KPMG

Vendor Performance
Management

The Regional Municipality of Niagara
Final Advisory Internal Audit Report
December 9, 2024



Disclaimer

This deliverable has been prepared by KPMG LLP (“KPMG”) for the Region Municipality of Niagara (“The Region”) pursuant to the terms of our
engagement agreement with Client dated December 13, 2023 (the “Engagement Agreement”). KPMG neither warrants nor represents that the
information contained in this deliverable is accurate, complete, sufficient or appropriate for use by any person or entity other than the Client or for any
purpose other than set out in the Engagement Agreement. This deliverable may not be relied upon by any person or entity other than the Client or for
any purpose other than set out in the Engagement Agreement. This deliverable may not be relied upon by any person or entity other than Client, and
KPMG hereby expressly disclaims any and all responsibility or liability to any person or entity other than Client in connection with their use of this
deliverable.

The information provided to us by Client was determined to be sound to support the analysis. Notwithstanding that determination, it is possible that
the findings contained could change based on new or more complete information. KPMG reserves the right (but will be under no obligation) to review
all calculations or analysis included or referred to and, if we consider necessary, to review our conclusions in light of any information existing at the
document date which becomes known to us after that date. Analysis contained in this document includes financial projections. The projections are
based on assumptions and data provided by Client. Significant assumptions are included in the document and must be read to interpret the
information presented. As with any future-oriented financial information, projections will differ from actual results and such differences may be
material. KPMG accepts no responsibility for loss or damages to any party as a result of decisions based on the information presented. Parties using
this information assume all responsibility for any decisions made based on the information.

No reliance should be placed by Client on additional oral remarks provided during the presentation, unless these are confirmed in writing by KPMG.

KPMG have indicated within this deliverable the sources of the information provided. We have not sought to independently verify those sources
unless otherwise noted within the deliverable.

KPMG is under no obligation in any circumstance to update this deliverable, in either oral or written form, for events occurring after the deliverable has
been issued in final form.
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Project Objectives (1/2)

The Region engaged KPMG to conduct a comprehensive review of their ability to monitor and evaluate vendors. Two objectives were identified:

Objective 01

For tier 1 vendors, the review evaluated the effectiveness of vendor management processes and controls, including an evaluation of:

* The monitoring of vendor performance across multiple divisions and the adequacy of training, tools and methods used;
» Performance data and reporting mechanisms;

« Controls for monitoring and ensuring alignment with standard contractual terms;

+ Systems, practices and roles and responsibilities with comparable municipalities;

* The Region’s process for identifying and resolving vendor performance issues;

» Dispute resolution mechanisms and provisions for penalties;

* Vendor relationship management practices, including communication, feedback, and evaluation processes; and,

* Roles and responsibilities related to vendor management.



Project Objectives (2/2)

Objective 02

For vendors providing consulting services, the review evaluated their performance and compliance against contractual obligations, including:

An assessment of the quality and timeliness of consulting services delivered by the vendors in accordance with the contract terms and
conditions; and,

The evaluation of the adequacy and effectiveness of the vendor management processes and practices implemented by staff, including

performance monitoring, contract administration, risk management, and issue resolution.



Vendor Performance Management

* Avendor performance management program is designed to prevent issues before they escalate, ultimately streamlining the process, making

vendor management easier and less time-consuming.

* The Regional Municipality of Niagara has made several attempts to formalize a vendor management program; however, its efforts have not

resulted in lasting results.

+ KPMG was engaged to assess current practices and to identify sustainable solutions. The review revealed 5 opportunities to improve the

program's effectiveness and suggested 2 implementation considerations for successful execution.

* The diagram below provides an overview of the proposed end-to-end vendor performance management process. The structured processes will

consolidate performance issues to inform improvements to procurement activities.

1. Service Risk 2. Vendor Oversight 3. Vendor Performance 4. Reporting
Assessment Requirements Monitoring and Escalation

5. Vendor Performance Data Management



Summary of Strengths

Based on KPMG’s stakeholder consultation and sample review, the following strengths within Region’s vendor management program were identified:

Procurement
By-Law

* The Region is updating its
Procurement By-Law,
utilizing a collaborative
approach during stakeholder
consultations.

» Various departments
participated in a working
group, which helped identify
areas for potential
enhancements.

Vendor Contracts

» Vendor contracts are stored
in a centralized repository for
easy access.

» The sample contracts
reviewed were created using
standardized templates,
ensuring consistency.

Evaluation Forms

The Region recently introduced
interim and final evaluation
forms for capital and operations
projects. The roll-out of forms
will help:

» Define escalation channels;
» Improve vendor performance;

« Enhance vendor
relationships; and,

* Promote consistency and
fairness.

Vendor Management

Departments have adopted
their own strategies for vendor
performance management.
Good practices identified
include:

Monitoring key performance
indicators (KPIs);

Developing project charters;
and,

Documenting minutes or
agendas for regular
interactions with vendors.



Maturity Continuum

KPMG’s Vendor Performance Management Maturity Continuum can help the Region define their current and target state based on specific

components:

Planning and
Identification

Policies,
Procedures &
Governance

Organization,
People, Skill &
Training

N

* No formal or documented vendor
performance management strategy
or program in place

* Limited or no (formal) policies
governing third party contracting or
third party risk management.

* No dedicated resources.

Intermediate

Third Parties segmented informally
or only once (at program initiation)

Selected risks identified

Some level of risk profile articulated
for some third party categories.

Procurement policies in place

Dedicated resources with
specialized skill sets support Vendor
Performance Management program

Service risk profile updated with
CONSeNnsus across executive group
at regular intervals

Integration into overall Enterprise
Risk Management strategy/program.

Procurement policies incorporate
risk management requirements

Responsibilities tied to performance
review and incentives

Dedicated vendor performance team
with clear responsibilities and
associated authorities
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Summary of Opportunities

Based on the results of fieldwork, seven observations were noted and grouped into two main categories. Further analysis of each opportunity by

Management is required to assess and prioritize actions.

01 — Program Opportunities

This category explores opportunities to enhance the effectiveness
of the vendor management program, including:

1. Establish a clear vendor risk management framework
with risk based tiering of service categories;

2. Implement a risk based approach to designing vendor
oversight controls;

3. Apply the “Three-Lines” model for vendor oversight
and governance roles; and

4. Enhance performance monitoring activities by utilizing
relevant key performance indicators tied to risks.

5. Improve usage of vendor evaluation forms.

02 — Implementation Considerations

This category explores opportunities to ensure the vendor
management program is effectively implemented and sustainable,
including:

6. Explore system functionalities within Peoplesoft to
centralize vendor performance monitoring
capabilities; and,

7. Deploy vendor management program using a robust
change management approach.




Management Actions and Timeliness (1/2)

# Management Action Responsibility Timeline
Introduce, communicate and own a formalized Vendor Management Framework and _
. o Procurement & Strategic | 3—-6
1 governance model clearly outlining roles and responsibilities for vendor management through o
_ Acquisitions months
the three lines of defence.

" Consult the working group responsible for reviewing the By-Law to help ensure alignment Procurement & Strategic | 3—-6
with the Vendor Management Framework. Acquisitions months
Further enhance vendor evaluation by creating a centralized repository for evaluation forms, _

_ o _ _ - _ _ o _ Procurement & Strategic | 6 —12

3 conducting periodic audits to identify inconsistencies, reviewing the evaluation process based o

_ Acquisitions months
on performance trends, and documenting lessons learned for knowledge transfer.
N _ _ _ Procurement & Strategic | 9—-12

4 Develop a transition plan to adopt vendor evaluation tools based on risks (e.g., high value). o

Acquisitions months




Management Actions and Timeliness (2/2)

help enable lasting change.

Acquisitions

# Management Action Responsibility Timeline

Procurement & Strategic Acquisitions will own vendor management processes and tools, _
_ _ _ _ _ Procurement & Strategic | 9 -12
5 such as evaluation forms, and implement actions to help ensure consistent and fair o
o Acquisitions months

application.

5 Based on the transition plan, implement additional tools and techniques to measure Procurement & Strategic V/E 2026
performance of Tier 1 vendors on an annual basis. Acquisitions

. Scope, prioritize, and implement system enhancements, within PeopleSoft, for the vendor Procurement & Strategic Y/E 2026
management program. Acquisitions ERP Teams

8 Deploy the vendor management program using a robust change management approach to Procurement & Strategic Y/E 2026

We thank management for their contributions to this advisory audit.



Conclusion

The Region will achieve greater impact from a centralized vendor risk management program.

The proposed vendor management program aims to: The program should be designed to:
* Optimize existing processes; and, * Integrate with existing systems (e.g., PeopleSoft);
» Cover process gaps in the lifecycle, including: * Leverage existing contract management processes;
* Vendor risk assessments; « Standardize practices across departments; and,
* Performance monitoring; + Enforce the latest procurement by-law.

* Issue and compliance tracking;
» Performance and relationship management; and,
+ Communication or escalation channels.

Overall, consolidating vendor performance issues will enable the Region to make informed decisions about procurement methods
and policies.
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