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REPORT OF THE AUDITOR GENERAL

TO THE HOUSE OF COMMONS

FOR THE FISCAL YEAR ENDED MARCH 31, 1976
1

INTRODUCTION

1.1 The principal functions and responsibilities of the Auditor
General of Canada are set out in Sections 56 to 65, Part VII, of the
Financial Administration Act, R.S., c. F-70. His responsibilities in
respect of those Crown corporations for which he has been appointed
auditor are set out in Sections 76 to 78 of the Act. The relevant
sections of the Act are included as Appendix A to this Report.

In compliance with Section 61 of the Act, my Report for the
fiscal year ended March 31, 1976, is presented herewith.

1.2 My examination included general reviews of the accounting
procedures and such tests of accounting records and other supporting
evidence as were considered necessary in the circumstances. The staff
of the Audit Office was given full access to all vouchers, records and
files relating to the accounts of all departments, Crown corporations
and other agencies and was provided with all the information and
explanations required. I should like to express my appreciation and
that of my associates in the Audit Office for the co-operation
extended to us by officials of departments, agencies and Crown
corporations.

1.3 The financial statements of the Government of Canada for the
fiscal year ended March 31, 1976, which have been prepared by the
Receiver General for Canada in accordance with the provisions of
Section 55 of the Financial Administration Act and which appear in
Volume I of the Public Accounts of Canada, have been examined and
certified by me as required by Section 60 of the Act. These
statements and my certificates thereon are reproduced in Part 14 of
this Report.

1.4 Also included in Part 14 is a statement of the Exchange Fund
Account showing assets and liabilities as at December 31, 1975,
together with my Report to Parliament in accordance with Section 18 of
the Currency and Exchange Act, R.S., c. C-39.
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2

EFFECTIVE CONTROL OF THE PUBLIC PURSE:
A SITUATION FOR SERIOUS CONCERN

Conclusion and Opinion

2.1 I am deeply concerned that Parliament - and indeed the
Government - has lost, or is close to losing, effective control of the
public purse. I expressed that concern a year ago in my Annual

Report, stating that:

The present state of the financial management and control systems of
departments and agencies of the Government of Canada is significantly
below acceptable standards of quality and effectiveness.

I based that conclusion on a comprehensive examination of financial
management and controls in 28 departments and agencies of government.
The examination resulted in 34 recommendations for strengthening and
improving financial controls at the central government-wide level and
in hundreds of observations and recommendations at departmental and
agency levels. The findings and recommendations are described in
detail in the Supplement to my 1975 Report entitled "Report of the
Auditor General of Canada on Financial Management and Control
Practices within the Government of Canada".

2.2 During this second year of the massive special study of
financial management and control throughout the Government of Canada
which was launched in May 1974, our examinations have been concerned
mainly with the Crown corporations of which I am the auditor. The
findings and recommendations are contained in succeeding parts of this
Report. The conclusions can be summarized as follows:

In the majority of the Crown corporations audited by the Auditor
General, financial management and control is weak and ineffective.
Moreover, coordination and guidance by central government agencies of
financial management and control practices in these Crown corporations
are virtually non-existent.

2.3 The full results of the two-year study lead me inescapably
to the opinion that:

Based on the study of the systems of departments, agencies and Crown
corporations audited by the Auditor General, financial management and
control in the Government of Canada is grossly inadequate.
Furthermore, it is likely to remain so until the Government takes
strong, appropriate and effective measures to rectify this critically
serious situation.



2.4 In arriving at this opinion, I have given most careful
consideration to the supporting evidence, much of which follows in
this Report or can be found in my 1975 Report. The official
proceedings of the Standing Committee on Public Accounts from March to
June of 1976 contain additional important and relevant evidence. I
refer especially to those hearings at which the President, the
Secretary, and other senior officers of the Treasury Board
acknowledged, virtually without reservation, the existence of these
major deficiencies and weaknesses and outlined in general terms action
plans to correct them.

I have also been influenced in my opinion by the results of
monitoring and follow-up reviews that my officers have made both at
the central and departmental levels to ascertailn progress in
developing and implementing action plans to remedy these
unsatisfactory situations. Our follow-up reviews in the Treasury
Board Secretariat and in departments and agencies, conducted more than
a year after most of these situations were brought to the attention of
the government officials directly concerned, suggest in some cases a
failure to grasp fully the significance of the major deficiencies and
to identify effective ways of correcting them, coupled with a lack of
action or even of plans to remedy the unsatisfactory conditions. Most
disturbing of all: at the central level only a relatively minor
organizational change has been made and additional resources and man-
yvears commensurate with the needs have not yet been allocated to
ensure the restoration as soon as possible of adequate financial
management and prudent and effective control of public funds
throughout government.

2.5 In recommending much stronger Government action than
heretofore taken or announced to assure Parliament that public funds
are under effective control at all times, I should like to cite a
comment that I made on April 1, 1976, at a hearing of the Public
Accounts Committee:

I have not been persuaded that the requirements for good financial
management and control differ or need to differ at all in government
from any other corporation in the country, with this additional point
- that I think they have to be more stringent because in government we
are dealing with what I regard, in a sense, as trust funds which are
provided by the taxpayers of Canada to finance operations, whereas in
the private sector many times shareholders put up money knowing very
well that there is a major risk factor.

It is evident from the foregoing that I hold firmly to the
view that public funds are, in effect, trust funds and must be treated
accordingly. Financial controls and safeguards over funds in the
public sector should be at least as reliable and strong as those over
trust funds in the private sector.

2.6 My over-all conclusion and opinion, set out above, is based
on the breadth and depth of the financial management and control study
that my office, with the very substantial support of the Canadian



public accounting profession, conducted throughout government during
the last two years. More than 100,000 professional hours have been
devoted to the study by my staff and by more than 50 partners and
staff members of leading public accounting firms, most of whom were
loaned to my office from May 1974 to May 1976 under the Interchange
Canada Program of the Public Service Commission.

The study was conducted under the leadership of a
distinguished member of the Canadian accounting profession, Robert B.
Dale-Harris, F.C.A., a senior partner of a national (and
international) public accounting firm, and a former President of the
Institute of Chartered Accountants of Ontario. He was assisted by a
steering committee comprising partners of several national (and
international) public accounting firms. At the formal completion of
the study in May, 1976, Mr. Dale-Harris and five other partners of
firms, all of whom were intimately involved in the study, accepted my
invitation to become the Independent Advisory Committee on Financial
Management and Control Standards. In this way their valuable counsel,
based on their wealth of knowledge and experience in financial
management and control systems and practices in both the public and
private sectors, will continue to be available to me and to my senior
officers. The members of this Committee have authorized me to state
that they unanimously endorse and support my opinion on the current
state of financial management and control in the Government of Canada.

The membership of the commit tee is as follows:

Robert B. Dale-Harris, F.C.A. (Chairman) - partner, Coopers & Lybrand
N. Glenn Ross, F.C.A. (Deputy Chairman) - partner, Coopers & Lybrand
Thomas C. Dawson, C.A. - partner, Touche Ross & Co.

Glenn D. J. Grosset, C.A. - partner, Peat, Marwick and Partners
Ronald O. Moore, F.C.A. - partner, Woods, Gordon & Co.

Edward W. Netten, C.A. - partner, Price Waterhouse Associates

Possible Causes of the Present Unsatisfactory Situation

2.7 Two questions will undoubtedly occur to Members of
Parliament, to whom this Report is presented: What caused this
alarming state of affairs to develop? What can and should be done to
rectify it?

2.8 The answer to the first question must be based partly on
conjecture since our examination of financial management and control
systems and practices concentrated on the situation as it is and what
should be done to correct it rather than on how it developed
historically.

However, 1t seems clear that the present unsatisfactory and
vulnerable situation came about because certain key recommendations on
financial management and control made by the Royal Commission on
Government Organization (Glassco Commission) in 1962 were not
implemented. Perhaps they were not understood, although the
recommendations relating to the decentralization of financial
authorities were evidently understood and were fully implemented,
culminating in 1969 in the abolition of the Office of the Comptroller



of the Treasury (established in 1931 as a result of a concern by the
Government of that day that public moneys were not under effective
control). Unfortunately, the concurrent and equally important Glassco
recommendation that new counterbalancing controls be instituted and
that existing ones be strengthened was not implemented - certainly not
in the manner and to the extent visualized by Glassco. Thus, it is
apparent that the situation which now causes my concern has not
developed overnight. Control over public funds would appear to have
been deteriorating for at least the last 15 years.

2.9 Other factors that would appear to have contributed to the
inadequate financial controls that now exist are:

-An attitude (tempered to some extent during periods of constraint
such as at present) on the part of many managers at all levels that
funds are readily available and that they themselves are not
personally accountable for ensuring that public funds and assets
placed at their disposal are under strict control at all times and
that funds are expended prudently, economically, and with the utmost
concern that good value is received for money spent.

-A genuine and widespread lack of comprehension on the part of senior
officials of government as to what effective management and control of
public funds actually consists of.

-A lack of recognition by these same senior officials of the role a
senior departmental financial officer could and should play in
assisting them to administer with prudence, probity and economy the
public funds for which they are accountable and thereby manage more
effectively the organizations over which they have jurisdiction.

-An unawareness among deputy heads of the characteristics of a fully
qualified, thoroughly competent and experienced senior financial
officer and of the significant contribution such a person could make
as a full-fledged member of the organization's top executive team,
given properly defined responsibilities and adeqguate authority and
resources to carry them out.

2.10 It is perhaps natural that deputy heads have tended to rise
to their senior responsibilities in recognition more of their talents
as policy advisers than of their experience as administrators. Few of

them have had the opportunity or occasion to be trained in or to
become experienced with effective financial control systems. A senior
official told me recently that, for a good many years, recognition and
rewards in the federal public service have gone to those who could
devise ingenious new programs rather than to those charged with the
responsibility of restraining and controlling expenditures and
ensuring that good value is obtained for the money spent.

It is all the more surprising, then, that these men and
women have no single senior official acknowledged and designated as
the chief financial officer of the government to whom they can turn
for advice on the financial control and management of the very large
amounts of public funds for which they are accountable, for assistance



in selecting financial officers for their departments, or for guidance
on the responsibilities which they should expect these officers to
discharge.

2.11 Glassco looked to the Treasury Board Secretariat to
counterbalance the substantial delegation to departments of
responsibility for financial management and control. Significant
developments since Glassco affecting the responsibilities of the
Treasury Board and its Secretariat, include: - a more than fivefold
increase in the level of federal government budgetary expenditures
including old age security payments ($6.5 billion in 1961; $34 billion
in 1976);

-the introduction in 1967 of collective bargaining for the public
service and the assignment to Treasury Board of the responsibility for
its administration;

-the assignment to Treasury Board in 1969 of responsibility for
administering the official Languages Act and implementing the
bilingualism program in the public service;

-the growth in the staff of the Treasury Board (150 in 1962; 750 in
1976) and the correspondingly enormous increase in the
responsibilities, and demands on the time, of the Secretary of the
Treasury Board; and

-the relatively small proportion of resources and man-years devoted
specifically to the financial administration policy and evaluation
unit in the Treasury Board Secretariat (8 man-years in 1972; 10 in
1973; 10 in 1974; 15 in 1975; 35 in 1976).

2.12 The foregoing does not purport to be an exhaustive
description of the probable causes of the widespread weaknesses in
financial control but only of some that are obvious.

Basic Recommended Actions to Rectify the Situation

2.13 I turn now to the more important gquestion of what should be
done to restore effective control of the public purse to the
Government - and thereby to Parliament. My 1975 Report described in

detail many of my recommendations to attain this objective. These
were endorsed unanimously by the Public Accounts Committee in its
Sixth Report to the House of Commons under date of June 30, 1976 (See
Appendix F of this Report). Part 5 of this Report contains additional
recommendations based on the examinations conducted during this second
yvear of the financial management and control study and Part 4 reviews
what has been done to remedy the deficiencies reported last vyear.

Part 3 highlights the conclusions of the study and outlines the
essential elements of a good financial control system.

2.14 I believe there are two actions of paramount importance
which the Government should take to establish the foundation for an
evolution toward a completely satisfactory system of financial
management and control which would be fully compatible with



maintenance of the decentralized authority of deputy heads proposed by
Glassco. These recommended actions are:

(1) The establishment of the position of chief financial
officer of the government, preferably with the title Comptroller
General of Canada, with deputy minister status and a direct reporting
relationship to the President of the Treasury Board, and with duties
and authorities fully commensurate with the important responsibilities
of such a key position - a position which I rate, as do the members of
my Independent Advisory Committee on Financial Management and Control
Standards, as the most important and responsible financial executive
position in both the public and private sectors of Canada.

(2) The selection and appointment as the first Comptroller General of
Canada of a person with appropriate professional qualifications, with
a proven record of outstanding competence and achievement at senior
levels of responsibility, and with extensive experience as a senior
financial executive in a large-scale organization in either the public
or private sector. The appointee should have the sort of impressive
credentials and personal characteristics that will enable him to gain
quickly the confidence and respect of his Minister, of the Treasury
Board, of the Cabinet, of parliamentary committees, of his peers (the
deputy heads of all departments and agencies, and the heads of
partially or fully-owned and controlled government corporations), of
financial and accounting personnel throughout government who will look
to him for functional leadership including advice and guidance on
fInancial and accounting matters, of national professional accounting
bodies, and of the Auditor General and his senior officers.

Unless the Government responds positively to these two
recommended actions I am convinced that the present unsatisfactory
state of affairs will persist. Action on both recommendations -
especially the selection and appointment of a properly qualified
person to become the first Comptroller General of Canada - will lay
the essential foundation of a soundly-conceived program for restoring
effective control over public funds and assets, and for ensuring
probity, prudence and economy in their management. I am confident
that the Government, Parliament, and, indeed, all taxpaying Canadians,
will subscribe to these objectives.

2.15 To avoid any possibility of misunderstanding, I should
emphasize my belief that a fundamental restructuring of the Treasury
Board Secretariat is required. The functions relating to resource
allocation, personnel policy, administrative policy, and management of
the official languages program, would remain with the Secretary of the
Treasury Board or would be otherwise assigned as the Government may
decide. All functions relating to financial management and control
would be assigned to the Comptroller General of Canada, a deputy head
like any other but with a status comparable to that of the Secretary
of the Treasury Board. His responsibilities relative to other deputy
heads and his relationships with departmental financial officers are
described in Part 3 of this Report. His basic responsibilities world
include the design, development, implementation and monitoring of
adeguate systems and procedures to ensure that the form of the



Estimates provides a sound basis for the Government's budgetary
control system, that public moneys and assets are under effective
custody and control at all times, that accounting procedures and
financial reports throughout government (including the Public
Accounts) conform to acceptable accounting principles and standards,
that expenditures of public moneys are made with due regard for
economy and efficiency, and that satisfactory procedures measure the
effectiveness of programs where they could reasonably be expected to
apply. The responsibility for maintaining the central accounts of
Canada would be transferred to the Office of the Comptroller General
from the Department of Supply and Services where it is now located.

2.16 Because of the similarity of titles, some may mistakenly
think that in proposing the establishment of a position with the title
of Comptroller General of Canada I am advocating a return to the
highly centralized pre-audit type of accounting function carried out
by the Comptroller of the Treasury until 1969. This is not so. Such
a system would not work under present conditions. What I do advocate
is the type of financial control exercised by the chief financial
officer of virtually every business organization of any size in
Canada, or, indeed, throughout the world. In the larger multi-
division and multinational corporations, operations are usually highly
decentralized, just as they are in Canada's largest organization, the
Government of Canada. It is well accepted that financial control can
be fully effective in decentralized organizations, providing there is
a soundly designed, consistently applied and effectively operating
accounting and financial reporting system, under the over-all
direction of a thoroughly seasoned and competent chief financial
officer.

2.17 While I have emphasized that, in my judgement, the two
actions at the central level of government of establishing the
position of Comptroller General and appointing to it the right person
are of paramount importance in achieving the ultimate objective of
sound financial control throughout government, they should be
paralleled eventually in every department, agency and Crown
corporation that is accountable to the Government and to Parliament
for the effective and efficient management and control of public
funds.

Specifically, the senior financial officer, preferably
designated as the Comptroller (in combination, i1f appropriate, with
another designation such as Assistant Deputy Minister in departments
or Vice-President in Crown corporations) should have prescribed
authorities that are fully commensurate with his key duties and
responsibilities. He could report directly to the deputy head (of
departments and agencies) or head (of Crown and government-controlled
corporations). He should, ex officio, be a member of the top
management group (executive committee, management committee, etc.).
He should have the breadth of wvision to fully comprehend the content
and significance of existing policies and new policy proposals,
combined with the financial expertise and experience necessary for
rendering constructive advice to his deputy head and fellow members of
the top management group on how to make effective use of the



appropriate financial management techniques in administering
departmental programs. Thus, he should possess professional and
personal qualifications and senior financial executive experience that
are commensurate with his responsibilities and that will enable him to
enjoy the respect and confidence of the deputy head or head to whom he
reports, of his peers in the senior management group of the
organization of which he is the senior financial officer
(comptroller), and of the Comptroller General. Since it is critically
important that the right appointments be made to these key positions,
I would urge that, despite the pressing need for action to improve
financial management and control in departments, sufficient time and
care be taken to identify suitable candidates.

2.18 My views on these matters have already been stated clearly in
hearings of the Public Accounts Committee during March, April and May,
1976. Their restatement is intended to ensure that they receive
appropriate consideration in light of the conditions referred to in
this, my current Report to the House of Commas.

So far as I am aware there are no important differences of
opinion between senior government officials, on the one hand, and my
officers, my advisers and myself, on the other, as to the nature and
extent of the deficiencies and weaknesses in financial controls.

These have been acknowledged with few reservations on many occasions
in this Report, in my 1975 Report, and in the twice-weekly meetings of
the Public Accounts Committee from March through June, 1976.

2.19 But there appears to be an important difference of opinion
with respect to the basic recommended actions set out above that I
consider to be essential for correcting the situation about which I am
so seriously concerned. This difference of opinion was evident in
several of the hearings of the Public Accounts Committee during March
and April, 1976. Excerpts from two hearings of the Public Accounts
Committee are relevant. The first is a statement by the Secretary of
the Treasury Board at a hearing held on March 18, 1976:

The Treasury Board is the chief financial office of the Government of
Canada. I happen to serve as Deputy Minister of the Treasury Board,
and I have a responsibility, delegated by my Minister to me, to carry
out those functions, administrative functions, relative to that task.
But the Treasury Board i1s, to use an analogy, the chief financial
office represented here.

A Committee member asked the following question:

I think this is an important exchange. When you say the Treasury
Board is the chief financial office, I wonder if adequate
consideration has been given to pinpointing an individual just so we
can talk in normal business language-?

To which the Secretary of the Treasury Board replied:

Mr. Chairman, it may seem satisfying to do that but I have to deal
with reality in the sense that the Treasury Board is the group



responsible in the Government of Canada for the finances of the
Government of Canada, and I will not qualify that statement.

However, then one comes to the question: How does the Treasury Board
discharge that responsibility? It does so by appointing a Secretary of
the Treasury Board and I am responsible to them for that function.

So the second point is - I have to put it in my own terminology
because I think it is correct in terms of parliamentary language -
that I have simply a delegated responsibility and I am not independent
of the Government of Canada. I am the public servant.

Another member asked:
Do you not feel there should be a chief financial officer?
The Secretary of the Treasury Board replied as follows:

No, sir, I believe a government governs and the government is
responsible for doing so and is accountable to the country and it must
discharge that responsibility.

I say that very directly.

At a subsequent hearing of the Public Accounts Committee held on April
6, 1976, in response to a question by a member, I replied as follows:

I say on the record this morning - because this is perhaps our
last chance to put before this Committee the underlying reasoning that
went behind this major report. I can assure you that hours and hours
and hours were spent in debating these questions before we put them on
the record - I do have two further points. One, that this man (the
chief financial officer) should be the umpire, the umpire on which.

the government of the day can rely. He 1is an interpreter of
financial information; he is the man who has the responsibility of
ensuring that funds are under good control. I know what the
specifications are; we have tried to say them in paragraph 10.40 (of
the 1975 Annual Report).

I will go further and tell you that, in my judgement, if the
government should see fit at some future day to appoint a Comptroller
General of Canada, I can assure you that those responsibilities are
probably 10 times as great as those of the Auditor General of Canada.

I think every possible care should be taken to find the most
outstandingly competent man in Canada. When you realize, as Mr.
Martin said, that $40 billion is equivalent to probably the top 17
corporations in this country in their spending, it may give you some
perspective of how seriously I view this job.

2.20 Concerning this matter, the then President of the Treasury
Board, The Honourable Jean Chrétien, P.C., M.P., at a hearing of the
Public Accounts Committee and on other occasions, expressed some
concern about having two officials of deputy minister rank, the
Secretary of the Treasury Board and the Comptroller General of Canada,



reporting to him since important matters might fall between them and
thus be unattended. This is a natural and understandable concern on
the part of an exceedingly busy Minister discharging the onerous and
important responsibilities of President of the Treasury Board. With
respect, I have ventured the suggestion that the proposed dual
reporting arrangement be tried. If, after a suitable period, the
President of the Treasury Board considered it to be a less than
satisfactory arrangement, a different reporting relationship could be
introduced whereby the Comptroller General could report to a Minister
of the Treasury Board, other than the President, preferably one with
no other ministerial responsibilities.

2.21 On May 17, 1976, a question relating to this matter was
asked in the House of Commons by Mr. Alan Martin, M.P. (Scarborough
West) as follows:

Mr. Speaker, my question is for the President of the Treasury Board.
In view of the recommendation implied by the Auditor General in his
report for the year ended March 31, 1975, and later enunciated by him
before the Standing Committee on Public Accounts, would the minister
give very careful consideration to the establishment of the position
of chief financial officer within the framework of the Public Service
of Canada, the position to have express responsibility for overseeing
matters relating to the adequacy of financial accounting and control
measures over the some $40 billion of annual revenues and expenditures
involved in the current operations of the government?

The Honourable Jean Chrétien, P.C., M.P., then President of the
Treasury Board, replied as follows:

Mr. Speaker, as everyone knows, we studied thoroughly the Auditor
General's recommendations which we all accepted, except two. As
concerns the position mentioned by the honourable member, I am
prepared to consider it favourably. There is a problem of
organization within the government. We strongly intend to establish
the required mechanisms to the satisfaction of the Auditor General,
and I think that with respect to this particular matter, the Treasury
Board and the Auditor General will finally find a common ground.
However, it is a problem of governmental organization and we may not
be able to meet all the requests of the Auditor General, but if we can
meet them in a proportion of 98 per cent, as we did until now, I think
it is a good average.

2.22 It is evident from the foregoing exchange that at the
ministerial level the issue remained open at that time and, so far as
I am aware, has not yet been finally decided by the Government.

Under the circumstances, attaching as much importance as I
do to the appointment of an appropriately qualified person to the
position of Comptroller General of Canada, I consider it is my duty to
set out the matter clearly in this Report.

2.23 Adoption by the Government of my recommendations for the
creation of a position of Comptroller General and appointment of the



right person to fill it will not ensure that all of the complex facets
that make up a sound financial management and control system will fall
into place immediately and automatically. However, the establishment
of the position of Comptroller General with requisite authorities and
responsibilities, desirably reporting directly to the President of the
Treasury Board, and above all else the appointment of the right person
to the position and the allocation of adequate resources to enable him
to tackle his formidable task with confidence and vigour, will lay a
firm foundation for achieving the ultimate goal of a truly effective
system. By these actions the Government, Parliament, and the people
of Canada, can receive assurance that the public purse will once again
come under effective control.

I mentioned earlier that it appears that effective control
over the public purse has been deteriorating steadily for up to 15
vears. With the type of action that I recommend, backed up by a full
measure of support from the Government, I am confident that, even in
such an enormous and complex organization as the Government of Canada,
many of the basic weaknesses can be corrected within a reasonable
period of time - say two years - and that more fundamental
improvements such as an effective budgetary control system and much
better financial information for managerial, governmental and
parliamentary purposes can be introduced progressively. 1980 seems to
me to be a reasonable target objective for the accomplishment in large
measure of most of these goals if the program is developed with the
necessary expertise, pursued with real thrust under strong leadership,
and given unstinted Government support.

2.24 Due to the highly unsatisfactory state of financial control
throughout government to which I have directed the attention of
Parliament in my 1975 Report and in this Report, I consider it my
professional duty as a responsible servant of Parliament to increase
still more substantially the professional resources of my Office in an
effort to counterbalance to some extent the deficiencies and
weaknesses that have been disclosed, discussed, reported to the House
of Commons and acknowledged by the Government. Mindful that some of
the largest frauds ever uncovered have been perpetrated because of
weaknesses in financial and audit controls in computerized data
processing, I recently launched a comprehensive special study to
evaluate the effectiveness of computer controls in all departments and
agencies of government and in the Crown corporations of which I am the
auditor, where electronic equipment processes data used for financial
and accounting purposes.

2.25 It is clear to me that the Government and its senior
officials share the concerns I have expressed about the current
weaknesses and deficiencies in financial control. The Government's
actions since my appointment as Auditor General in July 1973 in
responding promptly and affirmatively to my requests to strengthen the
professional resources of my Office, the need for which is now so
clearly apparent, are tangible evidence of both the Government's
concern and its strong support of my Office. On no occasion has the
Treasury Board denied, altered, or reduced in any material respect my
submissions for additions to the senior executive and professional



complement of my Office, or for funds needed to raise professional
standards or to carry out special examinations such as the financial
management and control study and others dealt with in this Report.
Furthermore, I have been led to believe that most of the key
recommendations of the Independent Review Committee to strengthen the
independence and modernize the operations of the office of the Auditor
General are likely to be incorporated soon in a new Auditor General of
Canada Act. Through these actions I am greatly encouraged in the
belief that in 1978 the Office of the Auditor General will attain its
centennial year in the best position that it has ever been to fulfil
effectively its mandate to serve as "the watchdog of Parliament".

2.26 In 1973 at the time of my appointment it as Auditor General
I adopted a policy of directing promptly to the attention of the
officials concerned significant irregularities in transactions and
weaknesses in financial management and control procedures discovered
in the course of our examinations, together with an identification of
the causes of the deficiencies and recommendations for corrective
action, with a view to having such action initiated expeditiously. In
my Annual Report to the House of Commons both the deficiencies and the
remedial actions taken or planned are to be reported, thus
facilitating the work of the Public Accounts Committee.

This practice was later endorsed in the Report of the
Independent Review Committee on the Office of the Auditor General and
is being followed consistently. In accordance with this policy, the
comments, observations and recommendations in this Part of my Report,
as well as those in the following two Parts (3 and 4), have been
reviewed in detail during September and October in a number of
discussions with senior officials of those central agencies most
directly concerned. Also, early in September, I brought these matters
to the personal attention of the then President of the Treasury Board,
The Honourable Jean Chrétien, P.C., M.P., and shortly thereafter to
the personal attention of The Honourable Robert Andras, P.C., M.P.,
the present President of the Treasury Board.

The officials concerned, and both Ministers, have assured me
that they share fully my concern about the present state of financial
management and control in the departments, agencies and Crown
corporations audited by my Office. They have indicated that positive
and significant steps will be taken to rectify the situation in a
context compatible with related aspects of administrative
accountability by officials. I understand that an announcement of the
actions to be taken will be made as soon as possible after this Report
has been tabled in the House of Commons. This response will be
welcome because it is only with the strong support of the Government
and the continuing co-operation and vigorous action on the part of the
senior officials directly concerned that the current unsatisfactory
conditions can be rectified.



3
KEY ELEMENTS IN CONTROLLING THE PUBLIC PURSE
Introduction

3.1 This Part of my Report provides an outline of the key
elements of financial management and control that should exist
throughout the Government of Canada, including the roles of the people
who are essential for their successful operation.

3.2 Before providing this outline, I believe it important to
state clearly the fundamental assumptions underlying the proposals for
improvement submitted by my Office after the second year of its study
of financial management and control in the departments, agencies and
Crown corporations of which I am the auditor. These are:

-Parliament is entitled to an informative plan for and accounting of
the funds it entrusts to the Government;

-parliamentary control of the public purse can be effected only
through the Government's own control;

-the size, complexity and dynamic nature of government today do not
permit management and control of its finances exclusively by central
agencies;

-better decisions will be made and funds will be managed more
effectively if reliable and timely information of the right kinds and
amounts is available at appropriate levels of management; and

-cost-consciousness on the part of program managers must be encouraged
and systems to promote this should be in place.

3.3 Forty-five years ago; the Government found that the
decentralized system of financial management and control then in
effect seriously undermined its ability and that of Parliament to
control the public purse. It took strong action, apparently effective
for a time, by:

-creating the Office of the Comptroller of the Treasury and placing
all accounting staff serving departments under his direction;

-centralizing in his Office all banking, cheque issue and accounting;

-recording potential expenditures, or commitments, in the accounts
kept by the Comptroller; and

-making all expenditure transactions subject to the pre-audit, or
review and approval in advance, of the Comptroller's officers.

These actions were followed by a strengthening of the Treasury
Board Secretariat and moves to standardize the classification of
information in both budgetary proposals and accounting reports so that
attention could be focused in Estimates review on increases over the



preceding year and budgetary control could be exercised in a routine
manner by comparing expenditures with allotments in the knowledge that
the information was both certain and consistent. The resulting system
of financial management and control relied on two central agencies:
Treasury Board and the Office of the Comptroller of the Treasury, each
an arm of the Department of Finance. It was so standardized that its
routine operations required personnel without extensive financial
skills and managerial experience. Moreover, at the time it enabled
Treasury Board to issue rules for departmental practices and enforce
them through the pre-audit of the Comptroller of the Treasury.

3.4 In 1960-62, the Royal Commission on Government Organization
(Glassco) focused attention on the need to dismantle this centralized
and restrictive form of financial control in favour of financial
management practices that give program administrators greater freedom
to react in a more dynamic fashion to changing conditions. This has
since been accomplished by devolving most financial responsibilities
on the deputy heads of departments, by transforming the Office of the
Comptroller of the Treasury into a central service agency, and by
emphasizing Treasury Board's more positive means of giving central
leadership through the budgetary process and statements of
administrative policy. The study of financial management and control
by my Office, however, shows that deputy heads have generally failed
to demonstrate that they appreciate the critically important nature of
their responsibilities for financial management and control; the
quality of the central services provided by the Department of Supply
and Services has not been equal to departmental needs; and Treasury
Board has become so preoccupied with its program review and resource
allocation roles that inadequate attention has been given to its other
financial management and control responsibilities. The Board's
Secretariat has not created the central systems needed for effective
budgetary control and has not caused departmental systems to adhere to
its financial administration policies.

3.5 Neither my 1975 Report nor this one proposes reverting to
the 1931 system which had obviously outgrown its usefulness many years
ago. Deputy heads must continue to have primary responsibility for
financial management and control within their departments, but they
require adequate systems and staff to do so. In addition, the
Government must have the central systems and staff it requires to
discharge its continuing responsibility for safeguarding its
collective interests and those of Parliament through giving
leadership, direction and support in financial matters to deputy heads
and their staffs.

3.6 The system of financial management and control that the
study indicates is needed can only be as effective as the people who
design and operate it. Therefore, this Part of my Report seeks to
explain the system in relation to the joint roles of the Treasury
Board Secretariat and a proposed new officer, the Comptroller General
of Canada, in enabling the Government to discharge its collective
responsibilities. This Part also examines the role of the senior
financial officer of a department who might desirably be designated as
Comptroller (with the added designation Assistant Deputy Minister
where appropriate). It should be understood that the relationship



between the Comptroller General, the Government's chief financial
officer, and departmental comptrollers, the chief financial officers
of departments, would be quite different from that which existed
between the Comptroller of the Treasury and chief treasury officers in
departments between 1931 and 1969. Although attached to departments,
the chief treasury officers performed responsibilities assigned by law
to the Comptroller of the Treasury, not to deputy heads. Since
primary responsibility and accountability for financial management and
control now rests and should remain with deputy heads, departmental
comptrollers must be part of their staffs, having only a functional
relationship to the Comptroller General. The use of the title,
comptroller, for these officers is intended to explain their roles,
not to suggest any diminution in the authority and responsibility of
deputy heads.

The proposal in last year's Report for unifying central
responsibility for financial management and control in a single
central agency refrained from describing explicitly the nature of the
central agency and the relationships of its head to the government, to
other central agencies, and to deputy heads and their financial
advisers, since there appeared to be substantial agreement between
senior government officials and my Office on the magnitude of the
problems and on the urgent need for remedial action. The remedial
actions to date, as described in Part 4, have convinced me not only of
the need for a Comptroller General, but also of the need to explain in
this Report both his role and those of departmental comptrollers. It
will be seen that these roles are significantly different from those
performed until 1969 by the Comptroller of the Treasury and his chief
treasury officers in departments.

The Need for a Financial Plan

3.7 Planning takes many forms in the Government of Canada and no
element of financial management receives more attention. But, instead
of being the cornerstone of the system for managing and controlling
financial resources, 1t is a separate process primarily designed from
the departmental viewpoint to obtain additional resources and from the
central viewpoint to allocate available resources. The resulting
documents are inadequate as action plans since they do not describe
what is to be done, who is to do it and what resources are required
for the purpose. Thus, managers lack the direction and commitment
required, and there is no means of holding them accountable by
comparing their actual performance in relation to plans. Under the
present system there is little need for financial officers to be
intimately involved in either central review or preparing plans in
departments since production of a plan that can be used in managing
and controlling resources is a secondary objective and one that, if
done well, might conflict with the main objective of obtaining or
allocating additional funds.

3.8 Until a decade ago, the Estimates were prepared primarily by
objects of expenditure which identified what needed to be acquired in
terms of human resources, materials, services and capital goods.
Financial officers compiled such Estimates either by asking each
organizational unit to specify its requirements or by asking those



responsible for acquiring the resources centrally to forecast them on
an aggregate basis. While this form of planning gave little guidance
as to why resources were needed or how they were to be used, it had
some effect in limiting and controlling expenditures since there was a
high degree of certainty as to what resources the money was to be
spent on and who had the responsibility for acquiring them.

During the late 1960s, the Treasury Board quite rightly sought to
improve this process. The steps it took undoubtedly made the process
more useful for the strategic planning purposes of determining how
much money should be spent and how it should be distributed. This was
accomplished by introducing an additional step, known as the Program
Forecast, six months in advance of the Estimates as an opportunity to
review new programs and settle on total funding levels. At the same
time the information in both the Program Forecast and the Estimates
was consolidated into fewer programs with an activity analysis
supplementing the object-of-expenditure information which was
consolidated at that time. The Program Forecast procedures have
deficiencies -such as the failure of the Government and senior
departmental management to give adequate guidance to those below - but
the main criticism is that this strategic planning process has not
been followed up by the type of operational and financial planning
that would provide a basis for measuring management performance.

3.9 The Program Forecast should continue to be the primary
responsibility of the Treasury Board Secretariat and planning units in
departments. However, once broad objectives and the amounts of
resources to be provided are settled, departmental managers should
prepare operational plans which should be translated into financial
plans by their supporting financial staff. On behalf of their deputy
heads, departmental comptrollers should examine these plans in detail
to ensure that:

-wherever possible, objectives are expressed in an operational manner
and identify expected outputs;

-output volumes are forecast and their costs estimated so they provide
reliable targets for management efficiency; and

-resource requirements are carefully determined with due regard for
economy and their availability.

This process should result in realistic Estimates, acceptable to
management, and specific enough to provide an adequate basis for
budgetary control through financial reports which show the performance
of individual managers and analyse the causes of deviations from plan.

3.10 The role of the Comptroller General of Canada should be to
see that departmental systems function in this fashion, and to examine
the Estimates of departments, not from a resource allocation point of
view since this should remain the responsibility of the Treasury Board
Secretariat, but to make sure that the underlying systems reliably
reveal planned efficiency and economy and that detail is adequate
enough for subsequent analysis of variations between actual and
planned results.



The Treasury Board Secretariat, as part of its review of Program
Forecasts, Estimates and program proposals, will require financial
data for analysis. The Comptroller General's staff should be able to
support the Secretariat by providing and evaluating basic data.

Hearings of the Public Accounts Committee this year indicated
dissatisfaction with the Estimates information submitted to Parliament
and showed the desire of Members to receive much more specific
information about departmental plans. Improvements in this area are
the responsibility of the Government. The Comptroller General of
Canada, through his review of departmental financial plans, should be
able to propose to the Treasury Board how the information submitted to
it can be adapted and summarized in the Estimates to satisfy
parliamentary needs.

Central leadership is required to create a budgetary plan that
meets the needs of the Government and ultimately of Parliament. The
Government, in delegating financial authority must prescribe the form
in which budgetary information is submitted by departments, and how
historical data are reported for budgetary control and analysis. As a
senior official of the Government, the Comptroller General would
ensure that the Government's needs are met. It is my responsibility,
as an officer of Parliament, to work with him to identify Parliament's
information needs and endeavour to see that they are met.

3.11 This vear's study of Crown corporations audited by the
Auditor General points up sharply the need to provide much more
adequate financial plans to Parliament and to the Government so they
can be examined in relation to the Government's plans as a whole and
so there will be a clear understanding of what corporation managements
expect to achieve with the resources granted to them or derived from
their own operations. The form of disclosure of these plans to the
Government should be the responsibility of the Comptroller General and
my Office should continue to point out where their disclosure to
Parliament is not sufficient.

The Need for Budgetary Control

3.12 Traditionally, Parliament has controlled government spending
by imposing annual limits on expenditures for purposes specified in
appropriations. The Government subdivides these appropriations into
allotments to make more specific the uses to which funds may be put.
To ensure that appropriation and allotment limits are not exceeded,
there is still a statutory requirement to record potential
expenditures (commitments) in the accounts so that the annual limits
on cash disbursements are not exceeded.

3.13 Last year's Report questioned whether such a system can be
fully effective in view of the dynamic and on-going nature of most
departmental activities, and the lead time necessary to implement most
government programs. It suggested that budgetary control could be
maintained more effectively at the central and the departmental levels
through financial reports that regularly compare planned and actual
expenditures and performance. Such systems, while endorsed in recent



Treasury Board policies, have never been effective due to the broad
and incremental manner in which budgets are compiled, and also to
centralized, cash-based financial reporting systems which neither
produce financial data permitting comparison of planned and actual
results nor incorporate the operational data which are necessary for
its interpretation.

Since an effective budgetary control system is essential in any
sound system of financial management, its lack is the most significant
system deficiency indicated by my Office's two-year review of
financial management and control. Last year's Report proposed a
monthly government-wide report, based on an analysis of departmental
budgets and expenditures and the variances between them, so that
Treasury Board could take effective action to limit spending or to
utilize unneeded resources. In response, the Treasury Board Secretary
expressed concern that this would dilute the responsibility of
departmental management. This is not intended nor would it be the
result of the plan that is proposed. The responsibility of Ministers
and departments to Parliament is direct and they must remain
accountable for the way in which their responsibility and authority
are exercised.

3.14 It is fundamental to sound financial control that a
budgetary control system be operated by someone other than those who
propose or approve budgetary allocations. The Comptroller General of
Canada would provide the objectivity the Government needs since he
would not be directly involved in the resource allocation decisions.
Having responsibility for seeing that those decisions are translated
into a financial plan that states clearly the intentions of
departments and the expectations of the Government, he should devise
and monitor the operation of a system that reports actual performance
and that causes variances to be explained as due either to changes in
conditions and plans, or to quality of performance.

3.15 A central system of budgetary control can work only if it is
based on effectively functioning systems in each department and
agency. Therefore, it should be the responsibility of departmental
comptrollers to clarify plans and to interpret financial reports
within their respective departments. The Comptroller General of
Canada would rely on such departmental reports to provide the
information required for directing significant matters to the
attention of the Treasury Board.

3.16 The study of Crown corporations audited by the Auditor
General indicates a need within corporations and the Government for
the development and monitoring of similar systems.

The Need for Financial Reports

3.17 Traditional government financial reports were designed to
show disbursements and commitments in relation to the annual amounts
appropriated by Parliament so that the balances remaining in a year's
authority could be readily determined. This information was provided
quite readily by a central service agency since disbursement data were
available as a by-product of cheque issue. Even so, such reporting



systems were of limited value unless departments submitted accounts
promptly for payment and advised the central agency of commitments.

The Department of Supply and Services continues to provide most
departments with their main financial reports and these now usually
compare actual expenditures with those forecast for the same period.
Budgetary figures on the standard reports are generally derived by
prorating the annual Estimates over the year based on equal amounts
for each period or by using the pattern of expenditures of the
preceding yvear. Expenditure data consist of actual disbursements, plus
the few accruals that departments choose to put into the system in the
time available to them, presented in terms of responsibility and not
in terms of specific activities. Although these reports are of some
use to financial officers responsible for monitoring cash flow, they
are of limited value in measuring management's performance since
neither planned nor actual expenditure data reported provide a
reliable indication of what management has actually accomplished in
the period covered. Since these statements are seldom considered
fully appropriate by the managers of most departments, many are taking
steps to establish additional financial reporting systems of their
own.

3.18 Any significant improvement in the usefulness of financial
reports requires action to make planned and actual data more
comparable and more representative of the period they cover. A central
service agency will not be able to provide the type of reports that
departments and central agencies require unless the Comptroller
General and departmental comptrollers first ensure that budgetary and
expenditure data of the required type are available.

Departments and Crown corporations require strong comptrollers
capable of improving financial reports substantially and the
improvement must take place before managers are likely to be convinced
of their usefulness. The budgetary data must reflect their
operational plans for a given period, and appropriate accounting
procedures must be adopted to provide financial and operational data
which truly pertain to the period reported on. This objective is most
likely to be achieved if there is a Comptroller General with
responsibility to the Treasury Board for prescribing standards of
accounting and financial reporting which meet the needs of both the
Government and departments or corporations.

Financial reports containing only financial data will never
adequately measure management's plans or performance. Operational
data must be incorporated into them. At present many departments are
establishing separate systems for this purpose. However, separate
systems are usually uneconomical and operating managers may lose
confidence if there is any discrepancy in the information they
provide. Departmental, agency and corporate comptrollers and the
Comptroller General should have the skills to provide what is likely
to be the most useful financial and operational information, and the
objectivity to ensure that it is reliably and consistently displayed.
Once the chosen system i1s working satisfactorily, competing systems
should be abandoned with a significant saving in cost.



3.19 Parliament, as well as departments and the Government,
requires significantly improved financial reports. It now is informed
through periodic financial reports and the Public Accounts of Canada,
responsibility for which is shared by the Departments of Finance and
Supply and Services and the Treasury Board. Responsibility for these
financial reports should be undertaken on behalf of the Treasury Board
by the Comptroller General although he may wish to have a central
service agency continue to prepare them. My office would then have a
single government official to whom matters involving the adequacy of
financial information submitted to Parliament could be referred.

In exercising his responsibility on behalf of the Treasury Board
for the form of the Estimates, and of the Public Accounts, the
Comptroller General should ensure that these two documents will report
information in a consistent manner. The Public Accounts would more
successfully achieve its main purpose of providing an accounting to
Parliament and the public on how public funds are spent 1f significant
variances between planned and actual financial transactions and the
operations performed were explained. Parliament would then have more
useful data showing how Government policies are being implemented and
would thereby be in a better position to assess new financial plans on
the basis of past performance.

The Need for Financial Control

3.20 Parliament and the Government traditionally exercise
financial control over individual transactions by specifying in
statutes or regulations certain minimum standards of procedure and
propriety. Until 1969, these were enforced through the independent
pre-audit of the Comptroller of the Treasury. The fault with this
system was that it substituted for management's own judgment the test
of being able to get the transaction through an external agency.

Since 1969, deputy heads have had complete responsibility for
controlling the use of funds provided to them, within the rules
prescribed by Parliament and the Government. The financial management
and control study, however, found that controls were not being
rigorously applied and that application was regarded as a clerical
responsibility, not involving management or even senior financial
officers.

Effective control involves establishing a division of
responsibility and systems to ensure that the work of one person or
one element of a system is, without unnecessary duplication,
continuously and automatically checked by another. Many financial
officers have lacked the training and authority to establish such
systems, particularly when these involve operations outside their
immediate responsibility.

3.21 External review of departmental systems should be a
responsibility of the Comptroller General. He should be specifically
required to approve their principal internal control features as it is
better to avoid weaknesses than deal with them after they occur.

3.22 Effective control involves imposing checks on the way



managers exercise their authority. This is difficult since it
involves challenging what someone feels entitled to do. The staff of
the Comptroller of the Treasury had the necessary independence but to
such an extent that managers were often frustrated or unnecessarily
delayed. Those now performing such checks normally report to the
persons they check. Thus, the balance may have swung too far to
ensure effective control. This is why financial officers in a
department need to be able to look for guidance to a senior officer,
such as a comptroller, who can assist in resolving differences between
financial and operational staff and who can, 1f necessary, refer
disputes directly to the deputy head for resolution. Departmental
comptrollers, while owing their primary allegiance to their deputy
heads, must be able to look to a Comptroller General for functional
guidance.

3.23 The Government's guidance to departments would normally be
based on regulations and policies which the Comptroller General has
recommended to, and have been approved by, the Treasury Board. Deputy
heads normally would supplement these by issuing departmental
instructions on the recommendation of their comptrollers. In a
decentralized system of financial management and control, adherence to
these regulations, policies and instructions depends on the
reliability, integrity and competence of each person responsible for
exercising financial control. The Comptroller General and
departmental comptrollers must guard against breakdowns in controls or
laxity in their application through appropriate internal audit action
and other forms of review. Where financial officers fail to discharge
their responsibilities, this should be drawn to attention of the
managers to whom they report directly and be taken into account in
determining their future advancement as financial officers. The Public
Service Com mission has already taken steps to consult Treasury Board
on appointments of senior financial officers, If similar arrangements
are made to consult departmental comptrollers in making appointments
within departments, high standards will not only be prescribed, but
will be enforced.

3.24 The foregoing sections describe the roles of a Comptroller
General and departmental, agency and corporate comptrollers within a
system that would provide effective control of the public purse. The
essence of the Comptroller General's responsibility is that he should
be directly responsible and accountable for all financial information
systems designed for the use of the Government. This would give the
Government one officer to whom it could look for the integrity and
adequacy of the financial information that it receives. This would
not detract from the role of the Treasury Board Secretariat, but would
give it an associated office whose full time and efforts are devoted
to providing effective management and control of the public purse. In
keeping with the basic concept of all internal control that there be
an appropriate division of responsibilities, it would also provide the
Government with a separate source of advice within its own
organizational structure and control. This is not unlike the situation
in the private sector where chief executives and management committees
rely on a chief financial officer to inform and advise them
objectively on the financial consequences of the policies and programs
advocated by those with operational responsibilities.



3.25 Having a single senior government official who concentrates
his attention exclusively on financial control, accounting systems and
financial reporting and who is directly responsible to the Treasury
Board for the financial information communicated by the Government to
Parliament in the Estimates and Public Accounts would significantly
improve the effectiveness of my Office. My office, not that of the
Comptroller General, should ensure that the Estimates and the Public
Accounts satisfy Parliament's interests. Where there are differences
between the Office of the Comptroller General and my Office on how the
Government presents financial information to Parliament, these would
normally be resolved through discussions between our respective
Offices. TUnresolved differences would be reported in my Annual
Report, which is referred to the Public Accounts Committee. The
Comptroller General would then attend hearings of the Committee,
carrying on the practice recently established at the Committee's
request that a senior official should represent the Treasury Board
(and the Government) at all of its meetings.

3.26 I believe that Parliament and the people of Canada have the
right to sound information on planned and actual expenditures and that
the Government cannot afford the risk of being misled by the lack of
adequate and objective information. It is one thing to choose a course
of action for reasons of public policy, knowing that it is neither the
most economical nor the most efficient. It is another thing not to
have complete and reliable information on which to base a decision.
The latter is something no Government can afford. The role I am
proposing requires a high degree of professional expertise and
objectivity which can exist only if there are no conflicting
responsibilities. This explains why the personal qualifications and
judgment of the person appointed Comptroller General of Canada and the
responsibilities and reporting relationships of the position are
particularly important.



4

REVIEW OF ACTIONS ON REPORTED DEFICIENCIES
IN FINANCIAL MANAGEMENT AND CONTROL PRACTICES

Background

4.1 Monitoring activities Part X of my 1975 Annual Report
contained a summary of the observations and 34 main
recommendations of government-wide significance arising from the
special study of financial management and control. The
Supplement to the Report included comprehensive documentation of
these findings summaries of reports on each of the 28 departments
and agencies studied, and responses by deputy heads.

The Standing Committee on Public Accounts has reviewed the
observations and recommendations, together with the original and
updated responses by the Treasury Board and by the deputy heads
of several departments. In several appearances before the
Committee, I stated my commitment to monitor Government actions
to correct deficiencies and to report to the House of Commons on
any I felt were not satisfactory.

In August, 1976, my officers met Treasury Board Secretariat
officials to review their responses to the 34 main
recommendations and to ascertain the corrective action taken or
planned. Knowledge of departmental action was obtained through
the progressive introduction of systems-based auditing which is
becoming an integral part of audit programs.

This Part itemizes and comments on the actions taken or
planned by central agencies and by individual departments and
agencies.

4.2 Nature and purpose of the recommendations made by the
financial management and control study. The prime purpose of the
financial management and control study was to comply with Section
58 of the Financial Administration Act requiring me to satisfy
myself as to the adequacy and appropriateness of the rules and
procedures pertaining to the custody and administration of public
funds and assets. This was to enable my Office to determine the
reliability of the systems of financial management and control so
we could assess the adequacy of our audit examinations,
practices, professional resources and priorities. This reflects
a well-established principle of contemporary auditing that the
degree of reliance that can be placed on a financial control
system should determine the scope of audit examinations. The
effects of the study on the responsibilities of the Auditor
General of Canada were clearly stated in paragraph 2.8 of my 1975
Report.

Until it has become evident through follow up and monitoring by
my representatives that the measures applied by central and
departmental management to correct the deficiencies in the



financial and accounting controls have accomplished their
purpose, I cannot be completely satisfied, as the Financial
Administration Act requires, that the rules and procedures
applied are sufficient to control adequately the accounts
relating to the Consolidated Revenue Fund and to public property.
Consequently, in accordance with the precepts of good auditing,
I consider it my duty to increase our audit tests and monitoring
activities materially in order to counteract, to some extent at
least, the shortcomings in internal accounting and financial
controls the study reveals.

4.3 The recommendations, which just as appropriately could
have been called conclusions, aimed at highlighting for the House
of Commons and the Government the principal areas of concern
which were described in greater detail in the Supplement to the
1975 Report. Although the Supplement mentioned corrective
actions that might be appropriate, the recommendations
intentionally focused on the problems to be resolved so that
attention would not be diverted to debating the way to do it.

Similarly, recommendations to deputy heads, also reported in
the Supplement, were worded to focus on the principal areas of
concern, the departmental staffs having been provided with the
detailed findings and suggestions for corrective action.

4.4 Sequence of events. The financial management and
control study began in September 1974. The findings of the first
wave of 14 departmental studies became available from November
1974 and those of a second wave from April to August 1975.

During that period, my Office had the full-time assistance of 34
partners and managers from 16 firms of chartered accountants
under the Interchange Canada Program of the Public Service
Commission.

4.5 Mid-way through the first year of the study the results
were analyzed and a summary of significant government-wide
findings was prepared. Due to their serious nature the
preliminary findings were shortly thereafter made available to
several senior officials so they could initiate corrective action
as soon as possible and also so any error of fact in the findings
could be corrected. In July 1975, a draft of the report on the
study was provided to these same officials followed by a final
draft in September. This was included in my Annual Report which
the Minister of Finance tabled in the House of Commons on
December 9, 1975.

4.6 In February 1976 Treasury Board Secretariat officials,

for the first time, indicated orally that they disagreed with two
of the 34 main recommendations and had qualifications concerning

a further 10. There was no indication at that time of corrective
action in response to the 22 agreed recommendations.

4.7 In March 1976 the Standing Committee on Public Accounts
began examining the findings on financial management and control.



The President of the Treasury Board appeared before the
Committee and indicated that the chief means by which the
Government would take action to remedy deficiencies was by
creating a new branch of the Treasury Board Secretariat to be
responsible for all financial administrative policy matters. He
confirmed in the Committee that the Government was substantially
in agreement with recommendations made by the Auditor General.
He went on to state that:

Our endorsement alone, however, will not resolve these issues,
many of which have concerned us for some time. It is clear that
a great deal of time and effort must be dedicated by the new
Financial Administration Branch of the Treasury Board Secretariat
to the further improvement of the financial management processes
of the Government of Canada. Given the size, complexity and
unigue nature of the organizations that comprise this entity, it
would be foolish for me to pretend that the changes that we seek
to bring about can be implemented overnight. The major limiting
factor will be the shortage of qualified financial administrators
who have a sound practical knowledge and experience of government
financial legislation, regulations, systems and procedures. The
availability of staff with such knowledge and experience is a
basic prerequisite for the successful implementation of revised
policies and procedures. Those members of the Committee with
experience in matters of this nature will no doubt acknowledge
that the implementation phase is always the most difficult part
of any management scheme.

We must therefore seek to recruit and train such staff and this,
of course, must be accomplished within the government-wide
resource constraints that are now in force. It will not be an
easy task and, when combined with the plans to implement the
approved recommendations of other studies and reports such as the
Study of the Accounts of Canada, and the Report of the
Independent Review Committee on the Office of the Auditor General
of Canada, it presents a formidable workload for the new
Financial Administrative Branch. I have every confidence,
however, that it will be accomplished efficiently and
effectively.

4.8 At subsequent meetings of the Public Accounts
Committee, Treasury Board Secretariat officials identified and
briefly explained the recommendations with which they disagreed
and those with which they could only express qualified agreement.
As to the gqualifications, the Secretary of the Treasury Board
said:

I accept all of them as real problems and all of them are
accepted as matters which deserve consideration ... I think many
of the qualifications could have been almost a foot-note to an
unqualified acceptance.

4.9 At Committee meetings in March, a meeting of Treasury
Board and Audit Office officials was proposed to review, the



issues underlying the recommendations and report back to the
Committee any issue where agreement had not been reached. For
this purpose, in early June the staff of the Treasury Board was
provided with a summary of the detailed proposals in the
Supplement. On June 21, 1976, the summary was forwarded by the
Treasury Board to the Chairman of the Committee as an attachment
to updated responses to each of the 34 main recommendations (see
Appendix H of this Report). To further assist the Treasury Board
Secretariat in planning corrective action, a 105-paragraph
schedule was made available, containing further observations on
the main recommendations which arose during the financial
management and control study.

Need for Stronger Central Direction

4.10 The situation in 1975. The Supplement to my 1975 annual
Report described the existing central agency responsibilities for
financial management and control:

- The Treasury Board Secretariat -

Program Branch, for resource allocation, budgetary control and
preparation of the Estimates;

Planning Branch, for a broad range of planning and evaluation
techniques, including performance measurement systems and
operational audit and for approving departmental plans for
financial organizations;

Personnel Policy Branch for payroll policy and systems;

Administrative Policy Branch, specifically through its Financial
Administration Division, for all other financial management
matters;

-The Department of Supply and Services, Services
Administration, for a wide range of prescribed and optional
services and control functions, including the processing of
financial transactions and payrolls, providing accounting and
financial reporting services, maintaining the central accounts of
Canada, operating the Consolidated Revenue Fund and preparing the
Public Accounts;

-The Minister of Finance, for determining the form of some
of the principal financial statements of Canada included in the
Public Accounts;

-The Public Service Commission, for recruiting and
appointing financial officers and for providing professional
development and training services.

Within this setting, deputy heads have primary responsibility for
the adequacy of financial management and control systems in their
departments.



4.11 The widespread and serious deficiencies in financial
management and control systems indicated an urgent need for
sustained co-ordination and leadership of the financial function
throughout government and led to the following comments in the
Supplement to my 1975 Report:

For financial controls to be improved in the manner envisaged in
this report, leadership is required from a central agency.
Responsibility for central direction could continue to be
provided by several central agencies as at present, but it is
clear that, if controls are to be co-ordinated and present
deficiencies are to be remedied, responsibilities should be
unified wherever possible within a single central agency.
(Supplement, paragraph 10.14)

If the Treasury Board is to give stronger central direction,
responsibility should be unified at some point other than the
Secretary himself, since the Secretary's many other important
responsibilities make it unlikely that he will be able to give
financial management and control the attention they require.
(Supplement, paragraph 10.19)

4.12 Response of the Government. This recommendation for
clarification and unification of responsibilities in a single
central agency wherever possible was included among those to
which the Government had given its ungqualified endorsement.
However, the original response given by the President of the
Treasury Board did not include among the responsibilities of the
new Financial Administration Branch the following
responsibilities singled out in the recommendation:

-advising on the form of the Estimates and the Public
Accounts;

-assessing departmental program and activity structures, and
cost and other measurement systems in support of them;

-—approving and monitoring depart mental budgetary control,
financial reporting and financial control systems;

-providing analyses of variances between planned and actual
financial performance.

These omissions are so significant as to suggest that this
might well have been listed among recommendations which received
qualified acceptance at that time. Some subsequent events
indicate that the nature and role of the Financial Administration
Branch will parallel more closely the recommended
responsibilities. The June response states that the Branch will
"ultimately" assume responsibility for the form of the Estimates.

Action is being taken to amend the Financial Administration Act
so that the Branch may assume full responsibility for the form of
the Public Accounts.



The major matters for which the Branch has no responsibility
include:

-program and activity structures;
- performance measurement systems; and

-budgetary control systems involving both central and
departmental analysis of variances between planned and actual
financial performance.

4.13 Organization and activities of the Financial
Administration Branch. At the beginning of the study in September
1974, the Financial Administration Division consisted of six
officers headed by a Director. Shortly thereafter an Assistant
Secretary, Financial Administration was appointed. By September
1975, the Financial Administration Division had 13 professional
staff and was divided into two groups, policy development and
policy evaluation. Since then, it has become a Branch headed by a
Deputy Secretary with plans for an ultimate establishment of
about 60 officers.

By September 1976, the Branch had increased its professional
staff to 19 made appointments to four of its nine senior
positions, and planned to add up to 16 more officers over the
next yvear. Difficulties are being experienced in finding
suitably qualified candidates. Since the Branch wants to ensure
that it develops its in-house capabilities to the maximum, plans
do not at present call for extensive use of professionals on a
short-term contract basis.

4.14 With its additional staff, the Branch has been able to
do more in those activities in which it has been involved in the
last few years. These include:

-assisting in drafting legislation (including a new
Auditor General Act);

-evaluating and interpreting legislation, regulations
and policies on financial administration;

-participating in studies of the financial reporting
and payroll systems operated by the Department of Supply and
Services;

-conducting evaluations of departmental adherence to
Treasury Board directives and guidelines on financial
administration;

-considering matters raised by the Office of the
Auditor General;

-lecturing at staff training programs of the Public



Service Commission; and

-developing and implementing its plan of organization,
preparing job descriptions and interviewing potential candidates.

4.15 New or substantially changed activities of the Branch
include:

-attending all meetings of the Standing Committee on
Public Accounts and, for the first time, representing the
Treasury Board Secretariat at hearings concerning other
departments;

-planning implementation of the interdepartmental Study
of the Accounts of Canada;

-advising on organizational proposals and resource
requirements for financial administration groups;

-participating in the selection of senior departmental
financial officers; and

-responding to requests for advice from financial
officers throughout government.

4.16 However, the Branch has yet to deal with many of the
specific recommendations of the financial management and control
study. The policies, directives and guidelines on financial
administration that existed when the study began remain unchanged
although a circular letter to departments asked them to advise
the Branch of any changes that should be considered.

Responses to Other Recommendations

4.17 Nature of the responses. A set of written responses by
the Secretariat to the government-wide recommendations followed
the encouraging comments of the President of the Treasury Board
before the Standing Committee on Public Accounts. These were
tabled at the last meeting of the Committee before the summer
recess. Since these responses are broadly worded, it is
difficult to assess the Government's intentions in each area. The
responses seem to break down approximately as follows:

-six recommendations where positive action is clearly
indicated but without any indication of its form or timing;

-16 recommendations where there appears to be agreement, but
no clear indication of planned corrective action; and

-12 recommendations where some disagreement has already been
expressed and there is no indication of alternative corrective
action.

4.18 The initial responses by deputy heads to the



departmental recommendations were encouraging to the extent that
they generally indicated that the areas identified were subjects
of concern which deserved and would receive attention. However,
subsequent follow-up indicated in many cases actions to date are
confined to further studies, formulation of plans, and
development of policies and manuals. Often, restraints of
government-wide systems are referred to where no action is
planned.

4.19 Undoubtedly, it is difficult to take corrective action
across the government, when so many departments and agencies are
involved, or for departments themselves to take unilateral action
in areas where central agencies are also concerned or where some
consistency among departments is required. Stronger leadership
is obviously necessary if the pace of implementation is to
quicken.

This leadership must now come from the Secretary of the
Treasury Board but the immense responsibilities that rest with
that officer make effective leadership of the financial function
difficult. The Deputy Secretary of the Financial Administration
Branch can co-ordinate the efforts of the several branches of the
Secretariat with respect to financial management and control, but
since each has a significant impact in financial control areas,
time is required to achieve the consensus that is necessary for
effective action.

4.20 It is evident from its responses that the Treasury
Board Secretariat tends to continue to view its role as a policy-
setting and evaluation group with little operational initiative
to cause things to happen. Financial officers at departmental
headquarters also view theilir roles primarily as policy
promulgation and advisory and they are not actively involved in
implementing or executing these policies. Unfortunately, the
lower levels where things are supposed to happen seldom have the
resources in numbers, training and experience to implement the
policies, or lack the authority to take corrective action where
headquarters or central and service agencies are involved.

In these circumstances, there is a tendency for each
department to proceed independently with its own plans, possibly
with conflicting or competing objectives and perhaps conscious of
the advantages of protecting or increasing its authority or
defending practices with which it is comfortable. Furthermore,
several departments are re-examining and redesigning accounting,
payroll, costing and financial reporting systems without clearly
understanding how the Department of Supply and Services plans to
improve its systems, and before the study of the form of the
Estimates has begun and the means of budgetary control have been
agreed on.

4.21 Many departmental and central agency responses report
that matters are under study. Most items have been studied
before, notably by the Glassco Commission and by subsequent



studies by Treasury Board and by departments independently. Most
Glassco conclusions are still relevant.

4.22 It is not practical or useful in this Report to analyse
the implications of each of the individual recommendations to
departments, their written or stated responses and their actions
to date. However, some generalized and specific observations of
particular importance to Parliament can be made usefully under
each of the main headings in Part X of my 1975 annual Report to
the House of Commons.

4.23 Estimates and Public Accounts. My 1975 annual Report
called for "a comprehensive study of the form of the Estimates
and the information submitted by each department and agency in
support of appropriation requests . . . to determine changes
needed to achieve better disclosure, as well as better control by
Parliament and by the Government of departmental spending in
relation to the appropriations provided." This recommendation
received strong support from the members of the Public Accounts
Committee who specifically suggested conducting the study in two
phases - the first to introduce any obvious improvements this
yvear and the second to initiate improvements over the longer
term. Improvements in the form of the Estimates and in the
information submitted by each department in support of
appropriation requests are of fundamental importance since this
is the basis for establishing the accountability of departments
to the Government and of the Government to Parliament. Although
the response indicated that there would be a study, it referred
only to the information needs of Parliament. As such a study
does not appear to be either under way or specifically planned,
it is difficult to know whether the control aspect of the
recommendation is being overlooked.

4.24 The Report also recommended that "a single central
agency should be responsible for the form of the Estimates and
the Public Accounts so that a more adequate and consistent
accounting can be rendered to Parliament." The Financial
Administration Branch has assumed responsibility for the form of
the Public Accounts, but the Department of Supply and Services
will remain responsible for their preparation. This transfer of
responsibility has little significance until it is combined with
responsibility for the form of the Estimates. While there are
plans to transfer this latter responsibility from the Program
Branch, the timing of the transfer appears to be uncertain (see
paragraph 4.12).

4.25 Allocation of resources. Recommendations under this
heading were designed to ensure that the products of the system,
the detailed budgets and the Estimates, would provide a sound
basis for clearly establishing accountability within government.
The recommendations focus on the need for the Program Branch to
take steps to ensure that:

-financial forecasts better reflect Government objectives;



—-financial forecasts and resource allocation decisions are
based on complete and reliable financial data; and

-uncertainties, technical problems or misunderstandings and
misdirected efforts are corrected through better communication of
reguirements.

4.26 The Personnel Policy Branch in conjunction with the
Public Service Commission took the positive step of proposing
policies and systems on human resource planning. When approved
and implemented, this will satisfy the need reflected in the
recommendation for improved recognition of personnel implications
in Program Forecast and Estimates reviews. The responses provide
little indication of any significant action in other areas.

4.27 Recommendations to departments and agencies focused on
the need to improve the communication of priorities, the quality
of information on which budgetary decisions are made, and the
review procedures including the review of revenue policies. There
has been limited remedial action. Treasury Board to date has done
little monitoring of departmental resource allocation methods.

At the departmental level there has been no noticeable increase
in the involvement of financial officers in the process and there
is little assurance that the information that departments provide
to Treasury Board and to Parliament results from systems and
procedures adequate enough to ensure its reliability.

4.28 Budgetary control. The recommendations on budgetary
control described in a government context the elements of a
conventional budgetary control system which are an essential and
integral part of the management process of any large and
successful organization. The need to decentralize management
responsibility and authority brings with it the need to establish
clearly the accountability of managers at the outset and to
maintain this accountability by a complete and continuing
analysis and by a comparison of actual to planned performance.
Once resources are allocated in a manner that reflects the plans
of the Government, budgets in appropriate detail are needed to
provide a reliable basis for measuring the accountability of the
responsible managers. A financial reporting system is then
required to reveal the performance of managers to their
superiors, to the Government, and ultimately to Parliament.

Existing systems usually do not attempt to hold managers
accountable in this manner. As long as Treasury Board adheres to
the philosophy stated in its response that such monitoring
systems might unduly restrict the freedom of managers to manage,
there is little to ensure that funds once allocated will be spent
as planned. However, the traditional systems of allotment control
and commitment control have proved ineffective as a means of
monitoring or controlling the rate of expenditure during the
program delivery phase, and as a means of establishing or
maintaining the accountability of managers.



4.29 The Treasury Board Secretariat is giving some
recognition to the need for improved financial information.
However, it has demonstrated reluctance to introduce systems that
may be interpreted as diminishing the authority of managers
within departments even though designed to hold the managers
accountable during the program delivery phase for what was
promised when resources were allocated.

4.30 Responding to similar recommendations to departments,
most deputy heads indicated they would be improving budgetary
control through better financial reporting, but that it would
take time to redefine programs and activities, to identify cost
elements, to prepare realistic operating budgets, and to
integrate these into their accounting systems. This matter is
unlikely to receive the priority it warrants as long as the
responsible central agency continues to be reluctant to introduce
a system of budgetary control.

4.31 Accounting systems. Studies were recommended of the two
major central systems of the Department of Supply and Services,
the financial reporting and payroll systems, and numerous
detailed suggestions were made to influence the direction of
these studies. Weaknesses in these systems have ramifications
which run through all other aspects of financial management and
control, and therefore these suggestions were made to ensure that
the purposes of the systems were not lost sight of in dealing
with problems of a technical nature.

4.32 In response:

-Departments have made some effort to improve the use
of financial reports and to eliminate duplications, and there is
a greater awareness of the need to integrate supplementary
systems with principal accounting systems. However, departments
continue to be dissatisfied with the financial reporting services
provided by the Department of Supply and Services and are
operating or developing reporting systems of their own.

-A study of the financial reporting system began in
June 1975 under the direction of the Financial Administration
Branch with staff from the Information Systems Division of the
Administrative Policy Branch and the Department of Supply and
Services.

-A comprehensive study of the payroll systems is now
under way. Three of the five phases of the study on payroll
systems have been completed, including the drafting of a policy
on the allocation of responsibilities. The Department of Supply
and Services i1s now standardizing and improving the processing of
payrolls.

It is likely to be some time before there is any significant
improvement in the quality of financial reporting and before most



systems are capable of supporting effective budgetary control.

4.33 Financial controls. Observations under this heading
summarized a great number of weaknesses involving the detailed
control of transactions and assets in departments and agencies,
the complex and uncertain sharing of responsibilities among those
involved, and the failure of departments to adhere to Treasury
Board policies. All illustrated a lack of respect for the
fundamental principle of internal control that duties should be
carefully segregated so that, without unnecessary duplication of
effort, one staff member or one element of a financial system
maintains an effective independent control on the integrity and
accuracy of another. Specific recommendations focused on
expenditure transactions, payrolls, revenues, accounts
receivable, inventories and the need for a central agency to
ensure adherence to acceptable standards.

4.34 The Treasury Board Secretariat confirmed that the
recommendations were consistent with existing Treasury Board
directives and guidelines and that its evaluation program
monitored adherence to these. Although this is true, the frequent
need to persuade departments to adhere to Treasury Board policies
indicates that stronger action may be required to ensure that
adequate standards of financial control are in effect throughout
the public service. This has been recognized by the evaluation
division of the Financial Administration Branch which now seeks
to identify significant examples of non-adherence to policy for
reporting directly to deputy heads.

4.35 Most departments have recognized the need to improve
controls on expenditure, payroll and revenue transactions and
over inventories and accounts receivable. Corrective action is
being taken where these controls involve the direct
responsibilities of headquarters financial groups, but it has
been considerably less successful where weaknesses involve
systems operated by other persons. For example, the Treasury
Board circular of March 1975, which stipulated that persons who
prepare payroll input should not receive and distribute payroll
cheques, is still not adhered to in some departments.

4.36 Internal audit. The principal concerns relating to
internal audit stated in the 1975 Report are that:

-some departments have no internal audit;

-internal auditors are often involved in other duties
which divert them from their audit responsibilities;

-coverage 1s not consistent or comprehensive; and

-staff is not sufficiently trained in or sufficiently
familiar with its responsibilities.

4.37 As a result of its own evaluation program, Treasury



Board agrees with the recommendation and its written response
indicates that the Financial Administration Branch will provide
advice and leadership in internal audit activities in
departments, and prescribe more comprehensive standards, for the
scope, coverage and effectiveness of such audits. To develop
these standards, the Branch recently initiated a study of the
internal financial audit function across the government. Also,
action is under way to recruit a senior officer to take
responsibility for internal financial audit. However, because
responsibility for operational audit remains with the Planning
Branch, this form of internal audit may not be adequately
integrated with internal financial audit.

4.38 Most departments have initiated action to improve the
scope and quality of internal audit but not to the extent that
this management and internal control tool deserves. Many have had
difficulty in obtaining adequate resources for this function at a
time of general restraint within the government.

4.39 Financial staff. Observations under this heading
focused on the lack of an identifiable, cohesive financial
community, and related staffing problems including:

-the number of diverse non-professional occupational
groups performing financial functions and the effect of
decentralizing financial responsibilities to the extent that many
financial functions are performed on behalf of program managers
by persons without adequate qualifications or training;

-the deficiencies and inequities in the financial staff
classification standards and their application, including the
failure of the personnel systems to recognize specialized and
professional financial qualifications;

-the high demand for financial staff caused by
decentralization and the resulting staff shortages, high
turnover, loss of continuity, and appointments to positions
requiring greater skills than the incumbents possess;

-the inability to recruit, train, develop and retain
qualified financial administrators; and

-the lack of central monitoring of the performance of
financial administrators and lack of guidance to departments on
the quality of their staff or applicants for financial positions.

The written responses indicate that the recommendation for a
comprehensive study to consider the advisability of establishing
a professional government accounting group has not been acted on,
because creation of such a group at this time might further
aggravate the shortage of financial administrators. No
alternative solution has been proposed.

4.40 A second recommendation called for a comprehensive



review to establish the need in government for financial
administration personnel by type and level and to develop a
program to alleviate the present shortage. The Chairman of the
Public Service Commission indicated to the Standing Committee on
Public Accounts in May that, since he had been advised of the
findings a year earlier, 500 new Financial Administrators (FIs)
had been appointed and 200 had transferred out of the
classification, for a net gain of 300, bringing the shortage down
to a normal 5% of the total positions. This favourable
information takes into account the positions for which the Public
Service Commission has been asked to make an appointment but it
excludes the more significant numbers of financial positions for
which responsibilities and position descriptions exist but man-
yvears have not been authorized within departments or where
departments have not yet requested Public Service Commission
action. The Public Service Commission has indicated that the
supply exceeds the known demands of departments for qualified
junior level financial officers and trainees, and that it has not
emphasized recruiting of intermediate and senior level financial
officers from the private sector since the demands of the
departments have been satisfied from within the Public Service.

The written response gave no indication that there would be
a comprehensive study of the recommended type which would take
into account such factors as the effect and extent of
decentralization in departments, the willingness of departments
to allocate new authorized man-years to meet their needs for
financial management and control, and future recruiting and staff
development plans.

4.41 Despite the situation stated above, departments still
report a serious shortage of qualified financial staff at all
levels, a high degree of turnover, and difficulties in obtaining
approval for man-years for the financial and audit functions.
Some departments tend to blame the Treasury Board for not
authorizing adequate staff levels although deputy heads have
discretion to allocate manpower within authorized limits.

4.42 The Financial Administration Branch has indicated that
it will assist the Public Service Commission in the training,
career development and appointment of financial officers. A
Director, Professional Development, has been appointed. The
Public Service Commission has undertaken to maintain an inventory
of all public servants with an accounting background. The Branch
is advising the Public Service Commission on senior appointments.
The Planning and Financial Administration Branches are
developing a new Government Expenditure Management course for
senior executives.

4.43 Responsibility for financial management and control -
thin departments. It was reported under this heading that:

-deputy heads have not recognized sufficiently the
extensive degree of their financial responsibilities;



-deputy heads have not had competent senior financial
officers reporting to them;

-senior departmental financial officers have not
usually given effective direction and guidance to staff
performing financial management and control duties within their
departments;

-the responsibility of financial officers for financial
controls has been narrowly circumscribed; and

-the Treasury Board has not been sufficiently involved
in the appointment of departmental financial officers.

4.44 Treasury Board Secretariat responses state that the
recommendations reiterate policy and that the policy evaluation
group of the Financial Administration Branch monitors adherence.
This overlooks the fact that compliance with existing Treasury
Board policy continues to be inadequate.

Treasury Board policy provides that the senior departmental
officer responsible for financial management and control should
report directly to the deputy head and be a member of the
management committee. Treasury Board policy does not reqguire, as
proposed in our recommendation, that "he should always have the
training and experience to act as the deputy head's adviser on
all aspects of financial management and control, and to provide
the necessary leadership to all financial staff in the
department." The policy evaluation teams have been reviewing and
accepting financial organizations where the senior financial
officer, in terms of experience and training, reports to other
officers with administrative or personnel responsibilities and
backgrounds. These situations should be unacceptable,
particularly in large departments such as National Health and
Welfare, where there are almost 100 persons in the organization
ranking equal to or higher than the most senior full-time
financial officer.

4.45 Recommendations called for a broader role within
departments for senior financial officers so that they could give
greater direction or guidance to all staff performing financial
functions. Of particular importance is the need for more active
involvement in maintaining budgetary control systems and in the
selection, training and evaluation of staff with financial
responsibilities, even when not directly under their supervision.

Many departments have designated a senior financial officer
in accordance with Treasury Board policy and some have appointed
him to the management committee. Financial officers have
generally been given an increased role in the traditional areas
of financial control, such as maintaining allotment and
commitment control and exercising payment authority, and are
becoming more involved in the control of revenues and



inventories. However, their role and involvement still have to
be strengthened in the financial management functions of resource
allocation and budgetary control where they tend to perform
limited service functions. Financial officers are displaying
more willingness to give direction and guidance to staff with
financial responsibilities throughout the departments, but this
frequently takes the form of financial manuals, with little
detailed direction or involvement in the operations and
performance evaluations of financial officers in the field

4.46 The last recommendation under this heading calls for an
appropriate central agency of government to assist the Public
Service Commission in all matters relating to training staff in
the financial area, overseeing their career development and
advising on their qualifications for advancement. The Financial
Administration Branch has assumed this responsibility and
arrangements have been made for the Public Service Commission to
obtain the advice of the Branch before making any appointments to
the senior financial officer positions in departments.

Findings and Departments and Agencies Studied in 1976
4.47 The second year of the financial management and control
study, focused mainly on Crown corporations audited by the
Auditor General, reported in Part 5, and on seven more
departments and agencies as follows:

Department of Indian Affairs and Northern Development

Department of Justice

Department of National Health and Welfare

Department of Regional Economic Expansion

Department of Secretary of State

National Film Board

Statistics Canada

Findings were similar to those in the 28 departments and

agencies studied in 1974-75. Appendix E is a summary of the
recommendations and observations for each department together
with the responses of the deputy head thereto.
4.48 The financial management and control study is
continuing on a reduced scale in 1976-77 to cover the remaining
agencies and Crown corporations audited by the Auditor General,
and the Territorial Governments.
4.49 Some significant initiatives have been taken in

response to the government-wide findings and recommendations of
the financial management and control study. Although commendable,



these steps are not adequate in relation to the scope and
significance of the deficiencies reported.

It is quite clear that despite the Government's
acknowledgement that deficiencies exist and that it wishes to
remedy them, corrective actions have been less than satisfactory
both at central and departmental levels. Remedial action
centrally has been greatest where the Financial Administration
Branch does not share responsibility with another branch of the
Treasury Board Secretariat. These are for the most part areas
where existing policies are generally satisfactory and needed
only enforcement. Similarly, remedial action within departments
has centred in areas where the senior financial officer has clear
authority to act. Where other organizations or field staffs are
involved, progress has been much more limited.

Thus, both centrally and within departments, little has been
done to improve the budgetary and budgetary control processes.
Here, responsibility is shared centrally by three branches of the
Treasury Board Secretariat and in departments financial officers
play a secondary role to planning officers. As a result,
financial officers at both levels have resorted to improving
traditional systems, such as commitment control, because progress
in introducing budgetary control systems of the type recommended
by the financial management and control study depends on the co-
operation of organizations primarily concerned with planning new
initiatives or allocating available resources. These
organizations tend to have little desire to become involved in
control matters.

Departments have also been restrained from taking effective
action to improve budgetary and budgetary control procedures
because of the major involvement of central agencies in these
processes. Major departmental initiatives in both areas require
greater knowledge of the future plans of the Treasury Board and
the Department of Supply and Services than is now available.

4.50 The key to more aggressive corrective action is
organizational. Unless a Comptroller General is created with
authority encompassing all aspects of financial management and
control improvements to the budgetary process which are essential
to significantly improved budgetary control and financial
reporting are unlikely to take place. While the Department of
Supply and Services is seeking to solve certain processing
problems, any major improvements to its systems will require
greater agreement on the uses to which its products are to be
put.

Organizational action at the central level should provide a
model for departments in establishing comptrollers with
appropriate authority. Once responsibility is clarified and
unified in a single central organization, action to establish
effective systems of financial management and control within
departments is likely to be more successful.



5

FINANCIAL MANAGEMENT AND CONTROL PRACTICES
OF CROWN CORPORATIONS

5.1 Most government activities fall within the departmental form
of organization. Although this uniquely governmental form could
encompass all activities, Parliament has authorized the corporate
structure for some to provide a significant degree of autonomy from
other governmental bodies and from the rules and regulations of
central agencies. In such cases, responsibility for operations is
delegated to corporate management and their financial practices are
modelled after the private, rather than the governmental, sector of
the economy.

This study examines the financial practices of Crown corporations
audited by my Office to determine whether the commercial approach
satisfies the needs of Parliament and the Government, which approve
the spending of public funds, and corporate management, to which the
money 1s entrusted. This study is not concerned with the choice of
organizational form for each government activity or a corporation's
operational relationships within the government as a whole. These
matters are essentially non-financial and therefore beyond the study's
terms of reference.

5.2 Crown corporations generally attempt to use financial
practices which measure profitability as in the private sector.
However, although profitability is critical to decision-making in the
private sector, the decisions of the Crown corporations studied
involve significant social, cultural and economic objectives beyond
those of the individual corporation. In achieving these objectives
they require substantial public financial assistance, and discharge
responsibilities similar to those assigned to departments.

This study concludes that:

In the majority of the Crown corporations audited by the Auditor
General, financial management and control is weak and ineffective.
Moreover, coordination and guidance by central government agencies of
financial management and control practices in these Crown corporations
are virtually nonexistent.

5.3 Among the findings:

-no central agency recognizes the need to identify all corporations
owned or controlled by the Government of Canada;

-commercial enterprises in the private sector of the economy are
subject to a greater degree of financial accountability than Crown
corporations;

-financial management and control is not a priority within Crown
corporations;



-the annual deficits and net debt of the Government of Canada are
substantially understated due to the manner of accounting for Crown
corporations;

-Parliament is presented with incomplete and fragmented financial
plans and inadequate financial reports; and

-financing practices would preclude evaluating management performance
even 1f central agencies had the responsibility to do so.

These deficiencies result primarily from the fundamental belief that
those financial practices which are recognized as necessary for
Parliament and the Government to control the public purse would
undermine the independence of Crown corporations.

This study, therefore, proposes actions aimed at producing a
blend of governmental and commercial financial practices that will
enable Parliament, the government, and the management of Crown
corporations to manage and control public funds properly.

5.4 It is recognized that, due to the truly commercial nature of
their activities, there may be some Crown corporations not audited by
my Office where the public interest can be properly safeguarded by
assessing performance through comparison with similar organizations in
the private sector. The study included only one corporation and its
subsidiary that falls into this category, therefore no attempt has
been made to determine the standards that should apply in such
instances.

5.5 The findings and recommendations emerging from this study
were conveyed in July 1976 to the central government agencies with
responsibility in the areas concerned so they could undertake remedial
action. Their response, conveyed to my Office through the Secretary of
the Treasury Board, 1is reproduced after paragraph 5.27 of this Part.
Brief summaries of the reports to the chief executive officers of the
individual Crown corporations, and their responses, are included in
Appendix D of this Report.

5.6 The responses from central agencies and from the chief
executives of the Crown corporations studied indicate general
agreement on the deficiencies and the courses of action proposed to
remedy them. The emphasis in this Report on actions by central
agencies should not be allowed to detract in any way from the primary
responsibility of corporate officers for their internal financial
management and control. Although the Report concludes that corporate
officers have not given adequate consideration to this important
aspect of their responsibilities, it i1s encouraging to report their
positive responses to the recommendations and the action some have
already taken to remedy deficiencies.

5.7 Subsequent sections of this Part include the significant
findings contained in the full report which is attached as Appendix C
and repeat in entirety the proposed courses of action. Chapter and
paragraph numbers are cited to facilitate locating material in the



appendix.

Creation and Classification of Crown
Corporations (Chapter II)

5.8 Creation of Crown corporations (paragraphs 2.2 to 2.12). The
government has invested public funds and acquired an ownership
interest in more than 30 corporations and corporate entities which are
not scheduled in the Financial Administration Act or included in
Volume III of the Public Accounts. Attempts were made to identify and
list all such corporations but due to the lack of a central focal
point, or a recognized need to identify these entities within the
government, the completeness of the assembled listing could not be
verified.

If the Financial Administration Act is to continue to serve as
the basis for parliamentary and governmental control of Crown
corporations it must embrace all government-owned and controlled
corporations. This will ensure that the government's ability to
monitor their performance is clearly defined and recognized by all
parties concerned.

All government-owned and controlled corporations should be
scheduled in the Financial Administration Act and subject to its
provisions.

5.9 Classification of Crown corporations (paragraphs 2.13 to
2.31). The Financial Administration Act has permitted the management
of Crown corporations a type of planning and accountability different
from that accorded other governmental organizations since their
characteristics were considered more similar to those of privately-
owned organizations.

This study, however, discloses that the characteristics of the
corporations examined are so similar to those of other governmental
organizations that the Act should be changed to differentiate between
these corporations and the truly commercial ones. Standards of
financial control can then be developed for each group to ensure that
Parliament and the appropriate central agencies of government receive
the information required to assess corporate plans and monitor their
performance.

The present classification of Crown corporations in the Financial
Administration Act should be re-examined and two different groups
should be created: one for all financially dependent corporations or
those carrying on operations of a governmental nature; the other for
all corporations meeting the test of financial wviability and carrying
on commercial activities. Since the nature of a corporation's
operations and its resulting need for financial independence can and
do change, the classification system should provide for regular
reassessment of each corporation to ensure that classifications remain
valid.

Budgetary and Accounting Consequences of



Crown Corporation Classification (Chapter III)

5.10 The Financial Administration Act classification of Crown
corporations now has no direct bearing on the Estimates and on the
Public Accounts of Canada since all Agency and Proprietary
corporations are treated as if they were not part of the government
for financial reporting purposes. The Estimates normally treat the
government's investment in and advances to these corporations as non-
budgetary transactions which results in these amounts being recorded
as assets in the financial statements of Canada.

This treatment is understandable where a corporation's activities
are nongovernmental in nature and the organization is financially
independent. But exclusion of government-type activities that call for
substantial financing from the public purse distorts the government's
budgets and financial reports since the accounting treatment depends
primarily on the organizational vehicle chosen to undertake the
activity rather than the actual use of the funds.

Crown corporations which carry on government-type activity, or
are financially dependent on the public purse, should be included in
the Government of Canada accounting entity:

-to be consistent with the basic concept of segregating governmental
from commercial activities undertaken under the auspices of the
government; and

-to provide for more informative disclosure of summary information in
the Estimates and in the Public Accounts so that these documents
display consistently all government-type activities financed out of
the public purse.

Forms of Corporate Financing (Chapter IV)

5.11 The various forms of government financing of Crown
corporations have evolved in an attempt to model them after the
private sector, apparently on the assumption that they can be validly
measured agailnst commercial entities.

Due to the nature of the operations of the corporations studied,
however, these forms of government financing as now applied preclude:

-identifying costs to be paid out of the public purse and those to be
borne by the users of the services; and

-assessing management performance.

5.12 Non-government loans (paragraphs 4.4 to 4.5). Although a
corporation may have valid business reasons for seeking non-
governmental sources of capital financing, this practice:

-results in the understatement of the net debt of the government; and

-creates commitments against the Consolidated Revenue Fund without the



specific approval of Parliament.

Crown corporation loan financing derived from external sources
should be restricted and where deemed necessary it should be subject
to appropriate parliamentary review through budget submissions.

5.13 Equity investment (paragraphs 4.6 to 4.8). The use of equity
financing by Crown corporations is undesirable since it often obscures
the actual costs of providing a service or provides opportunities to
defer parliamentary review of activities that are not financially
self-sufficient on a current basis.

The use of equity financing for Crown corporations should be
eliminated where practical.

5.14 Government loans (paragraphs 4.9 to 4.23). The Crown
corporations studied undertake activities that are primarily
governmental in nature. The form of the financing from Canada
therefore determines the division of costs between users and the
public purse since certain advances are expected to be recovered and
others are not.

The practice of granting loans to a corporation where there is
little or no prospect of recovery from the users of its services is
clearly undesirable since Parliament is not forewarned of the costs to
be paid out of the public purse until the corporation cannot repay its
loans. In addition, when advances which are in fact nonrecoverable
contributions take the form of a loan, the financial statements of a
Crown corporation are misleading.

If appropriate distinctions among contributions, loans and third-
party claims were adopted for and adhered to in the Estimates for
Crown corporations, management performance and the net cost of an
activity could be assessed in relation to original plans by referring
to the financial statements. In this manner, a corporation's
management could be held accountable for its success in attaining the
government's and its own projected targets concerning the cost of
providing a particular service. Crown corporations should be
financed so as to distinguish clearly between amounts to be recovered
from users or resulting in financial claims against nongovernmental
parties (i.e. loans) and those to be paid out of the public purse
(i.e. contributions). This distinction would be based on the
feasibility studies prepared by the corporation and approved by the
government.

Preparation and Government Review of
Crown Corporation Financial Plans (Chapter V)

5.15 Crown corporations use Program Forecasts primarily to
support later requests for appropriations in the Estimates.
Corporations not requiring new advances from the government or those
only requesting advances against statutory loan authorities normally
do not prepare Program Forecast and Estimates submissions. Capital,
and Operating Budgets when required, also do not adequately disclose



over-all corporate plans and all sources of expected funding.

5.16 Communication of government objectives and priorities
(paragraphs 5.11 to 5.13). Crown corporations are created in part to
attain a degree of remoteness from the political process; nevertheless
they remain instruments of government policy. This is especially true
for the corporations studied due to the significant proportion of
government financing they receive and the governmental nature of their
operations.

Several ways of advising Crown corporations of the government's
priorities now exist. These are often informal and their timing may
not coincide with corporate budgetary submissions. Thus, corporations
often make their own subjective assumptions concerning government
priorities.

Governmental objectives and priorities, detailed enough to
provide appropriate guidance, should be communicated formally to Crown
corporations on a timely basis.

5.17 Communication of requirements for budgetary submissions
(paragraphs 5.14 to 5.20). The form and content of budgetary
submissions are not prescribed for Crown corporations. Corporations
have only the Treasury Board Program Forecast and Estimates Manual to
use for this purpose and it does not recognize any differences between
corporate and departmental organizations and activities. As a result,
Crown corporations receive inadequate guidance on the nature and the
form of information required in Program Forecast and Estimates
submissions and none at all about requirements for Capital and
Operating Budgets.

Requirements for Crown corporation budgetary submissions should
be included in a Treasury Board manual. Specific information
requirements for individual corporations should be agreed among the
Treasury Board Secretariat, the appropriate minister and the
corporation, and once agreed, these requirements should be documented,
updated regularly, and referred to in letters calling for submissions.

5.18 Program Forecast and Estimates submissions (paragraphs 5.21
to 5.44). Central agencies and the Cabinet require information
concerning the over-all financial plans of Crown corporations before
allocating financial resources within the government. This
information is seldom adequately provided. Consequently, resource
allocation decisions involving Crown corporations must often be based
on incomplete and fragmented financial data.

Central agencies and ministers have to be informed of Crown
corporation financial plans to discharge their responsibilities
effectively under the Financial Administration Act. To accomplish
this Treasury Board should prescribe the financial and operating data
required to support Program Forecast and Estimates submissions by
Crown corporations.

Presentation of Financial Plans to Parliament (Chapter VI)



S.19 Crown corporation Estimates and Capital Budgets now form the
basis for parliamentary control, but they are not effective for this
purpose since:

-Crown corporations use the Estimates solely to obtain parliamentary
authority, not to disclose their plans for the fiscal year. The
Estimates exclude corporations not requiring appropriations and seldom
disclose all activities of those corporations included;

-Capital Budgets disclose a corporation's proposed capital projects
and expected sources of financing but the supporting information
provided is often so deficient that these documents are rendered
meaningless; and

-Estimates and Capital Budgets each contain a portion of a
corporation's plans but none presents a complete picture. As such, the
information these documents contain usually frustrates rather than
assists in understanding their activities.

The Estimates is the document most suited to provide disclosure
of Crown corporation plans to Parliament. Therefore, procedures should
be amended:

-to consolidate the Estimates and the Capital and Operating Budgets
into one comprehensive document; and

-to develop appropriate procedures for remedying the deficiencies in
the content of the information now available.

Once the Capital and Operating Budgets are fully integrated with the
Estimates, thereby providing detailed supporting information, separate
Capital Budgets would no longer be required by Parliament.

Budgetary Control (Chapter VII)

5.20 Central agency budgetary control (paragraphs 7.1 to 7.3). No
central agency now reviews the execution of approved programs to
ensure effective management of expenditures and achievement of the
objectives proposed by a corporation and approved by the government.

A central agency should be responsible for monitoring Crown
corporation financial results in relation to financial plans disclosed
in the Estimates. The agency should:

-require standard financial information from each corporation,
supplemented by additional information as required;

-obtain analysis of significant variances between actual and planned
expenditures; and

-prepare a monthly report based on the analysis of approved budgets
and expenditures, and variances between them.



5.21 Control of appropriations (paragraphs 7.4 to 7.11). The
Treasury Board Guide on Financial Administration does not deal with
the responsibilities of ministers and departments regarding control of
appropriations for their associated Crown corporations. Current
practices often do not ensure that funds are drawn or used for the
intended purpose and that the terms and conditions approved by
Governor in Council are complied with.

Procedures should be established to specify the documentation
required to support draw downs from appropriations and to clarify the
role of the appropriate minister.

5.22 Cash management (paragraphs 7.12 to 7.17). Although very
few of the corporations studied have large unused cash balances or
investment portfolios, this situation is not effectively monitored.

To ensure effective monitoring of Crown corporation cash
balances, formal written procedures should be prepared specifying the
nature of the information required and the form and timing of
reporting. The information reported should be verified periodically.

Financial Reporting to Parliament (Chapter VIII)

5.23 Corporate financial statements (paragraphs 8.6 to 8.11). The
form and content of the audited financial statements of many of the
corporations studied are unacceptable. This is evidenced by the fact
that 10 of the 27 audit opinions given to these corporations by my
office were qualified in 1976.

Crown corporations have little incentive to adhere to generally
accepted accounting principles or to improve financial reporting
practices; moreover, there has been no direction from Treasury Board
or any other central agency in this respect. As a result Parliament
cannot assess how well corporation management has exercised the great
degree of freedom granted to them in financial matters.

Treasury Board should issue and enforce directives requiring
Crown corporations to use generally accepted accounting principles as
laid down by the Canadian Institute of Chartered Accountants.

5.24 Financial disclosure in the Public Accounts (paragraphs 8.12
to 8.19). Due to the differing purposes of the three volumes of the
Public Accounts, Crown corporation financial data is now included in
each. Volumes I and II contain the financial information necessary to
explain the amounts appearing in the financial statements of Canada
but they lack appropriate detail and present corporate data in a
variety of methods. Volume III contains the individual financial
statements of more than 40 Crown corporations. Due to the number of
corporations included and the wide spectrum of their activities,
however, it is difficult for any reader to assess or to understand
their overall activities without appropriate summaries of key
financial data.

To assist Parliament in assessing both the individual and the



collective activities of Crown corporations:

-Volumes I and II of the Public Accounts should in