPOs in implementing solutions and
. . Types of leases
services that serve community needs. These

NPOs deliver a wide variety of community » Market Lease — A lease where the rent
amount is equal to what is charged in the

services through childcare centres, :
private market.

neighbourhood houses, theatres, shelters and art

o Below-Market Lease — A lease where the
rent amount is lower than average rates
in the private market.

galleries. Section 206 of the Vancouver Charter
states that City Council (Council) may provide
grants to any charitable institution and any

. , e Nominal Lease — A form of below-market
organization deemed by Council to be

lease where the rent amount is of a token

contributing to the culture, beautification, health or amount and considerably smaller than
welfare of the City. The difference between what is charged in the private market.
below-market or nominal rent and estimated

Source: Adapted from BC Housing - Glossary and
market rent is considered a grant. Oxford Languages - Definitions

Most non-profit leases involve spaces belonging

to the Capital Fund (CF). According to the City’s 2023 budget, the CF includes capital
expenditures supporting civic assets and infrastructure. Council approves the annual capital
budget. There are also some non-profit leases belonging to the Property Endowment Fund
(PEF). According to the City’s 2023 budget, the purpose of the PEF is to preserve and
increase the real value of PEF assets and to increase the fund’s ownership of strategic sites.
The overarching goal of the PEF is to manage its assets to preserve their real value and
generate a reasonable economic return. However, for historical reasons approved by Council
in the past, some nominal or below-market leases remain in the PEF.

The City provides its long-term strategic direction for future capital investments in an area or
neighbourhood in a Public Benefits Strategy (PBS), which considers the existing network of
amenities and infrastructure needed to support the area, including facilities or properties
assigned to the non-profit lease portfolio. The City’s Planning, Urban Design and
Sustainability (PDS) department works with the Arts, Culture and Community Services
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(ACCS) department to determine the elements to include in a PBS. The City includes a PBS
in each of its community plans for Council approval (e.g., the Cambie Corridor Plan and the
Broadway Plan). For instance, in the Broadway Plan, the City outlines the PBS for arts and
culture and its 30-year vision to support a thriving cultural sector that contributes to the city’s
economy through tourism and job creation. This vision is supported by a PBS to increase the
amount of artist production, rehearsal and presentation space.

Roles & Responsibilities

The Arts, Culture and Community Services department

ACCS provides City spaces through a diverse portfolio of below-market leases to not-for-profit
childcare, cultural and social organizations. To fulfill its mandate, ACCS collaborates with
various organizations, including other City departments, community partners and public
partners (e.g., health authorities and senior-level governments). Through these collaborations,
ACCS strives to invest in and leverage the expertise of these broader stakeholder groups to
implement solutions and services.

ACCS has three service groups that work with NPOs and community organizations in the
childcare, cultural and social categories. These three service groups also manage the non-
profit leases reviewed in this audit as illustrated in Exhibit 2:

Exhibit 2: Nominal/Below-Market Leases by Service Group'

. Examples of # of leased # of

Service groups . "
service types facilities operators

Childcare services Childcare spaces for 43 17
(Childcare Project team) various age groups
Cultural services Museums, galleries 40 36
(Arts, Culture and Tourism team) | and dance theatres
Social ) Neighbourhood
;CI? se:cwces houses, family places 36 33
(Social Infrastructure team) and seniors centres
Total 119 86

" The OAG developed this table based on information provided by ACCS.
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In addition, the ACCS Partner Agreements team and service groups work on lease renewals,
manage lease inquiries after leases are signed and handle requests from operators relating to
their spaces and leases. The four Partner Agreements team members are responsible for
non-profit lease monitoring and work with other departments such as Finance and Supply
Chain Management (FSC), Legal Services and Real Estate, Environment and Facilities
Management (REFM).

The Real Estate, Environment and Facilities Management department

REFM’s mandate is to promote safe, sustainable and innovative stewardship of the City’s
properties and facilities, to protect and enhance Vancouver’s environment and to advance the
City’s mission, goals and services. REFM provides a full range of services for City-owned and
City-leased property and building assets, including asset lifecycle management functions and
strategic long-term portfolio planning.

Multiple groups within REFM support ACCS in various ways to help manage its non-profit
leases. The Facilities Planning group prepares service level agreements (SLAs) according to
the operational maintenance requirements of available spaces. The Property Negotiators
group drafts lease agreements and calculates the market value of non-profit lease grants,
which are later presented to Council for approval. In addition, the Facilities Maintenance and
Operational Excellence group handles maintenance requests where the City is responsible
and notifies ACCS of any non-compliance with maintenance requirements. This group also
provides capital maintenance services and capital maintenance budgeting.

1.2 About the Audit

The objective of this audit was to determine whether the City effectively managed its
childcare, cultural and social non-profit leases to deliver intended public benefits in support of
its strategic priorities.

The audit covered the period from January 1, 2022 to August 31, 2023. Our focus was on
leases renewed or initiated since 2022 and included policies, practices and administrative
processes the City created prior to 2022 that were still in use during the audit period. We
conducted our examination work between August 2023 and February 2024 and completed the
audit on May 16, 2024.

The scope of this audit did not include:

¢ Non-profit leases managed by the Vancouver Board of Parks and Recreation, which has
its own processes for lease management;
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o Affordable housing leases managed by the Non-Market Housing Development
Operations department. This department has its own strategies and framework for
developing, leasing and operating affordable housing units;

e Temporary shelters managed by ACCS’s Housing and Homelessness Services
department;

e The Artist Studio Program, which offers live-work spaces at below-market prices to
selected award recipients;

e The Theatre Rental Grant Program, which offers grants to rent City-owned theatres such
as the Orpheum, The Annex, Vancouver Playhouse and Queen Elizabeth Theatres.
These grants are approved by Council annually and funding is in lieu of fees such as
venue fees, front-of-house fees, technical days and rehearsal uses;

e Review of the services and programs provided by non-profit lease operators to
determine the realization of intended public benefits; and,

e Assessment of building lifecycle costs and associated asset management process for
leased spaces.

28. We used several methods to obtain sufficient and appropriate evidence. We examined
available documentation, interviewed internal stakeholders and undertook analytical
procedures. For more on this audit, please refer to Appendix B: About the Audit.
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2. Conclusion, Findings and Recommendations

Conclusion

Our audit objective was to determine whether the City of Vancouver effectively managed its
childcare, cultural and social non-profit leases to deliver intended public benefits in support of
its strategic priorities. While the City developed and started to put in place a lease
management framework to enable effective management of its childcare, cultural and social
non-profit leases, the framework had not been fully implemented. Since the framework
included key processes that were not in place, including monitoring and documenting operator
performance against lease requirements, we concluded that the City did not effectively
manage its childcare, cultural and social non-profit leases.

2.1 Strategies, policies and procedures

The City leverages the expertise of non-profit operators to implement programs and services
that address community needs by offering affordable, below-market-rate leases for spaces
dedicated to childcare, cultural and social purposes. To ensure community needs are
addressed, an assessment of alignment with strategies and identified goals should guide
decisions on where to allocate resources, what direction to take and which actions to
prioritize.

Effective lease management helps the City achieve the goals and objectives outlined in its
strategies. Lease management involves monitoring processes and oversight procedures of
lease agreement terms made between a landlord (the City) and a tenant (the operator). It
includes a range of lease lifecycle activities, including negotiating lease agreements,
addressing tenant inquiries, monitoring for compliance with lease agreement terms and
managing lease renewals or expiries.

What we looked for

We examined whether the City had guiding strategies that included non-profit lease objectives
by service group, and whether the City established metrics to measure the progress and
achievement of these objectives. In addition, we examined whether the City implemented
processes to enable effective management of its non-profit lease portfolio.
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What we found

2.1.1 All three service groups had Council-approved strategies with
objectives for the City to provide spaces to non-profit organizations

Strategies provide the City with direction on how it can align its policy goals with strategic
objectives. We found that ACCS’ childcare, cultural and social services groups had Council-
approved strategies with objectives for providing spaces to NPOs. Assessing the City’s
achievement of the objectives outlined in the documents described below was not within the
scope of this audit.

Childcare services — the Making Strides: Vancouver’s Childcare Strategy was approved by
Council in 2022 with the aim of supporting access to a new universal system of early learning
and childcare led by the provincial and federal governments. The strategy included a goal to
direct City operating grants and nominal leases toward increasing equitable access to
childcare.

Cultural services — the Making Space for Arts and Culture strategy was approved by Council
in 2019, laying out the City’s long-term vision to address space challenges faced by
Vancouver’s arts and cultural sector. The strategy identified an overall target of providing
800,000 square feet of new, repurposed, or expanded affordable arts and cultural spaces over
ten years. This includes 650,000 square feet of new or repurposed space and 150,000 square
feet of renewed or enhanced existing space. To achieve this target, the strategy included
goals to expand tools to prevent displacement, secure spaces, grow community partnerships,
increase community ownership and remove regulatory barriers related to non-profit leasing.

Social services — the Spaces to Thrive strategy was approved by Council in 2021 and
included a ten-year framework for the City to support the social-serving non-profit sector and
related spaces through the City’s various roles as regulator, partner, investor and social
development advocate. The strategy identified an objective for the City to develop policies,
incentives and requirements to promote the creation of new social infrastructure and support
non-profit applicants to develop new social spaces.

We have no recommendations in this area as the audit criterion was met.
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2.1.2 Two out of three service areas had established metrics with targets
and reported on progress

Performance monitoring through established metrics and targets is an important mechanism
to track progress toward objectives and goals and to facilitate accountability. ACCS
established metrics with targets for two out of three service areas that managed non-profit
leases.

In the childcare services area, ACCS defined metrics on the supply and needs for childcare
spaces by age group in the Making Strides: Vancouver Childcare Strategy and provided
quarterly internal reporting. ACCS also publicly reported on the number of new childcare
spaces approved in the City’'s 2023 Budget and Five-Year Financial Plan.

In the cultural services area, ACCS defined a metric in the Making Space for Arts and Culture
strategy relating to the total square footage of cultural spaces provided to the arts and cultural
community. During the audit period, ACCS internally tracked performance against this metric
and publicly reported it in the City’s 2023 Budget and Five-Year Financial Plan and the Culture
Shift Progress Report.

In the social services area, the Spaces to Thrive strategy did not include defined metrics with
performance targets. One of the goals of this strategy was to improve the City’s qualitative
and quantitative data and metrics on delivering social services in the community.

Recommendation 1:

The City should define performance metrics and targets for non-profit leasing in its social
services portfolio to enable monitoring and tracking of progress toward meeting the
strategic objectives outlined in its approved strategies.
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2.1.3 The City had developed a guiding framework for non-profit lease
management; however, it was not fully implemented

In 2019, the City’s Business Planning and Project Support (BPPS) department assisted ACCS
in reviewing processes for the management of childcare, cultural and social leases to non-
profit organizations. This aimed to refine and standardize leasing procedures and improve
lease management. From this review, the City established the Non-Profit Lease Management
(NPLM) Framework in 2020.

The NPLM Framework contained guiding principles for various stages of lease management,
including guidelines for operator selection, lease monitoring, issues management and lease
renewals. The framework also delineated the responsibilities of the ACCS and REFM
departments. We found the framework covered the key stages of the leasing lifecycle and
provided the elements of an effective foundation for lease management.

While ACCS had some elements of the framework in place, full implementation of the
framework with supporting processes and procedures was not complete at the time of this
audit. Also, an implementation plan with timelines had not been developed. Management
indicated that the framework was not yet implemented due to various factors including staff
vacancies, senior leadership changes and resources focused on pandemic response
measures. Further information about the elements of the framework reviewed in this audit are
available in section 2.2 of this report.

Recommendation 2:

The City should fully implement its Non-Profit Lease Management (NPLM) Framework by
developing supporting processes, procedures and templates. Implementation should
include developing a project plan that identifies responsibilities for executing the plan,
timelines for implementation and a deadline for completion.
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2.1.4 The City did not have a funding model to recover costs from senior-
level governments that provide funding for childcare initiatives

In 2022, the City created the Making Strides: Vancouver’s Childcare Strategy in response to
changes in childcare priorities of senior-level governments (provincial/federal). The strategy
provided an updated policy framework to guide the City’s involvement in supporting childcare
and identified actions aligned with senior-level government leadership toward building a
universal childcare system in British Columbia. The City provides childcare funding support,
including operating and capital grants, and leases offered at nominal rates.

The City included guidance in the NPLM Framework to provide incentives for NPOs to obtain
funding from other levels of government for lease costs. Also, since December 2022, the
City’s childcare lease agreement template included lease terms for operators to “subscribe to
and maintain eligibility for applicable senior government funding (i.e. operational funding,
wage enhancement, fee reduction, etc.).”

However, we found that the City did not have a funding model to recover costs from senior-
level governments that provide funding for childcare initiatives. By leveraging available funding
from senior-level governments, the City could recover a portion of the cost of providing spaces
to NPOs. Recovered funds could be used for a variety of purposes, including investments in
furthering Vancouver’s childcare infrastructure.

For example, since 2018, the Province of British Columbia (the Province) has administered
the $10-a-day Childcare BC Centres Program, which provides eligible childcare centres with
operational funding. Once a childcare centre is selected, families can access full-time
childcare for no more than $10-a-day. The program covers expenses including, but not limited
to, rent, strata fees, property taxes, utilities, facility maintenance and improvements. At the
time of the audit, 26 out of 43 childcare facilities with a non-profit lease with the City were
participating in the $10-a-day childcare program. However, the City’s non-profit leases with
childcare operators only include nominal charges for rent and certain facility maintenance
costs incurred by the City. An operator participating in the $10-a-day program would have only
nominal rent and maintenance expenses to recover from the Province, as the City is funding
those costs directly or through foregone revenue.

Recommendation 3:

The City should review its funding model supporting childcare initiatives to ensure better
alignment with senior-level government initiatives.

Office of the Auditor General for the City of Vancouver Audit Report



49.

50.

Childcare, Cultural and Social Non-Profit Leases 19

2.2 Non-profit lease management

The City provides NPOs with below-market leases to City-owned or leased land, buildings or
spaces. Based on the NPLM Framework, the leasing lifecycle begins when a space becomes
available through several processes such as the construction of a new building, acquisition of
space by the City or the expiry of an existing lease. ACCS determines the appropriate
program or type of service to be offered in the space based on factors such as its guiding
strategies, restrictions on the type of use and location. Supported by the Supply Chain
Management department, ACCS then undertakes an operator procurement selection process.
Selection is contingent on approval from the City’s leadership team and Council. The signed
lease contains real estate terms and public benefits requirements that the operator must fulfill.
These requirements allow ACCS to monitor an operator’s performance and are taken into
consideration when the lease comes up for renewal.

What we looked for

We examined a sample? of childcare, cultural and social leases to gain insight into the
processes the City undertook to manage them. We examined whether the City:
¢ Documented its rationale for selecting an operator for a new space;

¢ Included appropriate and measurable requirements in its lease agreements for the City
and the operator;

¢ Conducted and documented regular monitoring of operators to ensure compliance with
lease terms; and,

e Documented its rationale for lease renewals with renewal options and the renewal of
expired leases.

Exhibit 3: The key stages of the non-profit leasing lifecycle®

Pre-contract Post-contract
activities activities

Space
becomes Finalize lease -
- . Monitoring of Renewal of
available for Bid terms and . 4 .
e Operator . . public service lease option
specific use . Committee & public .
Selection . ) requirements or
(e.g. Council benefits -
: Process . and real termination
childcare, approval terms with
estate terms of lease
cultural, operator

social)

2 We examined a sample of City-managed leases during the audit period. We designed and used a purposive

sampling method to generate insights about the population. This differs from a generalizable sampling method
that allows results to be extrapolated based on a defined statistical confidence interval and confidence level.

3 The OAG adapted Exhibit 3 from a City Non-Profit Lease Management Project presentation dated November
2020.
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What we found

2.2.1 The City’s list of childcare, cultural and social non-profit leases was
manually maintained and required the input of multiple departments

A comprehensive listing of the City’s leased properties is a prerequisite for effective tracking
and monitoring of the childcare, cultural and social non-profit lease portfolio, as well as a
foundation for efficient and effective oversight of individual leases.

The portfolio of childcare, cultural and social non-profit leases is managed by three different
service groups within ACCS and by teams within REFM. Each team maintained its own listing
of non-profit leases to support the work in its respective area. From these lists, the Partner
Agreements team in ACCS consolidated the listings into a central Excel database.

We found that the Partner Agreements team had a listing of all childcare, cultural and social
non-profit leases that were within the audit scope. This listing contained data such as the
facility address, operator name, lease dates and renewal options. However, the Partner
Agreements team indicated that some supplementary data in this listing may not be up-to-date
and will require verification with lease agreements.

We also noted that compiling the consolidated list required extensive manual effort by the
Partner Agreements team because each service group’s individual listing was maintained in a
separate spreadsheet. There are various data fields tracked in the consolidated listing and
due to the manual nature of maintaining the list, there is a risk that data may be missed,
transposed or otherwise incorrectly recorded as information is consolidated. Maintaining
multiple databases may be less efficient than employing a centralized database. We
encourage ACCS to explore an alternate approach.

Recommendation 4:

The City should evaluate its current processes for storing and managing lease
information to determine if it can more efficiently and effectively maintain an accurate,
comprehensive list of childcare, cultural and social non-profit leases to better enable
effective tracking and monitoring of the non-profit lease portfolio.
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2.2.2 The City conducted a competitive process for selecting new
operators for available spaces; however, service groups had differing
document retention practices

When a facility space becomes available, the City undertakes a selection process to identify a
suitable non-profit operator. The NPLM Framework states that the primary focus of the
selection process is to maximize public benefits by using an open, fair and transparent
process. While the operator selection process is not subject to the City’s Procurement Policy*,
we found that the City followed a competitive selection process to evaluate and select
operators.

From the samples we reviewed, we found that the City publicly posted a Request for
Expression of Interest (RFEQI) on its website to invite potential operators to submit proposals
for operating each available space. The process included setting evaluation criteria such as
the administrative, financial and operational capacity of the operator, the operator’s current
operations and the proposed programming and community partnerships that potential
operators could provide. To evaluate the bids, the City formed an evaluation panel comprised
of staff from various departments, including FSC, REFM and ACCS, as well as external
subject matter experts to provide insight based on their experience in the community. Once
the evaluation panel evaluated the bids, it submitted a report summarizing the results of the
evaluation, the proposed operator and lease details to the City leadership team and Council
for approval.

From a documentation perspective, we noted inconsistencies in the documents retained by
each service group during the operator selection process. Two of the three service groups
retained documentation showing the scoring evaluations that supported the selection process
with the highest scoring operator being selected. However, for one service group, while ACCS
conducted a competitive process for operator selection with the appropriate levels of approval,
only a submission summary was retained to document the evaluation and scoring of operators
This showed there were three shortlisted applicants but did not provide scoring that supported
the choice of the highest-rated operator. This service group indicated that while individual
evaluation forms were completed, they were not kept on file. To support the general principles
of open, transparent and accountable decision-making, it is important to retain sufficient and
appropriate documentation to ensure decisions are adequately supported.

4 Section F of the City’s Procurement Policy (ADMIN-008) describes transactions not subject to the policy that
includes ‘grants from the City to non-governmental third parties authorized by City Council’.
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Recommendation 5:

The City should ensure that adequate and consistent document retention practices are in
place across all service groups involved in the selection of non-profit lease operators to
support the principles of open, transparent and accountable decision-making.

Lease Requirements

2.2.3 The City’s childcare, cultural and social non-profit lease agreements
included reasonably defined requirements for both the City and the
operator

Public Service Requirements (PSRs) are terms specifying the services that operators will
provide and the benefits that will be delivered through their services. They also include a
description of how spaces are to be used and operator reporting requirements. PSRs provide
the City with criteria to monitor the performance of non-profit operators to ensure they are
providing the intended public benefits to the community. ACCS is responsible for drafting the
PSRs included in lease agreements. Examples of public benefits requirements for operators
include specifications on the types of services and programs offered, and requirements for
accessibility and inclusion of programs to community groups. The NPLM Framework states
that public service requirements should be included in lease agreements to enable effective
performance monitoring and performance management.

We examined a sample of lease agreements and found that each agreement included a PSR
schedule outlining the public benefits to be provided by the operator. Requirements were
tailored to the nature of the services provided, including measurable metrics for monitoring the
operator’s activity. For example, a childcare lease we reviewed included requirements for the
number of spaces offered per age group (e.g., 24 spaces for children under three years of
age) and a requirement to have a multipurpose room to house a variety of programs and
services.

In addition to PSRs, REFM is responsible for drafting the service level agreement (SLA),
which outlines the rights and responsibilities of the landlord (the City) and the tenant (the
operator) in relation to items such as property maintenance, repairs, security and utilities.
SLAs mitigate risks for non-profit operators by identifying services the City will provide and the
services operators are responsible for providing. At the same time, SLAs clarify for the City
which party is responsible for ensuring that the property is properly maintained.
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We examined a sample of lease agreements and found that each agreement included SLAs
outlining who was responsible to perform the work and pay for facility maintenance, repairs

and operational costs. These responsibilities were shared between the non-profit operators,
the City and/or another party (e.g., head landlord). Excluded from the scope of this audit was
an examination of the extent to which responsibilities for facility maintenance and repairs were

fulfilled.

We have no recommendations in this area as the audit criterion was met.

Lease Monitoring

2.2.4 The City did not conduct formal lease monitoring of its childcare,

cultural and social non-profit leases against lease agreement terms

Non-profit lease agreements between the City and operators specify lease terms and describe
the public benefits that operators commit to providing the community through their services

and programs. It is important to evaluate and document the operator’s performance against
lease terms through a formal monitoring process to assist the City in determining whether

non-profit leases provided support to communities as intended by the City.

During the audit period, we found that ACCS had not
conducted formal lease monitoring. While ACCS had started
to implement the Lease Monitoring Framework by reviewing
some operators’ submissions, this was not completed by the
end of the audit period. ACCS created the Lease Monitoring
Framework in July 2023, which was aligned with the NPLM
Framework and provided guidance along with a phased
approach for implementation. The framework outlined
ACCS’ goal of having all NPOs reporting annually by the
end of 2024.

ACCS indicated that they engaged with operators to
understand their operations through site visits, meetings and
regular communications. Also, for those operators that
received both non-profit leases and operating grants, ACCS

The Lease Monitoring
Framework

Formal lease monitoring
activities include receiving
annual submissions by
operators, reviewing and
assessing submissions for lease
compliance, developing solutions
with operators to address
deficiencies identified and
implementing enforcement
actions if necessary.

Source: Adapted from Lease
Monitoring Framework, City of
Vancouver

obtained knowledge about operators’ activities through the grant application process.

While these activities enabled ACCS to understand the overall program performance of
operators, ACCS staff did not document these assessments. As a result, there was no
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systematic review of individual operator lease compliance over time documenting whether
lease agreement terms were met or not.

By implementing formal lease monitoring processes, in the case of lease non-compliance by
an operator, the City would have sufficient documentation on the history of the operator’s
activities for the City to work with the operator to address gaps or support its case in lease
enforcement activities if necessary.

Recommendation 6:

The City should ensure it takes a systematic approach to monitoring lease requirements
for all operators by implementing a formal lease monitoring process including the
documentation of the results of periodic reviews.

The City may provide priority status to an operator to run multiple facilities based on specific
criteria and conditions (e.qg., location). This requires Council approval. Priority status enables
an operator to have first right of refusal for available spaces the City provides to non-profit
lessees. The City currently has one operator with priority status. We reviewed the
documentation for this operator and noted that the City had last reviewed the operator’'s
priority status in 2011. While ACCS indicated there were no concerns with the operator, we
noted that the City had not defined how frequently it should review an operator’s priority status
and seek approval from Council.

Recommendation 7:

The City should determine how often it reviews an operator’s priority status and when to
seek Council approval. The review process should be informed by the results of
performance monitoring activities identified in Recommendation 6.
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Lease Renewals

2.2.5 The City did not have concerns with operators with which it renewed
leases; however, it did not have documented assessments of operator
performance to support lease renewals

In conducting lease renewals, it is important to document the rationale used in making
renewal decisions to support transparency and demonstrate fairness through a consistent and
objective process. The rationale for renewal can include factors such as an operator’'s
performance against lease terms, delivery of public benefits and continued alignment of the
space’s use with City strategies and priorities. The NPLM Framework states that ACCS is
required to develop a rationale document for renewals. This document should cover issues
recorded in the issues log, a review of whether the program rationale still holds and any other
factors influencing the continuation of the lease.

Leases with remaining options to renew

Lease agreements contain renewal options that enable operators to continue their leases
under the same terms. This offers both the City and its operators stability and reduces the
administrative costs of full lease renewals. For example, a childcare lease is generally for five
years with two renewal options of five years each. Operators can exercise the option to renew
their lease provided they are in compliance with the lease terms and provide written notice
within the time required under the lease.

We reviewed a sample of four lease renewals that had remaining options to renew during the
audit period. We found that all four operators exercised the option to renew their leases, and
the City renewed their leases accordingly based on its understanding of operator
performance.

However, since the City had not implemented formal lease monitoring against lease
agreement terms as described in section 2.2.4 of this report, there was no documentation of
lease compliance detailing whether lease agreement terms had or had not been met by
operators over time to support the renewal rationale.

Renewals of expired leases

A lease expires when the lease agreement term concludes with no renewal option having
been exercised or remaining. At this point, the City has the opportunity to review an operator’s
performance in relation to the purpose and use of the space and to determine whether the
programs and services are still in alignment with City strategies and priorities. The results of

Office of the Auditor General for the City of Vancouver Audit Report



74.

75.

76.

77.

Childcare, Cultural and Social Non-Profit Leases 26

this review form the rationale for whether the City offers the space to the existing operator or
to a new operator. The NPLM Framework states that in the case of sole-source provision and
lease extension for an existing provider, the rationale must be clearly articulated and capable
of withstanding external scrutiny to ensure fairness among non-profit operators.

We reviewed a sample of ten leases renewed during the audit period. We found that ACCS
recommended the City enter into new lease agreements with the existing providers in every
case without undergoing a new competitive procurement process. They based these
decisions on operators’ past histories, potential negative impacts to the community if the
leases were not renewed and service disruption risks. ACCS documented its rationale for
these ten renewals in the March 2023 Council Report for Council review and approval.

While the City provided appropriate rationale for entering into new lease agreements without
undergoing a new competitive procurement process based on its understanding of operators’
performance, the City should include in its rationale the results of its past assessments of
operator performance. However, as with renewals of leases with remaining options, because
the City had not implemented formal lease monitoring, there was no documentation detailing
whether lease agreement terms and objectives had been met over time.

Recommendation 8:

When renewing non-profit leases, the City should include in the renewal rationale the
outcome of formal operator performance monitoring, including an assessment of the
delivery of intended public benefits and whether there is continued alignment between
the use of the space with City strategies and priorities.

2.2.6 As of September 1, 2023, 20% of the City’s childcare, cultural and
social leases had been in overhold for more than one year, and half of
these were in overhold for more than ten years

A lease overhold occurs when a lease agreement expires and the tenant continues to occupy
the premises with the landlord’s consent. Lease overholds are generally permissible under the

terms of the lease agreement on a month-to-month basis, subject to the same terms as the
original lease.

As of September 1, 2023, out of the 119 childcare, cultural and social non-profit leases
included in the scope of the audit, 34 (29%) were in overhold (17 childcare, 7 cultural, 10
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social). As shown in Exhibit 4, 24 (20%) had been in overhold for more than one year and 12

(10%) had been in overhold for more than ten years.

Exhibit 4: Number of leases in overhold as of September 1, 20235

Number of childcare, cultural and
social leases
# of Leases (Percent)

Active leases not in
overhold
85 (71%)

Leases in overhold
34 (29%)

24 (20%) in
overhold
for more

than 1year |

Breakdown of
leases in overhold:
# of Leases

0-1 years: 10

1-5 years: 11

5-10 years: 1

10-20 years: 8 12 (10%) in
overhold for

more than

78.  Although lease terms allow for overholding, this brings ongoing risks:
e Older leases in overhold may have outdated lease agreement terms without public
service requirements in place, which could hinder the City’s ability to monitor operator

performance;

e The programs or services provided by the operator may or may not be aligned with the

City’s current strategic objectives;

o Capital improvements could be delayed, leading to escalating costs for the City; and,
e Other suitable operators may be prevented from accessing non-profit spaces provided

by the City.

5 The OAG created Exhibit 4 based on a list of overholding leases provided by ACCS.
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Unlike renewals of expired leases, the City does not require or seek Council approval for
overholding leases. Overholding for extended periods in effect bypasses the Council approval
required for lease grants, provides an unintended method for the City to provide a limited
number of operators with long-term access to facilities without going through the lease
renewal process and limits other potential operators from accessing these spaces.

We also found that the NPLM Framework does not provide guidance on how to manage
overhold leases, such as determining a reasonable timeframe to be in overhold and requiring
reporting to Council. We recognize that there might be unique circumstances that lead to
leases being in overhold for short amounts of time; however, these reasons should be
reported to Council to ensure transparency and accountability.

Recommendation 9:

The City should reduce the number of leases in overhold for longer than one year and
implement policies and procedures to limit the number of leases in overhold and the
length of the overhold period. This includes:

e Establishing a priority and timeframe for addressing all leases currently in
overhold;

e Establishing primary accountability for managing overhold leases; and,

¢ Annual reporting of all overhold leases to Council for review and approval.

2.3 Information to Council

What we looked for

We examined whether the City evaluated and reported relevant childcare, cultural and social
non-profit lease information to the public and Council including the full extent of financial
support provided to NPOs and alignment with the City’s strategic objectives and priorities. We
also examined whether the City provided relevant information to Council when approving
lease grants for new facility leases and lease renewals.
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What we found

2.3.1 The City provided the public and Council with information on
childcare, cultural and social non-profit leases; however, information on
the full extent of financial support to non-profit operators was not included
The City provides various reports to Council and the public about non-profit leases from an
overall program perspective and on individual leases. As the leases provided to non-profit
operators are at below-market or nominal rates, it is important that the City fully report on the

use of its financial and capital assets. This would provide transparency about the total value of
support provided to the non-profit sector.

From a program perspective, in 2023, the City

published its inaugural ACCS Grant Report for 2022 Capital and Operating Grants
and provided it to the public and to Council. This report  , capital Grants — Grant funding support
outlined the operating and capital grants approved by for capital projects that preserve or
Council in 2022 to NPOs. Specifically for non-profit METREED e GZpREy enEeli=s
. . . address the needs of vulnerable

leases, the report included information about the communities.
number of leased facilities, gross floor area leased and . .

_ e Operating Grants — Funding to non-
the number of operators. The report also illustrated profit social service groups and
how the use of social spaces aligned with Council- neighbourhood organizations to deliver
approved strategies and included a list of NPOs that programs and services.
received an operating grant and the amount each Source: Community and social service grants
received for non-profit organizations, City of Vancouver

However, the ACCS Grant Report did not include the total value of financial support the City
provided to NPOs including contributions to operational and capital maintenance and the
annual lease grant value. Since lease agreements typically span Council terms and can be of
substantial value, providing a comprehensive view of the financial impact of existing lease
agreements would provide the current Council with information to assist them with decision-
making for future lease grants.

For individual leases, the City must obtain Council approval to award a non-profit operator a
nominal or below-market lease. For each new lease approved during the audit period, the City
provided Council with a report that included information on the operator selection process,
how the leased space aligned with Council strategies, financial implications (e.g., lease grant
value and start-up grants if applicable) and key lease terms and conditions.
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However, there were inconsistencies with the reporting of maintenance costs. While the City
provided Council with estimated maintenance costs for new leases to new operators, this
information was not included for the ten leases in the March 2023 Council Report proposing
new lease agreements with existing operators. Also, the City did not report on actual
maintenance costs incurred for past leases to existing operators. Providing estimated and
actual maintenance costs for leases would provide greater transparency on the extent of
financial support the City provides for each property.

Recommendation 10:

The City should provide Council with information on the full extent of the City’s financial
contribution to non-profit organizations receiving lease grants. This reporting should
include information such as:

o Estimated operating and capital maintenance costs for each lease to be incurred
by the City, to inform leasing decisions;

e Actual maintenance and capital costs incurred by the City;

e The full value of the City’s financial contribution to each operator (e.g.,
maintenance, lease grant, operating grant); and,

e Other pertinent information as identified by Council.
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Appendix A: Responses from the Arts, Culture and
Community Services department

Overall Comments

| would like to extend my appreciation to the Office of the Auditor General for their
professionalism and thoroughness in conducting this audit. | would also like to express my
gratitude to the staff in Arts, Culture, and Community Services, as well as other involved
departments, for their active participation, inclusivity, collaboration, and transparency. Their
insights have been instrumental in shaping the recommendations and response in this report.

The City develops and supports social-serving spaces through key partnerships with non-profits
that play a vital role in our community. These partnerships are instrumental in achieving Council
objectives in the Childcare, Cultural and Social spheres. We leverage City-owned facilities to
offer nominal-rent leases to organizations that align with City goals. This approach allows us to
enhance social services and cultural initiatives, fostering a thriving and inclusive community.

Our team acknowledges the importance of this audit process and supports the ten
recommendations outlined in this report. We have carefully reviewed the recommendations
provided, agree with them, and have outlined how these recommendations will be addressed in
our management response. Some of the work to implement these recommendations is already
underway; we are committed to completing the necessary actions to enhance the effectiveness
and efficiency of our non-profit lease management practices.

| want to reiterate my thanks to the Office of the Auditor General and assure them of our focus
to implement these recommendations. Thank you for your ongoing support and contributions.

Margaret Wittgens

General Manager

Arts, Culture and Community Services
City of Vancouver
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Auditee’s Action Plan

Exhibit 5: Auditee Action Plan

Recommendation Management Response and Next Steps Responsibility Target Date

Recommendation 1 Accept recommendation with the following notation. Social June 30, 2025

The City should define performance metrics | ACCS intentionally did not define space quantity metrics Infrastructure

and targets for non-profit leasing in its social | in Spaces to Thrive (STV) because of the diversity of

services portfolio to enable monitoring and social spaces represented in the concept of “Social
tracking of progress toward meeting the Infrastructure”, the inability to be more precise at that
strategic objectives outlined in its approved aggregate level, the significant unfunded public
strategies. expectation established by targets that would need to be

traded off with other community benefits across other
strategies, the changing needs of the community, and the
variable role of municipalities in providing the types of
social infrastructure as described in STV. Staff could
explore whether it is useful to disaggregate some forms
of social infrastructure to set service levels (and would be
cautious about setting targets) for specific types of social
infrastructure, such as Neighbourhood Houses, youth
centres, etc. However, social infrastructure is such a
large concept, that setting service levels or targets for
each type of social infrastructure would be challenging.
For example, how does staff define how much sq ft of
non-profit office space is needed when the City has not
defined what non-profits the City should be supporting
and/or how many non-profits the City should support in
any one area.
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Management Response and Next Steps

Responsibility

Target Date

Metrics to define success for social leases could be set
on the public service objectives articulated to be
delivered in the leases themselves. That approach would
ensure that the services Council intended to support
through the lease are being delivered.

Accordingly, in response to this recommendation, ACCS
proposes to develop monitoring and tracking of public
service requirement (PSR) metrics articulated in
individual leases, rather than quantity metrics. This will
include aggregate metrics to assess how organizations
are fully, partially, or not meeting objectives set out in
lease agreements.

Recommendation 2

The City should fully implement its Non-Profit
Lease Management (NPLM) Framework by
developing supporting processes,
procedures and templates. Implementation
should include developing a project plan that
identifies responsibilities for executing the
plan, timelines for implementation and a
deadline for completion.

Accept recommendation.

ACCS Partner Agreements team will work with BPPS to
develop a project plan to fully implement the NPLM
Framework. Additional resources may be needed to
implement the project; resources may require redirection
from other City projects. Once a Project Plan has been
completed and resource needs assessed, the ACCS
General Manager will discuss the project plan and
resourcing with the City Manager's Office.

Partner
Agreements and
BPPS

Complete
implementation
project plan by
September 30,
2024
Implementation
completion
TBD based on
project plan

Recommendation 3 Accept recommendation. Partner Review of
The City should review its funding model This work has already commenced. Staff will be reaching Agreements, funf:hng model
supporting childcare initiatives to ensure out to the Province to discuss the funding model for Childcare, BPPS | options
provincially subsidized $10/day childcares in relation to
Office of the Auditor General for the City of Vancouver Audit Report



Recommendation

Childcare, Cultural and Social Non-Profit Leases 34

Management Response and Next Steps

Responsibility

Target Date

better alignment with senior-level
government initiatives.

childcares operating in City-owned spaces under a
nominal lease. Additionally, work is underway to assess
future options for rental policy for non-profit leases which
will provide additional opportunity for alignment with
senior-level government initiatives.

completed by
March 31, 2025

Recommendation 4

The City should evaluate its current
processes for storing and managing lease

Accept recommendation.

Staff acknowledge and agree ACCS can review the
current process for storing and managing lease

Partner
Agreements in
consultation with

Options to be
completed by
March 31, 2025

information to determine if it can more information. The Partner Agreements team will lead in Social
- . s . . : . Infrastructure,
efficiently and effectively maintain an consultation with various other groups to come up with
L : . : : I Child Care, Arts
accurate, comprehensive list of childcare, options to enable improved tracking and monitoring of the
: ) Culture and
cultural and social non-profit leases to better | data.
: : o Tourism, and
enable effective tracking and monitoring of
' . REFM
the non-profit lease portfolio.
Recommendation 5 Accept recommendation. Departmental Process and
The City should ensure that adequate and Staff will develop standard processes and protocols on Services in protocols
. . . . . . consultation with | confirmed and
consistent document retention practices are document retention practices across all service groups.
. : . . . - . Social documented by
in place across all service groups involved in | Staff will look to similar retention standards as the
Infrastructure, March 31, 2025

the selection of non-profit lease operators to
support the principles of open, transparent
and accountable decision-making.

granting programs (7 years) and review GMS/VanApply
as a potential system to store the information as well as
other procurement processes and practices.

Childcare and
Arts, Culture and
Tourism

Recommendation 6

The City should ensure it takes a systematic
approach to monitoring lease requirements

Accept recommendation.

A lease monitoring project which includes formal
monitoring and documentation of the results was already

Partner
Agreements

December 31,
2025
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for all operators by implementing a formal

lease monitoring process including the
documentation of the results of periodic
reviews.

Management Response and Next Steps Responsibility Target Date

underway before the audit period, and staff are on track
to complete onboarding of all social and cultural leases in
2025.

Recommendation 7 Accept Recommendation Childcare March 31, 2026

The City should determine how often it This applies directly to VSOCC, as they are given first

reviews an operator’s priority status and right of refusal to operate childcare in the downtown

when to seek Council approval. The review peninsula. Staff will seek to determine if this is still a

process should be informed by the results of | viable/reasonable approach.

performance monitoring activities identified in

Recommendation 6.

Recommendation 8 Accept recommendation. Partner Document

When renewing non-profit leases, the City Whilst REFM and ACCS already consult prior to Agreements and | outlining

should include in the renewal rationale the renewing any non-profit lease, staff appreciate that there REFM renewal
process

outcome of formal operator performance
monitoring, including an assessment of the
delivery of intended public benefits and
whether there is continued alignment
between the use of the space with City
strategies and priorities.

is not a single formal document capturing these
recommendations. Efforts are already underway to
further define the renewal process (i.e. when Options to
Renew are still remaining in the Council-approved lease).
Formal lease monitoring work has also already begun
and these documented, annual evaluations are intended
to inform the renewal process — see Recommendation 6
for timeline of lease monitoring implementation.

completed by
March 31, 2025
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Management Response and Next Steps

Responsibility

Target Date

Recommendation 9

The City should reduce the number of leases
in overhold for longer than one year and
implement policies and procedures to limit
the number of leases in overhold and the
length of the overhold period. This includes:

e Establishing a priority and timeframe
for addressing all leases currently in
overhold;

e Establishing primary accountability
for managing overhold leases; and,

e Annual reporting of all leases in
overhold to Council for review and
approval.

Accept recommendation.

Staff agree with the need to reduce the number of leases
in overhold. Partner Agreements will draft a priority and
timeframe document and take primary accountability for
managing overholding leases, with the caveat that
reducing the number of overholding leases is dependent
on other teams within the City and may be dependent on
factors outside of the City’s control.

There are various reasons why leases enter overhold,
some of which would need to be addressed under closed
meeting provisions under the Charter. Staff will
implement annual reporting of all leases in overhold and
will provide to Council for review and approval with some
potential variation in process due to the causes for
overholding, timing, etc.

Partner
Agreements and
REFM

Priority and
Timeframe
document will
be completed
by December
31, 2024.

Assessment of
overhold
reporting
process and
approach
completed
December 31,
2024.

Recommendation 10

The City should provide Council with
information on the full extent of the City’s
financial contribution to non-profit
organizations receiving lease grants. This
reporting should include information such as:

o Estimated operating and capital
maintenance costs for each lease to
be incurred by the City, to inform
leasing decisions;

Accept recommendation with the following notations.

Staff are currently working though an assessment of
financial information available related to operating and
capital costs for Non Profits. Due to system limitations,
aggregating the data at a lease level will be challenging
and an assessment will need to be made whether this is
possible. Aggregating the data at a portfolio level is
possible. As such, the full value of the financial
contribution is possible however the level of detail is to be
confirmed (lease versus portfolio level). This reporting
could be provided as part of the Annual Grant Impact

Partner
Agreements
(renewals),
Social
Infrastructure,
Childcare and
Arts Culture and
Tourism (new
leases).

March 31, 2025
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Recommendation Management Response and Next Steps Responsibility Target Date

e Actual maintenance and capital report and it could also be estimated at the point of lease
costs incurred by the City; approval.

e The full value of the City’s financial
contribution to each operator (e.g.,
maintenance, lease grant, operating
grant); and,

e  Other pertinent information as
identified by Council.
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Appendix B: About the Audit

This report presents the results of a performance audit conducted by the Office of the Auditor
General for the City of Vancouver (OAG) under the authority of the Auditor General By-Law No
12816. All work in this audit was performed to a reasonable level of assurance in accordance
with the Canadian Standard on Assurance Engagements (CSAE) 3001 — Direct Engagements,
set out in the CPA Canada Handbook — Assurance.

The Office of the Auditor General applies Canadian Standards on Quality Management, CSQMs
1 and 2, which require it to maintain a comprehensive system of quality management, including
documented policies and procedures regarding compliance with ethical requirements,
professional standards and applicable legal and regulatory requirements.

The OAG complies with the independence, other ethical requirements and rules of professional
conduct of Chartered Professional Accountants of British Columbia (CPABC) applicable to the
practice of public accounting and related to assurance engagements and the standards of
conduct of the City of Vancouver.

Objective

The objective of this audit was to determine whether the City effectively managed its childcare,
cultural and social non-profit leases to deliver intended public benefits in support of its strategic
priorities.

Period Covered by the Audit

The audit covered the period between January 1, 2022 and August 31, 2023. The audit included
materials produced prior to January 2022 that were used as policies, guidance or administrative
processes during the audit period. We conducted our examination work between August 2023
and February 2024, and completed the audit on May 16, 2024.

Audit Scope and Approach

The scope of this audit included childcare, cultural and social non-profit leases managed by the
ACCS and REFM departments, as well as City strategies, frameworks and programs that
influenced these non-profit leases.

The scope of this audit did not include:

¢ Non-profit leases managed by the Vancouver Board of Parks and Recreation, which has
its own processes for lease management;

Office of the Auditor General for the City of Vancouver Audit Report
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Affordable housing leases managed by the Non-Market Housing Development
Operations department. This department has its own strategies and framework for
developing, leasing and operating affordable housing units;

Temporary shelters managed by ACCS’s Housing and Homelessness Services
department;

The Artist Studio Program, which offers live-work spaces at below-market prices for
selected award recipients;

The Theatre Rental Grant Program, which offers grants to rent City-owned theatres such
as the Orpheum, The Annex, Vancouver Playhouse and Queen Elizabeth Theatres.
These grants are approved by Council annually and funding is in lieu of fees such as
venue fees, front-of-house fees, technical days and rehearsal uses;

Review of the services and programs provided by non-profit lease operators to
determine the realization of intended public benefits; and,

Assessment of building lifecycle costs and associated asset management process for
lease spaces.

We used several methods to obtain sufficient and appropriate evidence. We reviewed available
documentation, interviewed internal stakeholders and undertook analytical procedures. This
included:

Review of City strategies and policies;

Review of the process and available documentation related to the City’s lease
management processes; and,

Review of supporting documentation for a sample of leases.

Audit Criteria

A performance audit uses specific criteria that are determined in advance to assess how the
department or program is performing in the area being examined. Criteria are intended to be
reasonable expectations of how a program, operation, system or practice is managed to
achieve intended results. We used the following criteria in this audit:

Exhibit 6: Audit Criteria

Line of Enquiry Criteria

Non-profit lease The City had a systematic approach to ensure its non-profit lease management
management aligned with the City’s strategic objectives.

The City implemented effective processes to manage the lifecycle of its
childcare, cultural and social non-profit leases.
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The City evaluated and reported relevant childcare, cultural and social non-
profit lease information to the public and Council.

ACCS acknowledged their responsibility for the subject matter of this report and agreed with the
suitability of the criteria we applied.

Follow Up

The recommendations in this report will be included as part of the OAG’s semi-annual follow-up
process agreed to by Council.
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