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MESSAGE FROM THE MINISTER ——

Most Canadians give little thought to tax collection, other than at tax time
each spring, yet every day the work of the Canada Revenue Agency (CRA)
has a direct impact on our lives and livelihoods. Governments across
Canada depend on the CRA to collect revenue needed to pay for a vast
range of social and economic programs and benefits that sustain our high
standard of living and quality of life.

Through its unparalleled service to Canadians, the CRA helps us
understand and meet our tax responsibilities. Along with firm enforcement
measures that discourage non-compliance, such as those aimed at
individuals and businesses participating in the underground economy or
attempting to avoid taxes through aggressive tax planning, the CRA works
to ensure that everyone pays their fair share. Protecting Canada’s revenue

base is particularly important in these economically challenging times,
when governments must exercise fiscal restraint while continuing to meet
the needs and expectations of Canadians.

The Government of Canada is committed to helping hard-working Canadians save money wherever they can.
We have introduced important new tax relief measures under the next phase of our Economic Action Plan.
These measures, aimed at individuals, families and businesses, include the Children’s Arts Tax Credit, the
Working Income Tax Benefit, the Canada Employment Credit, the First Time Home Buyers Tax Credit, and
the Volunteer Firefighter Tax Credit. Thanks to these and ongoing tax relief programs, the average family of
four now receives $3,000 in extra tax savings. In fact, the federal tax burden is at an all-time low in Canada,
the lowest level in more than a half a century. I encourage people to visit the CRA Web site to learn more
about these tax savings so they can take full advantage of them.

The CRA Departmental Performance Report 2010-2011 highlights the many ways the organization is
constantly improving, evolving and expanding its core business to secure the ongoing economic and social
well-being of Canadians. Since being named Minister of National Revenue, I have had the pleasure to
witness this progress for myself. The CRA consistently demonstrates that it is a world-class tax and benefit
administrator that provides value to its government clients, and a fair and accessible revenue collector

in whom Canadian taxpayers can confidently put their trust.

As Minister of National Revenue, I am pleased to present the Departmental Performance Report 2010-2011
for tabling.

The Honourable Gail Shea, P.C., MP
Minister of National Revenue




MESSAGE FROM THE COMMISSIONER AND CHIEF EXECUTIVE QFFICER

The Canada Revenue Agency (CRA) makes a major contribution to Canada’s
economy and the social well-being of Canadians. We administer taxes for federal,
provincial, territorial, and First Nations governments, and also help to advance
governments’ social goals through our administration of benefit programs that
increase the standard of living of many Canadians. Our reputation as a world-class
tax and benefits administration is well-earned and we are proud of our
accomplishments over the past year.

During 2010-2011, the CRA continued to focus on ensuring the integrity of
Canada’s tax and benefits systems through initiatives designed to promote
compliance with tax legislation, to strengthen services for individuals and business
to make compliance easier, and to put in place ways that make non-compliance
more difficult. Our work to expand outreach to selected groups of Canadians
through electronic means is an important step toward improved voluntary

compliance while increased opportunities for taxpayers to interact with the CRA
through electronic means is a way that we are strengthening our services. To ensure that individuals were aware of,
and could apply or register for, their entitlements to benefits and credits, we ensured that taxpayers had access to
information they needed.

To make non-compliance more difficult, we undertook actions to counter aggressive tax planning schemes and
underground economic activity. Among our most notable achievements this past year was our timely and efficient
implementation of the Harmonized Sales Tax (HST) for the provinces of Ontario and British Columbia. The CRA will
continue to administer the HST in BC until the transition back to GST in that province. Another noteworthy
undertaking during 2010-2011 was our participation in an international tax benchmarking exercise, which saw
selected CRA results compared with nine other Western tax administrations. This study revealed that the CRA has in
place many of the leading practices in tax administration, and is often in the top ranking for cost effectiveness. T was
particularly pleased to see that the CRA’s debt collection function achieved top results. We will carefully review
opportunities revealed to further enhance our effectiveness.

As we move forward, we are cognizant of the evolving economic environment; in particular, the government’s priority
to restore budgetary balance, in part by asking all federal government departments and agencies to contain costs. We
have set in motion a plan to respond quickly and responsibly to this directive in order to maintain our core business
while making prudent investments to sustain our operations over the longer term.

I would like to extend my sincere thanks for the dedication, knowledge, and professionalism of the staff of the CRA,
qualities that will enable us to continue to deliver quality results that matter to Canadians.

Linda Lizotte-MacPherson
Commissioner and Chief Executive Officer
Canada Revenue Agency




SECTION |:

AGENCY OVERVIEW —

Our raison d'étre

Canada’s tax system is based on voluntary compliance and self-assessment. A well-functioning tax system is critical to
the ability of federal, provincial, territorial, and First Nation governments to deliver programs and services that are
important to Canadians and Canadian businesses.

The Canada Revenue Agency (CRA) has the mandate to administer tax, benefit, and other programs on behalf of the

Government of Canada and provincial, territorial, and First Nations governments.

Parliament created the CRA so we could meet the mandate by:

e providing better service to Canadians;

e offering more efficient and more effective delivery of government programs; and

e fostering closer relationships with provinces and other levels of government for which the CRA delivers programs,
and providing better accountability.

The CRA’s mandate reflects the broad role that the CRA plays in the lives of Canadians. The CRA contributes to three

of the Government of Canada’s outcome areas:

e A transparent, accountable and responsive federal government;

¢ Well-managed and efficient government operations; and

¢ Income security and employment for Canadians.

Responsibilities
The CRA exercises its mandate within a framework of complex laws enacted by Parliament, as well as by provincial
and territorial legislatures.

No other public organization touches the lives of more Canadians on a daily basis. Each year, we collect billions of
dollars in tax revenue and deliver income-based benefits, credits, and other services that help families and children,
low- and moderate-income households, and persons with disabilities. These programs contribute directly to the
economic and social well-being of Canadians.

The following two strategic outcomes summarize our contribution to Canadian society.

e Taxpayers meet their obligations and Canada’s revenue base is protected; and

e Eligible families and individuals receive timely and correct benefit payments.

In July 2010, the CRA implemented the harmonized sales tax (HST) in Ontario and British Columbia®.

The CRA also verifies taxpayer income levels in support of a wide variety of federal, provincial, and territorial
programs, ranging from student loans to health care initiatives. In addition, we provide other services, such as the
Refund Set-Off Program, through which we aid other federal agencies and departments, as well as provincial and
territorial governments, in the collection of debts that might otherwise become uncollectible.

1. On August 26, 2011 the province of British Columbia announced that it will return to the provincial sales tax. The transition period is
expected to take a minimum of 18 months. During this period, the CRA will continue to administer the HST in British Columbia.
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Strategic outcome(s) and program activity architecture (PAA)

Government of Canada Outcome Areas

A transparent, accountable and
responsive federal government

Income security
and employment
for Canadians

and
Well-managed and efficient
government operations

Canada Revenue Agency Strategic Outcomes

Tax Services

Taxpayers meet their obligations and
Canada’s revenue base is protected

Benefit Programs

Eligible families and individuals
receive timely and correct benefit payments

Program Activities
Meeting our Expected Results, thereby achieving our Strategic Outcomes

@ @ @ @D @D @D
( )

Taxpayer and
Business
Assistance

Expected Result

Taxpayers, businesses
and registrants have
access to timely
and accurate tax
information products
and services;
Non-compliance with
applicable legislation
by organizations
and businesses
administering and/or
producing registered
plans, charities, and
excise dutiable
products is detected

and addressed.

\. —J

Individuals, businesses
and registrants are
provided timely and
accurate tax
assessment notices
and tax payment
processing while
targeted reviews
detect and address
non-compliance by
individuals with
applicable tax laws.

. J

Non-compliance by
individuals, businesses
and registrants with
the filing, registration,
and remitting
requirements of
applicable tax laws is
detected and
addressed to protect
Canada’s revenue base.

Non-compliance
by individuals,
businesses and
registrants with
the reporting
requirements of
the legislation the CRA
administers is
identified and
addressed to protect

Canada’s revenue base.

. J

Taxpayers receive a
timely and impartial
review of contested
decisions made under
legislation adminis-
tered by the CRA and
the handling of service
complaints is timely
and consistent.

PA7

Assessment of Accounts Reporting ( Appeals Benefit
Returns and Receivable and Compliance Programs
Payment Returns
Processing Compliance
Expected Result Expected Result Expected Result Expected Result Expected Result

Benefit recipients
are provided
timely and
accurate eligibility
determinations
and payments,and
have access to
timely and
accurate
information.

Internal Services

Internal Services are groups of related activities and resources that are administered to
support the needs of programs and other corporate obligations of an organization.
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Organizational priorities

The CRA is responsible for administering, assessing, and collecting billions of dollars in taxes annually. We deliver tax
services and benefit programs that support the economic and social well-being of Canadians, including families and
children, low- and moderate income households, and persons with disabilities.

The CRA’s mandate sets out two strategic outcomes that summarize its contribution to Canadian society. The
achievement of these outcomes demonstrates that we are fulfilling our mandate from Parliament.

Taxpayers meet their obligations and Canada’s revenue base is protected.
Eligible families and individuals receive timely and correct benefit payments.

We are continually evolving our strategic direction and refining our vision to meet challenges within our changing
environment. We have increased our emphasis on mitigating risk factors which may impact our capacity to deliver
services to Canadians.

We have introduced five overarching strategic elements to guide our work over the planning period. Our tax and
benefit operational and management focus will be on building trust to promote compliance, strengthening
service to make compliance easier, making non-compliance more difficult, making it easier to receive the
right social benefits, and maintaining business sustainability.

The tables below links our priorities to the achievement of our strategic outcomes.

Priority status legend

Met: Our results met or exceeded our expectations.

Mostly Met: While the results met most of our expectations, some gaps exist.

Not Met: Significant gaps exist in results and most or key expectations were not met.

CRA operational priorities Type' Strategic outcome

Building trust to promote compliance Ongoing Taxpayers meet their obligations and
Canada’s revenue base is protected

Why is this a priority?

We continually seek to build on the trust and confidence of our stakeholders in the CRA. Our objective is to make sure that Canadians
have access to the information they need to voluntarily comply with Canada’s tax laws as well as impartial and timely review of
contested decisions. We work to build and maintain the trust and confidence of Canadians and our stakeholders through a range of
activities and by treating their personal information confidentially. Our tax system works best when individuals and businesses
believe that the CRA can be trusted to be fair, efficient, and impartial.

Status: Mostly Met

«  Strengthen outreach

»  Optimize service delivery channels

+ Enhance the administration of the Voluntary Disclosures Program
+  Resolve taxpayer disputes and service complaints

» Enhance the Charities program

1 Typeis defined as follows: Previously committed to—committed to in the first or second fiscal year before the subject year of the report;

Ongoing—committed to at least three fiscal years before the subject year of the report; and New—newly committed to in the reporting
year of the DPR.

CANADA REVENUE AGENCY
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CRA operational priorities Type' Strategic Outcome

Strengthening service to make Ongoing Taxpayers meet their obligations and
compliance easier Canada’s revenue base is protected

Why is this a priority?
We recognize the value of service in fostering compliance within a tax system that is based on self-assessment. We aim to make it

easier for Canadians to comply by strengthening service delivery channels and reviewing federal rules and regulations to reduce the
administrative costs of compliance.

Status: Met

+ Enhance our electronic services

+  Promote the take-up of electronic filing and electronic payments
«  Effectively manage business partnerships

CRA operational priorities Type' Strategic Outcome

Making non-compliance more difficult Ongoing Taxpayers meet their obligations and
Canada’s revenue base is protected

Why is this a priority?
Although instances of non-compliance are not frequent, they have a significant fiscal impact and erode the integrity of the tax and
benefit system. We must continue to apply innovative strategies to remove the remaining opportunities for non-compliance.

Non-compliance is the failure, for whatever reason, to register as required under the law, file returns on time, report complete and
accurate information to determine tax liability, and pay all amounts when due. It takes many forms, from errors and omissions to
deliberate tax evasion. We are constantly assessing non-compliance risks and taking steps to focus our resources on areas of highest
risk in order to make non-compliance more difficult. Ensuring compliance with Canada’s tax and benefit legislation is essential to
protecting Canada’s tax revenue.

Status: Met

+ Enhance strategies to manage payment non-compliance

+ Identify aggressive tax planning schemes more effectively

+ Identify non-compliance in the underground economy more effectively

+ Use enhanced risk assessment to identify non-compliance by employers and GST/HST registrants
» Implement an enhanced tobacco stamping regime

+  Enhance the administration of the SR&ED program

+  Use better risk assessment to detect and correct reporting non-compliance

+ Improve the detection and deterrence of non-compliance in our Charities program

CRA operational priorities Type' Strategic Outcome
Making it easier to receive the right social | Ongoing Eligible families and individuals receive
benefits timely and correct benefit payments

Why is this a priority?

The CRA supports the efforts of federal, provincial, and territorial governments by administering benefits to families, low- and
moderate-income households, and persons with disabilities. Our objective in administering benefits is to make sure that Canadians
have access to the benefits and credits to which they are entitled, and that related payments are timely and correct.

Status: Met

+  Strengthen service to benefit recipients

»  Support business growth and partnerships
+  Strengthen benefits delivery infrastructure
+  Ensure accurate payments

CANADA REVENUE AGENCY




CRA management priorities Type'

Strategic Outcomes

Maintaining business sustainability Ongoing

Taxpayers meet their obligations and
Canada’s revenue base is protected and
Eligible families and individuals receive
timely and correct benefit payments

Why is this a priority?
We must ensure that we have in place the modern and innovative management practices and sound infrastructure necessary to
maintain the sustainability of the high-quality tax, benefit, and related services we deliver on behalf of governments across Canada.

We invest resources each year to make sure that we can comply with the accountability requirements of financial and administrative
legislation, regulations, and government policies and directives, and to sustain and advance our core information technology (IT)
functions, which are critical to the delivery of all our programs. In addition, we use effective human resources practices that keep us
competitive in the labour market.

Status: Met

Plan for and acquire talent

Retain and mobilize talent

Develop talent

Bolster our IT infrastructure and solutions

Ensure secure management of protected taxpayer information
Manage business information

Reinforce accountability and oversight

Refine our strategic investment plan

Employ risk management consistently and systematically

CANADA REVENUE AGENCY
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Risk analysis

The Enterprise Risk Management program is designed to effectively manage risks through a systematic and
comprehensive approach that is methodically integrated into CRA’s decision-making, planning, and reporting
processes.

An update to Our Corporate Risk Inventory 2009 was completed in 2010. The 2010 edition of the Inventory was
developed by conducting interviews that provided a broad perspective on shifts in the internal and external
environments that drove changes to the risks presented in the 2009 Inventory. The conclusion drawn from these
interviews was that no significant changes to the enterprise risks have been identified that warrant additional action.
Consequently, we are continuing to implement strategies for already identified risks requiring mitigation.

During 2010-2011, we consulted with national and international organizations from the public and private sectors as
well as communities of expertise on leading practices. Based on our research findings, we adopted an improved
enterprise risk management cycle. This multi-year approach will eliminate cycle overlap and process fatigue, provide
a more horizontal outlook, and reduce inefficiencies while increasing the availability of more timely and relevant risk
information.

Through an updated methodology and approach, we began the development of our Corporate Risk Profile 2011. We
are using environmental scans, risk interviews and risk analysis to support risk responses and action plans. We have
increased the level of risk management training throughout the organization, while improving the efficiency and
content of our training programs. Additional work continues to develop a more agile and robust enterprise risk
management regime.

SUMMARY OF PERFORMANCE

2010-2011 Financial resources (thousands of dollars)

Planned spending Total authorities Actual spending

4,523,527 4,596,714 4,418,566

2010-2011 Human resources (Full-Time Equivalents)

Planned Actual Difference

39,493 40,174 (681)

CANADA REVENUE AGENCY




Strategic outcome

Performance indicators

Targets

2010-2011 performance

See individual program activity sections for
performance indicators related to each activity

See individual program activity sections for
targets related to their performance indicators

See individual program
activity sections

(thousands of dollars) 2009-2010 2010-2011 Alignment to
Actual Main Planned Total Actual Government of Canada
Program activity spending | estimates spending | authorities spending outcomes

Strategic outcome: Taxpayers meet their obligations and Canada’s revenue base is protected.

Taxpayer and business 531,371 735,259 737,413 565,844 551,883 | Government affairs

assistance (PA1)1

Assessment of returns and 690,835 601,180 601,629 718,608 683,036 = Government affairs

payment processing (PA2)?

Accounts receivable and returns 529,982 430,682 430,854 521,215 511,567 = Government affairs

compliance (PA3)

Reporting compliance (PA4) 1,092,367 930,771 963,013 1,094,533 | 1,071,359 | Government affairs

Appeals (PA5) 148,009 127,157 128,975 168,247 164,065 Government affairs

Strategic outcome: Eligible families and individuals receive timely and correct benefit payments.

Benefit programs (PA6)3 342,440 335,478 335,478 373,805 369,838 | Economic Affairs: Income
security and employment
for Canadians

The following program activity supports all strategic outcomes within this organization.

Internal services (PA7)* 1,068,803 1,312,654 1,322,917 1,150,865 | 1,064,087 | Government affairs

Strategic outcome: Taxpayers and benefit recipients receive an independent and impartial review of their service-related

complaints.
Taxpayers’ ombudsman (PA9) 2,741 3,248 3,248 3,595 2,730 | Government affairs
Total 4,406,548 4,476,430 4,523,527 4,596,714 4,418,566
Less:
Non-Tax Revenues
Respendable Revenue - Pursuant to
Section 60 of the
Canada Revenue Act 213,920 226,894 226,894 245,118 245,118
Non-Respendable Revenue 55,676 N/A 58,286 N/A 59,670
Plus:
Cost of services received without 269,188 N/A 273,172 N/A 261,489
charge
Net Cost of Agency 4,406,140 N/A 4,511,519 N/A 4,375,267

' Includes the Softwood Lumber statutory disbursements ($205.5 million in 2009-2010 and $220.7 million in 2010-2011).

($148.4 million in 2009-2010 and $142.2 million in 2010-2011).

3 Includes a) Relief for Heating Expenses (program announced in 2000) ($500.0 thousand in 2009-2010 and $4.0 thousand in 2010-2011);
b) Energy Costs Assistance Measures expenses (program announced in the Fall of 2005) ($21.2 thousand in 2009-2010 and $4.7 thousand in
2010-2011); and c) Statutory Children’s Special Allowance payments ($215.3 million in 2009-2010 and $222.4 million in 2010-2011).

attributed to all other program activities.

CANADA REVENUE AGENCY
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EXPENDITURE PROFILE

Canada’s Economic Action Plan

In 2010-2011, the CRA was provided with $9.6 million in action plan funding to administer the Home Renovation Tax
Credit and First-Time Home Buyers Tax Credit. Additional monies were also provided for late filing and incorrect
format penalties and for the simplification of GST/HST for the direct selling industry. These supplementary funds
enabled the CRA to augment its capacity to deal satisfactorily with the increased information requirements presented

by these initiatives.

2010-2011
(in millions of dollars)
Home Renovation Tax Credit 6.0
First-Time Home Buyers Tax Credit 0.8
Late Filing and Incorrect Format Penalties 2.6
Simplification of GST/HST for Direct Selling Industry 0.2
Total (includes employee benefit plans) 9.6

Figure1 Spending Trends

4,750 7
4,500 -
. 42507
é 4,000 -
E 3,750 -
3,500 -
3,250
3,000 : : : : .
2006-2007 2007-2008 2008-2009 2009-2010 2010-2011
Fiscal Year
Main Estimates —#— Planned Spending Total Authorities —— Actual Spending
2006-2007 2007-2008 ‘ 2008-2009 ‘ 2009-2010 2010-2011
(in millions)
Main Estimates 3,228 3,380 3,737 4,388 4,476
Planned Spending 3,222 3,480 3,875 4,388 4,524
Total Authorities 3,626 4,560 4,371 4,586 4,597
Actual Spending 3,405 4,423 4,199 4,407 4,419

For the period 2006-2007 to 2010-2011, total spending amounts include all Parliamentary appropriations and revenue
sources: Main Estimates, Supplementary Estimates, funding associated with the increased personnel costs of collective
agreements, maternity allowances and severance payments, as well as funding to implement Federal Budget initiatives
and the Agency’s carryforward adjustments from the prior year. It also includes spending of revenues received through
the conduct of CRA’s operations pursuant to Section 60 of the Canada Revenue Agency Act, Children’s Special
Allowance payments, payments to private collection agencies pursuant to Section 17.1 of the Financial
Administration Act and disbursements to the provinces under the Softwood Lumber Products Export Charge Act, 2000.

CANADA REVENUE AGENCY




Since 2006-2007 the Canada Revenue Agency’s reference levels have changed primarily as a result of: collective
agreements/contract awards; policy and operational initiatives arising from various Federal Budgets and Economic
Statements; transfers from the Department of Public Works and Government Services Canada for accommodations and
real property services; the Softwood Lumber Agreement; and the commencement of responsibilities related to the
administration of corporate tax in Ontario and the harmonization of sales tax in Ontario and British Columbia. Over
the same period, there have also been a number of decreases as a result of various government-wide budget reduction

exercises.

Expenditures pursuant to the Agency’s Statutory Authorities have fluctuated over the course of the 2006-2007 to
2010-2011 period as a result of: adjustments to the Children’s Special Allowance payments for eligible children in the
care of specialized institutions; adjustments to the rates for the contributions to employee benefit plans; increases to
the spending of revenues received through the conduct of operations pursuant to Section 60 of the Canada Revenue
Agency Act; the introduction from 2007-2008 to 2009-2010 of payments to private collection agencies pursuant to
Section 17.1 of the Financial Administration Act; and finally, the introduction in 2006, and annual adjustments to,
disbursements to the provinces under the Softwood Lumber Products Export Charge Act, 2000.

In 2010-2011, of the $4,596.7 million total authority, CRA’s actual spending totalled $4,418.5 million resulting in
$178.2 million remaining unexpended at year-end. After deducting unused resources to be returned to the Treasury
Board related to advertising campaigns, the remaining $178.0 million is available for use by the Agency in 2011-2012.
This amount represents 3.9% of the total authority.

CANADA REVENUE AGENCY
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Authorities approved After Main Estimates

The following table details the additional authorities approved for the Agency after the tabling in Parliament of Main

Estimates and reconciles with the Total Authorities shown on page 12.

(in thousands of dollars)

2010-2011 Main Estimates 4,476,430
Collective bargaining and salary contract increases 44,423
Financial Interoperability and Stewardship Initiative in support of the Corporate Administrative Systems 2,268
Employment Insurance - Extending Special Benefits to the Self Employed 406
Planned Spending (as reported in the Report on Plans and Priorities) 4,523,527
Carryforward from 2009-2010 150,326
Severance Pay, Parental Benefits and Vacation Credits 82,458
Implementation of Harmonized Sales Tax for Ontario and British Columbia and the Affordable Living Tax Credit for 57,788
Nova Scotia

Respendable Revenue adjustment primarily for information technology services provided to Canada Border 18,224
Services Agency

Implementation of various tax measures announced in the 2010 Federal Budget 15,000
Government advertising programs 8,170
Court Awards 3,840
Crown Assets Disposals 196
Payments under the Energy Costs Assistance Measures Act 5
Modification to the original estimate of disbursements to provinces under the Softwood Lumber Products Export (279,000)
Charge Act

Delays in proposed amendments to the Income Tax Act related to Foreign Investment Entities and Non-Resident (24,343)
Trusts

Transfer to Public Works and Government Services Canada to adjust charges related to accommodation and real (14,099)
property services

Impact of 2009 and 2010 Budget on various Collective Agreements (4,598)
Reduction in the budget of the Office of the Minister (282)
Transfer to Treasury Board Secretariat to support the National Managers’ Community (200)
Year-end adjustments to statutory authorities:

« Employee Benefit Plan contributions 41,520
+ Disbursements to provinces under the Softwood Lumber Products Export Charge Act, 2006 20,735
+  Children’s Special Allowance payments (2,562)
Other minor adjustments 9
Total Authorities at year-end 4,596,714

Note: Numbers may not add due to rounding.

ESTIMATES BY VOTE

For information on our organizational votes and/or statutory expenditures, please see the 2010-11 Public Accounts of

Canada (Volume II) publication. An electronic version of the Public Accounts is available at
http://www.tpsgc-pwgsc.gc.ca/recgen/txt/72-eng.html.
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SECTION |1:

ANALYSIS OF PROGRAM ACTIVITIES BY STRATEGIC OUTCOME —
TAXPAYER AND BUSINESS ASSISTANCE (PA1)

STRATEGIC OUTCOME

i . , 40% 36%
Taxpayers meet their obligations and Canada’s revenue base is protected.

PROGRAM ACTIVITY DESCRIPTION

Assisting taxpayers and businesses in meeting their obligations under the 1%

L . 6% 205 15%
self-assessment system through the provision of accurate and timely responses to 2%
. .. . . . . . Total Spending: $552 million
their enquiries; information products through various media such as, Website,

pamphlets and brochures; targeted outreach activities and services; income and Ezﬁvl:l:‘:ssigg'\'/fl‘fmmaﬂon
commodity tax rulings and interpretations; Canada Pension Plan and Employment B Rulings and Interpretations $81M
Insurance Act eligibility determinations; services relating to the registration of M Registered Plans $13M
pension and other deferred income plans; and services relating to the registration W Charities 333M

M Legislative Policy $6M
Statutory disbursements related
to Canada/US Softwood Lumber

of charities.

Expected results Agreement $221M
Taxpayers, businesses and registrants have access to timely and accurate tax o eting

information products and services

Non-compliance with applicable legislation by organizations and businesses
administering and/or producing registered plans, charities, and excise dutiable
products is detected and addressed

2010-2011 Financial resources 2010-2011 Human resources
(in thousands of dollars) (Full-Time Equivalents)
Planned spending . Total authorities . Actual spending . Planned . Actual . Difference
737,413 565,844 551,883 4,178 4,208 (30)

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Building trust to promote compliance
STRENGTHEN OUTREACH

Our outreach programs and communications activities promote compliance by providing information and tools to
reach our diverse audiences through a variety of formats and venues. During 2010-2011, our continued use of
technology allowed us to connect with wider audiences efficiently and cost effectively, including those who live in
remote locations. For example, we provided 6 distinct outreach groups with 48 video conferencing sessions. We
delivered outreach sessions to a total of 28 distinct target groups such as small and medium enterprises, individual
taxpayers, youth, newcomers to Canada, seniors, volunteers, people with disabilities, and Aboriginal communities.

CANADA REVENUE AGENCY
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In 2010-2011, work continued on furthering our outreach strategy. We developed an inventory of existing outreach
products, gap analysis and recommendations. Based on these recommendations, work will continue to strengthen
outreach. We also developed integrated outreach plans for taxpayer segments and responsible citizenship messaging.

A prime focus during 2010-2011 was the advent of the harmonized tax regimes in Ontario and British Columbia, which
required targeted communications strategies and products to create awareness. A proactive multi-media approach was
used to educate businesses. Interactive on-line seminars (webinars) were conducted. In addition, a series of short
videos were produced and made available on the CRA Web site which provided information on various HST topics.
Our communication and outreach activities are most often used to inform and assist individuals and businesses with
ongoing programs and issues.

OPTIMIZE SERVICE DELIVERY CHANNELS

Individuals and businesses often require information and services specific to their situations. Providing information
alone is not sufficient to support the needs of Canadians. We strive to ensure that taxpayers can rely on our agent-
assisted services including specialized 1-800 telephone numbers, technological interactive services such as Smartlinks,
and in-person appointments to meet their information needs. Comprehensive automated telephone response systems
provide service 24 hours a day, seven days a week. During regular business hours, we route calls among call centres
as demand increases or decreases. This makes the most effective use of our resources, reduces costs, and provides
extended hours of service for Canadians.

In 2010-2011, we met our caller accessibility targets of 90% for general and business enquires, despite a more than
7% increase in call demand on the business lines. This increase was largely due to enquiries related to the
implementation of the Harmonized Sales Tax in Ontario and British Columbia as well as changes in mandatory
electronic filing for GST/HST registrants. We also exceeded the 90% caller accessibility target for answering tier 1

charities enquiries.

We also work hard to ensure that the information we provide to taxpayers through our enquiries services is accurate.
We make sure that agents have access to up-to-date training and online reference materials, including a newly
developed service excellence training product, and use quality assurance techniques that provide ongoing, prompt
feedback to our individual and business enquiries agents. This helps our agents to provide technically accurate
responses to taxpayers’ questions.

We provide an array of user-friendly electronic services that help individuals and businesses to pay their taxes. Over
the past year we made improvements to My Account based on our analysis of client needs. While electronic services
can generate efficiencies for the CRA, they may also create a need to provide support and assistance to those who
wish to take advantage of them. For instance, calls to the e-Services Helpdesk increased almost 15% over the previous
year. Many of the calls were enquiries about the introduction of mandatory electronic filing for GST/HST registrants
that came into effect on July 1, 2010. The introduction of the Credential Management System, which replaced the
Government of Canada epass process for CRA services also contributed to the increase.

ENHANCE THE CHARITIES PROGRAM

In 2010-2011, we continued to provide timely telephone and written responses to the charitable sector through our
registration application processes, our call centers, and our written enquiries process. We offered 75 Charities
Information Sessions to registered charities across Canada, with 96% of participants indicating they were satisfied or
very satisfied with the sessions. We also delivered 17 webinars (a limited interactive environment in which dialogue
can occur between participants and CRA representatives) to 2,164 individuals. When surveyed, 91% of participants
indicated that they were satisfied or very satisfied.

We also enhanced the functionality of the Charities and Giving Web site by updating search tips, download
instructions, links to definitions, and providing the latest available web and e-mail addresses of registered charities.
There were over 1,700,000 visits to the Charities and Giving Web site, an increase of 14% over 2009-2010.
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Making non-compliance more difficult
IMPLEMENT AN ENHANCED TOBACCO STAMPING REGIME

In 2010, Parliament passed legislative changes to implement a new tobacco stamping regime in Canada. The CRA
responded immediately by developing the necessary framework of policies and procedures to manage the new
tobacco stamping program. To ensure successful implementation, the CRA consulted regularly with stakeholders,
including industry members. A detailed communication strategy was also developed that included industry outreach.

All implementation deadlines were met. We consider the successful execution of this initiative to be a very significant
achievement.

IMPROVE THE DETECTION AND DETERRENCE OF NON-COMPLIANCE IN OUR CHARITIES PROGRAM

Registered charities in Canada are tax-exempt and can issue charitable donation receipts to donors. To maintain these
privileges, registered charities must operate within the parameters of the Income Tax Act. In cases of serious
non-compliance, contraventions can result in the revocation of the registered charitable status of the organizations
involved. The overall level of compliance by registered charities with the requirements of the Income Tax Act is
determined based on an analysis of the results of random audits conducted annually. For the past three years, audit
results show that the overall level of compliance has been stable and confirm that the vast majority of registered
charities are complying with legal requirements. While some charities required education on mostly minor compliance
issues, very few serious issues of non-compliance were noted. For the third consecutive year, less than 4% of random
audits resulted in a revocation action against a charity. In 2009 (last year of complete data), 99% of registered charities
filed an annual information return. 61% of registered charities filed within the required six months of fiscal year end,
with the remaining 38% having been filed late. Based on returns filed to date, we anticipate a similar filing rate

for 2010.

CONTINUE IMPLEMENTING A RISK-BASED APPROACH TO REGISTERED PLANS

In 2010-2011, we delivered outreach sessions on registered plans in Toronto, Montreal and Vancouver. We also
published several bulletins and a guide to assist our clients in the administration of deferred income plans.

We continued our work on our registered plans compliance strategy. Once implemented, this strategy will enhance
the risk-based approach to registered plans by providing accurate data for risk assessment. The strategy itself is
currently in development. In the meantime, we continued to use a risk-based approach in registering pension plans,
resulting in the inventory dropping below 10,000, representing an improvement on recent years.

ENHANCE THE TAX-FREE SAVINGS ACCOUNT PROGRAM

The response to the TFSA has been overwhelmingly positive. At the end of 2009, there were approximately 4.8 million
TFSA holders. That number rose to 6.7 million by the end of 2010. Given the program’s popularity, we anticipate
continued and considerable growth in the number of holders in future years. To accommodate the increase, and to
ensure timely updating of TFSA records, we are exploring ways to streamline our processing routines.
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As part of the administration of the program, the CRA reviews information received from financial institutions and
TFSA issuers to identify individuals who may have over-contributed. The results of these reviews showed that a small
minority of Canadians, around 1.5% of all TFSA holders, did not fully understand the rules. We responded to this by:

e conducting public opinion research;
e improving the information on the CRA Web site; and,

e conducting Outreach with the financial industry.

In the second year of the program we saw a slight decrease, to 1.4%, in the proportion of TFSA holders who made
excess TFSA contributions.

We continue to work to increase awareness of TFSA guidelines among Canadians and financial institutions. We will
do so by continuing to update TFSA web pages, issue relevant Tax Tips, write community newspaper articles, and
deliver webinars to financial institutions.

LESSONS LEARNED

What worked well: We improved the quality of our services to taxpayers by making them more timely, accessible, and
easier to use. We maintained our high caller accessibility levels on all of our enquiries lines. Following the passage of
legislation in the Parliament, we successfully implemented an enhanced tobacco stamping regime to aid in the
detection of counterfeit products. We enhanced the functionality of the Charities and Giving Web site.

What could be improved: We must further pursue opportunities to enhance our service offerings to meet the evolving
information needs to taxpayers, make sure that individuals and businesses are better able to navigate and understand
an often-complex tax system, and be responsive and adaptive to emerging business practices and economic
developments.
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Performance report card

Current 2006- 2007- 2008- 2009- 2010-
Our Indicators Target 2007 2008 2009 2010 2011 Rating
General calls answered within two minutes of entering 80% 82% 83% 82.4% 80.9% 81.8% v
the agent queue
Business calls answered within two minutes of 80% 81% 81.7% 86.8% 86% 84.1% v
entering the agent queue
Charities calls answered within two minutes of 80% 88% 89.9% 86.9% 89.9% 85.5% v
entering the queue
Respond to written requests for GST/HST rulings and 80% 87%' 89.4% 92.8% 94.1% | 46.5%2 %
interpretations within 45 working days of receipt of
request
Average number of days to issue an income tax 90 days 105days | 89 days | 91 days | 89days 87 v
technical interpretation to taxpayers (avg) days
Average number of days to issue an advance income 60 days 94 days | 101days | 104days | 98days | 102days x
tax ruling to taxpayers (avg)
Percentage of CPP/EI rulings issued within targeted 85% 84% 93% 91.3% 88% 86.1% v
time frames
Percentage of responses to simple applications for 80% N/A 42% 58.1% 81.9% 87.5% v
charitable registration within targeted time frames
(2 months)
Percentage of responses to regular applications for 80% N/A 53.7% 22% 79.8% 96.2% v
charitable registration within targeted time frames
(6 months)
Percentage of registered pension plans applications 85% 96.6% 93.9% 92.2% 86.5% 94.4% v
reviewed within established time frames
Percentage of accurately updated internal reference 100% N/A N/A 100% 100% 100% v
materials for taxpayer services and charities agents
Percentage of general callers who reach our 90% 83% 84% 92% 91% 91% v
telephone service?
Percentage of business callers who reach our 90% 86% 79% 94% 93% 92% v
telephone service?
Percentage of excise regulatory reviews completed 90% N/A 98% 91% 92.3% 98% v
compared to planned
Percentage of excise audits completed compared to 90% N/A 100% 96% 109.1% 100% v
planned
Percentage of registered plan audits completed 100% N/A N/A 96% 101% 128% v
compared to planned
Percentage of registered charities audits completed 100% N/A N/A 100% 89% 89% X

compared to planned

1
2

For more information on this result, please visit: http://www.cra-arc.gc.ca/gncy/nnnl/menu-eng.html

3

The caller accessibility targets for general and business callers were raised from 80% in 2008-2009.

This became a service standard in 2006-2007. Prior year results reflect performance against an internal target.

v Met M Mostly met X

Not met

n/a

Not available

N/A

Not applicable

For supplementary information on this program activity, please visit:

Www.cra.gc.ca/annualreport
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ASSESSMENT OF RETURNS AND PAYMENT PROCESSING (PA2)

STRATEGIC OUTCOME

Taxpayers meet their obligations and Canada’s revenue base is protected.

21%

45%

PROGRAM ACTIVITY DESCRIPTION

. . . . P . 34%
Processing and validating taxpayer returns for both individuals and businesses ’

through initial assessment, validation, accounting, and adjustments; registering Total Spending: $683 million
businesses for the Business Number, establishing, and maintaining accounts; and Individual Returns
Processing $307M

M Business Returns
Processing $234M

Expected results M GST Administration in
Individuals, businesses and registrants are provided timely and accurate tax Quebec 5142M
. . . . * Percentages may not add
assessment notices and tax payment processing, while targeted reviews detect and up 0 100% due to rounding
address non-compliance by individuals with applicable tax laws

receiving payments.

2010-2011 Financial resources 2010-2011 Human resources
(in thousands of dollars) (Full-Time Equivalents)
Planned spending Total authorities Actual spending Planned Actual Difference
601,629 718,608 683,036 6,527 6,738 (211)

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Strengthening service to make compliance easier
ENHANCE OUR ELECTRONIC SERVICES

We added features to My Business Account this past year to encourage businesses to perform certain transactions. One
of the key new features has made it easier to transfer payments within a program account and between program
accounts of the same nine digit business number, to make adjustments to GST/HST returns, and to make online
requests for certain financial transactions. We also added an instalment payment calculator to our Web site in
2010-2011 to make it easier for businesses to calculate their instalments for corporation and GST/HST accounts.
Enhancements have been made to our Payroll Deductions Online Calculator, as well, to calculate payroll deductions
more easily. The improvements include enhancements to screen displays, organization of tools, and information
access. For GST/HST NETFILE, features were added so that registrants can now also file their Public Service Bodies’
Rebate at the same time as they electronically file their GST/HST Return.

A new option added to our Web site in 2010-2011 helps employers ensure that enough Canada Pension Plan
contributions and Employment Insurance premiums have been withheld for full year employees. The growing
number of log-ins to this Web page provides evidence that businesses see the benefits of using this online service.

We witnessed a 2.5% increase in self-service transactions by individual and business taxpayers, benefit recipients and/
or their representatives from a year ago. This places us firmly on track to attain our objective of a 5% increase by 2012,
The public appetite for online services has been increasing with electronic filing rates for individuals and businesses
continuing to trend upwards. Our Quick Access online option continues to be a popular choice for taxpayers, as it
provides information on their taxes and benefits, such as tax return status, RRSP deduction limit, TFSA contribution
room, and the status of benefit payments. We have added even more services for TFSA administrators, their agents,
or representatives, by including TFSA payment and a related search facility. We also increased the capacity for
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taxpayers requiring assistance to connect directly with enquiries agents from the My Business Account profile through
the addition of Smartlinks.

In 2010-2011, we introduced important new measures to increase security. As one example, we implemented our own
credential management service. These measures have lowered the overall cost, allowing the CRA to offer a broader
suite of secure electronic services.

PROMOTE THE TAKE-UP OF ELECTRONIC FILING AND ELECTRONIC PAYMENTS

The timely and accurate processing of returns is another way to encourage voluntary compliance. We met our external
service standards this past year for processing T1 individual returns in both paper and electronic formats, confirming
that we provided timely service to Canadians. In addition, we met our internal processing target by processing 100%
of the individual returns that were filed on time by mid-June 2010.

Despite the recent introduction of HST in Ontario and British Columbia, which significantly impacted the complexity
of the GST/HST return and review process, we were able to process 90.3% of GST/HST returns within 30 days.
Although we did not meet our 95% target, we are working to introduce additional efficiencies that will accelerate our
processing times.

Our My Payment service lets individuals and businesses make payments electronically through a secure link with
participating Canadian financial institutions that offer the Interac® Online payment service. We promoted the use of
My Payment during 2010-2011 through outreach and promotional activities including news releases and other CRA
announcements, mail-outs and conferences.

Our T1 Quality Evaluation Program reviews initial assessments of individual tax and benefit returns. It is our primary
tool to determine the accuracy of individual returns assessed. Our results for 2010-2011 show that processing errors
with an impact on a taxpayer’s refund or balance due was 1.17%. This compares with 0.96% the previous year. From
2000 through 2010, the amounts per error averaged $252.00.

EFFECTIVELY MANAGE BUSINESS PARTNERSHIPS

We expanded the use of the Business Number (BN) this past year as a common client identifier for businesses to
securely and efficiently interact with various levels of government. In December, 2010, the CRA and the Province of
Saskatchewan signed a letter of intent to adopt the BN for their Corporate Registry in April, 2012. The wider use of
the BN will reduce the administrative burden for both businesses and the CRA.

In July 2010, the CRA implemented the harmonized sales tax (HST) in Ontario and British Columbia.? Harmonization
involved a significant number of system enhancements and changes to CRA programs and activities.

A multi-media campaign to educate businesses and create public awareness was rolled out. It included interactive
online seminars, short video presentations, in-person information sessions, and the distribution of over 1.1 million
HST information sheets. Videos providing information on topics such as HST transitional rules, electronic filing,
housing rebates, and forms for both businesses and consumers were posted on the CRA Web site and YouTube. Filing
information was provided in several formats including inserts sent with GST/HST returns and webcasts on filing
electronically using GST/HST NETFILE and how to identify the changes to GST/HST Rebates.

2. On August 26, 2011 the province of British Columbia announced that it will return to the provincial sales tax. The transition period is
expected to take a minimum of 18 months. During this process, the CRA will continue to administer the HST in British Columbia.
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Making non-compliance more difficult
OPTIMIZE PROGRAM EFFICIENCY AND THE ACCURATE ASSESSMENT OF TAX OWED

The CRA strives to be fair in all aspects of its activities as this is crucial to sustaining taxpayers’ trust. When we find
errors on tax returns, we correct them, if possible. While some errors result in additional tax owing, others mean
taxpayers pay more tax than required. As part of our processing review, we compare an individual’s return to third-
party information to identify areas where the taxpayer may have under-claimed credits. We adjust these returns to
allow amounts the taxpayer is entitled to and, if applicable, issue a refund. In 2010-2011, we identified and corrected
over 341,000 individual returns, resulting in an average beneficial adjustment of $284 per return.

ENHANCE OUR ABILITY TO DETECT AND ADDRESS NON-COMPLIANCE

Individuals

In 2010-2011, we estimated that 17.6% of claims or deductions made by individuals on key tax credits and deductions
not subject to third-party reporting were non-compliant, meaning they were disallowed following a review. The
increase may be attributed, among other factors, to the change in deductions and credits that were reviewed in each

program year.

One of our pre-assessment review programs is the Confidence Validity Program. Through this program, various
deductions and credits on returns are reviewed and corrected before a notice of assessment is issued. During
2010-2011, we identified an average of $472 of additional tax assessed per review, for a total of almost $162 million
in additional taxes assessed. This represents a decrease of 5% over the previous year.

Our Processing Review Program selects files for review after the assessment notice (and any refunds) have been
issued. The program promotes compliance and help to maintain confidence in the fairness of our programs through
increased education, effective risk-scoring systems, and a balanced approach to our file selection process. In
2010-2011, this program identified and assessed almost $232 million in additional taxes, an increase of 15% over the
previous year.

Our T1 Matching Program compares information on an individual’s tax return with information provided by
third-party sources, such as employers or financial institutions. In 2010-2011, this program identified and addressed
additional tax assessments of almost $600 million.

The objective of the three programs is not simply to assess dollar values but also to educate taxpayers by identifying
common areas of misunderstanding. We also gauge the effectiveness of our targeted reviews, through looking at the
value of additional tax dollars assessed by targeted reviews compared with random reviews. Over the 2007-2008 to
2010-2011 period, for the Processing Review Program, our targeted reviews were approximately three times as
effective as random reviews. Because the volume of each deduction and credit examined change according to our
annual review strategies, in addition to new claims being added or dropped, the average dollars recovered, and the
ratio of targeted to random, vary each year.

In 2009-2010, we launched our Corporate Assessing Review Program (CARP). The main objective of the program is to
validate the accuracy of our assessments by ensuring that corporations file accurate and complete information on their
T2 Tax Returns and that reported amounts are consistent with applicable tax legislation. In 2010-2011, CARP reviewed
more than 48,000 corporation returns generating assessments totalling more than $45 million dollars in additional
federal and provincial tax. During this past year, we embarked on a number of reviews to ensure that tax reserves,
pool balances, and tax credits were accurately represented based on businesses’ past and present reporting. Through
this work, we detected and reduced overstated pool balances by $43 million. These are amounts that would have
been available to corporations to reduce future tax payable.
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LESSONS LEARNED

What worked well: We expanded our electronic service options to make it easier for taxpayers to interact with us. We

introduced new online security measures to protect taxpayer information, allowing us to offer a broader suite of

secure services. We processed individual and business tax and information returns and payments accurately and on

time. We carried out pre-assessment and post-assessment activities to detect and address instances of non-compliance.

What could be improved: Our programs are directly impacted by evolving government priorities, budget

announcements and economic updates. We must make sure that we are well positioned to maintain effective delivery

of our programs under all circumstances. We must also work to sustain this capacity in the longer-term.

Performance Report Card

Current 2006- 2007- 2008- 2009- 2010-
Our Indicators Target 2007 2008 2009 2010 2011 Rating
Service Standards’
Processing T1 individual income tax returns 100% 39 4.1 weeks | 4.0 weeks | 4.3 weeks | 3.9 weeks v
(paper): in an average of 4-6 weeks weeks
Processing T1 individual income tax returns 100% 1.6 1.7 1.6 weeks | 1.6 weeks | 1.7 weeks v
(electronic): within an average of 2 weeks 2 weeks weeks
Percentage of GST/HSTreturns processed 95% 98.5% 91.9% 97.3%3 n/a* 90.3% M
within 30 days
Processing T2 corporation income tax returns 90% N/A 92% 90.8% 92.8% 94.5% v
within 60 days
Processing Excise Tax, Excise Duty, and Air 95% 98.1% 98.2% 99% 97% 97.6% v
Travellers Security Charge returns within 90 days
Performance Standards
Percentage of funds from non-electronic 96% 95.9% 93.9% 95.2% 96.6% 97.4% v
payments deposited within 24 hours of receipt
T1 returns received on time processed by 98% 99.7% 99.8% 99.9% 99.7% 100% v
mid-June
Electronic Processing Take-Up
Percentage of individuals who file electronically Upward 50.6% 53.5% 55.8% 57.9% 60.3% v
trend
Percentage of corporations that file electronically Upward 14.0% 18.0% 21.5% 28.5% 46.8% v
trend
Percentage of GST/HST returns filed electronically Upward n/a n/a n/a 25% 41.3% v
trend
Percentage of T1 returns assessed accurately 98% 98.9% 99.1% 98.9% 99% 98.8% v
Taxpayer-requested adjustments are reassessed 96% 97.4% 96.6% 97.0% 96.1% 96.1% v
accurately

T See www.cra.gc.ca/annualreport for breakdown of indicators, targets, and overall results against external service standards.

Represents the average number of weeks.
The service standard was changed from 21 to 30 days to align with a legislative change.

N woN

Substantiated results are not available for 2009-2010. Revised data capture method began in June 2010.

v Met M Mostly met X  Notmet n/a  Notavailable N/A  Notapplicable

For supplementary information on this program activity, please visit:
Www.cra.gc.ca/annualreport
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ACCOUNTS RECEIVABLE AND RETURNS COMPLIANCE (PA3)

STRATEGIC OUTCOME

. o , . 14%
Taxpayers meet their obligations and Canada’s revenue base is protected. p

PROGRAM ACTIVITY DESCRIPTION 21%

Identifying and addressing non-compliance with the registration, filing, and 61%
remittance requirements of the Acts administered by the Canada Revenue Agency 4%

and managing the level of debt. These are achieved through the collection of Total Spending: $512 million
accounts receivable and the development, implementation, and maintenance of Accounts Receivable -

. .. . . . s Tax Collections $311M

national systems, policies, and guidelines. This framework facilitates and enforces
. . X . . . . Il Accounts Receivable -

compliance with the requirements for the filing, reporting, withholding, and Government Programs $22M

payment of individual and corporate tax returns, employer source deductions, B Trust Accounts -

. . . Compliance $105M

Goods and Services Tax/Harmonized Sales Tax, and other levies, as well as
. . L B Non Filer/ Non Registrant

delinquent non-tax account receivables administered on behalf of other Compliance $74M

government departments and agencies. * Percentages may not add
up to 100% due to rounding

Expected results

Non-compliance by individuals, businesses, and registrants with the filing,
registration, and remitting requirements of applicable tax laws is detected and
addressed to protect Canada’s revenue base

2010-2011 Financial resources 2010-2011 Human resources
(in thousands of dollars) (Full-Time Equivalents)
Planned spending Total authorities Actual spending Planned Actual Difference
430,854 521,215 511,567 7,259 7,442 (183)

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Making non-compliance more difficult
ENHANCE STRATEGIES TO MANAGE PAYMENT NON-COMPLIANCE

Once an assessment is completed through self-assessment, or re-assessed through our subsequent verification actions,
taxpayers must remit any amounts due. We use various means to collect the amounts that are owed to the
Government of Canada in order to protect Canada’s revenue base.

Almost all reported taxes are paid on time by individuals and businesses. In cases where monies owed are not paid
when they become due, we pursue taxpayers using a range of collection and enforcement actions. To do so, we use
a risk-based approach to identify the right compliance response for debtors, ranging from helping individuals further
understand their obligations, to undertaking swifter and firmer responses with those whose history demonstrates a
need for such action. The CRA manages the federal government’s largest debt collection service, collecting debt
arising from taxes, related interest, and penalties owed to the Government of Canada. A recent international
benchmarking study showed the CRA has the second lowest cost to collect a dollar of debt among the ten
participating tax jurisdictions for the period studied.

In 2010-2011, almost $388 billion in taxes and duties were processed by the Agency. Of this amount, more than 97%
was received within the current fiscal year. This situation has been stable over the past four years and is indicative of
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our receivables being well managed. The international benchmarking study referenced earlier noted that the CRA
ranked first among the ten participating tax jurisdictions, for the period studied, in the collection of debt as a
percentage of its revenue.

In 2010-2011, our collections area continued to identify efficiencies and strategies related to current workloads as well
as new business. As one example, our Debt Management Call Centre started handling another revenue line,
deductions from employee salaries remitted by employers. This allows collectors at our Tax Services Offices to focus
on more complex cases for these types of accounts. In preparation for the amalgamation of our national and regional
pools into one national inventory, we centralized certain accounts, creating Centres of Expertise for these particular
workloads. This past year, collections work related to the Harmonized Sales Tax (HST) on behalf of British Columbia
and Ontario was initiated. This work has led us to examine our current practices for collecting GST and has resulted
in an enhanced focus on improved workload management practices and increased the use of risk management, since
it is anticipated that the introduction of HST will have an impact on the level of tax debt in this revenue line.

Managing tax debt poses a significant challenge since levels of indebtedness are strongly influenced by our external
environment. According to the OECD’s 2010 Comparative Information Series report, tax debt is a growing problem for
the majority of OECD countries. We have implemented strategies to address this issue, including our Payment
Compliance Action Plan, which addresses the underlying cause of payment non-compliance at the behavioural level.
Nonetheless, we anticipate that the level of tax debt will continue to grow over the short to medium term.

At the end of the 2010-2011 fiscal year, our total tax debt inventory rose to about $27.4 billion, an increase of
$2.4 billion over the prior period. This debt includes accounts for which a pending resolution has been reached (for
example, the taxpayer has agreed to pay the debt over a specified time) but the debt has not yet been paid in full.

Early determination of our ability to collect debt facilitates both timely and efficient debt collection, since the longer
the debt exists, the harder and more expensive it is likely to be to collect. For this reason, during 2010-2011, we
continued to rely on our Debt Management Call Centre (DMCC), which addresses high volume routine, low-risk, tax
debt at minimal cost within a specified period of time. The DMCC allows our Tax Services Office (TSO) agents to focus
on addressing more complex, higher-risk accounts that involve the use of escalating collection measures, including
legal and enforcement actions, to deal with non-compliant taxpayers.

Our automated strategies, including our Debt Management Call Centres and our Tax Services Offices addressed a total
of $34.1 billion of tax during 2010-2011. When compared to results from the previous year, this total represents an
increase of 15.2%. Included in this result are amounts totalling $2 billion that were deemed to be uncollectible and
have consequently been written-off. A recent international benchmarking study discussed the prevailing practices of
other tax jurisdictions. The study noted that the CRA maintained, for the period studied, the lowest percentage of
write-off to total tax revenue among the ten participants. In addition, it is important to note that this is an essential
administrative function that is key to maintaining a healthy accounts receivable portfolio. The process is governed by
both the Financial and Administration Act and the Bankruptcy and Insolvency Act, whereby accounts must meet
prescribed criteria before being subject to write-off.

Timely resolution of debt facilitates our collection efforts. To assess our performance in addressing tax debt on a
timely basis, we expect to resolve at least 60% of the TSO intake of new debt in the year of intake. In 2010-2011, we
achieved 64.4%, exceeding our target.

The $17.7 billion tax debt we resolved in our TSOs represents 93.1% of the dollar value of the intake of new debt in
the past year. This exceeded our target of 90%, indicating that we are successfully managing the higher risk inventory
addressed by our TSOs.

The proportion of the age segments of our debt inventory has remained relatively stable over the last five years. This
trend confirms that we are managing all segments of the tax debt portfolio in a consistent manner. The international
benchmarking study referred to earlier also ranked the CRA second out of the ten participating tax jurisdictions with
respect to debt aged less than one year for the period studied.
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At the end of 2010-2011, debt over five years old represented 16.9% of the inventory. In absolute terms, the dollar
value of inventory greater than five years old at the end of 2010-2011 was $3.4 billion, which represents an increase
of approximately $500 million from the previous year, but remains within our targeted threshold of $3.5 billion.

STRENGTHENING SERVICE TO MAKE COMPLIANCE EASIER

Enhancements have been made to our Payroll Deductions Online Calculator, as well, to calculate payroll deductions
more easily. The improvements include enhancements to screen displays, organization of tools, and information
access.

REPORTING NON-COMPLIANCE

Our employer withholding and GST/HST examination activities enforce employers’ and taxpayers’ obligations to
withhold, report, and remit source deductions, taxable benefits, and GST/HST. To increase and encourage
compliance, we use a balanced approach to identify and address non-compliance through the use of education,
assisted compliance activities, and, where warranted, more rigorous actions, such as prosecutions. In 2010-2011,

2.2 million non-compliant cases were addressed. Although this represents a shortfall from our initial target of

2.6 million, it is explained by a realignment in workload which resulted in 500,000 cases being transferred to another
area within the CRA. We also completed 556,227 reviews and exams and 15,056 GST/HST examinations which
generated a total value of identified non-compliance of $1.6 billion.

MAINTAIN AND ENHANCE NON-FILER/NON-REGISTRANT PROGRAMS, INCLUDING UNDERGROUND
ECONOMY IDENTIFICATION PROJECTS

The goal of the filing and registering compliance area is to ensure that taxpayers file a return and/or register for the
GST/HST if they are required to do so. Our compliance actions range from a simple request to file to more punitive
measures such as penalties and prosecution. We make efficient use of available resources by focusing on early
intervention. Accounts are identified and strategies are applied to non-compliant behaviour according to recognized
risk factors.

Accounts that do not respond to early intervention measures are considered high-risk. We identify these accounts
through various means including third-party data and risk models. These accounts require human intervention and
are referred for escalating enforcement action. The CRA also undertakes underground economy projects aimed at
identifying and addressing filing and registration non-compliance in cases where there are no records on the CRA
databases as well as where new or additional information is obtained.

This past year, an evaluation of the Non-Filer/Non-Registrant program was completed. This evaluation will contribute
to the renewal of the national program delivery model. The overall intent is to create program improvements that will,
over time, contribute to increased short and longer term compliance with filing and registration requirements, thereby
furthering the CRA’s goal of making non-compliance more difficult.

Our activities extend to GST/HST registration requirements of businesses. Over the past year, 8,464 businesses were
identified as required to register for GST/HST. Our estimates of the rate of registration compliance have remained
consistently above our target over the past several years. By comparing our data with information from Statistics
Canada, we estimate that 93% of businesses were registered to collect GST/HST during 2010-2011. This met our
90% target.

In 2010-2011, our work to identify non-filers, including underground economy, generated 722 487 returns from
individuals and corporate taxpayers that had not met their filing requirements. To gauge the compliance of individual
taxpayers with their obligation to file a timely return, we compare our data for individual filers 18 years of age and
older with Statistics Canada’s Census of Population data for this segment. For 2010-2011, 92.6% of this population filed
their tax return on time, exceeding our 90% target. These estimates have consistently remained above the 92.5% level
for every year since the 2001-2002 reporting year, providing a reliable trend for this high degree of voluntary filing
compliance that we observe.
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Our compliance rate estimates apply to those corporations which are taxable and have filed a T2 Corporation Income
Tax Return showing that tax is payable. The incidence of timely filing among such corporations in 2010-2011 was
85.1%, a result which is comparable with past years.

Another important measure of our success in addressing identified filing non-compliance is the increase in the
observable long-term filing rate by both individuals and corporations. Our research on filing behaviour shows that, of
the taxpayers who did not file their return on time, a majority file these returns within five years after the year the
return was due. For example, 93% of individuals and 86.4% of corporations filed their returns on time for the 2005 tax
year and, over the subsequent five years 97.4% of individuals and over 99% of corporations had filed their

2005 returns. In addition to the long-term filing rates witnessed, our actions identified $2.8 billion in non-compliance
in 2010-2011.

LESSONS LEARNED

What worked well: We identified efficiencies related to current collection workloads and implemented appropriate
solutions. One good example is having our Debt Management Call Centre handle an additional revenue line,
deductions from employee salaries remitted by employers, which permits our TSO collectors to focus on more
complex cases resulting for these types of accounts. We met our targets for timeliness on resolving tax debt and
government programs’ (non-tax) debt and our Tax debt and government programs’ (non-tax) debt were within
targeted levels.

What could be improved: We acknowledge the need to improve our performance measures to better assess our
contribution to our business outcomes. To this end, we will continue to identify the best methods available to gauge
the effectiveness of our activities in both identifying and addressing overall non-compliance.
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Performance report card

Current 2006- 2007- 2008- 2009- 2010-
Our Indicators Target 2007 2008 2009 2010 2011 Rating
Percentage of intake resolved in the year of intake 60% 66.7% 60.4% 62.7% 54.6% 64.4% v
Dollar value of TSO production as a percentage of 90% 90% 83% 93% 95.5% 93% v
dollar value of TSO intake of new accounts
receivable
Dollar value of TSO tax accounts receivable older <835 $3.0 $2.6 $2.8 $2.9 $3.4 v
than five years ($ billions)’
Dollar amount of TSO accounts receivable resolved $13.9 $9.7 $11.9 $16.0 $12.4 $15.7 v
(S billions)
Government Programs - Dollars collected $556.4 $592.0 $614.7 $622.7 $615.3 $613.9 v
($ millions)
Non-compliance: T1/T2 and T3 non-filers and GST/ $24 $24 $24 $24 $2.82 $2.8 M
HST non-registrants ($ billions)
Non-compliance: Employer/payroll/GST/HST Trust Upward $2.4 n/a $2.5 $1.6 $1.6 v
Accounts ($ billions) trend®

1 Thisis a revised indicator and target

2

The target of $2.4 billion includes both T1/T2 and T3 non-filer and GST/HST non-registrant sources. The resulting fiscal value of

non-compliance was identified as $2.64 billion from the T1/T2 and T3 non-filer source, and $118 million from the GST/HST non-registrant

source.

2010-2011.

Target does not include GST/HST delinquent filer program. Production and fiscal impact results were unavailable in 2009-2010 and

v Met M Mostly met

X Not met

n/a

Not available

N/A

Not applicable

For supplementary information on this program activity, please visit:
www.cra.gc.ca/annualreport
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REPORTING COMPLIANCE (PA4)

STRATEGIC OUTCOME

Taxpayers meet their obligations and Canada’s revenue base is protected.

PROGRAM ACTIVITY DESCRIPTION

Verifying the complete and accurate disclosure by taxpayers of all required
information to establish tax liabilities and protect the tax base through audit,
enforcement, and incentive administrative activities. Activities for enhancing
compliance include; increasing taxpayers’ understanding of their tax obligations
through outreach activities, client service, and education; identifying and
addressing non-compliance through risk assessment, audit and investigation; and
establishing strategic partnerships with stakeholders to leverage compliance
efforts.

7%

26%

10%

48%
Total Spending: $1.1 billion

Audit Programs - International
and Large Business $279M

M Audit Programs - Small and
Medium Business $513M

B Enforcement and Disclosures
$110M

M Audit Professional Services $97M

W Scientific Research and
Experimental Development
Credit Programs $72M

* Percentages may not add
up to 100% due to rounding

Expected results

Non-compliance by individuals, businesses, and registrants with the reporting
requirements of the legislation the CRA administers is identified and addressed to
protect Canada’s revenue base

2010-2011 Financial resources 2010-2011 Human resources

(in thousands of dollars) (Full-Time Equivalents)

Planned spending Total authorities Actual spending Planned Actual Difference

963,013 1,094,533 1,071,359 10,449 10,146 303

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Building trust to promote compliance
ENHANCE THE ADMINISTRATION OF THE VOLUNTARY DISCLOSURES PROGRAM

The Voluntary Disclosures Program (VDP) allows taxpayers to come forward and correct inaccurate or incomplete
information or disclose information they have not previously reported to the CRA. Taxpayers using the program have
to pay the taxes owing, plus interest, but may avoid penalties and prosecution relating to the amounts disclosed.

During 2010-2011, we promoted the program through speaking engagements and other outreach initiatives as well as
increased references to VDP in our correspondence with taxpayers and in tax alerts. In addition, clarification of VDP
policies was provided through presentations to various associations and responses to media enquiries.

The program saw growth in intake and an increase in the number of disclosures processed during the past year
totalling $600 million in additional tax revenue. Voluntary disclosures led to the identification of $773 million in
unreported income compared to $1.8 billion identified during 2009-2010. The latter was significantly larger than
historical norms because it included two large disclosures with income totalling more than $900 million. Despite the
growth in intake, the average number of days to process a file was 180 compared to 196 in 2009-2010 and our VDP
inventory is the lowest it has been in years. This program is driven by taxpayers coming forward and therefore it is
not possible to control either the number of taxpayers disclosing, or the associated unreported income.
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Strengthening service to make compliance easier
ENHANCE THE ADMINISTRATION OF THE SR&ED PROGRAM

The CRA oversees the integrity of various tax incentives that promote economic growth in Canada, such as the
Scientific Research and Experimental Development (SR&ED) program. The SR&ED program is the largest single source
of federal government support for industrial research and development. The CRA strives to deliver the tax incentives
in a timely, consistent, and predictable manner, while ensuring businesses prepare their claims in compliance with tax
laws, policies and procedures.

During 2010-2011, the SR&ED program provided about $3.5 billion in tax assistance to over 21,000 claimants. In
addition, as a result of our risk assessment process, in 2010-2011, we identified and addressed $473 million of
non-compliance, an increase of 5.6% from the previous period.

Making non-compliance more difficult
IDENTIFY AGGRESSIVE TAX PLANNING SCHEMES MORE EFFECTIVELY

Aggressive tax planning (ATP) schemes are arrangements purposely undertaken to minimize tax liability. These
transactions, often arranged by tax planners and promoters for individuals, trusts, and corporations, are intended to
reduce, avoid, or evade Canadian taxes and they may not be consistent with the spirit and intent of the law.

These schemes sometimes involve international transactions or the use of tax havens. Left unchecked, aggressive tax
planning presents a risk to the integrity and fairness of Canada’s tax system. Recognizing the problems inherent in
relying on traditional audits alone, the CRA has a multi-faceted strategy to combat ATP.

The first component of the strategy is to strengthen legislation to reduce participation in ATP schemes. Over the
reporting period, Finance Canada, with the support of the CRA, introduced proposed legislation that would require
the mandatory reporting of tax avoidance transactions. This would provide an early warning system which would
enable us to gather information on tax avoidance schemes at an early stage and address them before they become a
larger problem.

A second component is to use tax information exchange agreements, negotiated by Finance Canada, to reduce the
ability of taxpayers to hide income and assets in overseas banks. Of note, Canada signed a Protocol amending the Tax
Convention with Switzerland in October 2010.

Thirdly, we work with international organizations such as the Seven Country Working Group, the Joint International
Tax Shelter Information Centre and the Organization for Economic Co-Operation and Development (OECD) to share
intelligence and best practices to combat ATP.

In 2010-2011 we secured information from our partner countries which identified Canadian taxpayers participating in
a significant ATP scheme. There was a large amount of media interest in this information and the resulting CRA action.
Taxpayers are realizing these types of schemes are highly risky. Our Voluntary Disclosures Program (VDP) continues
to receive disclosures from taxpayers hoping to avoid penalties and prosecutions, by putting their tax affairs in order.

A final element of the multi-faceted strategy is to influence taxpayers by communicating our success in identifying ATP
schemes, and outlining the consequences of tax avoidance and tax evasion. An example of the success we have had
through communications is the reduction in the number of gifting tax shelter arrangements from 48,000 in 2006 to
10,000 in 2011. We achieved this by identifying arrangements that appeared problematic, following up with audits of
100% of these tax shelter claims, targeting tax shelter alerts to participants, and following this up with a letter

campaign.
IDENTIFY NON-COMPLIANCE IN THE UNDERGROUND ECONOMY MORE EFFECTIVELY

The underground economy (UE) remains a priority for the CRA. Underground economic activity is any legal business
activity that is unreported or under-reported for tax purposes. The UE undermines the competitiveness of Canadian
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businesses because it offers an unfair advantage to those who fail to comply with Canada’s tax laws. UE activity is
concentrated in sectors where cash transactions are prevalent between businesses and consumers, books and records
are weak or non-existent, taxes are not deducted at source, third party reporting is absent, business-to-consumer
transactions are generally widespread and services are commonly offered at a discount, and where there is greater
acceptance of tax evasion by either individuals or by businesses.

A recent study by Statistics Canada on the size of the underground economy relative to the Gross Domestic Product
showed a reduction of half a percentage since 1992. We will continue our efforts to combat this area of
non-compliance.

Our UE strategy is to use a mix of outreach, education, communication, and compliance actions. This is supported by
research and intelligence gathering and the systematic allocation of workloads to industry sectors with the highest
risk. In 2010-2011, 78% of UE cases selected resulted in a tax assessment. These audits identified $595 million of
unreported income with associated fiscal impact of $374 million. This amount represents an increase of 32% over the

previous year.

In addition to our ongoing efforts in this area, a number of specific initiatives were conducted in the year to improve
our intelligence and focus our efforts. For example, the Federal-Provincial-Territorial Underground Economy Working
Group completed the Trade School Initiative. This initiative combined focus group research and a quasi-experimental
study to develop a prevention-through-education strategy by aiming appropriate messaging at an early stage in a
typical career path, ideally before bad behaviours become entrenched. Construction trade school students were
selected as the initial target audience and the initiative will be ready for a full scale launch in 2011-2012. As part our
strategy to address the UE, we share best practices with other tax administrations. The CRA has taken the lead for
OECD countries to write a paper on the cash economy and we are supporting the Netherlands who are the lead on
writing the paper, “Right from the Start.” This approach uses outreach and communications to target new businesses
to ensure that “Right from the Start” compliance is encouraged.

We also initiate regional and local projects to identify and study emerging issues, conduct research and gather
intelligence, gain industry knowledge by working with associations and other levels of government, and determine
the complexity and the range of compliance risk treatments required to resolve the problems uncovered.

USE BETTER RISK ASSESSMENT TO DETECT AND CORRECT REPORTING NON-COMPLIANCE

Once a return is filed, we conduct various reviews and verification and risk assessment activities to identify areas
where reporting by individuals, trusts, registered plans, and businesses is not consistent with taxpayers’ obligations to
report complete and accurate information. Once identified we proceed to address the highest-risk accounts.

Businesses

In 2009-2010, our Core Audit Program selected self-employed individuals for examination. By examining small
businesses that were subjected to its random sample audit, we estimated the percentage of all businesses in this
segment that are likely non-compliant to a significant degree, defined as businesses underreporting $5,000 or more in
federal taxes.

In 2010-2011, a non-compliance rate estimate was established for self-employed individual filers based on audits
conducted during the 2009-2010 program year. The estimated rate of non-compliance was found to be 12.2%. This
segment of the SME population has been reviewed twice previously: once in 2001-2002, when the non-compliance
rate estimate for self-employed individuals was 8.6%, and again in 2006-2007, when the non-compliance rate estimate
was 12.7%. We will focus our efforts on developing a strategy targeting this area of non-compliance.

In 2010-2011, we implemented the Research Audit Program (RAP) to replace the Core Audit Program. It conducts
random audits that establish statistically valid levels of non-compliance for sectors of the Canadian economy. The RAP
augments existing programs that gather risk intelligence at local, regional, and national levels and channels it into
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mechanisms used for workload selection. We will begin gathering results from the RAP assessments of the T1 Small
and Medium Enterprises population in 2012.

Identifying non-compliant businesses involves a combination of risk assessments, reviews, and audits. Small business
audits include owner-operated businesses, small corporations, and partnerships that have revenues of less than one
million dollars. Medium-sized business audits typically include individuals with annual revenues over one million
dollars and corporations with annual revenues between $1 million and $20 million for Income Tax.

One of the ways we evaluate our success in identifying non-compliance is by tracking how frequently a case selected
for audit results in an adjustment. For the past year, the percentage of cases resulting in a change for SMEs was 80.3%,
which was a slight decrease from 2009-2010. Research work conducted through our Core Audit Program indicates that
our targeted audits are 3.8 times more likely to identify significant non-compliance than randomly selected audits. A
recent international benchmarking study showed the CRA change rates for full SME audits fell within the mid-range
of the rates identified by the other countries involved in the study.

We are also enhancing our approach to ensuring compliance within the large business population. We assess risk
levels using sector intelligence, CRA-based expertise, and information from our tax treaty partners. We further
combine these resources with information related to the nature of the business in question and their current and past
behaviour, including aggressive tax planning (ATP), that indicates the potential risk of non-compliant behaviour. This
further evolution of our approach should enable us to focus our resources on those large businesses most at-risk of
non-compliance. This will enhance change rates and encourage a level playing field for compliant businesses. For the
past year, the percentage of cases resulting in a change for international and large business programs was 94%.

Through a combination of our employer actions and our SME and large business audits and reviews, we identified
$8.3 billion of non-compliance for the 2010-2011 period. New this year is the introduction of a new performance
measure aimed at measuring the effectiveness of our actions in obtaining fiscal impact per employee. This new
measure highlights the value of our auditing function. For instance each audit Full Time Equivalent (FTE) is
responsible in addressing an average of $2.9 million for the large business population and $400,000 for the small and
medium enterprise and other populations. The inclusion of this measure permits the CRA to demonstrate the
efficiency gains over time within the context of its available resources.

USE ENHANCE RISK ASSESSMENT TO IDENTIFY NON-COMPLIANCE BY EMPLOYERS AND GST/HST
REGISTRANTS

The HST regime was extended to Ontario and British Columbia on July 1, 2010.3 The HST now represents a significant
source of tax revenue. In addition to significantly increased workload for the CRA, the combined federal and
provincial rates entail increased compliance risks that the CRA is mitigating through a dedicated GST/HST organization
and increased focus on risk intelligence and assessment.

During 2010-2011, review of business filings in our GST/HST pre-assessment program provided an early warning that
a potentially significant number of large businesses would, perhaps inadvertently, not comply with HST reporting
requirements for the recapture of input tax credits. This would normally result in audit action and the application of
penalties. Our response was to take a proactive and constructive approach that involved acting on risk intelligence
available from our systems to proactively communicate with businesses at risk of non-compliance to clarify their
obligations and offer assistance where needed. Some 26,000 letters were sent to large registrants identified by our
systems. Follow-up telephone calls were made to more than 15,000 businesses that were still at risk of non-
compliance after the mail-out, and subsequent calls are still being placed to a subset of these businesses that still
remain at risk.

We have determined that compliance action, including re-assessment and penalty application, is necessary and
appropriate for a smaller number of businesses and are proceeding with these steps. The distribution of tax revenues

3. On August 26,2011 the Province of British Columbia announced that it will return to the provincial sales tax. The transition period is
expected to take a minimum of 18 months. During this period, the CRA will continue to administer the HST in British Columbia.
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collected by the CRA to participating provinces is dependent on registrants reporting full and accurate information
about their taxable expenses. The approach followed in this instance protected the revenue base of our client
governments through early identification of businesses at risk, proactive compliance communication based on
intelligence, assistance and follow-up. In addition, the presence of the CRA within the community of large taxpayers
may have prevented significant reporting non-compliance from arising, and averted important audit expenses and
compliance costs for businesses.

ENFORCEMENT

While the CRA has a sustained audit presence across sectors, our Special Enforcement Program is focused on
addressing the small minority of taxpayers who are engaged in more serious acts of non-compliance. Our Special
Enforcement Program conducts audits and undertakes other civil enforcement actions against individuals and
businesses known to be, or suspected of, deriving income from illegal activities. Suspected significant cases of
fraudulent non-compliance are dealt with by our Criminal Investigations Program, which investigates and refers cases
for prosecution to the Public Prosecution Service of Canada. These cases can result in penalties, court fines and up to
five years of incarceration. We communicate the consequences of fraud committed against the Canadian public, in
order to maximize the deterrent effect of these convictions. The CRA works with regional communications advisors to
distribute news releases containing details of convictions on tax evasion to local, regional, and national media. In
2010-2011, the CRA distributed 235 news releases on convictions which were used to generate articles and broadcast
news topics. In 2010-2011, a total of 204 taxpayers were convicted for tax evasion or fraud. The courts imposed
$22.8 million in fines and 47 years of jail sentences. For the reporting period, 129 income tax and GST/HST
investigations were referred to the Public Prosecution Service of Canada.

The nature of this taxpayer segment makes it difficult to measure the influence of our enforcement program on others
who may be considering similar non-compliant behaviour. This is, in part, because the drivers of non-compliant
behaviour among this population may go beyond strictly attempting to avoid taxes. Other criminal considerations may
be at play.

The effectiveness of CRA enforcement programs and activities is essential to achieving its compliance objectives. In
2010, a multi-year evaluation of the CRA’s enforcement programs was completed. The findings from the report are
being incorporated into action plans to support a more focused approach for the Criminal Investigations and the
Special Enforcement programs, which will enhance file selection and further build upon partnerships with the Public
Prosecutions Service of Canada and law enforcement agencies. The rate of conviction is very high due to case
selection. Cases are selected for prosecution based on their expected outcome as there is a high cost to this type of
compliance intervention. In this way, Canadians and Canadian businesses are reassured that the most egregious cases
are pursued to the fullest extent. The results achieved during 2010-2011 support our assessment that we contributed
to making non-compliance more difficult.
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LESSONS LEARNED

What worked well: We worked closely with our international partners to identify Canadian taxpayers participating in
a significant aggressive tax planning (ATP) schemes. These efforts attracted a large amount media interest. Over the
reporting period, Finance Canada, with the support of the CRA, introduced proposed legislation that would require
the mandatory reporting of foreign avoidance transactions. This would provide an early warning system which would
enable us to gather information on tax avoidance schemes at an early stage and address them before they become a
larger problem. The underground economy (UE) remains a priority for the CRA. Our UE strategy is to use a mix of
outreach, education, communication, and compliance actions. The CRA has taken the lead for OECD countries to
write a paper on the cash economy and we are supporting the Netherlands who are the lead on writing the paper,
“Right from the Start.” This approach uses outreach and communications to target new businesses to ensure that “right

from the start” compliance is encouraged.

Our Voluntary Disclosures Program (VDP) continues to receive disclosures from taxpayers hoping to avoid penalties
and prosecutions, by putting their tax affairs in order. We promoted the program through speaking engagements and
other outreach initiatives as well as increased references to VDP in our correspondence with taxpayers and in tax

alerts.

What could be improved: We will proceed with developing a strategy to target non-compliance by self-employed
individuals. In 2010, a multi-year evaluation of the CRA’s enforcement programs was completed. The findings from
the report are being incorporated into action plans to support a more focused approach for the Criminal Investigations

and the Special Enforcement programs.
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Performance report card

2009- 2010-
Our Indicators Current Target | 2006-2007 | 2007-2008 | 2008-2009 2010 2011 Rating
Percentage of cases resulting in a change:
International and large businesses 90% 92% 94% 95% 96% 93.7% v
Small and medium-sized enterprises 75% 80.2% 79.6% 80.9% 81.1% 80.3% v
+ Underground economy 75% 80% 79% 78% v
Fiscal Impact:’
International and large business $4.9 $5.7 $5.2 $7.22 $6.4
($ billion)
+ Fiscal impact generated per $2.7 $3.6 $4.0 $3.0 $3.5 $2.9 v
audit FTE3 ($ million)
Small and medium-sized enterprises $2.5 $2.1 $2.2 $2.1 $2.0
($ billion)*
+  Fiscal impact generated per $0.35 $0.44 $0.39 $0.39 $0.40 $0.39 v
audit FTE ($ million)
Other audits ($ million) $556 $544 $545 $599 $626
+  Fiscal impact generated per $0.39 $0.45 $0.45 $0.39 $0.40 $0.42 v
audit FTE ($ million)
Overall fiscal impact ($ billion) $7.9 $8.4 $8.0 $9.9 $8.9
+  Overall fiscal impact generated $0.9 $0.96 $1.04 $0.90 $1.15 $1.02 v
per audit FTE ($ million)
Voluntary Disclosures Program
Processing time for voluntary Downward 225 227 253 196 180 v
disclosures (in days) trend

1

A woN

This includes the fiscal impact generated through our work in addressing the underground economy.

The two billion dollar increase over 2008-20009 is attributable to two audits which were unusually large in nature.
This includes all support staff, auditors, management, and executives who report to the audit function area.

Fiscal impact targets are used to measure overall performance of the CRA for planning purposes. Individual quotas are not assigned.

v Met M

Mostly met X

Not met

n/a  Not available N/A

Not applicable

For supplementary information on this program activity, please visit:

www.cra.gc.cazannuaIreport
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APPEALS (PA5)

STRATEGIC OUTCOME

Taxpayers meet their obligations and Canada’s revenue base is protected.

PROGRAM ACTIVITY DESCRIPTION

Providing a timely and impartial dispute resolution process for taxpayers who
disagree with decisions made by the CRA, by actively engaging in dialogue with
the taxpayer and exploring alternative processes to resolve disputes when
appropriate, as well as assisting the Department of Justice in handling appeals to
the courts.

Expected results

Taxpayers receive a timely and impartial review of contested decisions made under
the legislation administered by the CRA and the handling of service complaints is

30 5%
8%

84%

Total Spending: $164 million

Income Tax Objections,
Determinations and Appeals
to the Courts $137M

B Commodity Taxes Objections,
Determinations and Appeals
to the Courts $14M

M Canada Pension Plan /
Employment Insurance
Objections, Determinations and
Appeals to the Courts $5M

B Service complaints $8M

* Percentages may not add

timely and consistent
up to 100% due to rounding

2010-2011 Financial resources 2010-2011 Human resources

(in thousands of dollars) (Full-Time Equivalents)

Planned spending Total authorities Actual spending Planned Actual Difference

128,975 168,247 164,065 1,340 1,389 (49)

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Building trust to promote compliance
RESOLVE TAXPAYER DISPUTES AND SERVICE COMPLAINTS

Redress

The right of taxpayers to request an impartial review of CRA decisions is integral to our tax administration system. If
they are still not satisfied following this comprehensive review, recourse through the judicial process is available.

We continued to ensure high quality standards during 2010-2011. Two key measures of our quality redress process
are our measures of consistency and transparency. Transparency measures evaluate whether we offered to provide to
the taxpayer all relevant information supporting the issues under dispute. Consistency measures evaluate whether we
reviewed, researched, and addressed taxpayers’ issues under dispute, applied the law correctly, provided taxpayers
with an opportunity to respond to our proposals, and arrived at correct decisions. During 2010-2011, we exceeded
our transparency and consistency targets, except for commodity taxes where we achieved 95% against a 98%
consistency target.

The largest proportion of our dispute-resolution workload involves income tax disputes. During 2010-2011 it took, on
average, nine workable days more to provide taxpayers with a decision compared to 2009-2010. In contrast, we took

30 workable days more in 2009-2010 compared to 2008-2009. Even though the workable days to resolve disputes has
continued to climb, this growth is lower than in prior years.

During 2010-2011, the average time to resolve commodity tax disputes rose by an average of 48 days and the average
age in inventory for our commodity tax files increased. These increases resulted from the reassignment of resources
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from commodity tax to income tax resolution activities in 2009-2010. This past year, we adjusted our commodity tax
capacity, leading to the resolution of more commodity tax disputes than in the previous year.

The average time to resolve a CPP/EI appeal to the Minister of National Revenue rose by six days in 2010-2011. Our
production rate increased and our inventory of workable files at the end of the year dropped. These changes were
influenced by the resolution of older files and a slight drop in intake. The average age of inventory for our CPP/EI
files also improved this past year, dropping to 118 days during 2010-2011 from 135 days in 2009-2010.

Service complaints

Service complaints help us to identify problems, propose solutions, and provide taxpayers with a formal avenue of
recourse, which is guaranteed under the Taxpayer Bill of Rights. If taxpayers disagree with a decision resulting from
our Service Complaints process, they can file recourse actions with the Taxpayers’ Ombudsman.

Improving this service to taxpayers is critical to the ongoing success of the program and to increasing Canadians’
confidence in the CRA’s promise of fairness. In 2010-2011, we reviewed the cases received by the Service Complaints
program to identify common complaints from taxpayers.

We identified 26 issues of national importance through analysis of our Service Complaints Program. Of these, 5 were
resolved, 21 are still under review. Some of the examples of issues resolved included:
e An international fax number for anyone not satisfied with the services provided by CRA.

e Tax information for the Retirement Compensation Arrangement slips.

We have in place three performance indicators to demonstrate our determination to provide taxpayers with a
consistent and effective service complaints process:

e We aim to send the taxpayer a complaint acknowledgement letter within two business days of receiving the
complaint;
e We are committed to updating the taxpayer on the status of their complaint every 15 days thereafter; and

e We strive to resolve the taxpayer complaint within 30 working days.

For the period 2010-2011, we exceeded the 90% performance targets for all three standards.

FULLY INTEGRATE THE PROBLEM RESOLUTION PROGRAM AND THE CRA SERVICE COMPLAINTS
INITIATIVE

We completed the integration of the Problem Resolution Program and the CRA Service Complaints initiative in
June 2010. This integration strengthens existing service redress mechanisms in place at the CRA and safeguards the
service rights outlined in the Taxpayer Bill of Rights.

ADDRESS THE CHALLENGE OF DEALING WITH INCREASING MANDATORY WORKLOADS

The CRA is experiencing an increase in disputes from taxpayers impacted by the CRA’s audit approach to aggressive
tax plans. These plans typically involve transactions, arrangements, or events that are specifically designed to reduce
taxes. We have preserved our high quality standards in the processing of disputes. However, due to the high volume,
this approach has been maintained at the expense of overall timeliness.

During 2010-2011, we further strengthened service to Canadians by taking a centralized workload distribution
approach to the less complex disputes received. Previously, this work had regional boundaries but today it can be
distributed throughout the country. This strategy is starting to produce improvements in service delivery.

DEVELOP AND IMPLEMENT PROGRAM STATUS REPORTING AND REGIONAL MANAGEMENT FOR THE
TAXPAYERS RELIEF WORKLOAD

The Taxpayer Relief Program was successfully launched on April 1, 2011. This program is being delivered by newly
established four regional intake centres and four centres of expertise.
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The key deliverables achieved as part of the project implementation are:

A regional service delivery model established to improve consistency in processes and decisions;
Performance measures being developed to monitor and report on the Program’s effectiveness in achieving its
objectives;

The Taxpayer Relief Registry System enhanced to support the taxpayer relief business transformation;

A scanning system developed and introduced to support the CRA’s sustainable development strategy; and

The CRA’s external Web site on taxpayer relief updated in line with the taxpayer relief external communications

strategy.

LESSONS LEARNED

What worked well: We further strengthened service to Canadians by taking a centralized workload distribution
approach to the less complex disputes received. Previously, this work had regional boundaries but today it can be
distributed throughout the country. This strategy is starting to produce improvements in service delivery.

What could be improved: We are experiencing an increase in disputes from taxpayers impacted by the CRA’s audit
approach to aggressive tax plans. These plans typically involve transactions, arrangements, or events that are
specifically designed to reduce taxes. We have preserved our high quality standards in the processing of disputes.
However, due to the high volume, this approach has been maintained at the expense of overall timeliness.
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Performance report card

2006- 2007- 2008- 2009- 2010-
Our Indicators Current Target 2007 2008 2009 2010 2011 Rating
Appeals activities that met standards for consistency
Income tax 98% 99.6% 99.5% 99.0% 98.6% 98.7% v
Commodity taxes 98% 97.0% 95.4% 96.2% 94.9% 95.1% M
CPP/EI 95% 99.6% 99.4% 99.3% 99.4% 99.8% 4
Appeals activities that met standards for transparency
Income tax 98% 99.3% 99.6% 99.5% 99.7% 99% 4
Commodity taxes 98% 98.8% 99.2% 99.5% 99% 99.4% v
Timeliness indicators
Service standard for initial contact 85% ‘ 89% ‘ 84% ‘ 68% ‘ 50% ‘ 50.5% X
Workable days to complete a case'
Income tax Various 107 141 157 187 196 X
Commodity taxes Various 171 169 214 250 298 X
CPP/EI Various 203 123 117 149 155 X
Average age of workable inventory (in days)
Income tax Neutral or 175 177 205 215 227 X
downward trend
Commodity taxes Neutral or 181 204 243 276 281 X
downward trend
CPP/EI Neutral or 80 70 103 135 113 v
downward trend
Service complaints — acknowledged within 90% N/A N/A 93.8% 97.9% 96.6% v
48 hours
Service complaints - taxpayers contacted within 90% N/A N/A 86.7% 94.5% 93.1% v
15 days
Taxpayer relief provisions — consistent application 90% N/A N/A 95% 97% 97% v
(per Quality Assurance Program)

1

The overall rating is based on whether or not results were achieved against established targets for the combined workloads.

v Met M Mostly met

X Not met

n/a

Not available

N/A

Not applicable

For supplementary information on this program activity, please visit:
www.cra.gc.ca/annualreport
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BENEFIT PROGRAMS (PA6)

STRATEGIC OUTCOME

Eligible families and individuals receive timely and correct benefit payments. 30%

' 10%

Total Spending: $370 million

60%

PROGRAM ACTIVITY DESCRIPTION

Providing Canadians with income-based benefits and other services that contribute
directly to their economic and social well being through administration of the

Canada Child Tax Benefit, Goods and Services Tax/Harmonised Sales Tax credit,
Benefit Programs

Children’s Special Allowances, the Disability Tax Credit, the Universal Child Care Administration $110M
Benefit, and Working Income Tax Benefit (WITB) advance payments as well as a B Benefit Enquiries $38M
range of ongoing benefits and one-time payment programs on behalf of the W Children’s Special

. e L. Allowance $222M
provinces and territories, and other federal government departments. Assisting

* Percentages may not add

benefit recipients in meeting their obligations through the provision of timely up 10 100% duzta rounding

responses to their enquiries.

Expected results

Benefit recipients are provided timely and accurate eligibility determinations and
payments, and have access to timely and accurate information

2010-2011 Financial resources 2010-2011 Human resources
(in thousands of dollars) (Full-Time Equivalents)
Planned spending Total authorities Actual spending Planned Actual Difference
335,478 . 373,805 . 369,838 . 1,589 . 1,437 . 152

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Making it easier to receive the right social benefits
STRENGTHEN SERVICE TO BENEFIT RECIPIENTS

Although e-services are fast becoming Canadians’ preferred choice, many people still rely on the telephone for access
to information and services. Information exchanged over the phone can be critical to timely account updates and
accurate benefit and credit calculations. In 2010-2011, the total of benefit calls (CCTB and GST/HST credit) handled
by agents or through automation was over 9% higher than in 2009-2010. The increase was primarily due to calls
related to two new credits: the Ontario Sales Tax Transition Benefit and the Ontario Sales Tax Credit. We were
successful in meeting our target of 90% of callers able to reach us by telephone for the third consecutive year.

SUPPORT BUSINESS GROWTH AND PARTNERSHIPS

In 2010-2011 we delivered four new programs; the Nova Scotia Affordable Living Tax Credit, the Ontario Sales Tax
Transition Benefit, the Ontario Sales Tax Credit and the British Columbia Harmonized Sales Tax Credit. Combined,
these programs represented 24 million payments worth more than $3.6 billion. By delivering such programs on behalf
of our provincial and territorial partners, we are reducing the overall cost to Canadians of benefit and credit issuance

through reduced duplication in administration.
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We gauge our progress as the provider of choice by the volume of programs and services we are asked to deliver each
year for our federal, provincial, and territorial clients. In 2010-2011, we introduced 19 new programs and services,
bring the total to 115.

During 2010-2011, CRA worked in partnership with Human Resources and Skills Development Canada on a telephone
survey o Universal Child Care Benefit (UCCB) recipients to determine the effectiveness of the program. CRA provided
data for the analysis, as well as information to identify UCCB recipients for the survey.

STRENGTHEN BENEFITS DELIVERY INFRASTRUCTURE

The Taxpayer Representative Identification System (TRIS) is an online database that permits CRA employees to verify
whether a third-party representative is authorized to act of behalf of a particular taxpayer. During 2010-2011,
enhancements were made to allow Efile service providers to submit TRIS forms electronically. This enhancement has
contributed to improved results for the timely processing of TRIS forms.

Our individual credit determination (ICD) system determines entitlement to benefit and credit payments and also
provides information, where authorized by law, that supports other governments in delivering their own programs.
To make sure we can deliver reliable benefit and credit programs for years to come, we have made strategic
investments in our system infrastructure.

OPTIMIZE SERVICE DELIVERY CHANNELS

E-services are growing in popularity among benefit recipients. There was an increase of 62% over the last year in visits
to Benefits related Web pages of My Account. We attribute this trend to several things including enhancements of our
web pages and giving access to recipients legal representatives to the Benefits Online Application and View Children
in my Care options.

Another example of enhanced service for Canadians is the Automated Benefit Application (ABA). The ABA enables

Canadian newborns to be registered automatically for the federal and provincial benefit programs we administer. This
eliminates the need for a separate application for each program and the related processing time, speeding delivery of
payments to recipients. In 2010-2011, the number of provinces participating in the ABA program increased from three
to five with the provinces of Ontario and Quebec joining in July 2010.

ENSURE ACCURATE PAYMENTS

To measure levels of compliance, we review and verify recipient information each year, contacting individuals to
confirm details of their accounts. If the account information is incorrect, we update it. We use both random sampling
and specific criteria to select accounts. More than 95.5% of the random accounts that were validated during 2010-2011
contained accurate information, meeting our target of 95%, while over 49.9% of the individuals contacted as a result
of targeted reviews required account adjustments, meeting our target of 50%.

We measure payment accuracy by comparing the net value of CCTB overpayments to the total amount of CCTB
payments issued. Net CCTB overpayments in 2010-2011 were 38 million, representing only 0.38% of the $10 billion in
CCTB payments issued during the year, coming in under our established target of less than 0.4%. These figures suggest
that we have been successful in delivering accurate payments to benefit recipients.
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LESSONS LEARNED

What worked well: In 2010-2011 we launched four new programs; the Nova Scotia Affordable Living Tax Credit, the
Ontario Sales Tax Transition Benefit, the Ontario Sales Tax Credit and the British Columbia Harmonized Sales Tax
Credit. Combined, these programs represented 24 million payments worth more than $3.6 billion.

What could be improved: We are challenged each year to ensure that increased needs and limited resources do not
have a negative effect on our delivery of essential benefits and services.

Performance report card

Current 2006- 2007- 2008- 2009- 2010-
Our Indicators Target 2007 2008 2009 2010 2011 Rating
Percentage of CCTB calls answered within two minutes 75% 75% 78.3% 78% 74.9% 76% v
of entering the agent queue
Percentage of CCTB callers who reach our telephone 90% 80% 87.1% 94% 91.8% 91.6% v
service'
Percentage of GST/HST credit callers who reach our 90% 77% 83.2% 92.8% 90.7% 90.6% v
telephone service?
Percentage of benefit applications and marital status 98% 99% 99.1% 97.4% 98.8% 98.7% v
change forms processed on time
Percentage of CCTB accounts reviewed that were 50% 61.4% 65.6% 58.8% 53.5% 49.9% v
adjusted
Percentage of accurate payments when processing 98% 99.7% 98.9% 99.2% 99.4% 99.8% v
benefit applications and marital status change forms
Percentage of accurate payments when processing 98% 98.5% 98.4% 98.8% 100% 98.2% v
account maintenance adjustments

T Caller accessibility targets were increased from 80% to 90% for 2008-2009.

2 There was no target for GST/HST credit callers before 2008-2009.

v Met M Mostly met X  Notmet n/a  Not available N/A Notapplicable

For supplementary information on this program activity, please visit:
www.cra.gc.ca/annualreport
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INTERNAL SERVICES (PA7)

STRATEGIC OUTCOMES

Taxpayers meet their obligations and Canada’s revenue base is protected; and

4%

Eligible families and individuals receive timely and correct benefit payments.

52%

PROGRAM ACTIVITY DESCRIPTION

Internal Services are groups of related activities and resources that are Total Spending: $1.1 billion

.. . . M Governance & Management
administered to support the needs of programs and other corporate obligations of Support $162M
an organization. These groups are: Management and Oversight Services; B Human & Financial Resource

Communications Services; Legal Services; Human Resources Management Services; Management Services $311M
. . . . . . Information Technol

Financial Management Services; Information Management Services; Information u Sl?\;r:; ?sns 4e,\; nelegy

Technology Services; Real Property Services; Materiel Services; Acquisition Assets Management

Services; and Travel and Other Administrative Services. Internal Services include Services $37M

* Percentages may not add

only those activities and resources that apply across an organization and not to up to 100% due to rounding
those provided specifically to a program.

2010-2011 Financial resources 2010-2011 Human resources
(in thousands of dollars) (Full-Time Equivalents)
Planned spending Total authorities Actual spending Planned Actual Difference
1,322,917 1,150,865 1,064,087 8,117 8,790 (673)

PERFORMANCE SUMMARY AND ANALYSIS OF PROGRAM ACTIVITY

Maintaining business sustainability
MANAGEMENT OVERSIGHT

In 1999, the Canada Revenue Act established a unique governance structure for the CRA. This structure encompasses
a direct, legislated relationship between the Minister of National Revenue and the Board of Management, as well as
specific, legislated roles and responsibilities for each.

To make sure that we are effectively meeting our responsibilities for accountability, we use two complementary tools:
the Management Accountability Framework (MAF) assessment conducted by the Treasury Board of Canada Secretariat
and the Board of Management Oversight Framework (BoMOF) assessment conducted by our own Board of
Management. Together, the two assessment tools provide a complete evaluation of the CRA’s management
performance.

In 2010-2011, our Board of Management conducted the fourth BOMOF assessment and gave our management team
high grades. Out of the nineteen indicators, none required attention or presented an opportunity for improvement.
All were found to be “strong” or “acceptable”.

The 2010-2011 MAF assessment examined six indicators during the most recent MAF round. The CRA received
“strong” ratings for half of these indicators and “acceptable” for the remainder.

The positive results of these assessments provide Canadians with assurance that the CRA is actively pursuing
management excellence.
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IMPROVING OUR HUMAN RESOURCES CAPACITY

The CRA environment is experiencing the effects of some important changes that continue to have an impact on our
workforce and workplace. These include baby boomers leaving the workplace, taxpayers’ changing needs, and the
emergence of new technologies. The challenge lies in identifying where to focus our efforts and resources to ensure
that we continue to attract, develop and retain a workforce that will enable us to meet both current and future
business requirements.

In 2010-2011 we have taken an increasingly strategic and horizontal approach to aligning its human resources
planning with its business planning. Our third consolidated Strategic Workforce Plan (ASWP) lays out how we will
ensure that it acquires and develops the human resources talent necessary to achieve program objectives.

Since its first publication, the ASWP has matured into an effective planning tool that establishes the workforce goals
and objectives that we must achieve to support the strategic priorities identified in our Corporate Business Plan.

The CRA implemented several components of the ASWP in 2010-2011:

e A Respectful Workplace intranet module was launched that added new topics throughout the year, including a
video featuring our Commissioner.

e The CRA’s Injury and Illness Policy was complemented by our Managing Injury and Illness Process Tool, which
was promoted extensively throughout 2010-2011. It has been recognized as a best practice within the Public
Service and is now shared with three other government departments.

e A voluntary survey of managers was completed in summer 2010 to gain a better understanding of employee
mobility issues and challenges. The survey results were published to enable branches and regions to use this
information in their development of tailored strategies.

The CRA also fulfilled commitments made in the ASWP related to leadership development, employee orientation, and

learning strategies for key jobs:

e Various initiatives were undertaken to address the learning needs of managers as their careers progress. A
manager Café was created on the Manager’s Corner Web site to allow for the exchange of information and ideas.
An Executive/Cadre Orientation Session and an Executive/Cadre Learning Program were launched to support
newly recruited executives.

e Employee orientation is a key activity in developing the CRA’s talent pool. In 2010-2011 we launched “A Good
Start”, an employee orientation program to provide new employees with helpful information about the
organization. We also launched a web site to support managers in integrating new employees.

In addition, as a result of agreements with the provinces related to HST this past year, we welcomed new provincial
employees into our organization. The first wave of provincial employees made a successful transition to the CRA in
November 2010.

In 2010-2011 we undertook activities that reinforce our ongoing commitment to values, ethics, and integrity. An
Integrity Framework is being developed to support the CRA in balancing two significant responsibilities: fostering our
culture of integrity; and, preventing, monitoring, detecting, and managing integrity lapses. A “CRA culture of integrity
value chain” was developed. Tailored orientation and training products help executives, managers, and employees
recognize and fulfil their roles in a way that reflects the CRA’s culture of integrity and its core values.

Our Discipline Policy and Procedures, which were extensively reviewed and enhanced in 2010-2011, contribute to the
overall integrity of the CRA by clearly articulating the possible consequences when an employee fails to act in
accordance with the values and expected standard of conduct. Appropriate disciplinary and/or administrative action
(up to and including termination of employment) is promptly taken in all cases where employee misconduct has been
determined.
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IT RESPONSIVENESS AND SUSTAINABILITY

Information technology (IT) is integral to the CRA’s capacity to deliver its programs and services to Canadians. To
maintain this capacity, we work diligently to ensure that our systems and infrastructure are robust, secure, reliable,
and recoverable.

System updates

In October 2010, CRA-Credential Management Service was implemented, significantly reducing the CRA’s cost of
authentication for e-services and positioning the CRA to grow its e-service offerings cost-effectively.

In 2010-2011, we updated the Information Technology — Infrastructure Investment Plan to reflect both funding
restraints and planned expenditures. Our Application Sustainability Program was enhanced by implementing a long
range plan. We also agreed to share our technological expertise with Treasury Board Secretariat in developing a
government-wide response to the Office of the Auditor General audit on IT sustainability.

Working with others

The CRA has entered into a tri-lateral arrangement with the Bank of Canada and Public Works and Government
Services Canada to jointly acquire data centre services in the National Capital Region from the private sector. The data
centre supports the work of the CRA and the Canada Border Services Agency (CBSA). The contract to build the new
facility was awarded in 2010-2011. The state-of-the-art data centre will meet long-term availability, business continuity,
security, and growth requirements, while incorporating “green” energy and environmental technology.

Environmental upgrades were implemented at all of the CRA’s data centres in 2010-2011, while ensuring recoverability
efforts continue to meet business requirements for all CRA systems. In the event of a disaster at Data Centre Heron
we have improved our ability to respond and provide near-continuous availability to taxpayers and benefit recipients
through the automatic transfer of mainframe services to Data Centre St-Laurent. We also dedicated significant
resources to prepare our systems and infrastructure for the tax season, avoiding major outages, and decreasing the
number of critical incidents that have a national impact during the filing season.

During the year, we maintained high levels of availability for the multiple national CRA and CBSA systems, while
meeting the challenges of safeguarding our IT assets from accidental or deliberate security threats. We also worked
with the CBSA to ensure that our shared IT services relationship, the largest within the Government of Canada,
continues to be cost effective for the Government. In 2010, we updated our Memorandum of Understanding for the
provision of Corporate Administrative Services to the CBSA.

Awards and secure systems

In October 2010, we were recognized as Distinction Award Honourees for four of our information technology projects
at the Government Technology Exhibition and Conference. We further developed our IT strategy, focusing on our
commitment to sustain and improve our performance by strengthening the governance of our IT investments and
implementing best practices for risk management.

In addition, over the past year, we continued to advance our Security Modernization Program as we began deploying
host intrusion protection technology and advanced preparations for the implementation of network access control
technology. We also implemented the CRA-Credential Management Service on time and within budget, significantly
reducing the cost of authentication for e-services and positioning the CRA to grow its e-service offerings in a cost-
effective manner.

ENSURE SECURE MANAGEMENT OF PROTECTED INFORMATION

Safeguarding Canadians’ personal information is a priority at the CRA. In 2010-2011, we made investments in our
security management systems in order to protect information. We are modernizing the National Audit Trail System
(NATS) to streamline employees’ access to our systems and to permit a more proactive approach to detecting
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unauthorized access. NATS was selected as a project to be included in the CRA’s Strategic Investment Plan. We
continued to advance the Identity and Access Management Project. Its objective is to standardize processes used to
manage access to our data, thereby ensuring compliance with security policies and rules. We also advanced the
Internal Fraud Control program, to ensure that the organization continues to take all reasonable measures to safeguard
the assets, resources, information and reputation of the organization. This includes the development of tools and
methodology to perform fraud risk assessments. The Internal Fraud Control Policy received Board of Management
approval in June 2010. This policy defines internal fraud for the CRA and describes roles and responsibilities for
control of fraud.

During the reporting period, the Information and Technology Security Strategy was produced to ensure an integrated
and consistent approach to the delivery of our security program. It articulates a consolidated governance structure to
further strengthen the CRA’s ability to safeguard the confidentiality, integrity and availability of our information and
technology assets. The Strategy was approved by the Board of Management in December 2010.

MANAGE BUSINESS INFORMATION

This past year saw the CRA take a major step forward in enhancing information management practices. We developed
the CRA Information Management Strategy 2010-2011 to 2012-2013, the first of its kind for the organization. The
strategy approved in 2010 will help us to align with emerging Government of Canada direction.

We completed the primary functional information classification scheme and retention periods for all program and
most corporate branches. As well, we advanced the development and implementation of detailed functional
information classification including three pilots and research on metadata and recordkeeping. A report with
recommendations will be presented early in 2011-2012, which is expected to be followed by detailed planning in
2011-2012.

ACCOUNTABILITY AND OVERSIGHT

The CRA takes accountability very seriously, recognizing that transparency is crucial to demonstrate results for
Canadians and to gain taxpayers’ trust. In 2010-2011, we tested the design and implementation of its key internal
controls related to financial reporting on CRA activities and partially completed operational effectiveness testing of
these controls. These efforts support the Chief Executive Officer’'s and Chief Financial Officer’s annual Statement of
Management Responsibility, Including Internal Control Over Financial Reporting, which is published with the annual
Financial Statements audit report.

This work will help provide assurance that appropriate internal controls over financial reporting are operating
effectively and that the CRA’s financial reporting is reliable. It ensures that significant financial controls, risks, and
issues are identified and addressed as required by the Tax Collection Agreements, the TBS Policy on Internal Controls,
and the Financial Administration Act.

Budget 2010 announced that federal government departments’ and agencies’ operating budgets would be frozen for
two years at fiscal year 2010-2011 levels. This year, we developed a cost containment management plan to ensure that
resources would be available to continue to support government priorities, as well as to fulfil our legislated
responsibilities and maintain the delivery of core business, while respecting the need for fiscal restraint.

Refine our strategic investment plan

First introduced in 2009, our Strategic Investment Plan (SIP) provides decision-makers with the necessary information
to effectively manage our portfolio of major infrastructure investment projects. It is integrated with our strategic
themes and objectives, and consistent with the Treasury Board’s Policy on Investment Planning. Annual updates to
the SIP focus on ensuring the integrity and sustainability of our mission-critical systems, and allow for adjustments to
be made in view of changing priorities, emerging risks, or government-wide initiatives that affect funding.

The second, 2010-2015 edition of the SIP was successfully developed and approved by senior management in the
reporting period. During its development, particular attention was devoted to ensuring the plan adequately reflects
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our needs and priorities in terms of IT infrastructure and business/IT solutions. This theme was replicated throughout
the various related SIP products, such as the Treasury Board Submission and Capital Plan prepared in support of the
condition to access the funding for the T1 Redesign. The plan led to investment decisions and the granting of approval
for a number of projects to initiate their planning stages and present a submission to our Agency Management
Committee.

In 2010-2011, we also implemented an integrated project management tool, Project System, for major new investment
projects. Project System was integrated into our Corporate Administration System to facilitate project and portfolio
structuring and reporting. Among its benefits, the new tool enables the multi-year tracking of project costs and
enhances our ability to compare planned costs to actual expenditures. In accordance with the plan for gradual
implementation, seven projects were captured in Project System in 2010-2011 as they entered new stages of the
approval process. To ensure the successful implementation of the new system, monthly discussion forums were held
to gather feedback and provide training. A strong commitment to consultation and coordination with key stakeholders
ensured that issues were addressed and that the most accurate financial information possible was captured in the
system.

Employ risk management consistently and systematically

The Enterprise Risk Management program is designed to effectively manage risks through a systematic and

comprehensive approach that is methodically integrated into its decision-making, planning, and reporting processes.

An update to the Corporate Risk Inventory 2009 was completed in 2010. The 2010 edition of the Inventory was
developed by conducting interviews that provide a broad perspective on shifts in the internal and external
environments that drove changes to the risks presented in the 2009 Inventory. The conclusion drawn from these
interviews was that no significant changes to the enterprise risks have been identified to warrant additional action.
Consequently, we are continuing to implement strategies for already identified risks requiring mitigation.

During 2010-2011, the CRA consulted with national and international organizations from the public and private sectors
as well as communities of expertise on leading practices. Based on our research findings, we adopted an improved
enterprise risk management cycle. This multi-year approach will eliminate cycle overlap and process fatigue, provide
a more horizontal outlook, and reduce inefficiencies while increasing the availability of more timely and relevant risk
information.

Service Standards in the CRA

Maintaining the confidence of Canadians in the integrity of the tax system is essential to the success of the CRA.
Service standards that are reasonable and consistently met contribute to increasing the level of confidence that
Canadians place in government. Our service standards publicly state the level of performance that citizens can
reasonably expect to encounter from the CRA under normal circumstances. We set targets that state the percentage of
time or level of accuracy that we expect to attain for the established standard. Targets represent the percentage or
degree of improvement we expect to attain, based on operational realities such as resource availability, infrastructure,
historical performance, the public’s expectations, and the complexity of the work. Our standards and targets are
reviewed annually and updated, as necessary.

For more information on CRA’s service standards, please visit: http://www.cra-arc.gc.ca/gncy/nnnl/menu-eng.html

Enhance Sustainable Development

This past year was a transition year for the CRA in implementing our Sustainable Development (SD) National Action
Plan. While we continued to focus on maintaining SD momentum, we began preparing the CRA to support Canada’s
first Federal SD Strategy. During 2010-2011, we implemented numerous activities under the SD National Action Plan
including increasing SD awareness, the sustainable business travel course, green procurement, energy conservation,
battery recycling program implementation, SD performance reporting and the paper use reduction. The following
reflects the results of these efforts:

CANADA REVENUE AGENCY

1| NOILD3S

AN0JLNO J193LYYLS Ag SAILIAILDY WYYDOHd 40 SISATYNY

49



http://www.cra-arc.gc.ca/gncy/nnnl/menu-eng.html

e 97% of employees are familiar with SD as it relates to the CRA (up 8% from 2007 and exceeding the 2010 target of
95%);

e A total of 1,400 employees completed the Sustainable Business Travel course;

e Over 49% of goods purchased in Synergy were “green”;

e Energy waste was reduced by 25% in six pilot facilities;

e Battery recycling programs were expanded; and

e An updated SD Performance Reporting Tool, SD Criteria Tool, and new SD wiki space were launched.

As encouraging as the above results are, average office paper use per employee increased by 4%, highlighting the
need for continued efforts to meet our paper reduction commitments.

The CRA Sustainable Development Strategy 2011-2014 was developed to specify direction for future CRA SD activities.

Enhance the Integration of Social Media

Due to the rising popularity of social media and increased demand from both Canadians and internal stakeholders to
accelerate its use, the CRA completed a Strategic Plan for External Communications through Social Media for
2010-2012. This plan establishes clear goals and objectives when using social media to communicate with Canadians
and identifies planned activities in support of these objectives.

In 2010-2011 social media components were considered for all major communication and marketing or advertising
initiatives. When deemed appropriate, social media tools, YouTube videos or videos for the CRA video cast window
were incorporated into larger communication and marketing strategies. Social media was fully integrated into the
tax-filing season strategy.For example, CRA used its new Twitter account to issue tweets of its popular Tax Tip series.

For the second consecutive year, the CRA repeated its YouTube Video Contest — The Underground Economy: Not
Your Problem? — as a component of the Compliance Communication Strategy. The objective of the contest was to
continue the discussion initiated during the first contest about the downside of the underground economy.

The CRA Web Site Strategic Plan
The CRA Web Site Strategic Plan 2009-2010 to 2011-2012 was approved in February 2010. The plan established four

key objectives. To meet them, the CRA undertook a variety of initiatives to better understand and respond to
Canadians’ expectations for CRA Web services. The following highlights illustrate how the CRA has moved the
Strategic Plan forward:

Objective — Increase the overall awareness of the services offered on the Web site:

e We completed another phase of a multi-phase project.

Objective — Increase the ease of finding information by 5%:

¢ We conducted the 2010 CRA Web Site Individual Telephone and Online User Survey.
¢ We conducted usability testing with individual and business users.

e We developed high-level business requirements for advanced Web site research.

e We completed an upgrade of a new search engine for the CRA Web site.

e We developed business requirements for a test environment.

e We actively participated in the User Experience Working Group.

Objective — Explore and implement three new web technologies:

e We improved Web site infrastructure to support enhanced multimedia content.

e We continued with CRA-wide implementation of the Publishing Content Management Solution.
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LESSONS LEARNED

What worked well: We delivered on our management priorities through timely and responsive decision-making, a fully
accountable senior management culture, streamlined management policies and practices, and improved planning and
reporting.

What could be improved: We continue to do additional work on our management regime. We will also continue to
advance Information Management.

For supplementary information on this program activity, please visit:

www.cra.gc.cazannualreport

CANADA REVENUE AGENCY

1| NOILD3S

AN0JLNO J193LYYLS Ag SAILIAILDY WYYDOHd 40 SISATYNY

51



http://www.cra.gc.ca/annualreport

52

CANADA’Ss ECONOMIC ACTION PLAN INITIATIVES

Reducing the tax burden on Canadians is a central theme to many of the action plan initiatives undertaken in recent
years. The Economic Action Plan introduced significant new personal income tax reductions that are providing relief,
particularly for low- and middle-income Canadians, as well as measures to help Canadians purchase or improve their
homes. These tax reductions allow individuals and families to keep more of their hard-earned money and improve
incentives to work, save and invest, while also contributing to the Government’s long-term economic agenda.

Our efforts at the CRA have enabled the Government to successfully deliver on these commitments. We continue to
administer programs to help families, seniors, workers, and persons with disabilities. We also administered corporate
income tax reductions that were put in place to help Canadian businesses weather the effects of the global economic
challenges, to maintain and create jobs.

In 2010-2011, the CRA was provided with $9.6 million in action plan funding to administer the Home Renovation Tax
Credit, First-Time Home Buyers Tax Credit. Additional monies were also provided for Late filing and incorrect format
penalties and for the simplification of GST/HST for the direct selling industry. These supplementary funds enabled the
CRA to augment our capacity to deal satisfactorily with the increased information requirements presented by these

initiatives.
($ millions) 2008-2009 2009-2010 2010-2011
Main Estimates 3,737 4,388 4,476
Planned Spending 3,875 4,388 4,524
Total Authorities 4,371 4,586 4,597
Actual Spending 4,199 4,407 4,419
Canada’s Economic Action Plan - 12 9.6

The following are just a few of the action plan initiatives that the CRA administered and delivered on behalf of
Canadians.

The Working Income Tax Benefit Program provided a refundable tax credit for eligible working low-income
individuals and families who are already in the workforce and encouraged Canadians to enter the workforce.

The First-Time Home Buyers’ Tax Credit assists first-time home buyers with the costs associated with the purchase of
a home.

The Home Renovation Tax Credit Program provided a non-refundable tax credit for eligible expenses incurred for
work performed or goods acquired for an eligible dwelling.

The Canada Child Tax Benefit Program provided a tax-free monthly payment to eligible families to help them with
the cost of raising children under the age of 18. Through the Economic Action Plan, the federal government raised the
level at which the National Child Benefit Supplement amount for low-income families and the Canada Child Tax
Benefit are phased out, so that eligible families with two children received additional benefits.

We are pleased to report that the tax relief measures for individuals, families and businesses announced in Canada’s
Economic Action Plan have now been fully implemented. Our efforts over these past few years in implementing the
action plan initiatives demonstrate our commitment to make sure that Canadians have all of the information they need,
not only to meet their tax obligations but also to take full advantage of the tax savings to which they may be entitled.
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SECTION III:

SUPPLEMENTARY INFORMATION

STATEMENT OF MANAGEMENT RESPONSIBILITY INCLUDING INTERNAL
CONTROL OVER FINANCIAL REPORTING

We have prepared the accompanying financial statements of the Canada Revenue Agency according to accounting principles
consistent with those applied in preparing the financial statements of the Government of Canada. Significant accounting policies
are set out in note 2 to the financial statements. Some of the information included in the financial statements, such as accruals
and the allowance for doubtful accounts, is based on management's best estimates and judgment, with due consideration to
materiality. The Agency’s management is responsible for the integrity and objectivity of data in these financial statements. Financial
information submitted to the Public Accounts of Canada and included in the Agency’s Annual Report, is consistent with these
financial statements.

To fulfill its accounting and reporting responsibilities, management maintains sets of accounts which provide records of the
Agency’s financial transactions. Management also maintains financial management and an effective system of internal control over
financial reporting (ICFR) that take into account costs, benefits, and risks. They are designed to provide reasonable assurance that
transactions are within the authorities provided by Parliament, and by others such as provinces and territories, are executed in
accordance with prescribed regulations and the Financial Administration Act, and are properly recorded to maintain the
accountability of funds and safeguarding of assets.

Financial management and internal control systems are reinforced by the maintenance of internal audit programs. The Agency also
seeks to assure the objectivity and integrity of data in its financial statements by the careful selection, training, and development
of qualified staff, by organizational arrangements that provide appropriate divisions of responsibility, by communication
programs aimed at ensuring that its regulations, policies, standards, and managerial authorities are understood throughout the
organization, and by conducting an annual assessment of the effectiveness of its system of ICFR. An assessment for the year ended
March 31, 2011 was completed in accordance with the Policy on Internal Control and the results and action plans are summarized
in the annex.

The system of ICFR is designed to mitigate risks to a reasonable level based on an on-going process to identify key risks, to assess
effectiveness of associated key controls, and to make any necessary adjustments. The effectiveness and adequacy of the Agency’s
financial management and its system of internal control are reviewed by the work of internal audit staff, who conduct periodic
audits of different areas of the Agency’s operations and by the Board of Management which is responsible for ensuring that
management fulfills its responsibilities for financial reporting and internal control and exercises this responsibility through the Audit
Committee of the Board of Management. To assure objectivity and freedom from bias, these financial statements have been
reviewed by the Audit Committee and approved by the Board of Management. The Audit Committee is independent of
management and meets with management, the internal auditors, and the Auditor General of Canada on a regular basis. The auditors
have full and free access to the Audit Committee.

The Auditor General of Canada conducts independent audits and expresses separate opinions on the accompanying financial
statements which do not include an audit opinion on the annual assessment of the effectiveness of the Agency's internal controls
over financial reporting.

Approved by:

Linda Lizotte-MacPherson Filipe Dinis
Commissioner and Chief Financial Officer and Assistant Commissioner,
Chief Executive Officer Finance and Administration

Ottawa, Ontario
August 30, 2011
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FINANCIAL PERFORMANCE INFORMATION — PARLIAMENTARY
APPROPRIATIONS

Introduction

This section of the CRA Annual Report to Parliament 2010-2011 provides the details of the Agency’s resource
management performance for the purpose of reporting to Parliament on the use of appropriations in 2010-2011. This
complements the information provided in the spending profile sections under each Program Activity and satisfies the
reporting requirements set for departmental performance reports.

Financial reporting methodologies

The CRA’s funding is provided by Parliament through annual appropriations (modified cash accounting basis) and, in
this section, the CRA reports its expenditures and performance to Parliament, together with details on the management
of Parliamentary appropriations on the same basis. In addition to the above reporting requirements, the CRA is also
required to prepare its annual financial statements in accordance with the accounting principles applied in preparing
the financial statements of the Government of Canada (full accrual accounting basis). Accordingly, the audited
Statement of Operations — Agency Activities in our 2010-2011 Annual Report to Parliament includes certain items
such as services received without charge from other government departments and federal agencies. A reconciliation

can be found in note 3 in the same report.

The CRA is participating in a Treasury Board Secretariat (TBS) pilot project to extend accrual accounting to the
budgeting and appropriations process. As required by the pilot project, CRA prepared and included future-oriented
financial statements (FOFS) in the 2010-2011 Report on Plans and Priorities (RPP). This future-oriented financial
information was prepared on an accrual basis to strengthen accountability and improve transparency and financial
management. As part of the analysis of net cost of operations, this DPR compares actual results to the initial future-
oriented financial statements contained in the 2010-2011 RPP.

CRA financial information
Activities of the Agency

2010-2011
Canada Revenue Agency (in thousands of dollars)
Main Estimates! 4,476,430
Planned Spending? 4,523,527
Total Authorities? 4,596,714
Actual Spending 4,418,566

! Spending authorized by Parliament at the beginning of the fiscal year.

2 Main Estimates authorities plus other amounts anticipated to be authorized during the fiscal year.

3 Total spending authorized by Parliament during the fiscal year.

The Financial Statements — Agency Activities reports $3,975.4 million as total Parliamentary appropriations used
(note 3 on page 122 shows the reconciliation to the net cost of operations). The difference from the $4,418.5 million
reported in this section is explained by two items reported in the Financial Statements — Administered Activities: the
statutory disbursements to provinces under the Softwood Lumber Products Export Charge Act, 2006, $220.7 million;
and the Children’s Special Allowance payments, $222.4 million.
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Overview

For 2010-2011, Parliament approved $4,476.4 million through the Main Estimates, as shown in the CRA’s 2010-2011
Report on Plans and Priorities.

The 2010-2011 Main Estimates were adjusted to include:

e $150.3 million for the carryforward from 2009-2010;

e $82.5 million for maternity and severance payments;

e $57.8 million for the implementation of Harmonized Sales Tax for Ontario and British Columbia and the
Affordable Living Tax Credit for Nova Scotia;

e $49.3 million for additional employee benefits plan costs;

e $32.4 million for various collective agreements increases;

e $18.2 million for increased Respendable Revenue mainly to provide services to the Canada Border Services
Agency;

e $15.0 million for the implementation of various tax measures announced in the 2010 Federal Budget;

e $8.2 million for the Government advertising campaigns;

e $4.0 million for Court Awards and Crown Assets Disposal; and

e $2.3 million for the Financial Interoperability and Stewardship Initiative in support of the Corporate Administrative
Systems.

These increases were offset by the following reductions:

e $258.3 million due to a modification to the original estimate of disbursements to provinces under the Softwood
Lumber Products Export Charge Act;

e $24.3 million due to delays in proposed amendments to the Income Tax Act related to foreign investment entities
and non-resident trusts;

e $14.1 million transferred to Public Works and Government Services Canada (PWGSC) to adjust charges related to
accommodation and real property services;

e $2.5 million for statutory Children’s Special Allowance payments;

e $0.3 million due to a reduction in the budget for the Office of the Minister; and

e $0.2 million transferred to the Treasury Board Secretariat to support the National Managers’ Community.

This resulted in total approved authorities of $4,596.7 million for 2010-2011, representing an in-year increase of 2.7%
over the Main Estimates.

Of the $4,596.7 million total authority, CRA’s actual spending totalled $4,418.5 million resulting in $178.2 million
remaining unexpended at year-end. After deducting unused resources related to Government advertising campaigns,
the remaining $178.0 million is available for use by the Agency in 2011-2012 under its statutory two-year spending
authority. This amount represents 3.9% of the total authority.

The Agency’s two-year spending authority enables the CRA to be more strategic in its use of public funds by taking a
multi-year view of plans and budgets. The financial flexibility in 2010-2011 was somewhat higher than usual due to
restraint measures introduced by the CRA during the latter half of the fiscal year in response to the Operating Budget
freeze implemented by the Government in Budget 2010. This increased carryforward was part of the Agency’s strategy
to address unfunded operating pressures in 2011-2012, including previously approved salary increases for employees.

Revenues administered by the Agency

Total revenues administered by the CRA amount to some $311 billion in 2010-2011, an increase of 11.5% from the
$279.0 billion administered in 2009-2010.
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(in thousands of dollars) 2009-2010 2010-2011
Federal Government 180,455,735 191,023,845
Provincial, Territorial Governments and First Nations 62,154,726 83,085,151
Canada Pension Plan 36,305,844 37,177,356
Total 278,976,305 311,286,352
Condensed Statement of Financial Position
As at March 31, 2011 (in thousands of dollars)
% Change 2010-2011 2009-2010
Total assets 2.6% 792,617 772,203
Total liabilities 9.0% 1,068,003 979,651
Equity of Canada 32.7% (275,386) (207,448)
Total 2.6% 792,617 772,203
Condensed Statement of Operations
For the year ended March 31, 2011 (in thousands of dollars)
Future-oriented
% Change 2010-2011 2009-2010 2011
Total expenses 3.7% 4,605,580 4,441,321 4,404,675
Total revenues 7.2% 610,277 569,421 572,145
Net cost of operations 3.2% 3,995,303 3,871,900 3,832,530

There are three significant program administration changes which have influenced the results in the Financial
Statements.

1. Provincial Sales Tax Administration Reform

On July 1, 2010, the CRA successfully implemented the Harmonized Sales Tax (HST) in the provinces of Ontario and
British Columbia. However, on August 26, 2011 the Province of British Columbia announced that it will return to the
provincial sales tax. The transition period is expected to take a minimum of 18 months. During this period, the Agency
will continue to administer the HST in British Columbia.

The CRA has received funding for 2010-2011 and subsequent years of $710 million (including employee benefit plan
contributions and accommodation charges) and authority to spend $21.7 million of internal CRA funds for the
continuing implementation and administration of the HST in Ontario and British Columbia. Of this amount,

$91.7 million was received to cover costs in 2010-2011. Funding was used to enhance service to taxpayers, further
develop capacity to identify and address the risk of HST non-compliance, transition affected provincial employees to
the Agency, implement remaining IT system modifications, and administer new province-specific HST flexibilities in
Ontario and British Columbia.

Program enhancements to address the increased risk of HST non-compliance and completing the necessary system
changes will continue to be a priority for the Agency in 2011-2012.
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2. New Authorities for Capital Assets

The CRA established a separate Capital Expenditures Vote as of April 1, 2010, meaning the Agency’s Capital asset
expenditures, with the exception of certain year-end adjustments, were funded by a distinct capital budget authority.
Previously, capital amounts were included in, and funded out of, the Operating Vote Authority.

In fiscal year 201l, the Agency’s capital expenditures totalled $110.4 million. The Agency carried forward an amount
of $52 million, which was a result of an overestimated capital budget requirement at the time Main Estimates were
prepared due to changes in assumptions regarding the terms and conditions of procurement agreements. The unused
balance of capital funding will be used to finance capital purchases in fiscal year 2012.

As outlined in the table below, the CRA continued to invest in information technology (IT) systems in order to ensure
modern and efficient program delivery. The Agency had several large-scale projects that required substantial
investments in the development of IT systems. Combined with the acquisition of IT hardware, the Agency invested
$106 million in IT related capital assets this fiscal year. The value of these new capital assets has been offset by
amortization expenses of $93.4 million in 2010-11.

Figure 2 Information Technology Investment in Capital Assets

145M § 144M $§

137M $
. - —

2007-2008 2008-2009 2009-2010 2010-2011

Software [l Equipment

3. Impact of 2010 Federal Budget - Collective Bargaining

As part of the 2010 Federal Budget, and to support its priority of restoring fiscal balance, the Government announced
a freeze on the operating budgets of departments and agencies until 2012-2013. As a result, no incremental funding
was provided to organizations for the costs of wage increases.

In fiscal year 2010-2011, the Agency managed these operating pressures in a decentralised manner by requiring
individual budget managers to absorb them within existing budgets. The funding shortfall of approximately

$13 million was primarily comprised of the economic increases associated with the Public Service Alliance of Canada
(PSAQ) and the Professional Institute of the Public Service of Canada (PIPSC) collective agreements, as well as salary
increases for the Human Resource (HR) and Executive/ Cadre (EC) groups.

Given the magnitude of the pressures associated with non compensated wage and salary cost increases in future
years, the Agency has undertaken a targeted program spending realignment review to identify potential sources of
funding. The reduction in spending will primarily be achieved through general administrative and program
efficiencies.

Analysis of Net Cost of Operations

The Agency’s 2010-2011 net cost of operations increased by $123 million from 2009-2010. Agency expenses totaled
$4,606 million in 2010-2011 (2009-2010 — $4,441 million) (see Note 9 of the Financial Statements - Agency Activities
for the breakdown of expenses by category). When adjusting for non-tax revenue of $610 million (2009-2010 —
$569 million), the net cost of operations amounts to $3,995 million, as illustrated below:
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Details on the net cost of operations

Expenses 2011 2010
(in thousands of dollars)
Personnel 3,409,331 3,230,297
Accommodation 327,413 331,587
IT equipment and services 282,143 256,778
Transportation and communications 194,861 197,804
Professional and business services excluding IT 160,251 162,506
Federal sales tax administration costs — Province of Québec 142,179 148,437
Other 89,402 113,912
Total expenses 4,605,580 4,441,321
Less: Non-tax revenue 610,277 569,421
Net cost of operations 3,995,303 3,871,900

The Agency’s expenses are composed of 74% in personnel expenses (salaries, other allowances and benefits) and
26% in non-personnel expenses, as illustrated in the figure below.

Figure 3 Total Expenses by Type

2010-2011 2009-2010
Personnel Personnel
40 3% 2% 495 3% 3%
4% B Accomodation 4% B Accommodation
6% M IT Equipment and Services 6% M IT Equipment and Services
Transportation and Transportation and
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M Professional and Business B Professional and Business
Services Excluding IT Services Excluding IT
Federal Sales Tax Federal Sales Tax
Administration Costs — Administration Costs —
74% Province of Québec 73% Province of Québec
I Other I Other

Personnel expenses are the primary drivers for the Agency. A number of factors contributed to the net increase of
$179 million for this type of expenses in 2010-2011, the most significant being the increase in the rate used to calculate
severance benefits. Additional costs were also incurred for salary revisions pursuant to collective agreements
provisions.

Significant elements of non-personnel expenses are composed of accommodation, IT equipment and services,
transportation and communication expenses. In total, non-personnel expenses decreased by $15 million, which is
mainly attributable to the reduction in expenses relating to accommodations, travel and telecommunication,
advertising and materials and supplies, offset by an increase in IT equipment and services.

Comparison of Future-oriented Financial Information and Actual Results

The Agency’s final net cost of operations for 2010-2011 was $163 million more than was anticipated in the
future-oriented financial statements included in the 2010-2011 RPP ($3,995 million — $3,832 million). This represents
a 4.2% variance and is explained as follows:

e The future-oriented financial statements were prepared based on Parliamentary appropriations received as of the
2010-2011 Main Estimates and did not consider expenditures as a result of resources received for the remainder of
the year for such items as:

e Carryforward amounts from 2009-2010;

¢ Funding related to measures arising from the 2010 Federal Budget; and

e Implementation of the Harmonized Sales Tax (HST) in Ontario and British Columbia, the Harmonized Sales
Tax Credit (HSTC) for these provinces, and the Nova Scotia Affordable Living Tax Credit (NSALTC).
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e Other explanations for the variance relate to the Agency’s unused appropriations for 2010-2011 and variations in
accrual adjustments mainly for asset acquisitions and the related amortization, and personnel related costs such as
severance benefits.

Financial Statements

For supplementary information on the CRA’s audited financial statements and unaudited supplementary financial
information, please visit:
http://www.cra-arc.gc.ca/gncy/nnnl/2010-2011/prfrmnc-e/fn-stmnt-cvr-eng.html.

List of Supplementary Information Tables

All electronic supplementary information tables found in the 2010-11 Departmental Performance Report can be found

on the Treasury Board of Canada Secretariat’s website at: http://www.tbs-sct.gc.ca/dpr-rmr/2010-2011/index-eng.asp.

e Sources of Respendable and Non-Respendable Non-Tax Revenue

e User Fees Reporting

e Status Report on Projects operating with specific Treasury Board Approval
e Details on Transfer Payment Programs

e Green Procurement

e Response to Parliamentary Committees and External Audits

e Internal Audits and Evaluations
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SECTION [V

OTHER ITEMS OF INTEREST

Board membership

The Board of Management of the CRA is made up of 15 members appointed by the Governor in Council. They
include the Chair, the Commissioner and Chief Executive Officer, a director nominated by each province, one
director nominated by the territories, and two directors nominated by the federal government. Members of the Board
bring an external and diverse business perspective from the private, public, and not-for-profit sectors to the work of

the CRA.

The following are the Board members, as of March 31, 2011.4

Susan J. McArthur,B.A.,ICD.D
Chair, Board of Management
Managing Director

Jacob Securities Inc.

Toronto, Ontario

Camille Belliveau, CFP, FCGA
Executive Director

Groupe EPR Canada Group Inc.
Shediac, New Brunswick

Myles Bourke, B.Comm., FCA
Corporate Director

Chartered Accountant
Lethbridge, Alberta

Richard J. Daw, CFP, CMC, FCA
Executive in Residence

Faculty of Business Administration of
Memorial University

St. John’s, Newfoundland and Labrador

Raymond Desrochers, B.Comm., CA, CFE
Partner

BDO Dunwoody LLP Chartered Accountants
Winnipeg, Manitoba

John V. Firth, BFA, EPC
Financial Advisor
Whitehorse, Yukon Territory

4. Asof March 31,2011, one position on the Board was vacant.

Gerard J. Fitzpatrick, FCA, TEP
Partner

Fitzpatrick and Company
Chartered Accountants

Charlottetown, Prince Edward Island

Gordon Gillis, B.A., LL.B.
Corporate Director
Dartmouth, Nova Scotia

Norman G. Halldorson, B.Comm., CA, FCA
Corporate Director
Clavet, Saskatchewan

James J. Hewitt, FCMA
Corporate Director
Penticton, British Columbia

Fauzia Lalani, P.Eng.
Field Logistics

Director - Services

Suncor Energy Services Inc.
Calgary, Alberta

James R. Nininger, B.Comm., M.B.A., Ph.D
Corporate Director
Ottawa, Ontario

Sylvie Tessier, M.B.A., P.Eng., ICD.D
Director of Professional Services
Hewlett Packard

Toronto, Ontario

Linda Lizotte-MacPherson, B.Comm.
Commissioner and Chief Executive Officer
Canada Revenue Agency

Ottawa, Ontario
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ORGANIZATIONAL STRUCTURE

The Honourable Gail Shea

Minister of National Revenue

Role of the minister - The minister is responsible for the Canada Revenue Agency (CRA).

Susan J. McArthur,
Chair, Board of Management

Role of the Board of Management - The Board is responsible for overseeing the
organization and administration of the CRA and the management of its resources,
services, property, personnel, and contracts.

Linda Lizotte-MacPherson Vacant

Deputy Commissioner

Commissioner and Chief Executive Officer

Role of the commissioner and chief executive officer - The commissioner
is the chief executive officer of the CRA and is responsible for its
day-to-day management and direction.

Role of the deputy commissioner - The deputy commissioner supports
the commissioner and chief executive officer in the day-to-day
management and direction of the CRA.

DEPARTMENTAL PERFORMANCE REPORT 2010-2011

L Patricia A. MacDonald
Anne-Marie Lévesque Peter Estey @il Al Breautive am
Assistant Commissioner Assistant Commissioner AedsEr: Cammisdenar
Appeals Atlantic Corporate Audit and Evaluation Branch
. Filipe Dinis
Arlene White Darvell Mahoney Chief Finanial Offcer
Assistant Commissioner ’ R CE i s and Assistant Commissioner
Assessment and Benefit Services Ontario el etk
Terrance McAuley Maureen Phelan Cheryl Fraser
Assistant Commissioner A/Assistant Commissioner Assistant Commissioner
Compliance Programs Pacific Human Resources
Brian McCauley Chervl Bartell Peter Poulin
Assistant C issi ) A . Chief Information Officer and
ssistant Lommissioner Assistant Commissioner - Tt
Legislative Policy and Prairie Assistant Commissioner
Regulatory Affairs Information Technology
Danielle Morin . .
- o Gabriel Caponi Charles Nadeau
fAssistant Comrplssnoner Assistant Commissioner A/Senior General Counsel
Taxpayer Services and Guehee Legal Servi
Debt Management €gal services
Sandra Lavigne
Assistant Commissioner
Public Affairs
Catherine Bennett
Assistant Commissioner
Strategy and Integration
As of August 2011

Brian Philbin
Assistant Commissioner, Chief Risk Officer
Enterprise Risk Management
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Rating our data quality
In conjunction with the performance results ratings, we also assign each indicator a data quality rating.

For each indicator, we use consistent approaches in evaluating the information derived from our data collections
systems and all other sources. We rely upon CRA managers to vouch for the completeness of the records for data
integrity purposes (i.e., data belongs to the same category, is collected for the same period, and by the same method).
We examine data for relevance, formulas for accuracy, and other factors that must be considered. We also use
comparable information from prior years for the purpose of historical comparison, which often appears in the
Canada Revenue Agency Departmental Performance Report. To ensure consistency, we perform the following tasks
to verify that the information reported in our numerous reports is valid, reliable, and is accompanied by appropriate
evidence:

e Validation: This is a process of verification to ensure that the data meets the requirements for its intended
purposes. We review and evaluate data for completeness and plausibility (accuracy, timeliness, interpretability,
coherence). We also identify contact information, check calculations, confirm system reliability (verifying the
source of information), and note and correct any errors.

e Data quality assessment: We apply a data quality checklist and review prior years’ data to assess the quality of
data for each indicator.

e Electronic filing system: We store data in a database for easy reference and further analysis for other purposes.

e Physical filing system: We maintain physical files of the evidence collected from all sources to provide validation
and assurance that our data quality ratings are accurate and supported.

We always endeavour to use the most appropriate and reliable data when evaluating our results. There are two main
data sources for the Canada Revenue Agency Departmental Performance Report: administrative data (normally
communicated in aggregate or after some simple calculations are performed on them) and survey data. All data
sources are validated for accuracy and a data quality rating of good, reasonable, or weak, as categorized below,

is applied to each indicator.

We believe that these three levels of data quality ratings provide a reasonable assessment of the reliability of the data.
Generally, our data sources provide reliable information. In situations where the supporting data is too imprecise to
draw firm conclusions, it is reflected in the data quality rating.

Data Quality Ratings

Good Results rating based on management judgment supported by an appropriate level of accurate information (including
management estimates) obtained from reliable sources or methods.

Reasonable Results rating based on management judgment supported, in most cases, by an appropriate level of accurate information
(including management estimates) obtained from reliable sources or methods.

Weak Significant gaps in robustness of results information; results rating based on management judgment supported by entirely
or predominantly qualitative information from informal sources or methods.

Service standards in the CRA

Maintaining the confidence of Canadians in the integrity of the tax system is essential to the success of the CRA.
Service standards that are reasonable and consistently met contribute to increasing the level of confidence that
Canadians place in government. Our service standards publicly state the level of performance that citizens can
reasonably expect to encounter from the CRA under normal circumstances. We set targets that state the percentage of
time or level of accuracy that we expect to attain for the established standard. Targets represent the percentage or

degree of improvement we expect to attain, based on operational realities such as resource availability, infrastructure,
historical performance, the public’s expectations, and the complexity of the work. Our standards and targets are
reviewed annually and updated, as necessary.

For more information on CRA’s service standards, please visit: http://www.cra-arc.gc.ca/gncy/stndrds/menu-eng.html
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Sustainable development

This past year was a transition year for the CRA in implementing our Sustainable Development (SD) National Action

Plan. While we continued to focus on maintaining SD momentum, we began preparing the CRA to support Canada’s

first Federal SD Strategy. During 2010-2011, we implemented numerous activities under the SD National Action Plan

including increasing SD awareness, the sustainable business travel course, green procurement, energy conservation,

battery recycling program implementation, SD performance reporting and the paper use reduction. The following

reflects the results of these efforts:

97% of employees are familiar with SD as it relates to the CRA (up 8% from 2007 and exceeding the 2010
target of 95%);

A total of 1,400 employees completed the Sustainable Business Travel course;

Over 49% of goods purchased in Synergy were “green”;

Energy waste was reduced by 25% in six pilot facilities;

Battery recycling programs were expanded; and

An updated SD Performance Reporting Tool, SD Criteria Tool, and new SD wiki space were launched.

As encouraging as these results are, average office paper use per employee increased by 4%, highlighting the need

for continued efforts to meet our paper reduction commitments.

The CRA Sustainable Development Strategy 2011-2014 was developed to specify direction for future CRA SD activities.

For more information on our sustainable development performance, please visit www.cra.gc.ca/sds.
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SUMMARY OF THE ASSESSMENT OF EFFECTIVENESS OF THE SYSTEMS OF
INTERNAL CONTROL OVER FINANCIAL REPORTING AND THE ACTION PLAN OF
THE CANADA REVENUE AGENCY

Fiscal year 2010-2011

Annex to the Statement of Management Responsibility Including Internal Control Over Financial Reporting.

Note to the reader

With the Treasury Board Policy on Internal Control, effective April 1, 2009, departments and agencies are now
required to demonstrate the measures they are taking to maintain an effective system of internal control over financial
reporting (ICFR).

As part of this policy departments are expected to conduct annual assessments of their system of ICFR, establish action
plans to address any necessary adjustments, and to attach to their Statements of Management Responsibility a
summary of their assessment results and action plan.

Effective systems of ICFR aim to achieve reliable financial statements and to provide assurances that:
e Transactions are appropriately authorized;

¢ Financial records are properly maintained,

e Assets are safeguarded from risks such as waste, abuse, loss, fraud and mismanagement; and

e Applicable laws, regulations and policies are followed.

It is important to note that the system of ICFR is not designed to eliminate all risks, rather to mitigate risk to a
reasonable level with controls that are balanced with and proportionate to the risks they aim to mitigate.

The maintenance of an effective system of ICFR is an ongoing process which involves identifying key risks, assessing
the effectiveness of associated key controls and adjusting them as required, as well as monitoring the system in
support of continuous improvement. As a result, the scope, pace and status of departmental assessments of the
effectiveness of their systems of ICFR will vary from one organization to another based on risks and taking into

account their unique circumstances.

The annual assessment of ICFR contemplated in the Treasury Board (TB) Policy on Internal Control is intended to be
a management self-assessment led and administered by the Chief Financial Officer and supported by senior
management. However, key external audit findings and results can inform this self-assessment. In the case of the CRA,
changes to Federal-Provincial Tax Collection Agreements (TCAs) that took effect starting with the 2004 tax year
introduced a new audit provision requiring the Auditor General to periodically perform a review of the adequacy of
CRA’s internal controls relevant to the annual financial statements provided under the TCAs, the results of which are
reported to provincial and territorial finance Ministers. In fulfilment of these requirements, the Office of the Auditor
General (OAG) audits, periodically, those aspects of the CRA’s self-assessment of ICFR that are relevant to the TCAs.
The portion of CRA’s ICFR that is subject to audit under the TCAs and the results of the controls audits performed to
date by the OAG are explained and described in Sections 3 and 4 of the Annex.

1. INTRODUCTION

This document is attached to the CRA’s Statement of Management Responsibility Including Internal Control Over
Financial Reporting for the fiscal year 2010-2011. As required by the TB Policy on Internal Control, effective

April 1, 2009, this document provides summary information on the measures taken by the CRA to maintain an
effective system of ICFR. In particular, it provides summary information on the assessments conducted by the CRA as
of March 31, 2011, including progress, results and related action plans along with some financial highlights pertinent
to understanding the CRA’s unique control environment.
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1.1 Authority, Mandate and Program Activities

The CRA’s mandate is based upon a framework of complex laws enacted by Parliament and by provincial and
territorial legislatures. To fulfil its mandate the CRA administers a range of tax, benefits and related programs aimed
at ensuring that taxpayers meet their obligations and receive their entitlements and at protecting Canada’s tax base.
For more detailed information on the CRA’s authority, mandate and program activities, please refer to the Agency
overview section of the Departmental Performance Report on page 7 or the CRA’s Report on Plans and Priorities http:/
/[www.ths-sct.gc.ca/rpp/2011-2012/inst/nar/nar00-eng.asp. Information on the expenses and revenues related to the
CRA’s operations and activities can also be found in the Public Accounts of Canada

http://www .tpsgc-pwgsc.ge.ca/recgen/txt/72-eng.html.

1.2 Financial highlights

The CRA’s key results for fiscal-year 2010-2011 are as follows:

Agency Activities

e Total expenses of $4,606 million, 74% of which is personnel expenses.

e Total assets and liabilities of $793 million and $1,068 million respectively. Capital assets comprise 68% of the
Agency’s total assets. Employee severance benefits comprise about 59% of total liabilities and accounts payable
and accrued liabilities comprise about 16%.

Administered Activities

e Total administered revenues of about $311 billion, comprised of $191 billion in revenue administered under tax
and other related federal legislation on behalf of the Government of Canada, $83 billion in revenue administered
on behalf of provincial, territorial and First Nations governments under various Memoranda of Understanding and
similar arrangements, and $37.2 billion in revenue administered on behalf of the Canada Pension Plan.

e Total payments of about $20.5 billion in benefits and credits administered under benefit programs and services on
behalf of the Government of Canada and provincial and territorial governments.

Responsibility for delivering CRA’s mandate is shared by program branches and corporate functions located at
headquarters and within regional operations across Canada including at 48 Tax Services Offices and 7 Tax Centres.
The CRA’s Information Technology (IT) capacity is critical to its ability to deliver services to Canadians and involves
the support of two data centres that process up to 4.5 million transactions per hour, five mainframe computers, about
1,400 servers and maintenance of over 450 national business applications across a distributed computing environment
covering more than 400 locations.

The Agency’s Finance and Administration (F&A) Branch supports the delivery of CRA programs and services by
providing sound advice, products, and services related to a number of key functions including financial
administration, resource management, security, internal affairs, and administration. It also helps ensure compliance
and accountability with related legislation, policies, and directives. F&A activities are performed by a team of almost
3,000 employees, about 30% of whom are located in headquarters and 70% of whom are located in the regions. This
team is integral to the effectiveness of CRA’s system of control over financial reporting, which encompasses two sets
of financial statements — one for Agency Activities and one for Administered Activities. Also of importance to financial
reporting, in particular in relation to Administered Activities, are many of the procedures carried out as part of regional
or headquarters operations, such as collection, data entry and processing of income tax returns, as well as a majority
of the system applications in use at the CRA. This makes CRA’s task of scoping, documenting and assessing the related
controls uniquely challenging.

1.3 Audited financial statements

As noted above, for financial reporting purposes, the activities of the Agency have been divided into two sets of
financial statements: Agency Activities and Administered Activities. The Agency Activities financial statements include
those operational revenues and expenses which are managed by the Agency and utilized in running the organization.
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The Administered Activities financial statements include those revenues and expenses that are administered for
someone other than the Agency, such as the federal government, a province or territory, or another group or
organization.

The CRA has issued annual audited financial statements since 1999-2000 and has consistently received a clean audit
opinion from the Auditor General of Canada.

1.4 Service arrangements relevant to financial statements

1.4.1 CRA reliance on other government service providers:

The CRA relies on other organizations for the processing of certain transactions that are recorded in its financial
statements.

Common Arrangements

e Public Works and Government Services Canada (PWGSC) centrally administers salary payments and looks after
such items as calculation of general pay, payroll deductions, security over pay information, and automatic
retroactive adjustments through the Regional Pay System (RPS),

e Treasury Board Secretariat (TBS) provides the CRA with information used to calculate various accruals and
allowances such as the accrued severance liability,

e the Department of Justice provides legal advisory, litigation and legislative services to the CRA, and

e the Office of the Auditor General of Canada (OAG) provides auditing services to the CRA.

Specific Arrangements

e The Ministere du Revenu du Québec is responsible for the joint administration of the goods and services tax
(GST) and Québec Sales Tax for businesses in the Province of Quebec.

1.4.2 CRA services upon which other departments and agencies rely:
Specific Arrangements

e The CRA provides IT services in relation to the Canada Border Services Agency’s operational financial system.

1.5 Significant changes in fiscal-year 2010-2011

e Starting for fiscal year 2010-2011 the CRA implemented a separate Capital Vote in order to segregate its capital
budget and expenditures from its operating budget and expenditures when seeking spending authority from, and
reporting to, Parliament. This involved changes to systems and procedures to project, fund, code and monitor
capital costs separately.

e In December 2009, the CRA decided to move the Chief Risk Officer responsibilities from the CFO and Assistant
Commissioner, F&A and to create a new, independent Chief Risk Officer position reporting directly to the
Commissioner. Following that decision, in June 2010, Mr. Brian Philbin was appointed to the new position and a
separate branch was created to deliver the re-defined Enterprise Risk Management (ERM) function.

e Effective July 1, 2010 the Ontario and the British Columbia provincial sales tax (PST) and the federal GST were
replaced by a single harmonized sales tax (HST) which is administered by the CRA. Preparing to meet the new
HST business requirements involved modifying and in some cases expanding CRA business processes and IT
infrastructure. On August 26, 2011 the Province of British Columbia announced that it will return to the PST
provincial sales tax. The transition period is expected to take a minimum of 18 months. During this period, the
Agency will continue to administer the HST in British Columbia.

e In December 2010 the CRA Board of Management approved the five new CRA policies listed below which
support the CRA Policy Framework for Financial Management and Corporate Finance. Four of the five new
policies flow from the TB financial management policy suite, while the Policy on Financial Administration,
established further to the authority over general administrative policy granted to the CRA under the

DEPARTMENTAL PERFORMANCE REPORT 2010-2011




Canada Revenue Agency Act, covers financial entitlements to compensate individuals for expenses incurred while
conducting CRA business (e.g., travel and hospitality).

e Policy on Financial Management Governance

e Policy on Internal Financial Control

e Policy on Stewardship of Financial Management Systems

e Policy on Financial Resource Management, Information and Reporting

e Policy on Financial Administration

e On December 3, 2010 Mr. Filipe Dinis, Deputy Assistant Commissioner, F&A, assumed the duties of CFO and
Assistant Commissioner on an acting basis. Mr. Dinis was permanently appointed to this position on
January 27, 2011.

2. CRA’s CONTROL ENVIRONMENT RELEVANT TO ICFR

The CRA recognizes the importance of setting the tone from the top to help ensure that staff at all levels understand
their roles in maintaining an effective system of ICFR and are well equipped to exercise these responsibilities
effectively. The CRA’s focus is to ensure risks are managed well through a responsive and risk-based control
environment that enables continuous improvement and innovation.

2.1 Key positions, roles and responsibilities

Below are the CRA’s key positions and committees with responsibilities for maintaining and reviewing the
effectiveness of its system of ICFR.

Commissioner — The Commissioner and Chief Executive Officer (CEO) of the CRA, as Accounting Officer, assumes
overall responsibility and leadership for the measures taken to maintain an effective system of internal control. In this
role, the Commissioner chairs the Agency Management Committee, sits on the CRA Board of Management, and attends
meetings of the Audit Committee.

Chief Financial Officer (CFO) — The Chief Financial Officer (CFO) reports directly to the Commissioner and
provides leadership for the coordination, coherence and focus of efforts to design and maintain an effective and
integrated system of ICFR, including its annual assessment. In this role the CFO chairs the CRA CEO/CFO Certification
Steering Commiittee and attends meetings of the Audit Committee.

CEO/CFO Certification Steering Committee — The CEO/CFO Certification Steering Committee, which is chaired by
the CFO and composed of Assistant Commissioners with significant responsibility for ICFR including the Chief
Information Officer, the Chief Audit Executive and Assistant Commissioner, Corporate Audit and Evaluation Branch
and the Chief Risk Officer, is responsible for reviewing the progress and results of CRA’s ICFR assessment process and
approving action plans to address significant control issues.

Audit Committee of the Board of Management — The Audit Committee assists the Board of Management (the
Board) in fulfilling its oversight responsibilities by reviewing the Agency’s accounting framework, financial and
performance information, internal controls and financial risks, and compliance with financial and environmental
legislation. On the recommendation of the Audit Committee, the Board approves the Agency’s annual financial
statements. The Commissioner, the CFO, and the Chief Audit Executive and Assistant Commissioner, Corporate Audit
and Evaluation Branch, as well as a representative of the Office of the Auditor General (OAG) each attend Audit
Committee meetings. The Audit Committee was established in 1999 and is comprised of five external members all of
whom are independent of the CRA.

Agency Management Committee — As the sole decision-making Committee in the Agency, the Agency Management
Committee oversees program development and delivery, as well as the day-to-day business operations of the
Agency and all associated risks. The Agency Management Committee reviews, approves and monitors the
Corporate Risk Profile.
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Chief Audit Executive — The Chief Audit Executive and Assistant Commissioner, Corporate Audit and Evaluation
Branch reports directly to the Commissioner and provides, through an effective internal audit function, independent
and objective assurance on the CRA’s risk management, internal control and governance practices. In this role, the
Chief Audit Executive is a member of the CEO/CFO Certification Steering Committee and attends meetings of the
Audit Committee.

Chief Risk Officer — The Chief Risk Officer and Assistant Commissioner of the Enterprise Risk Management Branch
reports directly to the Commissioner and oversees the Agency’s ERM function designed to provide sound risk
information for use in decision-making at the corporate, operational, and project levels.

Internal Controls Division — The Internal Controls Division within the F&A function supports the CRA’s efforts to
design and maintain an effective and integrated system of ICFR by, in collaboration with IT and business process
control owners, documenting and testing the adequacy of ICFR and reporting results to the CEO/CFO Certification
Steering Committee, the Commissioner and the Audit Committee of the Board including, if applicable, information on
action plans to strengthen controls.

2.2 Key measures taken by the CRA

The CRA also helps to ensure the effectiveness of its control environment in mitigating financial reporting risks by
promoting ethical conduct and through its commitment to competence, its governance and organization structure, its
ERM function, and its systems and processes that help ensure relevant information is communicated to appropriate
individuals accurately and on a timely basis. Key elements and activities are described below.

Control Environment

¢ Building and maintaining awareness of the CRA Code of Ethics and Conduct.

e Formalizing management’s commitment to values and ethics via the performance management system.

e Providing mechanisms that help ensure appropriate action is taken in response to violations of the Code.

e a competency-based human resources management system that develops and promotes employees based on
competencies identified as crucial to organizational success, including in the area of financial management,

e a formal Learning Policy that outlines specific roles and responsibilities of senior management, managers and
employees in relation to employee development,

e an annual Individual Learning Plan process through which employees work with their managers to identify
training opportunities for the upcoming year, linked to job requirements and competency development,

e a well established succession planning process for executive positions,

e an organizational structure and accountability regime that clearly set out reporting relationships and the
assignment of authority and responsibility including for the initiation and approval of transactions,

e establishment of yearly performance agreements for executives, based on guidelines aligned with Corporate
Business Plan (CBP) priorities and deliverables including in relation to financial management, and

e an independent and knowledgeable audit committee that is actively involved in overseeing the Agency’s ICFR.

Risk Management

e An integrated ERM function led by the Chief Risk Officer who reports directly to the Commissioner/CEO that
provides the corporate view of risks to support effective decision-making and fosters a risk management culture
within the Agency.

e an annual strategic planning process that links strategic initiatives and priorities to the Corporate Risk Profile,

e an annual corporate planning process which establishes, documents and communicates entity-level objectives

and priorities and aligns the Agency’s activities and budget allocations with them, and

¢ the Resource Investment Management Committee that oversees the management and progress of major project
investments including the identification, monitoring and management of internally and externally driven risks.
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Information Systems and Communication

e monthly financial reports and analyses (for budget projections and for revenues and expenditures) that are
reviewed and approved by senior management,

e Quarterly financial reports and analysis reviewed by the Agency Management Committee and the Board.

e a formal IT Strategy that guides IT development and maintenance, updated annually to help ensure continued
support for the achievement of the strategies and priorities outlined in the CBP, including in relation to financial
management,

e an annual application sustainability assessment to identify and manage application sustainability risks by setting
system-by-system priorities for modernization,

e interaction between the CRA F&A Branch and TBS, Department of Finance and OAG officials to ensure that
emerging accounting issues and developments are identified and suitably addressed, and

e The Internal Disclosures Office within the Corporate Audit and Evaluation Branch which provides a confidential
channel through which employees can disclose wrongdoing.

Monitoring

¢ The Internal Controls Division within the F&A Branch tasked with providing those charged with governance with
assurance that suitably designed ICFR are in place in the Agency and operating effectively

e Monitoring units within the F&A function, both at headquarters and at regional offices, that are responsible for
monitoring transactions, both for Agency Activities (e.g., payroll) and Administered Activities (e.g., Personal (T1)
income tax returns), to help ensure that risks to accurate financial reporting are suitably mitigated.

e an internal audit function that provides professional, independent and objective information, advice and
assurance on the soundness of the Agency’s management framework and on the effectiveness, efficiency, and
economy of the Agency’s strategies, systems, programs and practices,

e presentation of internal audit recommendations and management action plans to the Management Audit and
Evaluation Committee, chaired by the CRA Commissioner and to the Audit Committee, and

e an annual follow-up process to monitor management’s progress in implementing action plans responding to
external and internal audit recommendations including in relation to financial reporting.

3. ASSESSMENT oF CRA’s sYsTEM OF ICFR

The CRA’s financial statements have been audited, as required under the Canada Revenue Agency Act, by the Office
of the Auditor General (OAG), for eleven years. In parallel, the Audit Committee of the Board and CRA senior
management have been providing increased oversight of the preparation and presentation of financial information
including review of information regarding the design and adequacy of its system of ICFR with the objective of
obtaining greater assurance that significant financial reporting risks are being properly mitigated.

In addition, revised federal-provincial Tax Collection Agreements (TCAs) that took effect starting with the 2004 tax
year introduced new audit provisions requiring reports to be provided periodically to provincial and territorial finance
Ministers on the results of Auditor General audits of the adequacy of CRA’s internal controls relevant to the annual
financial statement provided under the TCAs. The OAG and CRA agreed that the new audit engagement would be
according to the Canadian Institute of Chartered Accountants Handbook (CICA HB) Section 5970 standard (Auditor’s
Report on Controls at a Service Organization), a new standard introduced in 2005 in recognition of the dramatic

increase in outsourcing and use of service organizations including for the provision of varied and complex services.

These new reports are aimed at providing provincial and territorial governments and their auditors with independent,
audit-level assurance that the controls at the CRA supporting the administration and reporting of provincial and
territorial income tax revenue are properly designed to mitigate key risks and are operating effectively. The reports
are intended for the specific use of provincial and territorial ministries with primary responsibility for income tax and
their auditors; they are not public documents. To date CRA has issued two Section 5970 reports, both relating to the
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design and implementation of all key controls relating to the Corporation Income Tax Program (T2) as at a specific
point in time. The third report covers the design and implementation of all key controls relating to the Personal
Income Tax Program (T1) as at November 30, 2010.

The audits of ICFR that the OAG performs periodically in fulfilment of TCA requirements are a significant source of
information on the state of CRA’s system of ICFR for its Administered Activities financial statements; however, they
have a limited scope insofar as they only cover processes and systems involved in reporting on income tax assessed.
They exclude certain of the CRA’s Administered Activities related to other revenue streams (e.g., GST, Excise Taxes
and Duties) and certain significant accounts that, while not relevant to amounts payable under TCAs, are important
aspects of the CRA’s financial information for Administered Activities (e.g., Accounts Receivable and the Allowance
for Doubtful Accounts). As explained in subsection 3.2 below, the CRA’s approach to assessing its ICFR for
Administered Activities, for purposes of the Policy on Internal Control, will encompass key control aspects falling
outside TCA-related assessment and audit requirements.

3.1 Assessment baseline

The CRA’s assessment of ICFR involves first the assessment of design effectiveness to help ensure that all key controls
relevant to its financial information have been properly identified, documented, and implemented and that they are
aligned with the risks they aim to mitigate. Management will take action to address any areas of concern appropriately
and in a timely manner. Once the CRA has verified the design effectiveness of its controls, it will assess operating
effectiveness by testing the operation of controls over a defined period of time to determine whether they are working
as intended. Management will take action to strengthen controls if needed. Testing of design and operating
effectiveness will lead eventually to ongoing monitoring according to which the CRA’s repository of controls will be
re-assessed on a multi-year, rotational basis according to risk, including consideration of any new financial reporting
risks that have emerged since the last assessment.

CRA’s assessment covers the following three major categories of controls:

e Entity Level Controls: the controls and management practices across an entity that, when taken together, comprise
the core organizational management control framework. Among these controls are the “tone from the top”
including the organization’s culture, values and ethics, governance, transparency and accountability mechanisms
as well as the activities and tools put in place across the organization to raise staff awareness, ensure clear
understanding of roles and responsibilities and solid capacities and abilities in managing risks well. These
controls constitute a critical component of an organization’s system of internal control as they have a pervasive
effect on the organization and can have significant consequences for the overall assessment of the effectiveness of
ICFR.

e IT General Controls: the umbrella controls over the computer environments that support relevant business
processes and related applications. Given how data moves between multiple business groups and IT systems on
its way from initial transactions to the financial reports it is important that management obtains assurance
regarding the processes and controls over the IT systems and databases that house, move, and transform this
data. Key controls in specific IT applications that support financial data and transactions are typically addressed at
the business process level.

e Business Process Controls: the controls that help mitigate the financial reporting risks associated with relevant
procedures that take place in the organization’s business units. Management must identify the business units and
business processes (manual and automated) that handle transactions that impact significant accounts and related
assertions, identify the risks that could reasonably result in a material misstatement and evaluate the adequacy of
the controls, policies, procedures and validities that are in place to mitigate each of the identified risks.
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3.2 Scope of CRA assessment as of March 31, 2011
Scope

In order to define the scope of its ICFR assessment, the CRA examined the main accounts and line items used in the
preparation of its two sets of financial statements to determine where there are risks that, individually or in
combination with others, could reasonably result in a material misstatement (financial reporting risks). Items at a
higher risk were then mapped to the related business processes which were in turn risk rated and used to determine
the key applications and systems to be included in the scope of the assessment.

Based on this analysis, the CRA determined the scope of its assessment to include controls related to financial
reporting within the following business processes:

Agency Activities Financial Statements:

Business Process Risk Rating

Financial Close and Reporting High

Fixed Assets High

Payroll Medium

Operating Expenditures (Procurement to Medium

Pay)

Budgeting and Projections Low
Administered Activities Financial Statements>:

Business Process Risk Rating

T1 Personal Income Tax High

T2 Corporation Income Tax High

T3 Trust Income Tax High

Non-resident Income Tax High

Goods and Services Tax (GST) / Harmonized Medium

Sales Tax (HST)

Source Deductions Medium

Excise Taxes and Duties Medium

Control Frameworks

The CRA uses the Committee of Sponsoring Organizations (COSO) framework to assess the design effectiveness of its
system of internal controls, since it is the most widely used and recognized model of control for purposes of assessing
ICFR. The COSO framework is based upon five interrelated components of control, each of which contains a number
of principles and attributes against which an organization’s ICFR may be assessed: Control Environment, Risk
Assessment, Control Activities, Information Systems and Communication, and Monitoring.

Because COSO only provides limited guidance to assist organizations in establishing and evaluating IT controls, the
CRA uses the COBIT (Control Objectives for Information and related Technology) for SOX (Sarbanes-Oxley Act

of 2002)° framework to document and assess the design of its IT controls of relevance to financial reporting. COBIT
for SOX identifies three control areas for review when assessing the adequacy of controls over the key applications
and systems involved in the organization’s financial reporting:

5. For purposes of assessing controls over the Administered Activities Financial Statements the CRA is only covering those processes
associated with generating high and medium risk rated financial balances.

6. Because most financial reporting processes are now driven by IT systems, ISACA (Information Systems Audit and Control Association) and its
research affiliate, the IT Governance Institute (ITGI), developed COBIT for SOX to provide guidance on the design and evaluation of IT
controls for the purposes of financial reporting objectives and ICFR.
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COBIT for SOX Control Areas Complexity Rating

Access to Programs and Data High
+ Logical Security
+  Physical Security

Systems Implementation and Maintenance High
«  Application and Database Changes
«  Systems Software
*  Network Support

Computer Operations Medium

+ Interface / job monitoring

+  Back-ups and recovery

4, PROGRESS AND ASSESSMENT RESULTS AS OF MARCH 31, 2011

This section summarizes the CRA’s key assessment results from the design and operating effectiveness testing
completed to date.

4.1 Design effectiveness of key controls
Agency Activities Financial Reporting

In 2010-2011, the CRA completed an assessment of the design effectiveness of its key controls related to financial
reporting on Agency Activities. This review included key controls over the five business processes in scope (Payroll,
Fixed Assets, Operating Expenditures, Budgeting and Projections, and Financial Close and Reporting) as well as
relevant application controls and IT general controls, including for:

e The Corporate Administrative System (CAS), the CRA’s SAP-based Enterprise Resource Planning system which is
the financial system of record at the CRA.

e Synergy (Ariba), the Agency’s e-procurement tool used to manage the purchasing life cycle.

e The Budget Tracking System designed to manage the Agency’s financial resources from an internal (budgeting)
and central agency (Estimates) perspective.

Based on this review CRA management determined that a number of its controls related to access management,
segregation of duties and certain review and monitoring activities could be improved and established action plans to
make the necessary adjustments. As a lessons learned exercise, the CRA also performed selected operating
effectiveness testing of controls over Agency Activities financial reporting. The CRA is using the results of this work to
plan and perform more comprehensive testing in order to evaluate the operating effectiveness of these controls for
the 2011-2012 period.

Administered Activities Financial Reporting

In 2010-2011, the CRA self-assessed the design effectiveness of certain of its business process controls over financial
reporting on the Personal Income Tax Program (T1 Program) and of the application controls and IT general controls
related to the key information systems involved in processing T1 transactions. Close to 60 information systems were
reviewed in total. The Agency used the results to prepare a description of the design of these controls as at November
30, 2010 which was then submitted to the OAG for audit as per TCA requirements.

Based on the T1 self-assessment and OAG audit, CRA management determined that improvements are needed to the
design of certain of its controls involved in the processing of non-routine assessments and reassessments, the
management of systems changes and in relation to management of user access and proper segregation of duties.

In 2008, the CRA self-assessed the design effectiveness of certain of its business process controls over the Corporation
Income Tax Program (T2 Program) and of the application controls and IT general controls related to the key
information systems involved in processing T2 transactions. The Agency used the results to prepare a description of
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the design of these controls as at November 30, 2008 which the OAG audited in 2009, as per TCA requirements. In
response to the findings of the self-assessment and OAG audit, CRA management took steps to improve controls over
management of legislative and systems changes and over management of privileged user access as well as to
strengthen procedures for managers’ semi-annual review of employee access privileges and for facilitating proper
segregation of duties.

In 2011-2012, the CRA plans to self-assess the operating effectiveness of these T2 controls, document the results, and,
further to the TCA audit provisions, engage the OAG to perform an audit in order to provide an independent opinion
on the operating effectiveness of these controls over a six-month period.

4.2 Operating effectiveness of key controls

From February to September 2009 F&A led an exercise to assess the operating effectiveness of the CRA’s entity level
controls (ELCs) relevant to both the Agency Activities financial statements and the Administered Activities financial
statements. Key activities included:

e interviews with CRA senior officials to understand and identify and corroborate the key ELC;

e documentation of key ELCs using the COSO control framework as a starting reference and customizing the
framework as needed to reflect the Agency’s environment; and,

e review of supporting documentation and a sample of processes to substantiate and demonstrate the design
effectiveness and, where applicable, the operating effectiveness of the controls.

This initial assessment indicated that the CRA has a strong system of controls at the entity level, that most of these
controls are operating effectively and that all relevant control objectives within the COSO framework are being
achieved. While several potential opportunities for improvement were observed and were discussed by management
there were no significant gaps identified.

In 2010-2011 F&A conducted a risk-based assessment of the operating effectiveness of these controls both for
purposes of the OAG’s audit of the design of CRA’s controls over financial reporting on the T1 program under the
TCAs and for purposes of the Statement of Management Responsibility including ICFR for the 2010-2011 financial
statements. This assessment revealed that the CRA continues to have a strong system of ELCs.

5. CRA's ACTION PLAN

This section summarizes how CRA is addressing the results of 2010-2011 control assessment activities and its plans for
completing the assessment of the design and operating effectiveness of its system of internal control.

5.1 Progress as of March 31, 2011
Agency Activities Financial Reporting

In 2010-2011, in response to the results of the design effectiveness and the selected operating effectiveness testing
performed, CRA management identified and partially completed a number of corrective measures to strengthen
controls over Agency Activities financial reporting. These measures include greater restriction or segregation of access
to perform certain transactions, introduction of new directives to clarify and reinforce responsibilities and
accountability for role definition and management, and improved documentation of review and monitoring activities
for audit trail purposes.

Administered Activities Financial Reporting

In 2010-2011 the CRA mostly completed its plans to strengthen controls over management of legislative and systems
changes and over access management in response to the findings of the OAG’s 2009 audit of the design of T2 controls
relevant to TCAs. In addition, the CRA made substantial progress in developing action plans in response to preliminary
findings from the 2011 OAG audit of the design of T1 controls relevant to TCAs. These preliminary findings indicated
the need to strengthen certain of the controls involved in the processing of non-routine assessments and
reassessments, the management of systems changes and access management.
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5.2 Action plan for the next fiscal year and subsequent years

Entity Level Controls

The CRA’s assessment efforts to date have revealed that the CRA has a strong and effective system of ELCs that
constitutes an important component of the Agency’s ICFR for both Agency Activities and Administered Activities.
Because maintaining public trust is crucial to the fulfilment of its mandate, in 2011-2012 the CRA will continue with
the implementation of its new Integrity Framework, comprised of policy instruments, programs, and processes
designed to reinforce a culture of integrity by more systematically engaging management and staff in preventing,
monitoring, detecting and managing breaches that put employees, assets, information and revenues at risk. Given the
significance of ELCs for the overall assessment of the effectiveness of ICFR, the CRA will continue to monitor them
annually based on risk to obtain assurance regarding their continued effectiveness.

Agency Activities Financial Reporting

The CRA’s plan for 2011-2012 is to substantially complete action plans to strengthen the design of controls where
required and to complete the assessment of the operating effectiveness of all key ICFR for Agency Activities. Once it
is confirmed that these ICFR are operating effectively, the CRA plans to move to an annual monitoring program to
track and test changes to these controls and to perform other testing on a selective basis according to risk. This
approach will allow the CRA to focus efforts on areas requiring re-testing based on feedback from business and IT
control owners regarding changes that have occurred during the period and on higher risk areas.

Administered Activities Financial Reporting

In 2011-2012 the CRA plans to substantially complete action plans developed to address issues from the 2009 OAG
audit related to design effectiveness of controls over the T2 program and the 2011 audit related to the design
effectiveness of controls over the T1 program.

The CRA plans to build on the progress achieved in documenting and assessing the design effectiveness of its controls
over both T1 and T2 financial reporting in support of TCA audit requirements, by completing assessments of the
operating effectiveness of these controls starting with the T2 program in 2011-2012. As noted above, the CRA plans to
engage the OAG to conduct an audit of the operating effectiveness of T2 controls over a six-month period. The OAG’s
report will be in accordance with the new Canadian Standard on Assurance Engagements (CSAE) 3416, which has
replaced the CICA HB Section 5970 standard and is effective starting with reporting periods ending in 2011.

The approach and timing for assessing the operating effectiveness of controls over the T1 Program as well as for
assessing both the design and operating effectiveness of the ICFR for the remainder of the CRA’s Administered
Activities including IT general controls and application level IT controls will depend on a number of factors including:

e plans currently under development to re-design the business processes and systems related to the T1 Program,
e significant shifts in the Agency’s program delivery agenda (e.g., if the CRA assumes responsibility for the

implementation and administration of new federal, provincial, territorial or First Nations tax, benefit or credit
programs),

e reductions to the Agency’s approved program spending levels due to Strategic and Operating Review or other
government-wide restraint measures, or

e other developments that exert significant pressure on program and IT staff’s time and capacity.

In 2011-2012 CRA management will evaluate the level of effort involved in completing the assessment of the operating
effectiveness of its system of internal control and will establish a suitable timeline. This timeline will be examined at
a minimum annually in order to confirm the feasibility of the key deliverables and to take into account new
information on financial reporting risks.
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The table below provides an overview of CRA’s plans for completing its assessment and moving to a program of

ongoing monitoring.

Processes in Scope

Assess Design

Document Effectiveness

Assess Operating
Effectiveness

On-going Monitoring

Agency Activities

Administered Activities:

Completed 2009-2010 | Completed 2010-2011

To be completed
2011-2012

Planned 2013-2014"

T1 Personal Income Tax

Completed 2009-2010 | Completed 2010-2011

As per 2011-2012

As per 2011-2012

ICFR relevant to TCAs? analysis’ analysis’
T2 Corporation Income Tax : : To be completed As per 2011-2012
ICFR relevant to TCAs? Completed 2007-2008 | Completed 2009-2010 2011-2012 analysis3

Remaining T1 and T2 ICFR

T3 Trust Income Tax?

Non-Resident Income Tax

Goods and Services Tax /
Harmonized Sales Tax

Excise Taxes and Duties

Source Deductions

1

As per 2011-2012 analysis3

assessment and any action plans established in response to these results.

Collection Agreements (TCAs); ICFR related to tax accruals and cash receipts are not subject to OAG audit.

Timing for the on-going monitoring of ICFR for Agency Activities depends on the results of the 2011-2012 operating effectiveness
ICFR related to tax assessed are audited by the Office of the Auditor General in fulfilment of audit requirements in federal-provincial Tax

In 2011-2012 F&A, in consultation with management responsible for relevant business processes and with management in the Information

Technology Branch as well as with input from external stakeholders such as provincial and territorial revenue ministry officials and the
Office of the Auditor General, will analyse and prioritize the work required to complete the assessment of the operating effectiveness of all
key ICFR for the CRA's Administered Activities and will establish a plan for 2012-2013 and beyond to complete this work. Certain variables,
including the factors listed and described above, may impact the CRA's ability to complete this work as planned and necessitate

adjustments to timelines.
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