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Human Resources Development
Canada

Grants and Contributions

Main Points

11.1 Our audit examined four of the grant and contribution programs included by Human Resources
Development Canada (HRDC) in its 1999 internal audit. We concluded that there were widespread deficiencies in
the management control frameworks of all four programs. Our findings, which covered the period to December
1999, confirmed — and extended — those of the Department’s 1999 internal audit. Among other things, we found
breaches of authority, payments made improperly, very limited monitoring of finances and activities, and
approvals not based on established processes.

11.2 The results that projects were to achieve were often not defined in terms that could be measured. Even
when they were (as in the case of Youth Internship Canada), results were not measured systematically to provide
managers with feedback for making necessary improvements and to provide a basis for accountability. Some
evaluation of these programs had been done. The evaluations of the Sectoral Partnerships Initiative and
Transitional Jobs Fund resulted in some program changes. However, we could not support the Department‘s
findings on the effectiveness of the Transitional Jobs Fund.

11.3 The Department’s review of 37 “problem files” identified by its internal audit for further follow–up
established few cases where money could be recovered from project sponsors, because most payment errors
resulted from inappropriate practices by departmental staff. Many of these practices are not acceptable —
proceeding without required approvals, relying on oral contracts and paying for ineligible expenses, for example.
Reporting by HRDC on the results of the review focussed on overpayments and provided little information on the
problems found.

11.4 Current management is committed to addressing the serious weaknesses in the management control
framework in the period up to December 1999 that our audit and the 1999 internal audit identified. HRDC has
corrective action planned and being implemented in response to the problems identified in its 1999 internal audit.
The actions and plans also address the deficiencies we found in our audit.

11.5 The Department has made good progress toward meeting the commitments in its Six–Point Action Plan
announced in February 2000. Management is enhancing the tools and the support available to staff to improve
their ability to do their jobs. Work is also proceeding on additional initiatives that expand or complement the
original action plan.

11.6 HRDC management will need to sustain its efforts and attention if it is to achieve the broad–based
systemic change the action plans envision. Beyond the immediate corrective steps the Department has taken, it
needs to make today’s extraordinary effort tomorrow’s routine and fundamentally change its day–to–day approach
to the delivery of grants and contributions. Management and staff of the Department need to continue the current
focus on the fundamentals of control. Minimum standards of control must be in place for all projects. However,
time and effort needed to review and assess proposals, monitor progress, assess performance, and evaluate results
should vary with the amount of federal funding involved and the risks associated with the project.

11.7 HRDC has established an innovative system of tracking performance — one that allows for tracking
improvements in the management and administration of grants and contributions. Ongoing performance tracking
and internal audit are essential tools for assessing improvements in the management control framework.
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Background and other observations

11.8 HRDC spent about $3 billion in 1999–2000 on grants and contributions for programs such as job creation
and youth employment, as well as for employment benefits and support measures. We examined in detail four of
about 40 grant and contribution programs run by HRDC: the Transitional Jobs Fund and its successor the Canada
Jobs Fund, Youth Internship Canada, Social Development Partnerships and the Sectoral Partnerships Initiative.

11.9 HRDC’s problems in managing grants and contributions worsened in the 1990s; audits in the late 1990s
show the persistence of problems identified in the past. An internal audit in 1991 and its follow–up in 1994 led to
little corrective action. Management’s priorities then were to implement major policy initiatives and improve
service; there was not enough emphasis on maintaining essential controls while red tape was being reduced and
service improved.

11.10 More work is required to determine the resources needed to deliver grant and contribution programs. The
Department’s corrective actions and plans are designed to strengthen capacity by providing staff with appropriate
support, training, tools and systems. HRDC is also taking steps to bring in new staff at appropriate levels. It plans
to analyze workload to ensure that it has adequate resources in place.

11.11 The programs we audited had made available general information about their existence. For the most
part, the promotion of these programs was passive and, in the case of some programs delivered at the local level,
varied significantly among regions and local offices. Information was not always provided in a way that would
promote equal access to the programs.

The chapter includes the Department’s general response and its responses to specific recommendations.

HRDC has responded positively to our findings and recommendations and affirmed that it will continue to
sustain the progress shown to date in meeting the commitments of the Action Plan and related initiatives.
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Introduction

Grants and contributions are among the
means used by government to pursue
policy objectives

11.12 The government has many ways
to pursue public policy objectives,
including legislation and regulation,
information and advice, and transfer
payments to individuals, organizations and
other levels of government. Transfer
payments to individuals and to
organizations are generally made as grants
or as contributions.

11.13 Contributions differ from grants
in the requirements imposed on
departments and recipients. Grants are
unconditional payments. If an individual
or organization meets the eligibility
criteria for a grant, the appropriate
payment can be made without requiring
the recipient to meet any other conditions.
In contrast, contributions are transfer
payments that are subject to performance
conditions specified in a contribution
agreement. The recipient must continue to
show that it is meeting the performance
conditions in order to be reimbursed for
specific costs over the life of the
agreement. The government can audit the
recipients’ use of contributions, whereas
audit is not a requirement for grants.
Because they require less accountability,
grants need to be reserved for only those
situations where it is demonstrably
appropriate for transfers to be
unconditional.

11.14 Programs that provide for grants
or contributions may involve statutory or
voted expenditures. Statutory expenditures
are those that have been given continuing
authority by Acts of the current or a
previous Parliament and therefore do not
require annual parliamentary approval.
Voted expenditures are those for which
parliamentary authority is sought through
an annual Appropriation Act.

11.15 Human Resources Development
Canada (HRDC) administered roughly
$60 billion in 1999–2000 — the bulk of it
on transfer payments. Most took the form
of statutory grants such as Canada Pension
Plan benefits, Old Age Security and
Guaranteed Income Supplement payments
under the Old Age Security Act, and
Employment Insurance benefits under the
Employment Insurance Act. HRDC spent
about $3 billion on voted grants and
contributions for programs such as job
creation and youth employment, as well as
for employment benefits and support
measures authorized under Part II of the
Employment Insurance Act. Exhibit 11.1
describes the Department’s core service
lines and budgeted resources for 2000–01.

Persistent shortcomings across
government in managing grant and
contribution programs

11.16 Our audits in various departments
over more than two decades have
identified persistent shortcomings in the
management of discretionary grant and
contribution programs. These
shortcomings have ranged from problems
of non-compliance with program and
legislative authorities to weaknesses in
program design, poor financial and
management controls, and deficiencies in
measuring and reporting results.

11.17 HRDC was created in 1993 from
all or major parts of five departments.
Included were the employment programs
of the Canada Employment and
Immigration Commission, providing the
basis of a Canada-wide structure for
delivery of the new department’s
programs. Many of HRDC’s current grant
and contribution programs evolved from
programming related to employment and
the labour market. In our previous audits
of Employment and Immigration Canada
and HRDC, we found many of the
shortcomings identified recently in the
management of grants and contributions.
For example:

• In 1983, our audit of Employment
and Immigration Canada concluded that
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while job creation projects were selected
in accordance with program objectives
and criteria, inadequate monitoring posed
a risk that payments would be made that
were not allowable under the contribution
agreements.

• Our 1986 audit of two employment
creation programs concluded that one of
the programs had sidestepped normal
administrative procedures. Further, there
were few measures to ensure that project
and program objectives would be
achieved. Rather than public servants, it
was ministers and members of the House
of Commons who played the dominant
role in seeking out applications and
selecting projects. The other program was
better designed, but the audit showed that
in many cases funding for projects or
enterprises had been approved based on
unrealistic assessments of their continuing
viability. Moreover, not enough attention

had been paid to creating the permanent
jobs that the program’s objectives called
for.

• The 1992 Report of the Auditor
General noted that vague project
objectives in a variety of employment-
related programs, coupled with
imprecisely defined needs and priorities of
the local labour market, prevented
Employment and Immigration Canada
from selecting projects on the basis of
merit. Further, the Department did not
respect its own minimum requirements for
financial and activity monitoring.

• Our 1999 report on the components
of The Atlantic Groundfish Strategy
(TAGS) that were managed by HRDC
relied on work done by the Department’s
Internal Audit Bureau. Based on its work,
we could provide little assurance that all

Exhibit 11.1

HRDC Core Service Lines and Budgeted Resources 2000-2001

Core Service Lines

Income Security

Employment Insurance Income
Benefits

Human Resources Investment

Labour

Corporate Services and Service
Delivery Support

Total

44,090 3,587

10,117 7,623

5,328 3,379

160 673

 628 5,406

60,323 20,668

Resources

To provide Canadians with
Financial

($ millions) FTEs*

Source:  Report on Plans and Priorities, HRDC, 2000–2001 Estimates Part III

* Full-time-equivalent

Sustainable Income Security Programs for seniors; persons with
disabilities and their children; survivors; and migrants.

Temporary income support to eligible unemployed workers, or
individuals who are out of the workplace due to maternity or
parental responsibilities or as a result of illness.

Confidence in the financial integrity of the Employment
Insurance Program.

Effective and efficient labour market.

Safe, fair, stable and productive workplaces.

A departmental infrastructure to achieve effective and efficient
services.

Prompt collection of moneys due to the Crown.

Sound administration and financial management of grants and
contributions.
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contributions made under TAGS had been
used for their intended purposes.

11.18 In addition to our audits, internal
audits by HRDC and Employment and
Immigration Canada have pointed to
significant deficiencies in the
management of grant and contribution
programs:

• A 1991 audit by Employment and
Immigration Canada documented
significant problems with controls,
monitoring, and financial practices. The
auditors noted, “There is no doubt that a
persistent situation of weak controls will
increase the probability of …
mismanagement resulting from
negligence, abuse and even fraud.”

• A follow-up in 1994 found that
important recommendations in the 1991
internal audit report had not been
implemented, in whole or in part. Control
and monitoring continued to be neglected,
even in complex, high-value projects.

• In 1998, HRDC’s Internal Audit
Bureau conducted an audit of grants and
contributions under The Atlantic
Groundfish Strategy. The audit identified
major weaknesses in all aspects of the
project life cycle. A review of project files
found serious deficiencies in the
management, monitoring and control of
contribution agreements.

• In its 1999 audit of grants and
contributions, the Internal Audit Bureau
examined 459 project files from a wide
range of HRDC’s grant and contribution
programs. The audit reported systemic
shortcomings in the Department’s
management of grants and contributions,
including numerous weaknesses in
control.

HRDC’s problems in managing grant
and contribution programs worsened in
the 1990s

11.19 The management of grants and
contributions requires attention to

program design, appropriate tools and
training for staff, and staff in adequate
numbers to deliver the programs. Senior
management and central agencies of the
government need to ensure that there is
appropriate capacity in place to deal with
these programs’ policy aspects,
operations, and financial management and
control — as well as appropriate
accountability.

11.20 As early as the 1980s, our audits
identified problems in the management of
grants and contributions. We noted
weaknesses in the design of specific
programs and in the management of some
stages in a project’s life cycle — for
example, insufficient priority placed on
control and monitoring. Early audits of
employment-related grant and
contribution programs noted the need to
ensure that trained staff were sufficient to
deliver programs and the need for balance
between providing service in communities
and having in place proper controls and
accountability.

11.21 The results of internal audits and
our own work show that problems of
capacity had become more serious
because of many factors, including the
priority given to other policy issues,
reorganizations and downsizing, as well as
the view that controls were of lesser
importance. Audits in the late 1990s not
only demonstrated the persistence of past
problems but also identified systemic
problems across the Department’s grant
and contribution programs and throughout
the life cycle of projects.

The Department’s emphasis was on
service more than control

11.22 Following the creation of HRDC
in 1993, management attention was
focussed on creating the new department,
managing Program Review, and reviewing
many major programs under the
Department’s responsibility — for
example, Employment Insurance and the
Canada Pension Plan.

The results of internal
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11.23 The Department went through
several management changes followed by
cutbacks and downsizing as part of
Program Review, and some of its
responsibilities were transferred to
provinces through Labour Market
Development Agreements. The emphasis
among staff at all levels was on improving
service. In April 2000 we reported on our
audit of HRDC’s service quality at the
local level, noting that the Department
had taken several initiatives to improve
service to clients, including putting in
place a new service delivery network.

11.24 During the mid- to late 1990s, the
Department emphasized the importance of
cutting red tape, empowering front-line
staff, and increasing the delegation of
authority, through its “Breaking the
Barriers” initiatives. Other related
corporate initiatives included developing a
“Results-Based Accountability
Framework” and programs to support
staff. In contrast, the Department placed
little emphasis on the importance of
maintaining key financial and
management controls. Appropriate
controls and monitoring by management
must accompany the effective
empowerment of front-line staff.

11.25 As part of the major cutbacks that
started in 1995, post-audit, a function to
verify payments, was greatly reduced
across the Department. The 1994 internal
audit report had credited post-audit with
the Department’s only consistent
monitoring of grants and contributions.
Operational reviews were also cut. In
addition, internal audit resources were
reduced from 54 full-time-equivalent staff
in 1994–95 to 33 in 1999–2000. Control
points were eliminated without adequately
considering the risks and the impact on
the integrity of departmental controls.
Downsizing and the devolution of
programs and services to the provinces
and to other organizations also led to a
loss of corporate memory, experience and
capacity — especially at the local level.

11.26 In an environment that
emphasized service rather than basic
controls, the Transitional Jobs Fund was
introduced. Although this program
required a new set of assessment skills, it
was implemented without any allocation
of new resources for its administration and
delivery. This reinforced the relatively low
priority given to administration. HRDC
began to focus on its internal controls and
risk management practices toward the end
of the 1990s, with the introduction of
initiatives related to modernizing
comptrollership.

Strong public and parliamentary
interest in the Department’s 1999
internal audit

11.27 The release of the latest internal
audit report in January 2000 generated
strong interest from the public and
Parliament. The findings resulted in many
questions about the sampled programs,
including whether funds had been spent
properly and desired results had been
achieved — particularly in the
Transitional Jobs Fund and Canada Jobs
Fund programs. In response to the audit
findings and public concern, the
Department released a Six-Point Action
Plan. This led to further questions about
whether the actions proposed in the plan
could be expected to correct the
deficiencies the audit had identified.

11.28 The Standing Committee on
Human Resources Development and the
Status of Persons with Disabilities
undertook a study of the Department’s
management of grants and contributions.
After a series of hearings and many
witnesses, the Committee issued a final
report in June 2000. It made 30
recommendations and requested a
comprehensive response from the
government by 20 September 2000.

11.29 The Committee specifically
recommended that the Auditor General
provide guidance in his next report “on
ways to balance efficiency and flexibility
in terms of program delivery and the need

As part of major

cutbacks, internal

audit resources were

reduced.
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for sound financial management.” As the
Committee observed, maintaining a
balance of efficiency, flexibility and sound
financial management is a significant
challenge to public service managers.

11.30 On 22 June 2000 the government
announced that the Canada Jobs Fund
program would be discontinued, although
HRDC would process applications it had
already received and would manage any
ongoing projects to their completion. The
freed-up funds are to be allocated to the
regional economic development agencies.

Focus of the audit

11.31 In response to a recommendation
by the Standing Committee on Public
Accounts, on 8 June 1999 we advised the
Chair of the Committee that we would
undertake a broad-scoped audit of the
management of grant and contribution
programs across government. We
committed at that time to auditing a
number of specific grant and contribution
programs, including programs
administered by HRDC. When the
Department released the 1999 internal
audit report and announced steps it would
take to correct identified shortcomings, we
expanded the scope of our audit in that
Department to include an assessment of its
progress in implementing corrective
action.

11.32 The objectives of our audit were
to determine:

• the extent to which reliance can be
placed on HRDC’s 1999 internal audit and
its performance tracking system;

• the Department’s progress in
implementing its corrective action plan;

• the adequacy of the management
control framework for selected grant and
contribution programs;

• how HRDC has measured and
reported the results achieved by selected
grant and contribution programs; and

• the Department’s compliance with
financial authorities such as the Financial
Administration Act and Treasury Board
policies.

11.33 Our audit examined four
programs from the cross-section of
programs covered in the Department’s
1999 internal audit. Three of the four were
selected because they represented a range
of expenditures, administration both by
headquarters and the regions, grants as
well as contributions, and varying degrees
of familiarity to the public. The three
programs were the Transitional Jobs Fund
(budget of $300 million over three years
to 31 March 1999) and its replacement
program, the Canada Jobs Fund
(1999–2000 budget of $110 million), the
Youth Internship Canada Program
(1998–99 budget of $105.7 million) and
the Social Development Partnerships
Program (1998–99 budget of
$14.4 million). We invited HRDC to
suggest a fourth program for our audit and
it identified the headquarters-administered
Sectoral Partnerships Initiative (1998–99
budget of $30.4 million).

11.34 Our audit of these four programs
built on the Department’s internal audit
and extended to questions that the internal
audit had not covered. We assessed not
only the quality and quantity of
documentation in the files but also the
management of individual projects, issues
of program design, and the measurement
of project and program results. Moreover,
we selected statistical samples of projects
from each program in such a way that we
would be able, from our review of project
files, to project our findings to the
program as a whole. 

11.35 In addition, our audit assessed the
adequacy of corrective actions taken by
HRDC in response to its internal audit
findings, including the progress it has
made and reported. Given that our audit of
four programs covered a broader range of
issues than the internal audit had
examined, we were particularly concerned
to assess whether the Department’s
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Six-Point Action Plan and other initiatives
would adequately address the deficiencies
we identified.

11.36 Our audit findings on the Action
Plan are reported in Part I of the chapter;

our detailed audit findings on the four
programs we examined are in Part II.
Further details on our audit criteria and
approach are presented at the end of this
chapter in About the Audit .
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Part I 	 Observations and
Recommendations

Internal Audit Is a Fundamental
Tool for Management

11.37 In 1996 we reported that the
government was going through a period of
tremendous change; departments were
being streamlined and restructured in an
effort to reduce the administrative cost of
government while maintaining or
improving the delivery of programs to
Canadians. We stressed the importance of
effective internal audit in such an
environment to help ensure that
departmental programs and operations
were properly managed.

11.38 Internal audit is responsible for
providing senior management with sound
information and advice on the adequacy of
the organization’s internal control systems
and on how well they are performing. We
expect internal audit to provide risk-based
selective coverage of critical areas in a
department and to report the findings for
senior management’s consideration. We
expect senior management to direct
corrective actions and subsequently to
follow up on them.

Past internal audits led to little
corrective action

11.39 As we would expect, in 1991 and
again in a 1994 follow-up, internal audit
advised senior management of internal
control weaknesses in the management of
grants and contributions. As part of its
subsequent assessment of control risks in
HRDC, internal audit identified the
management of grants and contributions
as an area of continuing risk; it followed
up with further audit work in 1998 and
again in 1999.

11.40 Employment and Immigration
Canada formed working groups to address
the specific recommendations arising from
the 1991 internal audit. However, the

efforts of the working groups led to little
tangible progress at the local level. The
1994 follow-up report was particularly
critical, noting specifically that the
recommendations made in 1991 had not
been addressed, in whole or in part. We
were unable to find evidence that senior
management took action to address the
findings of the follow-up.

11.41 The Internal Audit Bureau’s plans
for 1998 defined the management of
grants and contributions as a high-risk
area, and the Department approved an
internal audit of a range of grant and
contribution programs. In early 1999,
management received the report on the
audit of The Atlantic Groundfish Strategy,
which identified continuing problems in
the management of that contribution
program. However, it waited for evidence
from the broader audit before taking major
corrective action. The 1999 internal audit
of grant and contribution programs
demonstrated that there were serious and
systemic problems in urgent need of
corrective action.

11.42 The work of internal audit at
HRDC has demonstrated its important role
in providing management with assurance
about whether control frameworks are
effective and operating as designed. It is
vitally important that management ensure
the continuation of a strong internal audit
group that adheres to professional
standards. In addition, however,
management needs to consider the results
of internal audits and ensure that
appropriate corrective action is taken.

The 1999 Internal Audit

Strong evidence of serious and
widespread problems

11.43 The Internal Audit Bureau based
its work on a sample of 459 project files
drawn from some 40 grant and
contribution programs in seven general
areas (for example, labour market
programs and youth employment
programs). According to the Department,
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these files represented approximately
$234 million in grants and contributions.
The findings of the internal audit were
based on a review of the documentation in
the files, visits to selected recipients in all
regions, and analysis of HRDC’s corporate
data.

11.44 The Department told us that the
sample of 459 project files included
38 files erroneously drawn from outside
the intended audit population. We
concluded that this error in sampling was
not material to the findings of the internal
audit. The sampling methodology used by
the Bureau was not designed (and cannot
be used) to project the audit results
quantitatively to the full audit universe or
to any of its component programs. In other
words, the quantitative results reported by
the internal audit, such as dollars at risk or
numbers of projects where specific
controls were not working, apply only to
the 459 projects it reviewed.

11.45 Although we did not assess in
detail the audit work on individual files,
we reviewed the methodology of the
audit. In our view, the internal audit
provided strong evidence of serious and
widespread problems in HRDC’s systems
and practices for managing grants and
contributions. In the files it reviewed, the
internal audit found:

• inadequate project selection and
approval processes — for example,
missing or incomplete documentation in
files and failure to carry out certain
consultation or verification activities;

• contribution agreements that did not
provide an adequate basis for both parties
to exercise their rights and responsibilities
or for effective financial and operational
monitoring by HRDC;

• inadequate monitoring of projects;
and

• unacceptable financial management
practices — for example, ineffective
controls over disbursements, inappropriate

coding of transactions, lack of supporting
evidence to justify expenses claimed, and
lack of compliance with policies on
advance payments.

11.46 Management at HRDC accepted
the findings of the internal audit. Its initial
response, included in the internal audit
report, acknowledged the range and the
seriousness of the identified deficiencies.
It also noted that the lessons learned from
the audit had been integrated into a
comprehensive action plan for grants and
contributions. As part of the plan, each of
HRDC’s branches, regions and program
areas was to develop its own action plan.
In addition, a performance tracking group
was established to undertake enhanced
monitoring and audits so that senior
management could receive ongoing
assurance about the management of grants
and contributions.

11.47 When the internal audit report
was released to the public and questions
were raised in Parliament about the
adequacy of management’s response, a
new, centrally developed action plan with
six main areas of action was announced.
The plan included withholding all
payments of grants and contributions by
the Department until it could be assured
that key control requirements had been
met. The Six-Point Action Plan was more
specific on steps to be taken, timelines,
and responsibilities.

Our Audit of Four Programs

We expected to find all projects
managed to certain minimum standards

11.48 In our audit of four programs we
selected projects that, with few
exceptions, had been completed on or
before 31 December 1999. This meant
that the time period we covered
overlapped the period covered by the 1999
internal audit. Our findings apply to
approximately $570 million in grant and
contribution expenditures in the four
audited programs. We audited completed
projects so that we could examine the full
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project life cycle and make an
independent assessment of the nature and
extent of problems that the Department’s
corrective action needed to address.

11.49 Our assessments took into
account the significant differences in the
size and complexity of projects and in the
risks associated with them. We did not
expect to find the same effort and
attention devoted to managing small and
simple projects as to managing larger and
more complex projects, where financial
and performance risks are inevitably
greater. However, we did expect to find all
projects managed to certain minimum
standards, including:

• requests for funding from
prospective recipients that indicated how
much they were seeking from HRDC,
what they intended to do with the funds
and what results they planned to achieve;

• defensible and transparent
application of project eligibility and
selection criteria in recommending
projects for approval;

• approvals by appropriate authorities
of the funding to be provided;

• signed contribution agreements that
set out clearly the terms and conditions of
the funding and provided a basis for each
party to exercise its responsibilities;

• effective financial controls, including
compliance with relevant authorities and
financial monitoring of projects;

• adherence to the terms and
conditions of the agreement, with formal
changes to them if required; and

• monitoring of project activities and
results to provide a basis for learning as
well as for accountability.

11.50 In our view, observing these
standards in managing projects is not
optional. However, we did expect that
attention to them would vary significantly,
depending on the circumstances. For
example, a simple letter from a

prospective recipient might be fully
adequate as an application for a
straightforward project that involves a
small contribution, whereas an application
for a large, complex project would require
a detailed proposal.

11.51 Our expectations for the
management of grants and contributions
are consistent with the Treasury Board’s
recently revised Policy on Transfer
Payments. The revised policy consolidated
a number of existing policies and provided
greater clarity on issues of financial
management and control and on the
delivery of programs by third parties. The
Treasury Board policy in effect during the
period covered by our audit was less clear.

Our audit confirmed and extended the
findings of the 1999 internal audit

11.52 Our audit of four programs
confirmed and extended the findings of
the 1999 internal audit. We found a
widespread lack of due regard to probity
in spending public funds and to achieving
desired results. Several practices in the
four programs we examined were
unacceptable. These included lack of
adherence to program terms and
conditions, inadequate project selection
processes, breaches of authority, payments
made improperly, and inadequate
monitoring.

11.53 We were particularly concerned
about the pervasiveness of the deficiencies
we found. Although the specifics varied
across programs, our audit showed serious
problems in all key areas of all four
programs we audited.

11.54 In 81 of the files we reviewed,
we found information that raised questions
about the appropriateness of some
payments. We provided this information
to the Department. It initiated a review of
all these cases to determine whether
overpayments had been made. At the time
we completed our audit report, the
Department had completed its review of
most of these cases, and had identified
some overpayments. In a small number of

We expected that

attention to standards

in managing projects

would vary

significantly,

depending on the

circumstances.

For projects prior to

January 2000, we

found a widespread

lack of due regard to

probity in spending

public funds and to

achieving desired

results.



Human Resources Development Canada — Grants and Contributions

11–18 Report of the Auditor General of Canada – October 2000

cases, the Department had not completed
its review.

11.55 In addition to auditing the
management of individual grant or
contribution projects, we examined other
aspects of the four programs. We expected
each program to have the following:

• a rationale for the choice of funding
instrument (grant or contribution);

• clear and measurable program
objectives;

• clearly defined criteria for project
eligibility and selection, consistent with
program objectives;

• capacity to deliver the program,
including resources and clearly defined
procedures, roles and responsibilities;

• open and effective communication to
make potential applicants aware of the
program; and

• measurement and reporting of
program results.

11.56 We found several weaknesses in
the design of the four programs we
audited and in the measurement and
reporting of program results. Part II of this
chapter provides more detailed
information on the four programs and
what we found.

Progress in Implementing the
Action Plan

The Six-Point Action Plan

11.57 In response to the findings of its
internal audit, in February 2000 the
Department put in place a Six-Point
Action Plan, designed to strengthen the
administration of grants and contributions
and to rectify the problems identified by
the audit. Exhibit 11.2 provides an
overview of the Action Plan.

11.58 In a letter dated 7 February 2000,
the Auditor General indicated that in his
opinion the proposed Action Plan
represented a thorough approach to
corrective action on the more immediate
control problems identified by the internal
audit. The letter also noted that the Plan
included some longer-term actions that
strengthened the approach. In the current
audit, we assessed the Department’s
progress in implementing the Six-Point
Action Plan. We also looked at whether
the Plan and other initiatives of the
Department and the government would
address our findings on the four programs
we audited.

Current management is committed to
taking corrective action

11.59 In an effort to respond to the
issues raised by the internal audit and the

Exhibit 11.2

The Six�Point Action Plan 1. Ensure that payments meet financial and
program requirements.

2. Check and correct problem files, including the
37 identified by the audit as being of potential
concern.

3. Equip and support staff with the necessary tools,
training and resources.

4. Ensure that staff better understand their
accountability for grants and contributions.

5. Get the best advice available.

6. Report progress regularly to public and staff.

Short-term
action

Longer-term
action

Supporting
action

Areas of focus

Source: Human Resources
Development Canada
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questions raised in Parliament, HRDC
committed significant management and
staff resources to implementing the Action
Plan. Specific milestones were set out,
including a commitment to review all
active files by 30 April 2000 for
compliance with program and financial
criteria, to implement regular performance
tracking of grants and contributions
starting in February 2000, and to report
publicly on progress each quarter, starting
in May 2000. The Department created a
Grants and Contributions Co-ordinating
Team, headed by the Senior Assistant
Deputy Minister, to lead the
implementation of the Action Plan. The
team comprises national, regional and
local representatives.

11.60 Developing and implementing
the Action Plan required a significant
amount of time and the commitment of
HRDC management and staff. For
example, project officers for the Canada
Jobs Fund told us that meeting the
commitments to review and revise
existing project files meant putting
applications on hold until the file review
was over. The extended wait for approval
caused enough problems for some project
proponents that they withdrew their
applications.

Commitments in the Action Plan are
being met

11.61 The Department has generally
respected the timetable it provided. It has
made progress in improving and tracking
the extent to which payments meet
financial and program requirements.
Problem files have been checked and
corrected. Management has
communicated regularly with staff and has
provided public reports on progress.

11.62 A number of the longer-term
actions in the Plan are under way, such as
providing staff with the necessary training
and tools and ensuring accountability for
results. An independent review by a
consulting firm also concluded, “HRDC

has made significant progress in
implementing the Six-Point Action Plan.”

Performance Tracking Directorate is
established and operational

11.63 In response to a draft of the
internal audit report, in November 1999
HRDC established a Performance
Tracking Directorate, originally as part of
the Internal Audit Bureau. In May 2000
the Directorate was transferred to the
Director General, Accounting Operations.
With a staff of 23 and a budget of
$2.7 million, the Directorate has become
an important means for continuous
monitoring of the extent and impact of
corrective action.

11.64 The Performance Tracking
Directorate is designed to act as a quality
control by measuring improvement in the
administration of grants and contributions.
We reviewed the sampling methodology
used by the Directorate to draw a national
sample of files for review, and we found
that it was sound.

11.65 Given that a major component of
the Action Plan’s first step was the
tracking of performance, regular
monitoring carried out by the Performance
Tracking Directorate represents good
progress. If properly implemented, it
should give management an ongoing
measure of performance in the
management and control of grants and
contributions.

The Department reviewed all 17,000
active files

11.66 The Department committed itself
to reviewing all active files to ensure that
payments meet program and financial
criteria, and it committed to taking any
corrective action required. Headquarters
and some regions developed checklists for
use by staff in reviewing active files. Our
assessment indicates that the direction the
Department provided to staff on how to
deal with active files complies with the
requirements of the Financial
Administration Act and with the Treasury
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Exhibit 11.3

Five Essential Criteria
for Payments

1. A signed contribution agreement that meets
the Treasury Board’s terms and conditions
for the program.

2. The delegated financial signing authorities
sign the agreement and approve payments.

3. The Treasury Board’s policy and guidelines
for advance payments followed.

4. Claim forms and supporting documentation
received from sponsors/payees.

5. Expense claims reviewed and certified to be
allowable under the contribution agreement
and the program’s terms and conditions.Source: Human Resources

Development Canada
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Board’s Policy on Transfer Payments. In
addition, the checklists covered the major
areas of concern our audit identified.
However, we did not assess how well the
checklists were applied. Based on a
review of a non-representative sample of
76 files, management concluded that
directives had been adequately
implemented. 

11.67 The Department concluded its
review of 17,000 active files on
30 April 2000, as scheduled, and
presented the results in a May 2000
progress report on the Action Plan. The
Department reported that 16 files needed
adjustments in amounts that exceeded
25 percent of the contribution agreement
value, and that six overpayments totalling
$3,229 had been identified.

11.68 It is not surprising that the review
found so few overpayments. Only active
files were reviewed and since, by
definition, active files can still be
adjusted, the review could not be expected
to identify many overpayments. There is a
higher likelihood of finding overpayments
in closed files, as our audit of four
programs showed.

The Department has started to report
on progress

11.69 The Department’s May 2000
progress report on the Action Plan
indicated that the Performance Tracking
Directorate had examined a sample of

76 files to confirm that the review of
active files was being carried out properly.
According to the report, the examination
showed that all files had been reviewed in
response to HRDC’s national directive,
and that all payments made after
20 January 2000 met the five essential
financial criteria outlined in the directive
(see Exhibit 11.3). These criteria are
consistent with the Financial
Administration Act and Treasury Board
policy provisions that require certification
by authorized officials of eligibility or
entitlement to payment.

11.70 The report concluded that the
directives on reviewing active files issued
under the Six-Point Action Plan had been
implemented adequately and were having
a positive impact on the management and
administration of grants and contributions.
We note, however, that HRDC’s review of
76 sampled files was not sufficient to
determine whether all 17,000 active files
fully met program requirements and file
management standards.

11.71 An August 2000 progress report
by the Performance Tracking Directorate
indicated that the administration of active
files has shown a substantial improvement
over the findings of the internal audit. It
indicated that in projects started between
1 February and 31 March 2000, there was
a high level of compliance with
departmental directives and guidelines
relating to project applications,
contracting, recommendations and
approvals.

11.72 We looked at the methodology
used to review the files for the August
2000 progress report and found a much
wider range of issues tracked than had
been covered in the 1999 internal audit —
a range that corresponds more closely to
our audit of the four programs reported in
Part II of this chapter.

11.73 The August 2000 progress report
was the first of four that the Directorate
plans to prepare each year. Future reports
will be able to provide a fuller assessment
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of a project’s life cycle, including
financial management.

The Department identified 37 projects
for further follow-up

11.74 HRDC’s review of 37 projects
flagged for further analysis and correction
was a major item in the action step “to
check and correct problem files.” The
internal audit had identified 35 of the
projects from the 459 projects it sampled;
two others originated outside the audit
sample. The purpose of the review was to
complete the investigation where the
initial audit work showed that financial
rules might have been broken (for
example, where overpayments may have
occurred), as a basis for any necessary
corrective action.

11.75 Work began in December 1999,
although most of it took place during
February 2000. The review of the
37 projects, fuelled by discussion in the
media and in Parliament about the nature
and extent of the problems associated with
them, took on an importance well beyond
what HRDC had foreseen when it first
identified a need for additional work. The
Department came under great pressure to
conduct the follow-up review to a very
high standard in a short time frame.

11.76 The Department created a task
force of senior officers from its Financial
and Administrative Services Branch to
assess the outcome of the review. The task
force signed off on the results when the
follow-up work was completed. The
March 2000 report, published on the
Internet and provided to the Standing
Committee on Human Resources
Development and the Status of Persons
with Disabilities, showed accounting
errors across fiscal years, adjustments
needed to active files, and overpayments;
it also provided, for each project, a
summary of the other review outcomes.
Our audit confirmed that the Department
made adjustments and took steps to
recover the overpayments.

The review illustrated poor
administrative practices and their
consequences

11.77 The Department’s review
confirmed that poor administrative
practices made it difficult to audit
payments and to determine whether there
had been overpayments. Program staff
often made informal arrangements with
sponsors that were not reflected in formal
amendments to written agreements. Some
of these informal arrangements were
documented; others were agreed to orally
or even implicitly. Some of the
arrangements were contrary to the
conditions established in the written
agreement or to departmental and
Treasury Board policies. While not
acceptable practice from a government
perspective, these types of arrangements
have legal standing. As well, the review
found that some of the formal contribution
agreements were poorly constructed. For
example, key clauses were missing or
ambiguous and negotiated rates, rather
than actual costs, were used without a
clear basis. This made it difficult to
determine whether the negotiated rates
included ineligible costs, particularly
profits.

11.78 Other departmental actions also
affected the ability of reviewers to identify
overpayments. For example, the
Department allowed payments for
expenses incurred outside the established
funding period, through retroactive
amendments to agreements that were
already closed or through informal written
or oral arrangements with the sponsor.
Other examples of inappropriate practices
included allowing expenses that were
ineligible according to the contribution
agreement or Treasury Board policy. As
well, officers allowed sponsors to apply
interest income earned from
inappropriately large advances to increase
the scope of project activities — but
without a formal amendment to the
agreement to increase the dollar value.
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11.79 Overpayments can be established
only when the Department can show that
the sponsor did not fulfil its obligations as
specified in the contribution agreement.
The review showed that the Departments
officials had ignored or not complied with
internal controls, including the terms and
conditions of contribution agreements.
Payments made in accordance with
arrangements agreed to by HRDC officials
cannot subsequently be established as
overpayments. Such arrangements, no
matter how ad hoc, become part of the
Crown’s contractual obligations.

11.80 As a result, the Department’s
review identified and reported as
overpayments only those cases it
considered attributable to the actions of a
sponsor. HRDC reported that it had
identified $226,369.51 in overpayments,
out of the $33 million in payments made
to the 37 projects. One project alone
accounted for $220,000 of that amount.

11.81 The Department’s work on each
of the 37 projects called for a full review
of financial claims in relation to the terms
and conditions of the contribution
agreement. We concluded that there were
some inconsistencies in the approach
taken to the review, which limited our
assurance that all issues were identified in
individual projects. For example, the
extent and quality of supporting
documentation and working papers was
thorough in some cases but limited in
others. Some reviews provided no
indication that the project had been
assessed for interest earned on advances.
HRDC’s documentation indicated that in
most cases all claims had been reviewed;
but in a few large projects not all claims
or expenses were tested.

Reporting on 37 problem projects
focussed on overpayments

11.82 Parliamentarians and the media
expressed a strong interest in the nature

and extent of the problems in the
37 reviewed projects. Public information
provided on the review in March 2000 and
in the May 2000 Progress Report on the
Six-Point Action Plan focussed largely on
the overpayments the Department had
been able to identify.

11.83 HRDC provided little public
information on the nature of the
administrative problems it found in the
review of the 37 projects and on their
consequences. The Department believed
that the 1999 internal audit report had
sufficiently covered the poor
administrative practices found in the
follow-up review of the 37 projects and
that the Six-Point Action Plan had further
addressed these deficiencies. It also
believed that the major public concern
with the 37 projects was whether or not
overpayments had been made.

11.84 The administrative problems in
the 37 projects identified in the
Department’s review confirmed and
elaborated the 1999 internal audit
findings. They illustrated the extent to
which the system of internal controls and
accountabilities had broken down, placing
public funds at risk. In our view, HRDC
lost a valuable opportunity to provide
concrete examples of the consequences of
oral agreements, retroactive amendments
to agreements, inappropriately large
advances at year-end, allowing claims for
ineligible expenses, poorly constructed
agreements and other similar practices. As
a consequence, among others, the
Department was unable to determine
overpayments in most cases. The key
deficiencies have been addressed in the
Action Plan. Reporting such additional
information about the problems in the 37
files would have been helpful to the public
and parliamentarians as they sought to
understand the issues facing HRDC and to
assess the adequacy of its Action Plan and
other corrective measures.
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The Department is planning to review
dormant files, but results are not yet
available

11.85 As part of the Six-Point Action
Plan, the Department will assess dormant
files. These are files of projects that were
active during 1998–99 or 1999–2000 but
are now closed. The Department has
selected a sample of dormant files, based
on a set of risk factors. The results of the
Department’s review of dormant files
were not available when we completed
our audit work. However, our audit of four
programs indicates that dormant files
could contain a variety of problems,
including overpayments that need to be
recovered.

Corrective actions go beyond the
Six-Point Action Plan

11.86 The Department had undertaken
several initiatives before the
announcement of the Six-Point Action
Plan. These included establishing the
Performance Tracking Directorate as well
as a number of working groups to deal
with specific problem areas identified in
the internal audit report. The Department
has since put in place other initiatives for
broader corrective action needed. For
example, it is examining the objectives of
grant and contribution programs. It has
also made organizational changes
following an examination of
accountability arrangements.

11.87 In addition to initiatives taken by
HRDC, it is worth noting that in
June 2000 the Treasury Board made
changes to its Policy on Transfer
Payments. The changes clarify many
aspects of the previous policy. Among
many new measures, the policy now
requires that departments put results-based
accountability frameworks in place for
grant and contribution programs. It also
requires departments to ensure that due
diligence is exercised in making grants
and contributions. Departments are

expected to report on program objectives,
expected results and outcomes in their
report on plans and priorities. The
Treasury Board will approve program
terms and conditions for a specified
period, usually up to five years.
Departments must formally evaluate and
report on the effectiveness of a program
when requesting that the terms and
conditions be renewed. Further, in spelling
out its function as a management board
the Treasury Board has indicated that it is
strengthening its monitoring role.

Our audit showed problems beyond the
scope of the 1999 internal audit

11.88 Our program audits identified
many problems, some of which are the
same as those identified by the internal
audit. Others are in areas beyond the
scope of the internal audit. We noted
problems in:

• translating the general social policy
purposes into operational terms, stated as
either objectives or eligibility criteria. We
also noted problems in stating the
expected results of programs in clear and
measurable terms;

• using project results and program
evaluations to make necessary changes
and modifications (managing for results);

• providing the public with
information about the availability and
characteristics of a program to promote
equal access;

• properly managing and controlling
projects — including project selection and
approval as well as financial management
and control; and

• providing adequate support
(resources, training, guidance and tools)
for program delivery.

11.89 We assessed HRDC’s Six-Point
Action Plan and other initiatives to
determine whether they address these
problems.
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Need to improve the way general social
policy purposes are operationalized

11.90 HRDC is a social policy
department that delivers a wide range of
programs and services to assist Canadians
of all ages, including those with distinct
needs. Its mission is to enable Canadians
to participate fully in the workplace and
the community. General policy direction is
laid out by government and approved by
Parliament in the form of legislation. An
essential step in improving the
management of grant and contribution
programs is to ensure that the design of
the program, as reflected in terms and
conditions approved by the Treasury
Board and operationalized by the
Department, reflects the policy intent.

11.91 As our audit of four programs
found, this involves turning difficult
concepts like sustainability, the building
of community capacity, and learning
systems into concrete, deliverable
programs. It is particularly challenging to
program designers when views differ on
the best approach and when needs vary
across regions. Nonetheless, the obligation
remains to clarify what is to be achieved
so the program can be structured to
support this expectation.

11.92 Officers responsible for
implementing programs and projects need
to know what is to be delivered to whom,
and how. In grant and contribution
programs, this means clearly articulating
the program’s objectives or criteria,
setting out measurable results to be
achieved, and accompanying this with
appropriate training and guidance to staff.
Project officers then have clear direction
on which to take concrete action.

11.93 We recognize the need for some
flexibility to allow programs to respond to
local realities. In our view, however, all
four of the programs we audited suffered
from undue lack of precision in the
statement of program objectives or criteria
and in the accompanying guidance. For
example, in the Youth Internship Canada

program the eligibility criteria for
participants (unemployed or
underemployed, normally aged 15 to 30,
and legally entitled to work in Canada)
were subject to varying interpretations. No
guidance had been made available to staff
to help ensure that they applied the
criteria consistently. Further, the
objectives and eligibility criteria for the
Social Development Partnership program
were stated in broad terms and were not
always clearly defined.

11.94 The Department told us that it is
developing additional program guidelines
and additional training to help staff
establish an appropriate balance between
precision and flexibility. For example, the
Youth Initiatives Directorate recently
developed and communicated criteria for
defining youth at risk and is expanding
existing program guidelines.

11.95 Two of the four programs, Youth
Internship Canada and Transitional Jobs
Fund/Canada Jobs Fund (TJF/CJF) had
defined indicators of results. In TJF/CJF,
the measurement of results was built into
the program design but reliable
information on results was not produced
as intended. Performance indicators were
not defined for the other two programs. If
a program’s design or subsequent
operational guidance is not clear about
what the program is to achieve, the proper
focus of the program’s expenditures is
subject to wide interpretation.

Plans developed to clarify program
intent

11.96 The Six-Point Action Plan does
not deal with the need to clarify program
design and policy concepts. However,
HRDC management has recognized the
need and initiated a study of program
management to identify the action that is
needed. The study includes an
examination of program mandates,
objectives, design, implementation,
monitoring, and areas for program and
policy redesign.
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11.97 The objectives of the study also
include ensuring that all programs manage
for results, improving learning within and
across programs, and strengthening the
linkages between policy development and
program design. At the time of our audit,
the Department was expecting to complete
assessments of all its grant and
contribution programs by fall 2000, with
identified strategies for strengthening
program management. The Department
was also planning to develop appropriate
performance measures as part of that
exercise.

11.98 By 31 March 2001, all programs
are to have results-based accountability
frameworks in place. All programs are
also to have learning plans that outline
mechanisms for ongoing learning,
dialogue and redesign, including an
integrated audit and evaluation cycle. The
Department has indicated that it will
obtain official Treasury Board approvals
by December 2002 to change program
terms and conditions — well before the
Treasury Board’s deadline of March 2005.

11.99 As one element of the program
management study, a number of programs,
including the four we audited, have
produced summaries of program
management issues along with key
elements of their action plans. The process
of developing these summaries included
self-assessment supplemented by peer
review and discussions with the regions.
In initial pilot documents we received,
some managers identified a need for
improvement in areas similar to those we
noted in our audit. For example, managers
of the Social Development Partnerships
program concluded, as we did, that
objectives need to be refined, measurable
outcomes defined and the processes for
decision making and review improved.
Managers of the Sectoral Partnerships
Initiative concluded that performance
measures need to be validated and refined,
and that program policy and guidelines
need to be updated.

Improvement required in managing
grants and contributions for results

11.100 Managing for results requires
more than measuring results through
ongoing performance measurement and
periodic evaluation. It also requires using
information on results to make changes to
the programs and to report on their
performance. As the new Treasury Board
policy on transfer payments recognizes, a
focus on results in grant and contribution
programs provides direction on who
should receive funding, whether projects
are meeting expectations, and how
successful the program is overall.

11.101 We expected staff in all four
programs we audited to have clearly
defined the results that approved projects
were to achieve. We found that expected
results and the related information
requirements were not defined
consistently. Nor did stipulating that the
information was required lead to its
systematic collection — even when, as in
the case of TJF/CJF, the contribution
agreements required the project sponsors
to report on results. In the Youth
Internship Canada program, expected
results were defined but the information
on actual project results was limited.
Desired results of projects in the Social
Development Partnerships and the
Sectoral Partnerships Initiative programs
were not defined clearly.

11.102 Three of the four programs we
audited had undergone some evaluation,
and an evaluation of the fourth, Social
Development Partnerships, is planned. A
preliminary evaluation of the TJF was
carried out early in the program and
several key questions were left to be
answered later, in a full evaluation
planned for 2000. That evaluation did not
proceed. The evaluation of the Youth
Internship Canada program had just been
completed at the end of our audit.

11.103 We found that the work was
sound in the evaluations of the Youth
Internship Canada and the Sectoral
Partnerships Initiative programs. We noted
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that some program changes were made as
a result of the November 1997 evaluation
of the Sectoral Partnerships Initiative and
the 1998 Transitional Jobs Fund
evaluation.

11.104 As we have noted, the objectives
of the Department’s program management
study include developing appropriate
performance measures and strengthening
managing for results. However, as
demonstrated by work we have done in
other areas of government, achieving
these objectives will require strong
leadership from management and
continuous effort.

Need to ensure equal access to programs

11.105 Public servants are expected to
provide services equitably and fairly to
Canadians, whether a service or program
is directed to the whole population or to a
specific group. Part of providing equitable
access is ensuring that good information
about a program is available and
accessible to those who potentially qualify
to participate.

11.106 Our audit of four programs found
that some information on all of them was
available and disseminated through a
variety of media. In addition, the
programs relied to varying degrees on
networks and contacts maintained by
project officers. In some cases, programs
funded the same project sponsors year
after year as part of a longer-term
intervention. In our view, the methods
used to promote these programs did not
always ensure that potential applicants
had equal access to them. Moreover,
evaluations of the programs have not paid
enough attention to assessing whether they
have been promoted effectively and
whether eligible Canadians are aware of
the programs and their characteristics.

11.107 In its June 2000 report, the
Standing Committee on Human Resources
Development and the Status of Persons
with Disabilities recommended that the
Department ensure that eligibility criteria

for all its grant and contribution programs
were clearly identified, adequately
communicated and applied equitably
across the country. The Committee also
recommended that to promote
transparency, HRDC ensure that
information available on its Web site
provide the public with details about
individual grant and contribution
programs.

11.108 The Six-Point Action Plan itself
makes no reference to equality of access
to grant and contribution programs.
However, the Department addressed this
issue in its response to the Standing
Committee. It indicated that by the end of
2000, information about all programs and
their eligibility criteria would be available
on its Web site and in all local offices.
Local offices will provide the information
to all members of Parliament before the
end of the year. In addition, the
Department has indicated that it will
ensure that the information is kept up to
date.

Need to improve the management and
control of projects

11.109 Parliament sets the general
purposes of expenditures and the limits on
them, and the government provides public
servants with further guidance on the
mechanisms to be used to meet these
requirements. For a grant and contribution
program, Parliament establishes the
program purpose and broad financial
management framework, and appropriates
funds or authorizes the use of funds from
other sources.

11.110 Government, through the
Treasury Board, approves the specific
terms and conditions that programs are to
observe and provides guidance on
managing grants and contributions and
controlling the disbursement of funds. As
past internal audits and our own audit of
four programs have shown, HRDC’s
management and control of projects and
its disbursement of funds to them have
been weak. The Department’s response to
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the internal audit focussed, along with its
Six-Point Action Plan, on immediate
corrective action to address these
weaknesses.

11.111 We found that there were
problems in meeting the requirements of
section 34 of the Financial Administration
Act, which requires an official with the
appropriate signing authority to certify
eligibility and entitlement to payment.
Our audit of the four programs found that
staff without the appropriate delegated
authority were frequently approving
payments under section 34, and often did
not review appropriate information to
support claims.

11.112 In January 2000, HRDC stopped
all payments until managers could be
assured that five essential financial criteria
had been met for each project (see
Exhibit 11.3). In addition, the Department
eliminated a problem that internal audit
had identified — namely, poorly
controlled codes for access to the financial
system. The Department recognized that it
needed to move from these immediate
actions to building corrective measures
into the management of all grants and
contributions.

Steps taken to improve project selection
and approval

11.113 Our audit of four programs found
that each had problems in managing the
selection and approval of projects. As
already noted, some of the problems were
due to a lack of clarity on what the
projects were to achieve. Even allowing
for these difficulties, however, we found
many cases with no record of the basis for
the project’s selection or of who had been
responsible for recommending the
expenditure.

11.114 As part of improving financial
management and control, the Department
has taken steps to provide guidance and
direction on the kinds of documentation
and review of projects that it expects. If
properly implemented and supported by

tools and training, these steps should lead
to significant improvement.

Actions in place to address problems in
financial management and control

11.115 Our audit of four programs
identified several problems with financial
management and control. They included
weaknesses in the contribution
agreements, amendments made without a
supporting rationale, payments made for
ineligible costs and expenses, payments
made without claims having been
submitted, improper advance payments,
inconsistent treatment of shared costs, and
payments approved without the necessary
authority. Details of these findings, by
individual program, are in Part II of this
chapter.

11.116 Part of the Department’s
commitment in the Six-Point Action Plan
was to review all active files (see
paragraph 11.66) for compliance with
program and financial criteria and to take
corrective action as required. The
checklists used to review the active files
covered the immediate areas of concern,
including whether the projects met
program terms and conditions.

Appropriate action taken to equip and
support staff

11.117 As part of the Action Plan, the
Department has undertaken a series of
specific initiatives to equip and support
staff in their work. Based on an
assessment of workload, staff capacity and
the views and concerns of staff, program
staff will be given clear direction, tools,
training and resources. We believe these
initiatives will help address the
shortcomings that our audit and the 1999
internal audit identified in the
management of grants and contributions.

11.118 Among the tools HRDC is
developing is a model file to replace the
use of checklists. The model file contains
instructions and forms to guide staff in all
key aspects of financial and project
management, including the aspects where
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our audit found deficiencies. For example,
the model file offers guidance on how to
identify high-risk files that require more
monitoring. Staff were directed to start
using the model file in September 2000.

11.119 HRDC is also developing an
operational manual and policies for grants
and contributions. These will provide
particular guidance on financial
management and control requirements.
The manuals and policies will fill an
important gap created in the mid–1990s,
when several volumes of departmental
manuals and procedural directives were
replaced with only brief guidance.

11.120 To support the Action Plan, the
Department is developing a new control
framework with three levels of control
points, a quality assurance framework, and
a more consistent organizational structure
at the regional and local levels. This
control framework will also provide for
direct oversight and will make specialist
advice available to field staff handling
grants and contributions. In addition,
higher-level staff will handle the more
complex files.

11.121 The control framework has
built-in quality assurance practices. It
calls for all projects to be reviewed by
higher-level staff in local offices and for a
small percentage of files at the regional
level to be subject to post-audit. At the
national level, the Performance Tracking
Directorate will review between one and
two percent of files. The control
framework also envisions a feedback loop
so that results will be used to highlight
inconsistencies and procedural problems
at the local level as a means to determine
training needs.

11.122 The policy the Department
proposes for training provides for
mandatory training of managers and
program staff. Program delivery training
for staff addresses, for example,
assessment of project proposals,
contracting, payments, financial and
activity monitoring, and follow-up.

11.123 We believe that when
implemented in the field, the new tools
and concepts being developed will go a
long way toward addressing the concerns
of staff, as well as those identified in our
audit. However, much work on
implementation remains to be done.
Management will need to sustain the
strong support it has shown thus far to
ensure that adequate resources are
obtained and that staff are trained and
supported in applying the new tools,
methods and approaches. As well,
follow-up will be needed to ensure that
staff take the training and gain the
required knowledge.

More work required to determine the
resources needed for program delivery

11.124 The resources required to deliver
grant and contribution programs properly
will vary, depending on the complexity
and size of the program and the risks
associated with it. Management is
responsible for ensuring that the
appropriate capacity is in place to deliver
each program. This includes having
enough staff with the necessary skills, and
providing the tools, the support, the
training and the information systems that
they need. The Six-Point Action Plan
specifically addressed the need to equip
and support staff. However, the
Department has identified a need for
additional resources in other areas.

11.125 As indicated by our audit of the
four programs and by the Department’s
own consultations with staff, questions
remain about the adequacy of the
resources (both program staff and
administrative support staff) available to
deliver grant and contribution programs.
For example, staff told us that the
requirements for monitoring (which
frequently were not met) demanded too
much of their time, given the other work
expected of them.

11.126 Staff cuts in the 1990s had an
impact on the Department’s capacity to
deliver programs. Nevertheless, HRDC
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management proceeded with the
Transitional Jobs Fund without receiving
any new operating funds. Staff involved in
delivering the TJF faced not only
additional work but also work requiring
additional skills that many lacked.

11.127 The Grants and Contributions
Steering Committee considered the
evaluation of capacity as part of the
Action Plan. It recognized that the
Department’s capacity to undertake grant
and contribution programs had not been
clearly identified. HRDC agreed with the
Treasury Board Secretariat that it would
undertake a workload analysis, which was
under way when we completed our audit.
Staff had started to identify annual
workload in terms of the number and
characteristics of projects administered.
As an interim measure, HRDC has
reallocated $20 million internally and the
Treasury Board has approved a
reallocation of a further $30 million from
within HRDC’s existing budget to
strengthen its delivery of grant and
contribution programs.

11.128 HRDC delivers a range of
programs using grants and contributions,
as do other departments. Benchmarking
the resources required to deliver different
types of grant and contribution programs
will provide a valuable tool for
government managers and central
agencies to assess the adequacy of
program resources.

Information systems need an overhaul

11.129 The internal audit identified
deficiencies in the capacity of information
systems to provide timely performance
information (financial and non-financial).
They included difficulty in obtaining
information on sponsors’ current and past
projects with HRDC and the status of
advances and expenses claimed.
Corrective action on these deficiencies is
part of the Six-Point Action Plan. A
concept paper was prepared and a firm
plan was to be ready by October 2000.

HRDC has requested additional funding
over the next three years to develop a new
information system.

11.130 As a short-term solution, HRDC
is upgrading an existing system to make
information on grants and contributions
available from one system rather than
many. This interim measure was to be in
place in fall 2000. It is a short-term
solution, however, and will not fully
address the information needs of managers
at the program level. But it will create a
single warehouse of data on grants and
contributions and will improve the
Department’s capacity for external
reporting.

11.131 The proposed new information
system to be delivered in phases over the
next three years is still at the concept
stage. For maximum usefulness to
management, it needs to be integrated
with the financial system in a way that
makes it possible for users at different
levels in the Department to obtain basic
financial information on contribution
agreements. Managers and project officers
need to be able to obtain information
readily on how much has been paid to a
project and on what financial
commitments remain. The new system’s
features related to performance
information were the least developed at
the time of our audit.

Program Accountability

11.132 By design, and given the often
general objectives and broadly stated
terms and conditions, the programs we
audited left public servants a great deal of
discretion to determine a proposal’s value
and judge its eligibility. Treasury Board, a
Cabinet committee of ministers, sets the
eligibility requirements that departments
are expected to spell out in their own
guidelines and approval processes.
Further, Canadians eligible for public
programs expect to have equal access to
them. Traditionally, public servants are
responsible for administrative matters on
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behalf of a minister and answer to the
minister.

11.133 Our work raised two issues
related to management accountability and
responsibility. The first concerns the role
of members of Parliament and ministers;
the second concerns the responsibility and
accountability of staff for program
decisions they make.

The role of elected officials

11.134 Elected officials outside of the
executive branch of government usually
do not have a direct role in program
delivery. In the case of the Transitional
Jobs Fund and the Canada Jobs Fund,
program guidelines required that each
project have a written recommendation
from the member of Parliament for the
area as one of the inputs for the project
approval process. Such involvement in the
decision-making process confuses
traditional accountability relationships.
The Standing Committee on Human
Resources Development and the Status of
Person with Disabilities noted, “Direct
political involvement in HRDC’s project
selection process can potentially create a
conflict for Parliamentarians, whose role
is to hold the government accountable.”
The Committee concluded that the role of
members of Parliament in the project
selection process should remain an
advisory one.

11.135 As described in Part II of this
chapter, in our audit of four programs it
was sometimes difficult to determine the
basis on which a project had been
selected. Because we reviewed only
projects that had been approved, we did
not review evidence that would indicate a
role that members of Parliament played in
decisions to reject any TJF or CJF
proposals.

11.136 We found cases where project
approvals were not based on the
procedures established for decision
making — namely, that public servants
make a recommendation and ministers

make a decision. Some of the projects
were not eligible for the program under
which they were approved; others were
eligible but had not been evaluated against
other projects. The credibility of
established processes is weakened if they
are not followed.

Steps to strengthen management
accountability

11.137 HRDC is a decentralized
department whose delivery of most of its
programs is delegated to local and
regional offices. Despite this delegation,
the Deputy Minister remains responsible
for the administration of the Department
and, in turn, is responsible to the Minister.
To deliver programs in this environment
requires clear direction on what is
expected as well as regular monitoring
and reporting of performance.
Decentralized structures require strong,
clear lines of accountability to work
effectively and not the type of program
delivery found, for example, in the
Transitional Jobs Fund. There, delivery
was fully delegated and there was little
central monitoring to ensure the consistent
application of, and compliance with, the
program’s terms and conditions.

11.138 If senior management in the
Department is to effectively meet its
commitments to change, management
structures and lines of accountability must
be clear. The Department undertook an
accountability review of its management
structure and developed a new
organizational model for the delivery of
grants and contributions. Both initiatives
clarify responsibilities and strengthen
accountability relationships.

11.139 The aim of the Department’s new
organizational model is to have consistent
support for project officers in all major
Human Resource Centres of Canada.
Three key positions have been identified.
A program consultant will be responsible
for technical advice, training, and quality
assurance at the local level. A senior
development officer will be responsible
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for complex cases and also for strategic
development in the delivery of grants and
contributions. Finally, project officers will
continue to administer projects.
Documentation and systems support will
be provided by clerical staff. This model
responds in part to concerns about the
need for adequately trained and supervised
staff to manage grant and contribution
programs. The Department has begun
staffing actions.

11.140 With appropriate staffing under
the new model, project officers will be
better able to meet financial and program
requirements because they will be able to
rely on consistent administrative support
as well as advice from higher-level
specialists. Segregation of duties will be
improved by ensuring that enough staff
are available to carry out the separate
tasks.

11.141 The Department has also
conducted a review of its management
accountabilities, with input from 70 senior
executives and managers and an External
Advisory Committee (including central
agency representatives and selected
deputy ministers of other departments). It
has also obtained assistance from external
consultants. The process culminated in a
memorandum to the members of the
executive committee (Management
Board) from the Deputy Minister, setting
out a new regime to clarify and improve
accountability structures.

11.142 The memorandum identified the
following actions as central to increasing
the clarity of decision making and
accountabilities in the organization:

• developing and implementing
national protocols that clarify the
authority, responsibility and accountability
of the policy, program, corporate service
and regional heads;

• creating focal points of contact in the
Deputy Minister’s office along program
development, service delivery and
corporate service lines; and

• establishing an executive
management committee and four key
departmental committees with clearly
defined authorities.

Work on developing and implementing
these actions has begun. These actions are
in addition to the earlier reorganization of
the branch administering grant and
contribution programs, which established
separate responsibilities for regional and
national programs.

Sustained effort will be needed

11.143 As the results of previous audits
demonstrate, over a number of years an
unsatisfactory approach to the
management of grants and contributions
had developed in the Department and
become widespread. Inappropriate
practices had become the routine,
accepted by management and supported
by the absence of strong systems and
controls. Practices that develop over many
years frequently become entrenched.

11.144 The Department’s current
management is committed to
implementing corrective action. It took a
number of immediate steps that sent staff
a clear message that change was expected.
However, changes need to address the
fundamental problems. The Department’s
internal audit, its subsequent review of 37
problem files, and our audit of four
programs all revealed the extent to which
the system of internal controls and
accountabilities had broken down, placing
public funds at risk.

11.145 The Department has begun a
number of actions committed to in its
Six-Point Action Plan, such as providing
training and improving staff
understanding. But it will need to sustain
its efforts and commitment if it is to
produce the desired change. Staff will
need support as they change their
approach to internal controls, especially as
they deliver programs increasingly
through third parties.

11.146 Management will need to
continue monitoring the progress of
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corrective actions and the results
achieved. The performance tracking
system the Department has developed to
monitor progress is an innovative
approach to ongoing performance
measurement. If applied systematically, it
should give management a good measure
of the progress being made.

11.147 As part of the incentive system
for managers, their performance
agreements will include commitments to
improving the management of grants and
contributions. The steps to implement the
Action Plan form part of the basic
performance agreements for 2000–01
between the Deputy Minister and all
executives and managers involved in grant
and contribution programs. The deadline
for establishing related goals in the
accountability accords was 31 August
2000.

11.148 The Department has set a clear
agenda for management action in its
numerous plans and initiatives. It needs to
sustain the momentum that has developed.
In particular, to change the way it
manages grants and contributions, the
Department will need to ensure that staff
have a common and consistent
understanding of the fundamentals of
control. During the course of our work, we
identified the following areas that require
additional attention.

11.149 The Department should put in
place quality control measures to review
corrective actions, and ongoing
monitoring to ensure that staff have a
solid understanding of the fundamentals
of financial control. Using such an
approach, the Department should
ensure that all overpayments from
problem files and high-risk dormant
files are properly identified and
recovered.

Department’s response: HRDC agrees
with this recommendation and has taken
action.

The Department had acknowledged the
need for ongoing monitoring to ensure
that staff have a solid understanding of
the fundamentals of financial control.

This is being addressed through two
measures: a new quality assurance
process and the Performance Tracking
Directorate. These are permanent
processes and structures to detect and
correct problem files, and to identify and
correct deficiencies in operational policy,
procedures, and employee knowledge and
skills.

The new quality assurance initiative was
undertaken in June 2000 to increase
program expertise at the local office level.
New senior operations consultants will
now conduct a quality review of selected
files to identify problems at the earliest
possible time. In addition, financial
administrators and program delivery staff
have re-established a financial post-audit
program at the national and regional
office levels. This financial post-audit
program includes the validation of
expenditures in order to allow financial
officers assurance that payments are in
support of services provided or goods
received in accordance with the
prescribed policies and procedures. When
either of these processes detects a problem
file, it will be corrected and an adjustment
or overpayment established if required.

HRDC also established a Performance
Tracking Directorate, which is sampling a
statistically valid selection of project files
from across the country. Errors, when
detected, are returned to the appropriate
office for correction and establishment of
an overpayment if necessary. In addition,
patterns and trends are communicated to
all offices delivering grant and
contribution programs, with appropriate
guidance and direction to reduce or
eliminate such errors in the future.

The Department recognizes the
importance of identifying potential
overpayments and subjecting such
problem cases to careful and consistent
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review. As part of the Six-Point Action
Plan, HRDC has identified and reviewed a
sample of dormant files from 1998–99 and
1999–2000. As recommended by the
Auditor General, the Department has
since added a quality control step to this
process. Following the review by program
delivery staff, Internal Audit Bureau staff
have been scrutinizing the work and
conducting selected on-site reviews of
higher-risk projects to ensure that all
potential overpayments are identified and
established.

The results of the dormant file review will
be published in fall 2000. In addition,
HRDC will engage a private sector
consulting firm to examine the
Department’s work and advise whether in
accordance with the principle of due
diligence it is cost-effective to review
additional files.

11.150 The Department should ensure
that key controls are strengthened as it
committed to do in the Six-Point Action
Plan and that they are supported by a
strong internal audit function that
meets the highest professional
standards. The Department should also
ensure that it has a well-established
system for implementing and following
up on corrective action resulting from
internal audits.

Department’s response: HRDC agrees
with this recommendation and has taken
action.

The Department continues to be
committed to implementing the Six-Point
Action Plan, including key control
processes and mechanisms. As
demonstrated in the progress reports
issued in May and September, HRDC is
reporting publicly on its achievement of
the Action Plan and will continue to do so
until the Plan is implemented in its
entirety. In addition, as indicated in the
government’s response to the Third Report
of the Standing Committee on Human
Resources Development and the Status of
Persons with Disabilities, HRDC is

committed to reporting on the impact of its
corrective measures in future departmental
performance reports. HRDC has already
contracted PricewaterhouseCoopers to
conduct a second independent assessment
of the implementation of the Action Plan
in January 2001.

The Department has a professional
Internal Audit Bureau in place and has
recently acted to strengthen the role and
profile of internal audit through a renewed
Departmental Audit and Evaluation
committee. This committee, which is one
of five main executive committees, is
responsible for ensuring that the
Department takes corrective action on all
internal audit recommendations. This
action will also promote a culture of
continuous learning from audits and
evaluations.

Although not a part of the Department’s
Internal Audit Bureau, HRDC has
budgeted $2.7 million annually for the
national Grant and Contribution
Performance Tracking Directorate. This
directorate provides a consistent and
continuous measurement of HRDC’s
compliance with file documentation
requirements and fundamental financial
controls. In its first report in August 2000,
the Directorate confirmed that “there has
been a significant, measurable
improvement in overall program
management and administration of grants
and contributions since the 1999 internal
audit.” The Department has committed to
publishing performance tracking results
quarterly.

11.151 The Department should
complete its study of program
management, which is designed to
ensure that desired results of grant and
contribution programs are clearly
defined and that results are
appropriately measured and used to
identify any necessary changes. In
consultation with the Treasury Board
Secretariat, the Department should
ensure that it meets its proposed time
frame for analyzing the objectives of all
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its grant and contribution programs and
implementing appropriate changes,
including measurement of results.

Department’s response: The Department
agrees with this recommendation and has
taken action.

In May 2000, HRDC embarked on an
extensive program management study that
is designed to review the management and
results focus of all grant and contribution
programs within the Department. This
study is intended to strengthen program
management and performance by:

• developing results-based
management and accountability
frameworks for all programs;

• improving communication on lessons
learned across programs; and

• ensuring all program authorities
comply with the reporting requirements set
out in the Social Union Framework
Agreement.

Above all, the program management study
will ensure that all programs have clear
objectives that shape the design and
direction of the program and that they
have an integrated audit and evaluation
cycle. In addition, HRDC is expanding the
study to incorporate a more thorough
review of how program design and
program information can support equality
of access to programs.

This work will result in an enhanced
departmental capacity to improve HRDC’s
grant and contribution programs. It will
establish a cycle of continuous
improvement in policy and program design
as well as program management and
administration.

This work is being carried out in
co-operation with the Treasury Board
Secretariat. In June 2000, the Treasury
Board introduced a revised Policy on
Transfer Payments to promote long-term,
government-wide improvements to grant
and contribution program administration.

The new policy requires departments to
review and resubmit their program
authorities by 31 March 2005.

HRDC is fast tracking this work. As part
of the program management study, all
HRDC programs will have reassessed and
strengthened their design, management,
and accountability frameworks by
31 March 2001. The Department will then
resubmit all grant and contribution
program authorities to the Treasury Board
by the end of 2002.

11.152 The Department should assess
whether the information it provides to
Canadians on grant and contribution
programs adequately promotes equality
of access, and it should take corrective
action as required.

Department’s response: The Department
agrees with this recommendation and has
taken action.

The Department is presently using a range
of methods and techniques to provide
information in a manner that promotes
equality of access. In addition, HRDC is
taking steps to increase the information
available to Canadians on its grant and
contribution programs and to make this
information more accessible.

Specifically, HRDC will ensure that by
December 2000, descriptions of all
programs, including terms and conditions,
eligibility requirements, and information
on how to apply, is available on its public
Web site, in every HRDC office, and to
every member of Parliament.

HRDC will examine this issue further as
part of the program management study
referred to in the response following
paragraph 11.151 and will specifically
document in the program design process
the accessibility and equality of access
requirements. For many of these
programs, HRDC believes that it will be
important to consider the role of a
consultative process in the community that
reaches all prospective sponsors and that
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complements the information provided to
all Canadians on its programs.

11.153 The Department should ensure
that management sustains its current
strong support for change to ensure that
actions to equip and support staff are
fully implemented and the required
tools and systems provided. It should
conduct ongoing monitoring of the
impacts of the new tools and training
and the concepts and approaches being
implemented. It should also ensure that
the new information system for grants
and contributions is fully integrated
with the Department’s financial system.

Department’s response: HRDC agrees
with this recommendation and has taken
action.

As recognized by the Pricewaterhouse-
Coopers independent assessment of the
Department’s implementation of the
Action Plan, “substantial senior level
management involvement has been
devoted to ensure progress in achieving
the various activities that support the
commitments under each of the six points
of the Plan.” Continuing management
support is assured through measures taken
in April establishing explicit
accountability in implementing the
Six-Point Action Plan for every executive
with responsibility for a grant and
contribution program.

In addition, HRDC has committed to
reporting publicly on a quarterly basis
until the Plan is implemented, and to
reporting annually on the impact of its
corrective measures in the departmental
performance report to Parliament.

The Department recognizes the
importance of well-trained and
well-equipped staff in delivering grant and
contribution programs. As indicated in the
Department’s progress reports and in the
government’s response to the Standing
Committee, HRDC has fulfilled Action
Plan commitments and taken additional

initiatives to provide staff with
appropriate operational policy guidance,
standardized training, and improved
information management systems. The
Department specifically commits to
monitoring and assessing the impact of
operational policies and training, and to
ensuring that the new information systems
for grant and contribution programs are
fully integrated with the departmental
financial system.

11.154 In collaboration with the
Treasury Board Secretariat, the
Department should complete a
workload analysis of the resources
required to deliver different types of
grant and contribution programs.

Department’s response: HRDC agrees
with this recommendation and has taken
action.

As indicated in the response to the
Standing Committee, HRDC reallocated
resources in July from within its existing
budget to increase the number of staff with
specific responsibility for the
administration of grant and contribution
programs. This reallocation was based on
a preliminary analysis of staffing, training
and systems requirements. HRDC has
since undertaken a comprehensive
analysis of workload, which will be
completed by December 2000.

In fall 2000, the Department is also
initiating a third-party review of delivery
models for grant and contribution
programs. This review will assess HRDC’s
delivery structure in relation to those of
other federal departments and will assess
the appropriate balance between local,
regional, and national delivery of grant
and contribution programs. This review
will take into account the variety of
HRDC programs, the nature of
partnership agreements resulting from the
Employment Insurance Act and the Social
Union Framework Agreement, and the
existing capacity within the Department.
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These reviews will be the basis for further
discussions with the Treasury Board
Secretariat concerning the Department’s
resource requirements in delivering grant
and contribution programs.

Department’s overall comment: The
Department takes seriously all the issues
raised in the chapter and in the 1999
internal audit of grant and contribution
programs.

The Department is determined to build on
the improvements it has already made to
its administration of grant and
contribution programs. HRDC will fulfil
its Action Plan. It will complete the other
supporting initiatives undertaken
following the launch of the Plan.
Furthermore, HRDC is undertaking
additional steps to strengthen these
actions in response to this chapter.

The challenge, as confirmed by the
Auditor General, is to achieve the right
balance between efficient and flexible
program delivery and sound financial
management. The Auditor General’s
report will help the Department
consistently achieve program delivery that
meets the needs of the Canadians it serves
as well as the sound financial
management that Canadians expect.

This chapter recognizes that the
Department has made good progress with
respect to the Six-Point Action Plan and
related initiatives. It also emphasizes the
need for HRDC to sustain the changes
that are under way. HRDC acknowledges
the need to undertake continuous work in
this respect. As a result, HRDC will more
explicitly incorporate the principles of
modern comptrollership, or managing for
excellence, as an ongoing foundation for
the fundamental changes being made to its
administration of grant and contribution
programs.

By strengthening and integrating its work
on modern comptrollership, the
Department will be well positioned to fully

respond to the Auditor General’s statement
that HRDC “needs to make today’s
extraordinary effort tomorrow’s routine.”
This work will also help promote a culture
of continuous learning and improvement.

In response to this chapter, HRDC will
take a number of further steps.
Specifically:

� HRDC commits to working closely
with all stakeholders, including the
Treasury Board Secretariat, in the
preparation of a report on the balance
between effective program delivery and
sound financial controls. HRDC will
report by June 2001 to the Standing
Committee on Human Resources
Development and the Status of Persons
with Disabilities on the Department’s
comprehensive efforts in achieving the
right balance.

� HRDC confirms that it will publish
the results of the review of a sample of
dormant files this fall. The Department
will also engage an independent expert to
examine its review and advise whether, in
accordance with the principle of due
diligence, it is cost-effective to assess
additional files. This is consistent with
HRDC’s commitment to being open and
transparent in the implementation of the
Action Plan and the administration of
grant and contribution programs.

� HRDC will ensure that by December
2000, descriptions of all programs,
including terms and conditions, eligibility
requirements, and information on how to
apply, are available on its public Web site,
in every HRDC office, and to every
member of Parliament. This action
responds to the Auditor General’s
observations about the need to ensure that
information about programs is widely
available and accessible.

� HRDC is expanding the program
management study to incorporate a more
thorough review of how program design
and program information can support
equality of access to programs.
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In reviewing the chapter, HRDC is pleased
that the Auditor General recognizes the
following:

� that the Department’s “actions and
plans also address the deficiencies we
found in our audit”;

� that the Department “has made good
progress toward meeting the commitments
in its Six-Point Action Plan” and that
“work is also proceeding on additional
initiatives that expand or complement the
original Action Plan”; and

� that HRDC’s “Performance Tracking
Directorate represents good progress. If
properly implemented, it should give
management an ongoing measure of
performance in the management and
control of grants and contributions.”

HRDC also notes that:

� the Auditor General’s audit was
based on files that were closed before
January 2000. Therefore, with the
exception of a few projects that had been
extended, the period covered by the
Auditor General’s audit precedes the
corrective action by the Department;

� the Department has asked for the
advice of the Standing Committee on any
changes that might strengthen the project
selection process in relation to grant and
contribution programs. This will include
the role of members of Parliament, who
are well placed to advise on the various
interests of the communities they
represent; and

� with respect to efficiency, flexibility
and control, the Auditor General
recognized that “there is no simple answer
to what the balance should be.”

The Report acknowledges the broad range
of initiatives HRDC has taken since the
internal audit was conducted in 1999. In
this respect, the Department has:

� launched a Six-Point Action Plan to
strengthen administration of grant and
contribution programs, including the
establishment of the Performance
Tracking Directorate to assess adherence
to policies, and the provision of extensive
training and better tools to staff;

� complied with the new Treasury
Board Policy on Transfer Payments to
further strengthen the administration of
grant and contribution programs;

� introduced a new quality assurance
process to detect and correct errors at the
earliest possible time;

� initiated actions to improve
accountability structures and management
processes within the Department;

� released two progress reports and the
response to the Standing Committee report
of June 2000; and

� initiated a comprehensive program
management study to ensure that the
objectives of all grant and contribution
programs are clearly defined and that
performance measures are in place to
demonstrate that these objectives are met.

In summary HRDC confirms its
commitment to making fundamental and
permanent improvements to the
management and administration of its
grant and contribution programs. HRDC
will continue to work with all interested
parties to ensure that it achieves the right
balance between responsive client service
and prudent management of taxpayers’
money.
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Part II 	 Four Programs
Audited

Introduction

11.155 We audited four grant and
contribution programs, with particular
emphasis on key aspects of project
management, program design and the
measurement of results. Here, in Part II of
the chapter, we present our audit findings
and conclusions on each of the following
programs:

• Transitional Jobs Fund/Canada Jobs
Fund (TJF/CJF)

• Youth Internship Canada (YIC)

• Social Development Partnerships
Program (SDPP)

• Sectoral Partnerships Initiative (SPI)

The period covered by our audit
preceded corrective action by the
Department

11.156 In order to audit the full life cycle
of projects, we drew our sample from
projects that had closed by January 2000.
Therefore, with the exception of a few
projects that had been extended by
amending the contribution agreements,
our audit preceded the corrective action
the Department took following its 1999
internal audit.

Sampling allowed valid conclusions on
each program audited

11.157 To be able to draw valid
conclusions on each program as a whole,
we selected all high-value projects from
the populations of files we audited and
stratified random samples from the
remaining projects.

11.158 Transitional Jobs Fund/Canada
Jobs Fund. The TJF program terminated
on 31 March 1999. We included in our
sample all 10 of the high-value projects
that received more than $2 million each in
HRDC contributions. We took a stratified

random sample of 64 files from all other
completed projects (1,080) over the life of
the program. In CJF, we sampled 32 of 62
projects with planned end dates up to
31 December 1999 and selected all four of
the projects with a high value (over
$503,560). The total value of the projects
selected in both programs was
approximately $70 million.

11.159 Youth Internship Canada. We
drew our audit sample from 8,084 projects
across Canada with a total value of
$185 million that were active between
1 April 1998 and 31 December 1999. We
selected a stratified random sample of
77 projects — 57 with a value of up to
$10,100 and 20 with a value over $10,100.
Among the larger projects, we included all
seven that received a contribution of over
$606,000. The total value of the projects
we selected was over $18.5 million.

11.160 Social Development
Partnerships. This program uses grants as
well as contributions. We drew our audit
sample of contributions from 114 projects
that were active between April 1998 and
December 1999. We selected a stratified
sample of projects, and included all the
high-value projects (over $495,000). Our
sample consisted of 47 contribution
projects totalling $11.2 million. Five of
these were high-value projects. We
reviewed the full population of 26 grants;
they ranged from about $120,000 to
$3 million; two were in the range of
$2 million to $3 million.

11.161 Sectoral Partnerships Initiative.
From the 119 SPI projects that closed
before January 2000, we drew the five
highest-value projects, worth a total of
$18.9 million. We also drew a stratified
random sample of 44 projects worth a
total of $10.8 million. Many of these
projects had received funding over several
years. In all, HRDC had contributed
$47.1 million for the 119 closed projects.
The two smallest projects we audited had
each received $10,000 and the largest,
$6.5 million.



Human Resources Development Canada — Grants and Contributions

11–39Report of the Auditor General of Canada – October 2000

Transitional Jobs
Fund/Canada Jobs Fund

Program Description

11.162 The Transitional Jobs Fund (TJF)
was a three-year initiative launched in
July 1996. This program was implemented
at the same time as the Employment
Insurance (EI) reform and was designed to
assist geographical areas that have
historically relied more heavily on
Employment Insurance and therefore
would be more severely affected by
changes to that program.

11.163 The objective of TJF was to
create long-term, sustainable jobs for
individuals. HRDC was to achieve this
objective by working with the private
sector, provincial and municipal
governments, other federal government
departments, community partners, and
other organizations to generate new,
permanent jobs in affected communities.

11.164 TJF received a total of
$300 million in funding. It ended on
31 March 1999 and was replaced by the
Canada Jobs Fund (CJF), with annual
funding of $110 million. Unlike TJF,
which had not been allocated an operating
budget, the annual funding for CJF
included almost $20 million to deliver the
program. CJF was similar to TJF but had
an additional objective, to strengthen
communities’ capacity to become
self-reliant. In June 2000 the government
announced that CJF would be
discontinued and the associated funding
redirected to federal regional economic
development agencies. However, HRDC
was to process any applications it had
received and would manage ongoing CJF
projects to their completion.

11.165 During the three years of TJF,
over 1,000 projects were funded through
contributions. Under CJF, 430 projects
were approved in 1999–2000. The
government has indicated that these

programs created new jobs and leveraged
millions of dollars in funding by partners.
Exhibit 11.4 presents a breakdown by
region of the budgets and expenditures for
these programs over the last four years.
Exhibit 11.5 provides examples of typical
projects. 

Program Design

11.166 On 26 February 1996, Cabinet
agreed that a $300 million transition fund
would be established for a specified
period to support job creation in areas of
high unemployment affected by
Employment Insurance reform. In June
1996, the Treasury Board approved the
terms and conditions and the funding for
the TJF. The terms and conditions
stipulated, among other things, eligible
activities, guidelines, content of proposals,
eligible categories of expenditure,
authority to approve proposals and
payments, and evaluation criteria. In July
1996, HRDC developed brief operational
guidelines for the program.

11.167 In December 1998, Cabinet
agreed that the TJF should be continued at
$110 million per year and renamed the
Canada Jobs Fund. The CJF was to
facilitate human and social development
by working with partners, particularly in
the private sector, to generate the
sustainable economic activity needed to
create jobs in regions and communities of
high unemployment (10 percent or more).

11.168 The Treasury Board approved the
terms and conditions of the CJF in March
1999. They were similar to those of the
TJF but in some aspects were more
specific, building on the experience and
knowledge acquired through the TJF. For
example, the results of a 1998 TJF
program evaluation led to some changes,
such as better co-ordination with regional
economic development agencies. Also, the
Department’s operational guidelines for
CJF were more comprehensive and
included criteria such as targeting small
and medium-sized businesses and
ensuring that the program was used as
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“last resort” funding. Exhibit 11.6 presents
the key elements of TJF and CJF as set out
in their terms and conditions and the
guidelines.

Difficulties in targeting TJF

11.169 As a general rule, the Department
decided that the program should be
targeted to areas of the country and to
areas within communities where
unemployment rates were 12 percent or
higher. The overall budget for TJF was
allocated among HRDC regions (generally
provinces — see Exhibit 11.4) on the basis
of two criteria: the number of
Employment Insurance claimants in EI
regions where the unemployment rate had
exceeded 12 percent in 1995 (75 percent
of the budget); and the anticipated decline
in Employment Insurance benefits to

provinces and territories as a result of EI
reform (25 percent of the budget).

11.170 The responsibility to define
specific areas of eligibility within HRDC
regions was left to regional and local
HRDC officials so that regional and local
needs could be taken into account. 

11.171 We noted a wide range of
approaches used by regional offices to
establish areas of eligibility for TJF and to
determine whether geographical areas
within communities were eligible or not.
Data were obtained from various sources,
including Statistics Canada’s Census and
Labour Force Survey. As well, labour
market information developed at the local
level by HRDC officials was used. In
addition, regional and local officials
identified projects that met specific
community concerns, or projects that

Exhibit 11.4

Budgets and Expenditures of Transitional Jobs Fund and Canada Jobs Fund

($ thousands)

HRDC Regions 1996–97 1997–98 1998–99 1999–2000

TJF CJF

Budget Actual Budget Actual Budget Actual Budget Actual

Newfoundland 9,198 4,001 22,560 20,920 15,966 20,011 12,022 7,242

P.E.I.  1,848 633 4,532 4,924 3,208 3,549  2,498 3,293

Nova Scotia 5,520 258 13,539 9,883 9,581 19,954 8,058 1,857

New Brunswick 4,928 2,709 12,088 8,874 8,555 15,660  9,037 3,707

Quebec 18,256 8,135 44,783 45,155 31,692 32,642  33,630 14,042

Ontario 5,408 3,119 13,264 9,389 9,387 17,715  9,227 4,400

Manitoba 1,328 308 3,256 3,286 2,304 1,317 1,679 64

Saskatchewan 1,257 294 3,084 1,869 2,182 2,753 1,718 67

B.C./Yukon 4,015 465 9,848 9,365 6,969 9,143 5,623 2,232

Alberta/Nunavut/N.W.T 1,242 346 3,046 1,778 2,156 3,223 1,517 0

Unallocated 7,000 10,000 8,000 5,020

Total 60,000 20,268 140,000 115,443 100,000 125,967 90,029 36,904

not
Operating 19,971 available

Source: Departmental records

A wide range of

approaches was used
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eligibility for TJF.
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would have positive impacts on high
unemployment rates in surrounding areas.

11.172 Employment Insurance economic
regions are currently the smallest
geographical areas for which Labour
Force Survey estimates of unemployment
are available. Statistics Canada also
publishes some relevant information on a
limited number of cities. The information
sources used by regional offices to target
the program to local areas outside the EI
regions that qualified (those with
unemployment rates of 12 percent or
higher) were not as reliable as the official
measures of unemployment.

11.173 Funding projects in local areas
that were outside qualifying EI regions
was an important part of the program’s
overall design. According to the
Department, allocations to these areas
accounted for almost 40 percent of
approved TJF projects. In our opinion, the
ability to target the program equitably was
compromised by the difficulty of
estimating with reasonable accuracy the
unemployment rates in such areas.

Targeting of CJF was more systematic

11.174 To allocate the CJF budget
among its regions, the Department used an
approach similar to that used for TJF. Two
thirds of the funds were allocated among
EI regions with unemployment rates of 10
percent or higher. An additional 8 percent
was allocated among regions with
unemployment rates of 15 percent or
higher. The remaining 25 percent of the
total budget was allocated by province and
territory according to the reduction in EI
benefits imposed by EI reform.

11.175 CJF terms and conditions were
more precise in defining high
unemployment regions and subregions. In
July 1999, HRDC’s Chief Actuary was
asked to recommend an acceptable
methodology for determining the
eligibility of subregions. He recommended
using Statistics Canada’s Labour Force
Survey, the source of data whose use for
targeting government programs on the
basis of unemployment rates could be
fully defended. We concur with this
recommendation.

Exhibit 11.5

Typical Projects Funded by the
Transitional Jobs Fund and the

Canada Jobs Fund

1. An existing company wants to expand its market share by implementing new activities. This
company establishes the new activities in an area of high unemployment. Funds are needed to
build a new plant, to install equipment and to train employees. The plant will create seasonal
and full-time jobs in the area. Partners sharing the cost of the project are a commercial bank
(20 percent), the provincial government (30 percent) and the sponsor (10 percent). HRDC’s
contribution (40 percent) is for capital costs. The jobs will be created once the plant is built and
the equipment installed.

2. An existing sawmill operating only during the warm season wants to rejuvenate its facilities to
be able to work year-round. The project consists of strengthening the existing structure and
acquiring more equipment. This should result in increased production and the creation of new
sustainable jobs. HRDC is financing capital costs, while a commercial bank and the project
sponsor are partnering for salary costs. HRDC’s contribution amounts to 50 percent of the
project’s total cost.

3. An existing manufacturing company is awarded a major contract for five years, with a
possibility of renewal. This will require the company to increase production, and it needs to
acquire additional equipment and add an additional shift to increase capacity. The project will
create several full-time jobs once the equipment is installed. Partners in the project include a
federal economic development agency (10 percent), the provincial government (50 percent), the
local development agency (10 percent) and the sponsor (20 percent). HRDC’s contribution
(10 percent) will finance the salaries of the new employees — up to $10,000 for each job
created.

Source: Departmental records
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Some aspects of the programs were
difficult to implement

11.176 The design of TJF and CJF
emphasized a partnership approach and
the leveraging of funds from other
sources. This emphasis required HRDC’s
local offices to develop and maintain
collaborative partnerships with local
private sector organizations, regional
economic development agencies and
provincial and municipal governments.

Many project officers told us that this and
other design elements meant that they
needed new skills to deliver these
programs. For example, many project
officers told us that they did not have the
business expertise required to assess
business plans — a key part of project
assessment — and did not receive
sufficient training and support.

11.177 We found that the programs’
terms and conditions and the operational

Exhibit 11.6

 Key Elements of the Transitional Jobs Fund/Canada Jobs Fund Programs

TJF CJF

Terms and Operational Terms and Operational
Key Elements conditions Guidelines conditions Guidelines

Objectives

Creation of long-term sustainable jobs.

Working in collaboration with partners.

Strengthening the capacity of communities to
become self-reliant.

Areas of eligibility.

Areas of high unemployment affected by
Employment Insurance reform.

Areas of the country and geographical areas
within communities that have an unemployment
rate of 12% or higher.

EI regions with an unemployment rate of 10% or
higher.

Subregional areas of high, systemic, significant
and prolonged unemployment.

Guidelines

HRDC’s maximum financial contribution to any
project is 50% of project costs.

Funding of last resort.

Focus on small and medium-size businesses.

The province/territory must agree that the project
be funded.

Written recommendation for all projects from the
area’s Member of Parliament.

Maximum duration of agreements will not
normally exceed one year.

� � � �

� � � �

� �

� � � �

�

� �

� � �
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Source: Programs’ Terms and Conditions, and HRDC’s Operational Guidelines
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guidelines were not sufficiently spelled
out to help project officers decide who and
what were eligible for funding, under what
conditions, for what purposes, and in what
amounts. We recognize that some local
flexibility was desirable to allow the
programs to be tailored to local
circumstances. However, we noted
inconsistencies among local offices in the
interpretation of such fundamental matters
as the programs’ objectives and in the
application of eligibility criteria,
especially in the case of TJF.

11.178 For example, one local office
would see the program’s objective as
direct job creation and would fund only
projects that would create jobs directly
and immediately, or in the very short term.
Another office would focus more on
general economic development and would
fund projects that might stimulate
economic activity and create jobs only
indirectly and in the future. In terms of
project duration, one office would
recommend approval of only those
projects that would last less than a year.
Another would recommend approval of
projects that were to last up to three years,
but would arrange for three consecutive
agreements of less than a year each.

11.179 Key elements of the programs
were not always defined clearly, and in
some cases they potentially conflicted
with other aspects. For example,
operational guidelines for CJF required
that HRDC funding be used only as a last
resort. This criterion could lead to the
funding of higher-risk projects, which
could conflict with the program’s
objective of creating sustainable jobs.
Project officers told us that they found this
criterion particularly difficult to apply.
The Department developed guidance in
April 2000, and was implementing it as
we carried out our audit.

11.180 All projects had to be approved
by the Minister of Human Resources
Development, even though the terms and
conditions of both programs provided for

delegation of that authority. (One
exception to this practice was the current
Minister’s delegation to the Deputy
Minister of authority for approval of
projects located in the Minister’s riding.)
Although the need for the Minister to
approve all projects was only one
contributing factor, we noted that
frequently it took a long time — in some
cases, months — to get projects approved.
This was a source of frustration to HRDC
officials as well as project sponsors.

11.181 Operational guidelines for TJF
and CJF required a written
recommendation for a project from the
local member of Parliament. We
recognize that this practice can add
important input to the assessment of
proposals. However, accountability is
unclear when, on the one hand, Parliament
approves funding and scrutinizes the
government’s performance in delivering
programs, and on the other hand,
parliamentarians have a role in the
programs’ decision-making processes.

Equal access to these programs was not
ensured

11.182 The Minister of HRD issued a
news release at the introduction of both
TJF and CJF. HRDC headquarters and
regional offices played only a limited role
in promoting these programs.

11.183 Local offices were responsible
for informing potential proponents about
the programs. Some offices relied heavily
for this on their partners, including
economic development agencies or
provincial government departments.
Others developed information kits and
promoted the programs through their
involvement in the community. We saw
evidence that members of Parliament had
received information on the programs, and
we were told that some had been
instrumental in marketing them. Public
announcements of approved projects also
helped to raise awareness among potential
proponents of projects. Some offices told
us that they did not want to promote the
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programs heavily because the program
budgets were limited.

11.184 In our view, the variation in the
methods used to promote the programs
across and within HRDC regions,
including in local areas that were outside
qualifying EI regions but may
nevertheless have qualified by virtue of
“pockets” of high unemployment, did not
ensure equal access by potential
applicants.

Project Selection and Approval

Key information was missing from
many proposals

11.185 We found that project officers did
not always have the information they
needed to assess a project properly.
Although proposals or business plans were
submitted to HRDC for almost all
projects, most of them lacked key
information (74 percent in TJF and 57
percent in CJF). Information that was
missing included the characteristics of
jobs to be created, projected cash flows
and budgets, and a clear time frame for
projects. We noted also that proposals did
not always provide, nor did HRDC always
request, information on the nature and
purpose of funding provided by other
partners in a project. This prevented
HRDC from determining the risk of
double funding and, in CJF, determining
whether HRDC funding was truly a last
resort.

We found several deficiencies in project
assessments

11.186 We concluded that fewer than
five percent of projects were adequately
assessed. In 30 percent of TJF projects and
29 percent of CJF projects, we could not
find evidence that proposed activities had
been analyzed to evaluate the likelihood
that they would create sustainable jobs.
We saw projects approved, for example,
that would create only short-term jobs or
that might create sustainable jobs only in
the future (see Exhibit 11.7).

11.187 Many project officers told us that
they did not question the incremental
impact of the HRDC contribution — that
is, whether the project would have gone
ahead without funding by HRDC. Indeed,
evidence on file indicated that almost 63
percent of TJF projects and 75 percent of
CJF projects would probably have gone
ahead without HRDC funding, although
its contribution might have advanced the
timetable or helped increase the scale of
some projects. Some projects had already
been completed by the time the
contribution agreement was signed (see
Exhibit 11.8).

11.188 In 74 percent of TJF projects it
was not evident that the potential need for
environmental assessments had been
considered. Project officers told us,
however, that HRDC often relied on its
partners to ensure that where
environmental assessments were needed
they were done. The situation improved
under CJF: environmental screening was
performed in 36 percent of all projects.

Exhibit 11.7

No Creation of Direct
Sustainable Jobs � St. Martins
Beautification Society Inc.,
New Brunswick

The objective of the project was to assist in the construction of tourism facilities in St. Martins,
New Brunswick with a view to connecting communities to the Fundy Parkway and thereby helping
to develop the Fundy National Park. This project was part of an overall development project headed
by the province of New Brunswick through the Fundy Trail Development Authority.

The project received over $80,000 in TJF contributions in 1998–99, although no direct sustainable
jobs were to be created by the project itself. However, HRDC estimated that indirect permanent
seasonal work would be created for 26 to 60 persons.

HRDC claimed that the project created 34 jobs. However, these 34 jobs correspond to the number
of employees who worked on the overall Fundy National Park project and not directly on the
St. Martins Beautification Society Inc. project.

Source: Departmental records
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11.189 Other aspects that project officers
seldom considered included the possibility
that other HRDC programs were funding
the same project, or that a project sponsor
still owed HRDC repayment of funds
under previous agreements. Finally, we
saw little or no evidence that when a
subsequent phase of a project was
assessed for funding, results of the
previous phase were considered.

Approvals were not always supported
by relevant information

11.190 The terms and conditions of both
programs clearly stated that no financial
assistance could be provided without the
agreement of the appropriate provincial or
territorial government. With one
exception, we found evidence of this
agreement in all cases. A recommendation
from the local member of Parliament was
on file in most cases.

11.191 We found that in some cases the
Minister had not received all relevant
information before approving a project.
For example, we found cases where the
Minister was not informed that the
province, the local member of Parliament
or a key partner had raised concerns about
it.

11.192 Finally, we found cases where
project approvals were not based on
established procedures (see Exhibit 11.9).
In our opinion, some of these projects did
not meet the eligibility criteria.

Financial Management and

Control

Many contribution agreements lacked
key information

11.193 Signed agreements and schedules
were on file for 95 percent of TJF projects
and 92 percent of CJF projects. For the
most part, the agreements or schedules
reflected the Minister’s approval.
However, in 74 percent of TJF projects
and 63 percent of CJF projects, key
information was missing, or was unclear.
In some cases, eligible costs were not
described; in others, the activities to be
completed were not indicated. We saw
agreements that did not specify a funding
period, or that simply stated the number of
jobs to be created without indicating any
characteristics of the jobs or describing
how the project would ensure that the jobs
were created.

11.194 We also found contradictory
information in some contracts and their
related schedules. For example, one
section of the schedule would indicate that
payments would be made on the basis of
jobs created and salaries, while another
section of the same agreement would
indicate that the funding would be for
capital purchases. These inconsistencies in
agreements make it more difficult to carry
out the activity and financial monitoring
required to ensure that the project meets
its objectives and uses the funds for
agreed purposes.

11.195 About 30 percent of the
agreements were formally amended in

Exhibit 11.8

Project Completed Before
Contribution Agreement

Signed � Jerseyman's Island
Cod Farm, Newfoundland 

The Minister approved the project on 28 October 1999 and the agreement was signed on
8 November 1999 – after the project had been completed. The funding period was from
8 November 1999 to 11 December 1999 and HRDC paid the full amount of the contribution
($15,000) on 30 November 1999.

The Department’s view is that the project expenditures were incurred after the Minister’s approval
and before the release of funds by HRDC on 30 November 1999.

Supporting documentation provided to us was for expenditures incurred before the funding period.
This project had been funded earlier under TJF.

Source: Departmental records

The agreement of the

appropriate provincial

or territorial

government and a

recommendation from

the local member of

Parliament were on file

in most cases.



Human Resources Development Canada — Grants and Contributions

11–46 Report of the Auditor General of Canada – October 2000

New Brunswick Department of Natural Resources and Energy – $6,000,000 to supplement provincial funding of silviculture
activities by private woodlot owners

The Minister made a commitment to the Government of New Brunswick to fund the project before HRDC officials had received and
reviewed the proposal to ensure that it met the eligibility criteria.

New Brunswick’s Minister of Natural Resources and Energy submitted a request for funding to the Minister of Human Resources
Development in May 1996, after TJF was announced but before it was implemented on 1 July 1996. In a 17 July 1996 letter to New
Brunswick’s Minister of Natural Resources and Energy, the Minister indicated he was prepared to provide TJF funding of $2 million per
year for 1996, 1997 and 1998.

The regional office was informed that the Minister had made a commitment to New Brunswick for $6 million over three years. The
regional office worked with provincial officials to develop the details of the proposal and then prepared a recommendation for approval.
The Minister approved the project on 15 August 1996.

In our view, the project did not meet TJF criteria, as no new sustainable jobs were being created. We note that similar projects were
subsequently approved in Newfoundland ($11.5 million) and Quebec ($5.7 million).

Auberge des Gouverneurs (9047–4412 Québec Inc.) – $600,000 for construction of a hotel complex

The Minister announced that the federal government would contribute $600,000 to this project, which was to create 60 jobs. After
assessing the project, Human Resource Centre of Canada (HRCC) officials decided to fund it under TJF to create 40 jobs. However, the
funding remained unchanged, resulting in a higher cost per job. The project was announced before it was approved.

On 10 February 1997, the local HRCC received a fax from the Prime Minister’s constituency office concerning the project, suggesting
that the HRCC contact an official in the office of the Minister of Human Resources Development for more details.

On 13 March 1997, the Minister issued a press release to announce funding of up to $600,000 and the creation of 60 jobs under the
Targeted Wage Subsidies program.

Discussions between the local HRCC and the sponsor identified TJF as a more appropriate program to fund this project. After receiving
a proposal and business plan on 4 April 1997, the local office confirmed that the project met TJF criteria. The HRDC regional office
agreed with the assessment but established that only 40 of the 60 jobs were eligible for funding under TJF. However, the recommended
amount of funding was not reduced accordingly, even though the cost per job exceeded regional guidelines ($10,000 per job).

On 4 July 1997, the Minister’s office announced a contribution of $600,000 for the creation of 40 jobs under TJF. The project was
formally approved on 9 July 1997.

In the Department’s view, there was no requirement in the program to maintain a $10,000 ceiling per job.

In our view, the project met the TJF criteria.

Chelson’s Distribution Ltd. – New Brunswick – $84,000 for construction and furnishing of cottages

The amount of the contribution recommended by HRDC officials was increased at the approval stage without explanation.

The proponent applied in October 1998 for a TJF contribution. During a site visit in November 1998, the project officer indicated to the
proponent that funding up to $82,000 could be possible. In December 1998, the project officer informed the proponent that the project
would be recommended but for $50,000, a lesser amount than the proponent had expected. The proponent called the project officer and
expressed frustration.

In June 1999, the project officer recommended a CJF contribution of $60,000. The HRDC regional office reviewed the assessment of
the project officer and concurred with it.

This CJF project was approved by the Minister with funding of $84,000 – $24,000 more than officials had recommended.

In our view, this project did not meet CJF criteria as there was no evidence of funding of last resort. In addition, the project activities
had been largely completed before ministerial approval was obtained.

Exhibit 11.9

Project Approvals Not Based on Established Procedures
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Exhibit 11.9 (continued)

Source: Analysis based on departmental records

Cochran Entertainment Inc – Nova Scotia – $2,500,000 for production of a television series

Before HRDC officials had completed their assessment of the project and recommended its approval, the Minister informed the
proponent that HRDC would participate in funding the project.

As early as February 1998, HRDC officials were in contact with the sponsor and other partners concerning a proposal for the project.
A 25 March 1998 e-mail from the Minister’s office to the HRDC regional office asked if HRDC could help in financing and noted that a
decision was required before 7 April 1998.

On 3 April regional officers advised the Minister’s office that they had met with the proponent and that there were still information gaps
and questions about the sustainability of jobs.

A 9 April 1998 letter to the proponent from the Minister confirmed funding not exceeding $2.5 million under TJF, subject to the
execution of a contribution agreement. An e-mail dated 14 April 1998 from the regional office to a project officer in the local office
indicated that there were difficulties with the proposal, as it included short-term jobs.

On 21 April 1998, the regional office recommended approval, and the Minister approved the project on 30 April 1998.

In the view of the Department, there is evidence on file that supports that established procedures for the assessment and
recommendation of TJF projects were followed, and that the project would have created 100 sustainable jobs had CBC cutbacks and
cancellation of the series not occurred.

In our view, this project did not meet TJF criteria, as it created short–term rather than sustainable jobs.

writing. Rationales for the amendments
were in place for all CJF projects and all
but a small number of TJF projects.
Although the agreements stipulated that
amendments had to be in writing, we were
told that in some cases amendments were
based on only oral agreements with
sponsors to change the terms and
conditions in contribution agreements.

Payments and advances were often
mishandled

11.196 In almost all projects (92 percent
in TJF and 86 percent in CJF), payments
were not handled properly. The
deficiencies we found included one or
more of the following:

• payments made for ineligible
expenses ($450,000 in the 74 TJF projects
that we sampled);

• payments made for expenses
incurred outside the funding period
specified in the agreement ($9.5 million in
the 74 TJF projects, and $755,000 in the
36 CJF projects that we sampled);

• payments made without review of
adequate supporting information;

• payments made to a party other than
the recipient specified in the agreement;

• payments that did not respect the
terms and conditions of the agreement (for
example, contributions paid for salaries in
the expectation that the jobs would be
created after the project closed); and

• payments approved without proper
authority.

11.197 In some cases, the agreement
indicated that HRDC would pay the lesser
of a certain amount or a certain
percentage of eligible costs. However, as
the total cost of the project was rarely
known to HRDC, in most of these cases
we were unable to conclude whether the
payments had been correct.

11.198 Advance payments were used
often in TJF (63 percent of projects), but
less commonly in CJF (36 percent).
Where advance payments were used, we
found that they were not managed

In almost all TJF and

CJF projects,

payments were not

handled properly.
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properly in 79 percent of TJF projects and
58 percent of CJF projects. For example,
some advances were not based on
forecasts of cash flow, or exceeded the
maximum amounts allowed under
Treasury Board policy, or were not
reconciled against claims and cleared
before further advances were issued.
Exhibit 11.10 provides an example. In the
74 TJF projects we sampled, we found
almost $2 million in advances that had not
been cleared at the end of the project. In
many cases, advances were made at
year-end and charged to that fiscal year
when the activities were to take place in
the following fiscal year. 

11.199 We noted significant peaks in
TJF expenditures before year-end,
especially before the closing of the
program on 31 March 1999. Indeed, we
saw some cases of funding provided for
projects that, at the end of March 1999,
were expected to be completed in just a
few days. Exhibit 11.11 shows TJF
expenditures by month.

11.200 In our audit we found it difficult
to determine whether agreements and
payments had been approved in
accordance with delegated authorities.
Many local offices did not have signature
cards or could not confirm the level of
authority of the person who had signed the
agreement or the payment. In our view,
this unacceptable situation was due in part
to the high turnover that occurred in the

last few years and to the very generic
delegation chart.

Lack of project monitoring

11.201 Activity and financial monitoring
was insufficient in the vast majority of
projects (98 percent of TJF projects and
79 percent of CJF projects). Project
officers did not prepare risk-based plans
for monitoring approved projects. We
could not find evidence of any activity
monitoring or financial monitoring in 46
percent of TJF projects and 7 percent of
CJF projects. Final financial visits had not
always been completed before the last
payment was issued (78 percent of TJF
and 23 percent of CJF projects).

Project Results

Information on project results
inadequate

11.202 The terms and conditions of both
TJF and CJF required that evaluating them
against their objectives include measuring
their return on investment — that is, how
successfully they created jobs in areas of
high unemployment and generated funds
from partners outside HRDC. As well, the
terms and conditions required HRDC to
monitor the implementation of the
program and annually report the results
achieved, in terms of numbers of jobs
created and numbers of dollars generated
from partners. Our review of departmental
performance reports for the last three
years indicates that the Department has

Exhibit 11.10

Advance not Cleared �
Tube Fab Ltd.,
Machine Products Division,
Prince Edward Island

This $495,000 TJF project included the expansion of the Tube Fab facility and the purchase of new
equipment and machinery.

The agreement was signed on 23 March 1999 for a funding period extending from 22 March 1999
to 31 March 1999. According to the Minister’s approval of the project, its activities funded under
TJF had to be completed by 31 March 1999.

On 25 March a first payment of $445,000 was made – 90 percent of the approved total. This
payment was an advance. A second payment for the remainder of the contribution was made on
16 April 1999 before HRDC had received the documentation required to clear the advance. This was
contrary to Treasury Board policy.

Invoices on file for machinery and equipment indicate that the expenditures were made after
31 March 1999, beyond the funding period.Source: Analysis based on

departmental records
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partly complied with this requirement by
publishing the number of jobs expected to
be created and the funding expected from
partners.

11.203 We examined how information
on jobs created and leverage obtained was
gathered at the project level, and whether
it was reliable. We concluded that
information on project results was
inadequate.

11.204 The standard contribution
agreement includes an obligation for the
sponsor to provide to HRDC, 30 days after
the project’s completion and again one
year later, information on the numbers and
types of jobs created. Only 14 percent of
TJF sponsors provided the required
30–day report, and 10 percent the
12–month report. We could not reach a
conclusion on the extent of compliance by
CJF project sponsors because many
projects were still active at the time of our
audit or had only recently been completed
and had not passed the deadlines.

11.205 Project officers did not properly
monitor the number of jobs created, even
when it was the basis for the payment of
the contribution. In most cases, officers
obtained information from the employer
without making a site visit. To determine

the number of jobs created, project
officers often relied on lists of employees
working at the end of the project, without
recourse to information on the jobs that
had existed at its beginning. In some
cases, project officers relied on lists of
people hired, without information on
either turnover or the duration of their
employment.

11.206 HRDC counted all the jobs
created by a project, regardless of the
extent of its contribution toward the
project’s total cost. We also found that
HRDC and the federal regional
development agency each counted all the
jobs created by a project when both were
involved in funding it.

11.207 Our audit found that the only
information available on funds leveraged
from other partners was based on
estimates provided by sponsors with their
project applications. Because the final
costs of projects were almost never known
to HRDC, it could not determine the
actual contribution made by other
partners.

11.208 In February 2000, following the
release of the 1999 internal audit report,
HRDC made an effort to account for all
jobs created by TJF. Regional offices were
asked to complete a template setting out

Exhibit 11.11

Transitional Jobs Fund �
Monthly Expenditures

Source: Departmental records
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the results of the program, including jobs
created and leverage achieved. Telephone
follow-up with sponsors and reviews of
project files were used to capture the
information. However, this process did not
provide a constant measure of time
elapsed from the end of projects. Nor did
it yield any information on the actual total
costs of projects and the funding provided
by others.

Effectiveness Measurement and
Reporting

A preliminary evaluation of TJF was
completed in 1998; an evaluation
planned for 2000 did not proceed

11.209 A Phase I evaluation of TJF dealt
with the early stages of the program’s
activities and was completed in October
1998. The evaluation concluded that TJF
was expected to create 29,500 new jobs by
the end of March 1999. The Department
stated further, “It is estimated that,
without TJF, 22,000 of these jobs would
not have been created.”

11.210 We assessed the methodology
and results of the 1998 evaluation of TJF.
In part because it was a preliminary
evaluation, we found limitations in it.
These limitations are all the more
important given that a more in-depth
Phase II evaluation of the program (and
CJF), which was to have been carried out
in 2000, did not proceed.

Limitations in the 1998 evaluation

11.211 The 1998 evaluation did not
examine the adequacy of the approach to
targeting program activities in local areas
of high unemployment. Nor did it consider
such issues as the possible displacement
effects of the program, including the
possibility that publicly funded subsidies
had allowed some private sector firms to
hire workers away from other employers.
Further, the evaluation did not base its
cost-per-job analysis on all federal
programs involved in funding TJF

projects. Because the 1998 evaluation was
completed early in the life of the program,
the Department was unable to estimate its
impact on future Employment Insurance
claims of workers hired during the
program. It was also unable to examine
adequately the sustainability of jobs
associated with funded projects. These
issues were to have been examined in the
Phase II evaluation.

11.212 The Department’s estimates of
TJF’s employment impacts were based
primarily on a telephone survey of
employers, which required employers to
assess the program’s results at the project
level. The evaluation aggregated these
results to represent the program as a
whole. Part of our assessment of the
Department’s evaluation methodology
included a brief telephone follow-up of
some sponsors in our TJF sample. In most
cases, we found that sponsors had
difficulty isolating the impact of the
HRDC funding either on the progress of
the project itself or on the number of jobs
that were created.

11.213 We concluded that because of the
difficulty of measuring job creation
effects, it would have been important for
the Department to corroborate employers’
self-assessments with other information.
The 1998 evaluation clearly identified a
test to corroborate the existence of TJF’s
job creation effects. The report noted that
information on whether or not project
sponsors used TJF funds as a last resort
would help in measuring the program’s
incremental effects — that is, the extent to
which the program led to the creation of
jobs that would not otherwise have been
created.

11.214 This test would have required
assessing whether project applicants had
exhausted all other financing possibilities
before obtaining TJF funding. In our
judgment, the test is an important one;
indeed, the Department incorporated it in
the operational guidelines of the
subsequent CJF program. However, the
Department did not examine this issue in
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its telephone survey of employers. It told
us that it did not do so because by the time
it became aware of the test, it was too late
to incorporate it in the survey.

The evaluation approach resulted in an
overestimate of incremental job
creation

11.215 The Department focussed
strongly on assessing TJF’s effects in
triggering projects that would not
otherwise have occurred or, alternatively,
in expanding projects that would have
proceeded anyway without TJF funding.

11.216 The Department’s telephone
survey showed that some projects would
have gone ahead without TJF assistance
(42 percent of the projects surveyed) but
that in about half of those cases, TJF had
triggered an expansion of the project and
of its employment creation. However, the
evaluation report indicates that in
measuring the incremental employment
effect, all employment associated with the
expanded projects was treated as
incremental — not just the jobs related to
the additional activity stimulated by TJF.

11.217 The result of this approach was
that the incremental job creation effect of
TJF was overstated as presented in the
evaluation and reported by the
Department to Parliament.

11.218 The Department undertook a
subsequent internal study in early 2000,
again based on contacts with employers.
The results of this study generally
supported the initial total figure of about
30,000 jobs but did not address the
estimated 22,000 incremental jobs. Yet it
is this latter measure that is key to judging
the program’s effectiveness.

We could not confirm the program’s
effectiveness

11.219 We sought to confirm the
program’s longer-term impacts. We based
our analysis on the Department’s estimate,
derived from its program data, that over a

three-year period the program’s
expenditures of about $300 million had
leveraged almost $3 billion in project
activities in the targeted areas. We also
took into account the view expressed in
the 1998 evaluation that TJF had the
potential to bring considerable economic
relief to communities experiencing high
unemployment.

11.220 We assessed the links between
estimates of jobs generated by projects
and estimates of total project
expenditures. We noted that a small
number of projects exercised a strong
influence on the total leverage estimates
for the program, with some estimated
leverage as high as $700 per dollar of TJF
expenditure. In contrast, some 50 percent
of projects had leverage of less than
$3 per dollar of TJF expenditure.

11.221 Much of the data on total project
expenditures in the Department’s program
database was of poor quality. Where the
data appeared more reliable (in about half
the projects), we found a close
relationship between the numbers of jobs
at the project level and the TJF
contribution, even though on average TJF
accounted for only about 10 percent of the
funding received by a project. This
finding appears to reflect HRDC’s
approach to funding projects while
meeting administrative guidelines related
to TJF cost-per-job.

11.222 However, we found that funding
provided by other partners and project
sponsors was of little use in explaining the
number of jobs at the project level. This
finding raises questions about the
reliability of the information available to
the Department on the leverage of funds
achieved by the program.

11.223 Finally, we analyzed the program
data provided to us by the Department in
combination with Statistics Canada’s
Labour Force Survey data. While we
identified a number of problems in the
quality of program data, the estimated
$3 billion in total project spending over
three years — if it occurred to the extent
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claimed by sponsors in project
applications — should have been of
identifiable benefit to local economies and
their labour markets. However, we could
find no evidence that the leveraged
spending estimated was associated with
longer-term improvements in general
employment and in unemployment
conditions in the areas targeted by the
program.

Concluding Comments

11.224 We found weaknesses in many
aspects of the management control
framework of the Transitional Jobs Fund
and, to a lesser degree, the Canada Jobs
Fund. In addition, we found that the
measurement of results to support learning
and accountability was deficient.

11.225 Many program officers and other
employees told us of problems in the
Department’s capacity and in their own
ability to deliver TJF properly. The
Department acknowledged these
difficulties when it specifically asked
Treasury Board to provide the CJF with
operating resources to help ensure its
effective delivery and monitoring.

11.226 The Department delegated full
responsibility for the delivery of these

programs to its regions, with little central
monitoring to ensure consistency and
compliance with the programs’ terms and
conditions. Similarly, at the regional level
we found little monitoring of the quality
and consistency of decisions. The regional
offices played a mainly advisory role and
focussed on controlling the regional
program budgets.

11.227 Project officers we spoke to
welcome the new tools and training being
developed to support them in their work.
We could also see some signs of
improvement in the delivery of CJF
projects approved late in 1999 and in
2000. Files were better documented,
agreements were more comprehensive,
financial controls were stronger and
projects were monitored more closely.

11.228 The Transitional Jobs Fund ended
on 31 March 1999. On 22 June 2000, the
Minister of Human Resources
Development Canada announced that the
Canada Jobs Fund would be terminated.
The Minister added that all applications
with business plans received in HRDC
local offices by 22 June 2000 would be
processed in the normal manner, but that
applications received after that time would
not be considered.
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Youth Internship Canada �
Expenditures

Expenditures from 1997–98 to 1999–2000

1997–1998 $ 50,073,000

1998–1999 $ 105,740,000

1999–2000 $ 74,356,000*

* Budgeted expenditures Source: Departmental records
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Youth Internship Canada

Program Description

11.229 In 1996, the youth unemployment
rate was nearly double that of other age
groups in the labour force. In its June
1996 report, Take on the Future, Canadian
Youth in the World of Work, the federal
task force on youth indicated that due to
their lack of experience, youth face their
greatest challenge in getting a first job.

11.230 Following the1996 Speech from
the Throne, which outlined the
employment-related difficulties faced by
youth, the government announced its
Youth Employment Strategy to work with
partners and help young people acquire
work experience that would allow a
transition from school to work. As part of
the Strategy, HRDC launched its Youth
Employment Initiatives in 1997. Through
partnerships with business, labour,
industry, not-for-profit organizations,
communities, and other levels of
government, these initiatives were aimed
at helping youth prepare for, obtain and
maintain employment, thus helping them
make the transition into the labour market.

11.231 In a February 1997 decision of
the Treasury Board, the government
approved new consolidated terms and
conditions for HRDC’s Youth
Employment Initiatives. The Youth
Internship Canada (YIC) Program is one
of four main activities of HRDC’s Youth
Employment Initiatives. YIC is a
consolidation of existing programs, under
the new terms and conditions approved by
the Treasury Board in its 1997 decision.

11.232 As outlined in the Treasury Board
decision, the overall objective of Youth
Employment Initiatives is to assist youth
in preparing for, obtaining and
maintaining employment, and in making a
successful transition into the labour
market, thereby resulting in increased
employment. The aim of YIC, as outlined
in the program’s operational guidelines, is

to help youth who are unable to get a job
without assistance. 

11.233 Under the program, HRDC
provides contribution funds to private,
public and not-for-profit organizations to
develop projects that help youth enhance
their skills and gain work experience
through internship opportunities. YIC
measures its performance by two
indicators: youth employed after the
internship, and youth who return to
school. The program is funded through
annual appropriations from Parliament;
expenditures from 1997–98 to 1999–2000
are shown in Exhibit 11.12. 

11.234 HRDC contributions to
employers or sponsor organizations
subsidize the overhead and wage costs of
hiring youth for internships. In some large
projects, a sponsor organization is
responsible for recruiting participants and
placing them with employers. The
participants then receive on-the-job
training from employers. In a one-to-one
intervention (one participant to one
employer), the employer recruits the
participant, receives contribution funding
and provides on-the-job training. In some
cases, recruitment of either sponsors or
participants has been outsourced to third
parties. In any case, at the end of the
internship, participants are expected to
either become employed or return to
school. Exhibit 11.13 provides some
examples of the range of projects funded
by YIC.

11.235 Human Resource Centres of
Canada (HRCCs) administer most YIC
projects. The exceptions are some large
projects administered by HRDC regional
offices or headquarters.
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Program Design

11.236 The key elements of the
program’s design are set out in its
operational guidelines. Exhibit 11.14
provides a summary of those elements.

Broad application of eligibility criteria

11.237 The program’s criteria for
eligibility of sponsors are broad and
straightforward. We found no problems in
their application.

11.238 As shown in Exhibit 11.14, YIC
has three criteria for participant eligibility:
individuals are normally under the age of
30 and have not made the transition into
the labour market, are unemployed or
underemployed, and are eligible to work
in Canada. YIC places greater emphasis
on youth at risk (youth facing multiple
barriers to employment; for example,
youth who have not completed high
school, single-parent youth, Aboriginal
youth and street youth). However, other
youth having difficulty making the
transition to employment are also able to

participate. Based on these criteria, a
broad range of individuals could qualify.

11.239 We found that some project
officers imposed less stringent
requirements than others in selecting
projects for funding. In some cases, new
graduates from colleges and universities
were assisted. In others, only those facing
multiple barriers were considered. The
Department told us that in part this
reflects regional diversity among labour
markets.

11.240 We noted that project officers
were not given guidance on how to
interpret the participant eligibility criteria
to ensure their consistent application —
for example, guidance on the definition of
underemployment and the evidence
needed to indicate an inability to get a job
without assistance. In our view, this
guidance is particularly important in a
program such as YIC, where selecting
youth who need no assistance may provide
better apparent results (when measured in
terms of retained employment) than

Exhibit 11.13

Youth Internship Canada
Projects � Examples

1. A small project (up to $10,100)

A small company needs a delivery driver for its operations. Funds are requested by the company to
help pay for wages to hire an unemployed youth for a three–month internship as a delivery driver.
The youth’s experience with the company should result in increased skills and work experience to
help the participant gain employment. HRDC’s contribution amounts to 40 percent of the wage
costs, with the employer contributing 60 percent.

2. A large project (over $10,100)

A non-profit social service organization wants to provide skills development and work experience
in business entrepreneurial skills to unemployed or underemployed youth who are recent Canadians
having difficulty making the transition into the Canadian labour market. The organization provides
a program designed to enable young entrepreneurs from all ethnic and cultural backgrounds to
develop the skills they need in order to establish and operate a small business. HRDC’s
contribution pays for almost all program costs, which include staff wages, overhead, course costs
and income support for participants. Other contributions, including in-kind contributions, are to be
provided by community professionals. This project will provide six-month internships to more than
30 youth participants.

3. A high-value project (over $606,000)

A retail store dealership association wants to create a large complement of first time job entrants.
The project will provide internships to unemployed or underemployed youth, including those in the
rural areas, to acquire basic customer service and entry-level selling skills. These skills should be
transferable to future employment opportunities. HRDC’s contribution (33 percent) funds wage and
overhead costs for the project. This project will provide about 1,000 internships.

Source: Departmental records

Project officers were

not given guidance on

how to interpret the

participant eligibility

criteria.



Human Resources Development Canada — Grants and Contributions

11–55Report of the Auditor General of Canada – October 2000

selecting youth who are having difficulty
making the transition to employment.

11.241 Exhibit 11.15 describes a case
where the project did not clearly meet the
program’s overall aim of helping youth
who are unable to get a job without
assistance.

Some limitation in content of
promotional information

11.242 HRDC disseminates information
on YIC in several ways. At national
headquarters, the Department developed
documentation (fact sheets, an overview
pamphlet) providing program information,
primarily to prospective sponsors and
employers. HRDC’s Web sites also
provide information on its youth
initiatives, including YIC. In addition, a
1–800 information line responds to
enquiries about youth programs.

11.243 We found some limitations in the
content of the promotional material.
Documents provide generic information
about the program to prospective
sponsors, employers and participants, but
they do not include information such as
the expected results of the program
(become employed or return to school),
target groups (youth at risk) and more
specific eligibility requirements for
participants (including a definition of
“underemployment”). The documents

direct youth and prospective sponsors to
local HRCCs for additional information.

Project Selection and Approval

Lack of rationale to support selection
and recommendation for approval

11.244 For each YIC project, we
expected to find something on the project
file that constituted a request to HRDC for
the contribution — including information
on the activities to be carried out over a
specified period of time, the amount of
funding requested, and the results to be
achieved. For the larger projects, we
expected that applicants would submit a
proposal with their application. We did
not expect to find as much information on
small projects, but we did expect to find at
least a letter from the applicant setting out
the key information.

11.245 We also expected to find an
assessment of the request for funding
completed by the HRDC project officer,
and a signed recommendation (with
accompanying rationale) for approval. We
expected that the rationale for
recommending approval would indicate
how the project would contribute to
achieving the program’s objectives.
Again, we expected that the depth of
supporting analysis would vary with the
size and complexity of the proposed
project.

Exhibit 11.14

Youth Internship Canada � Key
Elements

Program Aim To help youth who are unable to get a job without
assistance

Success Indicators Youth clients employed (includes self-employed)
Youth clients return to school

Eligibility Criteria for Sponsors Private, public and non-governmental organizations

Eligibility Criteria for Participants Unemployed or underemployed youth (normally under the
age of 30) who have not made the transition into the labour
market

Legally entitled to work in Canada

Emphasis on assisting the needs of youth at risk (youth
facing multiple barriers to employment)

Source: HRDC Youth
Employment Initiatives
Operational Guidelines,

August 1998
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11.246 Our review found several
deficiencies:

• An application, a proposal or other
documentation was missing for nearly half
of the small projects (up to $10,100) and
38 percent of the larger projects (over
$10,100). It is not clear in those cases
whether sponsors applying for YIC
funding had submitted any documentation
to support their requests.

• Reflecting the limited documentation
of the funding requests, we found a
frequent lack of assessment or analysis by
HRDC project officers to support their
recommendations to approve project
funding. In only five percent of the larger
projects was there evidence that proposals
had been assessed or analyzed. In
82 percent of the small projects, no
rationale was provided for why the project
should be funded.

• We found no indication that the
possible need for an environmental
assessment had been considered or that
any sponsors had been checked to see
whether they had debts outstanding to
HRDC.

• Furthermore, we found that in
40 percent of the larger projects and
56 percent of the smaller projects, the

project officer had not signed or dated the
recommendation for approval.

11.247 A supporting rationale for
recommending approval, including an
explanation of how the project will
support the program’s objectives, would
help provide assurance to those approving
the project that program funds will be
used for the specific purposes intended.

Deficiencies in the project approval
process

11.248 We expected to find that persons
with appropriate authority had approved
the projects. We found that 30 percent of
the larger projects and over half of the
smaller projects had no approvals on file.
Of the remainder, 89 percent of the larger
projects had been approved by persons
with delegated authority, as had
82 percent of the smaller projects.

11.249 We also expected to see a clear
assignment and acceptance of
responsibility for decision making. In
some cases, where recruitment of potential
sponsors or participants had been
outsourced to third parties, we found that
it was the third-party representative who
had signed the formal recommendation for
approval. This was the responsibility of
HRDC officials.

Exhibit 11.15

Inconsistent With Program's
Aims � UBI Soft
Divertissements Inc., Montreal,
Quebec

In this project, YIC funds were used to assist an employer in the computer software industry to
expand operations in Canada. HRDC agreed to provide a 33.3 percent wage subsidy to assist in
creating about 120 jobs; this represented a financial commitment of $2.3 million. Other proposed
funding for the project included $1.2 million from the provincial government.

In discussions with regional HRDC officials, we questioned whether this project fully met the YIC
eligibility criteria. HRDC officials told us that because of the limited availability of other program
alternatives to the Department, the YIC program had been used as part of a financial package to
assist an employer to expand into the local area.

In our judgment, the primary focus of this project was on economic development and job creation,
rather than on providing needed assistance to youth facing difficulties in making the transition into
the job market.

In the Department’s view, the records demonstrate that participants in this project met the eligibility
criteria of being unemployed or underemployed.

We could find no evidence in the project documentation that individuals selected for assistance
were experiencing “transition” problems. Neither was there any assessment on the project file to
indicate how internships under the program would help the participants.

Source: Analysis based on
departmental records and
interviews with HRDC staff
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11.250 We also found one large project
whose approval was not based on the
established procedures (see Exhibit
11.16). Although the Department requires
applications and proposals to be submitted
to the local HRCC, in this case the request
for funding was made direct to the
Minister’s office. We found no evidence
of an assessment against criteria having
been completed to support the
recommendation for ministerial approval.

Financial Management and
Control

Lack of consistency in contribution
agreements

11.251 Contribution agreements were in
place for all projects, and persons with the
appropriate delegated authority had signed

them. However, there was a lack of
consistency in the agreement templates
used across the YIC program. Some
projects used the agreement template of
Youth Employment Initiatives, but many
used agreements designed for other
programs, such as Targeted Wage
Subsidies, Job Opportunities for Youth,
and the Canadian Jobs Strategy. This
resulted in terms and conditions that
differed among contribution agreements,
for no apparent reason. For example, we
found that in some agreements there was
no reference to such standard provisions
as those relating to conflict-of-interest
codes and the need to repay debts owed to
the Department.

11.252 Where agreements were
amended, most amendments were
supported by appropriate rationales.

Exhibit 11.16

Approval Not Based on
Established Procedures � The

1999 Brott Music Festival,
Hamilton, Ontario 

In February 1999, HRDC approved funding of $750,000 to support the 1999 Brott Summer Music
Festival in Hamilton for the National Academy Orchestra. The Brott Music Festival received
$300,000 in funding from HRDC in 1997, $450,000 in 1998 and $750,000 in 1999. The 1999
Music Festival received additional funding of about $534,000 from other sources, including
Heritage Canada and various non-federal partners.

The project’s purpose was to prepare young orchestral musicians from across Canada to enter the
field of professional music. The expected outcome was that a minimum of 75 percent of the 45
participants would find and keep full-time employment in orchestral music.

Information on file shows that a letter of request for funding was sent to the Minister’s office on
7 October 1998. The project files contain no record of assessment against eligibility criteria. A
25 January 1999 recommendation for approval from HRDC’s Ontario regional office notes, “This is
a pan-Canadian project which received ministerial approval upon direct request from the sponsor.”
The Minister signed the approval on 1 February 1999.

Information in project files indicates that regional and local HRDC officials have consistently been
of the view that this project does not meet eligibility criteria as it does not create permanent
employment and provides only limited experience for participants. Follow-up of the 1999 project
by project officers indicated that a quarter to a third were repeat participants, having been involved
in previous music festivals funded in part by HRDC. The follow-up also indicated that most of
those who had completed the program were either freelancing or self-employed.

The project was funded again the next year. In October 1999, the sponsor sent a letter of request to
the Minister’s office for funding of $791,700. Upon request, the sponsor submitted a proposal for
assessment by HRDC headquarters officials, who recommended funding of $460,000 with new
stipulations to limit the cost per participant and overhead costs. However, although headquarters’
analysis indicated that only first-time participants would be eligible, this requirement was not
included in the terms and conditions of the contribution agreement. In June 2000, the Minister
approved the recommended funding.

The Department told us that the issue of repeat participants for the 2000 project will be addressed
through regular monitoring.

Source: Analysis based on
departmental records and

interviews with HRDC staff
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Deficiencies in the financial
management of small and large projects

11.253 Youth Internship Canada is a
contribution program. The payment of
federal funds is therefore dependent on the
meeting of performance conditions and on
compliance with the terms and conditions
of the contribution agreements. This
requires appropriate financial
management and controls, including
claims from sponsors to support the
payments made, review of appropriate
information to support the approval of
payments, and approval of payments
provided in accordance with the
requirements of the Financial
Administration Act.

11.254 We found that project payments
were not handled properly in 60 percent of
the smaller projects and 58 percent of the
larger projects. These included payments
that were not based on claims, expense
claims that were not reviewed and
certified by appropriate officers, and
expenditures that were reimbursed without
evidence that supporting information had
been reviewed.

11.255 Advances were made to
70 percent of larger projects. In 28 percent
of these projects, we found deficiencies in
the handling of advances. These included
advances that were not in accordance with
cash flow forecasts. In addition, funds
continued to be advanced to some projects

even though the actual expenditures or
claims were well below the amounts
already advanced. Where large amounts
were advanced — in a departure from the
Treasury Board policy — the interest due
the Crown was not accounted for. We also
found cases where money was advanced
inappropriately at year-end, apparently to
avoid lapsing the funds. Our analysis of
monthly YIC expenditures shows a
spending increase in March of each fiscal
year from 1997–98 to 1999–2000 (see
Exhibit 11.17).

Activity and financial monitoring was
not systematic or rigorous

11.256 In the larger projects, we
expected to see rigorous and systematic
monitoring of projects, in accordance with
monitoring plans based on assessed risk.
We expected monitoring to include
activity and financial components —
activity monitoring to ensure that the
project was achieving planned results and
was likely to conclude successfully, and
financial monitoring to ensure that funds
were being spent according to the terms
and conditions of the agreement. We also
expected proper documentation of on-site
monitoring visits. In smaller projects, we
did not expect to see anything more than
off-site review of relevant documentation.

11.257 We found that:

• almost none of the larger projects
had monitoring plans;
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Exhibit 11.17

Youth Internship Canada �
Monthly Expenditures

1997�98 to 1999�00

Source: Departmental records
March
2000
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• on-site monitoring (consultation with
sponsors, review of financial records and
books) was not evident in 62 percent of
the larger projects, and 29 percent of those
did not show evidence of even off-site
monitoring (review of progress and
activity reports, correspondence, records
of telephone calls); and

• only half of the smaller projects had
evidence of off-site monitoring.

Project Results

11.258 Information on the performance
of projects is needed to draw lessons for
future project selection and to provide a
basis for accountability within the
Department and beyond.

11.259 YIC measures its success by two
indicators — namely, youth clients who
are employed after the internship, and
youth clients who return to school. We
expected to see information on actual
results against planned targets documented
in each project file.

Limited information on results against
targets

11.260 Planned results of projects were
generally defined in measurable terms
(that is, the number of participants
expected to acquire employment as a
result of the internship or expected to
return to school). However, the
information on actual results was limited.
In 59 percent of larger projects and
86 percent of smaller projects, the project
files did not record actual results. For
58 percent of larger projects, we also
found such information was missing from
the departmental information system that,
among other things, records the results of
projects. Where results were available in
the information system, they were not
consistent with those in the project files.
Furthermore, project officers told us that
they did not have ready access to
integrated information in the Department’s

information systems to help them manage
their projects.

11.261 Information on results needs to
be input regularly to departmental
information systems. Project officers also
require on-line access to information to
track the project’s status and performance.
Many told us that an integrated system is
needed to collect and disseminate
performance information as well as
financial information for sharing at local,
regional and national levels.

11.262 We were concerned to find that in
three cases among the seven high-value
(over $606,000) projects we reviewed,
information on results achieved was not
recorded in the project file. Further, in one
of these cases the departmental
information system had no information on
results (see Exhibit 11.18).

Effectiveness Measurement and
Reporting

Recently completed evaluation shows
some positive results

11.263 A program evaluation of Youth
Internship Canada was completed in
August 2000. The evaluation reported
some positive findings. Compared with a
matched group that had not participated in
the program, program participants
recorded increased employability and
earnings in the year following their
participation. Employability was reported
up by 11 percentage points and annual
earnings up by about $3,000. 

11.264 A large majority (85 percent) of
participants indicated that in the month
preceding their internships they had been
very interested in finding full-time
employment. However, 68 percent of
participants said they could have found
employment without participating in the
internship, and 49 percent said they could
have found a job closely related to their
career goals. Of the 37 percent who had
been employed in the week immediately
before the internship, 62 percent
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considered themselves to have been
underemployed.

11.265 The evaluation also reported that
79 percent of the participants met at least
one of the following conditions for
program assistance:

• did not graduate from high school;

• were unemployed immediately prior
to the program; or

• considered themselves to have been
underemployed in the week prior to the
internship or in the previous 12 months.

11.266 The evaluation’s approach was
based on analysis of a comparison group.
The survey of the comparison group
showed a lack of awareness about the
availability of the YIC program. Only
19 percent said they were aware, or
somewhat aware, of the program. This
figure is consistent with our observations
on limited promotional information
(paragraphs 11.242 and 11.243).

11.267 We reviewed the approach used
in the evaluation and concluded that it was
sound. However, our audit identified two
key areas that we believe deserve to be
addressed more explicitly in future
evaluations:

• whether the program’s current
procedures ensure equal access to program
assistance by eligible youth clients and
sponsors; and

• negative unintended effects when the
program is used to provide employers with
the financial benefits of wage subsidies
rather than to provide assistance to youth
having difficulties in the labour market.

Issues at the field level

11.268 As part of our audit, we
interviewed project officers and others
involved at the field level in delivering
YIC as well as other grant and
contribution programs. Several challenges
faced by project officers surfaced in these
discussions.

• Downsizing and devolution. When
the Department was downsized and
programs and services were devolved to
the provinces and other organizations,
many project officers left the Department.
There was a corresponding loss of
corporate memory and experience.
Experienced project officers were
sometimes replaced by displaced
counsellors who had little or no
experience in project management.

Exhibit 11.18

Information on Results �
High�Value Projects

Saskatchewan Indian Training and Assessment Group Inc. (over $1.1 million)

This project was to assist 112 First Nations’ youth who were out of school and unemployed to make
the transition from school to work, by providing them with relevant work experience and personal
and work-related skills development. The project was to be completed over a seven-month period
from 1 September 1998 to 31 March 1999. The results achieved by this project were not recorded
on file or in the departmental information system.

UBI Soft Divertissements Inc. (over $2.3 million)

HRDC provided a wage subsidy to a computer software company over an 11-month period to
March 1999 to assist 242 participants and to create about 120 full-time jobs. However, there is no
information in the project file on how many youth attained full-time employment or returned to
school. The departmental information system shows only that 180 were employed.

Public Technologies Multimedia Inc. (about $740,000)

This project was to create permanent employment for 79 youth who had formal training in
multimedia but needed practical experience. The project was completed in June 1999, but there is
no information in the project file on how many youth found permanent employment as a result of
the YIC intervention or returned to school. The departmental information system shows only that
73 youth were employed.

Source: Analysis based on
departmental records
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• Direction from regional offices.
Many program officers at regional offices
also left. In some cases, regional officers
were not available to provide advice to
local HRCC project officers. Where
advice was given, we were told that it was
not always consistent.

• Lack of supervision. Also as a result
of downsizing, the manager level was
eliminated. This was intended to result in
“empowerment” to work as teams on
resolving problems. However, it left some
project officers without day-to-day
support, as directors were not always
available to provide detailed guidance.
The lack of direction and leadership only
left project officers more frustrated when
they were unable to resolve problems.

• Training.  In general, there was no
mandatory training for project officers,
including those without project
management experience. Project officers
often had to learn on the job from
unofficial mentors or more experienced
project officers and ad hoc training. Some
of them indicated that poor practices had
continued as a result.

• Systems support. Information
systems were not integrated to provide
overall project information. Information
on project status was available only
through regional offices. Although local
HRCC project officers input the data, they
had no access to integrated information.
Because project officers lacked integrated
information to help manage their projects,
they had to develop local systems — a
duplication of effort.

• Administrative support.  Project
officers indicated that they needed more
clerical and administrative support to
carry out routine tasks so they could
devote more effort to managing and
monitoring projects and could engage in
the community networking that the
program requires.

11.269 Many project officers told us that
the 1999 internal audit had had some

positive effects. They felt that their jobs
were now perceived as more important,
and they were looking forward to
receiving more training. However, they
were also frustrated with the workload
that resulted from the Department-wide
file review. In some cases, they had to put
applications on hold until the file review
was over. Some project officers were
demoralized because they feared that they
would lose some of their responsibilities,
and some feared impending changes that
could result in restructuring and
reclassification of their jobs. More
important, they felt they were being
blamed for the mismanagement of grants
and contributions, when in many cases it
had been beyond their control.

Concluding Comments

11.270 We concluded that there were
significant weaknesses in the management
control framework for Youth Internship
Canada in the period up to December
1999. Assessments of funding requests,
which would have served as a sound basis
for selecting the projects most likely to
achieve the program objectives, were
frequently missing. There were serious
deficiencies in the financial management
and control of projects, including lack of
compliance with Treasury Board policy
and requirements of the Financial
Administration Act. In a large proportion
of cases, project payments and advances
were not handled properly and projects
were not monitored adequately.

11.271 Planned project results were
generally defined in measurable terms, but
in many YIC projects, information on
results was not on file or was otherwise
not available. An evaluation of the
program was completed in August 2000
and it reported some positive results. We
concluded that the methodology used in
the evaluation was sound.

Action to address the deficiencies

11.272 We audited YIC projects that had
been completed by the end of December
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1999. Therefore, we did not expect to see
the effects of the corrective action the
Department took under its Six-Point
Action Plan and under other initiatives
following its 1999 internal audit.
However, our assessment is that the

corrective action the Department has
taken and plans to take addresses the
deficiencies we found in our audit of YIC
projects. We report the results of our
detailed examination of the Department’s
corrective action in Part I of this chapter.
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Social Development
Partnerships

Program Description

11.273 The Social Development
Partnerships Program (SDPP) is a research
and development program that supports
activities of the social not-for-profit
sector. The program comprises several
subprograms that provide funding to
volunteer social service organizations and
disability organizations assisting
disadvantaged individuals.

11.274 The SDPP provides funding to
projects that develop and test models
designed to improve individuals’ capacity
for full participation in society and to
strengthen related services provided in
communities. The program also funds
projects that develop and distribute
information to client groups and key
decision-makers at the policy, program
development and delivery levels. Finally,
SDPP provides organizational support
funding for specified periods of time to
selected national volunteer organizations
that support activities consistent with
HRDC’s mandate.

11.275 The SDPP uses grants as well as
contributions. Most of the support it
delivers is in the form of contributions to
projects that focus on developing social
service models and delivery or developing
capacity in the voluntary sector to
represent marginalized and vulnerable
communities and provide them with social
services. Grants are provided to help
national social service and national
disability organizations build their
capacity to promote their members’
interests.

11.276 The total program expenditure on
grants and contributions in 1998–99 was
$14.4 million ($5 million in grants and
$9.4 million in contributions). The budget
for 1999–2000 was $15.1 million ($5.6

million in grants and $9.5 million in
contributions).

Program Design

11.277 In February 1998, the Treasury
Board approved the terms and conditions
of the Social Development Partnerships
Program. The terms and conditions
identify activities and classes of recipients
that are eligible for funding support. In
addition, they outline provisions dealing
with eligible expenses, maximum funding
support and methods of payment, along
with standard requirements for audit,
evaluation, and accountability.

11.278 These new terms and conditions
consolidated and streamlined the elements
of the various program authorities that had
previously existed under other federal
departments. Until 1993, the National
Welfare Grants program operated within
the Department of National Health and
Welfare; the Disabled Persons
Participation Program was under the
mandate of the Department of the
Secretary of State. With the reorganization
of government in 1993, these programs
fell under the mandate of Human
Resources Development Canada.

11.279 Many of the projects we
examined in our audit had begun under
these previous programs and continued to
operate under the related authorities and
guidelines, rather than the terms and
conditions approved for the SDPP in 1998.

Reasons for using either a grant or a
contribution are not clear

11.280 We found that the program’s
terms and conditions do not clearly
identify situations where a grant would be
more appropriate than a contribution. We
noted, for example, that building a
community’s capacity to meet social
development needs was funded through
contribution agreements. At the same
time, building an organization’s capacity
to assist the disadvantaged was funded
with grants. The reasons for this
difference are not clear.
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11.281 Because grants are unconditional
payments, they involve less stringent
requirements for accountability (see Part I
of this chapter, paragraph 11.13). We
therefore believe that grants need to be
reserved for situations where it is
demonstrably appropriate for transfer
payments to be unconditional. The
program material provided in response to
our specific questions did not contain any
information on the rationale for using
grants instead of contributions in any of
the activities under this program.

Operational guidance to project officers
is lacking

11.282 While classes of eligible
recipients are clearly identified in the
program’s terms and conditions, eligible
activities are described only in very broad
terms. For example, the terms and
conditions state, “Activities eligible for
support under the program include a wide
range of pursuits and include, but are not
limited to, applied research, development,
and capacity building.” The statement is
essentially open-ended, with no clear
limits on activities that can be funded.
HRDC officials told us that the eligibility
criteria were intentionally formulated to
be broad because of the inherent difficulty
of defining concepts such as community
capacity, as well as the desire to allow for
negotiation with project applicants.

11.283 Except for the program’s formal
terms and conditions, the only guidance
available to project officers is contained in
guides for project applications. These tell
applicants how to make project proposals
and submit applications. In our view, the
guides are not adequate substitutes for
operational guidance aimed specifically at
helping those who administer the
program, partly because they do not cover
the range of administrative issues
involved. This was confirmed in our
detailed discussions with project officers
about the contents of individual project
files and related program activities.

11.284 The project application guides
refer to additional “funding priorities”.
For example, one of the funding priorities
relates to “social services or social
development projects that target
vulnerable populations and are national in
scope”; these include “research, public
education, successful models, pilots,
advocacy, and conferences.” Key concepts
are mentioned, such as social services and
social development, but are not clarified.
The guide for project applications by
national organizations states, “Projects
need to be…consistent with HRDC
guidelines and limitations” — but it does
not make clear what these guidelines and
limitations are.

11.285 While we recognize the need to
maintain a degree of flexibility, we
believe that operational guidance directed
specifically to project officers would help
ensure that eligibility criteria are applied
with discernment to achieve program
objectives.

Program objectives are not defined in
terms of results

11.286 The program’s terms and
conditions include a statement of its
objectives. The SDPP is described as a
research and development program that
supports activities to identify, develop and
promote nationally significant best
practices and models of service delivery.
In addition, the program aims to build
community capacity to meet the social
development needs and aspirations of
populations that are or may be at risk.

11.287 The description of program
activities is part of the objectives, and the
objectives therefore suffer from the same
lack of clarity as the eligibility criteria.
We expected that HRDC would have
defined the broad program objectives
further, in terms of outcomes and
measurable results. However, it has not
done so.

11.288 The terms and conditions state
that the objectives are to be achieved
through a review and accountability
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framework, and in partnership with the
volunteer sector. We expected that a
framework would have been developed as
a first step in the program’s operation,
providing more detailed, concrete
implementation guidelines and
performance indicators.

11.289 The Treasury Board asked HRDC
to report, within two years after the date
of approval of the terms and conditions,
on the appropriateness of accountability
measures developed for the grants portion
of the program. At the time of our audit,
the Department’s response to this request
was overdue. The Department told us that
it intends to establish and report on
accountability measures as part of
developing and implementing an
evaluation framework for the SDPP.
Preliminary work on developing that
framework was under way when we
completed our audit.

Program marketing is informal

11.290 The program is promoted through
the Internet and by a network that includes
provincial governments, national client
organizations and the academic
community. As noted, application guides
have been developed for each of the SDPP
subprograms, describing how potential
applicants can apply for financial support.
For some subprograms, the Internet site
includes the guides; for others, an address
and telephone number are provided for
further information.

11.291 The predominant characteristic of
the program’s marketing framework is the
informality of much of the activity. For
example, we heard in our discussions with
project officers that some potential
applicants had been invited informally to
submit applications for specific projects.
Sometimes this followed joint consultative
seminars, particularly when projects
involved research, development and
testing. In our view, this informal
approach to marketing does not provide

adequate assurance that all eligible clients
have equal access to the program.

11.292 At the time of our audit, public
information about eligibility for SDPP
organizational funding was inconsistent
and had the potential to reduce access to
that funding. This inconsistency has been
rectified.

Contributions 	 Selecting and
Approving Projects

Proposals inadequate in almost one
third of projects

11.293 We concluded that just under one
third of project proposals (29 percent)
were inadequate; for 16 percent of the
projects there was no proposal on file.
Where proposals had been received, some
lacked key information needed to proceed
with a realistic assessment.

No record of assessments for most
projects

11.294 We expected that appropriate
procedures would be established to ensure
that project applications and proposals
recommended for approval were those that
met the eligibility criteria and were the
most likely to achieve the program’s
objectives. We expected that once
established, these procedures would be
documented and followed. The
Department informed us that officer-level
committees conducted assessments and
reviews, and we found some indications of
an assessment process. However, the files
on 85 percent of projects showed no
assessments of any kind. This is an
important omission: it means that the
expenditure of public funds was
authorized without any record of how the
projects met the eligibility requirements.

11.295 Even where assessments were on
file, we had concerns about their
adequacy:

• some 58 percent of the assessments
did not explicitly address criteria for
program eligibility and project selection;
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• similarly, 58 percent of the
assessments did not assess the
reasonableness of estimated project costs;
and

• with few exceptions, checks of
sponsors for other contracts with HRDC,
including any amounts owed to the
Department, were not conducted.

11.296 All project files contained
recommendations for approval by the
Minister. However, those
recommendations were not supported by
any rationale in 94 percent of the projects.

Contributions 	 Financial
Management and Control

Contribution agreements frequently
lacked key information

11.297 The contribution agreements
signed by the Department and the project
sponsors are important documents because
they identify the details of the
performance requirement and the
conditions that are to be met in order for
the sponsor to be reimbursed for eligible
expenditures.

11.298 We found that appropriate
signing authorities for contribution
agreements were respected in all cases.
However, we identified several concerns
about the agreements themselves:

• although all projects had signed
agreements in place, one in five
agreements did not include the necessary
schedules (these schedules contain
important information on performance
requirements and budget details);

• key information on allowable
expenses was missing from all
agreements. Although the agreements
make reference to the program’s terms and
conditions (which clearly identify eligible
expenses), those terms and conditions
were not always available to project
sponsors; and

• a small proportion of agreements did
not include an exact date for the project’s
start or end.

11.299 Forty-five percent of the
agreements were amended to reflect a
change in either the project’s budget or its
duration. Most amendments were
supported by rationales and in all cases
were approved by persons with the
necessary authority.

Deficiencies in handling payments and
advances

11.300 We expected that financial and
management control of program
expenditures would comply with relevant
government policies and legislation. In
this respect, we identified a number of
serious deficiencies.

11.301 In 30 percent of projects,
payments were made that were not based
on claims. In addition, payments were not
always supported by a review of
appropriate information (proof of
expenditures). In 21 percent of projects,
final payments were approved before final
claims or final project reports had been
received. However, in all projects, staff
with the appropriate delegated authority
approved payments.

11.302 Advances were made to 63
percent of projects; in 93 percent of those
cases, we found that the advances were
not handled appropriately. Problems
included advance payments that did not
correspond to cash flow forecasts or that
exceeded the maximum amount allowed
by the agreement, and a lack of
appropriate accounting for interest earned
on advances.

Inadequate project monitoring

11.303 We expected that approved
projects would be monitored appropriately
and reported on the basis of an assessment
of the risks involved. We expected to see
monitoring systems in place to identify
and report on a timely basis on progress
and emerging problems.
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11.304 We concluded that monitoring
had not been adequate in 97 percent of
contribution projects. We found almost no
evidence that financial or activity
monitoring had been carried out.

Contributions 	 Project Results

Information on results was inadequate
in half the projects

11.305 We expected to see adequate
performance measurement procedures in
place, in keeping with HRDC’s approach
to “managing for results” and in keeping
with the requirement to account for results
achieved with the funds approved by
Parliament. However, we found that
results at the level of individual projects
were not being tracked adequately.

11.306 Information on the results of half
of the projects was missing or inadequate.
In almost all of these cases, project
activity reports were not submitted as
required by the provisions of the
contribution agreement. In addition, in
32 percent of these projects we found no
evidence on file that HRDC had received
a final project report.

Grants 	 Project Selection and
Approval

Grant proposals not assessed in all cases

11.307 With one exception, all grant
proposals were on file. The large majority
of files (80 percent) included the
information needed to assess the project
against the eligibility and selection
criteria. However, 58 percent of the files
contained no clear evidence that proposals
had been assessed before they were
recommended for approval.

11.308 Among those that had been
assessed, we had a number of concerns
about the adequacy of the assessments.
For example, assessments did not
explicitly address all eligibility criteria;

they did not address the reasonableness of
the amount requested; and they did not
include a check on recipients for other
contracts with HRDC and any amounts
they may still have owed the Department.

No rationales for recommending the
approval of projects

11.309 All recommendations for
approval of the grant applications were on
file and the Minister had approved all the
grants, as required. However, in no case
was a rationale provided for
recommending that the grant application
be approved.

Grants 	 Financial Management
and Control

Grant payments were made
appropriately

11.310 Persons with the appropriate
delegated authorities approved all grant
payments. We found also that grants were
paid in compliance with Treasury Board
policy, which requires a certain minimum
number of instalments, depending on the
total amount of the grant.

Improvement needed in reviews to
determine continued eligibility

11.311 According to the terms and
conditions set by the Treasury Board, each
grant can be approved for a period of up
to three years, subject to an annual review
to determine continued eligibility. We
identified several areas that required
improvement. There was a lack of
evidence that reviews were conducted on
an annual basis, as required. When
evidence of reviews was on file, we found
that the reviews did not adequately
address all of the eligibility and selection
criteria. Finally, 42 percent of the grant
recipients failed to submit complete
reports substantiating their continued
eligibility.
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Effectiveness Measurement and
Reporting

11.312 Over and above the required
tracking of ongoing performance at the
project level, program evaluation is
intended to provide a longer-term
perspective on the results of the program
overall and on the achievement of
program objectives.

The program has not been evaluated

11.313 The Social Development
Partnerships Program has not been
formally evaluated to date. Program
management has undertaken some
preliminary work, identifying the
activities of the organizations that SDPP
assists, and assessing their linkages to the
program’s objectives.

11.314 During our audit, program
management made arrangements with the
Department’s Evaluation and Data
Development Branch to prepare an
evaluation framework for this program.
The work is scheduled for the current
fiscal year, and preliminary work had
begun when we completed our audit. We
believe it is important that the evaluation
framework include an examination of the
rationale for apportioning program
expenditures between grants and
contributions (see paragraphs 11.280 and
11.281).

Concluding Comments

11.315 We concluded that there were
deficiencies in the management control

framework of the Social Development
Partnerships Program in the period up to
December 1999. These weaknesses were
more serious in the management and
administration of contributions, but they
extended also to grants. However, in both
the grants and contributions components
of the program, signing authorities were
exercised in compliance with the
requirements of the Financial
Administration Act.

11.316 The program’s objectives are
broad and had not been defined in terms
of outcomes and measurable results.
Results at the project level were not being
tracked. An evaluation framework was
being developed, but an evaluation of the
program has yet to be carried out. Overall,
little information on performance was
available to support accountability and
managing for results.

Corrective action addresses deficiencies

11.317 We audited SDPP projects that
had been completed by the end of
December 1999. Therefore, we did not
expect to see the effects of the corrective
action the Department took under its
Six-Point Action Plan and under other
initiatives following its 1999 internal
audit. However, our assessment is that the
corrective action the Department has
taken and plans to take addresses the
deficiencies we found in our audit of
SDPP projects. We report the results of
our detailed examination of the
Department’s corrective action in Part I of
this chapter.
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Sectoral Partnerships
Initiative

Program Description

11.318 The Sectoral Partnerships
Initiative (about $30 million annually) is a
program launched in 1993 to
fundamentally change human resources
practices in Canada. It would do that by
building, through partnerships, the
capacity of the private sector to address
strategic, sector-wide issues of national
human resource planning, sectoral
adjustment and job skills development.
The initiative consists of eight activity
streams and one subprogram (see Exhibit
11.19) managed from HRDC
headquarters. 

11.319 The objectives of SPI are to
develop permanent, industry-led
partnerships that co-ordinate human
resource management in major industrial

sectors, improve the relevance of the
learning system, foster a learning culture,
support interprovincial mobility, and
contribute to labour market information.
Since 1986, the government has provided
over $200 million to support sectoral
partnerships in some 40 industrial sectors.

Program Design

11.320 SPI has used two sources of
funding for projects. Agreements signed
before 1996 were negotiated under terms
and conditions approved by the Treasury
Board for the Canada Jobs Strategy (CJS)
and funded from annual appropriations. In
1996, Parliament passed the Employment
Insurance Act, enabling the Minister of
HRD to use the Employment Insurance
(EI) Account for projects benefiting
insured participants. As of July 1996, SPI
has used authority under terms and
conditions approved by the Treasury
Board for the Labour Market Partnerships
component of Employment Benefits and

Exhibit 11.19

Sectoral Partnerships
Initiative � Streams of Activity

• Sector Study Agreements – fact-finding and diagnosis of sector human resource issues, funded
by HRDC and directed by an industry-led steering committee. Through Sector Study
Agreements, partner relationships between key sector stakeholders, including HRDC, are
formed. The resulting sector studies form the basis for subsequent human resource work by the
sector partnership.

• Sector Council Agreements – start-up and core funding for Sector Councils to implement
sector human resource solutions.

• Occupational/Skills Agreements – developing national occupational and skills standards.

• Skills Upgrading Agreements – developing skills upgrading and national certification on
behalf of the sector.

• Labour Mobility Partnership Agreements – supporting interprovincial mobility in
provincially regulated occupations.

• Nationally Managed Programs Agreements – agreements for national industries, inherited by
Sectoral Partnership Initiative. Used to support experimental activities by sector groups, or
infrastructure and activities of non-sector organizations.

• Delivery Assistance Agreements – improving the delivery of components of the Canada Jobs
Strategy.

• Rural and Remote Agreements – assisting research and convening seminars on behalf of the
agricultural community and rural and remote areas.

Subprogram:

• National Sectoral Adjustment Service Agreements (NSAS) – carrying out activities prior to or
as part of a sector study or prior to the creation of a sector council, or initiatives identified by a
sector council that fall within the Sectoral Partnership Initiative’s mandate but not under the
other business lines of the Human Resource Partnerships Branch. Source: Departmental records
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Support Measures (EBSM) to fund
projects from the EI Account. Since
November 1997, SPI has also had
authority under the Human Resources
Partnership Initiative to use annually
voted appropriations to fund projects that
benefit persons not insured under EI, but
this authority has never been used.

11.321 Since July 1996, most SPI
projects have been funded from the EI
Account. However, HRDC has also
continued to use Canada Jobs Strategy
authorities since 30 June 1996 to fund new
projects from annual appropriations
(29 percent of our audit sample).

11.322 Under the Canada Jobs Strategy,
sole authority to approve Sector Study,
Sector Council, Occupational/Skills, Skills
Upgrading and Nationally Managed
projects lay with the Minister. Authority
to approve Delivery Assistance, Rural and
Remote, and Industrial Adjustment
Service projects (renamed National
Sectoral Adjustment Service or NSAS)
was delegated by the Minister to senior
departmental officials.

Some activity streams have clear
objectives and criteria but others do not

11.323 There are three fundamental
eligibility criteria for all SPI projects: the
organization must be national in scope, it
must involve a partnership of all key
sector stakeholders (business, employees,
subsectors, regions), and the project must
address a labour market issue. SPI
assistance to a national sector usually
begins with a sector study to define
sectoral human resources problems while
enabling HRDC to build a partnership
with key sector participants. Often, this
leads to stakeholders developing a
consensus on solutions and priorities,
identifying further development work in
collaboration with HRDC, and creating
permanent sector councils to take
responsibility for human resource issues in
their sectors. HRDC funds these
partnerships until they become financially

self-sufficient. Subsequent development
work for the sector may result in
Occupational/Skills and Skills Upgrading
Agreements with councils or other sector
groups. SPI supports interprovincial
mobility in provincially regulated
professions, through Labour Mobility
Partnership Agreements negotiated with
sector consortia. The objectives and core
eligibility criteria specific to these five
activity streams are clear.

11.324 Nationally Managed Projects
Agreements have no specific eligibility
criteria beyond the three fundamental
criteria for all SPI activities; nor do they
have stated objectives. Agreements under
the National Sectoral Adjustment Service
(NSAS) subprogram made up 51 percent
of our audit sample. The objectives of
NSAS are not clear, and its eligibility
criteria are fairly open-ended.

Project Selection and Approval

11.325 Section 58 of the Employment
Insurance Act specifies that partnership
arrangements are to be developed and
used for the conduct of project work. For
SPI, the Department has translated this
requirement into the sector council
concept. A committee of sector
stakeholders oversees the sector studies
that define the nature of the government’s
involvement in the sector. Program
managers advised us that sector studies
inspire subsequent projects with partners
and form the basis for assessing them, and
that these studies also form the basis for
the SPI annual work plans for each sector.

11.326 Our audit focussed on individual
project files and their administration. We
did not assess the validity of the sector
studies themselves. Even allowing for the
use of sector studies to guide other project
work, we found weaknesses in the project
selection and approvals process.

Project proposals not well documented

11.327 In 42 percent of the projects we
audited, there was no identifiable proposal
on the project file. This was true for both
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lower-value and higher-value projects.
Project officers advised that in some cases
proposals would not be identified as such
because they were submitted in the form
of draft agreements. When proposals are
in this format, it is difficult to tell who
originated them. 

11.328 Of the files that contained
identifiable proposals, few had adequate
supporting documentation and analysis; 86
percent were missing the required cash
flow forecast; and 43 percent had no
timelines. Other gaps included
information missing on objectives,
budgets and work plans.

Missing or inadequate assessments

11.329 SPI management advised that
before March 1998, project officers
negotiated agreements with sponsors and
brought SPI proposals to the Agreement
Review Committee (ARC) for Branch
review. SPI management found this
process unsatisfactory because sponsors
and project officers became overly
committed to proposals — given their
heavy investment of time during the
project development phase — and
directors then found it difficult to turn
down projects.

11.330 In March 1998, SPI established a
new project review process whereby
project officers submit proposals along
with their own assessment (usually in the
form of a concept paper) for vetting by an
extended management team. These teams,
which include other project officers and
directors, may recommend that the
sponsor develop the proposal further or
that it be approved.

11.331 We found that a little over
60 percent of the project files contained
documented assessments. Among the files
that did contain documentation, none had
a timely risk analysis or a mandatory
environmental impact prescreening.
Although many sponsors had multiple
agreements with SPI, we found that

sponsors had not been checked for
outstanding debt to HRDC.

11.332 Among the projects that we
audited, only one assessment referred
explicitly to the project’s having been
identified in a previous sector study.

Loose application of eligibility criteria

11.333 Applying the core activity stream
criteria to the projects we reviewed, we
found that core eligibility criteria had
been applied only loosely; few projects
clearly met all the core eligibility criteria
of the specific activity stream selected to
fund them. We found that 16 percent of
the projects in our sample (totalling
$662,000) were not eligible for funding
under the criteria of the particular SPI
activity stream selected for each. 

11.334 Activity streams selected to fund
projects were often interchangeable; some
projects could have been funded under a
number of different activity streams. In
some cases, when one agreement ended,
the project activity would continue to be
funded under a different SPI activity
stream or subprogram.

Some approvals not authorized; some
not documented

11.335 SPI management advised that
until 1998, the Agreement Review
Committee assessed proposals and
approved projects where authorized, or
recommended their approval by the
Minister. As of 1998, the extended
management team recommends a project’s
approval to a directors’ meeting. Directors
then approve the project (where
authorized), reject it, or recommend its
approval to an assistant deputy minister,
the Deputy Minister or the Minister as
appropriate, according to the Minister’s
delegation of program authority.

11.336 It was not apparent from the
documentation on file that the process
operated as described. Of the projects
requiring the Minister’s approval, only
40 percent had clearly obtained it.
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Another 40 percent either had been
approved by unauthorized officials or had
no record of who actually approved the
project. For the remaining 20 percent,
officials believed they had continuing
authority from the Minister when
agreements that had been funded under
annual appropriations were converted to
new agreements funded from the EI
Account.

11.337 Of the projects that did not
require the Minister’s approval, the actual
approval of only one in five was
documented. SPI management advised
that the Agreement Review Committee
had documented its decisions but a
computer crash in 1998 wiped out those
records. The directors’ committee that
replaced the Agreement Review
Committee did not document decisions
until very recently.

Financial Management and
Control

Agreements often missing key
information

11.338 Written contribution agreements
were in place for all projects. SPI used
standard formats that complied with
Treasury Board guidance on specifying
clear roles and responsibilities, terms of
payment, eligible expenses and other
relevant matters.

11.339 We found that only 41 percent of
agreements were fully adequate. Fifty-four
percent were missing key information (for
example, funding periods, treatment of
interest, mandatory separate bank
accounts, and adherence to rules on
conflict of interest) or included
contradictory information. Authorized
officials had signed 95 percent of the
agreements.

Amendments were rarely made
properly

11.340 When an agreement is amended,
it is essential that both parties understand

and agree on roles and responsibilities
under the new conditions. In two thirds of
amended agreements, the reasons for the
amendments were not stated clearly.
Furthermore, we were rarely able to
identify who had actually been responsible
for approving the amendments.

11.341 Most amendments consisted only
of a new financial commitment form
signed by a director or, occasionally, by
unauthorized project officers. Only 20
percent of amended agreements contained
proper articles of amendment signed by
both parties and indicating their mutual
agreement. Thirty-eight percent of
amendments were made inappropriately to
extend the funding period after the
agreement had already ended.

Advances not always handled
appropriately

11.342 In 78 percent of projects where
advances were made, not all advances
were based on projected or revised cash
flows provided by sponsors. Most
commonly, initial advances were based on
cash flow estimates developed by HRDC
officers for financial commitment forms.

11.343 In only 33 percent of cases did
the payment of advances clearly follow
Treasury Board rules on amounts that
could be advanced. Of those projects that
received multi-year funding, only a third
clearly met Treasury Board rules on
providing advances into a new fiscal year.
We found in all but one case that advances
were cleared by claims before further
advances were issued. All requisitions for
advances were certified by authorized
officials under section 34 of the Financial
Administration Act.

Failure to comply with terms of
contribution agreements

11.344 SPI officers did not always hold
sponsors to the terms and conditions of
their contribution agreements or of the
activity streams under which the projects
were funded.
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11.345 Separate bank accounts. SPI
managers advised that they frequently
waived specific contractual obligations to
maintain a separate bank account for each
project. Such accounts facilitate the
tracking of expenses and revenues and,
more important, they allow for the
tracking of bank interest paid on federal
funds held by sponsors and preclude the
claiming of the same expenses under other
agreements. In our audit, we were unable
to determine the proportion of projects
that had maintained separate bank
accounts.

11.346 Eighty-seven percent of SPI
agreements specified that interest earned
by sponsors on funds advanced by the
government had to be accounted for as
part of the HRDC contribution. In 69
percent of the projects where this was
required, it was not clear that interest had
been handled appropriately — especially
when sponsors had declared no bank
interest. Our interviews with project
officers provided no assurance that, where
appropriate, sponsors were accounting for
the interest earned on federal funds in
their care.

11.347 Cost-sharing capital purchases.
The terms and conditions of the umbrella
Employment Benefits and Support
Measures program under which most SPI
agreements are negotiated require
sponsors to cost-share any capital
purchased. We found no cases that met
this requirement. In the EBSM-funded
portion of the dormant SPI projects we

sampled, we found the value of capital
purchased exclusively with federal money
to be $250,000.

11.348 Eligible costs. Among other
things, Schedule B of contribution
agreements specifies eligible costs and the
dollar amounts to be allocated to each
eligible expenditure category.
Reallocation among major cost categories
requires HRDC approval. We found that
agreements were rarely amended to
authorize sponsors to exceed the agreed
cost categories. As a result, 69 percent of
the projects had overages in cost
categories. In the remaining 31 percent it
was not possible to tell whether there were
overages, usually because the categories
specified in Schedule B did not match the
categories on the claim forms that
sponsors used.

11.349 Detailed expense claim
information on file was very limited,
especially for older projects whose
sponsors had been required to submit only
the most rudimentary supporting
documentation — often containing only
summary figures by approved cost
category. On the basis of the limited
supporting information available, we
found that for the 49 dormant SPI projects
we sampled:

• HRDC paid at least $284,000 for
costs incurred before or after the funding
period covered by agreements (see Exhibit
11.20); 

Exhibit 11.20

Payments for Expenses
Incurred Outside the Funding

Period

• The WITT National Network received $100,000 under an National Sectoral Adjustment
Service agreement to evaluate its Construction Technology for Women program. A letter
from the sponsor indicates that $52,000 worth of the work had already been completed
before the agreement funding period started in April 1998. In our view, the claim for that part
of the work should have been ineligible.

• The Canadian Tourism Human Resource Council (CTHRC) received an advance of $35,438
under a Delivery Assistance agreement. Four months after the agreement ended in March
1998, the sponsor submitted its total claim for $8,523. In a subsequent note to file, the
project officer allowed the sponsor to claim an additional $16,823 for expenses incurred
before the agreement. After adjustments, the CTHRC reimbursed the Receiver General
$8,879.

Source: Analysis based on
departmental records
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• expenses amounting to $463,000 had
been allowed through amendments made
inappropriately after agreements had
ended;

• HRDC paid $59,000 for costs in
categories not covered by the agreements
— such as administration costs that the
agreement required the sponsor to pay,
equipment rentals, ineligible overhead
expenses and profits; and

• HRDC paid $179,000 for ineligible
expenses in approved cost categories.

(The treatment of these kinds of
administrative practices is discussed in
paragraphs 11.77 to 11.80.)

11.350 In 92 percent of projects at least
some expense claims were certified under
section 34 of the Financial Administration
Act by officers who did not have the
necessary authority.

11.351 Reimbursement of GST. HRDC
does not reimburse sponsors for GST that
they can recover from the Canada
Customs and Revenue Agency (usually 50
percent of GST paid). Sponsors are
required to account for the amount of GST
they can get back. In 56 percent of
projects, it was not clear that GST had
been treated appropriately. In many
claims, the sponsor did not state the total
amount of GST that had been paid. We
found other claims that charged HRDC the
full amount of GST paid. There are items
on which a sponsor might not pay GST
(for example, on wages) or an
unincorporated group might not be able to
get a GST refund. However, few project
officers we interviewed could assure us
that sponsors had properly accounted for
reimbursable GST.

11.352 Cost-sharing of projects. A
significant feature of sector participation
in SPI is that partners share in project
costs. Partner cost-sharing contributions
can be in kind (for example, partners’
time or facilities) or in cash (directly paid
to cover eligible expenses). The

agreements specify a maximum dollar
amount that HRDC will contribute. Most
also specify a maximum percentage of
total project costs as the federal share and
stipulate that the federal contribution will
be the lesser of the percentage share and
the maximum dollar amount. For clarity,
many agreements also specify the
otherwise implicit minimum contribution
of partners, in dollar amounts and in
percentage share.

11.353 We found that in 29 percent of
projects, partners failed to deliver the
minimum contribution they had agreed to.
In the 49 sampled projects, HRDC had
paid $889,000 more than the maximum
specified without formally amending the
agreements. SPI management asserts that
the requirement for minimum
contributions by partners is not meant to
be enforced and is only leverage to ensure
their participation.

Inadequate financial monitoring

11.354 The SPI Program Guidelines
(1994) state that an initial monitoring visit
should take place within four weeks of the
start of a project. Interim visits should
take place as necessary, depending on the
project’s complexity and size, sponsor
experience, and political volatility. A final
visit must be made at the end of the
project and before final payment is
requisitioned. We expected to see a
monitoring effort commensurate with the
assessed risk of individual projects.

11.355 We found that there was no
monitoring plan for 96 percent of projects,
nor were the projects monitored in a
timely manner, consistent with their risk.
Although desk monitoring of claims is
useful, it is primarily through on-site
financial monitoring visits that officers are
able to examine detailed receipts and truly
verify claims. In 29 percent of all projects
(45 percent of projects under $150,000)
there was no on-site financial monitoring
visit by project officers. Of projects where
financial monitoring visits were made,
59 percent had only one visit, after the end
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of the agreement and after the final
payment had been requisitioned. Exhibit
11.21 shows the on-site monitoring done
for the three highest-value projects in our
sample. 

11.356 Program managers told us that in
light of the ongoing relationship between
project officers and sponsors, SPI relied
heavily upon desk reviews of individual
claims (often supported by a copy of the
sponsor’s general ledger) as an alternative
to on-site financial monitoring visits
during the project. Given the nature and
extent of the financial management
problems we identified in our audit, we
believe that desk monitoring of claims
coupled with a single financial monitoring
visit after the project has ended and all
payments have been requisitioned is
insufficient to ensure that moneys are used
for intended purposes.

11.357 The Department’s monitoring
discovered some inappropriate payments
and some were corrected. However, in
many cases the sponsor would merely be
warned against claiming ineligible
expenses in future projects or advised to
reimburse HRDC through another
agreement. In our view, this practice is not
appropriate. Files on 67 percent of the
projects that required a minimum
contribution from the sector contained no
detailed documentation or verification of
the in-kind and in-cash claims made by

the sponsor. None of the projects were
closed properly (that is, advances
reconciled with claims, claims and
revenues verified, ineligible expenses
identified, overpayments recovered, all
reports completed), and only 18 percent
had any activity monitoring reports on
file.

Project Results

Project results not documented

11.358 The agreements we audited did
specify planned outputs. However, we
found that information on results was
inadequate in 91 percent of the projects.
In 68 percent, we found no indication that
the required outputs had been delivered; in
85 percent, sponsors failed to provide the
mandatory final project report.

11.359 We found on file very few final
assessment reports written before the
events of January 2000, when
management tightened reporting
requirements. There was little evidence on
file that SPI management knew what
results project sponsors were achieving.

Effectiveness Measurement and
Reporting

The Department has taken some action
in response to a 1997 evaluation

11.360 An evaluation report on the SPI
was published in November 1997. The

Exhibit 11.21

On-Site Financial Monitoring �
Three Highest�Value Projects

• The Canadian Steel Trade and Employment Congress received $6.5 million for a three-year
project. It had only one on-site financial monitoring visit – three months after the end of the
project. Of the information provided by the sponsor, the program officers looked at 10 receipts
totalling $33,000 and found no problems.

• The Canadian Steel Trade and Employment Congress received another $5.95 million for a
three–year Skills Upgrading project. It received only one on-site financial monitoring visit –
nine months after the project had ended. Of the information provided by the sponsor, program
officers looked at 11 receipts totalling $485,700 and were provided with information on in-kind
contributions.

• The Canadian Tourism Human Resource Council received $2.76 million for a three–year
Occupational/Skills project. It had only one on-site financial monitoring visit – two months after
the project had ended. We found that HRDC did not challenge three non-compliant, untendered
contracts over $25,000 or challenge $119,586 in capital expenses that were not cost-shared as
required. Nor did it verify that the sector had made the required sector contribution.

Source: Analysis based on
departmental records
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evaluation methodology involved
interviews, a search of the literature, case
studies and surveys. In our view, the
methodology was appropriate to the nature
of the program results examined by the
evaluation.

11.361 The evaluation found that
programs sponsored by sector councils
were bringing about systemic change —
developing a training culture, increasing
employers’ interest in training and
standards, increasing skill levels in the
workforce, and facilitating school-to-work
transition. There was some evidence of
limited improvements in productivity and
profitability. The evaluation found that the
approach resonated well with the general
public, that employers and employees
supported the sectoral partnership
approach, and that the rationale for SPI
had not diminished.

11.362 However, the evaluation also
pointed out that SPI agreements contained
few statements on intended impacts and
effects, and there were few provisions in
the agreements for ongoing data collection
and evaluation. Indeed, the evaluation
noted that sponsors did not see themselves
as accountable for the intended impacts
and effects of the SPI; there was a lack of
sector support for accountability and a
lack of relevant data on results. The
evaluation called for stronger reporting
requirements to help clarify commitments
to results, and for strategies to measure the
performance of sectors in contributing to
SPI’s objectives.

11.363 The evaluation stressed the need
to communicate the activities and
experiences of individual sector councils
in order to avoid duplication and to
strengthen the efforts of all sector
councils. Marketing of sector council
products and services was notably weak
and too often not timely. The evaluation
found that both awareness and the take-up
of the program were still low, and the
participating sector councils had made

only slow progress toward self-sufficiency.
The three-year time frame for achieving
core operational self-sufficiency appeared
to be unrealistic for most sectors.

11.364 SPI subsequently attempted to
resolve the cross-sectoral communications
issue, in part by further encouraging the
work of the Alliance of Sector Councils.
To address the self-sufficiency of sector
councils, SPI restructured its funding
model by eliminating the formula of
declining funding (thereby providing full
funding in the start-up and early
operational phases), by providing core
funding for a longer period (up to five
years instead of three years), and by
requiring councils to build reserve funds
that would eventually be the basis for their
financial independence. SPI also made
provision in subsequent agreements for
the marketing of sector council products.
Responses to the evaluation
recommendations on results measurement
and the accountability of sponsors are still
at the planning stage.

Concluding Comments

11.365 We concluded that there were
serious deficiencies in the management
control framework of the Sectoral
Partnerships Initiative program. We also
found lack of compliance with the legal
requirements of section 34 (certifying
expense claims) of the Financial
Administration Act and with the Treasury
Board’s policy on the treatment of
advance payments.

11.366 The Department’s evaluation of
SPI found progress in the development of
partnerships but significant weaknesses in
sponsors’ provision of information that is
needed to measure project results. Our
audit supports this evaluation finding.
Although SPI has been planning
improvements in collecting information
on results from sponsors, these
improvements have yet to be implemented
in agreements.
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Corrective action to address deficiencies

11.367 We audited SPI projects that
closed by the end of December 1999.
Therefore, we did not expect to see in
those projects the effects of the corrective
action that the Department took under its
Six-Point Action Plan and under other
initiatives following its 1999 internal
audit. However, our assessment is that the
corrective action the Department has
taken and plans to take addresses the
deficiencies we found in our audit of SPI
projects. We report the results of our
examination of the Department’s
corrective action in Part I of this chapter.

11.368 SPI management states that in
managing the program it must balance
three factors: developing and sustaining
partnerships, ensuring quality products
and projects, and controlling costs.
However, we believe that SPI
management must also address the
continuing challenge of achieving and
maintaining an appropriate balance
between creating, advocating and
sustaining partnerships in this program
and meeting the responsibility for prudent
management of public funds. The findings
of our audit show that this latter balance
had not been achieved in the period to
December 1999.
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Conclusion

11.369 Human Resources Development
Canada operates under direction from
Parliament through its Minister, from
Cabinet and Cabinet committees such as
the Treasury Board, and from a number of
other centres in government, and guidance
from the Clerk of the Privy Council as the
Head of the Public Service. Decisions to
downsize, reduce budgets and restructure
HRDC were made outside the
Department. Directions to carry out
specific programs and policies come from
Parliament and Cabinet. Directions for
financial administration come from
Parliament and more specific directions
from the Treasury Board. The factors that
contributed to problems in the
management of grant and contribution
programs were not solely within the
Department’s purview.

11.370 In the 1990s central direction,
encouraging managers to innovate and
improve service by reducing red tape,
often resulted in conflicting messages to
public service managers. In their reports
to the Prime Minister, Clerks of the Privy
Council spoke frequently of improving
service, improving communication and
improving staff morale — but rarely of
financial management. The Treasury
Board Secretariat moved away from
detailed policies, relying less on
pre-transaction approvals and more on
general policies and guidelines and the
sharing of best practices. The Secretariat
received less detailed information on the
activities of departments.

11.371 Initiatives within HRDC to
emphasize service delivery, empower
local employees, and reduce the plethora
of manuals providing direction to staff
were consistent with messages and actions
of the Clerk and the Secretary to the
Treasury Board. Neither advocated a lack
of care and responsibility in spending
public funds. Yet these fundamentals of
public administration did not get sufficient
attention. With its reduced monitoring

role, the Treasury Board Secretariat was
not immediately aware of the problems at
HRDC in managing grants and
contributions.

11.372 Over the decade of the 1990s,
HRDC’s capacity to manage grant and
contribution programs properly declined.
It lost experienced staff; guidance was not
up to date; staff were not properly trained
and supported; and key controls and
accountability structures were weakened.
Current management recognizes these
weaknesses and is taking a number of
actions to correct them.

11.373 Our audit of four programs
confirmed and extended the findings of
HRDC’s 1999 internal audit. We
concluded that in the period up to
December 1999 there were serious
deficiencies in the management control
framework of each of the four programs
audited. In particular, there were
weaknesses in key aspects of project
selection and approval processes and in
the financial management and control of
projects, including lack of compliance
with Treasury Board policy and the
requirements of the Financial
Administration Act. In all of the programs,
poor administrative practices resulted in
inappropriate handling of project
payments and advances, and in
insufficient attention to project
monitoring.

11.374 We found that we could rely on
the 1999 internal audit to describe the
systemic weaknesses in HRDC’s
management of grants and contributions.
The internal audit was not designed to
generalize its findings to program
expenditures or to the management of
specific programs.

11.375 Earlier in the 1990s, internal
audit had twice advised management that
there were serious weaknesses in the
Department’s approach to managing
grants and contributions. But senior
management did not take corrective
action. This lack of management attention



Human Resources Development Canada — Grants and Contributions

11–79Report of the Auditor General of Canada – October 2000

to reports of control weakness resulted in
a more severe and widespread problem
later.

11.376 Internal audit is a valuable tool
for management to identify weaknesses in
control systems and provide a guide to
appropriate action. It is a function that
management needs to protect and support.
Internal audit needs to be able to work
independently and to a high professional
standard. And management needs to pay
close attention to the findings of internal
audit.

11.377 Management of HRDC is making
good progress in meeting the
commitments made in the Six-Point
Action Plan and other plans formulated to
correct identified problems. The
Department is implementing the plan for
staffing and equipping staff. It has
developed new organizational models for
project management at the field level and
is currently working on filling the new
positions. However, as management
recognizes, effort will have to be ongoing
and sustained, with careful monitoring, to
effect long-lasting improvement. An
innovative performance tracking system
has been implemented to monitor
performance and progress.

11.378 Managing grants and
contributions for results needs to improve.
None of the programs we audited had
consistently measured project results. In
TJF/CJF and YIC, project results were
defined in measurable terms, but there
was a lack of follow-through in their
measurement and reporting. In the other
two programs the objectives are broad,
and have not been defined in terms of
outcomes and measurable results.
Although the SPI has plans to improve the
collection of information on results from
sponsors, these improvements have yet to
be implemented.

11.379 The information that is available
needs to be better used to make
adjustments and improvements in program

delivery and design. Program evaluations
had been completed for three of the four
programs we audited, although the
evaluation of the TJF was preliminary and
a planned further evaluation of TJF and
CJF did not proceed. An evaluation
framework for the SDPP is being
developed, but an evaluation has yet to be
carried out. The findings of the TJF and
SPI evaluations were used to make some
program changes. Evaluations of these
programs need to examine the difficult
questions of program rationale and
effectiveness in order to properly inform
the public debate about the value of the
programs.

11.380 The Standing Committee on
Human Resources Development and the
Status of Persons with Disabilities asked
that we address how to balance the need
for efficient and flexible program delivery
with the need for sound financial
management. As part of the Action Plan,
the Department itself is addressing this
issue.

11.381 A fundamental part of dealing
with the often-conflicting demands placed
on public servants is ensuring that the
capacity needed to deliver the programs is
in place. The Department recognizes that
the capacity to deliver its grant and
contribution programs was not in place. It
has defined a number of actions to
improve its capacity. Questions remain
about the appropriate level of staffing
needed to deliver grants and contributions.

11.382 It is important that HRDC
collaborate with the Treasury Board
Secretariat to carry out workload studies
and establish benchmarks for the delivery
of these types of programs.

11.383 Managers and project officers
need to be given flexibility to carry out
their duties. But with discretion comes the
need for clearly defined expectations, so
there is a common understanding of what
is to be delivered, and how. Increased
discretion brings the requirement of strong
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accountability for the discretion exercised
and the results achieved.

11.384 The most difficult part of
balancing efficiency, flexibility and
control is the judgment that public
servants are asked to exercise. Not all
grant and contribution programs are of
equal risk, nor are all projects in a
program. Judgment is needed to assess
risk and determine how it should be
managed. For grant and contribution
programs, we expect the key controls to
be in place for all projects. Yet some
proposals can be assessed in a few
minutes while others can take many days.
In either case, public servants are
responsible for the decisions they make,
and those decisions should be part of the
record of a project. Documenting smaller,
low-risk projects would take little time;
for larger projects it would involve much
more. In March 2000 we published a Risk
Assessment Framework for Grant and
Contribution Programs to provide
managers and staff with a tool for
assessing and managing risk, and to
provide parliamentarians with an approach
to reviewing the performance of these
programs.

11.385 There is no simple answer to
what the ideal balance should be. As the
results of our audit show, it is essential

that key controls be in place and minimum
standards observed. That these controls
are a requirement needs to be spelled out
clearly and understood by staff. Then
public servants have the foundation to
innovate in the delivery of programs and
to strike the most appropriate balance
between efficiency and flexibility in
program delivery and sound financial
management.

Department’s summary comment: HRDC
takes seriously all the issues raised in the
Auditor General’s report and in the 1999
internal audit of grant and contribution
programs. The Department is determined
to build on the improvements it has
already made. HRDC will fulfil its Action
Plan. It will complete the other supporting
initiatives undertaken following the
launch of the Plan. Furthermore, HRDC is
undertaking additional steps to strengthen
these actions in response to this report.
HRDC will continue to work with all
interested parties to ensure that it achieves
the right balance between responsive
client service and prudent management of
taxpayers’ money.

The Department’s responses to specific
recommendations and its overall comment
are included in Part I of the chapter,
following paragraph 11.149.
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About the Audit

Objectives

Our objectives were to determine the following:

• the extent to which reliance can be placed on the results of HRDC’s 1999 internal audit and its
performance tracking system;

• the Department’s progress in implementing its corrective action plan;

• the adequacy of the Department’s management control framework for the grant and contribution
programs we selected for audit;

• how HRDC has measured and reported the results achieved by the selected grant and contribution
programs; and

• the Department’s compliance with financial authorities such as the Financial Administration Act and
Treasury Board policies.

Scope and Approach

Our audit focussed on the management of grant and contribution programs in HRDC. We carried out a
detailed audit of four programs: the Transitional Jobs Fund (TJF) and its successor program, the Canada Jobs
Fund (CJF); Youth Internship Canada (YIC); the Social Development Partnerships Program (SDPP); and the
Sectoral Partnerships Initiative (SPI). In addition to examining the management of individual projects under
each program, we assessed the design of the programs and the measurement of project and program results.

We selected projects that, with few exceptions, were completed on or before 31 December 1999. This allowed
us to audit the full project life-cycle and to make an independent assessment of the nature and extent of
problems that the Department’s corrective action, taken in response to its 1999 internal audit, needed to
address. We selected all of the high–value projects and stratified random samples from the remaining projects
in the populations we audited. Our results are accurate within plus or minus 10 percent, 19 times out of 20.

In all four programs, we reviewed the project files in light of our audit criteria. We supplemented our file
reviews and confirmed our findings on each file by interviewing project officers and others involved in
managing the projects. The TJF/CJF and YIC programs involved projects managed by Human Resource
Centres of Canada (HRCCs) across the country. We visited most of the HRCCs responsible for the projects in
our samples. For the locations that we could not visit cost–effectively, we asked that the project files be
forwarded to the nearest HRCC that we would be visiting, or to Ottawa. We also visited six regional offices in
eastern Canada and requested information from British Columbia.

We assessed the corrective action taken by the Department in response to its 1999 internal audit in order to
determine whether that action would adequately address our audit findings in each program. We reviewed the
Department’s progress in implementing its Six–Point Action Plan and other initiatives that form an integral
part of its corrective action.

In assessing the corrective action the Department has taken or plans to take, we reviewed HRDC documents,
interviewed officials, and examined the methods the Department is using to track and report its performance
in improving the management of grant and contribution programs. 
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Finally, we interviewed a number of former and current senior managers in the Department to obtain their
views on the underlying reasons for the problems at HRDC. We also reviewed previous internal audit reports,
documents on various management initiatives and minutes of key departmental committees.

Criteria

Our audit was based on the following criteria:

• The objectives of grant and contribution programs should be clearly stated. Appropriate program
eligibility criteria should be established that are consistent with the program objectives, the Department’s
legislative mandate and the requirements of central agencies.

• Appropriate procedures should be established to ensure that projects selected for funding are those most
likely to contribute to achieving program objectives. These procedures should be documented and
followed.

• Roles and responsibilities should be clearly defined and transparent.

• The Department should have in place the capacity to implement the programs.

• The Department should appropriately monitor approved grants and contributions and report the results.
As part of this, overpayments and repayments should be identified on a timely basis.

• Financial and management control of program expenditures should comply with relevant government
policies and legislation.

• A program accountability framework, including performance measurement and reporting, should be
developed and clearly communicated. It should include assignment of responsibility for achieving results
and complying with program requirements.

• The Department should measure, monitor and report to Parliament on performance. Program evaluation
activities should be closely co–ordinated with internal audits.

• The designation of transfer programs as grants should be reserved for those situations where it is
demonstrably appropriate for transfers to be unconditional.
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