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1
INTRODUCTION

The activities of the Government of Canada are carried out today through a
large and complex organization . Forty-eight departments, commissions and
boards, comprising the executive branches of government listed in the Esti-
mates and receiving parliamentary appropriations, are currently disbursing
upward of $7,000,000,000 annually . About one-half of the amount is repre-
sented by the purchase of goods and services by the government itself and the

balance, being transfer payments to individuals and other levels of government,
is principally devoted by the recipients to the purchase of additional goods and
services . Viewed in relationship to the gross national expenditure of Canada,
almost $36,000,000,000, it becomes evident that the effectiveness with which
these large sums of money are managed by the government has important im-
plications for the well-being of the country .

The growth in total budgetary expenditures of the Government of Canada
from the Consolidated Revenue Fund and Old Age Security Fund is shown by
the following tabulation :

FISCAL YEAR

1871 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1881 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1891 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1901 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1911 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1921 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

TOTAL BUDGETARY

EXPENDITURE S

$ 18,872,000
32,579,000
38,855,000
55,503,000

121,658,000
528,899,00 0
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TOTAL BUDGETARY

FISCAL YEAR EXPENDITURE S

1931 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 441,568,000
1939 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 553,063,000
1951 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,901,242,000
1956 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . * 4,799,328,000
1961 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . * 6,550,514,000
1962 (Budget estimate) . . . . . . . . . . . . . . . . . . . . . . * 7,188,400,000

* Including Old Age Security payments of $366,200,000 in 1956 and of $592,400,000 in
1961 and $625,000,000 in 1962.

The dimensions of the increase from pre-World War II levels to the present,
a twelve-fold gain, are due only in part to the continuance into peacetime of

defence expenditures on a major scale . Contributing substantially to this in-
crease has been a marked broadening in the scope of federal activities, as well
as expansion in the volume of welfare and transfer payments . What was a rela-
tively simple government organization in 1939 has become today a complicated
system of departments, boards and commissions engaged in a multitude of

different tasks . Obviously, the methods found effective for the management of

the relatively compact organization of the pre-war days cannot control, without
extensive alteration, the vast complex which has come into being in the past
twenty years .

Your Commissioners are required to report on steps that may be taken for
the purpose of "making more effective use of budgeting, accounting and other
financial measures as means of achieving more efficient and economical man-

agement of departments and agencies" . Consequently, comparisons have been

made of the means employed to manage and control large and complex organi-
zations by leading commercial and industrial corporations and by other govern-
ments, principally those of the United Kingdom and the United States .

In commerce and industry, efficient financial controls and accounting have
long been regarded as indispensable management tools, without which the mod-
ern large corporation could not have come into being . In the United Kingdom,
as well as in the United States, the past decade has witnessed increasing empha-
sis by government upon the management aspect, and extensive modernization

of procedures to increase efficiency .
In Canada, with little similar development, the government's financial con-

trols and accounting systems are cumbersome, with a multiplicity of checks,
counter-checks, and duplication ; and blind adherence to regulations is too
often given precedence over efficiency and despatch . This ponderous system,

virtually unchanged in the past thirty years, is regarded by many as the price
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that must be paid under democracy in order to hold public servants properly
accountable . The fact is that the present system, with all its excessive elabora-
tion, fails even in that aim . Inadequate delegation of authority, divided respons-
ibility, all the duplicate and repetitive checks, make it virtually impossible to
assess responsibility for error or inefficiency in such a way that the public ser-
vant can be held accountable .

Resistance to change in government procedures is often based on the con-
viction that what has been found useful in private business is not applicable,
because government and business are different . Is government really different,
or is the extent and nature of such difference sufficient to justify the refusal to
adopt proven efficiency techniques developed by business? While government
is not directly influenced by the incentive that profits give to owners, most em-
ployees in large businesses are only indirectly influenced by profits . The objec-
tives of employees are expressed in terms of sales, service, volume, costs,
and they often have no knowledge of the resulting profits .

Budgeting, accounting and other financial measures are a means of provid-
ing all levels of management with targets or objectives so that the performance
of each may be measured . They also provide a check on the efficiency with
which available resources, material and human, are used . Modern business,
losing with growth much of the direct incentive provided by profits, has been
forced by competitive pressures to develop techniques to meet modern needs .
Similarly, the explosive growth in the scale of government expenditure neces-
sitates the adoption of modern and efficient management methods, similar in
many respects to those employed by business .

The terms of reference direct your Commissioners to review the executive
side of government and the inquiries conducted have, accordingly, considered
the various areas of government activity in the context of the management
structure as a whole. It has, however, been recognized that finance and account-
ing matters have direct relevance to the parliamentary process, particularly in
their reporting aspects . An acceptable system must both meet the needs of the
Executive and facilitate the task of the House of Commons in exercising control
over the public purse .
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2
FINANCIAL ASPECTS

OF MANAGEMEN T

Planning

Good management of any enterprise, either in government or industry, requires

sound planning. If the time and effort going into the preparation of the govern-
ment's annual financial plan, or Estimates, is a reliable yardstick, the Govern-

ment of Canada might be thought to lead industry in this regard . All levels of

management in government are involved : the several departments, in planning

and original preparation ; the Treasury Board and the Cabinet, in reviewing and

approving; and Parliament, in discussing and ultimately voting the necessary

funds .
Parliament's control of the purse is firmly established in our system of gov-

ernment. Taxes cannot be imposed nor money spent without the approval of

Parliament . The Estimates are, therefore, primarily designed to secure Parlia-

ment's consent to projected expenditures . The utility of the present form in per-

forming this role will be discussed later in this report .

Forecasts of expenditures also have a management control function . They

not only serve as indicators of future results, but can be used to govern the

scope and intensity of effort to be applied to individual operations. They can be

applied to establish standards of performance or goals against which perform-

ance by management at all levels may be judged. Wisely designed and accom-

panied by appropriate delegation of authority and responsibility, a system of
budgetary control permits senior management to free itself of a mass of detail

and devote its whole effort to major affairs . In this context, the present planning

procedures of the government are seriously deficient .

Parliament is requested to approve a department's spending plans by a num-
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ber of subdivisions called votes . In the fiscal year 1961-62, the Main Estimates
included.495 votes, over three times the number currently used in the United
Kingdom. Each vote defines the particular service or activity it covers and
states the total financial requirement therefor in the coming year . In the 1961-
62 Estimates, vote amounts ranged from $500 to $536,000,000, with provi-
sion for some specific activities divided between two or more votes . Rationaliza-
tion and a reduction of the number of votes would make the definition, plan-
ning and control of activities more effective, and would give .management
greater flexibility in achieving its objectives . Closer identification of votes with
programmes or activities, and with levels of responsibility, would meet the need
for greater accountability for performance .

The British North America Act declares that Parliament may not appropri-

ate revenues or impose taxes unless they are first recommended by message of
the Governor General . Although the ministers of the Crown, as advisers to the
Governor General, are collectively responsible for the overall expenditure of
the government, the volume and complexity of the Estimates are such that most
of the responsibility for detail has been delegated to the Treasury Board . This
is a statutory committee of the Queen's Privy Council of Canada composed of
six ministers, including the Minister of Finance as Chairman . This group of
busy ministers looks to its staff of approximately 140, provided by the Depart-
ment of Finance, for much of the detailed review of proposals coming before it .

The vital role of the Treasury Board in the planning process cannot be over-
emphasized . Spending agencies and their ministers are not always objective in
approaching the question of how available funds should be allocated . Nor can
the clash of competing agencies be expected to guarantee the optimum return
from public expenditure . Central review at a very senior level is necessary to
analyze the programmes of all operating departments and agencies, to evaluate
competing alternatives, and to promote good management and consistency in
administrative policy .

The preparation and consideration of the Estimates is a continuous process
commencing in June of each year for the fiscal year beginning in the following
April . The Estimates are prepared by departments and agencies in accordance
with procedures prescribed by the Treasury Board. The main emphasis is
placed on a comparison of proposed expenditures with the current and past
years' performance, and explanations must be given for all changes .

A list of authorized staff positions, called establishments, is submitted to the
Treasury Board staff for review during August and September . A considerable
amount of time of senior departmental, Treasury Board and Civil Service Com-
mission personnel is involved in reviewing these establishments . The review is
concerned mainly with proposed increases . For example, if a vote currently
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provides for an establishment of 100 and the proposed establishment is 105,
the emphasis is on justifying the need for the additional five positions, rather
than on making an objective review of the continuing requirement for all posi-

tions previously authorized .

All other categories of estimated expenditure, such as buildings and works,

real estate, materials, . supplies, travel and removal expenses, are submitted to

the Treasury Board after the establishment review . The same approach, with

the main emphasis on justification of increases, is applied by the Treasury

Board staff . The resulting Estimates, incorporating revisions agreed upon be-

tween the Treasury Board staff and departmental management, are submitted
for consideration by the Treasury Board itself and, in due course, a general

recommendation .goes to Cabinet for final settlement . The Estimates are tabled

early in the session, frequently as soon as the debate on the Throne Speech is

completed . Supplementary estimates are subject to like review .
It has been found that the review by the Treasury Board staff has tended to

be increasingly concerned with the detail of proposed expenditures rather than

with the competing needs giving rise to them . Thus, there is a discernible ten-

dency to challenge the judgment of departmental management as to the ways
and means of executing approved policy . There are two results : the staff of

Treasury Board is immersed in detail, much of it unnecessary ; and senior de-

partmental personnel have come almost unanimously to regard this concern
with detail as representing an unwarranted interference in the day-to-day man-

agement of their departments-as indeed it is! The resulting frustration, not
unnaturally, discourages departmental managers from accepting responsibility
for their plans, and leads them to regard this responsibility as being shared with

the Treasury Board staff. A frequent cause of misunderstandings is the free use

of the Board's name . 'In preliminary reviews and discussion with the Board's
staff, departments seldom know whether queries in fact originate from the

ministers on the Board itself, or merely from the staff . All too often the result is

that departmentalmanagement abdicates its responsibility for inefficiencies and
waste arising out of faulty planning ; and lays the blame on the Treasury Board .

Part of this problem arises from the essentially subjective approach in the
review of Estimates taken by both senior departmental management and the

Treasury Board staff . Records of past performance, which are largely relied

on, are a poor substitute for objective standards . In particular, where a depart-

ment has operated below estimated cost in the past, not only has the unspent
authorization lapsed at the end of the fiscal year, but the existence of such
lapsed balances tends to prejudice the department and attract reduction in the

amounts authorized for future spending . The indirect result is to encourage un-

economic or wasteful expenditure toward the close of the fiscal year, thereby
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rendering historical performance data dangerously misleading when used 'as
standards for the assessment of future financial need .

Objective standards are practically non-existent . While there has been a
praiseworthy attempt by the Treasury Board staff to promote the development
of more standards of comparison, particularly for activities requiring large
staffs performing repetitive functions, such standards as have been developed
are seldom scientifically based . Little use has been made of modern, highly
developed techniques, such as work measurement, cost analysis and statistical
sampling . Great advantage will result from the development of a system of re-
view employing modern objective standards for the assessment of all operating
activities .

In prescribing the form of the Estimates, current Treasury Board practice
is to classify expenditures into twenty-two categories, known as "standard ob-
jects of expenditure" ; in addition, eleven "special objects" are now in use . This
classification by category of expenditure such as salaries, postage, and equip-

ment rentals, has attractions from a statistical viewpoint but little value as a
means of planning and control . The alternative method generally followed by
business and some other governments is to classify expenditures by the activity
that gives rise to the expenditure . Instead of using secondary categories, such as
postage, printing and office supplies, expenditures are classified by programmes
or organizational units, such as national parks, airports, scientific laboratories,
research programmes, educational programmes, and regional or operating divi-
sions. This type of classification has actually been initiated by certain depart-
ments for a number of programmes, with beneficial results, but this is the ex-
ception rather than the rule .

Classification by standard objects increases the tendency to focus attention
on the nature of the expenditure rather than on the activity giving rise to it .
Instead of a continuous study of all programmes and an assessment of their
costs against current need, the review process centres on the lump sum figures
shown for the standard objects . Rather than identifying obsolete programmes
and reducing the scope of activities where the benefits are marginal, the prac-
tice is to reduce the specific figures appearing in the standard classification .
The result may leave departmental personnel responsible for achieving objec-
tives without the means they consider necessary .

The standard objects-of-expenditure classification has further drawbacks,
for it is also used by the Treasury Board as a means of controlling depart-
mental expenditures during the year . Parliament permits the details of ex-
penditure within each vote to be varied within the dollar limit approved .
Departments, in turn, prepare a breakdown of each vote into allotments which
must be submitted for Treasury Board approval . These individual allotments ,
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with some exceptions, must be classified by the same standard objects of ex-
penditure, and cannot be overspent without Treasury Board approval .

If the whole of government activity were carried on in Ottawa, these limita-
tions would not be unbearable . But, with the broad dispersal of activity

throughout Canada, the need to break down departmental appropriations into
a series of rigid expense categories and to assign to each field unit a share of
each individual allotment constitutes organizational nonsense . Nevertheless,

many departments make the attempt and, while field officers are thus given
the appearance of having some scope for the exercise of individual discretion,
there is in fact remarkably little flexibility . Other departments, apparently

recognizing that little is to be gained by this ponderous performance, delegate
practically no spending authority to the field and make most field expenditures
from their Ottawa headquarters .

The conclusion is inescapable that the present procedures in developing and

reviewing the Estimates are wasteful and inefficient . The form of the Estimates

does not permit intelligent criticism and, in placing the major emphasis on the
nature of expenditure rather than on its real purpose, the matters coming
under senior review are the less important details of administrative judgment .

Any valid assessment of performance by departmental management is ex-
cluded, and it is virtually impossible to form any objective judgment from the
Estimates as to the desirability of continuing, modifying, or enlarging specific

programmes in the public interest .

We therefore recommend that : 1 The number of votes be reduced and all cost

elements of individual programmes be
consolidated within the same vote .

2 Departmental estimates be prepared on the
basis of programmes of activity and not

by standard objects of expenditure .
3 The establishment review be undertaken

as part of the overall review process and

not as a separate exercise .

4 More objective standards for analysis and
comparison be developed and employed
by senior departmental management and
the Treasury Board in the review process .

It is normal in industrial budgeting to relate revenues and costs . In government

those revenues derived from services rendered are only incidental, since the
benefits can seldom be directly allocated to specific beneficiaries . While the

costs of most services are met out of tax revenues, there are activities where

100 MANAGEMENT OF THE PUBLIC SERVICE



charges are made for services rendered . The normal control exercised by
Parliament is on the gross expenditure, and revenues are not available to cover
further spending. As a result, departmental management has little incentive to
collect a fair price for a particular service, even where a reasonable charge
would not interfere with the purpose of the service . Also, because expenditure
is controlled without regard to related revenue, management cannot increase
expenditures to provide increased services in response to demand, and the
willingness of the public to pay .

Control would not be lost by either Parliament or the Executive if all vote
and allotment controls were to be based on the net, rather than on the gross
cost of the service, provided the revenue is directly derived from the provision
of a service optional to the user . Further, the true anticipated cost of these
services to the public purse would appear in the Estimates, avoiding inflation

of the budget and permitting a better analysis of competing or alternative
programmes .

We therefore recommend that : Where appropriate, revenues be offset
against related expenditure, and that votes be
shown in the Estimates and controlled on a
net basis .

The principle that Parliament should vote funds for expenditures on an annual
basis is recognized as a necessary element in its control of the purse . Never-
theless, no intelligent planning can be done on an annual basis without giving
consideration to the impact of current plans on future years . Both the Treasury
Board staff and most departments now tend to ignore long-term planning
except for capital projects . Too little consideration is given to the impact of
new programmes on future operating costs, and the thought that is given is
seldom laid down in a formal way to facilitate responsible planning by depart-
ments and the Minister of Finance . A review of every department's long-term
plans in advance of consideration of the detailed Estimates would not only be
a salutary discipline on the departments, but would permit approval in prin-
ciple of new plans and expenditure limits before each department spends the
time and effort necessary to include the details of such plans in the annual
Estimates .

Having regard to the rapid elaboration of government activity and the con-
tinuing demand for the provision of new or enlarged programmes of public
expenditure, the question of forward planning assumes major significance .
Based upon forecasts by each department over a period of years ahead, surveys
of total anticipated expenditure in relation to prospective resources would pro-
vide a most useful background against which decisions involving substantial
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future expenditures should be taken . A five-year projection, amended and up-

dated each year, should be an indispensable tool for policy-making, but has not
so far been developed in Canada .

We therefore recommend that : I All departments and agencies be required
to prepare and submit to the Executive
long-term plans of expenditure requirements
by programmes .

2 Based thereon, an overall forecast of
government expenditures and prospective
resources for a period of five years ahead
be prepared annually .

Expenditure Control

Funds are appropriated by Parliament to the Executive, but departments gen-
erally assume that it is "their" money, once a sum is voted . Consequently, the
documentation used to justify a vote to the Treasury Board, and any revisions
made by the Board, are fundamental to the control of the subsequent application
of such funds . If departments were held to the intent expressed when their Es-
timates were approved, many of the other steps now employed to control the

spending process would be unnecessary .
The emphasis on programmes in the planning process is designed to facilitate

delegation of authority to all appropriate levels of management . Planning must

have central direction, but the officers charged with execution must have ade-
quate authority in order to carry out the programme efficiently. Neither the
Treasury Board nor the ministerial heads of departments can hope to have de-

tailed knowledge of each of the many and varied activities being carried on .
But response of the Treasury Board to this situation has been to curtail the
managerial freedom of operating personnel by multiplying controls, ceilings

and regulations. Departmental heads, with their authority so circumscribed

that they are unable to delegate authority to the manager in the field, tend to
surround him with even more restrictive controls .

Detailed restrictions, centrally imposed, multiply the number of depart-

mental submissions to the Treasury Board requesting authority to act . Thus the

Board is inundated with administrative detail . A sampling of Board Minutes
indicates that decisions are required on about 16,000 submissions annually .

These vary from elaborate and far-reaching projects involving a sizeable por-

tion of Canada's economic resources, as in a new defence insta4ation, to a re-
quest involving a few dollars for the purchase of sugar and tea for a reception at

an Experimental Farm . Obviously, the ministers on the Board cannot review
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such a mass of requests in any detail, and much is therefore left to the decision
of the staff of the Board .

Your Commissioners believe that departmental management must be en-
trusted with the power of decision in many of the areas now being controlled
by the staff of the Treasury Board . Leaving such detailed matters to the depart-
ments should develop a greater sense of responsibility among departmental
managers . Some administrators may be reluctant to accept the responsibility

which must accompany the proposed transfer of authority, but experience in
business has proved that able managers will respond to the challenge provided
by additional freedom to make decisions. Treasury Board, freed of this detail,
should concentrate on the essential task of reviewing the programmes and ob-
jectives of departmental management in relation to overall government policy .

Treasury Board's method of allocating funds by objects of expenditure, as

noted, limits the ability of departmental management to choose between alter-
native methods of achieving objectives . Restrictions of another type result from
the authority conferred on the Treasury Board by the Financial Administration
Act to make regulations "for the efficient administration of the public service" .

Statutory directives and Treasury Board regulations are designed to establish
certain standards of performance and practice to apply uniformly throughout
the public service. Under the present system of financial control, unless there is
specific authority, departments cannot get their expenditures certified for pay-
ment. Thus, situations not covered by existing regulations have to be referred
to Treasury Board for authority . When these become too numerous, a cure is
attempted by promulgating more regulations, drafted to cover every possible
contingency.

Regulations are necessary in any large, diverse, multi-functional operation,
but it is generally accepted that the rule-making authority should not become
directly involved in the application . Regulations that are really elaborations of
policy can facilitate decision-making if properly designed . But, excessively de-
tailed inconsequential regulations limit the discretion of managers and thereby
impair the quality of the administrative effort . When the judgment of depart-
mental managers is unduly circumscribed by detailed controls imposed by cen-
tral authority, it is only natural for these harassed officials to seek refuge from

parliamentary or public criticism behind the barricade of regulations .
Departmental management is confronted by a particularly onerous set of

restrictions in the Government Contract Regulations . Last revised in 1954,
these regulations set out the rules for tendering and drawing up contracts, and
establish the limits of ministerial authority for entering into contracts without
the approval of the Treasury Board . These limits vary in accordance with the
type of contract, the maximum for construction being $50,000 ; for purchase ,
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$25,000; and for services, $15,000 . With the exception of the Department of
Defence Production (where amounts are set by statute), these limits apply
equally to large and small departments . Submissions to the Treasury Board for
expenditures, normally involving contracts, constitute a large and growing pro-
portion of the business coming before the Board; in 1953 they amounted to
20% and, in 1961, to 35% of all submissions .

A particular irritant resulting from the contract approval procedures is that

items of expenditure in excess of ministerial authority may be dealt with by
the Treasury Board as many as four different times: first, on submission to the
Board for prior approval in principle ; second, when the proposed expenditure
is included in the annual Estimates ; third, when the contract itself is submitted
to the Board for approval ; and fourth, if and when the contract has to be
amended and involves an amount in excess of ministerial authority (this may
happen more than once in the course of performance) .

Although departments have limited authority to contract on their own re-
sponsibility, there is often a singular reluctance to delegate any such authority
to junior levels of departmental management . This has a bearing at all levels
upon the extent to which certain requirements may be contracted out . There is
a tendency for departments themselves to engage in activities that might readily
be undertaken by other departments or private enterprise, thus unnecessarily

increasing the scope of their operational responsibilities .
Some limits on contract authority are obviously necessary, but they should

be established in the light of the experience of the individual department, the
volume of contractual expenditures handled, and the extent of prior approval
of the particular expenditure .

The Travel Regulations illustrate the dangers of a very detailed set of regu-
lations which dictate, rather than guide, expenditure policies . These regula-
tions, laid down by the Treasury Board, specify the maximum amounts that
may be spent for various categories of travel expenses and the documentation
required to submit claims for reimbursement . These regulations are a source
of great annoyance and frustration to public servants and, yet, seldom reduce
expenditures . Departmental officials, approving travel claims, are given little
latitude, although their accounting and administrative staff devote an excessive
amount of time to ensuring that the details of the regulations are adhered to, as
does an undue proportion of the staff of the Comptroller of the Treasury .

Travelling allowances on a per diem basis are rarely used in the public serv-
ice. Greater use of such allowances would lead to substantial savings in ad-
ministrative costs . It is recognized that variations would probably be necessary
to compensate for regional differences in the cost of travelling . The status of
individual public servants should also probably be given some recognition .
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However, the potential savings surely permit fair rates to be established for
those large cities where a substantial number of public servants are on travel
status .

We therefore recommend that : 1 Departments and agencies be given the
necessary financial authority and be held
accountable for the effective management
of the financial resources placed at their
disposal .

2 The Treasury Board continue to lay down
policies on financial and administrative
matters common to all departments and
agencies, but in a less restrictive manner .

3 Departments and agencies be granted more
discretion in the negotiation of contracts .

4 Greater use be made of per diem rates and
other measures to simplify travel
regulations .

While departmental management is presently supervised closely by Treasury
Board, it is also subject to restrictions imposed by another external control

agency, the Comptroller of the Treasury . An officer of the Department of
Finance, with a staff of 4,700 scattered throughout the public service across
Canada and abroad, the Comptroller can be likened to a policeman patrolling
the departments to ensure financial rectitude . Under the Financial Administra-
tion Act, he is responsible for certifying that funds are available in appropria-

tions to cover every proposed expenditure-this is known as "commitment
control" . He has the duty of examining all expenditures prior to payment ; he
must withhold approval and refer to the Treasury Board for instructions any
expenditure which, in his opinion, is not a lawful charge against an appropria-
tion-this operation is known as "pre-audit" . The Comptroller of the Treasury
is also responsible for issuing cheques and for keeping the central accounts of
the government . Although departments are not obliged to use the Comptroller's
accounting services, he is empowered to provide such services as departments
request .

The Comptroller of the Treasury exercises commitment control over depart-
mental expenditures in order to prevent the overspending of votes or allotments .
He performs this function by maintaining a record of all outstanding commit-

ments . These records are duplicated by many departments for two reasons : first,
because they believe the funds should be earmarked or committed as soon as
the decision to enter into a contract is made, rather than waiting until the neces-
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sary documentation has been completed ; and second, because some depart-
ments feel they cannot responsibly recommend expenditures at all operating

levels, particularly in the field, without being aware on a current basis of pre-
vious commitments .

Departmental management should be capable of ensuring that expenditures
are not made in excess of available funds . Neither the United Kingdom nor

the United States places this responsibility in the hands of an external control

agency.
Reference has been made to the pre-audit procedures of the Comptroller of

the Treasury, whose detailed verification is designed to ensure that goods or
services have been supplied or that the work has been performed, that prices
charged are reasonable or in accordance with contract, that funds are avail-

able, and that the expenditure is properly authorized and legally chargeable
against the appropriation . Departmental management must apply these tests
in the first instance when handling individual items on a day-to-day basis . How-

ever, in order to avoid delays, questions, or rejection at the hands of the Comp-
troller, many departments subject their expenditures to a further check or pre-
audit of their own in advance of verification by the Comptroller . The cost of

such duplication is very substantial .
A sure indication that responsibility for many of these operations lies prop-

erly within the departmental spending unit is that the Comptroller has to rely
on the certificate of a departmental officer for many of the things that he checks .

Effective pre-audit can best be performed within the department, and the
Comptroller's responsibility might reasonably be limited to satisfying himself,
before issuing a cheque, that a properly authorized officer of the department
has certified the expenditure .

We therefore recommend that : 1 Responsibility be placed on departments
for certifying to the Comptroller of the
Treasury that expenditures will be lawful
charges and that funds are available .

2 The responsibility of the Comptroller of

the Treasury be limited to ensuring that
the departmental officers providing this

certificate are properly authorized .

These recommendations for improving financial control by delegating appropri-
ate authority to departmental managers are not inconsistent with the concept
of the public service as a unified, integrated system. This re-location of financial

powers is in no sense intended to place departmental managers beyond the
complete control of the Executive, including Treasury Board and ministeria l
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heads. The current method of ensuring accountability, by surrounding depart-
mental managers with a hedge of detailed, negative controls and regulations,
can only frustrate the aims of efficient, economical management .

The granting of greater working freedom to departments must be accom-
panied by two restraints . First, departmental managers must work within com-
mon policy guidelines laid down by the Treasury Board. Second, the Treasury
Board should be required to concur in the appointment and participate in the

development of the careers of the senior finance officers of each department
and agency. This practice has been followed in the United Kingdom over the
last forty years and has facilitated a successful devolution of authority from the
British Treasury to departmental management. The scheme has not been in-
compatible with the aim of preserving a unified public service ; it has freed
central authority from the niggling detail that now clutters the Canadian
Treasury Board, and has enabled the British Treasury to concentrate on the
broader elements of administrative policy and direction. At the same time,
responsibility for the expenditures of each department is placed squarely where
it belongs-on the shoulders of senior departmental officials, who are held
personally accountable .

It should be emphasized that the departmental finance officers would not be
officials of the Treasury Board simply by virtue of conferring on the Board a
voice in appointment . They would remain, as they have in the United Kingdom,
subject to the authority of their deputy ministers, who would continue to be
accountable for the management of the departments .

The report "A Plan for Management" sets out in greater detail the general
philosophical and organizational concepts against which this particular recom-
mendation can be tested . In the report on "Personnel Management" a parallel
recommendation has been made concerning the senior personnel officer in each
department and agency .

We therefore recommend that : The appointment of the senior financial
officer in each department and agency be

subject to the concurrence of the Treasury
Board .

Accounting

The delegation of appropriate financial authority to departments and agen-

cies and the recommended relief of the Comptroller of the Treasury from the
internal verification process will necessitate a major improvement in depart-

mental accounting procedures . The art of accounting, once concerned almost
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exclusively with recording the past, today addresses itself at least as much to
the future as to the past and, in doing so, has become a more practical instru-
ment for management . It is able to provide a language in which any financial

plan can be expressed and traced as it is executed.
No one accounting system can meet the requirements both of the govern-

ment and of its individual departments and agencies . Departmental accounts
must be compatible with government requirements and provide the informa-
tion necessary for the Public Accounts, but the primary need is to give depart-
mental managers the information that they require . No standard or uniform
set of accounts could adequately record the activities of all the departments
and agencies of the Government of Canada, with their varying and diverse

responsibilities . Accounting is flexible, and systems should be designed to
meet the specific needs of each organization at all levels of management .
Therefore, the management of each department or agency, subject to Execu-
tive needs, must be responsible for designing and operating an accounting
system tailored to its own requirements and, to this end, must be provided

with the necessary technical assistance, both from within and outside the
departments .

The Comptroller of the Treasury is empowered to provide accounting
services to any department or agency on request . Because the Comptroller's
primary responsibility is to record and account for the cash received'and ex-
pended by the government, the systems provided are designed to service his

own requirements and seldom meet adequately the needs of departmental
management for up-to-date reports and data indicating progress of plans at
all operating levels . The Comptroller should continue to keep the central
accounts of the government, but his responsibilities for departmental accounts
should be limited to the right of review, to ensure that the accounting data
provided for incorporation in the central accounts of the government are

satisfactory and properly comparable . On request from departments, he

should also act as a consultant and provide advice on accounting matters .

We therefore recommend that : Departments be responsible for designin g

and maintaining the accounting records ne-
cessary to meet their requirements .

Most departments with large and varied expenditure programmes will not be
able to meet their managerial needs by retaining the present cash method of
accounting. Accounting for expenditure transactions can take place at any one
of the following times : first, when the need to purchase the goods or services is
realized and the contract issued-this is commitment accounting ; second, when

the goods or services are paid for-this is cash accounting ; and third, when the
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goods or services are used (either before or after they are paid for)-this is
accrual accounting .

Accrual accounting is almost universally used in industry to provide manage-
ment with accounting information on activities as they take place . It makes
accounting reports more objective and comparable over any period of time. It
lays the basis for, but does not necessarily imply, cost accounting . For most
governmental activities, accrual accounting will simplify the accounting rec-
ords that must be kept. Accrual accounting can provide adequate safeguards
against over-expenditure on all outlays other than large capital acquisitions,

and the latter can be recorded by other means .
Depreciation accounting is closely related to accrual accounting . Except in

those separately organized government corporations following normal com-
mercial practices, capital costs in the Government of Canada are charged off
when the funds are expended. However, depreciation needs to be taken into ac-
count by the government, for example, whenever an activity or service is ex-
pected to operate at a profit or to break even ; whenever a government depart-
ment or agency provides services which might alternatively be provided by
private enterprise ; and whenever alternative courses of action are being con-
sidered for planning purposes . Wherever depreciation accounting is necessary
for management purposes, it should be incorporated in the departmental
accounts, or else adequate records of assets in use should be maintained .

Little would be gained by converting the overall accounting system of the
government to an accrual basis . Parliament is primarily interested in knowing
what funds must be raised through taxation to meet expenditures due to be
incurred in the fiscal year, and is only interested in the operating results for the

full fiscal year . Under the present cash system of accounting, modifications are
made by holding the books open for thirty days after the end of the fiscal year
to permit disbursements to be made on goods or services received but not paid
for during the fiscal year . Other modifications have been made to the cash ac-
counts to bring the annual results closer to those that would be obtained on
an accrual basis .

We therefore recommend that : Departments adopt accrual accounting .

Since the goal of any accounting system is to set forth objectively in monetary
terms a department's plans and its success or failure in achieving them, the

system should be based as much as possible on actual and complete costs . Many

instances have been found where incomplete and inconsistent cost data have
misled management into faulty planning . More than $110 million is spent o n
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common services now provided free of charge to the user departments . These
free services include accommodation, furniture, power, franked mail, super-

annuation and other employee benefits . Unless these costs are charged, user
departments cannot be expected to be conscious of the costs or to have an in-
centive for more efficient utilization .

We therefore recommend that : The costs of major common services be

charged to user departments .

Other Control s

The importance of budgeting as a control technique in industry has been
described earlier. If, in addition to the budget, there is a well-planned system
of management reports, results can be communicated to higher levels of
management in such a way that deviations from the budget plan are high-

lighted and appropriate action can be taken .
The principal financial statements now in use are produced by the Comp-

troller of the Treasury . These are monthly statements showing the cash dis-
bursed, outstanding commitments, and unspent balances for each appropria-
tion by allotment. Generally speaking, other than some statistical accounting
data, these are the only financial reports available for use by the departments,
the Treasury Board and the Minister of Finance. Management reports, show-

ing expenditures incurred on an accrual basis for each month and year to
date at each level of operating responsibility, are not available and are not
compared with amounts budgeted for the period.

In industry, most periodic reports are for internal use only . Since present
reporting techniques in government are geared to the purposes of external
control agencies, there has been little development of reports for managerial

control within the departments themselves . However, the recommendations
for increased delegation of authority to departments and agencies, subject
to control at the policy level only, will accentuate the need for adequate in-
ternal reports for the use of both departmental management and the central
financial authority .

We therefore recommend that : Departments and agencies adopt modern

management reporting techniques .

Internal auditing is a management device used widely in large industrial
concerns to maintain a high standard of performance. The internal audit de-

pends for its economy and effectiveness on the adequacy of what is known in

industry as internal control . This relates to the arrangement of duties and
division of work in such manner that one employee, independently followin g
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his work assignment, is automatically checking (but not duplicating) the work
of another. A practice generally followed in government is to employ large
clerical staffs to perform routine, repetitive checks, designed to turn up errors ;
this should be replaced by a properly planned system of internal control . Ref-
erence to the report on "Paperwork and Systems Management" will provide,
numerous illustrations of the immense cost of the checking procedures pres-
ently employed in the public service .

At the moment, very few departments have internal auditors engaged in
verifying the accuracy of accounting recordg, the adequacy of internal control,
and compliance with departmental directives . The Comptroller of the Treasury,
through his Audit Services Division, verifies the accuracy of certain manu-
facturers' and contractors' records, primarily for contracts issued by the Depart-
ment of Defence Production . As a service to certain departments, this Division
also carries out some internal audits, primarily of revenue and mainly con-
cerned with the correctness of the accounts rather than with the performance of
management.

With the recommended transfer of the pre-audit responsibility to depart-

ments, there is no particular reason for the retention of supervision of the Audit
Services Division by the Comptroller of the Treasury, and the verification of
costs of outside suppliers could better be done by the purchasing departments .
Should the expert accountants of the Audit Services Division be transferred to
the departments, they could continue to perform their present duties and would
also serve as a qualified nucleus for internal audit groups . Such transfers
would prove an effective stimulus to those departments and agencies that have
already taken steps to create internal audit sections .

We therefore recommend that : Departmental management be responsible
for establishing and maintaining a proper
system of internal audit .

Revenue and Cash Management

The House of Commons and Treasury Board maintain continuing scrutiny over
expenditures, but neither intervenes to any extent in the collecting process, al-
though the exercise of departmental discretion may be far-reaching. This is
because two automatic safeguards are characteristic of revenue management :
first, the Crown's constant need for money makes obligatory an efficient collect-

ing system and, second, aggrieved persons enjoy right of access to the courts
for relief against any illegal levy .

The ministerial head of a collecting department may rely exclusively on the
advice of his officers in deciding a matter involving a substantial sum of reve-
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nue, but he often has quite limited discretionary powers where a fraction of the
amount is to be spent under the authority of a vote . Because of this, reviews of
administrative practices disclosed that there is, generally, greater proficiency
in the collecting of tax revenue than in public spending .

Some inconsistencies have been observed in legislation relating to tax col-
lections . For example, only the Income Tax Act permits the taking of a mort-
gage on property of a taxpayer as security for taxes due but not paid. Another
exception is that only the Income Tax and Unemployment Insurance Acts pro-
vide that, on production of a certificate of indebtedness to the Exchequer Court,

proceedings may be taken thereon as if the certificate were a judgment of the
Court . It is also difficult to reconcile the reasoning behind penalty provisions
in various taxing statutes . Some are harsh, while others are nominal . On another

level, most taxes can be paid by ordinary cheque, but payment by certified
cheque or cash is necessary for customs duties .

We therefore recommend that: Consideration be given to making more con-
sistent and generally applicable any special
powers granted to enforce tax collections .

Many non-tax statutes provide that the Governor in Council may fix scales of
fees and charges for licences granted, services rendered, etc . In one statute, it
is observed that the scale of fees is to "be regulated so that they will, as nearly
as may be, meet the cost of carrying this Act into effect", but this is exceptional .

Instances were noted where collections far exceed cost-the fee derived from
incorporating a company is an example . Conversely, there are cases where reve-
nues fall far short of costs, as in the administration of the Canada Grain Act .
Where rates are fixed by statute, legislative adjustments lag behind increases
in operating costs . The rate fixed by statute for carrying second-class mail is an
illustration . It was also observed that the only prerogative fee (the charge for
passports) results in a substantial profit to the Crown .

In days long gone, collections were used to finance directly various public
services . For example, customs officers were compensated by a percentage of
their collections; postmasters were paid out of their receipts ; toll roads were
common and wharfingers earned a living out of tolls collected on goods cross-
ing wharves . This had the effect of automatically regulating the dimensions,
standards and costs of a variety of public services . Sometimes, payments are
still made out of revenues but the system no longer acts as a check on expendi-
tures .

The 1951 Old Age Security Act is a modern adaptation of the technique . The
Act imposes special income and sales taxes to finance pension payments and
requires that, if the Minister of Finance be of opinion that the resulting revenue
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will be inadequate, he is to report to the House of Commons "what measures he
recommends for the purpose of increasing the revenues of the Fund" .

Public administration is now so diversified that, where possible, an economic
relationship between income and cost of a variety of public services should be

maintained .

We therefore recommend that : All scales of fees and charges, which are fixed
by either statute or regulation, be periodically
reviewed to the end that revenues and
expenditures be related .

The procurement and management of stores is discussed in detail in other
reports of your Commissioners . It is an axiom of financial management that

irregularity in the use or disposal of stores is equivalent to an illegal appropria-
tion of money . This is also true in government when stores, acquired as a cost
to one vote, are applied to the purpose of another .

In some instances, Parliament has authorized use of revolving funds as a
safeguard against this practice . All issues from inventories, financed from

revolving funds, are charged at cost to the appropriate vote at the time the goods
are used. Where a revolving fund is not used, inventory control is by quantities
and the entire cost is charged to the vote at the time of purchase, not when
the goods are consumed . Wherever practical, the revolving fund plan is pre-
ferred, so as to preserve financial control and to avoid an accumulation of
stores beyond current need .

We therefore recommend that : Consumable stores be controlled by greater
use of revolving fund accounts .

The management of money held by the Crown is the responsibility of the

Department of Finance . The Comptroller of the Treasury, as an officer of that
department, prepares daily and monthly cash reports ; monthly forecasts are
prepared by both the Comptroller and the Bank of Canada. No change is
recommended in respect of the handling of disbursements and cash balances
arising from the activities of most departments and agencies now coming within
the responsibility of the Comptroller . However, substantial sums are also held

by Crown corporations and other independent agencies . These funds are often

in excess of immediate requirements, and the practice is to deposit them in
chartered banks or invest them in government securities . At the end of 1960 the
amounts deposited in chartered bank accounts by such agencies totalled $35 .6
million. No uniform or consistent policy appears to be followed in connection
with such banking transactions .
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3
AUDIT OF RECORDS

OF THE PUBLIC

Records maintained by the public, either individuals or corporations, must be
audited so as to ensure compliance with tax and social welfare legislation and
collection of imposts arising therefrom ; in addition, claims against the govern-
ment for cost-plus and other contracts, and refunds, must be verified before
payment .

The Taxation Division of the Department of National Revenue audits the
books and records of taxpayers to verify the correctness of returns of taxable
income. The Customs and Excise Tax Division of the same department is en-
gaged in certain audit activities to verify the correctness of taxes and duties on
goods imported into or manufactured in Canada . The Unemployment In-
surance Commission examines the records of employers to ensure the accuracy
and remittance of deductions from employees' pay . The Audit Services Division,

now responsible to the Comptroller of the Treasury, audits the records of cer-
tain suppliers to the government . Various regulatory boards and commissions
audit activities of companies falling under their jurisdiction for rate-making or

other purposes .
Companies may thus be visited by more than one government auditor, but, in

most instances, these are inspectors who are versed in the specific matters aris-
ing from particular legislation . With one major exception, it would be imprac-
ticable to combine these audit functions within a single service . The exception
is the audit of payrolls by both Unemployment Insurance and Income Tax

auditors. These audits could usefully be combined ; for the requisite technical

knowledge is comparable, the same records are examined, and the audits are
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relatively simple. The records of 400,000 employers in Canada are examined
at least every two years by auditors of the Unemployment Insurance Commis-
sion, but Income Tax auditors normally restrict their activities to new em-
ployers or to those who fail to make prompt remittances of moneys withheld .

We therefore recommend that : Payroll audits of the Department of National
Revenue (Taxation Division) and the
Unemployment Insurance Commission be
combined and carried out for the purposes of
both authorities by auditors of the
Unemployment Insurance Commission .

The auditing requirements of the government necessitate the employment of

expert personnel at varying levels of professional competence, and the very
magnitude of these operations calls for skilled management of such audit staff
and their procedures . Approved techniques in general use by the accounting
profession include the maintenance of audit charts or programmes, preparation
and retention of orderly working papers, budgets of audit time and the making
of audit reports . In this area, the government's procedures too often fall short
of an acceptable standard . Although the auditors employed are competent,
wide variations were found in the educational requirements and training and
development programmes of different audit groups . There are important ad-
vantages to be gained by improving supervision and by adopting auditing tech-

niques in general use by the accounting profession .

We therefore recommend that : An inter-departmental committee on audit-
ing be established to develop personnel and
improve audit standards and procedures .
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4
ACCOUNTABILITY

TO PARLIAMENT

Financial control and accounting procedures in government must be designed

to perform a dual function of servicing management and meeting the needs of
Parliament . Thus far, this report has directed attention to the defects in the
system and recommended improvements to facilitate the conduct of govern-
ment business and provide management with the information needed for sound
administration. The other equally important purpose of financial control and
accounting practices is the provision of information needed by the House of
Commons to perform its traditional function as custodian of the purse .

Basic information is provided to Parliament in the Estimates before funds

are voted . The form of the Estimates is such that, although a mass of data are
presented, it is difficult to determine the uses to be made of funds requested .
Even with access to the information supporting the Estimates and used in their

compilation, the officers of your Commission were seldom able to compile
the cost of any activity on a functional or performance basis . The Estimates, in
content and arrangement, tend to frustrate rather than facilitate public and
parliamentary scrutiny of the spending programmes of departments . Among

the defects are :

. The present classification of the votes does not identify the purposes of the
expenditures on a functional basis or by individual programmes or activities .

. The information provided is incomplete; the narrative is not sufficiently de-

scriptive ; neither the free services provided by other departments nor the

revenues arising from departmental activity are identified with votes or pro-
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grammes (improvement in this regard has been made in the 1962-63
Estimates) ; ordinary and capital expenditures are not separated ; and for-
ward commitments are seldom shown.

. The details provided on objects of expenditure are of limited interest and
exceedingly voluminous; they should be condensed or omitted.

An illustration of an improved form of Estimates designed to meet the above
criticisms is provided in Part II of this report .

We therefore recommend that : The form of the Estimates be revised so that
the votes will more clearly describe the
purposes of expenditure, more comparable

and complete supporting information will be
provided, and unnecessary detail eliminated .

In the annual Public Accounts, the Executive reports to Parliament on its stew-
ardship of funds appropriated . Following the adoption by the House of
Commons of the Second Report of the 1961 Standing Committee on Public
Accounts, steps were taken to improve the form and content of the Public
Accounts . The revised accounts, though an improvement, could undoubtedly be
more useful by deletion of names (Canadian practice is unique in this respect),
and the more extensive use of tables . This document will become more illu-
minating if the recommended changes in the Estimates are adopted, since the
Accounts will naturally follow the same pattern of classification by program-
mes. In addition, brief explanations of the variances between estimated and
actual expenditures should be provided .

We therefore recommend that : Further improvements be made in the
Public Accounts to eliminate unnecessary

detail and to explain variances between actual
and estimated expenditures .

Canada is an exception among national governments in that the Minister of
Finance annually issues a balancing statement of assets and liabilities . This
practice originated in 1868, when the Minister was directed to prepare annually
a statement exhibiting the state of the Public Debt and the amount chargeable
against each of the public works for which any part of the debt had been con-
tracted. The practice then was to borrow for the cost of named works . The state-
ment also disclosed such other accounts as were necessary "to show what the
liabilities and assets of the Dominion really are at the date of such statement" .
No audit certificate was required until 1933 .

Criticism of values given to assets became so general that, after World War
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I, the Minister of Finance retained outstanding accountants of the day to review
the statement. On their recommendation, he deleted upwards of $300 million
from the Assets side on the ground that : "Assets which are not readily con-
vertible, as the specie reserve is convertible, or are not interest producing, are

not such assets as ought to be deducted from the gross debt ."

During World War II, the Department of Finance introduced a reserve "for
losses on realization of assets" . Round sum amounts were annually added for a

number of years, and the amount is now $546 million. However, this reserve is

not meaningful because no part of the total is identified with specific assets .

Since 1951, legislation directs that the statement consist of such of the assets
and liabilities as in the opinion of the Minister are necessary "to show the finan-
cial position of Canada" at the year-end . The words "financial position" are
ambiguous when a government is involved, since the accounting conventions
and principles followed in business and industry are only partially applicable to

government .
The balancing figure is described as "Net Debt", which is really the excess

of liabilities over the stated value of the assets . It is possible to make the mistake
of viewing this as a significant figure, since it purports to represent that portion
of the outstanding debt not accounted for by liquid or self-supporting assets . In
fact, many of the assets are not self-supporting and others are deferred expendi-

tures . Various items on the liabilities side are also open to challenge as artificial

or unrealistic .
From the accounting viewpoint, "Net Debt" is a meaningless and misleading

concept. Other countries avoid such perils by publishing statements of outstand-
ing debt . This is accepted as a good yardstick to measure the financial position
of the nation, since it indicates what loans, advances or expenditures have been
financed by borrowings and not paid for from revenues .

We therefore recommend that : The Statement of Assets and Liabilities be
replaced by a statement accounting for
outstanding debt, direct and indirect, with no
reference to net debt .

In the office of Auditor General, Parliament has provided itself with an inde-
pendent agent empowered to scrutinize in detail the financial administration of
the Executive branch and to report his findings to the House of Commons .
The Auditor General has to satisfy himself that accounting systems, internal

control and other management techniques are satisfactory in order to ensure
that public funds are being legally spent . The importance of the audit of the
Auditor General will be enhanced with the removal of many of the checks

now imposed on departmental management . Because the Auditor General is
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an officer of Parliament and not part of the Executive, it is not suggested that
he should become involved in the operation of any of the procedures recom-
mended herein . His role should continue to be that of an independent exam-
iner reporting his findings to Parliament .
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CONCLUSION

Your Commissioners' terms of reference direct attention to steps that may
be taken for the purpose of "making more effective use of budgeting, account-
ing and other financial measures", and also to ways and means of "improving
efficiency and economy by alterations in the relations between government
departments and agencies, on the one hand, and the Treasury Board and other
control or service agencies of the government, on the other" . The adoption of
the recommendations in this report will require significant changes in these
relationships, which are summarized at this point .

Senior departmental management will have substantially increased authority
and be charged with responsibility for :

• Planning and estimating financial requirements by programmes, including
adequate forecasts of funds required for future years.

. Allocating funds and delegating contract and other expenditure authority to

management at the operating level .

• Maintaining control by developing appropriate accounting and costing sys-
tems and introducing management reports for each level of responsibility .

• Authorizing expenditures and ensuring the availability of funds, within an
adequate system of internal control .

• Securing, on the basis of equitable charges to users, non-tax revenue from

the provision of goods, services or privileges .
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Some of the responsibilities mentioned above are currently exercised by the
Comptroller of the Treasury . This officer, whose title might appropriately be

altered to that of Accountant General, the more accurately to reflect the pro-
posed revision in his duties, would perform the following functions :

. Issuing cheques and managing government bank accounts and cash funds .

. Maintaining the central accounts of the government, preparing periodic
statements of the financial position on an overall basis, and compiling the

Public Accounts .

. Providing, as required, skilled assistance and advice on accounting matters

to departments and agencies :

. Administering all superannuation and pension plans, including those of the
Armed Forces and Crown corporations .

. Providing automatic data processing facilities on a service basis .

These last two duties relate to suggestions contained in other reports of the
Commission and represent new responsibilities for this officer . Transfer of
these functions to the Comptroller of the Treasury (Accountant General) will
remedy the present unsatisfactory diffusion of responsibility for the adminis=
tration of pensions and automatic data processing activities .

The office of the Comptroller of the Treasury now employs 4,700 people
across Canada and abroad, at an annual cost of over $21 million, Approxi-
mately one-third of the staff is engaged in departments on commitment control

and pre-audit tasks. The staffs of the Comptroller and of the departments
duplicate these functions to such an extent that the elimination of a second
check by the Comptroller should free a large number of Treasury officers

for other duties . Departments required to develop their own accounting

procedures, however, will need additional staff of high calibre. Treasury

officers becoming redundant because of these changes are thus an obvious
source for the recruitment of departmental accounting staff .

The new duties proposed for departmental management will in no way limit
the powers of the Treasury Board. On the contrary, the recommendations are
designed to increase the effectiveness with which the Board performs its vital

role. The Board will be responsible for the following aspects of financial

management :

• Reviewing and approving the programmes and objectives of departmental
management, both annual and long-term, to ensure execution and compli-

ance with government policy .

• Establishing broad principles of administration to ensure reasonable uni-
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formity and consistency throughout the public service .

• Concurring in the appointment of the senior financial officer in each depart-
ment or agency to ensure an adequate level of departmental performance .

• Supervising application of financial policies and practices .

The reports on "Personnel Management" and on "Paperwork and Systems
Management" describe other duties which should be assumed by the Treasury
Board staff . It is suggested that the division of the staff which would be respon-
sible for advising the ministers on the Board on many of the matters set forth
in this report should be known as the Programmes Analysis Division . This
Division, like its counterparts, should consist of a small but highly-qualified
group of officers . The intent is that none become long-term members of the
staff of the Board; instead, they should go back into departments where
they can apply the experience gained in Treasury Board work . Consistency
between departments and agencies will be secured, not only through applica-
tion of common administrative policies, but by a deliberate policy of rotation
of senior officers between the different departments and the central staff of
the Treasury Board .

No estimate can be made of monetary savings arising from this altered rela-
tionship of the Treasury Board to departments . Removal of the administrative
details which now swamp the Board and frustrate departmental management
will undoubtedly enable the Board to discharge its important responsibilities
more effectively.

The regular departments of government, which are financed by funds ap-
propriated through Parliament, can readily be brought within the management
arrangements visualized in the recommendations of this report . Some of the
agencies by virtue of their present organizational form and their relationships
to central authority will need to be adapted to bring them within the proposed
plan. In reporting on the general plan of organization for the federal govern-
ment we detail the necessary steps to be taken with respect to these agencies .

Your Commissioners recognize that certain corporate entities are in a special
position, either because they are engaged in activities of a commercial nature
comparable to private enterprise or because they require, for reasons of public
policy, varying degrees of independence from the executive branch. The agen-
cies which, in our judgment, most clearly fall into this category are :

Canadian National Railways and subsidiaries, including Trans-Canada Air
Lines ; Polymer Corporation Limited ; Eldorado Mining and Refining Lim-
ited and its two subsidiaries ; Canadian Overseas Telecommunication Cor-
poration; Bank of Canada ; Canadian Broadcasting Corporation ; The Can-
ada Council .
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These agencies, it is concluded, should not be brought within the framework of
financial management proposed in this report .

In emphasizing the needs of management in the public service, your Com-
missioners have not been unmindful of Parliament's duty to control the public
purse . Both Parliament and the Auditor General should benefit from the recom-
mendations by receiving from the Executive a clearer accounting for moneys
spent and a more intelligible forecast of the expenditure programmes of the
government . Proposals for improving management, far from impairing Parlia-
ment's authority, should strengthen the vital chain of responsibility that links

administrators to the representatives of the people .

That objectives such as these are difficult to attain is recognized ; that they are

fully possible to achieve is evidenced by the experience of other countries . Your
Commissioners are convinced that the benefits, both in monetary savings and
improved performance, will be very substantial .
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PART 2



THE PRESENT ORGANIZATION " :

FOR FINANCIAL CONTROL

ORIGINS

I Financial control practices in the Govern-
ment of Canada have undergone little formal
change since 1931, when a major revision in
the governing legislation was made . The his-
torical development leading to the 1931 legis-
lation .is, therefore, pertinent to an analysis
of current practices .

2 The British North America Act carried
forward the financial rules and procedures
of the-,former Province of Canada . A single
Consolidated Revenue Fund was created into
which all moneys received were to be depos-
ited, with Parliament alone enjoying the pow-
er to authorize expenditures from the Fund.
Such authority was given annually on the
basis of Estimates submitted by the Execu-
tive, detailing the nature of the proposed ex-
penditures. At the outset, Parliament regu-
lated the Executive most closely in matters
relating to the staffing of departments. A
board of deputy ministers was directed to
submit annually to the House of Commons
an establishment or listing of staff positions
for each department and, once tabled, the

government was bound by it during the en-
suing twelve months . Moreovei, Parliament
fixed the rates of pay for the few grades of
employees then-composing the civil service
structure: -

3 Parliament also created a Treasury Board
consisting originally of four cabinet minis-
ters . The function of this Board was declared
to be that of supervising all matters relating
to finance, revenue and expenditure . At first,
the Board met intermittently and concerned
itself more with policy than administration .
By 1910 the Board had begun the practice
of reviewing the Estimates, and progressively
assumed a variety of functions . However, the
extensive and detailed central control, now
exercised by the Board over departmental ad-
ministration, is a relatively recent innovation .

4 The Conso li dated Revenue and Audit Act
of 1878 set forth in a comprehensive manner
the financial and audit practices which were
to govern without substantial alteration until
1931 . It established the office of Auditor Gen-
eral and made him answerable for the ex-
penditure of appropriations by requiring him
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to countersign all cheques drawn on the Con-
solidated Revenue Fund .

5 Expenditures under this Act could be made
in one of .two ways : the claim for payment

properly certified could be approved by the
Auditor General, following which a cheque
was released by the Receiver General ; or, on
the Auditor General's application, a lump
sum could be placed in a chartered bank to the
credit of a department, and properly ap-
proved officers of the department could draw
cheques on this credit until it was exhausted .

Progressively, more and more accounts were
paid by the latter method, and the Auditor
General's review prior to payment became
an audit after the payment had been made .

6 Since the accounting records and finan-
cial procedures of departments came within
the authority of their deputy heads, both the
nature and quality of the financial control
varied greatly among departments . Votes were
over-expended; expenditures were charged to
the wrong vote ; liabilities were incurred which
committed in advance almost the entire
amount of votes appropriated by Parliament
in the succeeding year ; expenditures were
made out of revenues; and other question-
able practices were often in evidence . The
Auditor General could challenge these prac-
tices and refuse to issue or renew letters of
credit, but this presented a problem since the
banks and creditors, both innocent parties,
would be the ones to suffer . Eventually, he
merely reported to the House of Commons
over-expenditures and other practices which
he questioned .

7 The growth in the size of departments in-
creased the tendency to over-expend votes.
This, together with the lack of means for deter-
mining the outstanding liabilities and com-
mitments of the government, made a change
imperative. As a result, the Consolidated Rev-

enue and Audit Act was rewritten in 1931
and a new office in the Department of Finance,
that of the Comptroller of the Treasury, was

created . He was made answerable for the
legality of all charges to votes, and for any
over-expenditures . Inconsistencies among de-
partments were reduced by transferring de-
partmental staffs to the Comptroller's
office in the Department of Finance . A system
of commitment control was introduced where-
by funds were reserved out of appropriations
to cover expenditures, before obligations
were incurred. These amendments also re-
lieved the Auditor General of his responsi-
bility for controlling the issue of cheques and
of any power to prevent an expenditure which
he considered improper. His duties became
solely those of an auditor examining accounts
after payment and reporting his findings to
Parliament .

8 The Consolidated Revenue and Audit Act
was replaced in 1951 by the Financial Admin-
istration Act, which further clarified the roles
and responsibilities of the Treasury Board and
the Comptroller of the Treasury . No signi-
ficant change in financial legislation has been
made since 1951 .

9 This Act, the foundation of the present
financial control system, provides "for the
Financial Administration of the Government
of Canada, the Audit of the Public Accounts,
and the Financial Control of Crown Corpo-
rations" . It determines the roles and respon-
sibilities of the Minister of Finance, the Treas-
ury Board, the Comptroller of the Treasury,
and the Auditor General.

10 Chart I concisely depicts the existing or-

ganization for financial control, the details of

which are developed below.

PARLIAMENT

11 Each year, the expenditure programme
of the government is submitted to Parliament
in the form of Estimates, main and supple-
mentaries, which are reviewed and approved
through the enactment of appropriation acts .

Each department's expenditure proposals are
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Chart 1-PRESENT ORGANIZATION FOR FINANCIAL CONTROL IN THE GOVERNMENT OF CANADA
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divided into one or more votes, each vote
covering several functions or activities of the
department, the intent of the vote being ex-
pressed in the narrative . The Main Estimates
for the fiscal year ending March 31, 1961,
included approximately 500 votes . Each vote
governs subsequent expenditures in two ways :
the dollar limit mentioned in the vote cannot
be exceeded, and all expenditures must con-
form with the limits prescribed by the word-
ing of the vote.
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12 The parliamentary responsibilities are
exercised as follows :

• Estimates are tabled by the Minister of Fi-
nance for parliamentary consideration .

• The Committee of Supply approves each
vote by separate resolution, questioning the
appropriate minister, advised by his senior

officials, when the votes are considered.
Some Estimates may be referred to the
House of Commons Estimates Committee
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or a special committee, such as the Ex-
ternal Affairs Committee, before consider-
ation by the Committee of Supply .

• The Committee of Ways and Means then
passes resolutions appropriating moneys
out of the Consolidated Revenue Fund to
cover the expenses of public services .

• The House of Commons next approves ap-_
propriation bills which normally follow the
wording and amounts used in the Esti-
mates. Interim supply may be voted to
meet departmental requirements pending
this final approval.

• Funds become available only when the bills
are given Royal Assent .

13 It is important to note that moneys are
provided by Parliament to the Executive to
be spent within its discretion and not to the
management of departments individually .

However, where a'statute provides that re-
sulting expenditures be a charge to "unappro-
priated moneys in the Consolidated Revenue
Fund", it is not a grant to the Crown but a
provision for meeting a statutory obligation .

'Interest on the public debt and judges' salaries
are examples.

14 The Financial Administration Act also
provides a method for drawing on the Con-
solidated Revenue Fund without parliamen-
tary authorization . It is commonly known as
the use of "Governor General Warrants" .
These may not be issued while Parliament is
in active session, and a payment must meet
the requirement of the Act as being "urgently
required for the public good" . Practice is to
make limited use of this section, but since
1896 the power has been exercised five times
to finance general costs of government when
Parliament was dissolved before it had appro-
priated funds for the public service .

THE TREASURY BOARD

15 The ministers of the Crowri, acting col-
lectively as advisers to the Governor General,

are the Executive in the Canadian parliamen-

tary system of government . Their primary role
in the financial control system is to establish
the policies of the government which, for their
implementation, require the expenditure and
collection of public funds . Parliament enacts

the necessary legislation and provides the re-
quired funds, but the Executive is respon-

sible .for the execution of the approved pro-
grammes .

16 In practice, the ministers exercise their

collective responsibility for policy in Cabinet .
Most of the detailed supervision of expend-
itures has been delegated to a sub-committee,
the Treasury Board, which is composed of
six ministers with the Minister of Finance as

chairman. These ministers meet, generally
once a week, to consider and approve pro-
posals made by departments and agencies,
or by the Treasury Board staff.

Authority

.17 The Financial Administration Act states
that :

5 . (1)'The Treasury Board shall act as a com-
mittee of the Queen's Privy Council for
Canada on all matters relating to finance,
revenues, estimates, expenditures and finan-
cial commitments, accounts, establish-
ments, the terms and conditions of employ-
ment of persons in the public service, and
general administrative policy in the public
service. . . .

(3) The Treasury Board may prescribe from
time to time the manner and form in which
the accounts of Canada and the accounts of
the several departments shall be kept, and
may direct any person receiving, managing
or disbursing public money to keep any
books, records or accounts that the Board

considers necessary.
(7) The Treasury Board may make regulations

. . . for the efficient administration of the
public service.

This and other acts give the Board extensive
authority in many additional areas.

18 The powers of the Board are exercised,

in most instances, by considering and approv-
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ing submissions from departments or agencies
requesting funds or authority . The Board, on
its own initiative, also issues regulations to
give direction and delegate authority to de-
partments . Currently, there areapproximately
16,000 yearly submissions reviewed and de-
cided upon by the Treasury Board. The sub-
ject matter of submissions made in 1960 is
analyzed as follows :

Table 1- ANALYSIS OF TREASURY BOARD SUBMISSIONS

Acquisition or provision of-
Buildings, land and works 2,401
Supplies 1,523
Ships and aircraft, including equip-
ment 958

Services 780 5,662

Personnel and associated matters-
Civil 3,169
Other than civil 11 1
Pension, annuity and compensa-

tion plans
Travelling, removal and other ex-

penses >

Accounting and administrative pro-
cedures --

Estimates and transfers between allot-,
ments

1,560

627 5,46 7

Claims-
By and against the Crown 342
Remissions, refunds and drawbacks 16 7

Other-
Payment of grants and subsidies 220
Veterans' benefits and regulations ` 45
Committees and conferences 13
Social security 36
Miscellaneous 192

Total number of submissions

1,89 3

1,75 0

509

506

the sessions, and provides any additional in=
formation required by the ministers . He acts
as the administrative head of the Treasury
Board staff, composed of approximately 140
employees who are provided by the Depart-
ment of Finance . The staff is divided into a
number of organizational units as outlined
in Chart 2 (the number of staff at July, 1961,
being shown in parentheses) .

20 The Secretary has two assistant Secre-
taries, each of whom carries broad respon-
sibilities for staff activities . One is concerned
primarily with matters relating to the govern-
ment as an employer arid directs the activities
of thePersonnel Policy, and Pension and Social
Insurance sections . The other is concerned
more with financial management, and directs
the activities of the sections concerned 'with
Programmes Analysis, Estimates Procedures
Control and Administration, and Adminis-
trative Regulations.

21 The responsibilities of the sections shown
on the chart are as follows :

• The Programmes Analysis sections are re-
sponsible for reviewing Estimates and other
submissions, and formulating recommen-
dations on general expenditure matters .

• The Defence and Works section processes
submissions from Public Works, National
Defence, Defence Production, Veterans
Affairs, and certain related agencies and
corporations . The Civil section deals with
all other departments, agencies and
corporations .

15,787 • The Personnel Policy section formulates

The Treasury Board Staff

19 The Minister of Finance is empowered
to designate an officer of the Department of
Finance, generally an assistant deputy min-
ister, to be Secretary of the Treasury Board .
The Secretary is responsible for preparing the
agenda for Treasury Board meetings ; attends

recommendations on personnel regulations
and processes submissions on personnel
matters not delegated to departmental
management by these regulations . It also
assists the Programmes Analysis sections
in assessing the size of staffs requested by
departments in their Estimates .

The Administrative Regulations section is
responsible for preparing various types .of
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Chart, 2-ORGANIZATION OF TREASURY BOARD STAFF
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administrative regulations and has, itself,
been delegated authority to approve ex-
penditures for items such as stationery and
office equipment .

• The Estimates Procedures Control an d
Administration section works in conjunc-
tion with the Programmes Analysis units to
develop instructions for the preparation of
Estimates, arranges for the printing of the

annual Estimates, and provides for the
staff's internal administration .

The Pension and Social Insurance section
is primarily a staff group advising the
Treasury Board and Department of Fi-
nance on pensions and insurance matters .

Programme
Analysis

Defence and
Works

(26)

Estimates
Procedures
Control and

Administration

(29)

Telephone
Service
(27)

• The Telephone Services section manages
the government's telephone system in
Ottawa.

22 Four of these sections, the two Pro-
grammes Analysis Divisions, the Person-
nel Policy, and Administrative Regulations
groups, are most concerned with financial
control and most involved in the day-to-day
financial control of departmental affairs .

Review of Submissions

23 Because of the large volume of submis-
sions from departments and agencies (ap-
proximately 300 per week), the Board relies
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heavily on its staff to evaluate and make rec-
ommendations on each submission . The
value of proposals submitted varies from a
few to millions of dollars . Submissions are
separated functionally, analyzed by an officer
of the appropriate group, the more complex
proposals being reserved for senior officers .
Submissions which have been reviewed be-
tween meetings of the Board are gathered to-
gether by the Secretary and assistant Secre-
taries . Since the Board meets for only a few
hours each week, the submissions are coded
so as to indicate the extent of consideration
that it is felt is required of the ministers . In
some cases, many routine submissions of the
same character may be grouped together and
submitted to the Board under a covering list.

24 In reviewing submissions, the staff is
primarily concerned with ensuring that the
request is reasonable, that the department
has considered all aspects of the subject mat-
ter, and that the proposed action is in accord-
ance with government policy. The officer re-
sponsible for reviewing the submission relies
on his knowledge of the department's organi-
zation, objectives, plans and programmes,
supplemented by detailed, technical ques-
tioning by correspondence or telephone . Such
questioning is generally informal and based
on a close day-to-day working relationship.

25 Many proposals considered to be routine
are dealt with on the basis of previous Board
decisions on comparable proposals . Although
decisions of the Board are circulated among
the senior staff, there is no formal system of
cross-referencing decisions. Departmental of-
ficials, with years of experience in submitting
proposals to the Board, refer to many appar-
ent inconsistencies . One department, faced
with the problem of the rotation of its own
senior financial and administrative personnel,
maintains a record of Treasury Board deci-
sions in order to avoid submitting proposals
which have little likelihood of approval, or
to be able to refer to previous favourable
precedents to support its submissions .

Calibre of Staff Required

26 The significance of the authority con-
ferred on the Board's staff becomes apparent
when it is realized that the Board exercises
various degrees of financial control over
almost one hundred departments, agencies,
commissions, boards and corporations of
government. Currently, these spend funds
appropriated by Parliament exceeding $6 .8
billion, as well as substantial additional sums
earned by revenue-producing corporations
which may be spent without parliamentary
appropriations .

27 A profile of a typical officer on the staff
of the Treasury Board would show him to
be thirty-seven years of age, holder of a uni-
versity degree and, prior to joining the gov-
ernment service, having some two years' em-
ployment outside the government, in addition
to any time spent on military service or grad-
uate studies . He will have had nearly three
years' experience in the government other
than with the Treasury Board, and will have
been on the staff for some six years .

28 The senior financial and administrative
officers with whom the Treasury Board staff
are in day-to-day contact commented favour-
ably on the capabilities of the Treasury Board
staff, but criticized vigorously their lack of
operational or managerial experience at the
departmental level prior to joining the Board's
staff. Detailed and repetitive questions, which
departmental officials find annoying, time-

consuming and unproductive, are attributed
to this inexperience. This situation is further
aggravated by the Board's policy of rotating
junior staff within the Board secretariat to
enable them to gain a variety of experience.
Departmental officers indicated that the in-
experience makes the staff of the Board sus-
ceptible to proposals that are adroitly
presented.

29 The role of the Treasury Board is vital
in any system of financial control . Many re-
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Chart 3- ORGANIZATION OF THE OFFICE OF COMPTROLLER OF THE TREASURY
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commendations in this report are designed to
relieve the ministers on the Board of a sub-
stantial portion of the detail with which they
are now confronted, and which must now of
necessity be delegated to the staff. Neverthe-
less, the Board will continue to need a small,
but highly qualified staff to advise it . Such
officers should be recruited only from those
senior executives of departments whose prov-
en experience in administration will enable
them adequately to assess the proposals pre-
sented to the Board .

COMPTROLLER OF THE TREASURY

Authority

30 The Comptroller of the Treasury is an
officer of the Department of Finance, whose
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14
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primary responsibility is to enforce the finan-
cial decisions of Parliament, the Executive
and Treasury Board. The Financial Adminis-
tration Act states that :

31 . (2) Every requisition for a payment out of the
Consolidated Revenue Fund shall be in
such form, accompanied by such docu-
ments and certified in such manner as the
Comptroller may require.

(3) The Comptroller shall reject a requisition
if he is of the opinion that the payment
(a) would not be a lawful charge against

the appropriation ,
(b) would result in an expenditure in excess

of the appropriation, or
(c) would reduce the balance available in

the appropriation so that it would not
be sufficient to meet the commitments
charged against it.

30. (1) No contract providing for the payment of
any money by Her Majesty shall be entered
into or have any force or effect unless the
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Comptroller certifies that there is a suffi-
cient unencumbered balance available out
of an appropriation or out of an item in-
cluded in estimates before the House -of
Commons to discharge any commitments
under such contract that would, under the
provisions thereof, come in course of pay-
ment during the fiscal year in which the
contract was entered into .

(3) The Comptroller shall establish and main-
tain a record of all commitments charge-
able to each appropriation.

31 . (7) Where, in respect of any contract under
which a cost audit is required to be made,
the Comptroller reports that any costs or
charges claimed by the contractor should
not in the opinion of the Comptroller be
allowed, such costs or charges shall not be
allowed to the contractor unless the Treas-
ury Board otherwise directs .

33 . (1) Every payment . . . shall be made under the
direction and control of the Comptroller
by cheque drawn on the account of the
Receiver General or other instrument, in
such form and authenticated in such man-
ner as the Treasury Board directs .

15 . On the request of the appropriate Minister
and with the approval of the Minister of Fin-
ance, the Comptroller may
(a) provide accounting and other services in

connection with the collection and account-
ing of public money for a department, and

(b) examine the collecting and accounting
practices applied in a department, and re-
port thereon to the appropriate Minister.

31 The Comptroller, in performing an y of
these duties, may request direction from the
Treasury Board and, in turn, may be over-
ruled by the Treasury Board on appeal from
the minister concerned.

32 The Minister of Finance has delegated
to the Comptroller responsibility for main-
taining the central accounts of the govern-
ment, preparing the annual Public Accounts,
and for certain cash management functions.

Organization

33 Chart 3 shows the organization of the
Comptroller of the Treasury in January,
1961, indicating, as well , the number of of-
fices in each division .

34 In the fiscal .year,1961-62, the organiza-
tion operaied 'at an annual 'cost of $21' mil-
lion,-of-which 81% represented salaries ; it
had an authorized establishment of 4,773,
distributed as shown below :

Table Z-LOCATION OF THE STAFF OF THE

COMPTROLLER OF THE TREASURY

Staff
Ottawa-central staff including al l

Audit Services employees 1,082
-stationed in Treasury offices

attached to departments 1,697
Outside Ottawa-regional and distric t

offices
-in Canada 1,921
- abroad 73

4,77 3

35 The significant growth in this staff over
the past thirty years is indicated in the fol-
lowing tabulation which shows the actual
strength of the Comptroller's office at the
beginning of certain fiscal years from 1932
to 1961 :

Table .3-GROWTH OF THE STAFF OF THE

COMPTROLLER OF THE TREASURY

Year Staff

1932 961
1939 1092
1940 1723
1946 9258
1947 5510
1955 4186
1961 4551

36 The responsibilities of the offices or
branches identified above may be briefly
summarized as follows :

• Departmental, district and regional Treas-
ury offices service the various departments
or agencies of the government . Depart-
mental Treasury offices are usually located
within the headquarters complex of the
department to which'they are attached, in
space. provided by the department. The
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Chart 4-TYPICAL ORGANIZATION OF A TREASURY OFFIC E
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district offices, coming under the authority
of departmental Treasury offices, are es-
tablished to provide better service for de-
partmental activities outside Ottawa . Dis-

trict offices may service more than one
department, but regional offices are gener-
ally established where several departments
are involved. Regional offices report di-
rectly to the Comptroller.

• The five branches at headquarters provide
accounting advice ; forecast cash require-
ments ; prepare the Public Accounts and
other central accounting reports ; advise on
authorities given by statutes, regulations,
etc . ; prepare manuals and supervise, co-
ordinate and provide administrative serv-
ices, including inspections and studies of

systems and procedures.

• The central servicing divisions provide
other offices and departments with those
services which benefit from specialization
or centralization, such as : cost audits ;
compilation, audit, issue and recording of
pay and superannuation ; cheque issue and
reconciliation ; and custody of securities.

Revenue
and Refun d

Section

Administrative
Sectio n

37 The organization and procedures of de-
partmental Treasury offices vary with the
size and special needs of the department
being served . However, as indicated in Chart
4, five functional units are discernible in most
offices.

38 The Chief Treasury Officer, although
similar to the chief accountant of a com-
mercial enterprise, does not generally form
part of the management team of the depart-
ment. The functions of the various units will
be described in later chapters of this report .
The majority of this staff is clerical, perform-
ing work of a routine nature. Very few of
these employees have professional accounting
qualifications . Personnel with such qualifica-
tions are generally assigned to the Audit
Services Division where they perform a cost
audit function and seldom participate in the
other financial control and accounting func-
tions that occupy most of the Comptroller's
staff. The following distribution, taken from
the 1961-62 Main Estimates, shows the
number of positions by salary range :
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Table 4-SALARY DISTRIBUTION OF THE STAFF OF

THE COMPTROLLER OF THE TREASURY

Salary Range Numbers

$
Over 15,000 2

7,500 to 15,000 158

5,000 to 7,500 639
4,000 to 5,000 1,667
Under 4,000 2,307

Total 4,77 3

AUDITOR GENERAL

39 The Auditor General, an officer of Par-
liament, is responsible for conducting a post-
audit of financial transactions and reporting
thereon to Parliament . He is entitled, at all
convenient times, to free access to all files,
documents and other records relating to the
accounts of departments, and to require and
receive from members of the public service
such information, reports and explanations
as he may deem necessary for the proper con-
duct of his duties . His officers are stationed,
where necessary, in the various departments
and agencies to enable him to carry out his
duties effectively .

Authority

40 The Financial Administration Act states
that :

67 . The Auditor General shall examine in such
manner as he may deem necessary the accounts
relating to the Consolidated Revenue Fund
and to public property and shall ascertain
whether in his opinio n
(a) the accounts have been faithfully and prop-

erly kept,
(b) all public money has been fully accounted

for, and the rules and procedures applied
are sufficient to secure an effective check
on the assessment, collection and proper
allocation of the revenue,

(c) money has been expended for the purpose
for which it was appropriated by Parlia-
ment, and the expenditures have been made
as authorized, and

(d) essential records are maintained and the
rules and procedures applied are sufficient
to safeguard and control public property .

70. (1) The Auditor General shall report annually
to the House of Commons the results of
his examinations and shall call attention to
every case in which he has observed that
(a) any officer or employee has wilfully or

negligently omitted to collect or receive
any money belonging to Canada ,

(b) any public money was not duly ac-
counted for and paid into the Consoli-
dated Revenue Fund,

(c) any appropriation was exceeded or was
applied to a purpose or in a manner
not authorized by Parliament,

(d) an expenditure was not authorized or
was not properly vouched or certified,

(e) there has been a deficiency or loss
through the fraud, default or mistake
of any person, or

(f) a special warrant authorized the pay-
ment of any money,

and to any other case that the Auditor
General considers should be brought to
the notice of the House of Commons .

Organization and Functio n

41 The Auditor General's office is organ-
ized on a sectional basis, each section dealing
with a number of departments, agencies and
corporations. Field staffs have recently been
established in various cities in Canada . The
Estimates for 1961-62 provided $1,135,400
for the office, and an establishment of 159.

42 The audit of departmental financial

transactions is primarily an audit of expend-
itures . Generally, all accounts, vouchers and
other accounting documents are made avail-
able for post-audit to the Auditor General's
representative in the department. Examina-
tions are normally made by means of tests,
the extent being determined by the nature
of the transactions and the state of the ac-
counts under review. The audit groups in
the various departments also audit revenue,
stores and other matters. The audits of Crown
corporations are similar to those performed
on private companies by professional public
accountants .
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43 Increasingly, in recent years ;'it has been
the parliamentary practice to refer the. Aud-
itor General's report and the Public Accounts
to the Public Accounts Committee of the
House of Commons . This Committee con-
siders his report, questions the Auditor Gen-
eral and representatives of departments, and
makes such recommendations to Parliament
as it considers necessary.

DEPARTMENTS AND AGENCIES

44 Departments vary both in size and func-
tion. The managing of government depart-
ments embraces every area of activity nor-

mally found in industry . It follows, therefore,
that the pattern of financial control required
to carry out these activities is varied to meet
specific departmental needs. Departments

and agencies plan and carry out the pro-
grammes of the government ; their senior

management is responsible for establishing
objectives and policies, organizing manpower
resources, planning programmes and activ-
ities, and developing new programmes for
submission to higher authorities, whose nec-
essary approval must be obtained . Depart-
ments are responsible for developing and
substantiating the annual Estimates and,
when approved, for allocating the funds
among the various levels and spending units

in the department .

45 To illustrate certain statutory financial
responsibilities of departments, the Financial
Administration Act states that :

31 . (1) No charge shall be made against an appro-
priation except upon the requisition of the
appropriate Minister of the department for
which the appropriation was made, or by
a person authorized by him in writing .

32. No payment shall be made for the perform-
ance of work or the supply of goods or the
rendering of services, whether under contract
or not, in connection with any part of the pub-
lic service, unless, in addition to any other
voucher or certificate that is required, the
Deputy of the appropriate Minister or other
officer authorized by such Minister certifies
(a) that the work has been performed, the

goods supplied, or the service rendered, as
the case may be, and that the price charged
is according to contract, or if not specified
by contract, is reasonable, or

(b) where a payment is to be made before the
completion of the work, delivery of the
goods or rendering of the service, as the
case may be, that the payment is in accord-
ance with the contract.

46 Financial management has attained dif-
ferent degrees of sophistication in the depart-
ments of government. Some, due to their
diverse activities and functions, have been
forced to adopt techniques of control that
have not yet become necessary in small de-
partments. A few large spending departments
have an assistant deputy minister (financial)

or a financial adviser, with duties that include
responsibility for preparing and supporting
the Estimates, and controlling departmental

expenditures. This officer is normally respon-
sible for liaison with the staff of the Treasury
Board and the Comptroller of the Treasury .

47 The Financial Administration Act clas-
sifies most of the departments, agencies,
boards and corporations of the Government
of Canada into four groups, each subject to
various degrees of control by the Treasury
Board and the Comptroller of the Treasury .

Other controls or restrictions may be im-
posed by the acts establishing the individual
agencies or corporations . Greatest freedom
is given to those corporations of a com-
mercial nature which are able to finance all
or a substantial portion of their expenditures
out of the revenues that they earn . Controls

are more stringent over departments and
agencies financed out of funds appropriated
by Parliament.

48 The financial systems and procedures
described in this report are primarily those
of the latter group, although they may apply
in a modified fashion to the other agencies.
Normally, the agencies with greater freedom
follow financial procedures which correspond
more closely to those followed in commerce
and industry. Except in those areas covered
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by centrally-imposed regulations, great varia-
'tions were found in the financial procedures
and practices of individual departments and
-agencies . Examples of these variations will
recur in this report, but they should not be
regarded as an exhaustive description of all
the patterns in use .

FINANCIAL CONTROL SYSTEMS

IN OTHER* GOVERNMENT S

'49 The ensuing detailed account of finan-
cial control procedures in Canada may be
.usefully prefaced by a brief description of
the systems employed in the United Kingdom
and in the United States .

United Kingdom

50 Parliamentary control is generally sim-
ilar, at least in form, . to that applied in
Canada. Unlike Canadian procedures, no
new proposals may be submitted by any
minister to the Cabinet until the financial
implications have been reviewed by the Treas-
ury . The Treasury, while maintaining some
day-to-day control over expenditures, dele-
gates to each department's accounting officer
authority to incur expenditures within the
limits prescribed by Treasury regulation, rely-
ing on the post-audit by the Comptroller and
Auditor General to reveal irregularities or
over-expenditures . Other controls imposed
by the Treasury are again somewhat similar
to those of the Canadian Treasury Board.

51 Departmental responsibility and account-
ability rests with the accounting officer, usual-
ly the permanent head of the department .
He is charged with the responsibility for
ensuring that public funds entrusted to his
care are properly safeguarded and spent only
for the purpose intended by Parliament. If he
is overruled at any time by his minister, it is
his duty to place on record his objections to
the proposed expenditures, but the expendi-
ture is not held up . In Canada, if the Comp-
troller of the Treasury objects to an expendi-

ture, no - payment is made unless the matter is
'referred . to the . Treasury Board, . and the
Comptroller's objection specifically - over-
ruled .

52 The role,ofi the Paymaster General is to
place at the disposal of departments, on ad-
vice of Treasury, the funds required to meet
their expenditures. The departments disburse
these funds within the authority of the parlia-
mentary appropriation, and within the powers
delegated by Treasury .

53 The Comptroller and Auditor General,
responsible to and removable only by Parlia-
ment, examines and reports on expenditures
of departments. He must satisfy himself that
moneys are . spent by departments in accord-
ance with the purposes intended by Parlia-
ment . His reports are referred by Parliament
to the Public Accounts Committee where an
accounting officer must be prepared to defend
his accounts, not only as to their propriety
and regularity, but also on the grounds of
sound and prudent administration .

54 The United Kingdom system of financial
administration places primary responsibility
and accountability with the permanent heads
of departments . The Treasury is not burdened
with the details of administration . Commit-
ment control, if any, is exercised by depart-
ments, although Treasury approval must be
obtained for forward commitments where
substantial expenditures are spread over a
period of years . Broadly speaking, control
is decentralized, with certain checks and bal-
ances to ensure that parliamentary and Ex-
ecutive wishes are observed .

United States

55 The United States system of financial
control has differences that reflect the basic
dissimilarities in its form of government .
Four organizational groups are involved in
the expenditure process .

56 Each agency or department is responsi-
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ble for formulating, presenting and justifying
its estimates, and its management is held
accountable for maintaining expenditures
within the limits of appropriations and for
certifying the legality of all payments. Such
agencies are thus subjected to fewer external
controls over the daily management of their
affairs than is the case in Canada .

57 The Bureau of the Budget, with a staff
of approximately 400, reports to the Presi-
dent, and is responsible for the preparation
of the budget, improvement of government
organization and management, legislative
analysis and review, and co-ordination and
improvement of federal statistics . The Bureau
is similar to the Canadian Treasury Board in
its role of reviewing departmental estimates .
However, in Canada, the Estimates presented
by the Executive to Parliament are seldom
changed, and then only with Executive con-
currence ; whereas, in the United States,
Congress may and does alter substantially
the amounts and the wording of appropria-
tions, often after hearing testimony from
agency and Bureau personnel . The Bureau
exercises no detailed control over expendi-
tures, once the budgets are approved .

58 The Comptroller General, appointed for
fifteen years and not thereafter eligible for
appointment to any public position, is re-
sponsible to Congress for independently audit-
ing receipts and expenditures, and assisting
in the establishment of accounting systems
based on recognized accounting principles .
The work is carried out by the General Ac-
counting Office, which reports to him and
employs a staff of approximately 5,000. This
Office, at the request of the heads of depart-
ments and agencies, and of disbursing and
certifying officers, renders decisions on the
legality of proposed payments or transactions.
Such decisions are binding on the Executive.

59 The Bureau of Accounts, a branch of
the United States Treasury Department,
maintains the control accounts of the govern-
ment for assets, liabilities, expenditures and

receipts ; produces reports for the informa-
tion of the President, the Congress and the
public, designed to reflect the results of the
financial operations of the government ; and
issues cheques for most government agencies
through a number of field disbursing offices .
Detailed accounting records, however, are
maintained by the agencies themselves.
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2
EXPENDITURE CONTROL

INTRODUCTIO N

1 The implementation of most government
policies requires expenditure of money. The
broad nature of these expenditures can be
seen from the following analysis of the Main
Estimates for 1961-62 :

Table 5-ANALYSIS OF MAIN ESTIMATES, 1961-62

Amount % of
($ thousands) Tota l

Administration 439,954
Operation and Maintenance 1,835,417
Capital 675,791
Grants, Subsidies, etc . 1,346,125
Pensions, Welfare, etc.' 1,409,497
Cost of Borrowings 773,124
Loans, Investments, Advances 107,188
Other 250,420

6 .4
26 . 8
9 .9

19 .7
20 .6
11 . 3

1 .6
3 . 7

Total 6,837,516 100 .0

'Includes expenditures from the Old Age Security
Fund of $606,570,000 .

2 The managements of all departments and
agencies are deeply involved in spending funds
in many of these categories, particularly ex-
penditures on administration, operation and

maintenance, and capital. The Executive,
through the Treasury Board, is vitally con-
cerned with controlling expenditures in order
to ensure that the government's objectives
are achieved.

3 Chart 5 illustrates chronologically the se-
quence of activities making up the expend-
iture process . Chart 6 shows the allocation
of responsibilities for the various functions

forming part of the process.

4 Four basic problems have to be weighed
in considering the effectiveness with which
the present process operates . First, does the
management of departments have adequate
authority to carry out its responsibilities?
Second, is departmental management held
accountable for performance? Third, does
the Executive provide adequate directions
to departments, without imposing controls
which detract from effective management?
Finally, within those areas of responsibility
assigned to departments, is financial manage-
ment effective? A detailed description and
analysis of the expenditure processis required
in order to determine the answer to these

questions .
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Chart S-CHRONOLOGY OF ESTIMATES AND EXPENDITURES COVERING ONE FISCAL YEA R
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Chart G-SUMMARY OF THE 'EXPENDITURE PROCESS IN GOVERNME NT
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ESTIMATING

5 The annual Estimates book is the funda-
mental planning document of government,
and its preparation is the first step in the
expenditure process . The Financial Admin-
istration Act states that :

25 . All estimates of expenditures submitted to
Parliament shall be for the services coming in
course of payment during the fiscal year .

35 . The balance of an appropriation granted for a
fiscal year that remains unexpended at the end
of the fiscal year shall lapse, except that dur-
ing the thirty days immediately following the
end of the fiscal year a payment may be made
under the appropriation for the purpose of
discharging a debt payable
(a) during or prior to the fiscal year, o r
(b) during the said thirty days for goods re-

ceived or services rendered prior to the end
of the fiscal year,

and such payment may be charged in the
accounts for the fiscal year.

The Main Estimates contain all known pro-
grammes at the start of the year for which
funds must be voted and also the financial
requirements for continuing programmes au-
thorized by statute . During the course of the
fiscal year, Supplementary Estimates are pre-
pared to provide for those financial require-
ments that were unforeseen when the Main
Estimates were presented in the House of
Commons .

6 Main, Supplementary and Final Supple-
mentary Estimates, during the period 1951-52
to 1961-62, excluding non-budgetary loans,
investments and advances, and expenditures
for the Old Age Security Fund, may be tab-

ulated as in Table 6 .

Departmental Organization for Preparing

Estimate s

7 The responsibility for preparing Estimates
varies among departments . Some depart-

ments assign the primary responsibility for
co-ordinating the Estimates to a senior finan-
cial or administrative officer. In other depart-

ments, responsibility is split among personnel

Table 6 -cLASSIIrntcATloN OF ESTIMATES

Final
Supple- Supple-

Main menrary mentary
Year Estimates Estimates Estimates Tota l

($ thousands)

1951-52 3,586.9 143.7 201.8 3,932.4
1952-53 4,298.6 77.2 74.1 4,449.9

1953-54 4,404.3 29.1 96.4 4,529.8

1954-55 4,491 .8 22.0 50.8 4,564.6

1955-56 4,360.2 114.1 22.3 4,496.6
1956-57 4,526.1 153.5 89.8 4,769.4

1957-58 *4,827 .6 145 .3 187.6 5,160.5

1958-59 5,178.8 144.8 282.8 5,606.4

1959-60 5,595.9 86.1 116.8 5,798.8

1960-61 5,732.2 169.9 178.2 6,080.3

1961-62 6,123.8 355.8 122.8 6,602 . 4

*Includes portion authorized by warrants approved
by the Governor General.

at various levels of management, some of
whom are relatively junior . Because of the
vital importance of the Estimates, it is essen-
tial that the senior financial officer of every
department be made responsible, not only
for co-ordination and efficient preparation,
but for development of improved estimating
techniques.

8 Generally, operating and maintenance ac-
tivities are first computed by line personnel
in the field, and administrative and capital
requirements by personnel at headquarters .

However, cases were noted where depart-
mental personnel, responsible for carrying
out a programme and spending the funds,
did not participate in the preparation of the
Estimates . Two departments with extensive

operations throughout Canada, including
many remote locations, until recently pre-
pared most of their Estimates with only lim-
ited participation by field personnel . The
reluctance of these departments to delegate
responsibility to field personnel apparently
stemmed from a fear that over-estimating
would result, since each officer would prob-
ably include a safety margin for contingen-
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Exhibit I -ESTABLISHMENT SUBMISSION

Transport Canal Services-Operation and Maintenance

Canal

Current
New Year Year
Proposed Approved Change Strength

Technical Officer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 1 1 0
Canal Maintenance Superintendent.. 2 2 0
Maintenance Superintendent . . . . . . . . . . . . 0 1 -1
Bridgemaster . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .. 7 7 0

Canalman . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 21 20 1

Canal Craftsman . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 3 0 3

Technician . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 0 3 -3

138

General : Net change in numbers = 10

128 10 120

A Canalman is required to help speed up passage of ships through the Canal . Present rate of
passage does not create bottlenecks, but strong representation has been made for a speed-up in
the rate of passage by the ship owners.

cies . In fact, when greater field participation
was permitted, there was a reduction in the
portion of their Estimates which remained
unspent at the year-end . A budget is an in-
valuable means of directing and controlling
operations . Maximum benefits can only be
obtained if all levels of management are in-
volved in the preparation of Estimates . Field
management and junior levels of manage-
ment at headquarters should prepare the de-
tails according to broad objectives and pro-
cedures established at top levels in the depart-
ments .

Establishments

9 A listing of staff positions, termed "estab-
lishments", is considered in advance of the

remainder of the Estimates . For each vote
involving personnel expenditures, depart-
ments estimate the number of personnel re-
quired in each classification for the new year .
The positions which were approved for the
current year, the number of staff on strength
at a recent date, and the reasons for proposed
changes, are submitted in support of the
Estimates .

10 For example, the establishment require-
ments for the operation and maintenance of
a canal might be submitted as in Exhibit 1 .

11 All establishment submissions are sum-
marized by the staff of the Treasury Board,
and a goal is set by the Board before reviews
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are commenced . A target is established for
each department prior to the review of the
proposed establishment by an Establishment
Review Committee. These Committees are
chaired by a representative of the Civil Serv-
ice Commission, with representatives of the
department and of a Programme Analysis
Division of the Treasury Board staff. A mem-
ber of the -Personnel Policy Division of the
Treasury Board staff may also participate as
an observer.

12 Normally, the Committee reviews are
completed by September 15th, and within
the following two weeks the reports are
considered by the Civil Service Commission
and forwarded to the departments . In this
way, there is sufficient time for decisions to
be incorporated into the later Estimates sub-
mission to the Treasury Board.

13 Generally, this review results only in
small reductions compared with the number
of positions requested . The targets given to
the Treasury Board staff are usually expressed
in absolute numbers, and a department forced
to make a decision to come within the target
usually chooses to retain the more expensive
or senior position and drop the necessary
supporting staff. Positions approved in pre-
vious years that have become redundant are
seldom voluntarily omitted from the estab-
lishment proposed by the department ; this
practice provides a safety factor for arbitrary
reductions or later increases in workload .
Since the emphasis is placed on the increase
rather than the total staff requirement, too
often it is assumed that positions approved in
the previous year are still needed.

14 Salary and wage costs should not be
considered in isolation from other costs,
since these often vary directly with the num-
ber and quality of the employees available
for all activities . Scientific departments, in
particular, state that their ability to under-
take or expand programmes depends on the
number of scientists authorized in this review.

Because of the emphasis on the total number
of employees, the Board ..often .imposes arbi-
trary reductions without singling out the spe-
cific positions to be eliminated. Accordingly,
certain departments state that they can accept
no responsibility for adjusting the amounts of
the other costs included in their Estimates
which have been based on the establishment
originally submitted . Sound planning and
control require the consideration of all ele-
ments, particularly manpower, in programme
budgeting . Discontinuance of the review
of establishments would eliminate some of
the detailed control now exercised by Treas-
ury Board, and would improve budgeting
by providing more time'for the consideration
of programmes on a comprehensive basis .

Preparation of Estimates

15 During the review of establishments, but
as a separate activity, departments and agen-
cies prepare the information which must be
submitted to the Treasu ry Board to substan -
tiate the bal ance of their financial require-
ments . Only continuing programmes approved

in p rior years and new programmes approved
by the Treasury Board prior to the submis-
sion may be included. New programmes not
previously approved must be held over for
another year or for supplementary Estimates
in the same year .

16 The form of the Estimates submission
is set forth in a manual issued by the Treasury
Board . Each vote must be detailed individ-

ually . The programmes to be undertaken as
a charge to the vote are described, as are the
personnel and other requirements to be em-
ployed in their performance, with reasons
for any increase or decrease in the total
amount requested . Departments are also re-
quired to submit comparisons of past years'
expenditures, lapsing balances and income
associated with the vote . Each object of ex-
penditure making up the vote is detailed sep-
arately in a similar manner .
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Review of Estimates

17 When the departmental Estimates are
submitted to the staff of the Treasury Board,
the appropriate officer of a Programmes Anal-
ysis Division reviews the details, and discus-
sions take place with the senior departmental
officers responsible for the Estimates . Some

changes may be agreed on-items of dis-
agreement are referred to higher Treasury
Board and departmental personnel . Remain-
ing differences are summarized, with both
arguments being set forth for the Board's
consideration . The ministerial head, support-
ed by senior officials, usually attends the meet-
ing of the Board at which the Estimates of
his department are considered, and is gener-
ally heard before the final decisions are made .

18 Alterations are usually made at each re-
view stage within the department and the
Treasury Board . For example, the amounts
of the RCAF Main Estimates for 1961-62 at
the various stages were as in Table 7 .

Table 7 -RCAF MAIN ESTIMATES (1961-62)

Operating
and

Maintenance Capital Tota l

Original Estimate by Pro-
gramme Administrators 535 . 0

RCAF final draft 529.7
Department submissio n

to Treasury Board 536. 9
Approved by Treasury

Board 536.7

($ Millions )

301 .1 836 .1
260.1 789 . 8

242 .3 779 . 2

241 .9 778 . 6

19 The alterations made at different stages
in the review process follow no clear-cut pat-
tern . The quality of reviews conducted within
departments, and the confidence that the
Treasury Board and its staff have in the in-
dividuals conducting these reviews, both ap-
pear to have an effect . Certain departments
state that they rarely have cuts imposed on
them; others that, although reductions are
made by the Treasury Board, programmes
have seldom had to be dropped. This indi-
cates in the latter case that, in the review at

the departmental level, safety margins were

left to absorb such reductions . Certain de-
partments have found that standards devel-,
oped to justify their Estimates are not ac-
cepted by the Board's staff, and that they
are subjected to the same arbitrary cuts as
departments without standards. One depart-
ment, which has developed priorities for a
number of years, only recently communicated
these priorities to the Board's staff . The de-
partment apparently feared that the Board's
staff would use these priorities to eliminate
all low priority projects. This resulted in
waste, because projects in a poor state of
preparation were often left in and carefully'
prepared projects deleted.

20 In summary, the review of the Estimates
depends for its effectiveness on close co-
operation between departmental and Treas-

ury Board staff. The present review is exces-
sively detailed in relation to the control exer-
cised and the results achieved . The review is a
highly subjective process both at the senior
level in departments and at the Treasury
Board level, because the only objective stand-
ards used are historical. The Estimates must
originate with personnel spending the funds
and be tested against standards properly de-
veloped . Departmental personnel should de-
velop standards appropriate for their opera-
tions ; Treasury Board staff should set stand-

ards for common application . Both groups

should continuously subject the established
standards to further review and refinement .
The Estimates are of fundamental import-
ance to the efficient management of govern-
ment . Most of the time and effort going into
other controls and checks would be un-
necessary if the original estimating process
were conducted more effectively .

Long-Term Planning

21 One other aspect of Estimates prepara-
tion which requires consideration is the use
of long-term plans in, the formulation of an-
nual Estimates.
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22 In this respect, the Department of Na-
tional Defence leads other departments sur-
veyed. The programmes of all Services are
assembled into a plan covering the current
and three succeeding fiscal years. When a
new programme is proposed, usually by an
operating division of the Services, it is re-
viewed within the Service concerned by its
Chief of Staff, and then by the Joint Chiefs
of Staff. Approval in principle may be given
at this point or, if the programme is of major
importance or has political significance, ap-
proval of the Defence Committee of Cabinet
may be sought . These programmes are then
included in the forward planning document,
together with remaining portions of other
current programmes .

23 Efforts are made to assemble total pro-
gramme costs in this document. For example,
capital, personnel, operating and mainte-
nance costs are estimated for current and
future years by each programme. The forward
planning document is first reviewed by the
Chiefs of Staff Committee, and then pre-
sented to the Minister for his agreement. The
Minister consults the Cabinet to ascertain
how the forecast relates to the likely financial
position of the country in the forthcoming
year. After this preliminary review the Min-
ister informs the Deputy Minister, in broad

terms, what the defence budget should be
for each Service .

24 These figures become target ceilings and
are communicated to the Services . If amounts
requested in the detailed Estimates which
follow are in excess of these ceilings, the
Service can attempt to substantiate its re-
quest but must indicate what will be given
up, if necessary, to come below the ceiling .

25 In the Department of Public Works,
long-range financial planning is carried out
more informally. In certain instances, plans
for future capital expenditures are prepared
in detail but, generally speaking, these plans
are not prepared or reviewed on a formal

basis . The only long-range programme which
appears to be planned in the Department is
a ten-year construction programme for the
City of Ottawa. This programme is submitted
to the Secretary of the Treasury Board and
covers the needs of government departments
for new buildings over a ten-year period . It
is detailed by department or agency, showing
the location, size and estimated cost over the

period, together with information on the
buildings presently occupied by each of the
departments or agencies concerned. There is
little liaison with other government depart-
ments in this long-range planning. Assess-
ment of departmental priorities is left to the
Treasury Board staff. Since a substantial por-
tion of the total expenditure on buildings is
on account of other government departments,
the Department of Public Works should be
more adequately informed of possible changes
in their activities.

26 Certain other departments plan for sev-
eral years ahead, but not to the same extent
as in the Department of National Defence .
The primary purpose of the planning is to
establish priorities for major capital projects .
In most departments, the number of capital
projects "on the books" is substantially
greater than the financial resources in sight .
As a result, such projects must be reviewed
continuously in order to determine which
should be included in the Estimates for the
forthcoming fiscal year. Certain scientific de-
partments have long-term plans for expan-
sion based on the anticipated availability of
suitable personnel, but these are expressed in
terms of personnel only .

27 More formal plans, for which depart-
ments would be held accountable, might lead
them to place greater emphasis on the accu-
racy of their forecasts. The wide variance
between the original estimate and the actual
cost of major construction projects, such as
the Printing Bureau and the air terminal at
Dorval Airport, are well known and require
no further mention .
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28 Formal long-term plans do not exist for
non-capital types of expenditures, such as
administration, operation and maintenance.
Consideration of money, manpower and other
requirements is done on a year-to-year basis
when the Estimates are processed . This lack
of long-term planning of all aspects of a pro-
gramme produces the possible situation where
capital or equipment facilities may be pro-
vided, but the personnel and other operating
requirements are not available to use these
facilities . Such planning has been found to
be essential in industry and commerce, and
is required to no less extent by both the
Executive and the individual departments in
government .

ALLOCATION OF FUND S

29 The primary financial control in govern-
ment operates through the allocation of funds .
Parliament allocates in the broadest sense by
establishing the limit of the vote ; Treasury
Board approves subdivisions of votes, called
allotments ; and senior departmental man-
agement apportions these amounts to lower
or operating levels of management by estab-
lishing further subdivisions within each allot-
ment, called sub-allotments .

Parliament's Allocation

30 The nature of parliamentary allocation
can be seen from a few examples taken from
the 1962-63 Estimates of the Department of
Agriculture (see Exhibit 2 .) . Departmental
expenditures must not exceed these votes . If
additional funds are required, supplementary
Estimates must be presented to Parliament
and the additional funds provided by an-
other vote.

Treasury Board's Allocation

31 The Treasury Board control is governed
by the Financial Administration Act, which
specifies that :

29 . At the commencement of each fiscal year or at
such other times as the Treasury Board may
direct, the deputy head or other officer
charged with the administration of a service
for which there is an appropriation by Parlia-
ment or an item included in the estimates then
before the House of Commons, shall prepare
and submit to the Treasury Board through
the Comptroller, a division of such an appro-
priation or item into allotments in the form
detailed in the estimates submitted to Parlia-
ment for such appropriation or item, or in
such other form as the Board may prescribe,
and when approved by the Board the allot-
ments shall not be varied or amended without
the approval of the Board, and the expendi-
tures charged to the appropriation shall be
limited to the amounts of such allotments.

Exhibit 2-ILLUSTRATION OF VOTE WORDIN G

Vote
No. Vote Definition Amount

1 Departmental Administra-
tion including National Co-
ordinating Committee on
Agricultural Services . . . . . . . . . . . . $1,044,000

55 Fruit and Vegetable Division
including Maple Products
and Honey-Operation and
Maintenance. . . . . . . . . . .. . . . . . . . . . . . . . . 1,858,000

70 Health of Animals Division
-Construction or Acquisi-
tion of Buildings, Works ,
Lands and Equipment . . . . . . . .. . 276,200

90 Grants to Agricultural Fairs,
Exhibitions and Museums in
accordance with regulations
of the Governor in Council ;
payments pursuant to agree-
ments in force on March 31st,
1962, with Exhibitions cov-
ering the construction of
buildings and other major
undertakings ; and a grant of
$50,000 to the Royal Agri-
cultural Winter Fair, Toronto,
and Freight Assistance on
Livestock Shipments for ex-
hibition thereat. . . . . . . . . . . . . .. . . . . . . . 981,600

32 Generally, allotments are based on the
details set forth in the Estimates, known as
standard objects of expenditure . Increasingly,
however, departments have been permitted to
control votes on a basis (other than standard
objects) that more closely corresponds with
operating responsibilities . The 1962-63 Esti-
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mates clearly indicate two alternatives, using
as an example vote 25, Department of North-
ern Affairs and National Resources, "National
Parks and Historic Sites and Monuments-
Administration, Operation and Mainte-
nance". First, is the presentation of the
Estimates, using standard objects of expend-
iture (see Exhibit 3) :

In the details of the Estimates the same
expenditures were also presented in a much
more informative manner by programmes
(see Exhibit 4) :

The department was allowed to control this
vote on the programme basis shown in
Exhibit 4.

33 In a financial sense, a programme is the
total of anticipated-expenditures encompass-
ing a function, activity or project to be under-
taken. In determining what should constitute
a programme, recognition must be given to
the assignment of responsibility within the
organization, to compatibility with planned
objectives and, where possible, to the means
of measuring physical performance .

34 The fact that a number of departments,
at the beginning of the year, rearrange their
Estimates from standard objects to program-
mes demonstrates a recognition of the need
for an improved basis of financial control .

Programme-based budgets facilitate manage-

Exhibit 3-ILLUSTRATION OF STANDARD OBJECTS OF EXPENDrrURE

1962-63 1961-62

Salaries and Wages . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .(1) 6,343,038 5,891,907
Overtime . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .(1) 133,453 128,496
Allowances . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . .(2) 14,895 16,580
Professional and Special Services .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .. .(4) 121,330 78,982
Travelling and Removal Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . ..(5) 103,883 82,478
Freight, Express and Cartage .. . .. . .. . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . .. . . .(6) 27,809 25,499
Postage . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . ..(7) 9,080 7,880
Telephones and Telegrams . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .. . .. . .. . . . . . . . . . . . . . .. .. .(8) 39,753 33,966
Publication of Departmental Reports and Other Material . . . . . . . . .. . .. . . .(9) 53,040 49,890
Exhibits, Advertising, Films, Broadcasting and Displays . . . . . . . . . . .. . . . .(10) 18,400 13,800
Office Stationery, Supplies and Equipment . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . .. .(11) 61,275 60,184
Materials and Supplies . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . : . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .. .(12) 629,908 602,346
Repairs and Upkeep of Buildings and Works. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .(14) 242,718 242,718
Repairs and Upkeep of Roads, Bridges, Streets, Sidewalks and

Trails. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .(14) 293,282 295,228
Rental of Land, Buildings and Works . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . .(15) 1,482 2,008
Repairs and Upkeep of Equipment . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .(17) 482,204 468,439
Rental of Equipment . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . .(18) 2,300
Municipal or Public Utility Services. . . .. . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . .(19) 172,484 135,498
Payments to individuals or groups in respect to Agreements en-

tered into by the Minister pursuant to the Historic Sites and
Monuments Act for the preservation and commemoration
of Historic Sites . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .(20) 106,000 49,000

Unemployment Insurance Contributions . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .(21) 40,474 31,310
Sundries . . . . . . . . . . . . . . . .'. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .(22) 34,592 32,70 5

$8,931,400 $8,248,91 4
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ment reporting by -units of responsibility,
related to performance targets .

35 This concept applies equally well to votes
for administration, for operation and main-
tenance, and for capital . There is no vote that
cannot be adapted to this manner of presenta-
tion . Allotments for adminis trative votes
should be broken down on the basis of the
organizational units in the department . Oper-
ation and maintenance votes should be con-
trolled by geographical regions or individual
operational units . Capital votes should be
con troll ed on the basis of projects.

36 Programme control will provide concise
information on the total estimated cost of
an activity and, when compared on a year-

to-year basis, will clearly show the increase

or decrease in cost of the activity, and permit
the costs to be related to benefits. Presenting
programmes in the Estimates will highlight
for Parliament the change in the cost of
activities . Similarly, programmes properly re-
lated to activities will provide a better yard-
stick for assessing management within the
department, and will enable Treasury Board
to exercise more- effective control over de-
partmental expenditures .

37 The first and second Hoover Commis-
sions recommended that the United States
Budget be presented on a programme or per-
formance basis rather than what was de-
scribed as an outmoded object-of-expendi-
ture classification . This recommendation was

Exhibit 4-ILLUSTRATION OF PROGRAMMES OF ACTIVITY

1962-63 1961-62

Head Office. . . . . . . . . . . . . . . . . .. . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . . . . 232,065 221,922
Education and Interpretive Service . .. . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . . . . 77,560 70,300
Historic Sites . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . 658,095 523,998
Engineering Services . . .. . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . 697,045 650,024
Western Regional Office . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . :. . . .. . 31,360 29,696
Banff Park . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . 1,854,545 1,803,344
Cape Breton Highlands Park . . . . . . . . .. . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . 342,369 326,844
Elk Island Park. . . . . . . . . . . . . . . . . . . .. . . . . . . .. . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . 308,030 285,517
Fundy Park. . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . 244,194 233,546
Fortress of Louisbourg Restoration Program . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . 137,510
Georgian Bay Islands Park . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . 53,11 1 53,122
Jasper Park . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . . . : 999,321 982,020
Kootenay Park. . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . 491,531 471,512
Mount Revelstoke and Glacier Parks .. . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . 386,028 320,282
Point Pelee Park .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . 110,541 103,350
Prince Albert Park. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 517,334 495,995
Prince Edward Island Park . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . 193,088 166,609
Riding Mountain Park . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 531,080 498,605
St . Lawrence Islands Park . . . . . . . . . . . . . . . . .. . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,025 60,858
Terra Nova Park. . .. . . . . . . . . . . . . . . . . . . . . . .: . . . . . . . : . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . . 210,476 197,309
Waterton Lakes Park . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 371,717 357,682
Yoho Park. . . . . . . . . . . :. . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . : . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . 420,369 396,379

$8,931,400 $8,248,91 4
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adopted, and all appropriations presented to
Congress are now supported by details of
programmes with standard object informa-
tion of secondary importance.

Transfers between Allotments

38 Currently, there are approximately 1,400
submissions each year to the Treasury Board
requesting transfers between allotments . De-
partments include in each submission a full
explanation of the need for the transfer . If
funds are controlled on a programme basis,
the transfer is between programmes, if on a
standard object basis, the transfer is between
standard objects. Submissions usually are
processed by the Treasury Board staff in a
routine manner . Most are made in the last
quarter of the fiscal year, as outlined in the
following tabulation which classifies all sub-
missions for transfers between allotments for
the 1959-60 fiscal year :

Table 8-CLASSIFICATION OF TRANSFERS BETWEEN

ALLOTMENTS

QUARTERS

$ Value First Second Third Fourth Total

Authority only 7 18 12 6 43
Under $25 1 - - 2 3

$25 to $100 - 4 5 19 28
$101 to $ 1,000 11 22 36 118 187

$1,001 to $ 5,000 15 30 71 160 276
$5,001 to $10,000 6 18 38 93 155

$10,000 to $25,000 19 38 49 107 213
Over $25,00 0F 67 83 109 199 45 8

Total 126 213 320 704 136 3

% of Total 9 .3 15.6 23.5 51 .6 100 . 0

Departmental Allocation

39 Departments, in turn, control funds by
apportioning to various spending units the
allotments on which they are controlled. These
sub-allotments cannot be exceeded without
the approval of higher management within
the department. The extent of allocation varies

from department to department, and may
also vary within a department.

40 For example, in the Department of Na-
tional Defence, individual Services assign dif-
ferent proportions of their funds from head-
quarters to operating commands and labora-
tories. The portion so allocated in 1961-62
can be seen from the following percentages :

Table 9-ALLOCATION OF FUNDS OUTSIDE

HEADQUARTERS (by percentages )

Operation
and

Maintenance Capital All
Votes Votes Votes

Army 49.6 1.9 34.2

Navy 20.2 1.1 9.0

Air Force 5.2 .5 3.0

Defence Researc h
Board 73.3 48.0 67.2

41 The Royal Canadian Mounted Police
controls its funds by operating divisions ; how-
ever, headquarters restricts the spending au-
thority of the divisions by requiring that cer-
tain types of expenditures be made out of
imprest funds . An imprest fund is a means of
delegating spending authority, the custodian
of such a fund being given a fixed amount of
money which he may spend without higher
authority. The approval of a higher authority
is only required when vouchers substantiat-
ing expenditures are submitted to headquar-
ters in order to obtain replenishment of the
moneys in the fund . The size of the fund,
therefore, determines the extent of the spend-
ing authority that has in fact been delegated .
Since the size of the fund is adequate for only
ten days in the Royal Canadian Mounted
Police, the spending activities of divisions
remain closely controlled from headquarters .

42 The Department of Mines and Technical
Surveys controls its funds in two ways. A
portion of most votes is allocated to survey
parties, the parties being responsible only for
the total allocated, not for individual objects
of expenditure. The balance is controlled from
headquarters on the usual standard objects-
of-expenditure basis .
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43 Most departments surveyed make only
a limited allocation of funds to regional or
lower levels of management. Even where funds
are apportioned, numerous restrictions are
generally placed on the authority to spend
without reference to headquarters . Treasury
Board control on the standard objects-of-
expenditure basis does hinder such delega-
tion, since it produces a large number of
categories of relatively small dollar value .
Nevertheless, most departments that have
taken the initiative have been permitted to
control expenditures on a programme basis,
over 180 votes now being controlled in this
way .

44 Unimaginative division of a department's
activities into too many votes can also ham-
per effective allocation of funds . For example,
the 51 votes appearing under Transport in
the 1960-61 Estimates could be rearranged
and expenditures more readily controlled
were they reduced to 18, as shown in
Table 10 :

Table 10- PROPOSED CONSOLIDATION -

TRANSPORT

Number of Votes

Present Revised

Departmental Administration 1
Marine Services 11
Railway and Steamshi p
Services 12

Pensions and other benefits 3
Air Services 17

Total for Department 44

Air Transport Board
Board of Transport

Commissioners
Canadian Maritime

2

Commission 2
National Harbours Board 1
St . Lawrence Seaway

Authority 1

1
4

2

4

1

2

2
1

51 18

45 Each vote in the suggested revision is
designed to permit control to be exercised by
programmes, not by standard objects . For
example, the new vote for Marine Services,
Administration, would be classified under
eight programmes as follows :

Table I1-PROGRAMMES OF ACTIVITY WITHIN

ONE VOTE

Vote Desciiption :

Marine Services -Administration $1,972,787
(Salaries and other administrative
costs of the headquarters es-
tablishments and offices outside
Ottawa )

Programmes of Activity

Marine Services Administration $ 125,723
Aids to Navigation 215,371
Canals 137,944
Ship Channels 236,677'
Canadian Marine Service 613,551
Marine Regulations : Montreal 287,05 1

Pilotage 88,134
Steamship
Inspection 268,33 6

$1,972,787

46 For departmental purposes, these pro-
grammes could be further broken down into
operating units within each activity. Votes

in other departments could be similarly con-
solidated, thereby making the definition, plan-
ning and control of programmes more effec-
tive.

47 Investigations indicated a very limited
willingness in departments to delegate author-
ity, although a marked improvement in prac-

tices in recent years was noted . Just as operat-
ing personnel must participate in the prepara-
tion of Estimates under the general direction
of senior departmental management, so funds
should be delegated to lower levels of man-
agement to be spent within guide-lines es-
tablished at the top.
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CONTRACTS

Division of Authority

48 The expenditure of funds normally orig-
inates with departmental personnel who de-
termine the need for goods and services, and
establish the specifications required . A large
portion of the value of all government ex-
penditures is for goods and services acquired
under contracts which must comply with the
Government Contracts Regulations estab-
lished by Order in Council in December,
1954 . These Regulations prescribe tendering
procedures, contractual authority levels, and
bonding or security deposit requirements.
Contracts for the construction of buildings
and works are classified in the Regulations
as "Construction" ; contracts for the purchase
of articles, commodities, equipment, goods,
materials, printing and reproduction work
as "Purchase" ; contracts for the furnishing
or performance of services of any kind as
"Service" ; and contracts for leasing of space
and facilities as "Lease" . Whenever a con-
tract exceeds the limit of a minister's author-
ity, the consent of the Treasury Board is re-
quired . The maximum authority given to the
minister of a department under these Regula-
tions is $50,000 for Construction, $25,000 for
Purchase, $15,000 for Service, and $5,000 for
Lease . Certain contracts, even within these
limits, must be reported monthly to the Treas-
ury Board .

49 The Department of Defence Production,
under the provisions of the Defence Produc-
tion Act, has exclusive authority to procure
the goods and services required by the De-
partment of National Defence. This Act also
establishes ministerial limits that differ from
those outlined in the Government Contracts
Regulations, but do not exceed $50,000 .

50 The Regulations have not been changed
since 1954, although the volume and cost of
individual construction and purchase con-
tracts have increased significantly . For exam-
ple, the following table compares the number

of construction projects carried out by the
Department of Transport (a major depart-
ment in this field) in various dollar value
categories :

Table 12- CLASSIFICATION OF CONTRACTS BY

DOLLAR VALUE

Dollar Category 1952-53 1959-60

$ 15,000-S 50,000 93 280
$ 50,001-$100,000 25 84
$100,001-$200,000 9 52

127 416

Treasury Board Approval of Contracts

51 The departments are required to prepare
in detail a submission to the Treasury Board
for each contract in excess of delegated au-
thority. The related expenditure programmes
generally will have been considered by the
Treasury Board before receipt of the contract
submissions . Some proposals will have re-
ceived prior approval in principle . With few
exceptions, financial provisions will have
been included in the Estimates previously
reviewed and approved by the Treasury
Board. As a result, many of these submissions
are processed in a routine manner by the
Treasury Board .

52 Many instances were noted where the
Treasury Board staff became involved in de-
tails when reviewing departmental requests
for technical equipment . The Treasury Board
staff approach these matters as intelligent
laymen, but their vigorous questioning of
technical matters is frustrating to the depart-
mental technical and professional personnel
who have been responsible for developing
the specifications and negotiating the con-
tract. It is incongruous to expect Treasury
Board staff, with limited background, to eval-
uate effectively the need for, and reason-
ableness of, most items purchased under con-
tracts . In addition, it must be realized that
large-volume contracting departments, such
as _ Public Works, . Transport ., and . Defenc e
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Production, employ many specialists to deal
with matters of a highly technical nature .

53 Currently, thirty-five per cent of the total
submissions to the Board are in the catego-
ries of buildings, land and works ; acquisition
of ships, aircraft and supply of equipment ;
provision of supplies ; and-acquisition and
provision of services . The, following table
lists the number of such submissions (normal-
ly involving contracts) for each year 1953 to

1960 inclusive :

Table 1 .3-GROWTH IN NUMBER OF SUBMISSION S
NORMALLY INVOLVING CONTRACT S

Number of

Year Submissions

1953 4431
1954 4612
1955 4443
1956 4744
1957 4826
1958 5252
1959 5517
1960 5662

54 Unless contractual authority is increased
to meet the increasing value of individual

contracts, the Treasury Board is, in effect,
involved in reviewing more contracts pro-
portionately than at the time the present
Contract Regulations were established. A
reduction in the number of contract submis-
sions will have the effect of transferring great-
er authority to departmental management ;
will save considerable time on the part of
departmental personnel in preparing Treas-
ury Board submissions ; and will permit Treas-
ury Board to devote more time to reviewing
departmental programmes and submissions
in principle.

55 Clearly, there must be adequate safe-
guards against the intrusion of patronage
considerations in the letting of contracts. The
first line of defence in this context is the adop-
tion of- appropriate . contracting procedures
by the departments . The concern of the Treas-
ury Board then becomes not so much the as-

sessment of thousands of submissions, which
must in many instances be quite perfunctory,
but a selective examination of those contracts
which do not conform with the procedural
standards laid down by the Board. -

56 The basic considerations which should
be taken into account, if the present Treas-
ury Board Contract Regulations are revised,
include the following :

• The experience of departments in nego-
tiating contracts : -Major contracting de-
partments are more likely to be strongly
staffed with specialists, such as architects,
engineers and contract negotiators .

• The average value of contracts for each
department :-If ministerial limits are re-
lated to the average value of individual
contracts issued by a department, each
minister would then have authority over
a comparable portion of the contracts is-
sued within his department .

• The extent of prior approval : -Funds are
provided for most contractual expenditures
in the Estimates . Estimates are subjected
'to' detailed review . Items that receive cur-
sory treatment in this review could be made
specifically 'subject to further referral to
the Board, instead of blanket dollar limits
applying equally to all expenditures .

• The form of the contract and contractual
procedures : -The present Regulations set
forth in considerable detail the rules which
must be complied with in order to enter
into a contract. Where certain procedures
are not complied with, the present Regula-
tions quite properly restrict the authority
of the minister to enter into contracts .
Nevertheless, even where adequate proce-
dures have been followed, the additional
authority now given to the minister is in-
sufficient.

• The volume of contractual purchases for
identical goods or materials :-Increased
ministerial authority could be given for
purchases acquired on a repetitive basis .
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Departmental Approval of Contracts

57 Even within present ministerial limits,

inadequate and inconsistent delegation of
contracting authority within departments has

been discovered. For example, assistant de-

puty ministers are given authority to enter
into construction contracts for previously ap-

proved headquarters projects up to $15,000
in the Department of Public Works, and up

to $50,000 in the Departments of Northern
Affairs and National Resources and of Trans-

port. At the branch head level, authority is
$8,000 in Public Works, $15,000 in Northern
Affairs and National Resources, and $50,000

in Transport .

58 Levels of authority for contracts cate-
gorized as purchases vary widely. Assistant
deputy ministers have authority up to $25,000
in Transport, $15,000 in Public Works, and
$5,000 in Trade and Commerce and Veterans
Affairs. Levels of authority for district or
field representatives also vary-up to $10,000
in Defence Production, $1,500 in Public
Works, and only $200 in Veterans Affairs.

59 It is reasonable that the levels of author-
ity should differ within departments, since

some are more actively involved than others
in contracting. However, the existing varia-

tions show that greater delegation of author-
ity to field management is possible and should

be encouraged, so as to conserve the time of
headquarters officials and to place respon-
sibility on the officer who has full knowledge

of the requirement .

COMMITMENT CONTROL

60 The system of centralized commitment
control, established in 1931 to ensure that
funds were not overspent, was made the re-
sponsibility of the Comptroller of the Treas-
ury . Today, many departments also maintain
commitment records.

Treasury Office Procedures

61 At the beginning of the fiscal year, as
soon as the department's votes are approved
by Parliament, the Treasury office attached
to each department forwards to the Treasury
Board a breakdown of each vote ; these are
known as allotments. The divisions requested
by the department usually conform with the
standard objects of expenditure set forth in
the details of the Estimates, but authority
may be given to apportion funds by pro-
grammes of activity . Accounts are then set up
in the books for the divisions of the vote
approved by the Treasury Board. Further
subdivisions may be made to meet depart-
mental requirements . The amount approved
and available for expenditure is then entered
in each account .

62 When contracts are submitted to the
Treasury office for certification that funds are
available, the amount of the contract is de-
ducted from the balance authorized for the
appropriate account, and the amount is re-
corded as an outstanding commitment charge-
able to that account. When the liability is
subsequently discharged, the amount is de-
ducted from the outstanding commitment
and entered as an expenditure . In this man-
ner, the Comptroller maintains running bal-
ances for each allotment, showing the un-
committed balance, the portion committed
but unspent, and the expenditures to date.
He thereby ensures that no contract will be
entered into for which sufficient funds are
not available in the account properly charge-
able . Whenever charges exceed the amount
approved for an allotment, only the Treasury
Board may authorize a transfer of funds from
an allotment with a free balance, and then
only if it is under the same vote . Upon receipt
of the Treasury Board Minute approving the
transfer, the Comptroller increases the amount
of one allotment and decreases the other.
This unique system of commitment account-
ing is an integral part of the accounting sys-
tem of the Government of Canada .
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Table 14- FORM OF commrrmENT

STAND-

ARD

FORM OF

COMMITMENT

Spe- Blan-
OBIECT DESCRIPTION cific ket Both

I Civil Salaries and Wages x
2 Civilian Allowances X

3 Pay and Allowances,

Defence Forces and

R. C . M . Police

4 Professional and Special

Services

5 Travelling and Remova l

Expenses

6 Freight, Express and

Cartage

7 Postag e

8 Telephones, Telegrams and

Other Communication

Services

9 Publication of Departmen-

tal Reports and Other

Material

10 Exhibits, Advertising,

Films, Broadcasting and

Displays

11 Office Stationery, Supplies,

Equipment and Furnish-

ings
12 Materials and Supplies

Buildings and Works,

including Land-

13 Construction or Acquisi-

tion

14 Repairs and Upkeep

15 Rental s

Equipment-

16 Construction or Acquisi-
tion

17 Repairs and Upkeep

18 Rental s
19 Municipal or Public Utility

Services

20 Contributions, Grants, Sub-
sidies, etc ., Not Included
Elsewhere

21 Pensions, Superannuation

x

x

x

x

x

x
x

x

x

x

x

x

x

x

x

x

and other Benefits x
22 All other expenditures,

(other than Special
Categories) x

x

x

63 It is difficult, if not impossible, for the
Comptroller to commit all proposed expend-

itures in the above manner. No useful purpose
would be served, for example, in committing

for salary obligations for each pay period.
Similarly, government personnel are required

to purchase materials and supplies in the field,
which are often of an emergency nature and
of low value. In such cases, rather than re-
serving funds for each expenditure individ-
ually, the total of the account is committed

on a blanket basis . This has the effect of
transferring responsibility for avoiding over-

expenditures from the Treasury office to the
department . Table 14 indicates, by standard

objects, the methods of committing funds
normally in use .

64 Within allotments, commitment control
can take any form that is specified by the

department . Commitments may be prepared
on the basis of organizational units, pro-

grammes, districts, payment points, time pe-
riods and individual contracts or purchase
orders . Normally the commitment structure

corresponds with the formula used to allot

funds to regional or other spending units .

65 Adjustments to specific commitments
are required when an account presented dif-
fers in amount from the original commit-
ment ; and when a blanket commitment would
be over-expended if the account were passed
for payment .

66 Under the present system, the Treasury

office requires the department's approval in
the case of an upward revision in the amount

of a commitment . In some Treasury offices,
departmental approval is also required for a
reduction of a specific commitment . Adjust-

ments of a major dollar amount usually need
immediate departmental approval for the

change, whereas adjustments of a minor na-
ture are accumulated on a monthly basis and

then approved.
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Departmental Procedures

67 Many departments have found it neces-
sary to institute their own commitment con-
trol records because they believe that, since
departmental personnel are responsible for
spending the funds, they should be continual-
ly aware of the position of their appropria-
tions. Others state that their departments are
so decentralized that Treasury offices are un-
able to provide this information speedily.
Such reports as are prepared are inadequate
because they fail to distinguish between spe-
cific and blanket commitments. One depart-
ment claimed that it could not couple cen-
tralized purchasing with decentralization of
spending authority unless it maintained com-
mitment records on a more current basis
than those kept by the Treasury.

68 Departmental procedures differ from
those of the Treasury in several respects .
Funds are normally committed at the time
the goods are requisitioned rather than when
the contract is in final form . Commitment
records generally are kept at branch or op-
erating levels to correspond with the delega-
tion of spending authority within the depart-
ment, although in some departments further
duplication occurs at headquarters . Some de-
partments use commitment records as a guide
only, and do not attempt to adjust except
when the contract deviates substantially from
the requisition .

69 Industry does not practice commitment
control in the manner described above . The

majority of provincial governments in Canada
do not have commitment control systems.
Since the entry into commitments is based
on the decision of their officers, departments
should be responsible for ensuring the avail-
ability of funds to meet expenditures, rather
than the Comptroller of the Treasury . The
establishment of centralized commitment
control in 1931 met a genuine need. However,
the growth of expenditures and management
responsibility over the 31-year period is such

that centralized commitment control is no
longer practicable . Moreover, the Comp-
troller's representative in departments is not
part of departmental management ; there-
fore, commitment control performed by an
external control agency weakens the efficient
management of departmental affairs . De-
partmental management should be capable
of discharging this responsibility, particu-
larly if the recommendation for strengthen-
ing financial management in departments
through the appointment of Senior Financial
Officers is implemented .

70 Considerable clerical duplication now
exists, and would be eliminated if departments
assumed responsibility for ensuring availa-
bility of funds. Furthermore, the present in-
tegration of commitment control into the
government accounting system results in sub-
stantial clerical effort to process large vol-
umes of documents for relatively small
amounts. A system of memorandum records
for major specific commitments and an ade-
quate monthly reporting system, showing the
unspent balances in each allotment account,
would result in simplification and would prove
adequate for departmental control purposes .
In addition, it would facilitate greater dele-
gation of spending authority to operating
levels of management. The present integra-
tion of commitment accounting into the for-
mal accounting records of a department tends
to restrict the extent of delegation feasible .

Memorandum records can be designed so
that they can be understood and kept by per-
sonnel with limited accounting knowledge.
Theformal accountingrecords require ahigher
degree of competence and centralization .

VERIFICATION AND APPROVAL

OF EXPENDITURE S

71 The verification and approval of accounts
before payment is an essential procedure in
both industry and government. In govern-
ment language, the function of certiflying
accounts before payment is called pre-audit-
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ing to distinguish it from the audit of accounts
after payment, which is referred to as post-
auditing .

Verification by the Comptroller
of the Treasury

72 The Comptroller so interprets his statu-
tory duties that he conducts a complete re-
view and verification of every account before
a cheque is issued . This review is primarily
to determine the legality of expenditure . It
involves ensuring that (a) the funds are avail-
able to meet the expenditure ; (b) the con-
tract was entered into with the proper ap-
provals ; (c) the payment is for goods or serv-
ices fa ll ing wi thin the terms of the vote as
approved by Parliament ; (d) the account is
arithmetica lly correct and accurate as to de-
tail ; (e) the account is correctly coded for ac-
counting purposes ; (f) the goods or services
received are in accordance with government
and departmental regulations .

73 A clerical unit exists in every Treasury
office to perform the above functions ; in
offices attached to departments in Ottawa,

approximately 600 of a total staff of 1700 are
involved in auditing accounts . The staff is
divided into one or more units with separate
responsibilities for contracts, agreements, sup-
pliers' accounts, travel, removals, imprest ac-
counts, or a combination of these basic types .
It is their responsibility to review and pro-
cess all documents presented for payment .
They raise audit queries ; conduct correspond-
ence and discussions with departmental offi-
cials, other government departments and sup-
pliers ; liquidate, reconcile and balance com-
mitment records. Much time and effort is
devoted to the verification of travel and re-
moval expenses by these units.

74 Observations are prepared on each ac-
count not deemed satisfactory for payment .
These observations ; with the accounts, are
forwarded to departmental personnel for the
correction of the account and subsequent re-

turn to the Treasury office . In every Treasury
office surveyed, it was found that the accounts
were reviewed in a detailed manner. No use
was made of sampling techniques by account
classifications, nor were accounts of differ-
ent dollar value given different emphasis . Ex-
penditures questioned ranged in value from a
few cents to thousands of dollars. Depart-
ments complain that the review is largely
mechanical, having little regard to the ac-
companying circumstances.

Duplication by Departments

75 The verification by the Comptroller of
the Treasury is duplicated by departmental
personnel to different degrees . In many de-
partments, especially those with departmen-
tal accounting systems, a complete check and
verification of the account is made. Dupli-
cation exists for a number of reasons. First,
departments believe that they should certify
the legality of expenditure of all accounts for
which they have responsibility . Second, some
departmental personnel believe that they
should take pains to present a correct account
to the Comptroller of the Treasury in order
to obviate the need for re-processing accounts
which may be rejected . Finally, some depart-
ments consider that they are more familiar
with their own accounts and can perform the
verification better than Treasury personnel .

76 Statutory requirements automatically
cause duplication . The department that re-
quests payment has to certify the correctness
of price and satisfactory receipt of goods.
Therefore, departmental personnel must look
at all accounts and do some of the same basic
work as the Treasury office. The 1931 legis-
lation did not clearly define the area of de-

partmental responsibility for certification, or
the extent of the Comptroller's audit func-
tion. Moreover, the statute took effect at a
time when all governments were particularly
conscious of the need to curtail expenditures
in every way possible . The consequence was
that the Comptroller construed the parlia-
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mentary direction to mean that he must make
a detailed check on all departmental ac-
counts, regardless of any verification done in
the departments . The result is substantial
duplication .

77 Present procedures, despite this duplica-
tion, are not necessarily effective, for little
responsibility is placed on the operating per-
sonnel initiating most expenditures . Only these

personnel are fully conversant with the cir-
cuinstances leading to the expenditure and
therefore aware of any matters not appearing
in the documentation . Departmental pur-

chasing and disbursing procedures should be
so organized as to place primary responsibil-
ity for approving expenditures on operating
personnel, subject to proper checks within
the department by other personnel not di-
rectly involved in the expenditures . A proper

system of internal control will ensure that un-
authorized, improper, or incorrect disburse-

ments are not made. Internal auditors, re-

porting directly and independently to senior
departmental management, can confirm that
such a system, once established, is operating

correctly .

Regulations

78 When reviewing expenditures, the Treas-
ury office staff verifies that expenditures con-
form, not only with statutes, but also with the
numerous executive regulations in the form
of Orders in Council or Treasury Board Min-

utes . Because the Comptroller will reject an
expenditure if it is not adequately authorized,
he is the cause of many such regulations . The

Board issues these regulations in an attempt
to reduce the workload arising from depart-
mental requests for specific authority . Many

such requests are initiated because the Comp-
troller has ruled existing authority to be in-

adequate .

79 Treasury Board regulations usually are
developed by the staff of the Board and ap-
proved by the ministers. These regulations

cover a variety of administrative subjects as
shown below :

Table IS-TREASURY BOARD REGULATIONS

Number o,/

Category Regulations

Estimates and Transfers between
Allotments 1

Buildings, Land and Works 5
Acquisition and Construction o f

Ships, Aircraft and Supply of
Equipment 5

Provision of Supplies 15
Acquisition and Provision of Services 1 9
Pension, Annuities and Compensation

Plans
Internal Accounting and Administra-

tive Procedures
Travel, Removal and Other Expenses

9

19

of Employees 25
Claims by and against the Crown 13
Remissions and Refunds, Drawback s

and Regulations under Tax Acts 4
Personnel (Civil) 98
Payments of Grants and Subsidies 13
Social Security I

227

80 Treasury Board regulations are generally
designed to assist in achieving economies in

the public service. They do not always pro-
duce economies and, in fact, can contribute
to inefficient administrative practices . Depart-

mental personnel, often in the best position
to judge the reasonableness of a payment,
are not permitted to do so, and must comply
with regulations or prepare submissions to
the Treasury Board. The cost of compliance

with Treasury Board regulations may often
exceed the expenditure involved.

81 Treasury Board staff will serve the Board
better if they develop criteria to assist de-
partmental judgment, and regulations which
are guides, not dictates, to departmental

action . In this way, departments could oper-
ate within limits which best suit their indi-
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vidual situations . The right of management
to make decisions would be encouraged. In
addition, Treasury Board would be freed of
a large number of submissions of an oper-
ating and administrative type . Departments
would then develop a better sense of respon-
sibility and take the initiative in consulting
the Treasury Board when the proper course
of action is not apparent, rather than having
fixed lines of action determined through re-
strictive regulations.

CHEQUE ISSUE AND RECONCILIATIO N

82 Since 1932, the Comptroller of the Treas-
ury has been responsible for issuing and re-
conciling all cheques drawn on the account
of the Receiver General . Cheques are pres-
ently issued from the 28 departmental Treas-
ury offices, 8 regional offices, 52 district offices
and centrally in Ottawa by the Central Ac-
counts Payable Division. Over sixty million
cheques are annually issued by the Comptrol-
ler. In a few cases, where large numbers of
payments originate in many scattered local
offices and no representative of the Comptrol-
ler of the Treasury is available, the Treasury
Board permits payments to be made by war-
rants drawn on the Comptroller of the Treas-
ury by designated departmental officers or
other authorized persons.

83 Greater delegation of authority will re-
sult from transferring the commitment con-
trol and pre-audit functions of the Comp-
troller of the Treasury to departments, but
centralized cheque issue does not in any way
hamper departmental management in
performing its functions efficiently. Scarcely
any departments complain of the service now
being provided, and the use of high speed
data processing equipment would provide
even better service .

84 Additional economies will result if re-
gional offices are established in certain large
centres outside Ottawa for the issue of
cheques. The Comptroller now operates

offices in twenty-five centres in Canada, ex-
cluding Ottawa . This wide distribution of
offices is considered necessary to enable the
Comptroller to review expenditures and con-
trol the commitments of the various depart-
mental field units, but cheques can be issued
more expeditiously from fewer, more stra-
tegically located offices . The resulting in-
creased volume will permit better use of
mechanical equipment . In a few cases, it may
continue to be expedient for the Treasury
Board to permit departments to make dis-
b'ursements in the form of warrants drawn
against the Comptroller.

85 If departments assume responsibility for
commitment control and verification of ex-
penditures, the need for Treasury offices lo-
cated in departments will disappear . The Cen-
tral Accounts Payable Division could be
expanded to handle all cheque issuing opera-
tions now performed by the various Ottawa
offices of the Comptroller attached to de-
partments . The United States Bureau of Ac-
counts now provides centralized cheque issu-
ing services, but its sole responsibility is to
verify that the account bears the signature of
an authorized signing officer. The Bureau has
no responsibility for the legality or accuracy
of the payment . A similar division of respon-
sibilities is desirable in the Canadian Govern-
ment.

AUDITIN G

86 All paid accounting vouchers are made
available to the Auditor General's represen-
tative. His audit of the accounts is not as de-
tailed as the verification procedures applied
to expenditures before payment by the Comp-
troller of the Treasury. Substantial reliance
is placed on the scrutiny of accounts to reveal
improper or illegal expenditures, rather than
on detailed checks to turn up mechanical in-
accuracies . Certain departments indicated
that they rely on the Auditor General's rep-
resentative to interpret regulations so tha t
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they will not inadvertently become subject to
criticism in his report .

87 The Comptroller of the Treasury is now
responsible for ensuring that expenditures are
made in accordance with Statutes, Orders in
Council, and Treasury Board and departmen-
tal regulations . Placing responsibility on de-
partments for the examination and verifica-
tion of accounts prior to expenditure will
make the examination of the Auditor Gen-
eral the only non-departmental scrutiny of

expenditures . Since the manner in which de-
partments exercise this responsibility will de-
pend to a large extent on the systems of in-
ternal check and internal audit which they
establish, the Auditor General should be-
come more active in reviewing such systems
and reporting on those which are inadequate .

This review, similar to that of professional
auditors in commerce and industry, will be
necessary if he is to fulfill his, statutory re-

sponsibilities without undertaking expensive
and time-consuming detailed audit checks on

all expenditures .

88 The Executive should not rely exclu-
sively on the Auditor General to point out
inadequate financial control, but should ful-
fill its own responsibility by ensuring that
departmental managers are exercising prop-
erly the extensive authority which will be
placed on them if the recommendations of
this report are adopted .

CONCLUSIO N

89 Although many of the procedures de-
scribed in this chapter find their counterparts
in the expenditure process in industry, there

are significant differences . Industrial budgets

tend to be goals rather than ceilings. Pur-

chasing procedures are less formal and pro-
vide for greater delegation of authority . Be-
cause the budget is more flexible, industry
pays little attention to a formal accounting
for cash commitments, although the cash flow
is carefully watched . The verification before
payment, although similar, seldom chal-

lenges the authority of the officer designated
to approve the expenditure. Finally, manage-
ment in industry generally has authority more
commensurate with responsibility and is held
more strictly accountable for performance .

90 Many illustrations have been given in
this chapter of the inadequate authority that
is given to departmental officers in the proc-
ess of spending money. As a result, it is im-

possible to hold departments accountable for
financial results . Many external controls de-

tract from efficient management . Neverthe-
less, even within those areas where respon-

sibility has been devolved by the Executive,
departments have generally failed to delegate
appropriate authority to lower levels of man-
agement, either in Ottawa or in the field .
Recommendations contained in this report
for increased delegation of authority to de-
partments will not produce the maximum
benefits unless the senior managers of depart-
ments, in turn, delegate the authority received.

Both the Executive and senior departmental
management should devote more time to giv-
ing directions and assessing performance,
rather than to imposing restrictive controls
which tend to immerse them in detail .

91 The checks, counter-checks, delays and
duplication which abound in the expenditure
process described in this chapter are far more
restrictive than those applied in the revenue
process, which is described in the next chapter.
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3

RESPONSIBILITY

REVENUE CONTROL

1 Revenues arise mainly from taxes, and it
is the Minister of Finance who initiates tax
legislation. Officers of the Department of Fi-
nance consider alternative means of raising
such revenue, review suggestions from the
public for changes, estimate the impact of
various alternatives on revenues, consider the
economic implications and advise their Min-
ister . The Department of National Revenue

Table 16-TAX REVENUES

Source Amount
($ millions)

Income Taxes*

Excise Tax *

Customs Import Duties

Excise Duties

Estate Tax

Total

3,408 .9

1,281 . 5

498 .7

344 .9

84 .9

5,618 . 9

*includes taxes credited to the Old Age Security
Fund.

administers the various tax acts, advising the
Minister of Finance when changes in the acts
are required to facilitate collection . The effec-
tiveness of certain audits and inspections, in
ensuring collection of these taxes, will be con-
sidered in the chapter on Auditing .

2 Tax revenues, received in 1960-61, are
shown in Table 16.

3 Although only two departments are re-
sponsible for determining tax measures and
collecting most taxes, many if not all depart-
ments and agencies have responsibility for
non-tax revenues . The purpose of this chap-
ter is to review the effectiveness with which
this responsibility is discharged. Non-tax rev-
enues collected in the fiscal year 1960-61 are
shown in Table 17 .

4 The return on investments results mainly
from the surrendered profits of the Bank of
Canada, interest on loans to other govern-
ments, interest and dividends received from
Crown corporations, and income earned on
various funds and securities held by the gov-
ernment . The revenue of the Post Office i s
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Table 1 7-NON-TAX REVENUES

Type Amount
($ millions)

Return on investments 283 .8

Post Office revenue 173.6

Refund of previous year's expendi-
tures 40.5

Service and service fees 35 .6

Proceeds from sales 24.0

Privileges, licences and permits 27 .2

Bullion and coinage 8 .5

Premium, discount and exchange 0.9

Other 7.8

Total 601 .9

the amount remaining out of the gross in-
come from the sale of stamps, money orders,
rental of post office boxes, etc., after certain
costs of operation (totalling $28 .3 million)

have been deducted. The largest part of the
refunds of expenditures made in prior years
arises out of price and other adjustments to
contracts . Bullion and coinage revenue is de-
rived from the operation of the Royal Ca-
nadian Mint.

5 Service and service fees, proceeds from
sales, and privileges, licences and permits,
totalling $86.8 million, arise from a multi-
plicity of services as shown in Table 18 .

6 Non-tax revenue serves a number of basic

purposes in the management of government
operations . In certain cases, revenues enable
a service to be performed on a self-support-

ing basis ; many Crown corporations are ex-
pected to produce revenues to support their

operations . Non-tax revenues are used by de-
partments to partially offset direct expendi-
tures, for example in the operation of veter-

ans' hospitals . In other cases, charges are
made to limit or police the use of a govern-

ment service ; for example, a nominal charge
is made for maps and survey reports in order
to prevent indiscriminate distribution .

7 Responsibility for the management and
collection of revenues is fairly broadly dis-
tributed throughout departmental manage-

ment . The report on Miscellaneous Services
to the Public describes many of the services
being provided to specific segments of the
community. Only a few of these services are

now self-supporting, and that report discus-
ses whether charges should be made for them
and, if so, the basis for such charges . The

purpose of this chapter is to review the ex-
isting machinery for managing such revenue,
and to consider whether a financial control
system geared primarily to the expenditure
of funds is satisfactory for managing revenue-

producing services.

8 Investigations indicated that too little
attention is given to non-tax revenue within
the present system of financial control . The
collection of public money is regulated by
various statutes . The Treasury Board also
exercises some control . Departments are re-
quired to include estimates of expected rev-
enue in their Estimates submission, but, in
most cases, these estimates are on a memo-
randum basis only. The rates charged for a
few services are developed by Treasury Board
and approved by the Cabinet ; for example,
the rental of space in airport terminals, han-
gars and other buildings . Also, in reviewing
the expenditure programmes of departments,
the Board's staff gives some consideration to
non-tax revenue .

9 The Comptroller of the Treasury may pro-

vide accounting and other services in con-
nection with the collection and accounting of

public money for a department . Actual col-

lecting is generally being done by personnel
in the middle or lower echelons of the de-
partment's organization, but this aspect of
administration is often treated in a routine
fashion by departmental management . In
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Table I8-ANALYSIS OF CERTAIN NON-TA X

REVENUE

Source

Service and service fees :

Payment for police services

Marine, canal and air service fees

Inspection, weighing and storage
of grai n

Services, rentals and tolls

Reimbursement from provinces re
treatment of Indians

Inspection of electricity, gas,
weights and measures

Supervision of race tracks

Other

Proceeds from sales :

Sale of surplus Crown assets

Materials and supplies

Publications

Meals and accommodation

Othe r

Privileges, licences and permits :

Aircraft landing fees and hangar

accommodation

Permits, charters and concessions

Rental of public buildings and
quarter s

Fees, leases and royalties from oil,

gas and gold

Rentals of dwellings, land and
accommodation

Commercial broadcasting fees and
licence s

Certificates of citizenship and

passport visa fees

Other

Total

Amount
($ millions)

10 .2

9 . 7

4.2

3 .9

2 . 0

35 .6

fact, several departments stated that they re-
garded the collection of revenue as a nuis-
ance. Because departments, generally, are not
being permitted to spend revenues, they lack
incentive to give close attention to the amounts
received . Rates are seldom related to current
costs . Planning and control practices are quite
inadequate . Non-tax revenues are reported
only when received, since the government's
accounting system is on a cash basis . Data
on accounts are therefore kept in a memo-
randum form-an unsatisfactory procedure
for ensuring collection .

1 .8

0.8 10 Non-tax revenues are important as a

3.0 source of funds and are an element of man-

17.8

1 .5

1 .1

0.9

2 .7

agement's financial responsibility. Together
with related expenditures, they should be
brought forward for review by management
in making decisions. Both senior departmen-
tal management and the Treasury Board
should take a more active part in planning,
managing and controlling non-tax revenue .

RATE S

24 .0 11 Some statutes stipulate the rates that may
- be charged for a service. Many other rates

come within the purview of the Executive .
The Financial Administration Act states that :

11 .1

3 . 3

3 . 1

2 . 1

1 . 7

1 . 6

27 .2

18 . Where a service is provided by Her Majesty to
any person and the Governor in Council is of
opinion that the whole or part of the cost of the
service should be borne by the. person to whom it
is provided, the Governor in Council may, sub-
ject to the provisions of any Act relating to that
service, by regulation prescribe the fee that may
be charged for the service .

12 The rates fixed often bear little direct
relationship to costs . Systems for costing par-
ticular services or activities seldom exist and ,

1 .1 as a result, cost-based charges are difficult
3 .2 to establish. Rates are rarely established o n

86 .8

estimated fair market values because many
services are unique to government .

13 There appears to be no policy setting out
the appropriate relationship between income
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and expenses attributable to a service . Little
or no attempt is made to limit expenditures
in instances where revenues decline. For ex-
ample, municipal service levies made against
residents of townsites in National Parks have
no apparent relationship to estimated munic-
ipal tax rates for equivalent services, or to
the annual expenditure made to provide such
services . Some departments stated that service
charges are kept low so as not to discourage
utilization .

14 There is no formal or automatic machin-
ery for the revision of rates . The rate for
policing the race tracks is statutory and peg-
ged at one-half of 10170 of the amount wagered,
without relation to the cost of providing the
service. At times this provides revenue in ex-
cess of expenditures and, since the rates are
statutory and therefore difficult to revise, de-
partmental policy has been to increase ex-
penditures and provide additional services
rather than attempt to obtain revision of the
legislation .

15 Generally, the onus is on departments
to determine and justify the need for a revi-
sion of rates . One large department, respon-
sible for collecting a substantial amount of
non-tax revenue, stated that over sixty per
cent of its rates had not been revised in the
past five years, despite rapidly increasing

costs . The Treasury Board analyzes proposed
changes, if submitted, and makes recommen-
dations to Cabinet . Since the Treasury Board
is primarily concerned with expenditure mat-
ters, the question of the adequacy of rates
is often relegated to a position of minor
importance . Revisions in statutory rates are
difficult to effect and departmental manage-
ment generally does not press for revisions .

16 Changing conditions and the good man-
agement of government operations suggest,
however, that many rates for non-tax rev-
enues should be revised, and that rates should
be established for many other activities now
supplied free . Rates for services provided to

a small or specific segment of the public
should be increased to eliminate or reduce
the subsidy provided from tax revenues .

17 There is a need to focus greater atten-
tion on non-tax revenue . Senior departmental
management should be responsible for earn-
ing the optimum non-tax revenue in areas
within their control . The Treasury Board
should give guidance to departments in exer-
cising this responsibility . Both departments
and the Treasury Board staff should continu-
ously assess all programmes for potential
non-tax revenue .

18 Cost systems should be introduced that
would automatically bring to the attention
of senior management deviations between
revenues and expenditures . Policies setting
forth the expected relationship between costs
and revenues should be established by both
the Treasury Board and departments to gov-
ern the rates to be charged and to facilitate
revisions as conditions change .

NET VOTE S

1 9 Traditionally, non-tax revenues are de-
posited in the Consolidated Revenue Fund
and are not associated with the related ex-
penditures in the Estimates . However, thirty-
one votes in the Main Estimates of 1961-62
permitted certain revenues to be deducted
from the gross amount of the votes . In these
cases, revenues were received either from
other government departments or from the
public . To illustrate, vote 220, Department of
Mines and Technical Surveys read in part as
follows :

Net Total Continuing Establishment $ 3,959,98 8
Less -Amount to be provided by

Department of National
Defence 90,38 0

Total Salaries and Wages $ 3,869,608

In this case, the staff of the Mines Branch
performed work for National Defence, and
Mines and Technical Surveys was reimbursed
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accordingly . In the same Estimates, vote 456,
Department of Veterans Affairs, "Treatment
Services -Operation of Hospitals and Ad-
ministration", read :

Estimated gross expenditure $61,815,346

Less recoverable costs-
Treatment of Patients, Staff
Meals and Accommodation, etc . 16,598,000

Amount voted $45,217,346

In this case, revenues were received from the
treatment of patients, provision of laundry
service, rental of staff quarters and sales of
meals, market garden produce, occupational
therapy, etc .

20 For a number of other votes, revenue
was shown in memorandum form, but not
offset or abated. For example, the presenta-
tion of vote 24, Department of Agriculture,
"Plant Products Division - Operation and
Maintenance" was as follows :

Expenditure Revenue

Fiscal year 1959-60: $1,719,225 $351,741

Fiscal year 1960-61 :
Actual to Nov . 1/60 1,067,852 186,057
Est. for bal . of year 914,148 174,28 3

Est. total for 1960-61 $1,982,000 $360,340

In this instance inspection fees, seed testing
charges, licences, etc ., are credited to the
Consolidated Revenue Fund and may not
be spent by the department .

21 In departments where non-tax revenues
are abated, as in the first two examples above,
considerable attention is given to the accu-
racy of the estimate, since departments are
conscious of the role of non-tax revenue in
supporting the level of expenditures . The
same care is not taken when revenues cannot
be offset : in such instances, estimated rev-
enues may vary by as much as fifty per cent

from actual collections . Revenue projections,
where given, are usually based on the pre-
vious year's figures .

22 There is no prescribed policy for non-
tax revenues in the Estimates ; nor are prac-
tices consistent. This may be demonstrated
by comparing the vote for the medical treat-
ment of veterans in the Department of Vet-
erans Affairs (where $16,598,000 of revenue
was offset) with vote 261 in the Estimates of
the Department of National Health and
Welfare for the care of Indians and Eskimos .
In the latter case the revenues amounted to
$2 .5 million but were not offset .

23 There are various alternative ways of
treating non-tax revenue :

• First, anticipated revenues can be indicated
by a memorandum entry in the Estimates .
Although this does not provide an incen-
tive factor for management, it does dis-
close to Parliament the estimated net cost
of a service. Under this system, the gross
amount is appropriated for departments
to spend, and money collected cannot be

used to meet expenditures.

• Second, the revenue can be abated against
the related expenditure, with Parliament
voting the net amount and the department
allowed to spend up to the gross amount,
provided that the estimated revenues are

received . The excess of actual over esti-
mated revenues is not available to depart-
ments to increase expenditures. Under this
system, departments have little freedom to
expand a service to meet demands and
may, as a result, have to request supple-
mentary Estimates . Departments, however,
do have an incentive to ensure that actual
revenues collected meet estimated revenue,
since otherwise there will be a short-fall
of expenditures.

• Third, the revenue can be abated against
expenditure, with Parliament providing the
net and the department permitted to spen d
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all revenues collected . Under this system,
departments have a real responsibility for
revenue and the maximum incentive to
earn optimum revenue .

24 Approximately one-third of non-tax rev-
enues surveyed are now abated against the
cost of the services provided . Extension of

this practice will have the effect of transfer-
ring greater authority to the management of
departments . More important, it will focus
greater attention on non-tax revenues and
relieve the drain on tax revenues to provide
services, the cost of which might more prop-
erly be borne by the beneficiaries .

25 This may appear to lessen the control of
Parliament over the Executive, since depart-
ments will be free to spend funds earned
and will have to request parliamentary ap-
proval only where deficits exist. However, no
programme should be carried out without
the inclusion of at least a nominal vote in
the Estimates, supported by adequate details
of revenues and expenditures. Parliament
will still be able to question the Executive,
and will be better informed of the true cost of
providing the service concerned, particularly
if the details of both revenues and expend-
itures are submitted by programmes of ac-
tivity.

ACCOUNTING SYSTEM S

26 The Financial Administration Act pro-
vides that the Comptroller of the Treasury
may, on request of the minister of the
department and with the approval of the
Minister of Finance, (a) provide revenue ac-
counting and other services for a department,
(b) examine the collecting and accounting
practices applied in a department, and (c)
report thereon to the appropriate minister.
In practice the actual collection of moneys is
done by departmental personnel, the Comp-
troller providing accounting and depositing
services . The manual of instructions for
Treasury personnel states that their concern

is not with the propriety of amounts col-
lected, but only that they are promptly
deposited .

27 Collection methods vary . Some involve
government employee payroll deductions ;
others, billing to the public for services or
goods provided, the use of mechanical turn-
stiles, and sundry cash collections. Most rev-
enue received through the mails is by money
order or cheque, drawn in favour of the
Receiver General .

WRITE-OFFS

28 Statutes of limitations do not run against
the Crown, and an Imperial statute of 1704,
as well as constitutional usage, vest in Parlia-
ment the exclusive power to approve write-
offs of debts due to the Crown . Sometimes
debts, long overdue, are not collected until
the distribution of the estate of a deceased
debtor . Accounts of departments are clut-
tered with accounts receivable which are
simply bad debts.

29 Billings originate with either the depart-
ment or the Treasury office, depending on
the location of the necessary records and
information on rates . Where departments
originate the billing, copies are passed to the
Treasury office when the account is sent to
the debtor. The Treasury office bills again
at the end of thirty days and, after the third
month, a registered letter is sent whenever
the amount involved exceeds $5 . If the ac-
count is not paid, the Treasury refers the
matter back to the department for action .
When it is unsuccessful, the case is referred
to the Department of Justice. If that Depart-
ment decides that the account is uncollect-
able, it recommends that the case be sub-
mitted for deletion from departmental ac-
counts under one of the classifications in the
Treasury Board regulations.

30 The follow-up procedures appear ade-
quate, but the subsequent handling of bad
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debts is unrealistic . Legislation permits Exec-

utive action only where the amount does not
exceed $1,000. Action by Parliament (gener-
ally by an item in the Estimates) is necessary
to dispose of amounts in excess of that
amount .

31 The foregoing concerns accounts receiv-
able where a service has been rendered to the
individual . Another category, and it is an
important one, consists of the moneys due
to the Crown by reason of overpayments .
Typical examples are : where an amount is
owing from a civil servant who concealed
real age and continued in the public service
beyond legal age limits for employment ;
where the recipient of a veteran's allowance
was overpaid for one reason or another ; or
where there is a loss of public money due to
carelessness or fraud by a public employee.
In these cases, a direction to recover is often
a mere formality; petty instalments may be

spread over long periods of years .

32 It has been observed that departments
are prone to carry accounts receivable in the
accounts far too long before initiating action .
Various considerations may be involved, but
the main reason seems to be that a request
for action may bring to light inefficiencies in
departmental administration . Few depart-
ments have adequate procedures to prevent
further credit being extended to debtors
already in default .

33 No departments appear to have defined
the period after which it would be reasonable
to take action to delete the account . Senior
management of each department should
develop general policies to guide personnel
responsible for reviewing and collecting ac-
counts receivable. These policies should be
vigorously implemented. Internal auditors
should expose and bring to the attention of
departmental heads any failure to pursue
approved policies .
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4
ACCOUNTING AND

REPORTING SYSTEMS

INTRODUCTIO N

1 The accounting system of the government
must satisfy the needs of Parliament, the
Executive, and departmental and agency
management.

• First, Parliament must receive an account-
ing of the Executive's stewardship of the
funds provided . Since Parliament provides
the funds initially by approving Estimates,
the form of the accounts should be such as
to permit comparison with the Estimates.

• Second, the Executive, being accountable
for these funds, must have an accounting
system that will readily produce all infor-
mation necessary to enable it to fulfill its
responsibili ties ; this would include periodic
reports of cash outgoings .

• Third, departmental and agency manage-
ments need flexible accounting systems to
produce the timely information on all activ-
ities that is a requisite for sound decision-
making .

2 The following excerpt from the introduc-
tion to the Public Accounts of Canada,
1960-61, gives an outline of the accounting

principles followed currently by the Govern-
ment of Canada :

There are two generally accepted bases or systems
of accounting. One is the `cash' basis under which
revenues are taken into the accounts in the period
in which they are received in cash and expendi-
tures are accounted for when the actual disburse-
ments are made ; the other is the 'accrual' basis
under which revenues are accounted for when
earned or due, even though not collected, and
expenditures are accounted for when the liabili-
ties are incurred whether payment is made in that
accounting period or not .
Many factors must be considered in determining
how the government's voluminous and varied
transactions should be recorded and brought into
focus in a clear and comprehensive way . In busi-
ness, the accounts are usually maintained on an
accrual basis. However, the prime purpose of
government accounting is to serve the require-
ments of Parliament and more particularly to
ensure effective control by Parliament over public
moneys . As parliamentary control in Canada is
predicated on the operation of the Consolidated
Revenue Fund, which is by law a cash account,
and on regulating the flow of cash receipts into
and cash payments out of the Fund, it follows
that the accounts of Canada are maintained basi-
cally on a cash system . However, there is provision
in the Financial Administration Act for bringing
into the accounts of each fiscal year expenditures
relating to that year, which on a pure cash basis
would be excluded, and in addition certain modi-
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fications have been made to facilitate the main-
tenance of accounting control over certain assets
and liabilities, and to provide for valuation ad-
justments for recorded assets in anticipation of
possible losses on ultimate realization . Revenues
are reported on a cash basis and consequently
taxes assessed and due and other revenues receiv-
able or accrued (including interest accrued) are
not normally set up as assets on the government's
statement of assets and liabilities .
On the expenditure side, under the provision of
Section 35 of the Financial Administration Act,
for thirty days after the end of each fiscal year,
payments for the discharge of debts properly ap-
plicable to the old year may be made and charged
to that year . Consequently, liabilities under con-
tracts and other accounts payable at March 31
for which cheques are issued during the month of
April are charged as expenditures in the old year
and appear as current liabilities on the statement
of assets and liabilities . This is a significant modi-
fication of pure `cash' accounting, and brings into
the year's transactions the greater part of those
expenditures which on the cash basis would be
excluded, but which on the accrual basis would be
included and carried to the statement of assets
and liabilities as accounts payable . In other re-
spects the expenditure accounts reflect refinements
of the cash basis . For example, discounts and
commissions on loans are not charged to expendi-
tures in the year in which they are paid, but are
set up as deferred charges on the statement of
assets and liabilities and are amortized or written
off to expenditures during the period of the loan .
Also, losses on loans and advances and on other
assets are not generally charged to expenditures
in the year in which the loss is sustained ; instead
provision has been made from time to time for a
reserve for possible losses on the realization of
assets to which the ultimate loss when determined
may be charged by parliamentary authority.

The balance of this chapter will describe the
system within which these governing prin-
ciples operate and will analyze some of its
shortcomings .

PRESENT ACCOUNTING SYSTEM S

Accounts Kept by the Comptroller
of the Treasury

3 The Comptroller of the Treasury has
primary responsibility for accounting in the
Government of Canada . The Fiscal Account-

ing Division of the Comptroller's headquar-
ters organization maintains the central ac-
counting records of the government in ac-
cordance with the principles outlined above .
These record the revenue, appropriations,
expenditures, and assets and liabilities of the
government . The annual Public Accounts are
compiled from these records, supplemented
by information obtained from departmental
Treasury offices .

4 The departmental records are maintained
by the various Treasury offices assigned to
departments . The breakdown of the accounts
corresponds, first, with the votes appropri-
ated by Parliament and, second, with the
allotments approved by the Treasury Board .
Further divisions and subdivisions are made
in varying patterns to meet the requirements
of individual departments . The breakdown
of accounts and the nomenclature are seldom
consistent between departments -often even
between branches of the same department .

5 The entries in these accounts are made
when the funds are appropriated, when they
are encumbered or committed and, finally,
when the cash is disbursed . The detailed ac-
counts show, at any point in time, the amount
remaining of the appropriation, the out-
standing commitments, and the expenditures
to date .

6 Accounting records are also set up for
revenues . The number and classification of
these accounts vary among departments, only
the actual moneys received being accounted
for .

7 Each Treasury office prepares monthly
statements from these accounts for use by
the Fiscal Accounting Division in making
postings to the central accounts, which are
arranged in accordance with the votes .

Accounts Kept by Departments

8 Some departments rely completely on the
accounts kept by the Comptroller's staff ;
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others integrate these accounts with addi-
tional records of their own, or themselves
maintain records which almost completely
duplicate the records kept by the Treasury
offices .

9 The Departments of Transport and De-
fence Production go furthest in duplicating
the Comptroller's records. These Depart-
ments feel that the maintenance of their own
accounting systems is essential, because of
their size and specialized requirements .

10 The accounting system of the Depart-
ment of Transport was established during
World War II to maintain allotment control
over the expenses of the Air Services Divi-
sion, and has since spread to all other divi-
sions . The Department believed that effective
control could be maintained only by its own
people, with their intimate knowledge of the
basic data .

11 The Department of Transport had 271
staff positions approved for accounting work
at the end of 1961 . Many of these employees

are attached to regional offices and operating
units, sometimes where no Treasury office
is available to service the unit . Much of the

accounting information provided is similar
to that provided by Treasury offices, although
the staff is expected to provide more assist-

ance to operating personnel .

12 The Department of Transport also sup-
plements the normal cash accounting at
major airports by a cost system based on
accrual accounting. The regional cost ac-
countants maintain books of original entry
from data obtairied from airport labour and
material distribution reports, from revenue
documents, accounts payable vouchers,
journal vouchers, and from other normal
cost documents . This information is con-
solidated monthly and a detailed report
is prepared for distribution to airports,
regional offices and headquarters . The region-

al cost accountant is also responsible for

maintaining supplementary cost records of
mobile equipment, and for performing other
cost accounting work as required on behalf

of the regional offices .

13 In the Department of Defence Produc-
tion, a departmental Comptroller, with an
establishment of eighty-nine in 1960-61, pro-
vides accounting services for the Department
and for the Canadian Commercial Corpora-
tion-a Crown corporation associated with
the Department . Complete bookkeeping rec-
ords are kept, based as far as possible on
commercial practice . Another official, the

Financial Adviser, with an authorized staff
of fifty-four, advises on the financial implica-

tions of contracts and other matters affecting
the Department's activities .

14 The accounting records maintained by
this Department are considerably more ex-
tensive than those kept by other departments .
Records kept to control assets on loan to
contractors facilitate detailed administration
of complex agreements with such contractors .
Monthly expense statements are prepared for
each director of a branch of the Department .

15 The Comptroller of the Treasury serv-
ices the Department of Transport with a
staff of ninety-seven in the Treasury office
attached to the Department in Ottawa, and
with numerous other employees located in
the district or regional offices outside Ottawa .
This large staff duplicates much of the work
done by the departmental accounting staff .
By contrast, the Treasury office attached to
the Department of Defence Production has
a staff of only twelve, since the duties of this
office are limited to expenditure verification,
commitment control, and preparation of
monthly cash statements by allotments .

Alterations in Responsibilities Require d

16 The experience of the Department of
Defence Production illustrates that, eve n
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under the present statutory responsibilities,
some duplication can be eliminated if the
Treasury office confines its activities to the
duties mentioned above . However, with the
exception of cheque issue, the manner in
which the Comptroller of the Treasury per-
forms even these functions fails to meet de-
partmental requirements.

17 The Comptroller can provide complete
se rv ices for all departments only if he locates
his own staff wherever departmental per-
sonnel are called upon to perform duties .
Instead, the Comptroller quite properly main-
tains offices only in those centres where large
numbers of public servan ts are employed .
Departments, faced with the alternative of
using these less convenient offices, prefer to
have their own employees undertake account-
ing functions, often as a part-time responsi-
bility supplementing other duties .

18 Commitment control is an integral part
of the departmental accounting systems es-
tablished by the Comptroller of the Treasury .
Since these systems are primarily designed
to control funds, departments seldom have
access to the information vital to efficient
and effective management that is normally
provided by systems employed in commerce
and industry . A standardized accounting
system applied to all departments is too
inflexible to meet the needs of individual
departments, particularly when the employees
responsible for the system are not part of
departmental management and act in a con-
trol rather than in a service role . Therefore,
statutory responsibilities should be altered
to place responsibility on departments for
certifying to the Comptroller that expendi-
tures will be lawful charges and that funds
are available . The responsibility of the Comp-
troller of the Treasury should be limited to
ensuring that the departmental officers pro-
viding this certificate are properly authorized .

19 The Comptroller will necessarily con-
tinue to keep the central accounts of the

government ; he now posts these accounts
from summaries provided by departmental
Treasury offices. This method can still be
used in order to make the centralized ac-
counting entries, with the detailed accounts
maintained exclusively by departmental per-
sonnel. No department or agency is so small
that it cannot keep its own detailed accounts,
but the Comptroller might be called upon to
assist in establishing suitable and adequate
accounting systems . He should also have the
right to review departmental systems to en-
sure that the accounting data presented to
him for integration into the central accounts
of the government conform with his require-
ments.

ACCRUAL ACCOUNTING

Introduction

20 In any discussion of the relative merits
of cash and accrual accounting for the Gov-
ernment of Canada, the differing nature of
two distinct areas of need must be recog-
nized . The over-all accounts of the govern-
ment must be related to the parliamentary
process, in particular the Estimates and the
Budget. Parliament votes money on anannual
basis and is not greatly concerned with the
position of expenditures month by month .
Income tax revenue is also budgeted with
respect to the incomes of taxpayers over an
entire year, and scrutiny of tax collections at
shorter intervals has little significance for
Parliament .

21 The second need for accounting in gov-
ernment is quite different, for it relates to
the conduct of operations by departments
and agencies. Here, the need is for account-
ing procedures which will effectively assist
and control the operations of management
and will provide accurate financial informa-
tion on the cost of various programmes and
activities for purposes of assessing perform-
ance .

22 The twentieth century has witnessed the
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emergence in the private sector of the large
and complex corporate organization which
assembles vast quantities of capital and man-
power to exploit industrial and commercial
opportunities on a scale previously unknown .

Many factors have contributed to this de-
velopment, but one of its essential features
has been the ingenuity applied to financial
record-keeping so that the growing enterprise
could continue to be managed and controlled .
Thus, the relatively simple record-keeping
processes of the last century have' given way
to modern accounting, specifically designed
and continuously developed to facilitate man-
agement and to provide dependable reports'
on periodic performance .

23 At a very early stage, a mere analysis
of receipts and disbursements of money was
recognized to be insufficient for the needs of
the growing organization . Accrual account-
ing was developed to portray the results of
operations in a particular period based on
actual transactions rather than on the moneys
passing through the cashier's window .

24 Accounts kept on a cash basis record
receipts and payments without regard to the
fiscal periods within which the activities giving
rise to such cash movements relate . Receipts
of one year include moneys attributable to
the preceding year's operations and exclude
current year's revenues to the extent that they
remain uncollected at the end of the year .
Payments include the settlement of debts in-
curred in previous fiscal periods and ignore
liabilities arising within the current year to
the extent that they are unpaid at the year-

end.

25 Under accrual accounting, revenues are
taken into account when first determinable,
not at the time they are collected ; goods and
services for immediate consumption are
charged to current expenditures when receiv-
ed, not when the account is paid ; materials
for later consumption are charged to opera-
tions only when consumed ; the cost of build-

ings and plant, which have a useful lifetime
beyond the current period, is spread over
operations for the periods in which they are
used or consumed in service .

26 Today, except for very simple operations,
accrual accounting is in general use in com-
merce and industry . An operation of any com-
plexity cannot be satisfactorily accounted for
in any other manner. How, then, can the
operations of government be intelligently
managed with records based only on cash
movements? The answer is that the quality
of departmental management performance is

today impaired through lack of a very essential
tool .

Experience in Other Countries

27 In the United Kingdom, the Exchequer
accounts are kept strictly on a cash basis and
can accordingly be reported at the end of the
last day of the fiscal year . Appropriation ac-
counts kept by departments are held open
for several months for the purpose of dis-
charging liabilities incurred during the fiscal
year. The unused portion of cash advanced
to departments by the Paymaster General and
charged to Exchequer accounts is surren-
dered to the Exchequer at the end of the

designated period . Certain departments car-
rying on trading operations maintain their
accounts on an accrual basis . The Post Office
is an outstanding example of how modern
accounting techniques can be applied to a
government department . Its annual report
and balance sheet are completely consistent
with the best reporting techniques outside the
government .

28 A Committee of Inquiry examined the
"Form of Government Accounts" in Great
Britain in 1947. Having been formed to con-
sider the desirability of introducing income
and expenditure accounting on an accrual
basis, it arrived at two conclusions :

We see no practical advantage to be secured from
the adoption of an income-and-expenditure basis
of accounting in respect of administrative services.
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Some arrangement, such as the establishment by
legislation of Trading Funds, is needed whereby
the Financial results, as affecting the Exchequer,
of income-and-expenditure accounting for large
and permanent trading'operations by Govern-
ment Departments shall be embodied in the
weekly returns and annual accounts of the
Exchequer.

These conclusions, being in the nature of a
compromise, failed to commend themselves

to a large segment of the accounting profes-
sion in England, but they undoubtedly gave
some limited impetus to the development of
accrual accounting in various departments of
the United Kingdom government.

29 In the United States, the main govern-
ment accounts are kept on a cash basis, with
few modifications . Departmental or agency
accounts are maintained using the accrual
method. Departmental records are inter-
related but not integrated with the records of
the government kept by the Department of
the Treasury.

30 The two Hoover Commissions in the
United States both examined this subject .
The first Commission stated :

Accounting for appropriations is one thing-
accounting for the incurrence of expenses is
another . Both are necessary, the former to con-
trol the consumption of appropriations, the latter
to control, among other things, the evil of year-
end rushing to spend surplus balances of appro-
priations and the investment in supply inventories,
as well .

The Task Force of the second Commission
recommended :

That Government accounts be kept on accrual
basis to show currently, completely, and clearly
all resources and liabilities and the costs of opera-
tions . Furthermore, agency budgeting and finan-
cial reporting should be developed from such
accrual accounting .

That, as a general policy, reliance be placed upon
appropriate accrual and cost accounting tech-
niques as a primary means for aiding the effective
management of Government activities .

Central Accounts of the Governmen t

31 The apologia for the accounting proce-
dure of the Government of Canada, as set
out in the Public Accounts, 1960-61, has al-
ready been quoted. Under what is termed a
modified accrual system, the cash accounts
are kept open for a month after the end of
the fiscal year to permit the settlement of
outstanding liabilities, thus bringing into ac-
count most expenditures on goods and serv-
ices applicable to that year . No one, appar-
ently, has been concerned with inconsistency
to the point of objecting to the absence of
similar treatment for revenues uncollected on
the last day of the fiscal year .

32 Nevertheless, your Commissioners be-
lieve that, for the purposes of the Estimates,
Appropriations, and Public Accounts of the
government as a whole, the present arrange-
ments, imperfect and illogical as they may be,
should be continued . At some future date,
this subject should be reviewed and a conclu-
sion reached as to the desirability of placing
such over-all accounts on an accrual basis . In
the meantime, the essential need is for con-
sistency of procedure from year to year . Al-
though the present accounts fail accurately
to portray the results of the fiscal year on any
basis, they do show a rough equivalent of
the results for a fiscal period not far removed
in time from the fiscal year.

Departmental Accounts

33 Because of the needs of management,
because true costs are necessary, and because
meaningful, periodic statements are essential
to the establishment of accountability for per-
formance, departments and agencies should
maintain their own accounts, making the full-
est use of accrual accounting. Just as no
standard system can be applied indiscrim-
inately to all types of activity in the private
sector, so in government the departmental
systems must be designed to meet the needs
of each operation .
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34 Administratively, the greatest gain will
be the escape from the present cumbersome
system of keeping track of commitments .
Commitment control, as presently practised
in the government, represents a very costly
and inefficient means of remedying one of the
basic deficiencies of cash accounting ; that is,
its failure to protect against over-spending by
not recognizing transactions until they result
in movements of cash . In this area alone, im-
portant savings will result from scrapping all
the present laborious procedures and relying
on the basic accounts, recording transac-
tions as they occur, to protect against
over-spending .

35 The more significant benefits to be re-
alized through the adoption of accrual ac-
counting lie in the realm of management . In
terms of enlightened performance, of close
control of operations by units and branches,
and of accurate cost information, the change

should bring about very important improve-
ments . Not only should large sums of money
be saved, but the skill and despatch with
which government business is conducted can-
not but be materially bettered .

36 There is no basic inconsistency between
these conclusions. The over-all records of the
government on a cash basis and departmental
records on an accrual basis can be correlated
without difficulty. Both provide useful infor-
mation, but for different purposes .

ALLOCATION OF COSTS

Introduction

37 Almost all investigating teams found
public servants unconcerned about the cost
of the services that they provide . An account-
ing system, capable of facilitating decision-
making by management, should provide com-
plete costs of activities . The present govern-
ment accounting system does not provide
cost information readily because accounts,
coded on a standard object-of-expenditure

basis, do not provide statements showing
costs by programmes, and cash accounting
does not produce cost information for the
period during which the costs were incurred .
Finally, not all costs of operations are paid
for by the department concerned .

38 Where common services are provided to
departments and agencies by other depart-
ments, the supplying departments are re-
sponsible for planning, providing and con-
trolling the common services, and the neces-
sary funds are voted by Parliament to the
supplying department . The following table
sets out some of the principal common serv-
ices, lists the supplying departments, and
shows the amounts voted by Parliament for
the fiscal year 1961-62 :

Table I9-COST OF COMMON SERVICES VOTED BY

PARLIAMENT

Supplying

Service Department Amoun t

($ thousands)

Accommodation Public Works 44,794

Furniture Public Works 2,944

Superannuation Finance 47,668

Unemployment
Insurance

Medical and Hospital

Finance 1,100

Insurance Finance 8,130

Telephone Finance 1,563

Employees
Compensation Labour 2,10 0

108,29 9

39 Other services provided free of charge to
departments and agencies, but not covered by
specific votes, are franked mail services by
the Post Office, legal services by the Depart-
ment of Justice, interest on working capital
by the Department of Finance, certain ac-
counting services by the Comptroller of the
Treasury, and translation service by the Sec-
retary of State . Inconsistently, certain other
services are supplied but charged for ; for
example, stationery and printing services sup-
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plied by the Department of Public Printing
and Stationery, and transportation services
supplied by the Department of Transport .

40 The Department of Public Works builds,
operates and maintains the majority of gov-
ernment buildings, and supplies office furni-
ture, free of charge, to user departments and
agencies . The Department of Finance is re-
sponsible for disbursing funds on certain items
of payroll costs, including superannuation
payments. The same Department also pro-
vides at its own expense telephone services
in Ottawa for all departments, although a
decision has been made recently to charge
user departments and appropriate machinery
is being established . The Department of La-

bour bears the cost of compensating govern-
ment employees injured at work .

Memorandum Allocation of Cost s

41 In April, 1961, officers of the Department
of Finance proposed to the Standing Com-
mittee on Public Accounts that the value of
major services provided free of charge to each
department be included in memorandum form
in the Estimates . The presentation to the Com-
mittee read as follows :

A criticism of Canadian Estimates in the past has
been that the total cost of a particular service or a
departmental area is difficult to assess because the
estimates for them do not contain provision for
common services which are performed by other
government agencies and provided to them free
of charge .

To assist in arriving at a reasonable picture of
total cost without the introduction of costly
accounting practices, there could be included in
the Details of Services for each departmental or
other Class of Estimates (i .e ., for each area identi-
fied in the over-all Summary in the front of the
Blue Book) a list of the major services provided
free of charge to that department and their esti-
mated costs.

In the preparation of these lists, the following
practices are suggested :

I To distribute only the costs of those services
whose total annual costs exceed $2 million .

2 In determining the cost of accommodation :
(a) to limit coverage to buildings in use ;
(b) for Crown-owned buildings, to use a

square foot cost based on
(i) the relevant year's element of amor-

tized capital cost ,
(ii) a factor for grants paid to municipali-

ties in Iieu of taxes ,
(iii) a factor covering lighting, heating and

furnishing (if provided free of charge) ;

(c) for leased accommodation, to use th e
actual rentals paid plus the cost of clean-
ing and maintenance in cases where such
services are provided free of charge .

3 Direct the providers of common services to
include in the cost they allocate to others a
fixed percentage of their costs to represent the
value of common services they themselves
receive.

42 This proposal met with the approval of
the Committee and, accordingly, memoran-
dum costs were incorporated in the 1962-63
Estimates . Exhibit 5 illustrates the form used .

43 Although a step in the right direction,
the proposal fails to meet an essential need .
The amounts are recorded for the department
as a whole with no breakdown by votes or

programmes.

Importance of Total Costs

44 Total programme costs are essential to
ensure effective management of government
operations by the Executive and departments .

• First, greater cost-consciousness will b e
created . A management directly respon-
sible for total costs of a programme will
have incentive to secure maximum utiliza-
tion of personnel and facilities .

• Second, decision-making at all levels of
government will be facilitated, since man-
agement will be better able to choose be-
tween alternative programmes, objectives

and methods . The information necessary
to establish proper rates for revenue-pro-
ducing services, and to decide whether to
"make or buy", will be readily available .
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• Third, better evaluation of performance
will be possible, since total costs provide a
better yardstick for measurement than
partial costs.

45 Supplying departments are best equip-
ped to administer a common service because
of the advantages of specialization and other
economies of scale . Regulations establishing
common criteria should continue to be de-
veloped by the Treasury Board in conjunction
with supplying departments . However, user
departments will not be properly accountable
for the efficiency with which they utilize com-
mon services unless the costs are reflected in
their accounts .

46 Funds for most common services are now
voted by Parliament to the supplying depart-
ments. For example, funds for operation and

maintenance of most government buildings
are voted to the Department of Public Works .
Responsibility for the efficiency of space util-
ization rests, therefore, with that Department .
Building superintendents periodically inspect

public buildings and, during these inspections,
consider the efficiency of space utilization .

This is necessary since there is no guarantee
that departmental management will report to

the Department of Public Works unnecessary
or misused space . Cost allocation would pro-
vide departments with an incentive to report

promptly space not required .

Effect on Parliamentary Control

47 With the adoption of the principle of
full allocation of costs, Parliament should
control by programme and vote funds t o

Exhibit 5-ILLUSTRATION OF MEMORANDUM FORM FOR ALLOCATING COSTS

DETAILS OF SERVICES

Posi tion s
(man-years) Am oun t

1962-63 1961-62 1962-63 1961-62

$ $
Approximate Value of Major Services No t

Included in the Estimates

Accommodation (provided by the Department o f
Public Works) . . . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . . .

Accommodation (in this Department's own build-
ings) . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . . . . .. . .. . .

Accounting and cheque issue services (Comptrolle r
of the Treasury) . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . . . . .. . .. . . . . .

Contributions to Superannuation Account (Depart-
ment of Finance) . . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . .. . .. . .

Employee surgical-medical insurance premium s
(Department of Finance) . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .. . . . . .

Employee compensation payments (Department o f
Labour) . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . .. . .. . . . . . . . . . . .. . . . . . . . . . . . .. . . . . .

Carrying of franked mail (Post Office Department) . .
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meet the true cost of each programme. The
present practice of voting funds to the sup-
plying departments, showing allocated costs
as memoranda, does not achieve this objec-
tive . It would be equally unsatisfactory to
include the costs of common services only
in user department votes, because Parliament
would then have no control over the opera-
tions of supplying departments .

48 The solution is to treat the costs of com-
mon services as charges to user departments
and credits to supplying departments. The
Estimates of user departments should include
the cost of common service requirements, to
be justified to the Treasury Board and to
Parliament, and funds voted accordingly . The
Estimates of supplying departments should
provide for the gross amounts required for
their operations, for the purpose of control

by the Executive but, since at least part of
the necessary funds will be recovered from
user departments, the funds to be voted by
Parliament will be abated to that extent . If
all costs are to be recovered, a nominal vote
of $1 would afford the opportunity for par-
liamentary review .

49 This method of allocating the costs of
common services has two advantages . Sup-
plying departments, which must be respon-
sible for the efficient provision of services,
would have effective control of all the neces-
sary expenditures, and their performance
would be assessed by the Executive on that
basis. User departments, responsible for the
proper use of the services provided, would
take a more cost-conscious approach to their
requirements if they have to justify proposed
expenditures to the Treasury Board and to
Parliament.

Method of Accounting

50 The systems and procedures involved in
allocating costs need not increase clerical
costs. The system of bill ing by the service
department and paying by the user depart-

ment .can be achieved either by a voucher
cheque, or by a journal voucher system with
charges compiled and billed on a yearly,
quarterly or monthly basis. The system for
distributing the allocated costs within the
user department can be designed to meet the
needs of the particular department .

51 The data for distributing costs for super-

annuation, medical insurance, compensation
and other costs related to personnel, are pres-
ently available, and could be charged against
departments with an insignificant amount of
extra work . The Department of Public Works
has data on the utilization of space and with-
drawals from furniture stores, and the month-
ly billing operation would be a simple task.
Records of telephone installations are avail-
able, and charges are in the process of being
computed with the intention of charging user
departments .

52 The Department of Public Works now
tabulates quarterly all direct and supervisory
costs incurred for operating and maintaining
each building within its jurisdiction . Funds
to cover these costs, including heating, clean-
ing, repairs, supervision, etc ., are voted to
the Department of Public Works, as are rents
paid for leased accommodation . In short, cur-
rent disbursements to operate and maintain
departmental accommodation in buildings
within the jurisdiction of the Department of
Public Works are now known, and could be
billed to user departments with little addi-
tional work .

53 For the purposes of the 1962-63 Esti-
mates, the Treasury Board required that the
cost of accommodation of each department
be calculated . The calculations include amor-
tization of capital cost, although this is
most difficult to ascertain in the case of older
structures . The resulting total cost estimates
are, therefore, viewed with reserve.

54 For the reasons previously set out, no
recommendation is made to change the sys-
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tem of modified cash accounting now em-

ployed for the government's over-all ac-

counts. There is little to gain and some con-
fusion would be created if non-cash costs in

the form of either amortization of capital cost
or economic rent were to be included in bill-

ings by the Department of Public Works to
user departments . Moreover, the resulting in-

flation in space billings to departments would
provide the Department of Public Works

with revenue in excess of the actual operating
costs of that Department, and the over-run
would probably end up as an offset to the

capital construction costs of the current year .

Your Commissioners have therefore con-

cluded that accommodation charges billed to
departments should only reflect current costs
of operation and maintenance, including the

cost of leased premises and grants made in

lieu of taxes .

55 For the purposes of departmental man-
agement, however, and in particular where
trading activities are carried on, the non-cash
costs of accommodation cannot safely be
ignored . Amortization of actual capital costs
is of limited relevance in view of the wide
variation in the age of structures, but some
assessment of the economic value of accom-
modation should be available to each user
department for purposes of developing trad-
ing costs and meaningful financial reports .
The Department of Public Works should
therefore provide to all user departments es-
timates of the economic value of the accom-
modation utilized by them.

56 Your Commissioners' recommendation

that the cash costs of the major common

services be charged to user departments is
made after careful investigation and discus-
sions with the departments supplying the serv-

ices . It is concluded that, without embarking
upon any costly or complex accounting pro-

cedure, a more meaningful picture of total
departmental costs can be readily obtained .

MANAGEMENT REPORTING

Current Practices in Industry

57 Accounting reports are vital aids to man-

agement . In industry, as actions take place,

an accounting is made of resultant costs and

revenues . Industrial management uses this

accounting information in the form of man-
agement reports to determine results for a

given period of time-usually monthly . These

reports compare results with the budget or
estimates, analyze the reasons for differences,

determine what actions should be taken, and
thereby permit the necessary decisions to be

made . An effective system of management

reporting requires that reports be provided
to all persons responsible for controlling a

phase of an activity and having some re-
sponsibility for expenditures . In industry, it

has been recognized that the effective use of
the greater part of corporate funds lies in the

hands of foremen and departmental heads.

Reports are directed to them so that they may
use available resources to the best advantage.

They are usually expressed in terms of
money, showing results by the month and for

the year to date compared with the budget,
which has usually been accepted as a target

by the departmental head .

58 The financial management process in in-

dustry relies on the continuous review of re-
sults for effective use of resources . The activ-
ities under the responsibility of foremen or

departmental heads are reviewed by them,
explanations developed, and then reviewed

by the next level of management . This pro-
cess continues in a pyramid fashion to the

point where the senior executive is given, in
a series of statements, a concise view of opera-
tions which enables him to check current prog-

ress against the budgets for the year . He uses

analyses and commentaries prepared by his

senior financial assistants to evaluate results
and to determine the changes that may be

required in long-range plans .
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Exhibit 6-ILLUSTRATION OF TYPICAL MONTHLY ALLOTMENT STATE ME N T
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Current Practices in Government

59 Few financial management reports are
produced for the information and guidance
of ministers, deputy ministers, and senior
administrative and executive officers . The
main financial statement prepared by the
Comptroller of the Treasury is the Monthly
Allotment Statement. An illustration of such
a statement, in this instance for the Depart-

ment of Public Works, is shown in Exhibit 6 .
Almost without exception departments stated
that they make little use of these reports .
Departments in which mechanized equip-
ment is used may be provided with a similar
daily or weekly statement . Reports are pre-
pared monthly or quarterly for some depart-
ments, classifying the accounts by region,
district, etc. These are distributed to lower
levels of departmental management .

60 In addition, there are subsidiary and spe-
cial purpose statements prepared by depart-
mental accounting staff. Some typical exam-

ples of present practices can best be illustrat-
ed by describing the reporting arrangements
in a few departments :

• Department of National Defence

Financial reports for the four divisions of
National Defence-Army, Air Force, Navy,
and Defence Research Board -are prepar-
ed by both the Treasury office and depart-
mental accounting units . Statements pre-
pared for the individual Services have little
in common with each other in terms either
of the information provided or the tech-
niques and procedures used in their prepa-
ration .
The Air Force has a more elaborate report-
ing system than either of the other Services,
and provides a good example of properly
planned reports . Information is first accu-
mulated in detail and progressively sum-
marized so as to conform with organiza-
tional responsibilities . The following perti-
nent extracts from a memorandum issued

within the Service describe the financial
statements used :

In keeping with the best techniques of financial
reporting the statements have been built on the
pyramid principle with the amount and scope
of detail increasing in each succeeding section .
This makes the highlights and significant fea-
tures readily available `up front' in capsule
form as an aid to the busy executive while at
the same time providing support detail for more
casual review when his time permits . Thus the
time one needs to devote to the report is direct-
ly proportioned to the amount of detail he
wishes to extract from it.

The new style report incorporates an additional
feature-that of providing separate statements
for the primary or primaries administered by a
given branch . This allows a`selective' distribu-

tion system and statement packaging by area
of budget responsibility. Branch Heads, Direc-

tors and Sub-Division Chiefs will receive per-
sonal copies containing only the information
on their own areas of responsibility, unclut-
tered and unbiased by reports on other people's

business . Each statement shows its own par-

ticular distribution . By this means we hope to
increase interest in the report and move the
responsible parties to the action the report indi-

cates.

• Department of Public Printing and

Stationery

Statement preparation in the Department
of Public Printing and Stationery illus-
trates the duplication which occurs between
Treasury and departmental accounting units .

The Treasury prepares a monthly allotment
statement which follows the standard form
found in most other government depart-
ments. The statement prepared by the De-
partment, although similar, is more up-to-
date and is usually available three days in
advance of the similar Treasury statement .
This Department also prepares cost state-
ments, based on cost centres and units of

production for the principal function, i .e .,

printing. These statements are based, how-
ever, on historical standards rather than
technically derived standards, and they fail
to give a full picture of the costs involve d
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in the operation since only labour, mate-
rial and other direct costs are included .
The extent of detail in some of these reports
is excessive .

Department of External Affairs

The Treasury office attached to this De-
partment prepares a trial balance state-
ment, showing costs for each post abroad,
which is poor in form. This statement takes
excessive time to prepare ; it is manually
posted and recorded to the last cent ; and
because of its size it is almost impossible
to reproduce. Nevertheless, the Depart-
ment uses this statement as the principal
means of financial control overexpenditures
of the posts abroad .

• Royal Canadian Mounted Police

The ten financial reports produced month-
ly are bulky, confusing forms which
contain insufficient summary material . Sen-
ior officers generally do not wade through
the mass of detail presented and there is
little analysis of these reports before sub-
mission to management .

Responsibility Reporting

61 This term is often used in industry to
describe management reporting systems di-
rected towards controlling costs at basic su-
pervisory levels . In these systems, respon-
sibilities are grouped and defined within an
organization structure, with the object of de-
termining and controlling costs and assign-

ing them to appropriate levels and activities .
Decentralization of management authority
and responsibility will necessitate the devel-
opment of such a responsibility reporting
system in government for each level of man-
agement.

62 The present hierarchial pattern of organ-
ization in government departments and agen-
cies readily ]ends itself to a system of respon-

sibility reporting . The pyramiding or data, in
the fashion described by the Air Force and
referred to earlier in this chapter, illustrates
the basic objective that should be sought .

Reporting by Exception

63 An associated technique of reporting
embraces the principle of management by
exception, which is designed to enable senior
managers to concentrate on activities that
require improvement . This approach stresses
the use of variance analyses, that is to say, a
system of measuring reported results against
a predetermined plan or yardstick . The effi-

ciency of the month's performance can, ac-
cordingly, be quickly analyzed and manage-
ment action focussed on the trouble spots
so revealed. All actual expenditure and rev-
enue data are compared with budgets . Major
variances from budgets are highlighted for
quick reference . Thus, the considerable ef-
fort involved in preparing the annual Esti-
mates has a special value when Estimates are
used in conjunction with monthly reports.

Other Requirements

64 Reports that include only partial costs
of a programme are inadequate for manage-
ment purposes . Costs of free services need to
be included to show the true costs of opera-
tion. Within departments, overhead, as an
indirect cost of operation, should also be
allocated. Accrual accounting should be fully
used to record activities of an operational
nature.

65 Financial reports should be timely, con-
cise and easily understood. Most monthly
allotment statements are now produced a-
round the fifteenth of the month following .
The earlier receipt of reports by management
would permit corrective action to be taken
more promptly . Accounting and financial
personnel should transform all reports into
a narrative that will be more meaningful to
operating management .
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5
THE ESTIMATES AND

PUBLIC ACCOUNTS

INTRODUCTION

I The Estimates and the Public Accounts
are the principal financial reports laid before
Parliament by the Government of Canada.
The Estimates present,financial requirements
for the forthcoming fiscal year, and the Public
Accounts report the spending of funds pro-
vided . The form of the Estimates governs that
of the Public Accounts . Both documents aid
Parliament in controlling the public purse but,
of the two, the Estimates are of prime im-
portance .

2 In chapter 2 the present form of the Esti-
mates is examined from the management view-
point . Major revisions are suggested there to
make the Estimates of greater use to Parlia-
ment, the Executive and departments, with
programme budgeting recommended to pro-
vide standards or goals against which per-
formance may be measured.

3 The present form of the Estimates, de-
spite substantial detail, makes it difficult to
determine the uses to be made of the funds
requested. The various "objects of expend-
iture", such as overtime, postage, materials

and supplies, are presented systematically in
great detail, but the activities of government
giving rise to the expenditures are seldom
shown. A statistical summarization of the
objects on which funds are to be expended
can permit arbitrary ceilings to be imposed
on total expenditures, but does not provide
an adequate basis for assessing marginal ac-
tivities of departments. Parliament requires
information on expenditures by programmes
if it is to make any intelligent appraisal of the
Executive's spending plans .

4 The parliamentarian is confronted with
the same problem when he approaches the
Public Accounts. He can find a plethora of
details on individual expenditures, but can
seldom ascertain the full and complete cost
of any activity of government .

5 As the main financial documents issued
by the Government of Canada, the Estimates
and Public Accounts should conform with
the highest standards of financial reporting.
The activities of government are now so com-
plex that it is difficult to achieve simplicity
in any accounting given to Parliament. How-
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ever, this complexity makes it all the more
imperative to devise accounting forms that
will provide Parliament with the information
necessary for effective control over public
spending.

THE ESTIMATES

Introduction

6 The Main Estimates for a number of years
have had three major sections :

• A general summary of the Estimates, i n
total, for each department and agency .

• A section presenting the amounts and the
legal description of the votes of each de-

partment and agency. Statutory expendi-
tures, those not requiring annual parlia-

mentary approval, are forecast and pre-
sented individually under the section of the
appropriate department or agency .

• A details section which sets forth under
each vote the objects on which the funds
requested are to be spent .

In addition, a tabular summary by standard
objects of expenditure is presented at the end
of the Estimates book .

7 Before proceeding to an analysis of the
several deficiencies in the Estimates book, the
changes incorporated in the Main Estimates

for 1962-63 on the recommendation of the
Standing Committee on Public Accounts of
the House of Commons (1961) merit consid-

eration . These revisions reduced the number
of pages from 610 to 470, and the details sec-
tion for each department or agency is now
located immediately behind the listing of the
votes of the department or agency concerned,
rather than, as in previous years, being group-
ed in a separate section for all departments .

The summary of the departmental Estimates
was clarified by revising the presentation of
payments to be made out of the Old Age
Security Fund . Permanent vote numbers are
assigned to each departmental vote, and are

used in both the votes section and the details
section.

8 Two major changes were made in the

details section . The listing of staff positions
under each vote has been simplified by group-
ing the staff under broad descriptive clas-
sifications and showing only the total dollar
cost for each vote. Secondly, the approx-
imate value of major services provided free
of charge to user departments by other serv-
icing departments is shown in memorandum
form-although only by totals for each de-
partment or agency .

9 The Committee recognized that there were
other possible changes, some of a funda-
mental nature, but was of the opinion that
the implementation of those recommenda-
tions upon which there was full agreement
should not be delayed . The changes agreed

upon are sound, but further revisions would
furnish Parliament with more informative
details on the government's expenditure pro-
gramme and, at the same time, assist the
Executive in the allocation and control of

public funds.

10 The fundamental principle underlying
the alternative form of presentation suggest-
ed in this chapter is the recommended change
from budgeting based on standard objects of
expenditure to budgeting based on program-
mes of activity . Other recommended changes
are secondary .

Summary Sectio n

11 A one-page summary at the front of the
Estimates book shows for each department
the funds to be voted in the Estimates and the
total authorized by statutes. These two

amounts are totalled and compared with an
amount indicated as being comparable for
the previous fiscal year, the increase or de-
crease being set forth in separate columns.

The totals for each of these items for all de-
partments are summarized and described as

budgetary expenditures . Loans, investments
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and advances are shown below, in total, with
no breakdown by departments ; they are not
regarded as budgetary expenditures, although
they require parliamentary approval for the
funds to be advanced from the Consolidated
Revenue Fund . The Old Age Security Fund
does not form part of the Consolidated Rev-
enue Fund and the estimated statutory ex-
penditures are accordingly shown separately
at the foot of the summary, with a compar-
ison with the previous year.

12 The present form of the summary could
be improved in several ways . For example,
in the 1962-63 Estimates, the comparative
statistics shown for 1961-62 are not as re-
ported in the previous Estimates book, but
are revised to include supplementary Esti-
mates to the latest date available. No com-
parison is made with the actual expenditures
for the last completed fiscal year, in this case
1960-61, or with estimated expenditures for
the fiscal year then current, 1961-62. This
latter information is not given in summary
form, even though the details section presents
an estimate for most votes based on actual
expenditures for seven months and estimated
expenditures for the remaining five months .

13 The 1962-63 Estimates would have been
more useful if the 1961-62 figures used for
comparison had reflected the government's
latest forecast for that year. This would mean
that, in addition to the Estimates included in
the figures now used for comparison, esti-
mated additional supplementary Estimates
not yet tabled in Parliament would have to
be forecast, as would also the estimated laps-
ing balances. Lapsing balances, but not antic-
ipated supplementary Estimates, are now
forecast for most votes. The final supple-
mentary Estimates often include the deficits
of Crown corporations, such as the Canadian
National Railways and Trans-Canada Air
Lines . These deficits are forecast monthly by

the corporations concerned. Both the Ex-
ecutive and Parliament should be aware of
these and other supplementaries in review-

ing the Main Estimates for the succeeding
year, even though exact forecasts may not be
possible . Meaningful comparisons between
forecast expenditures for the current year
and the Estimates requested for the forth-
coming year would be well worth the little
extra work involved in the change .

14 In the present form of the summary, ex-
penditures on capital account are not seg-
regated from those on current account . Cap-
ital expenditures are often segregated in sep-
arate votes, but no summary by department
or in total for the government is readily avail-
able . This information could be provided in
two additional columns . It would be for in-
formation only, since no change from the
present cash method of budgeting for capital
expenditures is recommended . The distinction
between capital and current expenditures
might be limited to capital items with, say,
more than ten years useful life and a value in
excess of $50,000. The cost of some equipment
involving substantial expenditures might be
charged to a revolving fund and pro-rated
over its useful life, where this practice would
provide more meaningful information .

15 Since the summary is for information
only, the presentation would be simplified by
expressing the amounts to the nearest thou-
sand dollars. To' illustrate the proposed
changes, the suggested form of the "Sum-
mary by Departments" is presented in Ex-
hibit 7 .

16 Neither the summary now in use, nor
that illustrated in Exhibit 7, classifies esti-
mated expenditures on a functional basis.
The addition of two tables would provide
this useful information . The first table, "Sum-
mary by Functions", would have the same
columnar headings as the "Summary by De-
partments", but would classify expenditures
under eight major functions and several sub-
headings, showing the amount and the per-
centage of each function in relation to total
expenditures . For purposes of the illustratio n
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given in Exhibit 8, the 1961-62 Main Esti-
mates were reclassified, although not on a net
basis .

17 The Table "Summary by Functions"
could be usefully supported by breaking down
each function into the departmental votes
making up the total functional cost . Exhibit
9, "Summary by Functions and Services",
illustrates the way in which this would be
done in connection with the votes which come
under the "Transportation and Communica-
tions" sub-heading of the "Trade and Indus-
try" function .

Vote Section

18 The vote section of the Estimates sets
forth the legal wording and amounts of each
vote, compares the estimate with the previous
year (computed by following the procedure
described in the previous section), and shows
the increase or decrease . The wording and
the amounts used in the appropriation acts,
as approved by Parliament, usually corre-
spond exactly with those used in this section .

19 The wording and form now used in the
vote section of the Estimates is illustrated in
Exhibit 10 which shows a sample page of the
Estimates of the Department of Transport .

20 At the top of the sample page shown in
Exhibit 10, a statutory vote, marked (S), ap-
pears . Since this outlay has previously been
approved by statute on a continuing basis, it
is presented for information only, and Parlia-
ment does not vote the amount indicated.

21 The division of votes between "Admin-
istration, Operation and Maintenance" and
"Construction or Acquisition of Buildings,
Works, Land and Equipment" is typical of a
practice and wording followed throughout
the Estimates of many departments . Al-
though, in a few instances, additional words
are used to provide authority which might
not be provided by this omnibus wording,
the description gives only a very limited idea

of the services provided by the vote .

22 The use of a vote to provide authority
contrary to other legislation is illustrated by
Vote 40 in Exhibit 10 . The wording of this
vote permits the department to enter into
contracts even when there are not sufficient
unencumbered funds in a vote already ap-
proved or before the House of Commons .
Section 30 of the Financial Administration
Act would otherwise limit the ability of a
department to make contractual commit-
ments requiring expenditures in subsequent
fiscal years.

23 Another use of the Estimates for legis-
lative purposes can be seen by referring to a
vote in the supplementary Estimates for
1961-62 . Vote 546 of the Estimates of the
Department of National Defence reads :

To authorize the Treasury Board to make regula-
tions respecting the counting as pensionable serv-
ice, for the purposes of the Canadian Forces
Superannuation Act, of any period not otherwise
countable as such . . . . $1 .

This authority could have been given alter-
natively by amending the appropriate Act,
instead of including it in the Estimates . In
some instances, this practice is convenient
and reasonable, although it may make diffi-
cult the presentation of the Estimates in a
manner which expedites their review and ap-
proval .

24 It is recommended earlier in this report
that the number of votes be reduced to facil-
itate programme budgeting . The votes of the
Marine Services Division of the Department
of Transport illustrate the simplification that
is possible . The eleven votes in Exhibit 10

could be combined into four, as illustrated
in Exhibit 11 .

25 The revised wording produces a less vo-
luminous, simpler, clearer presentation and
yet, when taken in conjunction with the revi-
sions in the details section proposed next,
no less informative .
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Exhibit 8-SUGGESTED FORM FOR PRESENTING SUMMARY BY FUNCTIONS

MAIN ESTIMATES FOR 1961-62-COMPARED WITH FORECAST EXPENDITURES FOR 1960-61-SUMMARY BY FUNCTIONS

Main Estimates
1961-62

Main Estimates 1961-62
Forecast Increase
for or

Function To be voted

Ordinary Capital No. Function (Net) Statutory Total 1960-61 (Decrease)

01 NATIONAL SECURITY :

1,229,295 389,131 Defence Services. . .. . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . . .. . .. . . . . . . . .. . .. .. . . . . . . . . 1,555,031

22,690 - Other. . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . .. . . . . . . . . . . .. . .. . . . . . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . 22 , 690

1,251,985 389,131 Sub-Total 1,577,721

20 .8% 54.0% Percentage of Total 44 .1%

86,792 1,242 02 INTERNATIONAL AFFAIRS. . . . .. .. . . . . . . . .. . ... . . . . . . . . . . . . .. . . . . . . . . . . . .. . .. . . . . . . . 87,998

1 .4% .2% Percentage of Total 2 .5%

284,091 6,469 03 VETERANS PENSIONS AND BENEFITS . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . .. . 287,860
4 .7% .9% Percentage of Total 8 .0 %

1,283,426 -
343,792 -
13,315 438
71,449 192
5,659 5,331

1,717,641 5,961
28.6% .8%

1
416,156 176,009
3,676 551

107,326 32,764
110,021 -
91,126 23,990
14,820 1,429

743,125 234,743
12.4% 32 .6%

773,124 -
.12.9% . ., -

543,354 -
24,700 -
84,830 11,017
103,638 16,472
79,103 30,810
294,528 24,087

1,130,153 82,386

04 HEALTH AND SOCIALWELFARE :

Aid to individuals . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . . .. -
Shared costs and grants . . . . . . . . . .. . . . . .. . .. . . . . . . . . . . . . . . .. . .. . . . . . . . . . . .. . 73,792
Health research, promotion and development . . . . . . . . . . .. . .. . 13,753
Welfare and employment serv ices. . . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . . .. . 71,641

Other. . . . . . . . . .. . .. . . . . . . . . . . .. . . . . . . . . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . . .. . .. . . . . . . . . . . .. . 10,99 0

Sub-Total 170,176
Percentage of Total 4.7%

05 TRADE AND INDUSTRY '

Transportation and communications . . . . . . . . . . . . . . . . . . . .. . . . . . . . 526,076

Industrial Services . . . . . .. . . . . . . . . . . . . .. .. . . . . . . . . . . .. . .. . . . . . . . . . . . .. . .. . . . . . . . . . . 4,227

Conservation and development of natural resources . . . . . . 140,048
Aid to primary industry . . . . . .. . .. . . . . . . . . . . .. . .. .. . . . . . . . . . . . .. . . . . . . . . . . . . . . 47,841

Research. . . . . . . . . .. . .. . . . . . . . .. . .. . . . . . . . . . . . .. .. . . . . . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . . 115,116

Other. . .. . . . . . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . . ... . . . . . . . . . .. ... . . . . . . . . . . . .. .. . . . . . . . . ... 16,172

Sub-Total 849,480
Percentage of Total 23 .7%

06 DEBT CHARGES. . . . . . . . . .. .. . . . . . . . . . . . . .. .. . . . . . . . . . . . .. . . . . . . . . . . . . . ... . . . . . . . . . . . .. . . .

zPercentagc of Total

07 . GENERAL GOVERNMENT :
Subsidies to provinces . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. .. . . . . . . . . . .. . .. .. . . 6,000

Unconditional grants to municipalities . . . . . . . . . .. . . . . . . . . . . . . . .. . . 24,700

Protection of persons and property . . . . . . . . . . . . .. . .. . . . . . . . . . . . .. .. . . 84,964

Recreational and cultural activiti6s . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . 120,110

Northern and Indian Affairs . . . . . . . . . . . . ... .. . . : . . . . . . . . .. .. . . . . . . . . . . . . . . 108,350

Administrative and other. . .. . .. . . . . . . . . . . . . .. . . . . . . . . . . . . .. .. . . . . . . . . . . . . .. . 260,31 1

Sub-Total 604,43 5

18 .8% 1 .4% Percentage of Total 16 .9 %

22,836 654 08 OTHER EXPENDITURF.S. . . . . . . . . .. . . . . . . . . . . . .. .. . .. . . . . . . . . .. . .. . . . . . . . . . . .. ... . . . . . 4,08 3

.4% .1% Percentage of Total .1%

6,009,742 720,586 TOTAL 3,581,753

100 .0% 100 .0% 100 .0%

ADD : Transportation and communications :
Canadian National Railways Deficit . . . . . . . . . . .. . .. . . . . . . . . . . .... . .. -
Trans-Canada Airlines Deficit . . . . . .. . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .... -

Conservation and development of natural resources :
Agricultural Commodities Stabilization Account. . . . . .

(thousands of dollars)

63,395 1,618,426 1,564,274 54,152
- 22,690 26,764 (4,074)

63,395 1,641,116 1,591,038 50,078
2 .0% 24.4%. 24.6%

36 88,034 92,496 (4,462)
- 1.3% 1 .4%

2,700 290,560 290,852 ( 292)
.1% 4 .3°YO 4.5%

1,283,426 1,283,426 1,249,132 34,294
270,000 343,792 252,243 91,549
- 13,753 11,877 1,876

71,641 64,222 7,419
10,990 7,332 3,65 8

1,553,426 1,723,602 1,584,806 138,796
49 .3% 25 .6% ' 24.5%

66,089 592,165 543,336 48,829
- 4,227 3,681 546

42 140,090 120,095 19,995
62,180 110,021 155,953 (45,932)
- 115,116 108,945 6,17 1

77 16,249 14,919 1,330

128,388 977,868 946,929 30,939
4 .1% 14.6% 14.6%

773,124 773,124 797,456 (24,332)
11 .5%, 12.3% ~._

537,354 543,354 533,420 9,934
24,700 24,450 25 0

10,883 95,847 85,205 10,642
- 120,110 111,254 8,856
1,563 109,913 102,462 7,45 1

58,304 318,615 285,220 33,395

608,104 1,212,539 1,142,011 70,528
19.3% 18.0% 17 .7%

19,402 23,485 22,685 800
.6% .3% .4%

3,148,575 6,730,328 '6,468,273 262,055

100.0% 100 .0% 100.0%

67,842
2,60 7

70,44 9

69,504

TOTAL EXPENDITURES . . . . . . . . . . . . . . .. . . . . . . . . . . . .. . .. . . . . . . . . . . .... 3,581,753 3,148,575 6,730,328 6,608,226
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Exhibit 10-PRESE.NP FORM OF VOTE SECTION OF THE MAIN ESTIMATES

ESTIMATES, 1962-63

TRANSPORT

No .
of

Vote

(S)

1

5

1 0

1 5

20

25

30

3 5

40

45

50

55

Service

A - DEPARTMENT

Minister of Transport- Salary and
Motor Car Allowance (Details, page
399) . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . ... . .. . . . . . . . . . . . . .

Departmental Administration (Details,
page 399). . . . . . . . . . . . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . .. . ..

MARINE SERVICES

Marine Services Administration, includ-
ing Agencies (Details, page 400). . . . . . ..

Aids to Navigation-
Administration, Operation and Main-

tenance including fees for member-
ship in the International Organiza-
tions listed in the Details of the
Estimates (Details, page-401) . . . .. ..

Construction or Acquisition of Build-
ings, Works, Land and Equipment
(Details, page 402) . . . .. . . . . .. . . . . . . . . . . . . . ..

Canals-
Administration, Operation and Main-

tenance (Details, page 402) . . . . . . . . . . ..
Construction or Acquisition of Build-

ings, Works, Land and Equipment
including payments to Provinces or
Municipalities as contributions to-
wards construction done by those
bodies (Details, page 403) . . . . . . . . . . . . ..

St . Lawrence and Saguenay Rivers Ship
Channels-

Administration, Operation and Main-
tcnance (Details, page 403) . . . . . . . . . . . .

Construction or Acquisition of Build-
ings, Works, Land and Equipment
(Details, page 404) . . . . . . . . . . . . . . . . . . .. .. . . . .

Canadian Marine Service-
Administration, Operation and Main-

tenance including authority, not-
withstanding section 30 of the Fi-
nancial Administration Act, to
make commitments for the current
fiscal year not to exceed a total~
amount of $23,394,000 (Details,l
page 405) . .. . . . . . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . .

Construction or Acquisition of Ships
and Equipment (Details, page 406)

Marine Regulations including Pilotag e
and Marine Reporting Services-

Administration, Operation and Main-
tenance including grants and con-
tributions as detailed in the Esti-
mates (Details, page 406) . . . . . . . . . . . . . .

Construction or Acquisition of Build-
ings, Works, Land and Equipment
(Details, page 409) . . . . . . . . . . . . . . . . . . . . . . . . ..

1962-63

17,000

3,703,400

1,150,600

6,410,300

6,870,000

2,571,70 0

2,210,700

1,151,600

4,850,00 0

22,222,500

16,500,000

3,281,800

1,449,800

68,669,000

1961-6 2

17,000

3,443,285

1,032,610

6,380,090

5,290,000

2,398,550

1,850,230

1,062,255

4,952,000

20,097,522

14,500,00 0

3,602,61 7

2,229,000

63,394,874

Chang e

Increase

$

Decrease

$

260,11 5

117,990

30,210

1,580,000

173,15 0

360,47 0

89,34 5

2,124,798

2,000,000

5,274,126

102,000

320,817

779,200
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Exhibit I1-SUGGESTED FORM OF VOTE SECTION OF THE MAIN ESTIMATES

ESTIMATES, 1962-63
TRANSPORT

Main Estimates
1962-63

Vote Page
Ordinary Capital No. No. Services

Marinc Services :
401 4 Administration
402 6 Operation and Maintenance
403 Capital
404 Grants, Contributions and

pension s

Details of Services Section

26 The details now shown for atypical vote,
not of a capital nature, are illustrated by the
example in Exhibit 12 which was taken from
the Main Estimates, 1962-63, of the Depart-
ment of Transport . These details, based on
standard objects of expenditure, are primarily
valuable for statistical purposes. It is doubt-
ful whether this information is necessary in
the Estimates but, if so, a tabulation at the
end of each departmental section would be
more concise and equally useful .

27 The same vote, including other admin-
istrative costs now spread over other votes,
could be presented as illustrated in Exhibit 13.
An operating vote could be presented in the
form illustrated in Exhibit 14.

28 Turning now to capital votes, an example
of the current uninformative type of presenta-
tion can be seen by reference to Exhibit 15 :
No further information on this vote is pro-
vided. Furthermore, if the estimated expend-
itures for 1961-62 ($4,000,000) are set against
the figures used for comparative purposes in

Increase
1962-63 1961-62 or

Estimated Forecast (Decrease )

$ $ $

1961-62 ($5,290,000),the present inadequacies
can be clearly appreciated .

29 An example of a better, but still not suf-
ficiently informative, presentation of the de-
tails of a capital vote can be taken from the
Estimates of the same department, as shown
in Exhibit 16 .

30 Considerable improvement in the pres-
entation could be achieved if all the capital
votes of Marine Services were combined in
one vote and shown in the manner illus-
trated in Exhibit 17.

31 Where large projects are included in cap-
ital votes, but only a portion of the total cost
is requested in the vote before the House,
more supporting detail is necessary . Total
estimated cost, past expenditures and future
anticipated expenditures should be noted as
in Exhibit 17 .

32 Exhibit 18 shows the manner in which
the details of the new vote for grants, contri-
butions and pensions might be presented.
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Exhibit I2-PRESENT FORM OF DETAILS SECTION OF THE MAIN ESTIMATES - NON CAPITAL VOTE

ESTIMATES, 1962-63

Positions
(man-years) Amount

D t il f S ie a er vs o ces
1962-63 1961-62 1962-63 1961-62

MARINE SERVICE S

Vote 5-Marine Services Administration ,
including Agencies

Salaried Positions :
Administrative and Professional :

1 1 Senior Officer 3($16,500-$18,000) . . . . . . . . . . . .
1 1 Senior Officer 1($14,000-$15,000) . . . . . . . . . . . .
2 1 ($10,000-$12,000) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .. .
8 9 ($ 8,000-$10,000) . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . .. . . . . . .

22 10 ($ 6,000-$ 8,000) . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . .. . . .
Technical Operational and Service :

1 1 ($ 8,000-$10,000) . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . .
4 2 ($ 6,000-$ 8,000) . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . . . . . . .. .. .

29 28 ($ 4,000-$ 6,000) . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . . . . . . . . . ..
35 35 (Under $4,000) . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . .

Clerical :
77 79 ($ 4,000-$ 6,000) . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . .
70 67 (Under $4,000) . . . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . . . . . . . . . . . . .

2 2 (Part Time) . . . . . . . . . . . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . . . . . . . . . . .

252 23 6
(251) (235) Continuing Establishment. . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . . 1,062,075 950,890

(1) (1) Casuals and Others . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . 2,700 2,700

(252) (236) Salaries and Wages . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . .(1) 1,064,775 953,590
Ov tim 1 6 000 000er e . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .( ) , 5 ,
Allowances . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .(2) 1,800 1,620
Travelling and Removal Expenses . . . . . . . . . . .. . . . .(5) 23,000 16,000
Freight, Express and Cartage. . . . . . . .. . .. . . . . . . .. . .. .(6) 1,325 900
Postage. . . . . . . . . . . . . .. . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. . .. .(7) 6,600 6,000
Telephones and Telegrams . . . . . . . . . . . .. . .. . . . . . . .. . .. .(8) 22,000 22,000
Office Stationery, Supplies and Equipment (11) 17,000 17,000
Materials and Supplies . . . . . . . . . . . . . . . . . .. . .. . . . . . . .. . .(12) 5,000 5,000
Rental of Buildings . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . .(15) . . . . . . . . . . . . .. . .. . .. . . . . 2,400
Municipal or Public Utility Services . . . . . . . . . .(19) 2,125 2,125
Sundries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . .(22) 975 97 5

1,150,600 1,032,61 0

Expenditure
1959-60. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . $ 837,68 1
1960-61 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . 998,400
1961-62 (estimated). . . . . . . . . . . . . . . . . . . . . . 1,080,000

FINANCIAL MANAGEMENT • 197



Exhibit 1 3 -SUGGESTED FORM OF DETAILS SECTION OF MAIN ESTIMATES-ADMINISTRATIVE VOT E

MAIN ESTIMATES FOR 1962-6 3
COMPARED WITH FORECAST EXPENDITURES FOR 1961-62

SERVICES-TRANSPORT

Vote No . 401
Marine Services -Administration (to be voted) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . .. . .. . . . . S

Salaries and other administrative costs of the headquarters establish-
ments and offices outside Ottawa .

Details
1962-63 1961-62 Increase or
Estimate Forecast (Decrease )

Programme by Activities-
Marine Services Administration . . . . . . . . . . . . .. . . . . . .
Aids to Navigation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . .
Canals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . .. . .. . .. . . .
Ships Channels . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . .
Canadian Marine Service . . . . . . . . . . . . . . . . . . . .. . .. . .. . . .
Marine Regulations - Montreal . . . . . . . . . .. . .. . .. . . .

- Pilotage. . . . . . . . . . . . . . . . . .. . . .
Steamship Inspection . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . .

Total Programme Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

S $ $

Consisting of-
Salaries and Wages . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. (-) - (-) - (-) -
Other Expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. - - -

Less: Recoveries from other departments or
agencies . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Less : Associated revenues . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .

Total Programme Cost . . . . . . . . . . . . . . . . . . . . . . .. . .. . .. . . . .

N.B. -The amounts shown in brackets represent the number of staff positions author-
ized, expressed in man-years .
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Exhibit 14-SUGGESTED FORM OF DETAILS SECTION OF MAIN ESTIMATES-OPERATION AND
MAINTENANCE VOTE

MAIN ESTIMATES FOR 1962-63 COMPARED WITH
FORECAST EXPENDITURES FOR 1961-62-SERVICES-TRANSPORT

Vote No. 402
Marine Services-Operation and Maintenance (to be voted) . . . . . . . . . . . . . . . . . . . . . . $

Aids to Navigation is responsible for operation and maintenance of lighthouses, lights,
lightships, fog alarms, buoys and beacons for coastal areas and the inland and Great Lakes
waterways. Aids maintained consist of 4 lightships ; 3022 lights of various types, 1259 light
and signal buoys ; 428 fog signals, 10,449 other miscellaneous floating aids .

Provision is made for the daily operation and continued running maintenance of the
various Canals comprising the Secondary Canal System, which includes 110 locks and asso-
ciated structures, such as supply and waste weirs ; buildings ; roads ; 109 movable bridges ;
numerous fixed bridges ; docks ; wharves ; and reaches . This comprises the Rideau, Trent,
Murray, Carillon-Grenville, Chambly, Ste . Anne, St. Ours, Canso and St . Peters Canals .

.. .. .. .. .. ... . ... . ... .. . .. .. .. .. .. .. .. .. ... . .. .. ... . ... . .. .. ... .. .. .. .. .. ... . .. .. ... . ... .. .. .. .. .. . .. .. .. .. .. .. .. ... .. .. . ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. ... .. . .. . ... .. .. .. .. ... . .... .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. . ... .. . .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. . ... .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... . ... .. . . ... .. .. .. .. .. .. .. ... . ... .. .. . .. .. ... .. .. ... .. .. .. .. .. .. .. .. .. ... .. .. .. .. . .

1962-63 1961-62 Increase or
Details Estimate Forecast ( Decrease )

Programme by Activities- $ $ $
Aids to Navigation :

Removal of Obstructions . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. - - -
Repairs to Wharves . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . .. . . ... - - -
Agencies . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. .. - - -

Canals
Nova Scotia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . .. . .
Quebec . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .
Rideau . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Trent and Murray . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .

. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . ... . ... .. .. .. .. .. .. .. . .. ... . ... .. .. .. .. .. . .. .. . ... .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... .. .. . ... .. .. .. .. .. .. ... . ... .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. ... .. .. .. .. ... .. .. .. .. .. .. ... . ... . ... . ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . .. .. ... .. .. .. .. .. .. .. .. ... . .. .. ... . ... .. .. .. .. . ... .. .. ... .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .

Pilotage Districts
St . John's, Nfld . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... - - -
Labrador . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. -

. .. .. .. .. .. .. .. .. .. .. .. .. . . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... .. .. .. .. .. .. .. .. .. .. ... . ... . ... .. .. . ... . ... .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... . ... .. .. .. .. .. .. .. .. .. ... .. .. .. .. ... . ... .. .. .. .. .. .. ... ... .. .. .. .. .. .. .. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. . ... . ... . ... . .. .. ... .. .. ... .. .. .. .. . ... . ... . ... . ... .. .. .. .. .. .. .. .. .. ... . ... .. .. . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. ... .. .. .. .. .. .. .. .. .. .. .. ... . ... . .

Total Programme Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Consisting of-
Salaries and Wages. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . .(-) - (-) - (-) -
Other Expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .. - - -

Less : Recoveries from other departments or
agencies . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . .. . .. . . . . . . . . . . . . . . . .. . .

Less : Associated revenues . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . .

Total Programme Cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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Exhibit 15-PRESENT FORM OF DETAILS SECTION OF MAIN ESTIMATES . CAPITAL VOTE

ESTIMATES, 1962-63

Positions
(man-years)

1962-63

Details of Services

Vote 15-Aids to Navigation-Construction or

Acquisition of Buildings, Works, Land and

Equipmen t

Construction or Acquisition of Buildings,
Works and Land . . . . . . . . .. . . . . . . . . . . . . . . . . . . . .. . . . . . . .(13)

Construction or Acquisition of Equip-
ment . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . (16)

Less : Anticipated Lapses . . . . . . . . . . . . . . . . . . . . . . . . . . . .(34)

Amoun t

1962-6 3

$

1961-62

$

7,233,500

952,620

8,186,120

1,316,120

6,870,000

1961-62

Expenditures

1959-60 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,965,422
1960-61 . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . 2,630,403

1961-62 (estimated) . . . . . . . . . . . . . . . . . . . . . . 4,000,000

5,418,850

730,360

6,149,210
859,210

5,290,000
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Exhibit IF)-PRESENT FORM OF DETAILS SECTION OF MAIN ESTIMATES-MORE DETAILED
CAPITAL VOTE

ESTIMATES, 1962-6 3

Position s
(man-years) Details of Services Amoun t

1962-63 1961-62 1962-63 1961-62

A-DEPARTMENT (Continued)
$ $

MARINE SERVICES (Continued)

Vote 45-Canadian Marine Service -
Constrttction or Acquisition of Ships and

Equipment

Light Icebreaker, Lighthouse Supply and Buo y
Vessel . for service in the Maritimes (Estimate d
Cost $5,000,000) . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . .. . . . . . . . . . . .. . . . . . . . . . . . 575,000

Triple Screw Icebreaker (Estimated Cost $15,000,000) 1,500,000 1,320,00 0
Cable Repair Vessel and Icebreaker (Estimated Cos t

$9,000,000) . . . . . .. . . . . . . . . . . . . . . . . .. . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . 2,400,000 2,100,000
Lighthouse Supply and Buoy Vessel, Sorel, Quebe c

Agency ("Vercheres" replacement) (Estimate d
Cost $1,000,000) . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . . . . . . . . . . . . . . .. . 525, 000 1,140, 000

Lighthouse Supply and Buoy Vessel, Prescott, On -
tario Agency ("Grenville" replacement) (Esti -
mated Cost $2,100,000) . . . . . . . . . . . .. . . . . . . . . . . . . .. . . . . . . . . . . . . . . .. . 908,955 1,960,000

Workboat, Prescott, Ontario Agency (Estimated
Cost $500,000) . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . .. . . . . . . . . . . . .. . .. . 300,000 160,000

Workboat, Prince Rupert, British Columbia Agenc y
(Estimated Cost $900,000) . . . . . . . . . . . . . . . . . .. .. . . . . . . . . .. . . . 600,000 320,000

Workboat, Mackenzie River, Northwest Territorie s
(Estimated Cost $310,000) . . . . . .. . . . . . . . . . .. . . . . . . . . . . . . . . .. . . . . 279,000 187,50 0

Two Weatherships, West Coast (Replacements fo r
"Stonetown" and "St. Catharines") (Estimated
Cost $18,000,000) . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . .. . . . . . . . . . . . .. . . . . . . . 4,800,000 2,800,00 0

Depot Ship for Northern Transportation (Estimated
Cost $3,000,000) . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . . . . 2,200,000 1,450,00 0

Eight Marine Service Cutters, 2 each for service on
the East and West Coasts, and 4 on the Grea t
Lakes (Estimated Cost S4,217,000) . . . . . . . . . . . . .. . . . . . . . . . . 2,205,000 2,785,00 0

Lightering Equipment for Northern Re-supply
Operations . . . . : . . .. . . . . . . . . . . . . . . . . . .. . . . . . . . .. . .. . . . . . . . . . . . .. . .. . . . . . . . . . . 50,000 50,00 0

Plans, Specifications, Research and associated Pro -
fessional Services for ships to meet future require -
ments . . . . . . .. . . . . .. . .. . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . . . . . . . . . . 350,000 200,000

Provision for commencing of construction of tw o
ships as replacements or additions to the Fleet . .. . 500,00 0

Construction or acquisition of Equipment . . . . . . . . . . . . .. . . 150,000 150,000
Items not required for 1962-63 . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . .. . .. . . . . . . . : . . .. . 767,500

Less -Anticipated Lapses . . . . . . . . . .. . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . .
17,342,95 5

842,955
15,390,000

890,000

(16) 16,500,000 14,500,000

Expenditure
1959-60 . . . . . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . . . . $ 16,015,748
1960-61 . . . . . . . . . . . . . . .. . . . . . . . . . . . .. .. . . . . . . . . . . .. . . . . . . . . . 5,044,260
1961-62 (estimated) . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . 4,095,970
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Exhibit 17-SUGGESTED FORM OF DETAILS SECTION OF MAIN ESTIMATES -CAPITAL VOT E

MAIN ESTIMATES FOR .1962-63

COMPARED WITH FORECAST EXPENDITURES FOR 1961-62

SERVICES-TRANSPORT

Vote No . 40 3
Marine Services -Capital (to be voted) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . $

Aids to Navigation includes provision for construction of lighthouses, lighthouse piers,
lightkeepers' dwellings, fog alarm buildings, breakwaters, seawalls, beacons, access roads
and similar capital items required by the Lighthouse Service . Many of the Agency Depot
establishments are very old and inadequate to handle present day needs for docking facilities
for Departmental Ships, and Agency Stores, Shops and office requirements . The Department
has a programme of major reconstruction of Agency Depot-facilities and this includes the
construction of permanent type wharf and dock facilities and the construction of modern
office Stores and Shops buildings . There is also a programme for constructing major
Lightstation piers to replace Lightships that are presently in service . This will not only
provide more reliable aids to navigation but will result in a considerable reduction in
operational costs. Provision is made for new machinery and shop equipment buoys, cranes,
motorboats, tools and other movable equipment. The Department has a programme of
bringing the marking of Newfoundland waters to the standard of other Canadian waters.

. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . .. .. ... .. .. .. .. .. .. .. .. .. ... . .. .. .. .. .. .. .. .. ... .. .. ... . ... . .. .. .. .. .. .. ... . ... . ... .. .. .. .. . ... . ... .. .. .. .. .. ... . ... . ... . .. .. .. .. ... . ... .. .. .. .. .. ... . ... . .. .. .. .. ... . ... .. .. .. .. .. .. .. .. ..

. .. .. .. .. ... .. .. .. .. .. .. .. .. . ... .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. ... . .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. . .. .. .. .. ... .. .. .. ... . .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. ... . ... . ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .

Details
1962-63 1961-62 Increase or
Estimate Forecast (Decrease)

Programme by Activities-
Aids to Navigation :

Agency Depots -Wharves and Buildings . . . . . . . . . . . .

Dwellings . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Lighthouse Piers, Lights, Towers and Ranges . . . .

Other . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Canals :
Lock Structures. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . .. . . . . . .
Bridges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . .. . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . .. . .. . . . . . .

Ship Channels :
Channel Dredging -St . Lawrence and Saguenay

Rivers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Hydraulic Model of the Non-Tidal section o f

the St . Lawrence River . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$ $ $

. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. . ... . ... . ... .. .. .. .. .. ... . ... . .. .. .. .. .. .. .. .. ... .. .. .. .. .. ... . .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... . ... .. ..
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Exhibit 17-SUGGESTED FORM OF DETAILS SECTION OF MAIN ESTIMATES-CAPITAL VOTE-Conc.
.. .. .. .. .. .. ... . ... . ... .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. . ... .. .. .. .. .. .. .. ... . ... . ... . ... . ... .. .. . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. . ... . ... . ... ... . ... . ... .. .. . .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. . ... . ... . ... .. .. .. ..

Marine Regulations- Steamship Inspection
Marine Haul-out and Wharf. . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . .

Total Programme Cost . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . .. . ..

Consisting of-
Other Expenditures . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . .. . . . . . . . . .

. ... . ... . .. ... .. .. .. ... . .. .. .. .. .. .. . .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..
.. .. .. .. ... . ... .. .. ... . .. .. ... .. .. .. .. .. ... . ... . ... . .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. . .. .. .. .. .. .. .. .. ... . ... . .. .. .. .. ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... .. .. . ... . ... .. 11 .. .. .. ..

Forward Commitments
Total

Estimated Expenditure Estimate Future
Cost to 1961-62 1962-63 Years

Aids to Navigation $ $ $ $
Charlottetown Agency Depot-Re-

construction . . . . . . . . . .. . . . . . . . . . . . . .. . . . . . . . . . .. - - - -
Dartmouth, N .S . Agency Depot-

Wharf extension . . . . . . . . . . . . . . .. . .. . . . . . . . . . .. - - - -
Saint John, N .B. Agency Depot-

Reconstruction . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .. - - - -
Quebec Agency Prince Shoal, P .Q.-

Lighthouse pier . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. - - - -
Quebec-Wharf reconstruction . . . . . . .. - - - -
Prescott Agency Depot-Office ,

stores and shops building . . . . . . . .. . . . .. - - - -
South East Bend Pier and rang e

lights . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .. - - - -
Beauharnois Canal-Pier lights . . . . . . .. - - - -
Prince Rupert Agency Depot-

Reconstruction . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . .. - - - -
Miscellaneous projects whose tota l
estimated cost is less than $250,000 - - - -

Less : Services which may not be
carried out during the year. . . . . . . . .. - - - -

Canals
Trent Canal-Big Chute and Swift

Rapids Navigation Facilities . . . . . . . .
Miscellaneous projects whose total

estimated cost is less than $250,00 0

. .. .. .. .. .. .. .. .. ... .. .. . ... .. .. .. .. . ... . ... .. .. .. .. .. ... . ... . ... . . .. ... . ... . ... . ... .. .. .. .. .. .. .. .. ... . ... . ... . ... .. .. .. .. .. .. .. .. . ... .. .. .. .. .. ... .. .. .. .. .. .. . ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..

. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... . ... . ... .. .. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. .. . ... .. .. .. .. .. .. .. .. .. .. .. ... .. . ... .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .. ... . .. ... .. .. .. .. .. ..

Marine Regulations -Steamship Inspection

Miscellaneous projects whose tota l
estimated cost is less than $250,000

Total Programme Cost . . . . . . . . . . . . . . . . . . . . . . . . . .
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Exhibit 18-SUGGESTED FORM OF DETAILS SECTION OF MAIN ESTIMATES-GRANTS,

CONTRIBUTIONS AND PENSIONS

MAIN ESTIMATES FOR 1962-6 3
COMPARED WITH FORECAST EXPENDITURES FOR 1961-62

SERVICES-TRANSPORT
Vote No . 404

Marine Services-Grants, Contributions and Pensions ( to be voted) . . . . . . . . $

Courses in navigation, engineering and seamanship are provided on a shared-cost basis
with provincial authorities to prepare candidates for examinations leading to certificates
of competency as first and second mates, masters and marine engineers .

Grants are made to organizations at coast and inland ports for the maintenance of welfare
facilities for seamen . These missions or hostels provide recreation facilities, meals and
lodging, at nominal cost, and otherwise assists seamen during the navigation season . These
organizations are non-denominational and provide an essential service in Canada .

The object of subsidizing a salvage company at Montreal is to ensure that a sufficiently
efficient plant is maintained to render prompt and effective aid to vessels in distress in the
St . Lawrence River and on the East Coast of Canada . The contractor undertakes to maintain
efficient modern salvage vessels and equipment and competent personnel in constant readi-
ness from immediately after opening of navigation in the River and Gulf of St . Lawrence
until immediately before the close of navigation .

A nominal amount is provided annually for awards to crews of lifeboats, and others
for the saving of life from vessels in distress on the coasts of Canada .

Membership fees of minor amount cover the department's participation in the Inter-
national Association of Lighthouse Authorities and the permanent International Association
of Navigation Congresses both of which are of benefit to departmental marine engineers .

Details

Programme by Activities-

Courses in Navigation, Engineering and Steamship-
Provincial Education Authorities :

Province of Newfoundland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Province of Nova Scotia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Province of Quebec . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .
Province of British Columbia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Institutions Assisting Sailors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Salvage Subsidy-Foundation Maritime Limited . . . . . .
Pensions to former pilots. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . .
Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .

Total Programme Cost . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Consisting of-
Other expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .

Increase
1962-63 1961-62 or
Estimate Forecast (Decrease)

$ $ $
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Exhibit ]9-PRESENT FORM OF ALLOCATING INTERDEPARTMENTAL COSTS

TRANSPORT

Positions Amoun t
(man-years) Details of Services

1962-63 1961-62 1962-63 1961-62

$ $
A- DEPARTMENT

Approximate Value of Major Services Not Include d
in These Estimates

Accommodation (provided by the Department of
Public Works) . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . .. . 1,750,00 0

Accommodation (in this Department's own build -
ings) . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . .. . . . . . . . .. . .. . . . . . . . . . . . 5,300,000

Accounting and cheque issue services (Comptrolle r
of the Treasury) . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . . . . 890,20 0

Contributions to Superannuation Account (Depart-
ment of Finance) . . . . . . . . . . . .. . . . . . . . . .. . .. . . . . . . . . . . .. . . . . . . . . . . . . . . 3,807,800

Employee surgical-medical insurance premium s
(Department of Finance) . . . . . . . .. . .. . . . . . . . . . . .. . :. . . . . . . . . . . . 408,00 0

Employee compensation payments (Department of
Labour) . . .. . . . . . . . . . . . . . .. . .. . . . . . . . .. . . . . . . . . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . . 245,50 0

Carrying of franked mail (Post Office Department) . . 166,60 0

12,568,10 0

Exhibit 2O-PRESENT FORM OF SHOWING ASSOCIATED REVENUES

Expenditure Revenue

1959-60. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,911,916 $889,732
1960-61 . . .. . . . . . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,497,815 972,615
1961-62 (est .) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,527,275 975,000

33 Services provided by other departments
at no charge to the users are now presented
at the beginning of the details section, with-
out any further identification with the vote
or activity of the department using the serv-
ices . An illustration from the Department of
Transport Estimates is shown in Exhibit 19.

34 Where revenues are derived directly from
the serv ices provided, as shown below in the
sample illustration from the vote for "Aids

to Navigation", revenue figures for the cur-
rent and two preceding years are presented
alongside the expenditure (see Exhibit 20) .

35 Programme budgeting requires that serv-
ices now provided free be charged to the user
departments, and that revenues directly de-
rived from an activity of government be off-
set against its costs. Therefore, the above in-
formation would no longer be required in the
form now in use . Instead, the gross cost of the
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services authorized by the vote would be dis-
closed in the details of each vote, with sala-
ries and wages being segregated from all
other costs . The numbers of staff positions
related to the estimate of salaries and wages
would also be shown . Recoveries from other
departments and agencies, together with as-
sociated revenues which the department is
permitted to offset, would be set out sep-
arately . The resultant net cost would corre-

spond with the total programme costs esti-
mated . Exhibit 13 depicts the way in which
these amounts could be presented .

Conclusion

36 The standard objects of expenditure, on
which the present form of the Estimates is
based, are of almost no value for financial
control, and the proposed presentation by
programmes would better serve this purpose .
As now presented the Estimates tell Parlia-
ment only where the money is going ; the
recommended revision would also show why
the money is needed . A ll activities of govern-
ment would be disclosed as separate pro-
grammes . Programmes of like nature would
be grouped under one vote. Votes of a similar
functional nature would be consolidated in
the "Summary by Functions and Services",
and the total would be presented in the "Sum-
mary by Functions" . Thus the parliamentar-
ian would be in a position to analyze the
Estimates, proceeding progressively from in-
formative detail on each programme to mean-
ingful global totals .

PUBLIC ACCOUNTS

Public Accounts for 1960-61

37 In 1961, the Standing Committee on
Public Accounts reported that it had reviewed
the form of the Public Accounts "from the
standpoint of clarity, conciseness, and attrac-
tiveness of presentation" and "from the
standpoint of the necessity or relative im-
portance of the material and the advisability

of including it in the Public Accounts rather
than in other documents such as annual de-
partmental reports to the House of Com-
mons" . Changes recommended by the Com-
mittee have been incorporated in the Public
Accounts for 1960-61 . For the first time the
Public Accounts were presented in three vol-
umes, as follows :

No. of
Pages

Vol. I Summary Report and Finan- 246
cial Statement s

Vol. II Details of Expenditures and 926
Revenue s

Vol . III Financial Statements of Crown 146
Corporations

1,31 8

38 The Public Accounts were improved by
the changes, but acceptance of the proposed
new form of the Estimates would make fur-
ther improvements possible. However, the ex-
planatory sections for each vote in the Esti-
mates would not need to be repeated in the
Public Accounts.

39 Furthermore, excessively detailed listings
are now given of payments to members of the
Senate and the House of Commons, to civil
servants receiving $8,000 or more per annum,
and to suppliers and contractors paid $5,000
or over ($25,000 in the case of National De-
fence) . This parochial practice is expensive
and has outlived any usefulness .

40 Details of items not shown separately in
the Estimates should be presented only to ex-
plain significant variations between appro-

priations and expenditures, or between rev-
enues forecasted and realized . Unless the fol-
lowing information is sufficiently important
to be detailed in the Estimates, it should be
deleted from the Public Accounts :

(a) Allotments maintained solely for operating
purposes

(b) Construction and other contracts
(c) Purchases of land
(d) Grants and other assistance payment s
(e) Listings of other payments, including salaries ,
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travelling expenses, professional fees, educa-
tional leave, names of suppliers and contrac-
tors .

41 In 1961, it was estimated before the
Public Accounts Committee that the compi-
lation, typing, editing, proof reading and
translation of the Public Accounts repre-
sented 34,000 man-hours of work, or roughly
17 man-years at an estimated cost of about
$93,500 ; in addition the cost of printing was
over $62,000.

42 The Public Accounts is not a control
document, but a means of reporting to Par-
liament on the financial stewardship of de-
partments and the Executive, and on the es-
sential facts about the national finances . The
incorporation of much of the detail now in-
cluded cannot be justified on the grounds that
the publication of such information acts as a
restraint on individuals in the public service.
The remedy lies in a revision of existing in-
ternal controls . The Auditor General's report
on extravagance and abuses within the public
service is more likely to be effective .

43 The form of the Public Accounts should
be clear and uncluttered . Details should not
be permitted to obscure matters of real im-
portance . The present form lays such stress
on details that it is exceedingly difficult to
separate the wheat from the chaff.

44 The annual reports of departments and
agencies include financial statements, but
these do not often duplicate the Public Ac-
counts since they reflect the natural divisions
of departments . The statements of many
agencies and at least one department are pre-
pared on an accrual basis. These annual re-
ports often have narrative and statistical de-
tail supporting the financial information in
order to explain the department's pro-
grammes.

45 In the Public Accounts, greater use
should be made of tables, with explanatory
notes where necessary, to aid interpretation .

Statement of Assets and Liabilitie s

46 The Public Accounts include "a state-
ment, certified by the Auditor General, of
such of the assets and liabilities of Canada as,
in the opinion of the Minister, are required to
show the financial position of Canada as at
the termination of the fiscal year" . The State-
ment as at March 31, 1961 is shown in Ex-
hibit 21 .

47 This Statement corresponds to the bal-
ance sheet of a commercial undertaking, but
it is not a true balance sheet for the fo ll owing
reasons :

(a) Many current assets are not included, such as
accounts receivable, arrears of assessed taxes,
interest receivable, equipment, stores and ma-
terials, except to the extent that these form
part of advances or loans or revolving funds .

(b) Fixed assets are carried at a nominal value of
$1 .00.

(c) The liabilities include deferred revenues from
the sale of Crown-owned land, buildings, ma-
chinery and equipment, and offsetting credits
to other asset accounts ; also, the undisbursed
balances of appropriations to special accounts,
e.g. the $67 .5 million in the Colombo plan
fund at March 31, 1961 .

(d) The Statement balances only because of the
insertion of a balancing item which is termed
Net Debt, represented by the excess of liabili-
ties over net assets .

48 Net Debt has come to be regarded by
the public as a significant figure . However,
in arriving at the Net Debt, the assets de-
ducted from liabilities include deferred ex-
penditures such as the "unamortized portion
of actuarial deficiencies" in superannuation
funds, and assets which are not fully self-
supporting or realizable : for example, loans
to the National Capital Commission on which
interest is paid out of appropriations made
expressly for that purpose . Further, the as-
sets include advances to the Canadian Na-
tional Railways, which in 1961 had a deficit
before the payment of fixed charges . Since
legislation directs that the deficit is to be paid
by the government, it follows that these ad-
vances are dubious assets .
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Exhibit 22-ExzRAcr FROM PuBLlc ACCOUNTS sl3ownVG CONTINGENT t tslsun m_c

SUMMARY OF INDIRECT' DEBT OR CONTINGENT LIABILITIES AS AT MARCH 31, 1961
AND MARCH 31, 1960

(in millions of dollars)

Amount outstanding
March 3 1

196 1

Securities orgovernment-owned enterprises -
Guaranteed as to principal and interest-

Canadian National Railways and predecessor
companies. . . . . . . . .. . . . .. . .... . . . . . . . . . . . . .. . .. . . . . . . . . . . . . . . .... . . .

Guaranteed as to interest only-
Grand Trunk Railway. . . . . . . .. . . . . . . . . . .. .. . . . . . . . . . . . .... .. . . .

Other guarantees-
Bank loans to Canadian Wheat Board. .. . . . . . . . ... . . . . . . .
Bank loans under the Prairie Grain Advance Pay-

ments Act . . . . . . . . . .. . . . . . . . . . . . ..... . . . . . . . . . . . .. .. .. . . . . . . . . .... . . . . . . . .
Bank loans under Farm Improvement Loans Act. .
Chartered bank deposits in Bank of Canada.. . . . . . . . .
Export Credits Insurance Act.. . . . . .. . . . . . . . . . .. . .... . . . . . . . . . .
Insured loans under National Housing Act, 1954 . .
Sundry other guarantees (excluding indeterminate

amounts). . . . . . . . . . . . . .. . . . . . .... . .. . . . . . . . . . .. .. . . . . . . . . . . ..... . . . . . . . . .

49 Neither the assets nor the liabilities in-
clude guaranteed bonds or other contingent
liabilities : for example, the government's in-
vestment in the Canadian National Railways
at March 31, 1961 is shown at $1 .1 billion,
the amount of direct advances and loans, and
does not include the investment in excess of
$1 .6 billion represented by bonds, debenture
stocks and equipment obligations guaranteed
by the government . The total of these con-
tingent liabilities is not even noted on this
Statement . That the amounts are significant
can be easily seen from Exhibit 22 which has
been extracted from another part of the 1960-
61 Public Accounts.

1,672.6

0. 1

125.6

35.8
46 .8

656 .3
109 . 9

3,024 . 9

0 . 6

5,672 .6

1960

1,430.0

Increase or
decrease (- )

242 .6

0. 1

109 .4 16 . 2

20 .2
38 . 3

619 .9
97.5

2,678. 3

1.4

4,995.1

15 .6
8 .5

36.4
12.4

346. 6

-0. 8

677. 5

50 From an accounting point of view, Net
Debt is a meaningless and misleading con-
cept which has neither validity nor signifi-
cance. The gross outstanding debt is signifi-
cant and does not require interpretation.

51 The present Statement of Assets and
Liabilities should be replaced, preferably by
a statement accounting for outstanding debt,
both diroct and indirect, with no reference
to Net Debt . Liabilities should be shown
first, followed by a list of assets and expend-
itures showing the purposes for which mon-
eys obtained through direct borrowings or
guarantees have been expended . The term.
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"Net Debt" should be dropped . The balanc-
ing figure should be designated as "Net
Charges to Capital, Other Non-Active Ac-
counts and Consolidated Deficit Account
from July 1, 1867 to . . . . . . . . . . . . . . . . . . . . . . . . . . . .", (the
date of the statement) .

Conclusio n

52 The recommended elimination of mate-
rial from the Public Accounts is not designed
to withdraw useful information from parlia-
mentary review, but rather to reduce the
bulk of the document so that an accounting
can be rendered in a clear, concise manner
that conforms to the highest standards of
financial reporting. Furthermore, by elim-
inating unnecessary detail, more useful in-
formation might be added which would be
of value to Parliament and would provide a
better accounting in areas now inadequately
covered.

53 For example, many departments carry

on operating activities, and. the appropriation

accounts kept on a cash basis do not ade-
quately reflect the financial results of these
activities. This has been partially corrected
in some instances by the use of revolving

funds, which are described in the next chap-
ter, but these funds usually record only
direct costs with no provision for depart-
mental overhead or the amortization of
capital costs.

54 In this report your Commissioners have
recommended the adoption of accrual ac-
counting for departmental purposes but it
is not recommended that the govern .me.nt's
accounts be altered from the present cash
basis . Therefore, the appropriation accounts
will continue to be reported on a cash basis
in the Public Accounts.

55 However, the costs of individual activ-
ities can now seldom be determined from the
Public Accounts. The adoption of program-
me budgeting and accrual accounting, and
the inclusion of the costs of services now
provided free by other departments, will per-
mit financial results to be presented in a man-
ner similar to that followed in commerce and
industry. The form of such statements is clear,
concise and widely understood . Presentation

of departmental accounts in this form will
provide Parliament with information of far
more value than any of the material that
your Commissioners suggest be deleted .
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6
CASH CONTROL

CASH MANAGEMENT

Cash Floa t

1 A large portion of the cash of the Govern-
ment of Canada is held either by the Bank of
Canada or by the chartered banks . The total
in these accounts is regarded as the "cash
float" .

2 The cash float is rarely less than $40 mil-
lion -the average of two days' outgo . It fluc-
tuates widely throughout the year for a num-
ber of reasons . Sufficient cash must be avail-
able at all times to meet contingencies . The
amount will increase if the government issues
new securities prior to the time when the cash
is actually required, to take advantage of
favourable market conditions . The receipt of
large sums on the issue of bonds and the ex-
penditure of large sums on redemption, will
cause substantial fluctuations in the cash float .
An increase may be necessary if a substantial
deterioration in the cash position is forecast .

3 Chartered banks must maintain certain
minimum cash reserves against their deposit
liabilities. Government funds on deposit with

the banks while forming part of these liabil-
ities, also affect the amount of the cash re-
serves. Therefore, the Canadian dollar oper-
ating account with the Bank of Canada has
to be maintained at a level which permits
transfers to and from the accounts with the
chartered banks as required by central bank-
ing policy .

4 No precise dollar figures can be selected
as the minimum amount needed to meet the
operating requirements of the Government

of Canada, both budgetary and non-budget-
ary, and to meet the requirements of central
banking policy.

Other Bank Accounts

5 Canadian dollars are also held in the Ex-
change Fund Account by the Bank of Canada
and in various departmental banking accounts
by the chartered banks . Segregated balances
for departmental purposes are necessary when
it is desired to give authority to local manage-
ment to make disbursements for specified
purposes without incurring the delays caused
by processing disbursement requisitions
through the usual channels . These depart-
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mental bank and other cash balances are
usually not very large.

6 In only one instance, the Gander Airport
Account, was the balance found to be larger

than warranted . Acceleration of both the fre-
quency and the processing of replenishment
requisitions might well permit a reduction of
the balance in this account . The present bal-
ance represents approximately one month's
requirements ; two weeks' requirements would
be more appropriate . The auditing of vouch-
ers submitted in support of replenishment
requisitions could be made subsequent to the
issue of the replenishment cheque without

serious loss of control . Adjustments necessi-

tated by audit findings could be made on
issue of the next replenishment cheque.

7 Foreign currencies, mainly United States
and United Kingdom currencies, are also held
by the Bank of Canada, both in the Exchange
Fund Account and in other accounts, and in
accounts with the chartered banks. Certain

foreign currencies are held by the government
to facilitate payment of obligations payable in
these currencies ; other currencies less promi-
nent in international trading are bought
as required.

Responsibility

8 The Minister of Finance manages all Re-

ceiver General bank balances. The Financial
Administration Act empowers him to estab-
lish, in the name of the Receiver General,
accounts with such banks and fiscal agents
as he designates for the deposit of public

money. Normally, no money may be bor-
rowed except with the consent of Parliament,
and the practice is to insert in appropriation
acts a round-sum amount which the Minister
may borrow . However, to make certain that

the government is always in a position to pay
accounts coming for payment, the Financial
Administration Act provides that :

44 . Where it appears to the Governor in Council
that the Consolidated Revenue Fund will be

insufficient to meet the disbursements law-
fully authorized to be made from it, the Gov-
ernor in Council may authorize the Minister
to borrow, at such rate of interest and on such
terms and conditions as the Governor in
Council may approve, for a period not exceed-
ing six months, an amount not exceeding
such amounts as he deems necessary to
ensure that the Consolidated Revenue Fund
will be sufficient to meet those disbursements.

9 The Cash Management Division under
the Comptroller of the Treasury is responsi-

ble for the accounting and forecasting of Re-
ceiver General balances . A staff of eight pre-

pares the following reports :

Daily -Receiver General cash adjustment
shee t

-Statement of Receiver General
bank balances

-Comparative statement of cash
receipts

Monthly -Forecast of changes in cash posi-
tions and accompanying explana-
tory memorandum

Every six -Letters setting out recommended
months interest rates to be levied on loans ,

including advances to Crown cor-

porations

Periodically, -Statements of estimated revenue
as required and expenditures and relate d

changes in cash position for budg-
et purposes

This group also arranges with the Bank of

Canada for the purchase and transfer of
funds ; authorizes banking facilities for vari-

ous government departments and agencies ;

and computes accrued interest, amortization

and other schedules of the public debt, and
tables of interest and principal due to the
government on advances to foreign and pro-

vincial governments, and to Crown corpo-

rations.

10 This Division collects data from other
offices on the status of bank balances, and
communicates significant information to the
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Minister and the Deputy Minister of Finance .
The various Treasury offices advise the Cash
Management Division whenever cheques of
$1,000,000 or over are issued. The Cheque
Adjustment Division of the Comptroller of
the Treasury notifies the Cash Management
Division each day of the amount of cheques
processed . Each department submits a daily
statement of receipts, which is reconciled with
the receipts reported by the Bank of Canada .
These form the basis of a daily comparative
statement of cash receipts prepared and issued
by the Cash Management Division.

11 The forecasts of budgetary revenues
from direct and indirect taxes are prepared
from information provided by the Taxation
Division of the Department of Finance . This
information is normally included in the cash
forecast without modification.

12 The Treasury office attached to each de-
partment submits a forecast of budgetary ex-
penditure in April, July, October, and month-
ly thereafter to the end of the fiscal year.
Except for the reports submitted in the final
months of the fiscal year, all are in standard
form . The report shows, by vote, the actual
expenditure for each preceding month and
the forecast of expenditures for each succeed-
ing month to the following March . Towards
the end of the fiscal year, additional columns
covering the first few months of the subse-
quent fiscal year are included in the reports,
so that the forecast usually covers at least
six months .

13 There is some duplication in the records
maintained by the Bank of Canada and the

Cash Management Division . Since the Bank
of Canada is the fiscal agent of the govern-

ment, elimination of this duplication would
not lead to any undesirable reduction of con-

trol . As fiscal agent, the Bank should be able
to supply the Minister of Finance directly

with a large part of the information which he
requires .

BANKING ARRANGEMENTS

Use of Chartered Banks

14 The cash deposited with the chartered
banks is distributed among them on the basis
of a percentage allocation established by agree-
ment between the banks and the Department
of Finance .

15 This allocation is based primarily on a
determination of the work done by each bank
on all types of'government business . On the
first and fifteenth day of each month, the
Receiver General balance maintained with
each chartered bank is normally adjusted to
the prevailing formula-allocation for that
bank, although there are some exceptions to
this rule .

Interest Received

16 The Bank of Canada is prohibited by
statute from paying any interest on amounts
deposited with it . However, the Bank's prof-
its are annually paid over to the Receiver
General and credited to Consolidated Rev-

enue Fund .

17 Under present arrangements, the chart-
ered banks allow interest on Receiver General
balances deposited with them, at the weekly
average accepted Treasury bill tender rate
for three months' Treasury bills, less 10 per
cent . Calculations are based on the minimum
weekly balances in excess of an aggregate of
$100 million and interest is paid quarterly .

18 An analysis of actual interest payments
in the fiscal years 1959-60 and 1960-61 shows
that, in most weeks, interest was paid by all
chartered banks . For over eighty-five per cent
of the time the minimum weekly balances on
deposit with the chartered banks were in ex-
cess of the aggregate of $100 million . The re-
sults of this analysis are summarized in Table
20 on the following page.
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Table 20-ANALYSIS OF INTEREST PAID BY THE

CHARTERED BANKS

Number of weeks during
which interest paid by all
bank s

Number of weeks durin g
which interest paid by some
but not all banks

Number of weeks during

Fiscal Year

1959-60 1960-6 1

44

4

44

2

which no interest was paid 4 6

52 52

Bank Charges

19 The Bank of Canada and the chartered
banks are prohibited by statute from making
any charge for processing cheques issued by
or payable to the government .

20 Although no direct charges are permit-
ted, the effect of the agreement between the
Minister of Finance and the Canadian Bank-
ers' Association is that interest not paid
on $100 million serves to reimburse the banks
for at least a portion of their costs . In addi-
tion, although no direct charges for the above
services are levied by the Bank of Canada,
the Bank benefits from the use of the funds
on deposit .

Banking Arrangements of Crown Corporations

21 The appropriate sections of the Finan-
cial Administration Act governing the bank-
ing arrangements of Crown corporations are
as follows :

81 . (1) A corporation may, with the approval of
the Minister of Finance, maintain in its
own name one or more accounts in the
Bank of Canada or in such bank in Canada
or financial institution outside of Canada
as the Minister of Finance may approve .

(2) The Minister of Finance may, with the
concurrence of the appropriate Minister,
direct a corporation to pay all or any part

of the money of the corporation to the
Receiver General to be placed to the credit
of a special account in the Consolidated
Revenue Fund in the name of the corpora-
tion, and the Minister of Finance may pay
out, for the purposes of the corporation,
or repay to the corporation, all or any part
of the money in the special account.

(3) . . . where the appropriate Minister and the
the Minister of Finance, with the approval
of the Governor in Council so direct, a
corporation shall pay to the Receiver Gen-
eral so much of the money administered
by it as the appropriate Minister and the
Minister of Finance consider to be in ex-
cess of the amount required for the pur-
poses of the corporation, and any money
so paid may be applied towards the dis-
charge of any obligation of the corpora-
tion to Her Majesty, or may be applied as
revenues of Canada .

20 . (2) . . . interest may be allowed and paid from
the Consolidated Revenue Fund . . . . in
accordance with and at rates fixed by the
Minister with the approval of the Gover-
nor in Council .

22 The bank accounts of all Crown cor-
porations, other than the National Harbours
Board, are maintained with the chartered
banks. Because the Comptroller of the Treas-
ury is required by statute to account for the
receipts and expenditures of the National
Harbours Board, all of its banking accounts
are with the Receiver General of Canada and
are included in the Consolidated Revenue

Fund. In some instances, funds of Crown
corporations are in excess of immediate re-
quirements, and the excess is deposited in
interest-bearing accounts in the chartered
banks or invested in government securities .
Year-end balances (1960) of non-interest bear-
ing bank accounts operated by Crown cor-
porations amounted to $17 .2 million, and de-
posits bearing interest to $15 .9 million, as

set out in Table 21 .

23 There is no consistent policy with regard
to interest and non-interest bearing accounts,
as the following illustrations reveal :

• Atomic Energy of Canada Limited: -Mon-

eys received by the company through fi-
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Table 21- BANK ACCOUNTS - 1960 YEAR-END

BALANCES

Non-
Interest interest
Bearing Bearing Tota l

(thousands of dollars )

Canadian Arsenals Limited - 6,154 6,15 4

Canadian Commercial
Corp .

Northern Canada Power
Comm.

Canadian Overseas Tele-
communication Limited

National Capital Com-
missio n

Central Mortgage and
Housing Corp .

Canadian Broadcasting

523 1,949 2,472

2,892 2,892

- 1,594 1,594

1,150 94 1,244

- 1,060 1,060

Corp. 1,457 404

Farm Credit Corporation 1,873 100

Others (under $1 million) 266 2,974

1,861

1,973

3,240

5,269 17,221 22,490
Short-term deposits 10,662 - 10,66 2

15,931 17,221 33,15 2

nancial transactions during the normal
course of business are deposited in a special
savings account and are transferred to the
general bank account as required. Interest
is paid on the balance in the savings ac-
count at the rate of 13/4% per annum .

• Canadian Arsenals Limited : -All moneys
are deposited in bank accounts on which
no interest is earned . In 1958-59, the total
amount on deposit did not fall below
$1,150,000 and, in 1959-60, the total did
not fall below $5,700,000.

• Canadian Broadcasting Corporation : -All
receipts are initially deposited in a savings

account, from which transfers are made to
operating accounts as required . The mini-
mum book balance in the savings account
in 1958-59 was $978,178 and, in 1959-60,
it was $1,456,771 . Interest on the balance
in this account is paid at the rate of 23/4% .

Central Mortgage and Housing Corpo-
ration:-The Corporation may have book
overdrafts but actual bank overdrafts are
avoided . Advantage is taken of the time
required to clear cheques under the Cana-
dian banking system, although at year-
end sufficient money is deposited to cover
all cheques issued and outstanding at that
date, including those cheques issued by
field offices.

• Farm Credit Corporation : -Under the ex-
isting banking arrangements, no interest
is earned on the first $100,000 on deposit,
interest being paid on the balance at the
rate of 1/2 of 1% per annum . Notwithstand-
ing this low interest rate, the Corporation
earned bank interest of approximately
$12,000 in 1960 .

• National Capital Commission : -Interest at
the rate of 13/4% is earned on only one bank
account . Moneys supplied by the Govern-
ment of Canada for the operations of the
Commission are deposited in this account
and are transferred to a general account
as required .

The present inconsistencies merit attention .
Greater use of the provision in the Financial
Administration Act that permits surplus funds
to be deposited with the Receiver General
should be considered .

Investment of Surplus Funds of crown Cor-
porations

24 The Crown supplies a large portion of
the funds of Crown corporations . This may
take the form of an investment in their capital
stock, interest-bearing loans or non-interest
bearing advances . The Receiver General is
authorized by votes included in the annual
Estimates to advance these funds out of the
Consolidated Revenue Fund . The Statement
of Assets and Liabilities as at March 31, 1961,
shows an amount of $3,627,733,196 as loans
to, and investments in, Crown corporations .

25 Many of these corporations also derive
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Table 22-INVFSTMENT OF SURPLUS FUNDS OF GOVERNMENT CORPORATION S

Corporation
or Agency

Atomic Energy of Canada. .
Canadian Arsenals Limited
Cdn . Commercial Corpor-

ation . . . . . . . . . . . . . . . . . .. . . . . . . . . . .. . .
Nat . Capital Commission . .
Nat . Harbours Board . . . . . . . .
Northern Canada Power

Comm . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Cdn. Overseas Tel . Corp . . .
Cdn. Broadcasting Cor-

poration. . . . . . . . . . . . . . . . . . . . . . . . . .
Central Mortgage and

Housing Corp . . . . . . . . . . . . . . . . .
Eldorado Mining and Re-

fining Ltd. . . . . . . . . . . . . . . . . . . . . . . . .
Export Credits Insurance

Corp . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Farm Credit Corp . . . . . . . . . . . . .
Northern Transportation

Co . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Custodian of Enemy Pro-

perty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

SUMMARY-

On
Deposit

with
Rec . Gen .

3,000

3,32 1

9,000

625

15,946

Particulars

Free Cash
and Liquid Asset s

On
Deposit
with
Banks

Treasury
Bills

Gov't
Bond s

($ Thousands )
(1959 or 1960 Financial Year Ends )

648
6,154

3,275
1,209

2,892
1,594

1,861

1,060

8,174

409
1,973

1,772

218
1,91 3

33,152

2,00 0

2,69 1

592

3,985

186
20

3,864

499

426

Gov't .
Bonds

59,98 6

1,48 7

74

10,829

1,457

13,71 7

4,000
102

23,845

Segregated Cash
and Securities

Cash

1,994

6

2,426

3 3

123,294

Othe r

780

366

1,146

Free Segregated Total

($ Thousands )

Cash-
On deposit with Receiver General . . . . . . . . . . . .. . . . . .. . . . . . . . . . . . . . . . . . . . 15,946 - 15,946
On deposit with banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,152 2,426 35,578

Treasury Bills . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,829 - 10,829
Bonds . . . . . . . . . . . . . . . . . . . . . . . . . .. .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23,845 123,294 147,139
Other assets . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. - 1,146 1,146

83,772 126,866 210,63 8

63,27 5
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funds from retained earnings and from re-
serves set up as charges against earnings but
not requiring the expenditure of funds ; for
example, depreciation reserves.

26 Although these funds are normally avail-
able for corporate purposes, in two major
instances funds have been segregated by the
corporation concerned . The National Har-
bours Board segregated almost $60 million

and invested this amount in government
bonds at the end of 1959 as security against
the reserves for replacement of capital assets,
fire and general insurance, workmen's com-
pensation, and special maintenance . The
Canadian Overseas Telecommunication Cor-
poration segregated a lesser amount and
placed it in the hands of a trustee in order to
provide for actuarial deficiencies in certain
pension funds.

27 Funds may also be derived from charges
to the public which are excluded from earn-
ings . For example, Central Mortgage and
Housing Corporation charges insurance fees
on most mortgages and sets them aside in
special funds invested in cash, bonds of or
guaranteed by the Government of Canada,
mortgages and real estate.

28 Certain corporations are required by
their incorporating acts to remit all or a por-
tion of their earn ings to the Receiver General
of Canada, after provision has been made for
specified reserves . Otherwise the provisions
in the sections of the Financial Administra-
tion Act set forth in paragraph 21 govern the
disposition of surplus funds . Table 22 illus-
trates the amounts of free or segregated cash
and other assets, at the end of the 1959 or
1960 fiscal year-end of the corporation con-
cerned .

29 The practice of investing surplus funds,
whether segregated or not, in bonds of or
guaranteed by the Government of Canada is
of questionable wisdom . Funds on deposit
with the Receiver General would provide the

same security and even greater liquidity, since .
fluctuating market values would have no effect.
Provided the rate of return allowed by the
Department of Finance is comparable to that
which could be earned on bonds, no loss of
income would be suffered . Furthermore, since
greater centralization would eliminate the
present segregation of responsibility for in-

vesting these assets, better debt and cash man-
agement would be possible, and the public
debt of Canada would no longer be over-
stated .

Cash Managemen t

30 Management of the debt of Canada re-
quires special skills, centrally applied. Never-
theless, although corporate agency manage-
ments in most cases are not likely to be spe-
cialists in investing funds, they should beable
and be expected to manage the cash needed
for their current operating requirements.

31 Investigations indicated, however, that
only some Crown corporations use cash
budgets which project month-end cash posi-
tions . This deficiency should be remedied if
the corporations are to utilize their cash ef-
ficiently . All cash, surplus to these operating
requirements, should be placed on deposit
with the Receiver General at a reasonable
rate of interest, or be utilized to reduce ad-
vances on loans made by the government to
such corporations .

DEBT MANAGEMENT

32 Responsibility for managing the debt of
Canada is shared between the Department of
Finance and the Bank of Canada. Printing,
promotion and distribution costs of new is-
sues of bonds are met by the Department of
Finance out of an appropriation . The Bank
of Canada is recompensed for the cost of re-
deeming coupons, but the costs of the Debt
Service Division are absorbed by the Bank
itself. The salary cost of the Division amount-
ed to $1 .2 million in 1961 .
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33 There is considerable variation in the
costs of borrowing through bonds, treasury

bills and otherwise. Canada Savings Bonds
are undoubtedly the most costly of the forms
of borrowing by the government . Experience
has been that, being redeemable at par at the
option of the holder, over half the bonds sold
are turned back for redemption within two
years of their issue . The costs of selling, reg-
istering and redeeming these bonds plus the
interest paid thereon add up to an unreason-
ably high cost for what is in effect mainly
short-term money. The principal justification

for the issue of such securities is the encour-
agement of thrift, but your Commissioners
believe that the extra costs of raising funds in
this manner should be calculated and objec-

tively appraised .

REVOLVING FUND S

Introductio n

34 A revolving fund is a means of providing
cash to finance a cycle of operations. Initially,
the fund is established through a cash appro-
priation, a non-budgetary transaction . The

amounts expended from the fund are restored
thereto, either out of earnings from opera-
tions or by transfers from other funds, so
that the original capital of the fund is kept
intact .

35 A revolving fund is similar to an imprest
account but differs in that the balance does
not need to remain at a fixed amount . If a
$5,000 imprest account is set up, the amount
of vouchers, cash, etc ., on hand at any time
always totals exactly $5,000 . The balance in a
revolving fund varies from day to day but is
usually subject to a statutory limit .

36 Revolving funds are authorized through
an appropriation act or other statute, and the
original advances are authorized through the
Estimates . All revolving funds, except the
Royal Canadian Mint revolving fund, are
restricted in size by statute. In the accounts of

Canada, specific revolving funds are de-
scribed in a variety of ways, such as : accounts,
revolving funds, reserves, working capital
advances, advances .

Operating Funds

37 Some revolving funds, which might more
appropriately be termed working capital funds
are established to take care of an operation
which is self-sustaining in nature . Operating
profits are usually transferred to budget rev-
enues or retained as additional working cap-
ital ; losses are usually voted from budgetary
appropriations. The principal requirement is
that the fund should be kept intact, being rep-
resented by cash, receivables, or inventory.

38 The following funds come within this
description :

Agricultural Commodities Stabilization Account
Agricultural Products Board Account
Agriculture Revolving Fun d
Canteen Revolving Fund - Penitentiaries
Customs and Excise Revolving Fund
Fisheries Revolving Fun d
Gold Purchase Account
National Film Board Operating Account
Post Office Revolving Fund
Public Archives Revolving Fund
Queen's Printer Advance Accoun t
Revolving Fund- Manufacture of Remembrance

Day Poppies
Royal Canadian Mounted Police Revolving

Fund
Silver Bullion Purchase Account and Various

Coinage Accounts

Operating statements for these funds are in-
cluded in the Public Accounts in various ways.
The year-end balances are listed, but some
are prepared on a cash basis and others on an
accrual basis, including accounts receivable

and payable . The extent of the detail given
for transactions during the year also varies .

Perpetual Inventory Account s

39 These funds are designed to finance in-
ventories and, accordingly, annual profits or
losses are not usually developed . The follow-
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ing revolving funds may be classified as per-
petual inventory accounts :

Blank Bond Reserve
Industrial and Stores Account-Penitentiaries
Maritime Marshland Rehabilitation Administra-

tion-Stores Accoun t
Prairie Farm Rehabilitation Administration-

Stores Accoun t
Stores Account-National Parks
Stores Account-Transport

All transactions in these accounts are record-
ed at cost . Statements are included in the
Public Accounts, except for the Blank Bond
Reserve, although the detail and manner of
presentation vary .

Advance Account s

40 These revolving funds are made up of the
total of advances of a specified type, out-
standing at any particular date . The follow-
ing come within this category :

Board of Grain Commissioners -Canadian
Government Elevators

Veterans Land Act Housing Account
Working Capital Advances-Posts Abroad ;

Departments of Citizenship and Immigration
External Affairs, and Trade and Commerce (3
funds )

No details of transactions in these accounts
are given in the Public Accounts, although
the contents of the year-end balances in the
"Working Capital Advances - Posts Abroad"
accounts are provided .

Defence Production Revolving Fund

41 The Defence Production Revolving Fund
cannot be classified as an operating fund, a
perpetual inventory account, or an advance
account . Although purchases and sales are
recorded in the Fund, profits or losses are
seldom recorded in the open account . The
profits are accumulated in a separate account,
"Reserve Arising from Trading Operations,"
which is not included in the Public Accounts .
The balance in the Revolving Fund is said

to represent net expenditure but, as at March
31, 1961, this included both inventory items
and advances to Canadian Arsenals Limited .

42 A statement of the transactions in the

Revolving Fund is not included in the Public
Accounts, although details are prepared from
accounts maintained on an accrual basis to
show the standing of the Fund as at the year-
end. The information provided in the Public
Accounts is in comparative form .

Control over Revolving Funds

43 In Canada, the only information on re-
volving funds appearing in the Estimates
relates to changes in the maximum permitted
balances, changes in the purposes of the funds,
or the introduction of new funds, i .e., where
circumstances necessitate an appropriation of
funds or a change in statutory authority . If
Parliament and the Executive are satisfac-
torily to appraise the activity carried on with-
in revolving funds, the Estimates should in-
clude budgets for each operating fund .

44 The Public Accounts should present the
results of transactions in revolving funds in a
consistent manner, preferably, where appli-
cable, on an accrualbasis in comparative form.

Advantages of Revolving Funds

45 Greater use of revolving funds for oper-
ating activities would be advantageous . First,
a clear presentation of profit or loss would be
provided . Business-type budgeting and re-
porting, including balance sheets, are natural
corollaries of an operating fund system . Sec-
ond, the extent to which the operation is
financed from general taxation would be
more readily determined . Third, manage-
ment would tend to become more cost-con-
scious . Fourth, since only the net cost is
controlled, there would be greater flexibility
in operations . Finally, receipts and expend-
itures would not be distorted, since the re-
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volving fund expenditures are stated on a
net basis in the budget totals . With a revolv-
ing fund arrangement, the actual cost of an
operation or a service would be stated in the
budget .

46 Greater use of revolving funds to finance
inventories would also produce better ac-
counting for such inventories . Estimates con-
trol would be improved, since inventories
would not be available to absorb fluctuations
in cash requirements. One scientific depart-
ment with inventories valued at $3 .5 million
(compared with annual appropriations of $40
million) has not established a revolving fund .
Therefore, there may be significance in the
statement of this department that it has never
had to abandon a programme because of re-
ductions made by the Treasury Board in its
Estimates' proposals .

47 Revolving funds would also simplify cer-
tain problems now created by annual appro-
priations. Departments could not rush to
spend funds remaining at the year-end on in-
ventories, if charges to appropriations were
made at the time such supplies were con-
sumed rather than when they were paid for.
Departments operating in the north now have
to commit funds in the old fiscal year so as
to order materials in time for delivery after
the spring break-up . However, these funds
may lapse because delivery often cannot be
made until after the thirty-day period allowed
for charges to the old fiscal year has expired .
Many other advantages would be derived
from greater use of such funds and better
control would be obtained, particularly if
improved and consistent procedures were
developed for reporting the transactions with-
in such funds in the Public Accounts .
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AUDITING

INTRODUCTIO N

1 Government audits fall into two main
categories : external and internal. External
audits consist of an examination of records
at the office of a taxpayer or member of the
public. Such audits are made to ensure com-
pliance with legislation and regulations, and
to verify the correctness of claims . Generally,
any person designated by the minister for a
purpose related to the administration or en-
forcement of an Act has the power, at reason-
able times, to examine the necessary books,
records and supporting documents main-
tained by any individual or corporation .

2 Internal audits involve an examination
of records maintained by government em-
ployees, and are made to verify the accuracy
and credibility of government records, and
to appraise the efficiency of methods and
procedures . The authority of an internal au-

ditor to examine the records and supporting
documents of a department is given by the
minister and is not set out in any statute .
Internal audit groups normally report to
officers who, not being directly responsible
for the maintenance of accounting records,

can make an independent assessment of the
report .

3 The range of the work carried out by
government auditors varies widely from rel-
atively routine inspections of records, requir-
ing limited experience, to complex audits and
investigations which necessitate a high degree
of technical knowledge and proficiency.

EXTERNAL AUDITING

Departments Responsible

4 External Audits are conducted mainly by
the following departments an d agencies :

• Department of National Revenue ( Customs
and Excise Division)

The Excise Tax Audit Branch examines
the records of all firms paying sales and
excise taxes . The staff of 460 employees,
operating from 21 district offices, performs
periodic inspections of the records of ap-
proximately 40,000 businesses and verifies
the accuracy of the tax liabi li ty reported
monthly by each firm .
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The Customs Drawback Branch has 130
employees in 12 district offices verifying
claims submitted by taxpayers entitled to
a drawback of customs duties paid on
goods used in the production of goods for
export or for exempted uses within
Canada .

Department of National Revenue (Taxation
Division )

The 30 district taxation offices employ ap-
proximately 2,300 assessors across Canada .
These verify returns of income, gift and
estate taxes . Some returns are first exam-
ined on a mechanized basis at the Taxation

Data Centre in Ottawa ; the returns which
are not routine are reviewed by a desk
audit and by field examination of the tax-
payer's records .

Seventy-five employees, located in district
offices, verify the accuracy and regularityof
remittances made by employers who are re-
sponsible for withholding and remitting
taxes deducted from the salaries and wages
of their employees .

Unemployment Insurance Commission

The Audit Branch with 600 employees,
working in 131 offices, conducts regular
investigations of the payroll records of
400,000 employers in order to verify the
accuracy and payment of the liability, of
both employee and employer, for unem-
ployment insurance .

Comptroller of the Treasury

The Audit Services Division audits cost
contracts, special agreements and cost-
sharing programmes, both as a service to
departments responsible and as part of the
duty of the Comptroller to verify and ap-
prove expenditures . Many of the 300 au-
ditors are located in district offices across
Canada .

• Other Departments, Boards and Commis-
sions

The following boards and commissions

perform external auditing: Air Transport
Board, Board of Transport Commission-
ers, National Energy Board, Canadian Mar-
itime Commission, Dominion Coal Board,
and the Departments of Insurance and of
Labour . Their activities touch only a small
segment of the public . The work carried
out includes an examination to ascertain
either that prescribed regulations in regard
to standard accounting systems are being
adhered to and that the resulting financial

information is correct, or that claims for
subventions are correctly calculated . Exam-
inations are conducted on a regular basis
for those in the first category, and on a
claim basis for the latter. The size of the
audit groups in these agencies varies . With
the exception of the Department of Insur-
ance, which has 22 examiners, and the
Department of Labour, which has 18 offi-
cers, there are not more than five in any
of the other organizations .

Training

5 Training programmes vary among the
major audit groups . Approximately one-third

of the assessors of the Income Tax Division
of the Department of National Revenue and

almost one-half of the auditors in the Audit
Services Division of the Comptroller's office
have professional accounting degrees . The

staff of other audit groups may have exten-
sive experience, but few are professionally

trained.

6 Many audit groups have instruction man-
uals and are provided with circulars which
interpret the various statutes and regulations

to be enforced . Most departments provide
some supervised practical experience before

the auditor conducts an audit on his own .
Only a few conduct formal training courses

at the time of recruitment or provide later
review courses to bring their staff up to date

on new legislation or new developments in
auditing techniques .
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7 The auditors in all departments are rated
on their knowledge, performance and other
related factors at the end of the probationary
period and annually thereafter, as a basis for
salary increases and promotions . However,
there is no proper assessment of their tech-
nical knowledge, and in many cases salary
increases are granted as a matter of routine .
Examinations, conducted as an integral part
of training, and review courses would help
remedy this deficiency. Furthermore, the ma-
jority of auditors work independently, and
many have had little or no previous experi-
ence as external auditors . A high degree of
specialized knowledge, in both the adminis-
trative application of the statutes to be en-

forced and in proven audit techniques, is nec-
essary if a productive audit is to be ob-
tained .

Techniques

8 Present day auditing is based on test
checks of the records of a business, since it
is usually impracticable to carry out a com-
plete verification of all transactions . Con-
sequently, it is essential that tests be properly
determined and recorded for subsequent eval-
uation .

9 Professional auditing relies on properly
designed audit programmes to guide an au-
ditor on the type and extent of tests, the areas
to be covered, and to ensure that important
areas are not inadvertently overlooked . The
written programme facilitates the work of
subsequent auditors, and makes it possible
for a supervisor to assess the quality of the
audit conducted . Audit programmes are used
widely in the profession, regardless of the
past experience of the auditor, because they
provide a base upon which the good auditor
can rely in attempting to improve the exam-
ination .

10 Programmes are generally in use by au-
dit groups in government . However, the In-
come Tax auditors place little reliance on

formal programmes, and the programme of
the Excise Tax auditors, prepared in 1944,
is extremely general . Because of the limited
professional training of many government
auditors, all groups should place greater em-
phasis on the use and improvement of such
programmes so that all taxpayers will be sub-
ject to effective and comparable examination .

11 No standard set of working papers can

be prescribed for recording the knowledge
gained in the audit. However, like the audit
programmes, their preparation is beneficial
both to the reviewer and the succeeding au-
ditors. Many government audit groups were
found to be deficient in the quality and extent
of their working papers .

12 Time control is another device used by
the professional auditor to ensure effective
utilization of an auditor's time . Formal time
budgets, based on previous audits and the
nature and size of the activity, should be
prepared in order to effect a proper distribu-
tion of time and effort. Time control was only
on a general and informal basis in all groups
surveyed .

13 All audit groups prepare reports on the
completion of their examination, but no su-
pervisor can conduct a proper review of the
quality of the audit without adequate pro-
grammes, working papers and time budgets .
Furthermore, no adequate assessment of the
quality of the auditor and his competence for
further advancement is possible .

Interdepartmental Committee

14 Responsibility for improving present
training and procedures must vest with indi-
vidual departments . However, present audit
groups vary greatly in the quality of their
staff and techniques. Within each group there
are procedures of value to other groups .

15 Formation of an interdepartmental com-
mittee would provide many benefits and lea d
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to greater cross-fertilization of the best prac-
tices of all groups. Such a committee could
call on recognized professional groups to as-
sist it, and could take the lead in spreading
new ideas . It could also improve the present
inadequate communication and co-operation
among the various audit groups .

Combination of Audit Groups

16 Advantages will flow from the combina-
tion of various external audit groups only if
both the inconvenience to the taxpayer and
the cost to the government can be reduced.

17 However, there are certain difficulties in
combining audit groups . The auditing work
carried out by the major government depart-
ments, particularly for income and excise
taxes, requires a great deal of specialized
technical knowledge. This is not readily ac-
quired for, in addition to practical experience,
a thorough and continuing study of the ap-
plicable statutes and case law is necessary .

18 The frequency of visits to taxpayers by
government auditors varies . Income Tax au-
dits are irregular and are usually based on
the results of a preliminary review of the tax
return at the tax office, whereas excise tax
audits are made regularly . The co-ordination
of examinations would, therefore, be a dif-
ficult task . There is a close relationship be-
tween revenue administration and audit work
in all departments, involving interpretation,
policy and collection. Divorcing the two
would create administrative problems and
delays, and would subject the auditors to
control by several authorities. The training
of auditors in the complexities of several
statutes would be a major problem requiring
a lengthy period of time. Staff turnover would
become an even more expensive factor. More-
over, the taxpayer is more often inconven-
ienced by the delay in audits which may leave
him in a situation of uncertainty . Audits de-
layed too long may require the taxpayer to

produce explanations and records dating
back several years .

19 There is one area where a combination

of auditing duties would appear beneficial .
This is in the field of payroll audits by Income
Tax and Unemployment Insurance Commis-
sion auditors. At the present time, these au-
ditors work independently of each other. The
function of the Income Tax payroll auditor
is to visit employers and ascertain that all tax
deductions at source are being correctly made
and properly remitted to the government . The
Unemployment Insurance auditor verifies the
accuracy and payment of the liability, of both
employer and employee, for unemployment
insurance .

20 Essentially, these two groups are con-
cerned with verifying that proper deductions
are being made from employees' pay and
promptly remitted to the government . This
involves a check of the accuracy of deductions ;
a reconciliation of the deductions with the
remittances to the government ; and an exam-
ination of other records to ensure that all
employees are subject to deductions . The
technical knowledge required in each of these
fields is comparable and not as complex as in
other major auditing groups . It should also
be pointed out that employers who are not
remitting income tax payroll deductions are
probably in the same position with respect to
unemployment insurance deductions . Since
both the Income Tax payroll auditors and
the Unemployment Insurance auditors are
examining the same records for fundamen-
tally the same purpose, a combination is desir-

able .

21 The Unemployment Insurance auditors
are the larger group and already visit all em-
ployers . They should assume the responsibil-
ity of the payroll tax auditors . During their
regular examination, their audit work should
be expanded to include a test of tax deduc-
tions and remittances . In addition, it would
seem beneficial to include an examination o f
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problem areas, such as employee benefits .
This examination could probably best be done
on a discovery basis, with the results passed
to the Taxation Division for assessing or de-
termining whether any further specialized au-
dit work is necessary.

Auditing of Excise Duty

22 Excise officers are responsible for veri-
fying and collecting all Excise Duties, im-
posed mainly on distilled spirits, beer and
tobacco products . Control is also main-
tained over all factories which use alcohol
as an ingredient of their products . Verifica-
tion is performed by means of control over
the manufacturing or production processes,
but might be accomplished more easily using
normal audit methods .

23 The extent of control is dependent on
the product involved ; distilleries are subject
to the greatest control, and breweries and
tobacco manufacturers to the least . The con-
trol in distilleries involves numerous volume,
weight and strength tests, physical inventory
control during the maturing process, and
supervised bottling and storage until sale .
The main checks in a brewery are of the
strength and volume of the product. Tobacco
production is controlled by quantity and
weight tests .

24 These checks are conducted during the
actual production or manufacturing process
by almost 400 Excise officers who, in most
cases, are located in the plant. However, the
tests are not used to verify the company's
records . Instead, Excise officers maintain in-
dependent records of all transactions involv-
ing taxable products at each plant . These
records, required by regulations, are very de-
tailed and, in most cases, duplicate most of
the detailed production information which
the company itself maintains . The Excise
records are used to verify independently the
duty calculations and the regular operating
returns made by each licencee . A large

proportion of the time of Excise officers is
involved in maintaining these records .

25 Excise officers outside the plant at col-
lecting points also keep records of each li-
cencee's operations . These records are main-
ly of inventory volumes and are for reference
if the records maintained at the plants are
destroyed. They are also used to check the
operating returns prepared by the licencee .
Essentially the same records are again main-
tained by the Excise Check Branch in
Ottawa .

26 This somewhat archaic method of con-
trol over Excise Duty is unique, and should
be changed . It was instituted many years ago
when businesses subject to tax were operating
on a relatively small scale, and attempts to
evade tax were often encountered. The con-
trol is greater than that exercised over most
other forms of tax revenue, although Excise
Duty amounts to less than six per cent of
total government revenue . Since much of the
Excise officers' time is required to maintain
books of account, their function in many cases
is little more than that of bookkeepers .

27 It is difficult to justify the need for main-
taining independent records of each licencee's
operations . All tests should be verified direct-
ly to the licencee's records. This could easily
be done by marking the source document at
the time of count, weight or measurement,
and subsequently checking the entry to the
records of the taxpayer . The operating re-
ports prepared by the licencee could be
checked directly to the accounts which have
already been verified . This would result in a
reduction in the number of Excise officers and
the elimination of many records maintained
by them .

28 The similar records maintained by Excise
officers at the collecting ports and by the
Excise Check Branch are costly and of lim-
ited value. There is little need to check in-
formation which has already been completely

FINANCIAL MANAGEMENT 227



verified . The chance that company accounts
may be destroyed by an explosion or fire is
slight . Neither eventuality justifies the ex-
pense of maintaining multiple sets of control
records.

29 The Distillers Association has submitted
a brief to the government, outlining a system
which would alleviate the need for record-
keeping by Excise officers . This system is be-
ing tested on a trial basis and, if implemented,
should reduce substantially the work of the
Excise officers with no loss of control to the
government .

Access to Bonded Warehouse s

30 Another questionable checking proce-
dure involves the bonded warehouses which
are used by private individuals or companies
to store imported goods pending the payment
of import taxes . The maximum period for

which payment of duties may be deferred by
reason of storage in such warehouses is two

years . The warehouses are privately owned
and operated, and the owners are bonded.
All access points are controlled by dual locks
so that entry may be made only in conjunc-
tion with a Customs officer. In addition, com-
plete records of all goods in bonded ware-
houses are maintained in the various Customs
offices.

31 The payment of customs duties is ef-
fectively and adequately controlled, for the
owners of the warehouses are bonded and the
government has a record of all goods in
storage . The requirement that a Customs of-
ficer be present whenever a bonded ware-
house is entered is an additional control
which does not seem to be warranted .

INTERNAL AUDITIN G

Present Internal Audits

32 Internal auditing activities are carried
out in a number of departments and agencies

of government . Internal audits in the -Post
Office Department and the Canadian Broad-
casting Corporation were reviewed in making
the separate studies of these bodies . Certain
of the other major auditing activities are de-
scribed below.

The Department ofNationalRevenue (Taxa-
tion Division)

The Inspection Branch provides an inde-
pendent inte rnal audit of the operations
performed by each of the district taxation
offices . Regular examinations, based on au-
dit programmes, are conducted at each
office . These consist of a financial review, as
well as an investigation of administrative
practices and procedures . Reports are pre-
pared on each examination . There are 18
members of the Branch operating from a
central headquarters in Ottawa .

The Department of National Revenue (Cus-
toms and Excise Division )

The Inspection Branch conducts annual ex-
aminations at each customs port by means
of audit programmes which comprise a re-
view of financial operations and adminis-
trative procedures . Reports are prepared
on each audit . There are 65 officers in the
Branch, located at nine district offices
throughout the country . The general ad-
ministration of the Branch is conducted
from headquarters in Ottawa .

The Unemployment Insurance Commission

The Inspection Branch conducts regular
examinations of all Commission offices .
The investigations are mainly of an admin-
istrative nature, since benefit payments are
controlled by Treasury offices . Examina-
tions are based on questionnaire-type pro-
grammes and reports are prepared on the
results of each investigation . There is a
staff of 20, operating from headquarters at
Ottawa .

The Department of Transpor t

The Inspection and Audit Section, formed
in 1960, has responsibility for the majorit y
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of departmental revenue audits which were
previously conducted by the Comptroller

of the Treasury, Audit Services Division .
This change was considered advisable be-
cause the departmental travelling inspectors
who visited most of the offices covered by
the Audit Services Division were duplicat-
ing the work of that Division. It was also
felt that faster service could be obtained
from this change. Examinations, based on
inspection and audit guides, cover financial
aspects as well as a review of systems and
procedures . A report is prepared on each
audit.

The Department of National Defence

The Chief Auditor's Branch, with a staff of
83 at headquarters and in nine regional of-
fices, is staffed with civilians, and reports
directly to the Assistant Deputy Minister
charged with financial responsibility for the
Department. This audit group reviews, on
a test basis, the units of the various Services,
the laboratories of the Defence Research
Board and the accounts of certain con-
tractors working on defence contracts .

The Services also have their own auditors,
working under military supervision, who
inspect and audit stores, examine pay and
allowances, and audit non-public funds .

The Comptroller of the Treasury

The Audit Services Division, originally
formed to conduct the complex cost audits
previously described under External Audit-
ing, now carry out revenue and other in-
ternal audits at the request of departments .

Duplication in the Department
of National Defence

33 The Chief Auditor's Branch conducts be-
tween 450 and 500 audits each year . Generally
speaking, this group is looking for uneconom-
ical operations, inadequate control, faulty
provisioning, wasteful and improper expend-
itures and unauthorized transactions of any
kind . The methods follow those of a profes-

sional auditor in commercial practice . Tests
are performed to establish that the system
is working properly . Copies of most reports
are sent to the Auditor General .

34 The audits performed by Se rv ice audi-
tors often duplicate those of the Chief Audi-
tor's Branch . The Se rv ice auditors tend to
subject stock records and vouchers to a 100%
verification .

35 Steps have been taken recently by the
Services to reduce the extent of verification
where satisfactory systems of control are in
effect. They are aware of the duplication and
are now attempting to integrate their work
with that of the Chief Auditor's Branch . This
integration should be proceeded with as
quickly as possible .

Need for Internal Audits

36 Certain departments have found that in-
ternal audit services provided by the Comp-
troller of the Treasury are unsatisfactory be-
cause the staff of the Audit Services Division
is primarily concerned with its complex cost
audit assignments . In any event, internal audit
groups should be part of the departmental
team if they are to operate as an arm of man-
agement .

37 The use of internal auditing is an im-
portant part of effective management control
in industry . Control over accounting records
and other related financial aspects of a busi-
ness may be possible by an elaborate process
of checking and re-checking all transactions .
While this might be effective, the cost would
be prohibitive. A better procedure is to make
use of good internal control systems and veri-
fication by test audits conducted by compe-
tent internal auditors . This provides maxi-
mum control at minimum cost .

38 Present day administration, whether in
government or industry, faces many complex
problems. Due to the magnitude of opera-
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tions, management may be able to do little
more than formulate policies and procedures,
provide the machinery for carrying them out,
and review the results . This means that man-
agement must delegate responsibilities ; con-

trols must be formulated to safeguard this
delegation of authority ; and reporting pro-

cedures must be instituted so that manage-
ment is aware of what is happening at the

point of operation .

39 Internal audit groups are an invaluable
aid to departmental management in review-
ing the reliability and utility of financial and

statistical data ; the effective use of personnel
and facilities, and the safeguards against waste
and loss ; and in appraising employee per-
formance to ensure that it complies with pol-
icies and procedures established by manage-
ment .

40 In the light of your Commissioners' rec-
ommendations for delegating increased au-
thority to departments and agencies, internal
auditing assumes importance as one of the
essential tools for enabling departmental man-
agers to use their authority effectively .
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