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REPORT OF THE AUDITOR GENERAL
TO THE HOUSE OF COMMONS
FOR THE FISCAL YEAR ENDED 31 MARCH 1989

Introduction

The principal functions and responsibilities of the Auditor General of Canada are
set out in the Auditor General Act. My responsibilities in respect to those Crown
corporations for which | have been appointed auditor are set out in the Financial
Administration Act. The Auditor General Act is included as Appendix A to this report
and the relevant sections of the Financial Administration Act as Appendix B.

The financial statements of the Government of Canada for the fiscal year ended
31 March 1989, which have been prepared by the Receiver General for Canada in
accordance with the provisions of section 64 of the Financial Administration Act and
appear in Volume | of the Public Accounts of Canada, have been examined by me as
required by section 6 of the Auditor General Act.

In compliance with section 7 of the Auditor General Act, my report for the fiscal
year ended 31 March 1989 is presented herewith.

As auditor of the accounts of Canada, including those relating to the
Consolidated Revenue Fund, | conducted such examinations and inquiries as |
considered necessary to enable me to report as required by the Auditor General Act.

With the exception noted below -- which is further discussed in Chapter 1 and
Chapter 6 -- departments, agencies, and the Privy Council Office provided my Office
with the information and explanations required to date, including Cabinet documents.

The Supreme Court ruled on 10 August 1989 that in the event of a denial of
access to information required by the Auditor General to fulfil his audit responsibilities,
the ultimate remedy provided in the Auditor General Act is to report to the House of
Commons. | am therefore again reporting that | have not received the information
needed to complete the audit of the government's expenditures related to the
acquisition of Petrofina Canada Inc.

In 1989-90 | planned to conduct a government-wide audit of expenses claimed
by ministers for government travel and their use of Administrative Flight Services -- the
VIP Fleet. Ministers are not required to submit or retain receipts for travel expenses.
Such an honour system is not susceptible to audit. However, Treasury Board advised
ministers that it would be prudent to keep receipts. The Government wrote to me
stating that even where receipts had been kept they would not be provided to my Office.

It also stated that information on the reasons for requesting the use of the VIP fleet by
ministers would also be withheld. Without this information | cannot verify that claims for
travel expenses were appropriate, that government aircraft were used for official



business, and that the charges, which vary by purpose, were accurate. | have therefore
decided not to proceed with the audit unless | get access to the necessary information.
Therefore, | am reporting here to the House of Commons that | have not received the

information needed to complete the audit.
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MATTERS OF SPECIAL IMPORTANCE AND INTERESTI1

MATTERS OF SPECIAL IMPORTANCE AND INTEREST

Main Points

1.1 The opening chapter provides the Auditor General with the opportunity to
introduce his report and discuss issues he believes to be of particular
importance. The chapter's overall theme is about managing public funds in a
time of restraint (paragraphs 1.7 to 1.15).

1.2 It begins with a discussion of the importance of accountability, stressing
that all who spend taxpayers' dollars must be answerable for how they spend them
(1.16 to 1.71).

1.3 This is followed by a section on access to information for audit purposes,
which focusses especially on the difficulties encountered in the audit of the
1981 acquisition of Petrofina (1.72 to 1.109).

1.4 The chapter then reports on the quality of information available to
Members of Parliament. It notes problems with sovereign debts and looks at
Canada's foreign exchange operations (1.110 to 1.137).

1.5 Achieving improved efficiency is the next subject discussed. The Auditor
General reports on some preliminary findings from his Office's ongoing study of
the efficient management of public resources; and he notes opportunities for
increased efficiency identified in this year's report (1.138 to 1.167).

1.6 The chapter concludes with a short section on the importance of people,
emphasizing the need for changes in the legislative and administrative framework
governing the management of people in Canada's public service (1.168 to
1.184) .Table of Contents
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MATTERS OF SPECIAL IMPORTANCE AND INTEREST

Introduction: Managing In a Time of Restraint

1.7 Managing public funds in an era of restraint. That's the theme of my
opening chapter in this, my ninth annual report to the House of Commons.

1.8 The government has committed itself to a reduction in the persistent
budget deficits of the last decade.

1.9 An essential dimension of deficit reduction is a tightening in the
resources available to departments and other agencies of government. Throughout
this report there are references to the ways in which departments are responding
to these limitations.

Four Elements. And One More

1.10 In this chapter I focus on four elements that are crucial to the
government in achieving the greatest value for the money it spends and important
to Members of Parliament in their role of scrutinizing government expenditures;
elements that take on increased significance in a period of restraint -- when
each public dollar must be spent wisely and well.

1.11 The four are: the need for accountability; the importance of access to
information required for audit purposes; the quality of information available to
Members of Parliament; and the pursuit of efficiency itself.

1.12 To them, at the close of the chapter I add one more: the paramount
importance of people.

1.13 As I write about these issues, I am aware that among my readers are many
Members of Parliament who were elected for the first time to the House of
Commons less than a year ago. I wish to emphasize, therefore, that this opening
chapter is not intended to be an overview of the total report. It simply draws
together certain themes which I believe are of particular significance to
Parliament. At the same time, I hope that my words give greater coherence to
the chapters that follow.

1.14 1It's a long report. We have again produced a compact Main Points booklet
to assist readers in locating the issues of most significance to them. And
there's a videotape of the highlights.

1.15 However, I hope Members of Parliament will read the full report. Its
messages are important. Many are urgent.The Need for Accountability

1.16 In a climate of restraint, accountability really matters. Those who spend
taxpayers' dollars must be more than ever aware that they are answerable for how
they spend them.



In a time of restraint, those who spend taxpayers' dollars must be more than
ever aware that they are answerable for how they spend them.

1.17 Answerable to Parliament itself. For Members of Parliament represent
those taxpayers -- and MPs will likely be the first to hear if cutbacks in
services to the public are being blamed on shortages of funds.

1.18 During my years as Auditor General I have sensed an increasing awareness
throughout government of the need for good accountability practices. And in one
major area, this report tells of a notable improvement in accountability.

Control and Accountability in Crown Corporations

1.19 I refer to the progress in implementing the framework for better control
and accountability in Crown corporations.

The main elements are successfully in place

1.20 The 1984 amendments to the Financial Administration Act (Part X)
established this greatly improved framework. This Office was consulted at the
time the changes were being drafted. When they became law, I endorsed the main
principles of the amendments, also pointing out that it would be important for
the key players to support the principles and to work with good intent,
dedication and enthusiasm to implement the new regime.

1.21 During the vyear, we carried out a review of the implementation and
functioning of the Crown corporation control and accountability framework set
out in Part X of the Financial Administration Act. Chapter 5 reports on its
progress and concludes that the main elements of the framework are successfully
in place. Strong and sustained attention by all concerned has contributed to
this achievement.

1.22 However, there are two areas that merit further attention.The status of
exempt corporations should be clarified

1.23 The first relates to the breadth of the applicability of the framework.
Eight Crown corporations are exempted for various reasons -- including their
need to remain at arm's length from the government. For these eight
corporations, which required budgetary funding of nearly $1.5 billion in 1987-
88, control and accountability are not as consistent and rigorous as those that
apply to all other Crown corporations. The arrangements for these eight
corporations should be clarified and, to the extent possible in view of their
specific needs, brought into line with the Part X framework.

A need for better performance measurement

1.24 Second, there is room for further progress in performance measurement and
reporting. While improvement has been achieved regarding the statement of
corporate objectives, more attention is needed in regard to linking subsequent
performance to stated objectives. If it is important to have clearly stated



objectives, it is equally important to have pertinent information on the extent
to which such objectives have been met.

1.25 The enactment of this new regime was an essential step in the journey
toward improved control and accountability in Crown corporations. The results
of our review indicate a real advance. I am optimistic that the progress and
pace of the journey can continue.

Single Audit

1.26 I now turn to an area where, in my view, 1f an improved audit framework
were put in place, there would be better accountability for the use of public
moneys.

1.27 The really big ticket items in federal government expenditures largely
involve transfer payments or contribution funding to individuals, organizations,
and other levels of government. Co-ordinated audit activity helps to ensure
full accountability for the use of these funds.

1.28 In the case of transfer payments, mutual reliance already exists to some
extent. For example, this year's audit of the Canada Assistance Plan --
reported in Chapter 15 -- describes how federal officials verify that provinces
have complied with the objectives of the Plan; and how a province, when
submitting its claim for the federal contribution to the shared costs, must have
that claim certified by an auditor designated by the province. At the same time
our audit also found some weaknesses in the verification process.An overall
approach would produce better audit coverage at less cost

1.29 An overall co-ordinated approach to auditing all federal contributions
could result in strengthening audit coverage, avoiding unnecessary duplication,
and significantly reducing audit costs. Co-ordination can mean using a single
external auditor, or developing a framework whereby the external auditors rely
on one another's work, as well as on that of the internal auditors.

1.30 The interesting thing is that as long ago as 1982 the Treasury Board
announced a new policy initiative designed to eliminate duplication of audit
effort and clarify the roles and responsibilities of federal officials in the
audit of federal contributions. The policy advocates the use of a "single
audit" approach.

1.31 The single audit is defined as a co-ordinated approach to auditing whereby
auditors representing all the donors effect a single audit of the recipient. 1In
the case of shared cost programs, the donors are usually the federal government
and the provinces, and the recipients are individuals and organizations that
receive federal and provincial funds pursuant to a contribution agreement. The
purpose of the audit is to verify compliance with the terms and conditions of
the contribution agreement and with the pertinent statutes and regulations.

1.32 The first step in making the single audit concept work is to review all
federal-provincial agreements before they are signed to ensure that there are
adequate audit provisions, and that the provisions contemplate, to the maximum
extent practicable, the use of a single audit.

1.33 The key element is the establishing of a single audit steering group,
composed of representatives from the federal and provincial departments having
direct responsibility for the program. The steering group would include all the



stakeholders, who would then agree on what is needed by way of audit. The group
would plan, direct and monitor the single audit.

1.34 The single audit provides considerable advantages. It clarifies access,
potentially improving access across jurisdictions; it clearly designates the
extent of reliance of one auditor upon another auditor's work; it provides the
opportunity for a better definition of the audit's scope, thus reducing the risk
of gaps in the coverage; it would cause less disruption to those being audited;
and it would result in significant cost savings in both person-years and
dollars.

The time is now

1.35 That 1982 single audit framework -- its procedures were, in fact,
published in final form in 1985 -- has been implemented only in a most tentative
way. Which is a pity. Undoubtedly there are important inter-jurisdictional
considerations to be worked out. Nonetheless, in these days of one taxpayer
supporting three -- and sometimes four -- levels of government, it's important
that all the stakeholders' audit needs are met as efficiently as possible. My
own view is that the single audit should be extended, wherever appropriate, to
determine if due regard was given to achieving value for money. Canadians are
entitled to know that, wherever their tax dollars are being used, they are being
spent prudently and productively.

1.36 In short, the time has come to test the single audit concept.

Proposed Value-for-Money Audits of Parliament

1.37 This is an issue I want to touch on -- for two reasons. First, it has
generated some media attention already; so it will likely seem appropriate to
readers for me to comment here. Second, because it's an opportunity for
Parliament to send forth a strong message about the importance of
accountability.

1.38 During the past year or so, I have had discussions with both the Senate
and the House of Commons on the question of undertaking value-for-money audits.
I made it very clear that my examination would in no way encroach on the
legislative function of the two Houses; it would involve an audit of the
administrative systems that support the legislative process.

1.39 I simply proposed that Parliament should request for its support functions
the same kind of audit required in virtually all federal government entities --
no more and no less.

1.40 Although the activities of Parliament are subject annually to financial
attest and compliance audits, the Senate and the Library of Parliament have
never been the object of a value-for-money audit. My Office last performed a
value-for-money audit of the House in 1983 as a follow-up to its first
comprehensive audit in 1980.

1.41 Support for members of the Senate and the House of Commons will cost
approximately $200 million this fiscal year. Yet, aside from the briefest of
mentions in the Estimates and Public Accounts, there is little public
description of how these funds are spent. I believe that the size of these
support services, the importance of the tasks they perform and their public
visibility suggest that a value-for-money audit by my Office is appropriate at



this time. That the Senate and the House of Commons are unique institutions is
undeniable. So I fully recognize that the manner of carrying out such audits
must take into account the special nature of Parliament. Each audit report
would be directed to the House concerned for action that it deems appropriate.

1.42 I am writing these words in mid-August. With Parliament recessed,
discussion of the proposed audits is necessarily slowed. However, I remailn
confident that my ongoing consultations will result in the audits proceeding,
and that they will prove useful to both Houses.

A strong message about accountability from Parliament itself

1.43 For the two Houses to agree to value-for-money audits of their support
systems would represent good accountability in itself. But, in my view, it
would achieve something much more important.

1.44 It would send a strong message to all other organizations and individuals
using public moneys that value-for-money auditing is an important part of the
accountability process.

Three Taxing Problems

1.45 There's another aspect of the need for accountability that I would like to
address.

1.46 1It's often remarked that the public sector does not have a "bottom line" -
- that inescapable reality faced by profit-oriented companies in the private
sector. Nonetheless, governments have to confront their own inexorable
realities.

1.47 When a government encounters degrees of deficit and debt that threaten its
very ability to govern, it must act. If it wishes to maintain approximately the
same level of programs and services, it has only two options. It can increase
taxes. Or it can attempt to deliver the same level of programs and services --
but more efficiently.

1.48 I will be coming later to that second option. Here I want to say
something about taxes. An important consideration in establishing appropriate
tax levels is to ensure that all the taxes due to the government are in fact
being collected. This leads to another concern. If, under a largely self-
assessing tax regime, there is any widespread perception that others are not
paying their fair share, the whole tax system will eventually be threatened.

1.49 I have made reference to this issue in previous reports. Three years ago,
in commenting on my Office's study of tax expenditures, I wrote that reliance on
the "use of the Income Tax Act to fund programs can have a dangerous impact on
the integrity of the tax system." Our 1988 audit of the tax collection function
at National Revenue - Taxation revealed that there had been a serious increase
in taxes deemed uncollectible.

1.50 Tax problems continue to exist. There are three serious examples in this
report.

Millions more tax dollars could be collected with expanded audit coverage



1.51 Our examination, in the Department of National Revenue - Taxation, of
revenue programs and source deductions (Chapter 19) reveals that increases in
audit coverage since 1984-85 have resulted in substantial increases in source
deductions assessed and in the amount of unreported income discovered. However,
our report notes that millions of dollars in additional revenues could be
collected if the Department were to further expand its coverage of payroll and
non-residents.

1.52 If the government can do a more effective job of assessing and collecting
taxes that are due, the need for the imposition of further taxes is reduced.

A failure to plug a tax loophole

1.53 The second tax problem involves the Department of Finance's failure to
plug a loophole related to a key anti-avoidance rule in the Excise Tax Act. The
full story is told in Chapter 4: Audit Notes (paragraphs 4.71 to 4.79).

1.54 The crux of the issue is that some taxpayers are avoiding tax in a way
that was not intended, by entering into non-arm's length transactions solely to
gain a tax advantage. The government recognizes the problem; but because it
will be eliminated with the introduction of the proposed goods and services tax
on 1 January 1991, has decided not to close the loophole in the interim.
Instead it is offsetting the lost revenue by increased sales tax rates.

1.55 The government itself has estimated that not closing the loophole is
costing the public purse between $300 million and $350 million in lost revenue
each year. The increased sales tax rates mean that other taxpayers -- who are
not in a position to take advantage of the loophole -- are being more heavily
taxed so that the government can compensate for this lost revenue. My instinct
is that because it has been known since April 1989 that no action is to be taken
before January 1991 -- and that this particular door to the treasury stands wide
open -- the loss in revenues may far exceed the government's own estimate.

A formidable challenge

1.56 The third taxation problem is identified in the audit of the Excise Branch
of the Department of National Revenue - Customs and Excise (Chapter 18). The
problem exists now. But its significance lies in its potential to escalate. I
am also very aware that political sensitivities are involved; and I would
caution that the words I write here should not be used out of context. The
context is the full audit, as reported in the chapter.

1.57 Briefly, the audit identifies a number of weaknesses in the Excise
Branch's administration of the federal sales tax. In my view, these weaknesses
are of major consequence.

1.58 First, the level and scope of enforcement activities have been decreasing.
One aspect of this has been a marked decline in audit coverage, in spite of the
fact the Branch itself recognizes that this can threaten revenue generation. In
her June 1988 Annual Management Report to the Treasury Board, the Deputy
Minister wrote:



With our reliance on voluntary compliance and deterrence through selective
enforcement, we are reaching dangerous levels with respect to the risk of non-
compliance.

1.59 While the Branch has recently been moving fairly vigorously in attempting
to increase its audit coverage, actual progress has been slow. Another aspect
of this weakness in enforcement has been a failure to ensure that all eligible
taxpayers are identified and licensed. A weak licensee identification function
can, of course, result in a loss of revenue. It can also result in disparity
among the affected industries, with consequent damage to the integrity of the
system as a whole.

1.60 Second, information on performance and compliance has not been adequate,
and data have not been used to the best advantage. This has meant, for example,
that the Branch has not been in a position to know the extent of non-compliance
in key industries and the estimated revenue loss; or the potential effect of a
declining rate of audit coverage on taxpayers' compliance.

1.61 Third, certain departmental practices have gone beyond legislation, with
the potential of causing unfair treatment of taxpayers, higher compliance costs,
and actual revenue loss.

1.62 Fourth, the need exists within the Branch for better tools and training.
Our audit makes it clear that the Branch has not taken adequate advantage of
today's technology. We also found that some weaknesses in the training
function, which this Office had previously identified in 1979, still exist 10
yvears later.

1.63 These weaknesses, in a Branch that generated federal sales and excise
taxes of $17.2 billion in 1987-88, are serious in themselves.

1.64 But the added dimension of the problem is that the new goods and services
tax is scheduled to come into effect in January 1991. This represents an
unprecedented challenge. The number of taxpayers the Branch deals with will
increase from 75,000 to over 1 million; and the mechanics of the new tax will be
completely different.

1.65 The Branch is experiencing problems now in ensuring sufficient audit
coverage, identifying potential taxpayers, and providing the necessary tools and
training for its people. It is difficult to overstate the magnitude of the task
it faces with the implementation of the new goods and services tax.

1.66 No one likes taxes. We all recognize their necessity. It may not be
possible to construct a system of taxation that operates with perfect equality.
But we have a right to a system that is as fair as possible, and that can be
seen to be fair. If the perception is allowed to grow that loopholes exist for
a privileged few, and that inequities and inefficiencies are enabling
substantial numbers of Canadians to avoid paying their fair share of taxes, then
the probity of Canada's taxation structure is put at risk.

Accountability and IMAA
1.67 In concluding this section on the need for accountability, I draw

attention to the information on the progress of the Increased Ministerial
Authority and Accountability (IMAA) initiative, reported in Chapter 25. The



chapter itself is the follow-up to the major Financial Management and Control
Study carried out by this Office in 1987.

1.68 A primary aim of IMAA is to achieve increased departmental accountability
and -- at the same time and as a result -- encourage productivity improvements.

1.69 Critical to the IMAA initiative's success is putting in place adequate
planning, monitoring, control, internal audit, and program evaluation systems.
These, together with improved performance indicators, are needed if IMAA is to
achieve its objectives.

1.70 However, our follow-up in departments concludes that meaningful cost and
performance data have yet to become a working reality. Without them, IMAA's
development will be limited; and an opportunity for better financial management
and control within departments will also be missed.

1.71 If IMAA is indeed to result in improved accountability, there is work
still to be done.

Access to Information Required for Audit Purposes

1.72 It is probably inherent in human nature to resist being held to account;
and from time to time my audits are delayed by such resistance. Delays can take
the form of protracted discussions about the scope of the audit or a reluctance
to release certain documentation. In nearly all cases these problems are ironed
out; and the audit proceeds.

1.73 But, very occasionally, audits cannot proceed because of a lack of access
to needed information. This has happened once already in my time as Auditor
General; and it now threatens to happen a second time. I discuss the two
instances here. The first relates to the acquisition of Petrofina Canada Inc.;
the second to ministerial travel.

The 1981 Acquisition of Petrofina by Petro-Canada

1.74 1In 1982 and 1983, I reported on the lack of evidence that due regard for
economy had been exercised in expending $1.7 billion in public funds from the
Canadian Ownership Account to acquire Petrofina Canada Inc.

1.75 Beginning in 1982, many discussions to obtain information about the
acquisition were held with Petro-Canada, the Department of Energy, Mines and
Resources, the Department of Finance and the external auditors of Petro-Canada.
I was advised that assessing of o0il companies to be acquired and negotiating of
acquisition price were delegated by Cabinet to Petro-Canada but that the
decision to purchase was retained by ministers. I was also informed by the
Chairman and Chief Executive Officer of Petro-Canada that both a pre-acquisition
and a post-acquisition commercial evaluation had been conducted, but that he
would not give me access to the evaluations.

1.76 In March 1984, after two years of discussions, I still had not received
the information. After an extensive constitutional and legal review of the
matter, I decided to invoke the access to information powers in the Auditor
General Act.



The government's refusal

1.77 Since Petro-Canada had prepared commercial evaluations of the acquisition,
I wrote, pursuant to section 14(2) of the Auditor General Act, to Petro-Canada
on 9 March 1984 to request the evaluations and any other documents pertaining to
the acquisition of Petrofina Canada Inc. that were presented to officials of the
Government of Canada. On 10 April, I received a negative reply from Petro-
Canada. On 16 April, I wrote to the Cabinet pursuant to section 14 (3) to
advise it of Petro-Canada's failure to provide the required information, asking
that Petro-Canada be directed to deliver the required information to me. By 25
May 1984, I had not received any acknowledgement of my 16 April 1984 letter. In
the absence of any reply, I decided to invoke the full powers of the Auditor
General Act. Pursuant to section 13(1l), I wrote to the Minister of Finance and
the Minister of Energy, Mines and Resources to obtain the required information.
These ministers were responsible for approving the capital budget of Petro-
Canada and are named in the Appropriation Acts as responsible for authorizing
the expenditure of up to $1.7 billion to purchase Petrofina Canada Inc. I also
wrote to the deputy ministers of these Departments, themselves members of the
Board of Directors of Petro-Canada that approved Petro-Canada's recommendation
to the ministers to purchase Petrofina Canada Inc.

1.78 When I did not receive the required information, I wrote on 25 June 1984
to the Prime Minister, the Right Honourable Pierre Elliot Trudeau, to bring to
his immediate attention the failure of the Minister of Finance, the Minister of
Energy, Mines and Resources, their deputy ministers, and Petro-Canada to provide
the required information.

1.79 On 26 June 1984, I received Cabinet's decision by Order in Council
declining to direct Petro-Canada to provide the required information.

1.80 On 29 June 1984, the Prime Minister replied indicating that he was in
agreement with the actions of his ministers and their deputies.

Proceeding through the courts

1.81 Because no further progress was possible in respect of Petrofina Canada
Inc., I reached the conclusion that it was both necessary and desirable for the
fulfilment of my responsibilities to Parliament to clarify the powers of the
Auditor General Act by asking the courts for an interpretation of its
provisions. On 5 July 1984, I therefore commenced an action in the Federal
Court of Canada, seeking the Court's assistance in obtaining the audit
information that would permit me to complete the audit and report to the House
of Commons.

1.82 Following the 1984 General Election, and before arguments had been heard
in the Federal Court, I wrote, on 17 October 1984, to the Prime Minister, the
Right Honourable Brian Mulroney, reporting on my difficulties in obtaining
information to fulfil my audit responsibilities to Parliament.

1.83 On 16 November 1984, the Prime Minister replied, expressing his view that:

In respect of your concern as to the issue raised by the case that is now
before the Federal Court, I believe it is important that the courts be asked to
review these issues since they are fundamental to our Parliamentary system of
government. Instructions are therefore being given to Counsel to proceed with
the case.



1.84 On 6 December 1985, the Federal Court of Canada found that the Auditor
General was entitled to access to information, including Cabinet documents that
he considered necessary to fulfil his responsibilities under the Auditor General
Act. On appeal by the government, the majority of the Federal Court of Appeal
reversed the decision of the Federal Court. I was granted leave to appeal that
decision in the Supreme Court of Canada. The appeal was heard on 7 October
1988.

The final verdict

1.85 On 10 August 1989, the Supreme Court ruled unanimously that the appeal
should be dismissed.

1.86 In his reasons for judgment, the Chief Justice, the Right Honourable Brian
Dickson, wrote in part:

The Auditor General has no recourse to the courts in the event of the refusal by
Parliament, responsible Ministers, and the Governor in Council to make available
to him all of the documentation he may seek in what he regards as the discharge
of his responsibilities in auditing the accounts of Canada. It is reasonable to
interpret s. 7(1) (b) of the Act as the Auditor General's final remedy for

claimed denials of s. 13(1) entitlements. Section 7 (1) (b) provides that "The
Auditor General shall report annually to the Houses of Commons ... on whether,
in carrying on the work of his office, he received all the information
required." The linkage between s. 13(1) (the asserted right) and s. 7(1) (b)

(the statutory remedy), and the extent to which the reporting remedy is part of
a comprehensive remedial code, indicate that the remedy was meant to be
exclusive. The Auditor General can report on difficulties in obtaining
information at any stage, even if other remedies are simultaneously being
pursued, and the House of Commons can act at any time. However, once the ss. 13
and 14 remedies have been exhausted in relation to particular information, the
only remedy left to the Auditor General is the s. 7(1) (b) reporting remedy.

1.87 The decision, of course, is the final word on how the access provisions in
the Auditor General Act are to be interpreted. It also gives me clear direction
for the future; a point I return to very shortly. However, the Court's decision
also prompts me to touch on two immediate issues -- the one general; the other
specific.

A good, working relationship

1.88 The general issue is, I believe, important to restate: that the Petrofina
case is exceptional; and that access is not an ongoing problem for me or my
Office.

1.89 On 27 December 1985 the government, by Order in Council, directed that the
Auditor General be given access to a wide range of Cabinet documents. These
include all the information I normally need to fulfil my audit responsibilities.
The Order in Council has resulted in a constructive relationship between the
government and my Office over the past four years.

1.90 This good working relationship has, I believe, served Parliament, the
people of Canada, and the government itself well. I am confident that it can
continue.



Whether to proceed with the audit of the acquisition of Petrofina

1.91 The immediate, specific issue is the status of my audit of the acquisition
of Petrofina Canada Inc.

1.92 I am giving the matter very careful consideration. On the one hand, there
is still a lack of evidence that due regard for economy was exercised in
spending $1.7 billion in public funds, one of the largest federal government
expenditures in Canadian history.

1.93 However, the transaction took place eight years ago. It can be argued
that to pursue the matter further would result in an audit report that will
almost certainly be inconclusive, and -- at this date -- become only a footnote
to what is already history. I am not at all sure that to proceed with the audit
is a responsible use of taxpayers' dollars.

1.94 In addition, I have already reported fully on one of the more troubling
aspects of the acquisition: the complex series of interrelated transactions
that resulted in Petrofina's non-resident parent being exempted from Canadian
income taxes; and which may have enabled Petro-Canada to reap substantial tax
benefits. (See 1985 Report of the Auditor General of Canada, paragraphs 3.74 to
3.101.

1.95 However, readers will appreciate that I am writing these words only two
weeks after the Supreme Court's decision. I am still receiving advice. The
auditing we have already performed has resulted in some useful insights that
could be helpful to a government -- and parliamentarians -- contemplating
similar transactions in the future. There may be value in drawing together the
material we have, and producing a report.

1.96 I am presently considering these options. I intend to reserve any
decision until after this report is tabled. Perhaps there will then be
indications from Parliament about the route I should follow.

The path forward

1.97 I return to the clear direction the Supreme Court has given me. If, in
carrying out the work of my Office, I fail to receive all the information I
require, the extent of my remedy is to report that fact to the House of Commons,
in accordance with Section 7 (1) (b) of the Auditor General Act. This I shall do.

1.98 The Chief Justice has reaffirmed, in the clearest of terms, the importance
of the Auditor General's duty to report:

The adequacy of the s. 7(1) (b) remedy must not be under-estimated. A report by
the Auditor General to the House of Commons that the government of the day has
refused to provide information brings the matter to public attention. It is open
to the Opposition in Parliament to make the issue part of the public debate.

The Auditor General's complaint that the government has not been willing to
provide all the information requested may, as a result, affect the public's
assessment of the government's performance. Thus, the s. 7(1) (b) remedy has an
important role to play in strengthening Parliament's control over the executive
with respect to financial matters.

Urgency can be a factor



1.99 One of the worldwide issues the auditing profession is presently grappling
with is the problem of providing timely information. Events move so rapidly and
financial decisions must be made so immediately that audit reports are often
outdated by the time they appear. This is equally true of legislative auditing.
Parliament needs timely information if it is to fulfil its responsibilities.

The problem of reports being outdated is compounded if audits are further
delayed by a lack of access to information.

1.100 In the light of the Supreme Court's decision, if denial of access should
threaten one of our audits, I will seriously consider bringing the matter to the
attention of the House of Commons immediately.

A Lack of Access to Information on Ministers' Travel

1.101 In 1989-90 we planned to conduct a government-wide audit of expenses
claimed for travel on official government business by ministers, and
accompanying exempt staff and public servants. Our audit was to include
examinations of the adequacy of financial control and reporting systems for
ministerial office travel; the adequacy of controls over the use of
Administrative Flight Services -- often referred to as the VIP Fleet -- by
ministers and staff; cost recovery by the Department of National Defence; the
reliability and completeness of information on operating and overhead costs of
the Fleet; and the completeness of the information available in the Public
Accounts of Canada on the costs of ministerial travel.

1.102 My authority to audit ministers' travel expenses is clear. Section 5 of
the Auditor General Act states that "the Auditor General is the auditor of the
accounts of Canada including those related to the Consolidated Revenue Fund".
These, of course, include accounts of all government departments. Travel
expenses of ministers are paid out of departmental budgets.

1.103 To fulfil my audit responsibilities, my Office in April 1989 requested
access to receipts and other documentation supporting ministers' travel expense
claims. We also sought copies of the written requests from ministers to the
Minister of National Defence for use of the VIP Fleet.

1.104 On 13 June 1989 the Privy Council Office on behalf of the Government
informed my Office that the information we required would not be made available
to the Auditor General.

1.105 Full details of the reasons why the information was needed to conduct and
complete the audit, together with the Government's reasons for refusing access
to the information, are set out in Chapter 6 of this report. The Government
provided its response prior to the Supreme Court decision on 10 August 1989.

1.106 Having given the whole matter extensive consideration, I have decided --in
conformance with the Auditor General Act -- to report to Parliament that, in
carrying out the work of my Office, I have not received all the information and
explanations I require in order to fulfil my audit responsibilities.

1.107 I have also decided not to proceed with the audit unless I get access to
the necessary information.

1.108 The message that this denial of access sends is that in matters of
accountability for the use of public funds, some hold themselves out as being
less accountable than others. Ministers seem to have decided that their honour



system of using public funds is sufficient to satisfy the requirements of good
accountability to Parliament. I think otherwise.

1.109 In a time of restraint, the message they are sending is very unfortunate
indeed.

The Quality of Information Available to Members of Parliament

1.110 Without good information, Parliament cannot legislate. Without good
information, governments cannot govern. Without good information, Members of
Parliament cannot hold governments to account. These things have always been
true. But in our technological age where good and -- equally important --
timely information is the lifeblood of large organizations, they have an
increased immediacy.

1.111 The legislative auditor's world is also a world of information. As
Auditor General, I must seek to verify the information Parliament receives from
other sources. Where information is lacking, and it is appropriate for me to
provide it, I do so.

1.112 Two chapters of this report speak in different ways about the information
Members of Parliament receive: Chapter 2, audit observations on Canada's
financial statements, and Chapter 13, which looks at the management of foreign
exchange operations in the Department of Finance.

The Financial Statements

1.113 Among the most important pieces of information Members of Parliament
receive -- especilally at a time of deficit reduction and restraint -- is that
contained in the financial statements of the Government of Canada. And it has
been one of my continuing concerns as Auditor General to encourage the
government to prepare financial statements that provide the clearest and most
complete picture possible of the government's overall financial position and
operating results.

1.114 We have come a long way. The federal government's statements are among
the best in the world -- they may well be the best. Nonetheless, two things
remain to be done.

A need for an understandable annual financial report
1.115 One step is for the government to produce annually a comprehensive but
concise financial report, similar to annual reports published by large

corporations in the private sector.

1.116 Our 1986 Federal Government Reporting Study showed that this kind of
financial report would be of great value to many users of government financial

information, notably Members of Parliament themselves. Following public
hearings on the study in 1986 and 1987, the Public Accounts Committee endorsed
the need for such a report. Some progress is evident in Section 1 of Volume 1

of the Public Accounts. That's good. More progress is needed and possible.



Action required to eliminate audit reservations

1.117 The second course of action I urge upon the government is to make the
accounting policy changes that would allow me to remove the three reservations
from my audit opinion on the government's overall financial statements.

1.118 One of the three reservations is concerned with the risk inherent in the
government's sovereign loans; the second relates to the government's failure to
include Crown corporations within the reporting entity; the third involves
unrecorded employee pension liabilities. Background information on the three
reservations can be found in paragraphs 2.40 to 2.65 of this report.

1.119 These reservations have been around a long time. I had hoped they would
be eliminated by now; but the government continues to study the matter. I
encourage the Minister of Finance in his 1990 Budget to announce revisions to
the government's accounting policies. That would give me the opportunity of
removing the reservations before I step down as Auditor General on 31 March
1991.

A particular concern with the problem of sovereign loans

1.120 Intense interest is presently focussed world-wide on the consequences of
sovereign debt, in which Canada is an important player. So I want to summarize
here my concerns as Canada's auditor.

1.121 The Government of Canada has many dealings involving financial
transactions with governments of other nations. The Canadian Wheat Board sells
grain; the Export Development Corporation lends money; and through the Canadian
International Development Agency, the government makes concessional loans.

1.122 It is not unusual for other national governments to owe money to the
Canadian government. For the most part, these sovereign loans have been paid on
time and in full.

1.123 However, as with sovereign loans owed to commercial banks, some have not
been paid on time and some may not be paid in full. Financial loss seems
likely. ©Neither the government nor the banks are immune. And, although the
government directs commercial banks to include the risk of loss on sovereign
loans in their financial reports, it does not do so itself.

1.124 As a result, I believe that certain of the government's financial reports

are misleading. They include the overall financial statements of the government
and the financial statements of the Export Development Corporation. Paragraphs

2.41 to 2.56 and 4.17 to 4.19 of this report provide detailed comments on these

statements.

1.125 The government seems to believe that it does not face any risk of loss on
sovereign loans -- that any repayment arrears can be eliminated by rescheduling
the amounts due.

1.126 Under rescheduling, if a debtor falls behind on interest, the government
may convert the interest to principal. If a debtor falls behind on principal,
the government may adjust repayment dates or provide a repayment "holiday".
Rescheduling is not a problem in itself; it is an accepted international
mechanism that governments use in trying to work out repayment difficulties.



1.127 The problem is that rescheduling is used as a shield to hide from public
scrutiny losses the government has suffered or is likely to suffer on its
sovereign loans. Paperwork disguises reality.

1.128 The government's policy is to recognize a loss on sovereign loans only if
a nation formally repudiates what it owes or the debt is forgiven. In my view,
this is far too late. If a sovereign loan falls into arrears and is rescheduled
time and again, the reality is that there is a substantial risk that amounts
owing to the government will ultimately not be repaid.

1.129 This risk of loss should be included in the government's financial reports
as soon as it is recognizable. There is no simple right answer for the amount
of losses that should be booked. But prudence requires that some reasonable
amount be included in published financial reports to keep them from being
misleading.

1.130 A recent study submitted to the Public Accounts Committee of the United
Kingdom recommended that the risk of loss on sovereign loans be included in the
government's published financial report. The study concluded that there was no
clear difference between the government and commercial banks. Although
objectives differed, prospects for recoverability did not. Accordingly, the
study recommended that the risk of loss on sovereign loans be determined
according to commercial banking practice. The United Kingdom Public Accounts
Committee endorsed the recommendations, and the risk associated with sovereign
loans was acknowledged in the accounts.

1.131 The International Monetary Fund and the World Bank -- two of the largest
sovereign lenders in the world -- now recognize the risk of loss on sovereign
loans in their published financial reports. In my view, our government should
follow the same course and revise its accounting for sovereign loans at the
earliest possible date.

Shedding Light on Foreign Exchange Operations

1.132 In my close to nine years as Auditor General, I have been made aware that
some of the best intelligence Members of Parliament receive on certain
government activities comes from the pages of this Office's annual reports,
which, in providing audit information, also give a succinct picture of the
program we have examined.

1.133 This year's study of the Department of Finance's foreign exchange
operations (Chapter 13) is a good illustration. It depicts, conveniently and
clearly, Canada's intervention activity relative to foreign exchange.

1.134 The audit may also raise some interesting questions for Members of
Parliament: Are Canada's foreign exchange reserves too high, too low, or just
right? What are the overall net costs of holding such reserves? What are the
assumed benefits? What are the real benefits? Are reserves really necessary
for intervention? Is intervention itself necessary? Are the high costs of
holding gold reserves justified? 1Is the rationale for restricting the
currencies in which reserves and foreign debt are held correct and appropriate?
What is its cost?

1.135 But, in considering these issues, more comprehensive questions must surely
also surface: How much does Parliament really know about foreign exchange



management? What opportunity is provided for Members of Parliament to examine
and debate these operations?

1.136 Our audit reveals the inadequacy of the information that Parliament
receives about this important macroeconomic policy area.

1.137 Only with such comprehensive, consolidated information on these matters,
can Members of Parliament fulfil their task of scrutinizing the activities of
government.

The Pursuit of Efficiency

1.138 I wrote earlier that there are two options available to a government that
wants to tackle the deficit and debt without curtailing programs. It can
increase taxes. Or it can operate more efficiently.

1.139 It is the latter course that taxpayers surely favour: to see their
government promoting greater efficiency and productivity throughout departmental
programs; achieving the same -- or an enhanced -- measure of services, using
fewer resources.

1.140 A key element in my audit mandate is to identify cases where insufficient
regard has been given to achieving efficiency. Wherever appropriate, I report
such instances in a constructive way; identifying opportunities for improved
efficiency.

An Ongoing Study of Efficient Management of Public Resources

1.141 Several chapters in this report note such opportunities. This is not
entirely fortuitous. A year ago I initiated a major study on the efficient

management of public resources. Its results will appear in next year's report.
Meanwhile, specific opportunities for increased efficiency are already
surfacing. I will come to them in a moment.

1.142 One of the areas our study will be examining is the overall stance of the
government toward achieving more efficient management. Senior managers in both
the central agencies and departments have an important role to play in creating
an environment that is conducive to efficient management. It is crucial that
this environment foster both the level and quality of leadership required, as
well as encouraging the development of an infrastructure and management
practices that actively and successfully pursue efficiency improvement
opportunities.

1.143 I also emphasize that efficient management and use of public resources are
the ongoing responsibility of managers in the public service, restraint or no
restraint.

Central agencies and departments have parts to play

1.144 In initiating our study we were aware of the history of changing
government management philosophies over the years. The 1962 Royal Commission on
Government Organization (Glassco) pushed for decentralization: "let the
managers manage". The 1979 Royal Commission on Financial Management and
Accountability (Lambert) emphasized the need for centralized control, largely



because the existing management environment did not provide sufficiently for
accountability.

1.145 The initiative of recent years, Increased Ministerial Authority and
Accountability (IMAA), is intended to provide greater departmental authority;
with something of a "hands-off" approach by central agencies.

1.146 IMAA's objective of giving departmental managers more responsibility and
the means to exercise that responsibility -- while at the same time reducing the
time-consuming demands of process and procedure -- accords with the findings of
three of my Office's previously reported studies: "Constraints to Productive
Management in the Public Service" (1983); "Financial Management and Control
Study" (1987); and "Attributes of Well-performing Organizations" (1988). And
IMAA has already achieved results, especially in decreasing the burden of
administrative controls.

1.147 However, our Financial Management and Control Study (FMCS) also contained
cautions about IMAA; specifically, that its successful implementation was "going
to be relying on certain existing mechanisms -- mechanisms that we have found
don't work well". And our FMCS follow-up audit (Chapter 25) suggests that
IMAA's progress 1is, in important respects, at something of a critical point in
gaining the momentum that can result in improved accountability.

1.148 What is emerging from our present study on efficiency improvement is the
need for a balanced management framework; one that provides central agencies and
departments with complementary, yet separate and distinct roles and
responsibilities. There appears to be a need for a co-ordinated, team approach
to handling the complexities of maintaining services while employing reduced
resources.

1.149 The management framework for efficiency improvement involves a series of
steps.

1.150 The pursuit of efficiency must begin with a shared vision of what is
practical and achievable. Clearly, both central agencies and departments have
roles in generating this commitment, and providing the needed guidance and
support. And we will be asking such questions as whether senior management in
both the central agencies and departments really see the pursuit of efficiency
as something they are expected to achieve, and for which they will be held
accountable.

1.151 While it is primarily the responsibility of departments to identify and
analyze opportunities for improved efficiency, the central agencies also have a
role in the next step of identifying government-wide initiatives and co-
ordinating the learning experience of individual departments. I am particularly
interested in knowing if, in the face of restraint, departments are encouraged
to identify other areas where economies can be made, before deciding to cut
levels of service.

1.152 Our study will then move in to examine the final three steps that begin
with the implementation of actual efficiency improvements; the establishing by
the central agencies of information requirements and the vital putting in place
of adequate reporting systems by departments; and, finally, the shared
responsibility of evaluating individual departmental and overall government
progress in achieving greater efficiency and productivity.



Opportunities for Increased Efficiency

1.153 I want our study -- and our future auditing -- to identify opportunities
for increased efficiency; to identify ways of increasing output despite
constraints in resources.

The government is not taking full advantage of today's technology

1.154 These opportunities do exist. Our audit of the management and use of
telecommunications (Chapter 7) concludes that significant potential savings in
costs are not being achieved. At a time when telecommunications have a vital
role in ensuring the efficient delivery of services, the government is providing
no clear leadership to departments. This may mean that the government will be
unable to take full advantage of the technological innovations coming on stream
in this all-important area. The danger, of course, is -- with deficit financing
-- that the government can be spending tomorrow's money today: only to find
that it is addressing yesterday's problems.

Potential savings in marine operations

1.155 But opportunities for increased efficiency are by no means confined to
high-technology areas. Our audit of Fleet Management (in Chapter 23:
Department of Transport - Canadian Coast Guard) reveals that there is the
potential for major savings in the $183 million operating costs and the $2.5
billion replacement costs of the 46-vessel fleets.

1.156 For most of its vessels the Coast Guard uses a crewing system based on
normal office hours -- eight-hour day; five-day week -- rather than one that
matches the opportunity to use these ships as efficiently as possible.
Normally, Coast Guard ships return to their home ports and tie up for weekends
and public holidays. When icebreakers and other vessels are berthed for
extended periods for maintenance or modernization, they continue to be fully
crewed. For example, one ship remained fully crewed for a 37-week period of
inactivity in 1987-88 at an average weekly cost of $25,775.

1.157 There is an urgent need for the Coast Guard to strengthen its analytical
capability. Our analysis of the workload and the capacity of the aids to
navigation fleet for the 1987-88 peak period revealed that the work could have
been done by at least five fewer ships with no discernible reduction in the
service currently being provided. The annual operating costs of these five
ships was $10.9 million while their replacement costs amount to some $169.1
million dollars.

1.158 What is also puzzling, as noted in our report on the Canadian Coast Guard
(Chapter 22), is that the Coast Guard has allocated few resources to performing
essential inspections of safe operating practices of commercial fishing vessels,
foreign ships carrying dangerous goods, or passenger ferry operations.

Poor quality assurance practices have major consequences
1.159 Poor quality assurance practices can have a significant and long-term

impact on efficiency. The objective of our audit of Quality Assurance (Chapter
16) was to determine whether the quality assurance systems and practices in



selected contracts conformed with generally recognized national and
international standards for quality assurance.

1.160 The Government of Canada spends more than five billion dollars annually on
a variety of goods. To ensure the quality of these products it has
traditionally relied on product standards, inspection and warranty. These
methods have been adequate for low technology and high volume production, but
appear to be inadequate when dealing with higher technology and complex products
that require a more comprehensive approach to quality assurance. That is not a
happy situation in itself; inferior product quality can affect the efficiency of
government services.

1.161 But there is a more sweeping repercussion. If, as the single largest
purchaser of Canadian goods, the government accepts inferior products, it is in
effect endorsing a failure to achieve quality by our industries. The federal
government is not their only customer. Those industries must also compete in an
increasingly difficult international market demanding high standards. The
government has a responsibility to encourage a more rigorous approach to
quality. The result will be to enhance the reputation and competitiveness of
Canadian industry, both at home and in the international market.

Restraint should generate greater efficiency; before cutting levels of service

1.162 One of the questions surfaced by our current efficiency study is: in the
face of restraint, do some departments look to cutting levels of service before
trying to identify more efficient ways of achieving the required levels?

The challenge is to provide more efficiently the government programs Canadians
deserve, need, and have paid for.

1.163 In the private sector the demands of a bottom line mean that -- when bad
economic times strike -- fat is cut from the company's administrative centre.
The one sacrosanct area is where the company's products meet its customers.

1.164 In the government sector the reaction to restraint is too often the exact
opposite. The immediate cry is that services to the public must be curtailed.

1.165 This year's audit of the Canadian Parks Service (Chapter 11) illustrates
my point. Although not well measured, there is a perceived decline in the
quality and extent of services being provided to visitors to our national parks.
The Parks Service attributes this decline to an overall reduction in its person-
year resources.

1.166 But our audit goes on to identify a number of opportunities to increase
efficiency by reducing person-years in overhead and support functions -- such as
finance and administration -- which could be reallocated to service areas.

1.167 A changed mindset is needed throughout government. In a time of

restraint, the needs of the government's client community -- the taxpayers of
Canada who ultimately pay all the government's bills -- must come first.

People. The Most Important Resource of All



1.168 The underlying theme of this opening chapter has been that of managing in
a time of restraint. My focus has been on the need for better accountability,
the importance of access, improved information for Members of Parliament, and
recognizing opportunities for increased efficiency. But I am well aware that
these things in themselves are not enough.

1.169 There's a need for leadership. There's a need for a shared vision by all
who are delivering government programs and services. There's a need for the
kind of actions that demonstrate a conviction that people are indeed important.
Competent and motivated public servants can identify and act on opportunities
for achieving greater efficiency.

A Changing Environment

1.170 The public service faces external and internal challenges. Globalization
of the economy, free trade, environmental issues, the arrival of the information
era, changes in societal values, and an increased demand for a greater variety
of services are some of the significant external factors. Coping with such
changes requires the ability to adapt quickly, which in turn requires a more
flexible approach to the management of the people in the public service.

1.171 Among the internal challenges is the fact that, with restraint in place,
there has been limited recent recruitment at entry level. This has been
reported by the Public Service Commission. It is imperative that the public
service attract, motivate, and retain the bright minds -- at ease with today's
technologies -- who can adapt to and take advantage of the emerging
opportunities for improved efficiency.

A Need for Reform

1.172 Chapter 8 provides a follow up to our 1987 audit of the Management
Category. Chapter 9 reports on the government's Incentive Awards Plan. These
chapters, together with our 1983 study on constraints to productive management,
our ongoing study of efficiency, our 1988 study of the attributes of well-
performing organizations, and many other references in this year's and previous
yvears' chapters, all point to one inescapable conclusion.

1.173 For the federal public service to be able to meet the challenges that the
future holds, there is a need for reform of the legislative and administrative
structure that governs people. There is a need to bring a creative new outlook
to the management of Canada's public servants.

1.174 A number of countries, including the United Kingdom, Australia, the United
States, and New Zealand, have faced up to a similar situation in recent years;
and each has made significant, even radical, changes in the roles and
responsibilities of those who manage their public service.

1.175 But on the federal scene in Canada the basic legislative and
administrative framework governing the management of people has basically
remained unchanged for more than 20 years. And what has further complicated the
situation has been the constant addition of layer upon layer of separate pieces
of legislation -- dealing with such undeniably important things as official
languages, employment equity, and access to information -- which have made the
coherent management of the people in the public service extremely difficult.



1.176 Our auditing over the years indicates that there is a prevailing view that
the correct application of administrative systems and practices will result in
effective management and the best use of people. Our work does not support this
view. Our overall observation is that people are over-administered -- too much
centralization; too many prescriptions -- while, all too often, they experience
a lack of real leadership. Systems and practices only work well when they are
aligned with and supported by strong leadership, shared values, and an
enlightened management philosophy that is consistently communicated and
reinforced through day-to-day decisions and actions.

Governments have been only playing at the margins: new legislation is required

1.177 There is an awareness among many senior officials of the need for wide-
ranging changes; and some progress is being made. But the impact of these
changes is seriously diminished because of the overly complex legislative and
administrative framework now in place. Furthermore, some specific changes --
for example, a clearer identification of the management cadre -- cannot be made
without altering legislation. What is required is a simplifying of the
institutional framework; and a streamlining of the ways human resources are
managed. Successive governments have been only playing at the margins of the
problems. Despite announcements that legislative changes were imminent, nothing
has happened. For example, in 1983 we decided not to proceed with an audit of
the management of staffing because we were told that important changes to the
Public Service Employment Act would come into effect before the completion of
the audit. We are still waiting for those changes -- six years later! If the
government is serious about achieving more productive management, the time has
come to act.

1.178 That action -- I respectfully suggest to Members of Parliament -- should
begin with new legislation. Many aspects of the legislation presently governing
human resource management have been the subject of criticism or legal challenge.
There is a need for unified, overall legislative reform.

1.179 It's not my place to attempt to spell out the particulars of that reform.
However, key elements in the legislative changes made in other jurisdictions
include simplification of the structure at the centre to provide for a focal
point and leadership; with delegation to departments of authority, autonomy, and
responsibility, for the management of their human resources. In developing new
legislation for the Canadian public service, these same issues should be
considered.

1.180 Creating an environment in which people at all levels are involved,
committed, and feel a sense of their own worth is crucially important in
adapting to changing times. It is people who cope with change and who use
change to achieve new levels of excellence.

1.181 Next year, in my final report as Auditor General, I will be publishing the
conclusions of our study on the efficient management of public resources. The
report will also contain the results of another study, titled "Management
Values", which will discuss the impact of values on performance in the public
service.

1.182 The two go together. If the government can initiate the changes needed to
bring a new direction to the way it manages its people; if it can achieve a
greater flexibility throughout the public service; if it can establish shared
values and shared objectives; if it can provide clear leadership and a sense of



vision; then it can maintain the Canadian federal public service as among the
best in the world.

1.183 At the same time, the government can achieve those efficiencies which,
despite restraint, will enable it to provide Canadians with the quality of
services and programs they deserve and need.

1.184 And which -- through their taxpayers' dollars -- they have paid for.



OBSERVATIONS BY THE AUDITOR GENERAL ON THE GOVERNMENT'S FINANCIAL STATEMENTS AND
PUBLIC ACCOUNTS2

OBSERVATIONS BY THE AUDITOR GENERAL ON THE GOVERNMENT'S FINANCIAL STATEMENTS AND
PUBLIC ACCOUNTS

Main Points

2.1 The financial statements of the Government of Canada are included in
Section 2 of Volume I of the Public Accounts. These financial statements
continue to be based on certain accounting policies that I believe are
inappropriate. As a result, the statements:

odo not include sufficient allowance for Crown corporation borrowing (paragraphs
2.41 to 2.56);

odo not include Crown corporations in the reporting entity (2.57 to 2.61); and

odo not include the full liability for indexing of employee pensions (2.62 to
2.65).

2.2 These are not just technical matters, of interest only to accountants. In
my opinion, the result of using these inappropriate accounting policies is that
the government's financial statements do not reliably inform parliamentarians
and others who read them (2.24 to 2.39).

2.3 In November 1988, the Canadian Institute of Chartered Accountants' Public
Sector Accounting and Auditing Committee issued two new pronouncements.
Measures recommended in these pronouncements, if implemented by the government,
would resolve my concerns with the government reporting entity and with the
liability for indexing of employee pensions (2.15 to 2.23).

2.4 Important features of the Canadian system of governing -- consent of the
governed, an executive entrusted with great powers, imposed limits on executive
powers, and oversight of executive actions -- depend in part on the availability
of good financial information. The Public Accounts of Canada are a major source
of annually reported financial information (2.66 to 2.72).

2.5 However, the Public Accounts do not include a comprehensive but concise
annual financial report similar to annual reports published by corporations in
the private sector (2.73 to 2.81).

2.6 In addition, the Public Accounts use inconsistent accounting and
classification practices, which make it difficult to compare actual with
forecast results or to move easily between summary-level and detailed
information (2.82 to 2.93).
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Introduction

My audit opinion on the government's financial statements continues to include
three significant reservations. In my view, the government's statements do not
present information fairly. In addition, the Public Accounts, which contain the
statements, are complex and difficult to use.

2.7 The financial statements of the government for the year ended 31 March
1989, and my audit opinion on them, are in Section 2 of Volume I of the Public
Accounts of Canada. In this chapter, I present additional information and
comments on the government's financial statements and my audit opinion. I also
comment on the role of the Public Accounts and offer two suggestions for their
improvement .

2.8 The government's financial statements convey a highly summarized financial
overview of its various activities. The overview includes the government's cash
balances and investments together with amounts owing to and by the government at
the end of the year (its financial position); its revenues and expenditures for
the year (the results of operations); and the extent to which cash going out
exceeded cash coming in (the government's financial requirements).

2.9 My audit opinion tells readers about two matters. First, whether the
financial statements were prepared according to the government's accounting
policies, applied consistently from year to year. Second, whether users of the
statements can rely on them to present fairly the government's financial
position, results of operations and financial requirements.

2.10 As in 1988, I have concluded and reported that the government's financial
statements do not present fairly its financial position, results of operations
and financial requirements. The reason is that three of the accounting policies
used by the government in preparing the statements are, in my judgment,
inappropriate.

2.11 During the fiscal year, the Canadian Institute of Chartered Accountants'
Public Sector Accounting and Auditing Committee (PSAAC) issued two new
pronouncements. Measures recommended in these pronouncements, if implemented by
the government, would resolve my concerns about two of the three accounting
policies that I believe are inappropriate.



2.12 Important features of the Canadian system of governing -- consent of the
governed, an executive entrusted with great powers, imposed limits on executive
powers, and oversight of executive actions -- depend in part on the availability
of good financial information. The Public Accounts of Canada are a major source
of annually reported financial information.

2.13 In 1986, published results of a research project undertaken jointly by my
Office and the United States General Accounting Office indicated that
parliamentarians and others need a comprehensive but concise annual financial
report, similar to annual reports published by corporations in the private
sector. The government has not developed such a document, although some
progress has been made in reshaping Volume I of the Public Accounts of Canada.

2.14 The Public Accounts are complex and difficult to use. Inconsistencies in
accounting and classification practices make it difficult to compare actual
results with forecast results or to move easily between summary-level
information and detailed program accounting information. The complexity can be
reduced by making appropriate changes to accounting practices used to prepare
departmental Estimates.

The Canadian Institute of Chartered Accountants' Public Sector Accounting and
Auditing Committee

Implementation of accounting recommendations issued by the Canadian Institute of
Chartered Accountants' Public Sector Accounting and Auditing Committee would
help the government present information fairly.

2.15 At present, the federal and provincial governments in Canada prepare their
financial statements in accordance with accounting policies that each has
developed. These policies differ from government to government. As a
consequence, it is difficult for those who use the financial statements to
compare one government with another.

2.16 It is also difficult for those who prepare and audit government financial
statements to know when they are presenting information fairly and when they are
not. Although a framework is now in place, there is not yet an agreed-upon set
of standards for good accounting and reporting practice, to help users get the
information they need and to help preparers and auditors assess fairness.

2.17 1In March 1981, the Board of Governors of the Canadian Institute of
Chartered Accountants established the Public Sector Accounting and Auditing
Committee (PSAAC). The 19-person committee is composed of senior public sector
officials, public accountants and academics. Public sector officials include
deputy ministers, comptrollers and auditors general and senior executives of
government-owned corporations from federal, provincial and local governments.
Input and advice is sought from about 100 other people, including users,
preparers and auditors of government financial statements. PSAAC provides a
forum for considering the needs of users, preparers and auditors, and an
opportunity to develop and recommend enhanced accounting principles and
disclosure standards for consideration by Canadian governments and their
legislative auditors.

2.18 The existence of PSAAC does not alter the responsibility of legislative
auditors to exercise independent professional judgment when they examine and



report on government financial statements. However, PSAAC can help legislative
auditors discharge this responsibility better by developing a consensus view of
appropriate financial reporting practice that both governments and auditors can
refer to in assessing fairness. The result should be financial statements and
audit reports that are more attuned to user needs and more comparable, both over
time and from government to government.

2.19 During the fiscal year, PSAAC completed a framework for generally accepted
accounting principles and financial reporting standards appropriate for
governments. This framework comprises the following three pronouncements on
accounting:

Accounting Statement 2identifies five objectives of
(1984)government financial statements;

Accounting Statement 3sets out 35 general reporting
(1986)principles and disclosure standards for information in government
financial statements; and

Accounting Statement 4addresses the principles and

(1988)criteria for determining which activities should be included in government
financial statements, and how these activities should be accounted for if they
are brought in.

2.20 PSAAC also issued Accounting Statement 5 in November 1988 dealing with
accounting for employee pensions. In addition, a research study on the
recording and reporting of physical assets has now been completed. Another
project, examining how governments should account for and report transfer
payment programs, is well under way.

2.21 The financial statements of the government comply with all but four of the
principles and standards recommended in Statement 3. Those recommended in
Statements 4 and 5 have not yet been implemented. They are the subject of
Reservations 2 and 3 in my audit opinion on the government's 1989 statements.

2.22 The recommendations in PSAAC Accounting Statement 3, with which the
government's financial statements do not yet comply, require:

oa statement of changes in financial position;

odisclosure of the government's acquired physical assets on hand and available
for use at the end of the vyear;

oa comparison of actual results with those originally forecast by the fiscal
plan; and

orevenues to be accounted for on the accrual basis where practicable.
Implementation of PSAAC's recommendations would improve the government's

financial statements and should help eliminate the need for reservations in the
Auditor General's opinion.

I have not yet added a reservation to my audit opinion on the government's
statements because of its failure to implement these recommendations. However,



I believe that they are sound, and I would encourage the government to implement
them at the earliest possible date.

2.23 I support PSAAC and recommend its pronouncements to both the government
and to parliamentarians.

Background Information on My Audit Opinion

In giving my opinion on the government's financial statements, it is important
to realize that I am not guaranteeing the absolute accuracy of the statements.
Every year, the government enters into millions of transactions involving many
billions of dollars. Errors do creep in, and some may go uncorrected. When I
audit the government's statements, I seek reasonable assurance that they do not
contain errors whose total effect would be material enough to mislead the
reader.

2.24 In the next four sections I consider in more detail what my audit opinion
on the government's financial statements means and how I arrived at it.

Mandate for My Audit of the Government's Financial Statements

2.25 The mandate for my audit of the government's financial statements is
contained in section 6 of the Auditor General Act. Section 6 states that "the
Auditor General shall examine the several financial statements required by
section 64 of the Financial Administration Act to be included in the Public
Accounts, and any other statement that the President of the Treasury Board or
the Minister of Finance may present for audit and shall express his opinion as
to whether they present fairly information in accordance with stated accounting
policies of the federal government and on a basis consistent with that of the
preceding year together with any reservations he may have".

An Overview of My Audit Opinion

2.26 My audit opinion on the government's financial statements consists this
yvear of two paragraphs followed by three reservations. The first paragraph,
commonly referred to as the "scope" paragraph, identifies the financial
statements that I have examined and reported on and the nature and extent of the
audit work that I have performed. The second paragraph, commonly called the
"opinion" paragraph, contains my conclusions about the government's financial
statements.

2.27 The scope paragraph. The scope paragraph begins by listing the financial
statements covered by my opinion. These financial statements, and the
information they convey, are summarized below. The Statement of Use of
Appropriations that was presented for audit in the past has been replaced by a
summary note to the financial statements (Note 3) in the current year. Details
respecting the use of appropriation authorities continue to be presented in
Volume II (Part I) of the Public Accounts.

Financial Statement Information Conveyed



Statement of Transactionsthe extent to which cash going out exceeded cash coming
in (financial requirements)

Statement of Revenue andwhat the government's revenues
Expenditure andand expenditures for the year
Accumulated Deficithave been (results of operations)

Statement of Assets andthe government's cash balances
Liabilitiesand investments, together with amounts owing to and by the government
at the end of the

yvear (financial position)

It is important to note that my audit opinion relates only to these summary
financial statements and related notes contained in Section 2 of Volume I of the
Public Accounts of Canada. It does not extend to the more detailed information
presented in other sections of the Public Accounts Volume I, or to Volumes II
and IIT.

2.28 The scope paragraph concludes by stating that my audit work on the
government's financial statements has been conducted according to generally
accepted auditing standards prescribed by the Canadian Institute of Chartered
Accountants. I use these standards to ensure that my audit is conducted with
appropriate rigour and professionalism.

2.29 The opinion paragraph. The opinion paragraph contains my conclusions
about two matters. First, whether the financial statements were prepared in
accordance with the government's stated accounting policies consistently
applied. Second, whether the financial statements may be relied on to present
fairly the government's financial position, results of operations and financial
requirements. If I conclude that the statements inform readers reliably, I
state that information is "presented fairly"; if they do not, I use the phrase
"do not present fairly", and add supporting "reservations" to explain why.

2.30 This year, as in 1988, I have concluded and reported that the financial
statements have been prepared in accordance with the government's stated
accounting policies. But I have concluded that these stated accounting policies
result in a display of information about the government's overall financial
position, results of operations and financial requirements that is not reliable.
The overall effect on the government's financial statements is not fully
determinable. However, each of the statements is materially affected. As a
result, I continue to report that the financial statements do not present
information fairly, for the reasons set out in three reservations.

2.31 I have made two changes to my opinion paragraph this year. First, I have
concluded and reported that the government's stated accounting policies have
been consistently applied with one exception. As disclosed in Note 4 (ii), the
accounting for income tax refunds has changed. Second, I have deleted reference
to the Statement of Use of Appropriations because it has been replaced by a new
summary note (see paragraph 2.27).

Materiality and Audit Assurance

2.32 In planning my audit of the government's financial statements, I consider
two main factors that determine the nature and extent of the work required. The
first of these is a dollar figure called "materiality". This represents a
threshold: if total errors fall below this threshold, the financial statements
present information fairly; if they exceed this threshold and are not corrected,
I refer to them in reservations to my opinion. The second factor is a



percentage figure called "audit assurance". This represents how certain I want
to be that my audit will reveal total errors that equal or exceed the
materiality threshold.

2.33 At the conclusion of the audit, I determine whether the effect of
uncorrected errors in the financial statements would mislead those who use the
statements. If the effect would be to mislead, I include a reservation in my
audit opinion.

2.34 In conducting my audit, I cannot be 100 percent certain that it will
reveal all errors in the financial statements that, individually or in total,
may be material. The size and complexity of the government, as well as cost
considerations, make it impractical for me to examine all or even most of the
$1.5 trillion-worth of individual transactions entered into during the year.

2.35 What I can do is verify samples of transactions and account balances,
determine whether significant financial controls within the government are
working and can be relied on to produce complete and accurate data, and carry
out other procedures -- such as confirming year-end balances with third parties
and performing analyses -- to identify anomalies in the reported data.

2.36 What this comes down to is exercising professional judgment about how much
auditing is required to provide reasonable assurance to users of the statements
that they can rely on reported results and not be misled.

Auditing for Compliance with Parliamentary Authorities

2.37 As part of my audit of the government's financial statements, I examine
and verify compliance with parliamentary authorities to spend, borrow and raise
revenues. I do this to the same level of materiality and audit assurance as
that established for my audit of the government's overall financial position,
results of operations and financial requirements. However, this level of
materiality is significantly larger than many of the authorities being audited.

2.38 For example, spending authority is granted by Parliament in Appropriation
Acts, commonly called votes. There were over 400 in the current year. Many
departments are responsible for several votes, whose size and complexity vary
greatly. Votes range in size from a few thousand dollars to several billion
dollars. It would not be practical for me to audit each vote every year to a
level of materiality appropriate to its size.

2.39 I have therefore decided to perform detailed verifications of individual

authorities on a cyclical rather than an annual basis. The results of this work
are included in the applicable chapters in this annual report to Parliament.

Background Information on the Reservations in My 1989 Audit Opinion

2.40 The next three sections present background information on the three
reservations stated in my audit opinion on the government's 1989 financial
statements.

Reservation 1: Failure to Provide for Crown Corporation Borrowings



This reservation concerns the Canadian Wheat Board, an agent Crown corporation
that is not included in the government's financial statements. The government
has guaranteed the Board's borrowings, so it is responsible if the Board cannot
pay. In my judgment, the value of the Board's recorded assets is not sufficient
to repay its borrowings. I believe that an allowance for at least $1.5 billion
of the Board's borrowings should be recorded in the government's statements.

2.41 The Canadian Wheat Board (CWB) buys grain from Canadian farmers and sells
it on the world market. Under the CWB Act, any profit on operations is
distributed to farmers, with any loss being absorbed by the government. The
terms of sales generally specify cash on delivery. However, credit sales are
also made, but only with the concurrence of the government and within guidelines
it has established. The Board finances its accounts receivable from credit
sales by borrowing. CWB's borrowings are fully guaranteed by the government.
Repayment of its borrowings depends on receipt of payment for its credit sales.

2.42 As described in Note 13 to the government's financial statements, the CWB
has borrowed $3.7 billion, mainly to finance these accounts receivable. On 31
March 1989, CWB was owed approximately $3.2 billion in accounts receivable from
countries experiencing difficulties in repaying their debts. Included in this
figure is about $1.5 billion of interest that CWB has charged the countries.
More than one half of this accrued interest has been converted to new principal
by CWB at the direction of the government. This was done as part of debt
rescheduling to ease the financial burden on countries experiencing repayment
difficulties. These difficulties continue and, in some cases, further debt
rescheduling is expected.

2.43 I believe that the reported value of amounts receivable from sovereign
states has been impaired, putting the government at risk for some portion of
CWB's borrowings.

2.44 An allowance has not been established in CWB's financial statements for
reducing the value of amounts owed by countries experiencing repayment
difficulties, and interest revenue on these amounts is still being recorded in
the accounts. This is being done even where payments are not being received.
The reason given by the Board for not establishing a valuation allowance for
these receivables is that the government is at risk, not CWB, should any of the
Board's receivables prove uncollectible. (See Chapter 4 paragraphs 4.10 to 4.16
that deal with a related concern).

2.45 According to the accounting policy stated in Note 1(vii) to the
government's financial statements, amounts receivable from sovereign states are
not reduced in value unless a state has formally repudiated its debts. But why
would a country formally repudiate its debts when a rescheduling agreement can
be obtained that spreads out repayments over an extended period and includes a
grace period of several years? Moreover, converting past due interest to
principal does not necessarily create assets with value, as the Estey Report on
the collapse of the Canadian Commercial Bank and the Northland Bank has pointed
out.

2.46 The government has used the accounting policy stated in Note 1(vii) to
determine whether assets of agent Crown corporations have sufficient value to

repay corporate borrowings. If borrowings exceed a corporation's ability to
repay, a liability is recorded by the government under the accounting policy in
Note 1(i). The purpose of this policy is to recognize borrowings that the

government will likely have to repay. However, application of this accounting
policy does not permit the risk associated with CWB borrowings to be recognized,



because the countries that owe money to the Board have not formally repudiated
their debts.

2.47 I believe that the government should provide an allowance for some portion
of CWB's borrowings. The allowance would recognize the risk to the government
of countries with repayment difficulties not repaying CWB. There are many
methods that may be considered in determining the risk of loss on sovereign
debts. Most have been developed to value sovereign debts owed to commercial
banks. This does not necessarily make them inappropriate for governments.

2.48 A study recently submitted to the Public Accounts Committee of the United

Kingdom concluded that there was "...no clear difference..." between the
government's Export Credits Guarantee Department (ECGD) and commercial banks.
The study explained that "...their objectives differ, but in essence, not their

prospects of recoverability. The prudence concept of accounting requires the
ECGD to recognize the potential losses on sovereign exposure in the form of
provisions in the accounts. The best available measure of such losses is
provided by the Bank of England's matrix". (The Bank of England's matrix is the
U.K. version of the Canadian Superintendent of Financial Institutions' rules.)

2.49 Accordingly, one method of determining the risk of loss on sovereign debts
would be to use the valuation guidelines developed by regulatory agencies of
national governments for commercial banks. In Canada, the rules developed by
the Superintendent of Financial Institutions provide for the risk of non-payment
by requiring that a valuation allowance be established of between 35 percent and
45 percent of loans receivable from countries experiencing repayment
difficulties. They also provide for accrual of interest to cease where
countries are significantly in arrears. Sound accounting practice requires that
interest revenue should not be accrued when the ultimate collectability of
amounts receivable is not reasonably assured.

2.50 Another method of valuing loans by commercial banks to sovereign nations,
which could be used, is by reference to prices in what is called the secondary
market for foreign country debts owed to commercial banks. Banks buy and sell
in this market to rearrange their holdings of sovereign loans receivable. The
secondary market is relatively small compared with other financial markets and
does not deal in sovereign-to-sovereign debts. It does, however, assign a value
to the risk associated with amounts owed to commercial banks by countries
experiencing repayment difficulties.

2.51 As explained in Note 13 to the financial statements, the government
believes that payment delays on amounts receivable from sovereilign nations are
not necessarily indicative of a future loss requiring a valuation allowance
(emphasis added). This may be so, but the individual circumstances of each
country must be looked at separately. There may be situations where payment
delays do indicate future losses. The government does not necessarily receive
preferential treatment.

2.52 Moreover, history shows that defaults on sovereign debts do cause real
losses. The debt crises of the 1870s, 1890s and 1930s were quite similar to the
situation faced today. Although outright repudiation by countries was
relatively infrequent, sovereign debtors often sought relief from external debts
through complete or partial suspension of repayments followed by renegotiation
of the terms and conditions of their loans. In order to settle the defaults,
creditors often had to reduce interest rates, reduce the nominal value of the
defaulted bonds, or both. In other words, defaults caused real losses.



2.53 Recent proposals to ease the financial burden of external debts on
countries experiencing repayment difficulties are strikingly similar. They call
for reductions in interest rates and/or reductions in the nominal value of loans
and/or extended grace periods. Even the International Monetary Fund and the
World Bank -- two of the largest sovereign lenders -- recognize the risk of loss
on sovereign debts in their published financial reports.

2.54 I believe that an appropriate allowance for Canadian Wheat Board
borrowings should be recorded in the Government's financial statements. There
is no simple right answer for the amount of sovereign debt risk to be recognized
in this manner. But prudence requires that some reasonable amount be included
in the government's financial statements to keep them from being misleading.
Clearly, with CWB's receivables in arrears and being rescheduled, there is a
very real risk that amounts owing to the Board will ultimately not be repaid.
Even if amounts due were ultimately to be repaid, there is the risk of costs
associated with repayment delays. And there is the risk of impairment in the
present value of amounts owing from what may become virtually "perpetual
renegotiation".

2.55 Our analysis indicates that the allowance could range from $1.5 billion to
$2.0 billion. In my judgment, the government should record an allowance of at
least $1.5 billion. If this were done, reported liabilities and the accumulated
deficit would be increased by at least $1.5 billion ($1.3 billion in 1988).

2.56 In saying this, I am not in any way suggesting that CWB should write off
its accounts receivable from debtor countries. Sound collection practices must
prevail if public assets are to be protected. An allowance for loss on
sovereign debts can be recorded in the government's financial statements,
without naming specific sovereign debtors. There is no reason why recording
such an allowance should in any way impair collection of amounts due. The
government is clearly at risk for at least $1.5 billion in borrowings by the CWB
that it has guaranteed, and the government's summary financial statements should
reflect this reality.

Reservation 2: Failure to Include Crown Corporations in the Government
Reporting Entity

In my judgment, the government's financial statements are incomplete. They
include government activities of departments, but they do not include
government activities of Crown corporations. The government is bigger, and its
activities more diverse, than the statements now reveal.

2.57 Although disclosure is now provided in Note 8, the assets, liabilities,
revenues and expenditures reported in the separate financial statements of Crown
corporations are excluded from the financial statements of the Government of
Canada as described in Note 1(i). As a result, I believe that the government's
financial statements do not provide a comprehensive and complete summary of the
full nature and extent of the financial affairs and resources for which the
government is responsible. As of 31 March 1989, the net investment in Crown
corporations whose financial statements are excluded from the government
reporting entity amounted to approximately $19 billion or about 44 percent of
the government's total financial assets.

2.58 In November 1988, PSAAC issued Accounting Statement 4, Defining the
Government Reporting Entity. This Statement recommended an approach to
accounting for government organizations that, if implemented, would make the



government's financial statements more comprehensive and complete. If this
approach were taken, the financial statements of government-owned corporations
that are non-commercial in nature, such as the Canadian Broadcasting Corporation
and the Canada Council, would be "consolidated" into the government's financial
statements. This means that their assets, liabilities, revenues and
expenditures would be added, on a line-by-line basis, to the assets,
liabilities, revenues and expenditures of government departments and agencies.
Transactions and account balances between these corporations and departments and
agencies would be eliminated.

2.59 Government-owned corporations that are commercial in nature, such as
Petro-Canada and the Canadian National Railway System, would be included in the
government reporting entity on what is known as the "modified equity" basis of
accounting. This would mean that the government's investment in commercial
Crown corporations would be increased by the government's share of corporate net
profits (decreased by corporate net losses), with a corresponding increase
(decrease) in its non-tax revenues. Corporate assets, liabilities, revenues and
expenditures would not be added to those of departments and agencies on a line-
by-line basis as in "consolidation".

2.60 The exclusion of Crown corporations from the government reporting entity
has a significant effect on the government's reported financial position and
results of operations. Note 8 to the government's financial statements
discloses what the statements would look like if prepared as recommended in
Accounting Statement 4.

2.61 The figures in Note 8 do not include provision for sovereign debt risk for
either the Canadian Wheat Board (CWB) or the Export Development Corporation
(EDC). The need for a provision in respect of CWB is discussed in paragraphs
2.41 through 2.56. EDC is discussed in Chapter 4 of this report (paragraphs
4.17 to 4.19) and also in my audit opinion of the Corporation's 1988 financial
statements reproduced in Volume III of the Public Accounts of Canada.

Reservation 3: Unrecorded Liabilities

This reservation concerns unrecorded employee pension liabilities. Basic
pension benefits are fully provided for in the government's financial
statements, but indexed benefits are not. In my view, an additional liability
for employee pensions should be included in the government's statements.

2.62 The government has defined liabilities as financial obligations to outside
organizations and individuals, resulting from events and transactions recorded
as of the closing date (31 March). However, in accordance with the accounting
policy stated in Note 1(v), and as described in Note 12, financial obligations
related to the indexing provisions of employee pension plans (including those of
the public service, the Canadian forces, the Royal Canadian Mounted Police,
Members of Parliament and judges) have not been fully recorded. I believe they
should be.

2.63 Although Note 12 is informative, it does not change the fact that, until
the government adjusts the financial statements to reflect an additional
liability for pension indexing, the burden is on the reader to do so. I
consider this both undesirable and unfair. A reader unfamiliar with financial
statements may get quite a different picture than a reader with more experience.



2.64 Government officials have advised me that they will record an appropriate
liability for indexing when revised employee pension legislation becomes law.

At the date of signing my opinion on the government's financial statements, this
revised legislation had not been presented to the House of Commons.

2.65 In November 1988, PSAAC issued Accounting Statement 5, Accounting for
Employee Pension Obligations in Government Financial Statements. This Statement
recommended an approach to accounting for employee pension obligations that, if
implemented by the government, would result in financial obligations in respect
of indexing being fully recorded in the government's financial statements.
Implementation of these recommendations would allow me to delete Reservation 3
from my audit opinion on the government's statements.

The Role of the Public Accounts of Canada

Important features of the Canadian system of governing depend in part on the
availability of good financial information. The Public Accounts are a major
source of annually reported financial information.

2.66 The features of the Canadian system of governing that depend in part on
the availability of good financial information are:

oconsent of the governed;

oan executive entrusted with great powers;

oimposed limits on the executive's use of its powers; and
o oversight of executive actions.

2.67 Government in Canada is based on consent, formally given by
representatives in Parliament through the annual appropriation of supply,
approval in principle of the Budget and passage of specific legislative
proposals. Information on the intended benefits, costs and financial effects of
government proposals is needed before Parliament gives its consent.
Subsequently, periodic reporting of financial information is needed to compare
actual costs, tax burdens and other financial effects with those intended and
for which consent was given.

2.68 The system in Canada provides for a strong executive entrusted with great
power. The historical reasons for a strong executive are several, including the
belief that legislation cannot be formulated to foresee every eventuality;
consequently, the executive is trusted to exercise discretion in the application
of the laws. Reports of the actual costs and financial effects of government
activities are needed to assess whether, from a financial point of view,
executive discretion was appropriately exercised.

2.69 Limits on the use of executive authority are a constitutional strategy to
protect individuals' liberty from abuse by the powers of the state. Some limits
are financial (for example, the system of parliamentary appropriation) and
financial records are needed to show whether the executive has complied.

Another important limit is jurisdiction; for example, the National Parole Board
has sole authority to decide who is released on parole. The practice of
granting separate appropriations by department or agency facilitates the control



imposed by jurisdictional limits and promotes financial accountability of
ministers and public service managers.

2.70 The oversight of the executive in Canada is performed by parliamentarians,
the public and interest groups. Parliamentary oversight is as extensive as
Members of Parliament make it. Some oversight is accomplished through the news
media. The possibility of review helps deter behaviour such as unfairness,
fraud, waste, extravagance, embezzlement and misappropriation.

2.71 In the early days of Confederation, protection of the taxpayers' purse was
accomplished by publishing the detailed records of financial transactions.

These detailed publications evolved into the present-day Public Accounts.

Modern government is much larger and more complicated. Publishing financial
information at a level of detail comparable to what was published 50 or 100
years ago is not practical; there is a need to be selective in what is
published. The government should continue taking the initiative to provide in
the Public Accounts basic information that will help the system of governing
operate properly. But Parliament must also demand good information.

2.72 A unique opportunity to improve the Public Accounts and related financial
information is now developing. The electronic information age has arrived. Its
possible effects on the government's 20 year old central accounting and
reporting systems, and on departmental systems, are now being studied by central
agencies. The government is identifying and pursuing opportunities for
improvement at a rapid pace. Parliamentarians can have a voice in these
deliberations.

The Need for a Concise Annual Financial Report

Publication of a comprehensive but concise annual financial report, similar to
annual reports published by corporations in the private sector, would help
parliamentarians and others obtain a complete picture of government without
getting buried in massive amounts of detail.

2.73 In 1986, the results of the two-year Federal Government Reporting Study
(FGRS) were published. FGRS was a research project undertaken jointly by my
Office and the United States General Accounting Office. Its purpose was to
identify the financial information users need to have about federal governments.
The results of the study have been provided to Members of Parliament, the
government and PSAAC for its consideration. Copies of the reports on FGRS are
available from my Office.

2.74 One question we dealt with in FGRS was how the government's annual
financial statements should be communicated. At present, the financial
statements are presented in the Public Accounts of Canada, a three-volume set of
documents of massive proportions. Users found this presentation cumbersome and
difficult to work with. They called for a simpler, more focussed approach to
presenting the government's overall numbers. And they wanted some context for
the numbers in plain, non-technical language.

2.75 The prevailing view of user respondents was that a comprehensive but
concise annual financial report by the federal government would be extremely
valuable. They wanted such a report to provide a broad picture and a more
complete understanding of the government's activities and resulting financial



position and to serve as a key to the more detailed information the government
provides in other financial documents.

2.76 Besides basic financial information, such as the government's assets,
liabilities, revenues, expenses, deficit and borrowing requirements, most users
wanted an annual report to contain other information that would increase their
understanding of these indicators. Supplementary information often requested
included data on tax expenditures, common measures of the performance of the
economy, the effects of inflation, regional breakdowns of revenues and expenses
and government employment. Users recognized that such information can be
presented in an annual financial report only in a highly summarized format.
Nevertheless, they wanted such summary information included, along with
references that would allow them to find detailed information on matters they
might want to examine further.

2.77 Many users also thought graphs and charts would allow information to be
captured quickly and communicated easily. They wanted the charts to provide
data for 10 years, where possible; numerical values should also be included to
facilitate analysis of trends.

2.78 Since the publication of FGRS, I have been pleased to observe that the
government has taken a number of steps to improve the way in which it
communicates summary information to users. 1In 1987, Section 1 of Volume I of
the Public Accounts of Canada was completely redone. The section now includes a
financial overview containing tables, charts and explanatory narrative, together
with more detailed supplementary information. Where possible, data are
presented on a comparative basis for 10 years. Topics covered include the
deficit and net debt, factors affecting the deficit, and factors affecting
financial requirements. Public Accounts Volume I has also been reduced in size.
Information not directly related to the government's summary financial
statements has been moved to Volume II. With additional work, Volume I of the
Public Accounts might well become the sort of concise annual financial report
that users need.

In its Eighth Report of 30 June 1987, the Public Accounts Committee endorsed
" the need for a succinct annual financial report for parliamentarians and
other users of government financial information".

2.79 1In addition, the Department of Finance continues to publish two four-page
documents entitled The Fiscal Monitor and The Economy in Brief. These quarterly
publications are attractively presented and contain tables, charts and text
designed to help users obtain a complete picture, without getting buried in
massive amounts of detail.

2.80 In April 1989, the Department of Finance also published a highly
informative financial overview, entitled Where Your Tax Dollars Go. This new
document summarizes and explains federal spending, with a primary focus on who
received federal funds.

2.81 I encourage the government to continue improving the presentation of
summary information to users.

The Need for More Consistency



More consistency in accounting and classification practices within the Public
Accounts would make it easier to compare actual with forecast results and to
move between summary-level and detailed information.

2.82 The Budget is prepared on one basis of accounting while the Main Estimates
are prepared on another basis. The Budget also includes reserves for
Supplementary Estimates net of lapses. There is a lack of clear, obvious links

between similar information in these two documents. For example, Table 4.4 from
the 1989-90 Budget Fiscal Plan and Table 4.1 from Part I of the 1989-90
Estimates both present expenditures by type of payment (see Exhibit 2.1). The

only amount in the 1989-90 columns that is the same in both tables is $39.4
billion of projected public debt charges. The 1989-90 projected expenditure
totals differ by $12 billion. This difference is analyzed in Table 2.2 of Part
I of the 1989-90 Estimates.

2.83 The differences in accounting between Budget and Estimates are reflected
in the Public Accounts. Detailed information in Volume II of the Public
Accounts often cannot be easily tied in to the government's summary financial
statements in Volume I. Consider the question: What was the effect of
government activities related to employment and insurance on the deficit in

1987-88? The possible answers are shown in Exhibit 2.2. Depending on one's
knowledge of government organization and accounting expertise, the two possible
answers differ by almost $2 billion. The correct answer -- $2.447 billion --

could be determined only by someone who knows the composition of the
government's valuation allowances. This information is not available from
published sources.

2.84 In paragraphs 2.66 through 2.72, we set out the uses of financial
information in the Canadian system of governing: it is the basis for consent to
executive action; for imposing financial limits; and for oversight by Parliament
and the public. These uses can be better served if financial information is
comprehensive in its coverage of government activities and understandable to
those who need to use it.

2.85 As part of the 1986 Federal Government Reporting Study (see paragraphs
2.73 through 2.81), we consulted Members of Parliament on their financial
information needs. The study report summarized the characteristics such
information should possess:

It needs to be presented in a way that allows the Member to move easily from
summary-level data to the more detailed accounting of the particular issue of
concern. Information should allow first an overview and then a more detailed
analysis of individual departments' expenditures and performance. This
information requirement extends to the review of the government's Budget, the
Estimates of the various departments and agencies, and the annual reports of the
various government-owned corporations. In carrying out their parliamentary
activities, Canadian Members want to be able to compare reported actual results
with forecasts in the Budget and Estimates (requests for spending authority) and
with spending and borrowing limits set by acts of Parliament. It is essential,
therefore, that there be consistency in classification and format among the
basic financial reports of the government.

2.86 In our view, financial information in the Public Accounts, Budget and
Estimates does not have the characteristics that Members believed to be
essential to their activities. Inconsistencies in accounting and classification



practices make it difficult to compare actual results with forecast results or
to move easily between summary-level data and detailed program accounting data.

2.87 Government accounting, like all accounting, is continually evolving.
Major trends in government summary financial reporting over the last 20 years
have been:

othe elimination of internal transactions and balances so as to report in terms
of transactions with outside parties;

othe grossing up of amounts of revenues netted against expenditures and of
expenditures netted against revenues;

oa more complete reporting of the liabilities of the government; and

othe provision of allowances to reduce the recorded values of financial assets
to estimated amounts realizable.

2.88 The changes in accounting policies and practices have resulted in
substantial improvement to the completeness and comprehensiveness of reporting
in the government's summary financial statements and in the Budget. However,
many of the changes were implemented by making accounting adjustments only at
the summary level. The accounting changes have not been implemented at the
program level where the departmental Estimates are prepared. The Estimates and
program-level reports in the Public Accounts continue to follow accounting
practices developed for reporting on the use of appropriation authority. The
government abandoned these practices for purposes of summary reporting because
they were considered to be inappropriate.

ILLUSTRATION OF THE DIFFICULTY OF LINKING
DETAILED AND SUMMARY INFORMATION IN THE PUBLIC ACCOUNTS

Question:How did the employment and insurance activities affect the 1987-88
deficit?

Possible Answers: S millions

1.Answer based on information reported at the program
level in Volume II, Part I of the Public Accounts

Program expenditures 4,365
Program revenues 13
Impact on deficit 4,352
2. Answer based on adjusting program level data of answer 1

to consolidate the Unemployment Insurance Account, using
information reported in Tables 5 and 6 of Volume II, Part I

Consolidated program expenditures 12,864
Consolidated program revenues 10,438

Impact on deficit 2,426
3.Correct answer, adjusting answer 2 taking into account

unpublished information on the composition of the provision
for valuation of statutory payables



Consolidated program expenditures 12,885
Consolidated program revenues 10,438

Impact on deficit 2,447

Exhibit 2.2 The impact of some activities on the deficit can be determined only
by an expert using unpublished financial information.

2.89 The complexity can be reduced by carrying down to the program level the
adjustments now made only at the summary level. There would then be a single
definition of expenditure used for summary reporting, for preparing Estimates
and for reporting expenditures at the program level. There would be a
corresponding single definition of revenue. This accounting change would
eliminate the current difficulty in relating detailed program information to
summary-level information. It would also reduce the complexity of tables in the
Public Accounts.

2.90 The government should prepare its spending Estimates and account for and
report its revenues and expenditures at the program level in accordance with the
accounting policies and practices it uses for summary reporting.

2.91 The accounting changes over the last 20 years reflect a trend toward
accounting for revenues and expenditures in terms of gross transactions with
outside parties. The gross amount of revenues and expenditures is needed to
understand the full magnitude of government financial activity and its impact on
the economy. It is also needed to fully report on the use made of revenue and
spending authorities.

2.92 Current Budget presentations do not fully gross up all the revenues from
or expenditures to outside parties. In excess of $2 billion of tax and non-tax
revenues are netted against expenditures. As disclosed in Note 4 to the
government's financial statements, a further $2 billion of expenditures, in the
form of refundable tax credits, are netted against tax revenues. One effect of
netting refundable tax credits is that the income tax load on individuals, when
compared with that on corporations, is understated by $2 billion. I have not
commented on the practice of netting in a reservation to my opinion on the
government's financial statements because it has no effect on the reported
deficit for the year. However, if the practice becomes more pervasive, reported
revenues and expenditures may become so distorted that a reservation will be
required.

2.93 The government should account for and report its revenues and expenditures
consistently in terms of gross transactions with outside parties.



MAJOR CAPITAL PROJECTS3

MAJOR CAPITAL PROJECTS

Main Points

3.1 We examined five construction projects having a total value of
approximately $650 million. In one case, by the time the project is completed,
planning and construction will have taken 16 years; in another, a long-term
strategic plan is still not in place, although $375 million has been expended
(paragraphs 3.16, 3.54 and 3.55).

3.2 The Department of Public Works (DPW) was directed to purchase a facility
at Rigaud, Quebec at a cost of $5 million for a Customs and Excise (C & E)
Training College, although it did not meet C & E requirements. Although the
original consultants' report stated the property would be adequate to meet C & E
needs "with some renovations", the cost of renovations so far has been $35
million (3.22, 3.23 and 3.30).

3.3 The Maurice Lamontagne Institute in Mont Joli Quebec, the estimated cost
of which was initially reported to Parliament at $17 million, was built for the
Department of Fisheries and Oceans at an approved cost of $48.2 million. The
Department estimates the eventual cost to be $56.7 million; we conclude that an
additional $20.9 million will be required to complete the facility to its full
capabilities, raising the cost to $77 million (3.39, 3.43 and 3.49).

3.4 The Department of Public Works is accountable for the Northwest Highway
System and the Department of Indian Affairs and Northern Development (DIAND) is
responsible for the Northern Roads Program. In 1973, Treasury Board directed
that the Northwest Highway System and the inter-territorial roads under the
Northern Roads Program be turned over to British Columbia, Yukon, and the
Northwest Territories. This divestiture has not taken place (3.55).

3.5 DIAND has reached agreement in principle with the Yukon and Northwest
Territories Governments to transfer the remainder of the Northern Roads Program,
at annual funding levels of $8.1 million and $9.4 million respectively, without
obtaining Cabinet's approval for a framework to transfer responsibilities for
roads (3.50).

3.6 We found the capital projects of the Rideau Canal and Trent-Severn
Waterway of the Canadian Parks Service were well managed in accordance with our
criteria for due regard to economy and efficiency. The Bassano Dam project met
the audit criteria during the implementation phase (3.65 and 3.19).Table of
Contents
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MAJOR CAPITAL PROJECTS

Introduction

We examined five construction projects

3.7 As part of the Office's continuing examination of capital acgquisitions by
federal departments and agencies, we examined five construction projects with a
total value of about $650 million: the Bassano Dam in Alberta; the Customs and
Excise Training College at Rigaud, Quebec; the Maurice Lamontagne Institute,
Mont Joli, Quebec; the Northwest Highway System and Northern Roads Program; and
the Rideau Canal and Trent-Severn Waterway. These projects are representative
of departments' efforts to acquire new facilities to provide accommodation and
service.

Audit Scope

Progress of each project

3.8 We examined each project using criteria developed by our Office, approved
by the Public Accounts Committee, and agreed to by the departments concerned.

We assessed the progress of each project from the time departments had
identified the need for construction up to the time of our audit.

Planning and management systems



3.9 We focussed on how departments plan capital projects as well as the
systems and practices they use to manage them. We also examined how the
projects were related to departmental plans and objectives.

Contracts

3.10 We also looked at contracts to assess whether officials in the departments
and the service agency, the Department of Public Works (DPW), had followed
departmental and Treasury Board direction in developing appropriate contractual
arrangements for each project.

3.11 For those projects that had reached the commissioning phase (the phase in
which the equipment or construction is turned over to the Crown), we assessed
whether departments had received the equipment or buildings for which they had
contracted.

Audit Findings

Planning not significantly improved

3.12 We found no evidence that departmental and agency planning had improved
significantly over previous years. One project, the Bassano Dam rehabilitation,
will have taken over 16 years from the original planning to project completion.
During the planning period the estimated cost of the project escalated from $5
million to $17.2 million. In the Northwest Highway System, long- term strategic
plans for both highway construction and divestiture of highways and roads to
British Columbia and the Yukon Territory were still not in place.

Needs definition and options analysis flawed

We examined five construction projects with a total value of about $650 million.

3.13 1In the case of the Maurice Lamontagne Institute, the Department of
Fisheries and Oceans had been directed to build the facility and, operating
under the pressures of the Special Recovery Capital Projects Program (SCRPP),
did not have time to carry out a needs or options analysis. The cost, reported
to Parliament in 1983 at $17 million, is now projected at $56.7 million. With
the additional components that, in our view, are necessary to complete the
project, the cost will eventually rise to $77 million. For the Rigaud project,
Customs and Excise did not review its options when a major change occurred that
could have had a significant impact on the need for a project of that size.

Two projects ran into difficulties

3.14 The Rigaud Training College for Customs and Excise ran into difficulties
during the implementation phase, due largely to inadequate evaluation of the
facility's condition when it was purchased. In addition, we noted that there
were no standards governing the construction of residential facilities. In the
case of the Maurice Lamontagne Institute, we concluded that an additional $20.9
million will be required before the facility can be used to its full potential.



Some well-managed projects

3.15 We also noted two capital programs that were well managed in accordance
with our criteria: the Rideau Canal and the Trent-Severn Waterway. In
addition, once the Bassano Dam project reached the implementation stage it was
managed with due regard for economy and efficiency.

Case Studies

Case Study 1: Rehabilitation of the Bassano Dam, Bassano, Alberta
Long delays but well managed once under way

3.16 Under an agreement between the federal government and the government of
Alberta, signed in 1973, the Prairie Farm Rehabilitation Administration was
directed to undertake the rehabilitation of several irrigation works in the
Province. The federal government initially committed support totalling $26.2
million, not including the value of property it transferred to Alberta,
estimated at $2 million. $16.5 million was identified as the estimated cost to
rehabilitate four irrigation works, including the dam at Bassano, originally
built in 1914. The agreement called for the rehabilitation projects to be
completed within five years; the Department of Regional and Economic Expansion
estimated that the works at the Bassano Dam would cost $5 million.

3.17 The Bassano Dam project was delayed for six years while land claims with
the neighbouring Blackfoot Indian Band were dealt with, during which time
construction costs escalated for reasons beyond the control of the PFRA. 1In
1984, PFRA was authorized to start the project, expected to take two years at an
estimated cost of $17.2 million.

3.18 The project was further delayed by problems encountered in rehabilitating
a working structure over 70 years old for which original design drawings were
unreliable. As a result, the dam's rehabilitation is now scheduled for
completion in 1989-90. The anticipated cost of the project is about $15.5
million, about 10 percent below the 1984 estimate.

3.19 We have examined the implementation phase of the Bassano Dam project from
all aspects, and consider it to have been well managed by PFRA in accordance
with our criteria.

Case Study 2: Training College, Rigaud
A catalogue of problems and delays

3.20 The Department of National Revenue, Customs and Excise (C&E) had
determined by 1976 that it needed a training college for customs and excise
officers. At the same time the Taxation Branch of the Department was
considering a "Centre for Career Development" which could be located with the
proposed college.

3.21 C & E was given approval in principle, in June 1976, to build a college at
a location that would support the government's decentralization policy. With



Taxation's requirements at that time, the combined capacity of the facility
would be about 450 residential rooms.

3.22 The Department of Public Works (DPW) was directed to buy the College St.
Viateur at Rigaud at a cost of $5 million to meet the C & E and Taxation
requirements, even though C & E had previously indicated that the location met
none of the criteria for departmental requirements, or for the government's
decentralization policy. Following the purchase, preliminary repairs were
undertaken to enable the college to commence operating immediately. Taxation
withdrew from the project in November 1978, but Customs and Excise indicated
that its training requirements would grow, in the longer term, enough to take up
the vacated capacity.

3.23 In 1984 the Department of Public Works started the main renovation
project, with an estimated total cost of $34,986,000 and a scheduled completion
date of October 1987. Completion is now scheduled for the fall of 1989.

3.24 We examined the process followed by the Department of National Revenue
(C&E) in determining the need for a college and concluded that the initial needs
definition phase had been performed satisfactorily. However, when Taxation
withdrew in 1978, no re- examination of need was undertaken, even though up to
that point C & E had been expected to require only half the facility's total
capacity.

3.25 Over the three years before the contract for the main renovations was
awarded in June 1986, C & E training days achieved were about 60 percent of
those planned. We noted that in 1981 when cost increases were reported and in
October 1985, when the results of tenders indicated that a significant cost
reduction would be necessary to keep within the budget, Customs and Excise did
not re-examine alternatives in light of the fact that its planned training
program had apparently overstated its needs.

3.26 In summary, when construction started in 1986, it was to meet needs
established in 1976 and not re-examined since then.

3.27 We examined the options analysis undertaken in 1976 and are satisfied that
it was adequate. We recognize that once the property had been purchased, the
options were restricted to the extent and design of the work needed to make the
facility acceptable as a training college. In our opinion, however, had the
Department examined other options before seeking Effective Project Approval from
the Treasury Board, it could have determined and advised the Board whether a
smaller project with provision for future expansion could have been completed
sooner and more economically.

3.28 The Department has informed us that due to recent changes in compulsory
course requirements for Customs Inspectors, and with anticipated legislative
changes likely to have a significant impact on the Excise Branch, there may well
be a requirement for the full facility.

3.29 We examined the process by which the Department of Public Works (DPW) and
the Department of National Revenue (C&E) estimated the total cost of the
project. We found that both Departments followed appropriate procedures.

3.30 Before acquiring the property in 1977, DPW engaged two consultants at
$10,000 each. Their preliminary analysis indicated that, with some renovations,
the property would be adequate as a training college for Customs and Excise and
Taxation. (We noted, however, that there were no criteria for training



institutions or precise accommodation standards for either department). In
1978, the same architectural consultants were engaged to prepare the studies for
the preliminary renovation work, which would allow the College to begin
operating. In 1980 they were again appointed to conduct the preliminary studies
for the main renovation project and, having so far demonstrated satisfactory
performance, were engaged jointly with another firm to undertake the main design
work and site supervision in 1983.

3.31 1In our opinion, for a project of this nature and scope, the initial
contracts did not provide enough latitude for a realistic evaluation before the
decision to proceed. The full scope and criteria for technical training were
not provided until the consulting contract for the main work was signed in May
1983. By then approximately $8 million had already been spent to buy the
property, and to complete emergency work and sufficient renovation to maintain
the security of the building and permit limited operation of the College. This
amount was in addition to the cost of the main renovation project -- about $35
million.

3.32 DPW followed Treasury Board and departmental directives in seeking an
architectural consultant for the project, but was directed to engage a second
consultant to work jointly with the recommended firm. During the main design
phase, the joint consultants were often late and demonstrated less than full co-
operation with the Department.

3.33 In March 1980 Customs and Excise started limited operation of the training
college, which continued throughout the renovations, a condition the consultants
said was one of the constraints to delivering the project on time.

3.34 In any other renovation project, the option of occupying the premises
during construction should be carefully evaluated.

3.35 In August 1985 tenders were called for the main renovation package. The
lowest valid tender at about $24 million exceeded DPW estimates by almost $5
million, or 25 percent. As a result, a cost reduction exercise was undertaken
to ensure that the project would remain within the approved TB budget and a
total of $4.6 million was cut from the project. C & E expressed some concern
over the impact these cuts would have on its training program, but nevertheless
concurred with the decision. On completion of the cost reduction exercise a new
tender call was issued and a valid tender for the main renovation work was
accepted in June 1986. This time, the tenders received were within DPW's
estimates. To cover the additional work needed due in part to site conditions
and the increased time spent to prepare for the second tender call, the
consultants' fees were increased by over $1 million.

3.36 DPW's cost estimates before the two tender calls had been based on
consultants' advice, which we evaluated in the light of the results of the two
calls. The consultants had advised that the notable difference between the
estimate and the result of the first tender call was due to "unusual market
conditions" and the difficulties inherent in a project of this complexity. We
were unable to confirm the basis for this advice. As a consequence, we conclude
that the Department of Public Works was not kept fully informed.

3.37 Work began on the main renovation package in late 1986, with completion
scheduled for October 1988. Changing requirements and unexpected conditions in
the old buildings have combined to delay the project by almost a year and to
increase the cost of the contract by some $3.1 million. These increased costs
have been the result of over 380 change orders. In our opinion, some of these



unexpected problems could have been avoided had there been an adequate
examination and analysis of the buildings and had the client's needs been
adequately defined prior to the start of design work.

3.38 Thirteen years after the initial requirements were identified, the
project has been kept within the Treasury Board approved budget, but only by
completing a significant cost reduction exercise, which reduced the standard of
quality of the facility. The project is now over two years late.

Case Study 3: Maurice Lamontagne Institute, Mont Joli, Quebec

A story of escalating costs

3.39 1In 1983, the Department of Fisheries and Oceans (DFO) was directed, under
the Special Recovery Capital Projects Program (SRCPP), to build a marine
sciences research institute near Mont Joli, Quebec. The institute would
accommodate research scientists and the cost was reported to Parliament in the
1984 Main Estimates at $17 million.

3.40 Because the Department was directed to establish a world-class facility
of a given size and in a given location and because of time constraints, neither
a full needs analysis nor a full options analysis was undertaken.

3.41 The exigencies of the SRCPP were such that DFO and the Department of
Public Works (DPW) were under severe time pressures to meet SRCPP objectives.
In our opinion DPW and DFO managed the definition stage well in trying to meet
these requirements. The Department of Public Works followed departmental and
Treasury Board directives in selecting the design consultants and the
contractors, but was told which design consultant to engage. As a result, an
architectural firm was engaged whose design proposal and capability had been
ranked second and whose tendered price was over $200,000 more than the lowest
bidder, whose proposal had been ranked first.

3.42 In attempting to meet the construction timetable, the Department of
Public Works went to tender before completing a thorough cost estimate of all
elements of the project, and before all design documents were completed.
Furthermore, to comply with SRCPP guidelines to reduce the time for construction
and to allow more contractors to participate, the project was broken down into
several small phases or construction lots. Work costing $2.4 million was
eventually added to the various construction contracts to accommodate unforeseen
site or design conditions; about $400,000 of this, the Department of Public
Works estimates, was due to time pressures. DFO calculated that costs related
to the remote location selected for the project would amount to about 10 percent
of the construction costs. In our opinion, a similar project undertaken without
the pressures of the SRCPP and in a less remote location could have been built
for as much as $5.2 million less.

3.43 The project was approved at an initial estimated total cost of $44
million. Additional costs have increased the approved total to $48.2 million.
However, the Department of Fisheries and Oceans estimates that the cost of the
project will be $56.7 million, excluding both a computer and the second phase of
the harbour facilities, which the Treasury Board had been advised would be
addressed in future submissions. The additional $8.5 million is to cover
expected additional work to complete designs (at $6 million) that were part of
the original scope of the project, and new waste water treatment facilities
which have been necessitated by changes in environmental regulations.



3.44 Regulations governing the treatment of waste water were changed after
construction had been completed. Until the facilities to meet the new
regulations are constructed, at an estimated cost of $2.5 million, domestic
sewage is given primary treatment, and liquid chemical and biological wastes are
only diluted before being emptied into the St. Lawrence River.

3.45 A central computer necessary to meet the scientific computing requirements
of the institute was identified in the original TB submission but not costed. A
separate submission was to be made for the computer and the Department now
estimates the cost of providing this essential facility to be $5.6 million.

3.46 As part of the project so far approved, DFO has constructed an approach
jetty costing $8 million. The Department expects that this jetty can be used
only about 25 percent of the time that the St. Lawrence River is ice-free. An
additional $13 million will be required to construct a breakwater if the jetty
and harbour are to be used more often. We consider that the Department has not
fully justified its requirement for the harbour, and decisions still need to be
made on the future of the harbour.

3.47 Additional construction of minor works, at a total cost of $2.3 million,
has been identified by the Department as "desirable but not essential".

3.48 1In addition to the $8.5 million the Department estimates it will need to
complete the project, we have identified a further $20.9 million ($5.6 million
for the computer; $13 million for phase II of the harbour; and $2.3 million for
"desirable, but not essential" minor works). The first two items were
identified in the original Treasury Board submission as requests for future
submissions but were not fully costed.

3.49 1In summary, the Department was directed to undertake the project with a
cost originally identified to Parliament at $17 million and subsequently
approved by Treasury Board at $48.2 million. The Department expects the project
to cost $56.7 million, but its estimates do not include the costs of the
additional items, amounting to $20.9 million, described previously. In our
view, these elements are needed before the project meets the standard originally
considered appropriate for a world-class facility. We are aware that the
Treasury Board was advised of further submissions that would cover the
additional items, but we have calculated that completing it to meet the full
scope of its capabilities as originally approved will bring the cost to over $77
million, or nearly $30 million more than originally estimated.

Case Study 4: Northwest Highway System and Northern Roads Program
Lack of plans, funds and other difficulties delay divestiture proceedings

3.50 1In 1958, the federal government approved the Northern Roads Program,
currently administered by the Department of Indian Affairs and Northern
Development (DIAND), to develop the o0il and mineral potential of the Yukon and
the Northwest Territories. The program has since been updated to introduce new
economic measures designed to encourage economic development by determining,
using socio-economic criteria, the construction requirements for a network of
permanent highways and roads in the territories.

3.51 1In 1964, administration and control of the Northwest Highway System,
Haines Road and all property forming part of the Northwest Highway System were
transferred to the Department of Public Works (DPW). The Department introduced



a policy of gradual highway reconstruction and paving, in areas where traffic
volume and accident rates justified the cost of improvements.

3.52 We reviewed management controls and engineering procedures and practices
related to the maintenance and construction of nine highway and road systems.

3.53 We also examined the current status of the divestiture of territorial
highways and roads initially directed by Treasury Board in 1973.

3.54 From 1980 to 1989 DPW paid $375 million to maintain and reconstruct the
Northwest Highway System. DIAND paid $140.2 million between 1981 and 1989 to
construct and reconstruct roads under the Northern Roads Program. These
expenditures are approximate and do not represent the full cost of constructing
and reconstructing the highways and roads.

3.55 In our 1979 audit of DPW highways and roads systems we reported the lack
of long-term strategic plans for capital road construction for the Northwest
Highway System. These plans have not been developed.

3.56 In 1986, Treasury Board directed that DIAND should seek approval of a
capital plan only in the context of a Cabinet-approved framework for the
transfer of responsibilities to the Territories. However, DIAND has reached
agreement in principle with the Yukon and Northwest Territories Governments to
transfer the remainder of the Northern Roads Program, at agreed annual funding
levels of $8.1 million and $9.4 million respectively, without obtaining Cabinet
approval for a framework to transfer responsibilities for the roads. DIAND is
now in the process of seeking Cabinet approval for the transfers at the agreed
funding levels. This is the final transfer of the current Northern Roads
Program.

3.57 The transfer to the respective governments of responsibilities for roads
is delayed because of differences over the wording of the agreements and because
responsibilities for funding future roads need to be clarified. DIAND has
already transferred its road maintenance responsibilities for both territorial
and inter-territorial roads and its construction responsibilities for
territorial roads to the territorial governments.

3.58 Notwithstanding a 1973 Treasury Board direction, the Northwest Highway
System, and inter-territorial highways and roads under the Northern Roads
Program, have not been transferred to British Columbia, Yukon and Northwest
Territories.

3.59 Demands by the Province of British Columbia, and conditions under which
the Yukon Government has indicated it will accept responsibility for its
sections of the Northwest Highway System, have become so complex that
divestiture is not likely to occur without major financial concessions by the
federal government.

3.60 The lack of long-term strategic plans for capital roads for the Northwest
Highway System, providing for realistic funding based on justified social and
economic needs, has made it difficult to determine the annual funding levels
that are and will be required until the divestitures can be negotiated, to
properly maintain and reconstruct the highways and roads at acceptable safety
levels and design standards. DPW is presently engaged in an economic review of
highway requirements.



3.61 The lack of funds has caused DIAND difficulty in achieving prompt
agreement with the Yukon and Northwest Territories Governments on the acceptance
of capital road plans and the annual funding levels required for transfer of
road responsibilities.

3.62 The current restriction of capital funds for the Northwest Highway System
has had an adverse effect on Public Works' ability to meet the conditions laid
down by the British Columbia and Yukon governments for divestiture of the
highway.

3.63 We noted that $7.3 million for the upgrading of the South Klondike Highway
was approved on 19 July 1983 in spite of Treasury Board's concern over the
economic viability of the project. Since that time $20.8 million has been
expended on reconstruction of this highway with Treasury Board approval.

Payment for work done in error

We examined the capital works of the Rideau Canal and the Trent-Severn Waterway,
and found them to be well planned and well managed.

3.64 Our examination of management controls revealed that in November 1983 a
payment of $1,227,000 was made to the Yukon Government for work carried out in
error on a federal section of the Carcross-Skagway Highway, fourteen months
before completion of a Treasury Board-directed audit, to be done as a
prerequisite for payment. The payment was approved by Treasury Board, on
condition that DIAND formally define its responsibilities for inter-territorial
roads with the two territorial governments. This has not yet been done.

Case Study 5: Rideau Canal and Trent-Severn Waterway
Well planned and well managed

3.65 The Rideau Canal and the Trent-Severn Waterway are Heritage Canals
operated by the Canadian Parks Service of the Department of the Environment.
They each spend approximately $3 million annually on capital projects. We
examined all the capital works of the two systems for 1986-87, and in accordance
with our criteria for due regard to economy found them to be well planned and
managed.
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Main Points

4.1 The Audit Notes chapter fulfils a special role in the annual report.

Other chapters normally describe the findings of the comprehensive audits we
perform in particular departments; or they report audits and studies of issues
that relate to government operations as a whole. The Audit Notes chapter brings
together in one place individual matters that have come to our attention during
our financial audits of the Public Accounts of Canada, Crown corporations and
other entities. It is also used to report some individual matters that have
come to our attention during the performance of our comprehensive audits.

4.2 Where, in the Auditor General's judgment, these matters are of
significance and of a nature that they should be brought to the attention of the
House of Commons, the Auditor General Act requires him to include them in his
annual report.

4.3 The Audit Notes chapter is, therefore, a compilation of these instances.

4.4 This year's chapter contains a wide range of notes. Three relate to Crown
corporations and other entities, and the balance to departmental operations.
Several involve large expenditures of public moneys.

4.5 While the notes report matters of significance, they should not be used as
a basis for drawing wider conclusions about matters we did not examine.Table of
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Introduction

4.6 This chapter contains matters of significance that we believe should be
drawn to the attention of the House of Commons. They have not been reported
elsewhere in the report, but have come to our attention during our audits of the
accounts of Canada, Crown corporations and other entities or during the
performance of our comprehensive audits.

4.7 Section 7(2) of the Auditor General Act requires the Auditor General to
call Parliament's attention to any significant cases where he has observed that:

(a)accounts have not been faithfully and properly maintained or public money has
not been fully accounted for or paid, where so required by law, into the
Consolidated Revenue Fund;



The audit notes contain individual matters of significance that the Auditor
General is drawing to the attention of the House of Commons.

(b)essential records have not been maintained or the rules and procedures
applied have been insufficient to safeguard and control public property, to
secure an effective check on the assessment, collection and proper allocation of
the revenue and to ensure that expenditures have been made only as authorized;

(c)money has been expended other than for purposes for which it was appropriated
by Parliament;

(d)money has been expended without due regard to economy or efficiency; or

(e)satisfactory procedures have not been established to measure and report the
effectiveness of programs, where such procedures could appropriately and
reasonably be implemented.

4.8 Each of the matters of significance reported in this chapter was examined
in accordance with generally accepted auditing standards, and accordingly our
examinations included such tests and other procedures as we considered necessary
in the circumstances. The matters reported should not be used as a basis for
drawing conclusions about matters not examined. The instances that we have
observed are described in this chapter under the appropriate Crown corporation,
department or agency heading.

Observations on Crown Corporations and Other Entities

4.9 The Auditor General is appointed auditor of a number of Crown corporations
and other entities, under the Financial Administration Act, individual Acts
incorporating specific corporations or by Orders in Council. Details of
significant reservations and other matters contained in reports issued to these
corporations and entities during the year are set out below. Most of these
matters have already been raised in a public forum, but they are reported here
for emphasis and for consideration by Parliament.

Government of Canada - The Government has Issued, Without Proper Authority, a
Letter of Comfort Guaranteeing $3.7 Billion of the Canadian Wheat Board's
Receivables

In 1972, the Government issued a letter assuring the Canadian Wheat Board (CWB)
that its receivables arising from export credit sales of grain were guaranteed
by the government in the event of buyer default. To give such a guarantee
requires the authority of Parliament, and no such authority has ever been
sought. As a result of this letter, the Board has distributed at least $1.5
billion of "surpluses on operations" to producers, and the government has
accumulated a contingent liability of up to $3.7 billion. Currently, the Board
is carrying $3.2 billion in loans that are troubled.

By failing to seek Parliament's authority to guarantee the Board's receivables,
as is explicitly required by section 29 of the Financial Administration Act, the
Government has denied Parliament its right of prior approval before commitments
are made. This has left Parliament in the situation of being asked to approve



an expenditure long after the liability has been incurred and without the
opportunity to consider alternative courses of action.

4.10 The Canadian Wheat Board Act (CWBA) gives the Canadian Wheat Board the
authority to borrow funds. It also gives the government the authority to
guarantee to the Board's creditors repayment of their funds in the event that
the Board is unable to repay its borrowings. These guarantees are reviewed
regularly on a country and amount specific basis by Cabinet.

4.11 1In 1971 the Board became concerned that, in the event that its debtors
were to default on their loans, the Board would in turn be unable to pay its
obligations. The Board was of the view that the Government was committed to
assuming the risk of non-payment by the Board's debtors, and asked that this
commitment be expressed formally.

4.12 The Government considered the matter in 1972. To give the assurance that
the Board wished would in effect be to guarantee to the Board its receivables in
the event one of its debtors were to default. The authority to give such a
guarantee can only be given by an Act of Parliament. Documents we reviewed
confirm that the Government was fully aware of this. However, a decision was
made by Cabinet to have the then Minister for the Canadian Wheat Board write to
the Board and assure it that there is no question that the government is liable
for the risk of non-payment by the purchaser. The letter was sent on 4 May
1972. The Board is of the view that this letter represents a binding commitment
on the government to guarantee its receivables and it cites a recent Federal
Court of Appeal decision in its support. This commitment has been reaffirmed on
subsequent occasions by Cabinet, most recently in 1987. Despite the fact that
the CWBA has been amended on several occasions since 1972, no Parliamentary
authority has been sought for this guarantee.

4.13 The CWBA requires that the Board receive payment in full for the grain it
has sold before it pays the "surpluses on operations" from these sales to
producers. However, in 1979 some of the Board's debtors began to default on
their loans. Currently, the Board is carrying $3.2 billion in loans that are
troubled, and the value of these loans is, in our opinion, impaired by at least
$1.5 billion (see Chapter 2, paragraphs 2.41 to 2.56). Nonetheless, based on
this guarantee of its receivables, the Board believed that, for all intents and
purposes, it had sufficient assurance of receiving "payment in full" that it
could proceed with making the distributions of the surpluses on operations to
producers.

4.14 The consequences of this are that, under this guarantee issued without
proper authority, at least $1.5 billion of surpluses on operations have been
distributed to producers and the government has incurred a contingent liability
to the Crown of up to $3.7 billion, the amount of the Board's receivables. This
has been done without Parliament's authority.

4.15 The Wheat Board's receivables and the accrued interest on them have grown
over the years to a very large sum that continues to grow at a rate of several
hundred million dollars a year. Sooner or later, Parliament is likely to be
asked to authorize payment from the Consolidated Revenue Fund to cover some or
all of the payments which would be required under a guarantee of the
receivables. By failing to seek Parliament's authority to guarantee the Board's
receivables, as is explicitly required by section 29 of the Financial
Administration Act, the Government has denied Parliament its right of prior
approval before commitments are made. This has left Parliament in the situation



of being asked to approve an expenditure long after the liability has been
incurred and without the opportunity to consider alternative courses of action.

4.16 We wrote government officials but, at the time of going to press, we did
not have a reply. However, there were indications that we might expect
corrective action soon. We will continue to monitor the situation.

Export Development Corporation - Inadequate Recognition of Sovereign Risk

Many lesser developed countries are continuing to experience difficulties in
repaying loans as they become due. The auditor's report on the financial
statements of the Export Development Corporation (EDC) for the year ended 31
December 1988 was qualified because of a departure from generally accepted
accounting principles (GAAP). The Corporation had $4.726 billion in sovereign
loans, against which a general allowance for losses of $107.8 million on loans
was recorded on the balance sheet. We believe that this allowance is inadequate
to recognize the sovereign risk involved.

4.17 1In our opinion, loans receivable are overvalued because the Corporation's
estimate of the allowance for losses on loans is significantly understated. It
therefore does not conform to generally accepted accounting principles.

Although the scope of our examination was adequate to arrive at this conclusion,
we could not determine the precise magnitude of the overstatement of loans
receivable. This is the Corporation's responsibility. Its current methodology
for estimating an appropriate allowance for losses on loans is inadequate, in
our view. The Corporation does not quantify the allowance for sovereign risk by
country, for financial statement purposes, based on an assessment of the ability
and willingness of the country to repay its debt. In addition, the methodology
does not result in a documented link to existing economic and political analyses
of sovereign risk. In our opinion, prompt remedial action is needed to
implement an adequate methodology for recognizing sovereign risk and to arrive
at an appropriate allowance for losses on sovereign loans.

4.18 If an appropriate allowance had been established, the provision for losses
on loans would have been significantly increased; net income reported by the
Corporation would have become a significant loss for the year; and retained
earnings would likely have become a deficit.

4.19 The Board of Directors and management are in fundamental disagreement with
the Auditor General's opinion. In particular, EDC disagrees with the view that,
in the case of some of its loans, the principal may not be ultimately
collectible in full. EDC has pointed out that the Government of Canada, as
stated in its accounting policies in the Public Accounts, shares EDC's views on
accounting for sovereign loans. However, the Auditor General disagrees with the
Government of Canada's accounting policy. The Auditor General has also
qualified his opinion on the Public Accounts of Canada with respect to
inadequate recognition of sovereign risk.

Farm Credit Corporation - Decision to Delay Special Examination Beyond Statutory
Deadline

The Farm Credit Corporation (FCC) has decided to defer the completion of a
special examination of its systems and practices to a date that is after the
deadline established by Part X of the Financial Administration Act.



4.20 Sub-section 138(1) of Part X of the Financial Administration Act (FAA)
requires that specified Crown corporations cause a special examination to be
carried out. The purpose of the special examination is to determine whether the
corporation has maintained systems and practices in a manner that provided
reasonable assurance that:

othe assets of the corporation were safeguarded and controlled;
othe resources of the corporation were managed economically and efficiently; and
othe operations of the corporation were carried out effectively.

4.21 The FAA also requires that a special examination of each specified
corporation be carried out at least once every five years. The deadline for
completion of the first round of special examinations is 1 September 1989.

4.22 The Farm Credit Corporation has recently undergone a period of
considerable change, partly in response to the substantial losses it has
incurred in recent years. In the year ended 31 March 1988, the Corporation
incurred a loss of $512 million, bringing its accumulated deficit to $855
million. At 31 March 1989, the accumulated deficit had increased to $890
million. In the summer of 1988, Cabinet approved a recovery plan for the
Corporation. In response, FCC initiated a number of significant changes to its
systems and practices. It then concluded that these changes brought into
question the value to its Board of a special examination of its prior methods
but that an early review of its new systems would be very valuable.

4.23 Accordingly, FCC's Board decided on 15 December 1988 that December 1990 be
established as a target date for completion of the special examination. While
this was a justifiable decision from management's point of view, it is not in
accordance with Part X of the FAA which requires that the special examination be
completed by 1 September 1989.

4.24 The audit report issued by the Auditor General in connection with the Farm
Credit Corporation's financial statements as at and for the year ended 31 March
1989 has been qualified to reflect the Board's decision to defer the completion
of the special examination which is contrary to Part X of the FAA.

International Centre for Human Rights and Democratic Development - Inability of
the Centre to Prepare and Provide Financial Statements for Audit

Because no one has been appointed to represent the International Centre for
Human Rights and Democratic Development, no annual report or financial
statements have been prepared for the year ended 31 March 1989 as required by
the Centre's incorporating Act. We have, therefore, been unable to conduct an
audit, as required under Section 31 of the Act.

4.25 1In September 1988, the International Centre for Human Rights and
Democratic Development was established as a corporation by an Act of Parliament.
Section 31 of the Act requires that, within four months after the end of each
fiscal year, the Chairman of the Corporation transmit to the Minister (External
Affairs) a report on the activities of the Centre for that fiscal year,
including its financial statements and the Auditor General's audit opinion
thereon.



4.26 As section 28 of the Act requires that the Centre be paid $1 million out
of the Consolidated Revenue Fund in the fiscal year ended 31 March 1989, the
Canadian International Development Agency (CIDA) issued a cheque dated 26 March
1989 for this amount, payable to the Centre. No one representing the Centre was
available to receive the funds.

4.27 As of 31 July 1989, no chairman, director or employee of the Centre had
been appointed or hired. As a result, not only did the cheque remain unclaimed
from CIDA, but also no annual report or financial statements have been prepared
as required by the Act.

4.28 We have, therefore, been unable to audit the Centre's financial accounts
and transactions as required by section 31 of the Act.

Observations on Departmental Operations

Atlantic Canada Opportunities Agency - Failure to Include Restrictive
Performance Clauses in a Contribution Agreement as Contemplated in Ministerial
Approval

When it entered into a repayable contribution agreement to assist a company's
research and development program, the Atlantic Canada Opportunities Agency
(ACOA) failed to include restrictive performance clauses requiring the company
to carry out at least $12 million of the program in a new facility in Sydney,
Cape Breton. Ministerial approval for the assistance was given on the
understanding that these clauses would be included. The absence of restrictive
performance clauses allowed the company to carry out the research and
development program at its other facilities outside Atlantic Canada.

4.29 The Atlantic Canada Opportunities Agency's objective is "to support and
promote opportunity for economic development of Atlantic Canada ...".

4.30 1In 1988 ACOA entered into a repayable contribution agreement, under the
ACOA Action Program, to assist a recipient in carrying out a research and
development program costing $24 million. Ministerial authority was given for
the agreement on the understanding that $12 million of the program costs would
be incurred at a new facility in Sydney, Cape Breton. The ACOA contribution was
to be 60 percent of actual eligible costs to a maximum of $9 million.

4.31 The performance clauses in the signed agreement did not include a
reference to the $12 million allocation for the Sydney facility and required the
recipient to make only "best efforts" to purchase from Atlantic Canada
suppliers.

4.32 The failure to include these restrictive performance clauses permitted the
recipient to direct the research and development activities to its other
facilities outside Atlantic Canada.

4.33 Senior management has informed our Office of its intention to renegotiate
the agreement, to better reflect the performance clauses contemplated in the
ministerial approval.

Department of Agriculture - Contribution Payment in Advance of Need



A $1.2 million contribution payment was made to the Province of Quebec in March
1988. In our opinion, $600,000 of this amount was paid in advance of need,
resulting in additional financing costs to the government of some $50,000. This
represents poor cash management and is inconsistent with Treasury Board
guidelines on contribution payments.

4.34 Order in Council P.C. 1986-1/2747 provided authority (pursuant to section
5 of the Department of Agriculture Act) to the Minister of Agriculture to enter
into the Canada-Quebec Agri-Food Development Subsidiary Agreement for 1987-90.
Under the Agreement, Canada and the Province of Quebec agreed to share equally
the costs of programs and projects set out in the Agreement up to a maximum
contribution by each government of $17.5 million.

4.35 One of the projects was a $3 million inventory of soil degradation
problems for which the Province of Quebec submitted partial costs of $1.2
million in March 1988. The Department, judging that the project would
ultimately be completed and the $1.2 million eventually payable, reimbursed the
Province for the full $1.2 million. This represented a payment in advance of
need of $600,000 -- funds which the government did not yet owe and which would
otherwise have lapsed.

4.36 According to Treasury Board guidelines on grants, contributions and other
transfer payments, "... a contribution paid in advance of need effectively costs
the government more than the face value of the payment since interest and
financial costs need to be taken into account".

4.37 Based on the estimated dates that the payments might otherwise have been
due, and calculating interest at the 90-day Treasury Bill rate, the government's
financing cost on the $600,000 paid in advance of need was approximately
$50,000.

Department of Agriculture - Erosion of Accountability and of Parliamentary
Control

The Department of Agriculture has made extensive use of section 5 of the
Department of Agriculture Act and Governor in Council authority to create new
programs. The Act conveys broad powers to the Minister and Governor in Council,
which the Department has used frequently to set up new programs involving
billions of dollars. Information presented to Parliament on the objectives and
impacts of these programs is inadequate. In at least one case (a program
involving $1 billion), a departmental evaluation indicated that the program may
have been ill-conceived. Had legislation been introduced to establish the
program, with an opportunity for Parliament to consider and debate its purpose,
a better-designed program might have resulted.

4.38 Section 5 of the Department of Agriculture Act provides that the "Governor
in Council may assign any other power or duty to the Minister". The Department
has used this provision in recent years to create or amend dozens of programs
that have no other basis in legislation. For example, in the year ended 31
March 1989, at least 22 Orders in Council were passed pursuant, in whole or in
part, to section 5 of the Act. These Orders in Council authorized or amended 12
programs involving some $120 million. (In 1987-88, at least 19 Orders in
Council dealt with 8 programs representing $153 million.) Payments made under
individual programs range from a few thousand dollars to many millions of
dollars.



4.39 Another major government department had a similar provision in its Act
until 1927 when it was removed by Parliament on the basis that it was
unnecessary in view of provisions in the Public Service Rearrangement and
Transfer of Duties Act (PSRTDA). These provisions authorize the Governor in
Council to transfer powers, duties or functions of any part of the public
service from one minister or department to another. The PSRTDA does not say,
however, that the Governor in Council has the authority to create powers or
programs. In our opinion, this is a prerogative of Parliament which is being
eroded when section 5 of the Department of Agriculture Act is used to create
major programs.

4.40 1In using section 5 of the Act in this way, although the Department notes
that it has complied with all government requirements for proper disclosure, the
result is that Parliament is provided with little specific information on
significant departmental programs. Parliament has little opportunity to debate
them, and little basis for monitoring and controlling them, even though it is
being asked to vote moneys to fund them.

4.41 1In our 1987 Report, we questioned the Department's use of section 5 to
create the $1 billion 1986 Special Canadian Grains Program. The 1986 Program
was followed by the 1987 Special Canadian Grains Program, involving $1.1
billion, and the Crop Drought Assistance Program at $850 million. These three
programs, totalling almost $3 billion, and other programs authorized in this
way, are not adequately supported by legislation that establishes their
objectives, policy and administrative frameworks, terms and conditions and
eligibility criteria. Most importantly, they were established without
Parliament having had the opportunity to fully debate them. We should note that
approval of the necessary funding through the Estimates process was sought by
the Department. However, in our view, hearings on the Estimates are designed to
give approval to spend money for purposes and programs that have already been
properly debated in the legislative process. Accordingly, they do not provide
for the extensive and searching scrutiny of programs that the legislative
process does. Indeed, the Speaker of the House of Commons, on 22 March 1977,
noted as follows:

..it is my view that the government receives from Parliament the authority to
act through the passage of legislation and receives the money to finance such
authorized action through the passage by Parliament of an appropriation act. A
supply item in my opinion ought not, therefore, to be used to obtain authority
which is the proper subject of legislation.

4.42 A departmental study, entitled "The Interface Between Stabilization and
Special Assistance Programs in the Canadian Grain Sector", of the 1986 Special
Canadian Grains Program (SCGP) indicated that there were significant flaws in
the way the program had been designed and implemented. For example, the study
points out that the program provided for payments based on the "degree of
injury". However, it goes on to point out that, "This degree of injury is less
after stabilization payments have been factored in, but [in the case of this
program] was measured prior to such stabilization. Once WGSA and ASA [Western
Grain Stabilization Act and Agricultural Stabilization Act] payments have been
received, the degree of injury may not have been below the safety net level".
Indeed, the program may not have been needed at all. In response to the
question, "Was a 1986-87 SCGP needed?" the study responds, "In 1986, stabilized
prices were close to or over the safety net, if this is defined as 120 percent
of cash costs. Compensation in this case may not have been needed for the 1986
crop". Had Parliament had the opportunity to fully debate this extensive



program, some of these points might have been brought out before the program was
implemented.

4.43 We are also concerned about the use of section 5 to provide assistance of
up to $5.3 million to producers of red delicious apples. The terms of the
Agricultural Stabilization Act (ASA) preclude stabilization payments beyond
those provided by a tripartite stabilization plan authorized by the Governor in
Council on 18 June 1987. Nevertheless, the Department made additional payments
to these producers by creating a program pursuant to section 5. In effect, in
this instance, the Department has used the broad authority given in section 5 of
the Act to do something disallowed by more specific and more recent legislation.

4.44 With respect to the assistance payments to red delicious apple producers,
the Department replies that, while it agrees with our interpretation of the ASA,
the ASA does not preclude any other assistance which could be afforded under
other legislation. However, in its discussion of the reasons for the payment,
it is clear that the intent of the payment was price stabilization, based on the
view that the tripartite level of stabilization was not adegquate in these
particular circumstances. The use of section 5 of the Department of Agriculture
Act to make these payments, whether technically legal or not, circumvents
Parliament's requirement, as expressed in the ASA, that there be no further
price stabilization payments if a tripartite agreement is in place for the
commodity.

4.45 The Department has also pointed out that its legal advisers have indicated
that, in their opinion, section 5 of the Department of Agriculture Act provides
an adequate legal basis for the actions described. However, we must note that
our primary concern is not with the narrow legality of the Department's use of
this provision but rather with its impact on Parliament's ability to carry out
its role.

4.46 There have not been any significant amendments to the Department of
Agriculture Act for many years. In our view, the government's extensive and
varied use of section 5 of the Act presents a threat to Parliament's role.
Parliament should be given the opportunity to review the Act and decide whether
section 5 should continue to be used in this manner.

Department of Agriculture - Tripartite Program for Sugar Beets is not Meeting
the Legal Requirement to be Financially Self-sustaining

In our opinion, the National Tripartite Price Stabilization Program for sugar
beets is not financially self-sustaining, although it is required to be by the
Agricultural Stabilization Act. Furthermore, there are serious deficiencies in
the Department's analyses of the program's viability. Information presented to
the Minister of Finance when advances were requested to meet funding shortfalls
was inadequate.

The Tripartite Stabilization Programs

4.47 The Department of Agriculture has established Tripartite Stabilization
Programs for various agricultural commodities to stabilize the receipts of
participating producers. This is in part accomplished through stabilization
payments made to producers when the average market price of the commodity falls
below a calculated support price. The programs are established and operate
under the authority of the Agricultural Stabilization Act, Governor in Council
approvals and agreements between Canada and participating provinces. Funding of



the programs is shared equally by Canada, participating provinces and
participating producers subject to maximum contribution levels by Canada and the
provinces. A Stabilization Committee, made up of federal, provincial and
producer representatives, has been established for each program.

4.48 The Act requires that the level of premiums paid by producers must be such
as will, along with government contributions and interest received, make each
program financially "self-sustaining". The agreements have defined this to mean
that, over time, premiums, government contributions and interest received should
equal stabilization payments and interest paid.

Financial Situation of Sugar Beet Program

4.49 1In our opinion, the sugar beet program is not financially viable under the
existing arrangements nor is it likely to be so, given current forecasts. 1In
its first year of operation, covering the 1987 crop, revenues (producer premiums
plus federal and provincial contributions) totalled $2.5 million but
stabilization payments amounted to $14.5 million, resulting in a deficit of $12
million, averaging over $12,000 for each participating producer. Based on
preliminary departmental forecasts, after the 1988 crop, the accumulated
deficit, including interest charges on the previous deficit, will be
approximately $17 million.

Minister of Finance's Concerns

4.50 In authorizing advances to the sugar beet tripartite program to cover
funding deficiencies, the Minister of Finance also expressed concerns, on two
separate occasions, about the viability of the program. In approving the second
advance, he noted that "until the actuarial soundness of the sugar beet plan is
confirmed..., it would be extremely difficult for me to justify the provision of
any future advances to this program".

Departmental Analysis of Financial Viability

4.51 We share the Minister of Finance's concerns and are also concerned about
what we believe to be serious deficiencies in the Department's earlier analyses
of the program's viability. Such analyses are fraught with all the difficulties
of trying to predict the future. This is even more difficult in the context of
the extremely volatile market for sugar beets in the past decade. For example,
Canadian prices for sugar have ranged from $80 per tonne in 1979 to $25 per
tonne in 1986. In our view, this emphasizes the need for conservatism in
assumptions and predictions and for sensitivity analysis of the wvarious
assumptions, including an analysis of worst- and best-case scenarios.

4.52 We have reviewed earlier departmental analyses which concluded that the
tripartite program for sugar beets had the potential to be viable by 1996.

These were based on very optimistic assumptions and did not adequately consider
the unique nature of the various market forces affecting sugar beet prices. For
example, these analyses generally assumed that historical price patterns would
repeat in the next decade and, therefore, projected prices of over $70 per tonne
for 1989 and about $60 per tonne for 1990. In early 1989, world prices ranged
from $30 to $40 per tonne. Another of the many assumptions is that costs of
production will be affected by one percent inflation per year. The Department's
own data indicate that, in recent years, costs of production for sugar beets
have risen by an average of 7.2 percent each year. More recent departmental



analyses undertaken in the spring and summer of 1989 have used more varied and
realistic assumptions and have arrived at less optimistic conclusions.

Stabilization Payment Rate for 1987 Sugar Beets

4.53 We are also concerned about the unusual way the stabilization payment rate
was calculated for the 1987 sugar beet crop -- one of the major causes, in our
view, of the program's current financial difficulties. The agreement requires
that the calculation be based on the "current cash costs of production".
Calculating the costs of production involves converting costs per acre to costs
per standard tonne. For 1987, the Department based its calculation on costs per
acre for 1987 and average yield from 1982 to 1986 -- a cost of production based
on costs in one year and yields in others. This resulted in stabilization
payments based on production costs of $660 per acre, when in fact the current
cost per acre has been estimated at $470. Had the 1987 yield been used,
stabilization payments totalling $14.5 million would have been reduced to $6.6
million.

4.54 In the view of departmental officials, the use of a five-year average
vield is an integral part of the cost-of-production model which the
Stabilization Committee has the authority to establish and amend. In our view,
however, the agreement requires that the model use current costs of production,
which must be determined on the basis of current yields if the results are to be
meaningful.

Conclusions

4.55 Based on our review of the Department's viability analyses and our own
analyses, we have concluded that the sugar beet program is not self-sustaining.
Information presented to the Minister of Finance when advances to the program
were sought was inadequate. In our view, the Department's analyses of the
program's viability were deficient in a number of important respects and the
Department had not adequately considered how to restore the viability of the
program.

4.56 We have reviewed the Department's analyses of financial viability for only
the sugar beet tripartite program. In light of the size and number of
tripartite and other stabilization programs, we are considering undertaking a
more comprehensive review of the Department's stabilization programs in future
years.

Department of the Environment - Lack of Expenditure Authority

The Canadian Parks Service (CPS) does not have the authority under the Historic
Sites and Monuments Act to spend funds for the display and administration of the
St. Roch Historic Site in Vancouver. In recent years, CPS has spent in excess
of $200,000 annually on this site. The St. Roch, a former Royal Canadian
Mounted Policy supply vessel, is known for its 1942 voyage through the Northwest
Passage. It is now owned by the City of Vancouver and is designated a National
Historic Site by CPS.

4.57 1In 1965 an agreement was signed between CPS and the City of Vancouver
which stipulated that CPS would restore and furnish the vessel and the City
would assume responsibility for its display, care, supervision and protection.



4.58 The Canadian Parks Service has stated that in 1974, the year the site was
opened to the public, the City indicated that it could not afford to display the
vessel. The Canadian Parks Service assumed this responsibility, and has
continued its financial and operational support ever since. Under the Historic
Sites and Monuments Act, CPS may only spend money on sites which it owns or for
which it has received Governor in Council authority. In effect, CPS has
accepted responsibility for all maintenance associated with the vessel and its
shelter, acquisition and maintenance of the vessel's furnishings, janitorial
services, monitoring and repair of the fire and intrusion systems, guide
services, a share of the educational literature associated with the vessel and
all visitor services and surveillance within the vessel shelter. The City
maintains the grounds and parking lot, provides light and heat for the shelter,
and provides office and work space for staff and washroom facilities for staff
and the public.

4.59 The Canadian Parks Service continues to pursue alternatives for the
display of this historic site that could lead to the resolution of the authority
issue.

Department of External Affairs - Insufficient Disclosure to Parliament of
Planned Expenditures on Export Trade

The government's expenditures on international trade are made in a number of
ways. One way is through the "Canada Account" included in the books and records
of the Department of External Affairs and administered by the Export Development
Corporation (EDC). In our view, Parliament is not given enough information to
understand the nature, purpose and magnitude of planned expenditures on export
trade relating to the Canada Account. Plans submitted to Parliament by the
Department of External Affairs and EDC do not contain explanations of costs and
intended benefits of these trade related expenditures, and we could not
determine which government organization is accountable for justifying decisions
or for their results.

4.60 Part II of the Estimates for the Department of External Affairs indicates
that the planned levels of disbursements through the Canada Account are $176
million for 1988-89 and $225 million for 1989-90. This represents a significant
portion of government expenditures on international trade development.

4.61 The Export Development Act provides for loans, insurance and guarantees
for the purpose of facilitating and developing export trade. Contracts which,
in the opinion of EDC's Board of Directors, involve risks for a term or an
amount in excess of that "normally" undertaken by the Corporation, may be
entered into under the authority of the Governor in Council when the Minister
for International Trade considers them to be in the national interest. These
contracts are funded through External Affairs appropriations out of the
Consolidated Revenue Fund and the related transactions are referred to as the
Canada Account.

4.62 The contracts are often entered into at highly concessional terms, such as
low interest rates and long periods of repayment. EDC and External Affairs
officials informed us that concessional terms are established by international
understanding. In some cases, countries which have received such loans have
subsequently experienced some repayment difficulties. For example, a loan of
$17.6 million was made in 1987-88 to an African country, at no interest for a
50-year repayment term. Loans of over $100 million to an East European country



remain outstanding, without significant repayment for many years. There is an
annual cost to Canadians resulting from the concessional loan terms, the losses
likely to be incurred if loans are not fully repaid, and the continuing cost of
administering these contracts.

4.63 Although the Minister for International Trade is ultimately accountable to
Parliament, no reference to these moneys has been made by the Department in Part
IIT of the Estimates. Thus, the Canada Account has not been considered a
departmental program activity for which the Department is accountable. EDC, on
the other hand, has stated that its accountability for the Canada Account is
limited to ensuring that it is administered in a sound manner, and that the
Corporation has not been required to provide justification for the moneys spent
or to report on the overall net economic benefits to Canada arising from its
activities. The Office of the Comptroller General acknowledges the need for
appropriate disclosure to Parliament of all planned expenditures on export
trade, and for reporting on their results, but has not provided specific
recommendations or guidelines to either the Department of External Affairs or
EDC.

4.64 We have been unable to determine which arm of the government is
accountable for providing information to Parliament justifying moneys spent and
stating the costs and benefits to Canadians of facilitating and developing
export trade through the operations of the Canada Account.

4.65 Given the need for accountability to Parliament for the substantial public
moneys relating to the Canada Account, its operations should be disclosed either
as an activity of the Department of External Affairs -- and therefore included
in its Part IIIs -- or as an activity of EDC in its Summary Corporate Plan, or
by some other appropriate means to be determined by the government.

4.66 Officials of the Department of External Affairs have informed us that the
Department and EDC believe that it would be useful to provide additional
information to Parliament to enable it to understand this important program and
that they and EDC will work together to achieve this objective.

Department of Finance - Duplicate Accounting Records for Public Debt

Accounting records for domestic public debt are maintained by both the
Department of Finance and the Bank of Canada. We estimate that annual savings
of about $100,000 could result from eliminating this duplication of records.

4.67 The Bank of Canada is the fiscal agent and registrar for the Government of
Canada's domestic public debt, including Canada Marketable Bonds, Canada Savings
Bonds and Treasury Bills. The Bank maintains records of the issuance and
retirement of these securities, and the interest paid on them. In 1988-89,
these transactions amounted to $545 billion.

4.68 The Department of Finance also maintains accounting records for these
securities based on information provided by the Bank of Canada. The Department
uses these records to calculate and record accrued interest for public accounts
purposes. At year end, the accounting records of the Department and the Bank
are reconciled.

4.69 1In our opinion, there is no need to maintain duplicate accounting records.
We estimate that eliminating this duplication could result in annual savings of
$100,000. Accordingly, we believe that this situation should be reviewed.



4.70 Officials of the Department of Finance are currently reviewing this matter
with officials of the Bank of Canada.

Department of Finance - Failure to Plug a Loophole in the Excise Tax Act Results
in Increased Federal Sales Tax Rates and could have a Negative Effect on the
Equity and Integrity of the Tax System

A key anti-avoidance rule in the Excise Tax Act is ineffective. The failure of
the Department of Finance to correct the problem is causing annual revenue
losses of at least $300 million that are being offset by increased federal sales
tax rates.

4.71 A basic principle of Canadian tax law is that a taxpayer is entitled to
arrange his or her affairs to attract the minimum amount of tax. This right is
subject, however, to specific and general statutory anti-avoidance rules.
Section 58 (formerly section 34) of the Excise Tax Act is an anti-avoidance
rule. It is intended to discourage taxpayers from entering into non-arm's
length transactions solely to gain a tax advantage.

4.72 The base for the federal sales tax is the selling price charged by the
manufacturer. If the manufacturer is also responsible for research and
development expenses, transportation costs, warranties, advertising and other
marketing and distribution costs, then the selling price will include such
costs. If, on the other hand, the manufacturer sells the goods to an agent or
affiliated company that bears the responsibility for these associated costs, the
manufacturer's selling price, which is the base for tax purposes, will be
significantly lower.

4.73 Some manufacturers created marketing companies through which to sell their
goods in order to gain a tax advantage. By using section 58 and setting the
fair sale price of goods at the value for which the goods were sold to an arm's-
length purchaser, the Minister of National Revenue was often successful in
negating this tax advantage. However, the section is unable to upset a well-
structured transaction.

4.74 A 1986 Federal Court of Canada decision confirmed that section 58 is
ineffective in preventing manufacturers from avoiding tax by establishing
related marketing companies.

4.75 Taxpayers are thus able to avoid tax in a way that was not intended.
Although amendments to section 58 were made in 1988 to ensure that taxpayers are
not able to set artificially low transfer prices to related marketing companies,
the government still estimates that the avoidance mechanism is costing the
treasury between $300 million and $350 million annually in lost revenue. In
order to protect revenues, further legislative amendments are required.

4.76 In the June 1987 White Paper on Tax Reform, the government presented a
proposal to deal with the problem. The proposal proved unworkable and was
withdrawn in the February 1988 Budget. At that time the government presented a
second proposal to proceed, effective 1 November 1988, with amendments to the
Excise Tax Act. This proposal involved a complex method of adjusting all
manufacturers' selling prices to take into account marketing and distribution
costs in order to relieve the problem of tax avoidance and to correct the biases
inherent in the Excise Tax Act.



4.77 Ultimately, in the April 1989 Budget the government announced that it
would not close the loophole. The government stated that the problem would be
eliminated with the introduction of the proposed new Goods and Services Tax on 1
January 1991 and that therefore it would not be reasonable to introduce the
proposed changes, given the additional compliance and administrative burden they
would entail and the short period before the introduction of the new tax. In
the interim, the estimated $300 million to $350 million in lost annual revenue
would be offset by increasing federal sales tax rates. Increased tax rates
magnify the biases inherent in the Excise Tax Act; they also provide an
additional benefit to taxpayers using the marketing company avoidance mechanism.

4.78 We are concerned that the government failed to correct an identified tax
avoidance problem. The proliferation of marketing companies will cost the
treasury at least $300 million a year until at least 1 January 1991. The
ability to rectify problems through timely legislative action is critical to the
administration of a commodity tax system because retroactive legislation can
impose serious hardships.

4.79 We are also concerned because tax avoidance schemes have a negative effect
on the equity and integrity of the tax system and on attitudes to voluntary
compliance. Access to such schemes is usually restricted to those who can
afford expensive start-up and running costs.

Department of Finance - Non-compliance with the Financial Administration Act

During 1988-89, the Department of Finance failed to obtain Governor in Council
approval, as required by the Financial Administration Act, for the issue of $2
billion in Treasury Bills.

4.80 Borrowing authority Acts provide Parliamentary authority for the net
amount of new debt issues, less redemptions, during a fiscal year. The
Financial Administration Act provides additional controls over the financing of
the debt. Under sections 44 and 46 of the Act, Governor in Council approval is
required for the issue of the various types of financial securities.

4.81 While the overall new borrowings authorized for 1988-89 were not exceeded,
the Department of Finance failed to obtain the required Governor in Council
approval for the issue of $2 billion in Treasury Bills during the first quarter
of 1988-89.

4.82 Officials of the Department of Finance informed us that this situation
stemmed from an unexpectedly large rollover of Treasury Bills during the first
quarter of the year. New procedures have since been implemented to prevent
further recurrence.

Department of Regional Industrial Expansion - Serious Deficiencies in the
Approval Process and Administration of Two Contributions Totalling $27.7 Million

In June 1988, the Department of Regional Industrial Expansion (DRIE) made a
payment of $238,000 to a defence electronics company. This was the final
payment of a $13.3 million repayable contribution for an avionics displays
project funded under the Defence Industry Productivity Program (DIPP). In May
1989, $6.3 million was paid to the same company as part of another repayable
contribution of $14.4 million for a related project funded under DIPP. We
observed a number of serious deficiencies in the approval process for these



projects. Subsequent project administration and monitoring were also
inadequate.

4.83 A $6.2 million repayable contribution for phases A and B of a project was
originally approved by the DRIE Minister on 12 February 1986. An amendment to
the project, approved by the Minister on 19 March 1987, increased the
contribution by $7.1 million, bringing the total to $13.3 million. This was
beyond the $10 million authority delegated to DRIE, making Treasury Board
approval a requirement. This approval was not obtained. Documentation
submitted to the Minister for approval of the $7.1 million amendment did not
indicate that it would bring total DIPP funding to over $10 million.

4.84 On 9 March 1989, DRIE obtained Treasury Board approval for a $14.4 million
repayable contribution to the same company for a related project. There was a
considerable amount of information contained in the project documentation to
indicate that it was a continuation of the previous project. This contribution
increased the total DIPP funding to $27.7 million. Although funding in excess
of $20 million to one company for continuation of a project requires Cabinet
approval, it was not sought because this contribution was treated by DRIE as a
separate project.

4.85 To be eligible for assistance, a project must need DIPP support in order
to proceed. DRIE documentation on the initial project in January 1986 indicated
that the project had been under way since April 1984 because the company did not
want to miss business opportunities. The project analysis did not explain how
the project could be considered eligible in these circumstances. A project
audit, carried out by the Audit Services Bureau (ASB) of the Department of
Supply and Services (DSS), indicated that the company had begun work on the
project as early as February 1983 and that some sales had occurred prior to July
1985.

4.86 The project summary dated August 1988 for the second contribution of $14.4
million indicated that this project would go ahead without DIPP funding,
although the company might then miss anticipated market opportunities and have
to drop other lesser projects. Other documentation indicated that work on this
project had started in August 1987 in order to take advantage of these markets.

4.87 For both projects, DRIE allowed the company to claim retroactive
reimbursement for costs incurred. This did not appear to be consistent with the
directive governing retroactivity in the administration of DIPP which permits
retroactivity to the date DRIE receives full disclosure of information on a
project.

oThe first project was approved 12 February 1986, although the final proposal
was received by DRIE in March 1986. This proposal referred to an original
submission in March 1985. Costs were allowed retroactive to 1 April 1984.

oIn the second project, DRIE had received a draft proposal dated 20 January
1988. The application and final proposal for funding were received on 8 April
1988. This project was approved on 9 March 1989. Retroactivity was allowed to
1 March 1988 -- the day after the company had reached the maximum costs allowed
under the first project.

4.88 Under the contribution agreement, proceeds from sales are to be deducted
from eligible costs. The agreement also states that the company's records of
costs and sales are to be open to audit. In an audit report to DRIE in November
1987, ASB indicated that sales had taken place before July 1985 and that the



company had denied the auditors access to sales records. It was therefore
impossible to determine the total possible overpayment by DRIE. No action was
taken by DRIE even though this denial of access meant that the company was in
default of its contract. ASB repeated its audit qualification in May 1989.

4.89 The company was also required to report sales resulting from work funded
under the agreement. No indication was found on file that the company had
informed DRIE of sales that occurred prior to July 1985. There were other
indications on file of sales from August 1985 to July 1987 but DRIE had not
followed these up to determine why the company had reported a zero dollar sales
figure for this period.

4.90 We also observed that some key information provided during the decision-
making process for the $14.4 million repayable contribution was inaccurate and
incomplete.

oThe project proposal sent to the Minister requested DIPP funding for 50 percent
of project costs. The documentation referred to two previous projects for which
DIPP contributions had represented 50 percent of project costs. In fact, the
level of DIPP funding for these projects had been less. The $6.2 million
contribution represented 35 percent of project costs and the amendment for $7.1
million represented 42.5 percent of costs. A contribution for a $2.9 million
capital project had also been funded at 35 percent of costs.

oPotential sales referred to in the proposal to the Minister and in the Treasury
Board submission were considerably higher than the projections in the company's
final proposal.

oIn the Treasury Board submission, DRIE indicated that the company had never
paid out any dividends. This was not the case. A $4.2 million dividend was
paid in 1987 from 1986 profits.

4.91 The $14.4 million contribution was to be fully repayable, based on a
percentage of sales of all display products. The wording of the contract
entered into for this contribution called for repayment to begin after the
initial $6.2 million project and $7.1 million amendment had been fully repaid.
However, we observed that the contract for the first project called for
repayment to begin only after $25 million in annual sales of products
specifically included in the contract had been reached. The wording of these
repayment clauses could result in non-repayment of the contributions,
particularly if sales from the first contract are lower than expected.

4.92 The first contribution, totalling $13.3 million, has been fully paid to
the company. Any DRIE overpayment will have to be recovered. An overpayment of
$314,000 has been identified by ASB. Repayment has been requested by DSS.

4.93 DRIE has reviewed our observations and re-examined these projects.
Documentation has been prepared which describes the technical specifications to
be met by the product under the second project and those the company had
achieved by March 1988. DRIE is satisfied that, although the two projects are
closely linked, these specifications are different enough that the projects were
separate. In terms of the need for DIPP support, DRIE has indicated that the
$14.4 million contribution was essential if the company was to meet the minimum
technological requirements on time to take advantage of major market
opportunities. Although DRIE has indicated that, in its opinion, the projects
were separate and eligible for DIPP funding, it has acknowledged that the



documentation and analysis supporting these projects were inconsistent and
lacking in a number of areas.

4.94 With respect to retroactivity, DRIE has also indicated that it believes
the retroactive costs in both projects were appropriately allowed although these
were not adequately supported by information on file.

4.95 The issue of access by ASB to sales information is being addressed, as is
the recovery of the overpayment. One repayment of $160,517 has been received
and a second is under negotiation. DRIE has also advised us of its intent to
seek a contract amendment to clarify the original intent of the parties that all
product sales be considered with respect to repayment.

Department of Supply and Services - Difficulties in the Acquisition of Crash
Firefighting and Rescue Vehicles

In 1986, the Department of Supply and Services (DSS) entered into procurement
contracts to provide the Department of Transport (DOT) with crash firefighting
and rescue vehicles for use at airports operated by DOT. The contracts were for
68 Rapid Intervention Vehicles (RIVs) costing $22.1 million.

According to information in DSS and DOT files, this acquisition encountered
significant difficulties. The consequences included:

oadditional costs of approximately $1 million arising from the initial splitting
of the contract requirement between two suppliers and the subsequent reversal of
this arrangement;

oa government payment of $290,000 to terminate a contract with one of the
suppliers; and

oa time span of over four years to complete a procurement of equipment that was
urgently needed for public safety.

4.96 We noted considerable delays in awarding the RIV contract. Although DOT's
request for the vehicles was made in the period January to July 1984, the first
contract -- for 34 vehicles -- was not awarded by the government to Supplier A
until April 1986. A second contract -- for the remaining 34 vehicles -- was not
awarded to Supplier B until September 1986.

4.97 The contract requirement was split and awarded to two suppliers despite
DSS and DOT concerns in 1986 that Supplier B might not have had the necessary
capabilities to perform the work. As well, DOT officials had expressed their
preference for awarding the entire project to Supplier A, who it was believed
had the appropriate expertise. We were advised by Supplier B that it had the
full capability to complete the work.

4.98 By splitting the requirement, the government sought to achieve other
objectives, namely, to reduce the risk of late deliveries -- because of the
urgency of the need for the vehicles -- to create a second source of supply, to
encourage technological development, and to create additional employment
opportunities. As a result of splitting the contract requirement, the total
contracted price for all the required vehicles amounted to $22.1 million instead
of $20.2 million, the amount initially bid by Supplier A.



4.99 Eight months after signing, Supplier B advised the government that it
could not perform in accordance with the contract and requested that the
contract be terminated by mutual consent. Subsequently, Supplier B advised us
that it had to terminate this contract due to difficulties in dealing with
government officials at that time.

4.100 Under the Termination for Default provisions of the contract, the
government could have terminated it 45 days after giving notice to the supplier
of its default. Instead of applying this provision, the government paid
Supplier B $290,000 and released it from the contract. DSS indicated that this
payment was made to enable the supplier to maintain its financial viability. 1In
addition, DSS stated that this payment would allow it to accept a time-limited
offer from Supplier A for the production of all units originally assigned to
Supplier B.

4.101 Finally, in May 1987, Supplier A's initial contract for 34 vehicles was
extended to include the entire requirement for 68 vehicles at a cost of $21.3
million, approximately $1 million higher than its original bid of $20.2 million
for the 68 vehicles.

4.102 In 1983, DOT had indicated, in its funding request for this procurement,
that its current standards of crash firefighting and rescue services dated back
to 1962 and related to aircraft of a bygone era. DOT had determined that there
was an urgent need to replace its existing vehicles which did not meet the
revised standards of the International Civil Aviation Organization. This
urgency was expressed to DSS at various points in the procurement process.

4.103 Despite this urgency, more than four years elapsed between DOT's
requisition for the vehicles and the date the deliveries were completed in 1988.
DSS advised us that, in its opinion, the technical sophistication of the
vehicles prevented an earlier completion of the procurement.

4.104 Nevertheless, we are concerned that the protraction of this project could
have had an impact on public safety. We believe that any urgent procurement
involving significant safety equipment should be completed more expeditiously.

Department of Supply and Services and Department of Fisheries and Oceans -
Unacceptable Contracting Practices

Unacceptable contracting practices in the acquisition of computer services
resulted in a dispute with the supplier over the adequacy of the fees paid.

4.105 In 1987, the Department of Supply and Services (DSS) contracted for
computer processing and support services relating to a financial management
system (FMS) for the Department of Fisheries and Oceans (DFO). The contract, as
amended in 1988, provided for the services at a fixed monthly fee of $50,000,
for five months with an option to extend the contract for any period up to three
months beyond the expiration date.

4.106 Before the contract ended, DSS became aware that a continuation of
services would be needed after the expiration date. 1In response to a request
from DFO, DSS asked the supplier to extend the contract for an additional month
under the same terms and conditions. However, neither DSS nor DFO gave the
notice within the time required to take up the contract option and accordingly,
the contract expired.



4.107 Notwithstanding the expiration, the supplier continued to provide service
even though it had expressed concern over the increased workload and costs for
the project. A dispute then arose and the supplier claimed compensation of
$671,000 for the one month extension requested by the departments, and submitted
another claim for $615,000 to cover an apparent increase in the workload during
the initial five months of the contract.

4.108 We were advised by DSS and DFO that the workload was indeed larger than
had been envisaged by the contract. DSS and DFO negotiated a final settlement
of the dispute, and of all claims, with the supplier for $250,000 and amended
the contract accordingly. However, this amendment, made in the new fiscal year,
stated that the payment of $250,000 was for additional services provided during
the month of June 1988 --within the optional extension period provided for in
the original contract. DSS informed us that DFO was unable to amend its
contract requisition to take advantage of the option. DFO acknowledged that the
additional services had thus been rendered without a bona fide contract in
place.

4.109 In our view, the performance of additional work by a supplier without
proper contract documentation and the failure to take advantage of a contractual
option within the required time limits constitute unacceptable contracting
practices, which in this case resulted in a dispute.

Departments Need to Reconcile their Financial Records with the General Ledger of
Canada on a More Timely Basis

A significant number of departments have been unable to reconcile their
financial records with the General Ledger of Canada on a timely basis. Without
timely reconciliations, the reliability of financial information may be
questionable and there is an increased risk of errors or omissions.

4.110 Reconciliation is a fundamental accounting control that helps ensure that
financial information used by departments for managing agrees with financial
information in the General Ledger of Canada used for external reporting. The
purpose of reconciling is to detect incomplete or inaccurate information.
Reconciliations and other accounting controls are the responsibility of
departmental Senior Financial Officers.

4.111 The requirements for timely reconciliations are set out in the Guide on
Financial Administration issued by the Office of the Comptroller General and in
Receiver General Directives. The Receiver General Directive on Reconciliation
was revised as recently as 1987. Most departments have not met the revised
reporting requirements. Most failed to reconcile their Payment on Due Date
(PODD) liability accounts and more than half of all departments were late filing
their monthly reconciliation reports. Some departments were not able to
reconcile until well after the year end and in other cases reconciliation
reports contained unexplained and uncorrected differences.

4.112 Several of the government's largest departments have recently spent
significant amounts of money to install new computer systems to provide
management with more sophisticated accounting and internal financial reporting.
Reconciling the information in virtually all of these systems with the General
Ledger of Canada has proven difficult. 1In terms of timeliness and quality of
reconciliations, the most serious deficiencies arose in these new systems.

4.113 In examining and reporting on the Financial Statements of the Government
of Canada (see Section 2, Volume I of the Public Accounts) we were required to



perform additional audit procedures because we could not rely on the financial
systems to produce complete and accurate information. Although we have not
detected material errors affecting Canada's summary statements, there is still a
risk that financial information used in the departments concerned may have been
inaccurate and thus misleading to those who used it.

4.114 The Office of the Comptroller General is responsible for providing advice
and guidance to departments on financial control. Their recent technical
publication, Common Evaluation Criteria for Financial Management Systems,
intended as a guide for the selection of new financial systems, excludes from
the "mandatory" category computerized reconciliation with the General Ledger of
Canada. These criteria should be reviewed and amended to ensure that the
requirement for reconciliation procedures receives top priority. In addition,
departmental Senior Financial Officers should ensure that their financial
information systems are agreed monthly with related balances in the General
Ledger of Canada, as already required by Receiver General directive.

The matters reported in this chapter are important; but they should not be used
to draw conclusions about matters not examined.

4.115 The Office of the Comptroller General and the Receiver General, in
conjunction with departments, are undertaking several initiatives to ensure that
all departments will in future be able to meet the requirements for timely
reconciliations. These initiatives include reviewing the Common Evaluation
Criteria, preparing a handbook on reconciliation to be issued by year-end,
ensuring new computer systems include reconciliation modules and exploring ways
of getting reconciliation data to the departments more quickly.

4.116 Until timely reconciliations are regularly performed, there is no
assurance that departmental accounting systems can be relied on for financial
and management decision making and external reporting.
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Main Points

5.1 Considerable progress has been made in implementing the framework for the
control and accountability of Crown corporations introduced with amendments to

the Financial Administration Act in 1984. Some improvements are possible, but

most of the important elements are in place (paragraphs 5.87 and 5.88).

5.2 Most informed observers interviewed believe that the framework, as
implemented, represents a vast improvement over the previous situation. Our own
observations support the view that vigilance and stability have characterized
the Crown corporations sector in recent years (5.23 to 5.86).

5.3 The previous framework applied unevenly to a growing population of Crown
corporations. One major improvement is that, except for a few that are
exempted, the new framework applies to all parent Crown corporations and,
through them, to their wholly owned subsidiaries (5.15 to 5.22).

5.4 The legislation and regulations have established a fixed timetable for
submitting to government, and for tabling in Parliament as appropriate, the
central control and accountability documents. The timetable is closely
monitored and generally observed. This is a sign of respect for the framework,
and a precondition for its success (5.25 to 5.41).

5.5 The quantity and timeliness of information Parliament receives about Crown
corporations has improved significantly. However, its quality is uneven. The
most evident weaknesses are in how objectives are articulated and linked to
subsequent performance (5.42 to 5.47).

5.6 Explicit roles assigned by the legislation to appropriate ministers and
boards of directors, coupled with a "hands-off" stance by central agencies, have
encouraged ministers and boards to take their responsibilities seriously.
Ministers generally ensure that the accountability and control documents they
are asked to endorse are carefully reviewed. Most boards of directors play a
meaningful role in managing Crown corporations (5.22 to 5.72).

5.7 The new framework is comprehensive and provides for reasonable balance
among the interests of various players. But the framework set out in
legislation is not solely responsible for the demonstrated improvements.
Strong and sustained attention by all concerned has played an important part in
making the system work.Table of Contents
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Introduction

A new control and accountability regime for most Crown corporations

5.8 In June 1984, responding to growing concerns that Crown corporations were
not under effective control, Parliament passed Bill C-24, an Act to amend the
Financial Administration Act (FAA) in relation to the control of Crown
corporations. Bill C-24 established a control and accountability regime for
almost all federal Crown corporations by creating a new Part XII of the FAA.
Part XII was renumbered to become Part X on 12 December 1988 as a result of the
Revised Statutes of Canada, 1985.

5.9 In this chapter we report on the implementation and status of the Part X
regime some five years after it came into effect on 1 September 1984. Of
necessity, our review focussed on the implementation of the key elements of the
control and accountability framework and not on the substantive impact of the
regime on the performance and accountability of Crown corporations.

5.10 As defined by the Financial Administration Act, Crown corporations are
parent corporations or subsidiaries that are wholly owned, directly or
indirectly, by the Crown. Part X provides the framework for the control and
accountability of all parent Crown corporations named in Schedule III of the FAA
and, through them, of their wholly owned subsidiaries.

5.11 In addition to Crown corporations, the federal government has full or
partial ownership interests in a large number of other organizations with a
corporate form. These include, for example, the "departmental corporations"
that carry out administrative, research, supervisory, advisory or regulatory
functions of a governmental nature, and corporations that are owned jointly with
other governments or private sector interests. Because such organizations are
not defined as Crown corporations they do not fall within the ambit of the
control and accountability framework outlined in Part X.

Background
Developments leading to the introduction of the new regime

5.12 Bill C-24 was introduced in 1984, following a period of mounting concern
within Parliament, government and among the public at large about the control,
direction and accountability of federal Crown corporations. Until the 1984
amendments to the Financial Administration Act, the control and accountability
regime had not changed in any meaningful sense since it was introduced in 1952
(Part VIII of the FAA). During this period, however, there had been significant
growth and change in the government's use of the corporate form for implementing
public policy.

5.13 The late 1970s and early 1980s saw a growing debate about Crown
corporations, fueled in part by specific instances of dubious business
practices, huge losses by some Crown corporations, and increased public concern



for government accountability. The main focus of the debate was not on the role
of Crown corporations as such, but rather on how to strike a proper balance
between the need for adequate control and direction by Parliament and government
on the one hand, and the need for appropriate independence and accountability of
Crown corporations on the other.

5.14 A number of major reviews relating to Crown corporations were completed
during this period. These included a "blue paper" published by the Privy
Council Office in 1977, the Royal Commission on Financial Management and
Accountability (The Lambert Commission), chapters in our 1976, 1979 and 1982
annual reports and a series of reports by the House of Commons Standing
Committee on Public Accounts. All of these reviews pointed to the need for a
major overhaul of the arrangements then in effect.

Profile of Crown Corporations

New Crown corporations have been promptly scheduled to maintain comprehensive
coverage of the regime

5.15 Except for seven parent Crown corporations exempted because of their
special natures, all parent Crown corporations were named in Schedule III of the
Financial Adminstration Act when it was amended. Furthermore, Part X provides
that parent corporations incorporated or acquired after that time have to be
named in the schedule within sixty days or be dissolved. Since September 1984,
new corporations have been promptly scheduled, and Schedule III remains up to
date.

Our review focussed on the implementation of key elements of the Crown
corporation control and accountability framework.

5.16 This situation contrasts with that which prevailed before the amended
framework was introduced. Then, the legislative framework (Part VIII) applied
only to scheduled Crown corporations and not to their wholly owned subsidiaries.
In addition, with no requirements for scheduling new corporations, the schedules
were not always kept up to date when new corporations were created or acquired,
or when corporations changed their status. As a result, the regime was neither
comprehensive nor current in its coverage.

5.17 The Financial Administration Act divides parent Crown corporations into
two groups:

oSchedule III-Part I includes parent corporations that ordinarily depend on
parliamentary appropriations for operating purposes and/or that operate in a
non-competitive environment.

oSchedule III-Part II includes parent corporations that, to the satisfaction of
the Governor in Council, operate in a competitive environment and do not
ordinarily depend on appropriations for operating purposes.

5.18 Exhibit 5.1 shows that at 1 September 1984, there were 46 scheduled parent
Crown corporations with 134 wholly owned subsidiaries. Between that date and 31
December 1988, the number of scheduled parent corporations declined to 44, with
125 wholly owned subsidiaries. During the same period, one Crown corporation
was added to those that are exempted from the provisions of Part X.



NUMBER OF CROWN CORPORATIONS
September 1984 December 1988

Parent Corporations

Schedule III - Part 1 (1) 37 32
Schedule III - Part 2 (1) 9 12
46 44
Exempt Corporations 7 8
53 52
Wholly owned Subsidiaries 134 125
TOTAL 187 177

(1) Schedule III was Schedule C until 12 December 1988

Exhibit 5.1

5.19 Exhibit 5.2 emphasizes the importance of keeping the schedules up to date
if comprehensive and current coverage of the control and accountability
framework is to be maintained. As this exhibit shows, the Crown corporation
situation is dynamic. The net change (-2) in the number of scheduled parent
corporations is the result of 10 being created and 12 others being either
dissolved or privatized during the intervening period.

5.20 Although not shown in Exhibit 5.2, the change (-9) in the number of wholly
owned subsidiaries over this period of approximately four years is also the net
result of considerable activity in creating or acquiring some, and selling or
dissolving others. In the year ending 31 March 1988, for example, the number of
wholly owned subsidiaries rose from 114 to 125. This increase of 11 resulted
from 19 wholly owned subsidiaries being added to the total and 8 being deleted.
PARENT CORPORATIONS SCHEDULED AND DESCHEDULED

SINCE SEPTEMBER 1984

Scheduled Date Notes

Halifax Port Corp. Dec.1984
Port of Quebec Corp. Dec.1984 Formerly in
Prince Rupert Port Corp. Dec.1984 Canada Ports Corp.
Canada Harbour Place Corp. Dec.1984
International Centre for Ocean
Development Feb.1985
Canada Museums Construction
Corp. Inc. Jul.1985
St. John's Port Corp. Dec.1985 Formerly in Canada Ports Corp.
Marine Atlantic Inc. Dec 1986 Former CN Subisidiary
Saint John Port Corp. Feb.1987 Formerly in Canada Ports Corp.

Enterprise Cape Breton Corp. Dec.1988

Descheduled
Northern Transportation



Company Ltd. Jul.1985 Privatized (Jul. 1985)

Pécheries Canada Inc. Apr.1986 Privatized (Apr. 1986)
Uranium Canada Ltd. Mar.1986 Dissolved (Dec. 1985)
Canadian Arsenals Limited May 1986 Privatized (May 1986)
Canadian Sports Pool Corporation Sep.1986 Dissolved (Jun. 1985)
Loto Canada Inc. Sep.1986 Dissolved (Jul. 1985)
St. Anthony Fisheries Limited Aug.1987 Dissolved (Mar. 1987)
Societa a responsibilita limitata

Immobiliare San Sebastiano Sep.1987 Dissolved (Dec. 1985)
Canagrex Oct.1987 Dissolved (0Oct.1987)
Northern Canada Power Commission May 1988 Transferred to territorial

governments (May 1987)

Air Canada Oct.1988 Partially privatized (Oct.1988)
Teleglobe Canada* Assets sold (Apr. 1987)

*Teleglobe Canada still exists as the conduit for repayment of certain
obligations to financial institutions.

Exhibit 5.2

5.21 Exhibit 5.3 provides profiles of Crown corporations at 31 July 1985 and 31
July 1988. The table shows that, in 1988, scheduled Crown corporations employed
about 135,000 people and had total assets of nearly $49 billion and liabilities
of $37 billion. The data show that employment has declined by nearly 20 per
cent over the three-year period, while total assets and liabilities have also
decreased slightly. Annual budgetary funding from Canada has declined by 23 per
cent, from $4.7 billion to $3.6 billion.

5.22 Despite this decrease in the size of the federal Crown corporation sector,
such corporations continue to be important in the infrastructure of the Canadian
economy. Many have a significant position in the sector of the economy in which
they operate. Examples include Canada Mortgage and Housing Corporation,
Canadian National Railway Company and Petro-Canada.

The Framework for Control and Accountability

The legislation clarified roles and responsibilities and sets up several control
and accountability mechanisms

5.23 The government's intentions in amending the Financial Administration Act
were described in a statement by the President of the Treasury Board that
accompanied the draft legislation when it was introduced in the House of Commons
(Treasury Board of Canada: "New Legislative Proposals for the Control and
Accountability of Crown Corporations"; statement by the Honourable Herb Gray,
President of the Treasury Board, March, 1984). The key principles of the
framework were to be:

oapplication to all scheduled parent Crown corporations and, through them, to
their wholly owned subsidiaries;

oclarification and articulation of the responsibilities of Parliament, the
government, appropriate ministers and boards of directors;



oParliament's approval of the creation, mandate, financing and disposal of every
parent Crown corporation;

oa systematic and timely flow of pertinent information to Parliament to allow it
to judge whether Crown corporations are meeting their stated objectives for each
planning period, and to hold the government to account;

ogovernment responsibility for the strategic and budget decisions of all parent
Crown corporations, and through them, those of their wholly-owned subsidiaries,
as well as for directives issued to parent corporations; and

oa rigorous audit regime comprising internal audit, annual external audit and a
periodic external special examination.

5.24 In putting these principles into effect, the legislation clarified roles
and responsibilities on the one hand and set up a number of control and
accountability mechanisms on the other. Exhibit 5.4 describes in summary form
the interrelationships among the key mechanisms and the roles and
responsibilities of the main players, as established by the legislation.

The Role of Parliament
The legislation stipulates the information that must be submitted to Parliament

5.25 With respect to Crown corporations, as in other matters, it is
Parliament's responsibility to scrutinize and authorize the expenditure of
public funds and to hold the government to account for achieving the associated
public policy objectives. The legislation provides for the following to be laid
before each House of Parliament:

osummaries of the corporate plans and capital budgets of all scheduled parent
Crown corporations;

osummaries of the operating budgets of parent corporations named in Part 1 of
Schedule III;

oannual reports of parent Crown corporations;
oquarterly and annual reports of the President of the Treasury Board; and
oGovernor in Council directives issued to Crown corporations.

5.26 In addition, the Governor in Council may require a wholly owned subsidiary
to comply with any provision of Part X as if it were a parent Crown corporation.
To date, this has been applied to require the three subsidiaries of Canada Lands
Company Limited and Petro-Canada International Assistance Corporation (a wholly
owned subsidiary of Petro-Canada) to report as if they were parent corporations
(see Exhibit 5.3).

The legislation accords Parliament a direct role in the control and
accountability framework

5.27 The role of Parliament in the control and accountability framework is not
limited to questioning the government and holding it accountable, or to voting
the Estimates through which operating subsidies, loans and advances are made to
Crown corporations. The legislation accords Parliament a direct role in
authorizing the creation or acquisition of parent Crown corporations, their



disposal or dissolution, and the objects and purposes that the corporations

pursue. In these respects as well as others, the availability of complete,
timely and reliable information underpins Parliament's ability to exercise its
responsibilities.

MAIN ELEMENTS OF CROWN CORPORATION
CONTROL AND ACCOUNTABILITY FRAMEWORK

Parliament Governor Treasury Minister Board of
in Council Board Directors
Plans/Budgets
Corporate Plan Approve Recommend (2)
Operating Budget Approve Recommend
Capital Budget Approve Recommend (2)
Summaries of
Plans\Budgets Receive Approve
Reports

Corporate Annual
Report Receive
Annual Consolidated
Report Receive Prepare
Quarterly Report
on Tabling Receive Prepare

Directives Receive Approve Recommend Advise

Creation, Acquisition,
Disposal, Dissolution

Parents Approve
Subsidiaries Approve

Appointments

Directors Approve Appoint
Officer-Directors Appoint Advise
Officers Appoint

Auditors of parent Appoint Advise
Audits

Internal Audit
Annual Audit

(Report) Receive (1) Receive
Special Examination
(Report) Receive

(1) Included in the corporate annual report.
(2) The recommendation of the Minister of Finance may also be required in certain
cases; for example,

Exhibit 5.4The Role of Government



The legislation assigns to the government the key responsibilities for control
of Crown corporations

5.28 Exhibit 5.4 shows the more important responsibilities assigned by Part X
to the government; that is, the Governor in Council (i.e. Cabinet), the Treasury
Board, the Minister of Finance and the appropriate minister. These include:

oPlans and budgets. There were control processes relating to operating and
capital budgets before Part X was introduced. However, now there is a new
requirement for all parent Crown corporations to submit multi-year corporate
plans annually for Cabinet approval on the recommendation of the appropriate
minister. This requirement is central to the entire control and accountability
regime. It is through the corporate plan that a corporation's objectives and
strategies are approved by the government -- and a benchmark is established
against which subsequent performance can be assessed.

oDirectives. The Governor in Council may issue a binding directive to a parent
Crown corporation if it deems it in the public interest to do so. This is done
on the recommendation of the appropriate minister, after the minister has
consulted the board of directors with respect to the content and potential
effect of the directive. It was anticipated from the outset that this power
would likely be used sparingly -- and subsequent practice has borne this out.

In practice, the government has many other formal and informal means to direct a
corporation.

oTransactions concerning subsidiaries. Some transactions of a parent Crown
corporation or a wholly owned subsidiary require Governor in Council approval.
These include the incorporation or acquisition of a subsidiary; the dissolution
or amalgamation of a wholly owned subsidiary; and the sale or other disposal of
shares or assets of a wholly owned subsidiary. Part X does not require Governor
in Council approval for changes in the mandate of a wholly owned subsidiary.
Instead, the mandates of subsidiaries are controlled through a provision
prohibiting them from carrying on any business that is not consistent with the
objects and purposes of the parent corporation.

oAppointments. According to the legislation, the Governor in Council controls
the key corporate appointments in a parent Crown corporation. Directors are
appointed by the appropriate minister with Governor in Council approval. It is
up to the Governor in Council to appoint, and remove, the Chairman, the Chief
Executive Officer and any director who is also an officer of the corporation and
to fix their remuneration.

The Crown Corporations Directorate has played an important role in implementing
the legislation

5.29 The responsibilities Part X assigned to the government (and particularly
to the Cabinet, the Treasury Board and the Minister of Finance) required the
role of central agency officials to be strengthened. Although it is not
explicitly provided for in the legislation (and not illustrated in Exhibit 5.4),
the Crown Corporations Directorate, which reports jointly to the Department of
Finance and Treasury Board Secretariat, has played an important role in
implementing the legislation.

5.30 This Directorate, established in 1984 from groups that had been working on
Crown corporation matters separately in Finance and the Treasury Board
Secretariat, is the primary means by which the government co-ordinates the



management of its Crown corporations. The Directorate serves as the "keeper of
the system" and provides advice to Treasury Board ministers and the Minister of
Finance on policy issues related to Crown corporations, as well as on their
resources, activities and performance. During the period under review, it has
put in place the main processes called for by Part X and has co-ordinated those
processes with others (such as specific approvals sought through Treasury Board
submissions, Cabinet memoranda and the Estimates) that affect the control and
accountability of Crown corporations.

The Role of Crown Corporations

The role of the board of directors differs considerably from that of a private
sector board

5.31 As a general principle of corporate law, a corporation is represented by
its board of directors. Thus, when Part X (or any other relevant legislation)
imposes a duty on a Crown corporation, the duty is in fact imposed on the board
of directors unless another player is specified. This point is emphasized in
Part X by the statement that the board of directors is responsible for managing
the businesses, activities and other affairs of the corporation. Part X also
sets out the duties, responsibilities and conflict-of-interest provisions
applying to Crown corporation directors, in much the same way as they are
defined for directors of private sector corporations in the Canada Business
Corporations Act.

5.32 Nevertheless, the formal role assigned to the board is relatively
circumscribed. In many respects it i1s a consultative role. For example, the
appropriate minister is required to consult the board of directors in advance
about proposed directives, the appointment of officer-directors and the
appointment and removal of auditors. Unlike the private sector, the board of a
parent Crown corporation controls neither the appointment nor the remuneration
of the Chief Executive Officer.

The legislation sets out an elaborate audit regime.
5.33 In addition to clarifying the role of the board of directors, Part X sets

out an elaborate and innovative audit regime for Crown corporations. The audit
provisions are described in greater detail later in this chapter.

Implementation of the Framework

Parliamentary Level

Important differences between Crown corporations and privately owned
corporations

5.34 Although there are many similarities between Crown corporations and
privately owned corporations, there are also important differences, including:

oOwnership. Government ownership represents an investment of public money on
behalf of taxpayers. Unlike shareholders in private sector corporations,
individual taxpayers cannot divest themselves of their "investments" in Crown
corporations and put their funds to alternative uses.



oFinancing. Expenditure of public money is authorized by Parliament and may
take various forms, including equity, loans or appropriations for operating
purposes.

oObjectives. Crown corporations have their mandates approved by Parliament and,
in keeping with those mandates, are frequently charged with pursuing public
policy objectives that may compete with commercial objectives or, indeed, other
public policy objectives.

oSpecial requirements. Crown corporations are subject to a variety of
legislative and other requirements that are not faced by private sector
corporations -- for example, employment equity, official languages and access to
information.

Parliament requires complete, timely and reliable information on Crown
corporations

5.35 Characteristics of Crown corporations of the nature described above call
for a different form of accountability than exists between private sector
corporations and their shareholders. 1In particular, because Parliament performs
some of the functions associated with ownership (such as appropriating funds,
authorizing the creation, acquisition, dissolution, disposal and objects of
parent corporations), the accountability of Crown corporations properly extends
beyond the formal shareholder (the Crown) to Parliament. Part X recognizes this
and states that "each Crown corporation is ultimately accountable, through the
appropriate minister, to Parliament for the conduct of its affairs".

5.36 Information to Parliament. As noted earlier, the availability to
Parliament of complete, timely and reliable information on Crown corporations is
essential for accountability. The information to be tabled in Parliament
pursuant to Part X includes:

oSummaries of corporate plans, capital budgets and (for Schedule III-Part I
corporations) operating budgets. In accordance with regulations issued by the
Treasury Board, these summaries have to be laid before each House of Parliament
within 30 sitting days of the time the corporate plans and budgets are approved
by the Governor in Council and Treasury Board respectively.

oAnnual reports of Crown corporations. Annual reports are to be submitted to
the appropriate minister and the President of the Treasury Board within three
months of a corporation's financial year end. The minister must cause a copy of
the report to be laid before each House within 15 sitting days after receiving
it.

oAnnual consolidated reports of the President of the Treasury Board. No later
than 31 December each year, the President of the Treasury Board must table an
annual consolidated report on the businesses and activities of all parent Crown
corporations for the financial year ending on or before the previous 31 July.
In practice, the government has chosen to present this report (Annual Report to
Parliament on Crown Corporations and other Corporate Interests of Canada) as
Volume III of the Public Accounts of Canada.

oQuarterly reports of the President of the Treasury Board. Within 30 sitting
days of the end of each quarter, the President of the Treasury Board is required
to table a report on the time of tabling, by appropriate ministers, of annual



reports, and summaries of corporate plans and budgets, for Crown corporations
subject to the reporting provisions of Part X.

oGovernor in Council directives. Copies of any directives given to parent Crown
corporations by the Governor in Council must be tabled within 15 sitting days
after the directive is given.

The gquantity and timeliness of information to Parliament has improved

5.37 Quantity and timeliness of information. We concluded that the quantity
and timeliness of information Parliament receives has improved significantly,
compared with the period before the Financial Administration Act was amended.
From the perspective of Parliament and the public in general, the quantity of
information available now is a far cry from the unsatisfactory state that
existed when we first reported on this issue in 1976. Then there was
uncertainty about even the number of Crown corporations.

5.38 The requirement to table corporate plan summaries is completely new, as 1is
the requirement for quarterly reports on the timing of tablings. Both help
instill discipline into the process. The information available in the annual
consolidated report of the President of the Treasury Board is much more
comprehensive than similar information available to Parliament before Part X
came into effect. Means for giving more general visibility to this important
information might be considered.

5.39 Exhibit 5.5 shows, for each of the last four years, the number and
percentage of reports tabled within the time frames established by statute or
regulation. The table shows that in 1988, 88 per cent of corporate annual
reports were tabled by the deadline. 1In contrast, our 1982 report on the
accountability of Crown corporations showed that, in 1981 and 1982, over half
the annual reports were tabled more than six months after the end of the
financial years involved.

5.40 The record for tabling the corporate plan and budget summaries on time is
not as good as for annual reports. The data show that in 1988, 63 percent of
corporate plan summaries and 52 percent of budget summaries were tabled by the
statutory deadline, with another 20 percent and 19 per cent, respectively, being
tabled within 30 sitting days after the deadline. There was some improvement in
1988 compared with the three previous years.

5.41 The President of the Treasury Board has written to the appropriate
ministers each year since 1986, drawing their attention to the record of the
previous year and urging greater compliance. Nevertheless, this is an area
where there is room for further improvement. The deadlines are established by
regulation and, other than in exceptional circumstances, full compliance should
be expected.

The quality of information to Parliament has weaknesses

5.42 Quality of information. Although there has been improvement in the
quantity and timeliness of information received by Parliament, the quality of
information in the summaries of corporate plans and budgets, and in corporate
annual reports, is uneven. Weaknesses here undermine the ultimate
accountability of Crown corporations to Parliament.



5.43 The quality of corporate plan and budget summaries has improved over the
four cycles (1985 to 1988) that we reviewed. Our analysis of a sample of
corporate plan summaries tabled in 1988 shows that most address the key aspects
of the related plans, such as objectives, strategies and performance measures
for the planning period. Nevertheless, the degree of coverage varies, and some
summaries do not provide a good reflection of original documents. In addition,
a number of the summaries reviewed did not follow the "Guidelines for the
preparation of Summaries of Corporate Plans, Capital Budgets and Operating
Budgets" issued by the Treasury Board in March, 1987. We concluded that further
improvements are desirable and possible.

Processes are lacking for ensuring the quality of corporate plan and budget
summaries and monitoring adherence to guidelines

5.44 It is worth noting that there is no process within the government for
assuring the quality and completeness of the information contained in the
corporate plan and budget summaries tabled in Parliament. Nor is there a
process for monitoring the extent to which the relevant guidelines have been
followed.

Annual reports rarely state, as required, the extent to which the corporation
has met its objectives

5.45 Part X requires that annual reports include, among other things, a
statement on the extent to which the corporation has met its objectives for the
financial year as well as such quantitative information on performance as the
Treasury Board may require. Information in the annual reports in most cases
does not close the accountability loop to Parliament by relating performance in
the relevant period to objectives set out in corporate plan and budget
summaries. Our review of annual reports showed that they rarely present
explicit statements of the extent to which objectives have been met. Indeed, in
some cases the objectives for the financial year in question are not presented.

5.46 Treasury Board has not exercised its right to require specific
quantitative performance information in annual reports. Although in practice
many corporations do include some quantitative information on performance, such
information is rarely linked (or able to be linked) to objectives.

5.47 Part X provides that Treasury Board can make regulations concerning the
form and content of annual reports and corporate plan and budget summaries.
Although guidelines (as distinct from regulations) on the content of summaries
have been issued, neither guidelines nor regulations are yet available on annual
reports. At the time of our study, the Crown Corporations Directorate was
drafting annual report guidelines.

Much of the information provided to Parliament during the period under review
was not used explicitly

5.48 Parliament's use of information. As the key documents for accountability
to Parliament, summaries and corporate annual reports stand permanently referred
to such committees of Parliament as may be established or designated to review
matters relating to the Crown corporations concerned. We looked at the work of
five parliamentary committees for the period September 1984 through October
1988, to see what use they made of the information on Crown corporations



referred to them. In addition, we considered any related activity of the House
of Commons and the Senate in general during this period.

5.49 We concluded that, with few exceptions, neither the House of Commons nor
the Senate (including committees and individual members or senators) made much
explicit use of the information about Crown corporations tabled during the
period under review. Nor did either House, or any of the committees we
examined, review the plans and performance of Crown corporations per se.
Rather, this was done as Crown corporation matters were considered in the
context of a particular issue (for example, specific to a region or
constituency). In those instances, the information tabled did provide relevant
background information to parliamentarians.

5.50 In considering Parliament's use of the information it is important to
recognize that it is through the appropriate minister that Crown corporations
are ultimately accountable to Parliament. The role that Parliament has set out
for itself is to see that ministers carry out theilir responsibilities -- not to
monitor or oversee Crown corporations directly.

5.51 Therefore, the fact that the use of information appears to be limited does
not necessarily indicate that the information lacks overall utility or that it
does not make an important contribution to the accountability of Crown
corporations. One important consequence of tabling information in Parliament
is that it serves to inform the public at large about Crown corporation matters.
The principal benefit to Parliament of having the information tabled, however,
is the assurance that appropriate ministers have focussed on, and endorsed, the
strategic orientation of Crown corporations and have reviewed their performance
-- at least to the extent that the annual reports address performance. In
addition, there is the discipline of having to prepare and defend the
information that is imposed on the Crown corporations.

Government Level

The appropriate minister, the Governor in Council, the Treasury Board and the
Minister of Finance have the key roles

5.52 Roles and responsibilities. As Exhibit 5.4 demonstrates, at the
government level the key roles in the control and accountability framework are
assigned to the appropriate minister, the Governor in Council, the Treasury
Board and the Minister of Finance. A lesser, but nonetheless important, role is
played by the Privy Council Office in providing technical advice on personnel
and on the management of specific issues.

5.53 In carrying out this study, we interviewed senior executives in central
agencies and departments, as well as Chief Executive Officers and other
directors of a number of Crown corporations. With isolated exceptions, there
was broad agreement among those interviewed that the general approach of the
government to Crown corporations was businesslike, co-operative and mindful of
the need not to interfere in day-to-day operations. Our own observations bear
out these comments.

The appropriate minister has specific powers in the control and accountability
framework

5.54 Appropriate ministers. The appropriate minister's role is central to the
effective functioning of the control and accountability framework. The general



authority and duties of a minister are reinforced by a variety of specific
powers assigned by Part X. These include:

orecommending the issuing of directives;
oappointing directors, subject to concurrence by Governor in Council;

orecommending corporate plans for the approval of Governor in Council and
operating and capital budgets for the approval of Treasury Board;

otabling annual reports and summaries of plans and budgets in Parliament;
oagreeing to any borrowing by the corporation;

oreceiving the annual audit report and, on an exception basis, information from
a special examination; and

oreceiving reports on material developments.

5.55 1In essence, all important matters relating to the existence and governance
of a specific corporation, such as funding, objectives, key players, and
contacts with Parliament and the government, flow directly or indirectly through
the appropriate minister. The general practice is that through their
appropriate ministers, Crown corporations initiate, and the Cabinet, the
Treasury Board and the Minister of Finance react, as appropriate. Where the
latter initiate (for example, in relation to privatization activities), they do
so through the appropriate minister.

5.56 The common understanding among those we interviewed was that appropriate
ministers, not central agencies, are responsible and accountable for Crown
corporations. It was emphasized that the appropriate ministers are the
"shareholders" to whom boards of directors are accountable. The Treasury Board,
supported by its officials, is responsible for the sound management of the Crown
corporation portfolio, including the allocation of resources to Crown
corporations, and for ensuring compliance with the Financial Administration Act.
Ministerial control generally focusses on objectives and budgets rather than on
day-to-day operations

5.57 Our study confirmed that, in general, ministerial control has focussed on
the broad objectives and budgets of Crown corporations through the Part X
control and accountability documents, as well as on specific issues of political
significance. For the most part, ministers have properly allowed their Crown
corporations a large degree of operational freedom by refraining from
involvement in day-to-day operations.

5.58 The degree to which ministers are supported in their role by their
departmental staff varies a great deal, depending largely on the relevance of a
particular Crown corporation to the policy concerns of the department. Thus,
although some departments provide detailed advice to their minister on such
matters as the corporate plans and budgets proposed by a Crown corporation,
other departments are not consulted at all.

5.59 Governor in Council, Treasury Board and the Minister of Finance. As
Exhibit 5.4 shows, the Governor in Council, the Treasury Board and the Minister
of Finance have wide statutory authority to dispose of Crown corporation
matters. This includes the authority to make regulations pursuant to Part X, as
well as specific authority for such matters as recommending and approving



corporate plans and budgets, approving borrowing, issuing directives, appointing
directors and auditors, and so on.

The Crown Corporations Directorate ensures that key mechanisms are in place and
functioning well

5.60 The strong role Part X assigns to the Governor in Council, the Treasury
Board and the Minister of Finance has put a spotlight on the Crown Corporations
Directorate (CCD), acting as the overall guardian of the framework and providing
analytical and secretariat services. Although initially characterized as the
"government's single window" on Crown corporations, the CCD instead views its
role (as do others) as being the "single window" only for the central agencies.
Within the control and accountability framework as a whole, CCD is one among a
number of players in a system of checks and balances where control,
responsibility and power are dispersed. In particular, CCD does not assume
fundamental responsibility for specific Crown corporations, that being the
domain of appropriate ministers.

5.61 Since Part X came into effect, CCD has invested considerable effort in
getting the key mechanisms in place and functioning satisfactorily, and in
educating and prompting other players to play their parts. In addition, it has
served as an early-warning system for appropriate ministers and the government,
particularly to signal potential financial difficulties, and has acted as a
catalyst to initiate and organize reviews of corporate mandates. 1In our view,
this has been an appropriate role.

Corporate plans and budgets have been timely and generally in compliance with
regulations

5.62 Corporate plans and budgets. Corporate plans, operating budgets and
capital budgets are the linchpins of the whole control and accountability
regime. The planning and budgeting process provides a way to bring issues to
the attention of ministers, to identify opportunities and to initiate change.
The annual submission of these documents for regular, formal review by the
minister, Treasury Board and Cabinet, as appropriate, allows the government to
set its agenda in terms of strategies and funding. It follows that submission
and approval of these documents before the commencement of the financial year to
which they apply are preconditions for effective direction and control.

5.63 In this regard, there has been significant improvement compared with the
period before the Financial Administration Act was amended. In that period it
was not uncommon for budgets to be submitted late. 1In our 1982 report on the
accountability of Crown corporations we noted that in that year, for example,
most capital budgets had been approved after the start of the financial year.

In one case, approval had not come until after the end of the year to which the
budget applied. By contrast, since Part X has come into effect, there have been
relatively few instances of plans or budgets not being approved before the
commencement of the financial years to which they apply.

5.64 Regulations issued by Treasury Board specify not only the time within
which corporate plans and budgets are to be submitted, but also their form and
content. The scope of our study did not extend to a review of the quality of
information in corporate plans and budgets, but we found that, in form and
content, compliance with the regulations is generally good and has been



improving. It is worth noting also that the Crown Corporations Directorate has
established mechanisms to monitor and promote compliance with the regulations.

Corporation Level

5.65 At the corporation level, the role of the board of directors and the audit
regime are important components of the overall framework for control and
accountability.

The Financial Administration Act assigns certain management responsibilities to
the board of directors but assigns the key powers to the government

5.66 Boards of directors. Part X of the Financial Administration Act
explicitly assigns to the board of directors the responsibility for managing the
businesses, activities and other affairs of the corporation. The legislation
also spells out some of the specific aspects of such management. For example,
it calls for reasonable assurance, from the corporation's management systems and
practices, that assets are safeguarded and controlled, that resources are
managed economically and efficiently and that operations are carried out
effectively.

5.67 On the face of it, however, the powers given to the board by the Financial
Administration Act are not commensurate with the general responsibility it has
been assigned. As was noted earlier (and as Exhibit 5.4 indicates), the formal
role of the board is relatively circumscribed. The key powers have been
allocated to the government. For example, the board does not appoint the Chief
Executive Officer, nor does it have the final say on corporate plans and
budgets. Similarly, although the board can make, amend or repeal by-laws, in
this regard also, the Governor in Council has ultimate authority.

The government generally gives boards of directors considerable scope for action
and many have assumed a stronger role than might be expected

5.68 Despite the formal allocation of powers under Part X, our interviews with
directors (including officer-directors, chairpersons, audit committee members
and other "outside" directors), as well as with senior central agency and
departmental personnel, showed that in practice the government has usually given
boards considerable scope for action. It has provided strategic direction to
Crown corporations and exercised its other powers sparingly.

5.69 One development that has had the effect of increasing the apparent
independence of boards of directors in managing Crown corporations is the
reduction in the number of public servants appointed to boards. The general
practice is that public servants are not appointed as Crown corporation
directors unless required by a corporation's enabling legislation. In the three
yvear period from 1984-85 to 1987-88, the proportion of parent Crown corporations
with one or more public servants on the board of directors fell from about one
half to less than a third.

5.70 The end result of the way the government has used its powers is that many
boards of directors, although not all, have assumed a stronger role than might
be expected in managing Crown corporations. Significant aspects of that role
include the following:

oThe board of directors helps set the strategic direction of the corporation by
reviewing management proposals and endorsing corporate plans submitted to the
appropriate minister. Ultimate authority for approving the plans rests with the



government, but the practice in recent years has been that most are approved
without major changes. The power of the board to endorse or modify plans is
thus important, as they are very likely to be accepted.

oBoards of directors monitor whether management pursues the approved strategic
direction of the corporation and attains objectives. They do this on the basis
of information from management and from the internal and external audit
functions.

oThe legislation provides that the Governor in Council is responsible for
setting the remuneration, including performance pay and bonuses, of officer-
directors (for example, the Chief Executive Officer). However, government
guidelines issued in 1987 require boards of directors to assess annually the
performance of officer-directors for purposes of making recommendations
concerning remuneration. In the case of a Chief Executive Officer, for example,
such assessments are based on the performance of the corporation in relation to
its corporate plan, as well as the performance of the individual against pre-
determined objectives.

oBoards of directors are responsible for fixing any benefits other than
remuneration provided to the Chief Executive Officer, and for appointing
officers other than officer- directors.

oBoards of directors set out in by-laws the duties and responsibilities of
officers and officer-directors. Although Part X provides that the Governor in
Council may direct the board of directors of a parent Crown corporation to make,
amend or repeal a by-law, this power has not been exercised to date.

5.71 In general, we noted that the more commercially oriented and competitive a
particular Crown corporation is, the easier it tends to be for the board to
exercise a role broadly analogous to that of a private sector corporation's
board. However, it was also evident from our interviews that the accountability
chain in Crown corporations is more complex in practice than that faced by
corporations in the private sector. Few of the Crown corporation directors we
interviewed had been briefed on their duties

5.72 Because of the complexity of the Crown corporation control and
accountability framework, we expected to find that new directors would be
thoroughly briefed on their role and duties in general, as well as on the
specific corporation. However, only a few of the directors we interviewed had
been briefed on their general duties as Crown corporation directors under Part
X. Most believed that such a briefing would have enhanced their effectiveness.
They were more likely to have been briefed on the corporation than on their
duties, but here too a majority had to learn about the corporation in the course
of serving on the board. The Crown Corporations Directorate has initiated a
project to assess the needs of board members for briefing on their duties under
Part X.

The legislation requires three types of audits -- internal audits, annual audits
and special examinations -- and the establishment of audit committees

5.73 The audit regime. Although any audit regime (especially external audit)
stands somewhat outside a control and accountability framework, it is an
important element in ensuring that the framework functions as intended. Exhibit
5.6, which describes the three main types of audit called for by Part X, shows
that they all relate back to the corporation's responsibility to safeguard and



control its assets, manage its resources economically and efficiently, carry out
its operations effectively and report on the results.

THE AUDIT REGIME IN CROWN CORPORATIONS
Corporation's Responsibility:

o Keep books and records and maintain systems and practices to provide
reasonable assurance that:

assets are safeguarded and controlled;

(i)

(11) transactions are in accordance with specified authorities;

(iii) resources are managed economically and efficiently; and

(iv) operations are carried out effectively.

o Report on results of operations, financial position, performance against
plan.

Internal Audit

Purpose:
o To assess compliance with the requirement to keep books and records and

maintain systems and practices that provide reasonable assurance that:

assets are safeguarded and controlled;

(1)

(ii) transactions are in accordance with specified authorities;
(11ii) resources are managed economically and efficiently; and
(iv) operations are carried out effectively.

Frequency:

o Ongoing

Reporting to:
o Management

Annual Audit

Purpose:
o To provide independent opinions on:
(1) fairness of presentation of financial statements;

(ii)accuracy of quantitative information (if requested to do so by Treasury

Board); and
(iii) compliance with specified authorities.

o To call Parliament's attention to any other matter as appropriate.
Frequency:
o Annual

Reporting to:
o Appropriate minister, who tables the annual report of the corporation in
Parliament

Special Examination



Purpose:
o To determine whether, in the period under examination, the systems and
practices maintained provided reasonable assurance that:

(1) assets were safeguarded and controlled;
(i1) resources were managed economically and efficiently; and
(11ii) operations were carried out effectively.

Frequency:
e} At least once every 5 years

Reporting to:

o Board of Directors

o Appropriate minister or Parliament (as necessary, in opinion of examiner,
for corporations under Part I of Schedule III)

Exhibit 5.6

5.74 In addition to mandating the three types of audit, Part X requires that
parent Crown corporations, and wholly owned subsidiaries that have separate
annual auditor's reports, establish audit committees to oversee internal audits;
to review and advise the board of directors about financial statements to be
included in the annual report of the corporation; and to advise the board about
annual audits and special examinations. An audit committee comprises at least
three directors, the majority of whom are not officers or employees of the
corporation or any of its affiliates. Our study showed that Crown corporations
generally have set up audit committees to carry out the duties defined in the
legislation.

Crown corporations must carry out internal audits to assess the corporation's
compliance with specific legislative provisions

5.75 Internal audit. Crown corporations must carry out internal audits to
assess whether the corporation has maintained books, records, systems and
practices as required under Part X (see Exhibit 5.6). An exemption from this
requirement may be granted if, in the opinion of the Governor in Council, the
costs of such audits would outweigh the benefits. Both the external auditor and
the examiner are required to rely on internal audit to the extent they consider
it practicable.

5.76 Some Crown corporations with well developed internal audit functions moved
quickly to assume the internal audit responsibilities assigned by Part X. 1In
some others, however, carrying out internal audits along the lines required by
Part X has gotten off to a slow start. It would be unrealistic to expect all,
or even most, corporations to have implemented the new and extensive internal
audit requirements in the relatively short period since Part X came into force.
It takes time to build up internal audit teams and to develop the methodologies
and experience required.

5.77 It is evident that some Crown corporations will be seeking exemptions from
the internal audit requirement following the completion of the first special
examinations. In the meantime, the Crown Corporations Directorate has developed
a policy on the process for seeking and granting exemptions.

The legislation introduced some new annual audit requirements



5.78 Annual audits of Crown corporations had previously covered financial
attest, "compliance with authorities" and the reporting of any "other matters".
Part X introduced two new requirements.

5.79 First, there is a requirement that, if requested by Treasury Board, the
auditor will provide an opinion on the accuracy, in all material respects, of
any quantitative performance information in the corporation's annual report.
This potentially important provision, which recognizes that a Crown
corporation's financial statements seldom fully reflect its performance, has not
yvet been implemented.

5.80 The Crown Corporations Directorate currently receives quarterly reports on
the performance of Crown corporations and uses the information to keep Treasury
Board ministers briefed on developments. With the experience in developing and
reporting performance indicators that has been built up in this manner over a
number of cycles, the government should encourage (and even require)
corporations to include such information in annual reports and ask auditors to
apply the corresponding audit provision.

Our review showed that much progress has been made and that all the fundamental
processes are in place. However, some points deserve further attention.

5.81 Second, Crown corporations are required to prepare their financial
statements in accordance with generally accepted accounting principles (GAAP).
There has been some difficulty in applying GAAP consistently across corporations
in such areas as the accounting treatment of appropriations and capital and
operating leases, as well as the valuation of assets and liabilities in some
cases. There may be an opportunity here for the Treasury Board to exercise its
power to make regulations concerning financial statements generally and,
specifically, to augment or supplement GAAP so as to promote more consistent and
meaningful disclosure. The Office of the Comptroller General of Canada, in
conjunction with the Crown Corporations Directorate, is reviewing Crown
corporation accounting practices to determine whether such guidance is
necessary.

A special examination of management systems and practices is required at least
once every five years

5.82 Perhaps the most significant new audit-related requirement is for a
"special examination" of a parent Crown corporation and its wholly owned
subsidiaries to be carried out at least once every five years -- normally by the
external auditor. The purpose is to provide independent assurance to the board
of directors that the corporation's systems and practices do indeed provide
reasonable assurance that assets are safeguarded and controlled, resources are
managed economically and efficiently and operations are carried out effectively.
Although the board of directors is the primary client for the special
examination, information may also be reported to the appropriate minister or to
Parliament at the examiner's discretion -- but only for parent corporations
named in Schedule III-Part I or their wholly owned subsidiaries.

5.83 At the time of preparing this report, it seemed probable that, with
isolated exceptions, special examinations would be completed in all Crown



corporations within the first five years of the introduction of Part X in
September 1984.

Most directors interviewed thought the special examinations were valuable, but
some thought they constituted an unnecessary expense

5.84 Our interviews with directors showed that there were mixed feelings about
the value obtained from special examinations. The majority of directors
interviewed saw it as an important process in helping the board hold management
to account. However, in the more commercially oriented corporations, where
financial statements were thought to demonstrate performance adequately, there
was some questioning of the need for the corporations to bear the additional
cost of a special examination. Some directors had difficulty in distinguishing
the special examination from internal audit.

5.85 This Office, as the sole or joint auditor of 34 of the 44 scheduled parent
Crown corporations, is carrying out an internal review of experience with the
first cycle of special examinations. The primary purpose of the review is to
identify ways of improving this important process in future cycles.

Can a board of directors hold the corporation's senior management to account
when all board members are officers of the corporation?

5.86 We note that there are some Crown corporation boards of directors made up
entirely of officers of the corporations. When the Financial Administration Act
was amended, these cases were specifically recognized as exceptions to the rule
that the majority of directors of a parent Crown corporation should not be
officers or employees of the corporation. Nevertheless, the notion of a board

of directors holding the corporation's senior management to account -- through
the special examination process, among other things -- loses its meaning in
these cases.

Conclusion

5.87 This review of the Crown corporation control and accountability framework
accepted the Part X framework as given and focussed on the manner and extent to
which it has been implemented since it was introduced in 1984. As such, the
main concern was with process, rather than substantive aspects of Crown
corporation control, accountability and performance. Thorough and disciplined
implementation of the processes is an important first step. Until the framework
has been fully implemented, it is not possible to make valid judgments about the
quality of the framework itself, or its full impact on the control and
accountability of Crown corporations.

5.88 Our review showed that a great deal of progress has been made and that all
the fundamental processes are in place. However, some points deserve further
attention. These include:

omeeting deadlines for tabling, in Parliament, corporate plan and budget
summaries, and corporate annual reports;

oimproving the quality of corporate plan summaries as a reflection of the
corporate plans and as yardsticks for subsequent reporting of performance in
annual reports;



ostrengthening linkages between objectives articulated in summaries and
subsequent reporting of performance in annual reports;

obriefing new directors on their duties under the Part X regime and on the Crown
corporations to which they are appointed;

oassessing the need to exercise Treasury Board's right to request the audit of
quantitative performance information and its right to make regulations to
augment or supplement generally accepted accounting principles so as to promote
more consistent and meaningful disclosure; and

oreviewing the need for exceptions from the rule that all Crown corporation
boards should have a majority of directors who are not officers or employees of
the corporation.

5.89 It is important to recognize, of course, that the framework, as
implemented, must ultimately be judged in terms of its substantive impact. That
is a subject for a future report. In the meantime, it will be important to
build on the solid progress that has been made and to maintain the momentum
developed during the past five years in getting the main processes in place and
working well.



6
DENIAL OF INFORMATION REQUIRED TO AUDIT MINISTERS' TRAVEL EXPENSES6

DENIAL OF INFORMATION REQUIRED TO AUDIT MINISTERS' TRAVEL EXPENSES

Main Points

6.1 In 1989-90 we had planned to conduct a government-wide audit of expenses
claimed by ministers for travelling on government business. In our opinion, the
Auditor General has clear statutory authority to audit these expenses
(paragraphs 6.5 and 6.9).

6.2 We requested access to receipts where ministers had followed Treasury
Board's advice to retain them. The Government told us that even if receipts
existed they would not be made available to us (6.18 and 6.19).

6.3 We sought access to the written requests from ministers to the Minister of
National Defence for use of VIP fleet aircraft. The Government indicated that
we would not be provided with this information (6.36 and 6.37).

6.4 The Auditor General therefore decided that in accordance with the Auditor
General Act, Section 7(1) (b), he must report to the House of Commons that he had
not received all the information and explanations required to carry out the work
of his Office. He also has decided not to proceed with the audit at this time
(6.41) .

DENIAL OF INFORMATION REQUIRED TO AUDIT MINISTERS' TRAVEL EXPENSES

6.5 In 1989-90 we had planned to conduct a government-wide audit of expenses
claimed by ministers for travel on official government business, including
expenses of accompanying exempt staff and public servants. Specifically, we had
planned to audit:

othe adequacy of systems for financial control and reporting of ministerial
office travel;

othe adequacy of controls over the use of administrative flight services (AFS or
VIP Fleet) by ministers and staff, cost recovery by the Department of National
Defence (DND) and the reliability and completeness of information on the
operating and overhead costs of the Fleet; and

othe completeness of information on the costs of ministerial travel provided in
the Public Accounts of Canada.

6.6 To verify that financial and reporting controls were working
satisfactorily, in April 1989 we requested access to receipts and other
documentation supporting ministers' travel expense claims. We also requested
copies of requests written by ministers to the Minister of National Defence
(MND) for use of the VIP fleet.

6.7 On behalf of the Government, the Privy Council Office (PCO) informed us on
13 June 1989 that the information we had requested would not be made available
to the Auditor General.

6.8 Our authority to conduct the audit and the Government's reasons for not
providing the information are discussed below.



In our opinion, the Auditor General has clear statutory authority to audit
ministers' travel expenses.

6.9 In our opinion, the Auditor General has clear statutory authority to audit
ministers' travel expenses. As stated in the Auditor General Act, the Auditor
General is auditor of the accounts of Canada, including those relating to the
Consolidated Revenue Fund. These include the accounts of the various
departments and agencies of government.

6.10 The travel expenses of ministers are paid out of departmental budgets.
The Treasury Board states in its Administrative Practices: Guidelines for
Ministers' Offices:

A ministerial budget is an integral part of a department's budget, and is
subject to the same provisions of the Financial Administration Act (FAA) that
apply to all other departmental funds. These provisions are intended to assure
Parliamentary control over public money; they prescribe a complete financial
control framework over all financial transactions.

6.11 Ministers' travel expenses are reimbursed under an honour system;
supporting receipts do not have to be submitted or retained. In response to our
request for access to receipts and supporting documentation for ministers'
travel claims, the Government wrote that ministers do not have to submit or
retain such supporting information. It stated:

As you are aware, Ministers are required by virtue of a 1963 Treasury Board
decision, only to provide a certificate stating their expenditures to secure
reimbursement. Ministers are not required to submit, nor are they required to
maintain any receipts with respect to such expenditures.

6.12 We learned that this honour system had been initiated on 2 December 1963.
On that date, Cabinet approved a proposal from the Minister of Finance as to how
ministers should submit accounts for moneys advanced and spent for travel on
official business.

6.13 For each trip ministers were asked to report expenses under two general
headings -- transportation expenses and other expenses -- together with a
statement of the duration of the trip and the place visited.

6.14 Ministers were required to certify that their expenditures had been
incurred on official business. The certification is made pursuant to a
requirement in the Financial Administration Act for a certification that "work
has been performed, the goods supplied or the service rendered as the case may
be". At the time of our request the Government indicated that such certificates
would be made available to us.

6.15 We pointed out that in its guidelines Treasury Board had stated that:

While, for reason of confidentiality, some payment requests by Ministers do not
have to be supported by receipts and other documents that provide evidence of
goods and/or services received, these supporting documents should nevertheless
be retained in Ministers' offices for possible verification by, for example, the
Auditor General of Canada.



6.16 We also pointed out that in its Guidelines Treasury Board had advised that
"Even though Ministers do not have to provide receipts and supporting
documentation, it would be prudent to maintain such information in Ministers'
offices for audit purposes".

6.17 The Government wrote to us on 17 August 1989. It stated that:

Ministers' offices have indeed been advised that it would be prudent to maintain
their receipts for travel expenses. The rationale for that advice is based on
the fact that Ministers are accountable to the House of Commons and would want
to be in a position to respond, in the event that questions were raised in the
House.

6.18 We requested access to receipts in those cases where ministers had
followed Treasury Board's advice to retain receipts.

6.19 The Government told us that even if receipts existed it would not make
them available to us. Only the previously mentioned certificates would be
provided. It stated:

While such certificates would, of course, be available for the proposed audit,
any other receipts that may exist in the Minister's office records would not, in
our view, be so available.

6.20 A system that does not require receipts to support claims for expenditures
is not susceptible to audit. Without receipts we cannot determine whether
claims for reimbursement are appropriate.

6.21 We also cannot make this determination if the Government will not make
available those receipts kept by ministers who followed Treasury Board's advice
that it would be prudent to keep receipts.

6.22 We also wanted to audit the adequacy of the financial and reporting
procedures for use of the VIP Fleet. DND operates the Administrative Flight
Service (VIP Fleet) for members of the Royal Family, the Governor General, the
Prime Minister, past prime ministers travelling for purposes related to their
former office, Cabinet ministers, foreign dignitaries visiting Canada,
parliamentary committees or delegates on official business and, when authorized
by a minister, senior federal officers on government business.

6.23 The fleet of eight Challenger aircraft is available for use throughout the
yvear, seven days a week, 24 hours a day. Other types of airplanes, such as a
Boeing 707, are also available.

6.24 The VIP Fleet is supposed to be used only under certain conditions. The
Guidelines state that "Executive aircraft should only be used in cases where
commercial air service 1s not available or not suitable, and when the purpose of
the trip is to carry out ministerial or departmental business." Further, the
Guidelines state that "These aircraft may never be used for party or
constituency purposes, or for purposes connected with an election campaign".

6.25 Specifically, the aircraft are supposed to be used by ministers in the
following circumstances:

oWwhen the flight is being made to a point where there is no commercial air
service; where no space is available on a commercial air service; or where,
because of difficulties in routing or timetables, substantial savings of



essential time can be made by using administrative aircraft in place of
commercial services.

oWhen sudden changes in plans require emergency air transportation.

oIn instances where ministers are travelling with official parties of some size
that need to travel together and where advantage can be gained by using a
government aircraft.

oWhere security considerations render commercial travel impractical.

6.26 The minister requesting use of the VIP Fleet is supposed to follow
specific procedures which include stating the specific reasons for use.
According to the Guidelines, the office of the minister requesting a flight is
expected to telephone DND with a preliminary indication of the requirement and
the reason for the request. The request is then passed to the Flight Co-
ordination Centre in DND, which contacts the minister's office to obtain
necessary details.

6.27 The minister requesting the flight is also required to forward a written
request for the flight to the Minister of National Defence providing:

oan itinerary of the trip, which indicates all points of departure and arrival;

othe specific reason(s) for which the use of government-owned aircraft is
requested;

oa complete list of passengers showing their departure and arrival points and
their affiliations; and

othe contact person in the requesting minister's office.
6.28 In addition, the following statement must be included:

"I (or my Minister) request(s) the use of this aircraft, fully cognizant of the
Guidelines for Use of the AFS, consistent with the Government's commitment to
restraint, and consistent with the Conflict of Interest and Post Employment Code
for Public Office Holders."

6.29 The request must be signed by the minister requesting the flight or by the
minister's executive assistant on behalf of the minister.

6.30 Charges to ministers for use of VIP Fleet vary according to type of
flight. In 1984 the Secretary to the Cabinet wrote to ministers and deputy
ministers concerning the use of the VIP Fleet. He indicated that the Prime
Minister had approved the procedures outlined in the memorandum.

6.31 The memorandum identified three types of executive flights:

Special Flight is defined as a flight carrying members of the Royal Family, the
Governor General or the Prime Minister.

Ministerial or Parliamentary Flight is a flight arranged by the Governor
General, the Prime Minister, a Minister of the Crown, the Speaker of the House
of Commons or the Senate, or delegations on official business, foreign heads of
state and visiting dignitaries and such other persons as may be authorized, for



general government purposes not specifically related to the programmes of a
department.

Departmental Programme Flight is a flight involving a minister, a minister with
officials, and such other persons as may be authorized by a minister or
officials travelling alone on business related to a departmental programme.

6.32 The memorandum also outlined the costs to be charged to the requesting
minister for the different types of flights:

Special Flight: No charges.

Ministerial or Parliamentary Flight: Double the first class return fare per
flight that would be charged by commercial carriers for the same or similar
flight, or $100, whichever is greater. This charge is per flight, not per
person.

Departmental Flight: Charges are recovered in accordance with rates approved by
the Treasury Board.

6.33 The minister requesting the flight decides how it will be categorized.

The Auditor General then decided that, in accordance with the Auditor General
Act, Section 7(1) (b), he must report to the House of Commons that he had not
received all the information and explanations required to carry out the work of
his Office.

6.34 For Fiscal year 1989-90 the departmental flight charge for a Challenger
aircraft is $2,451 per flying hour. These charges do not include in-service
maintenance costs, attrition, depreciation, base support and crew costs. Based
on 1989-90 data from DND, adding these costs would increase the charge to about
$5,460 per hour, or by 123 percent. The actual costs of a given flight would
also include the cost of food and amenities ordered by the travelling minister
for all passengers and an adjustment for the actual travel expenses of the
airplane crew.

6.35 Our initial audit survey found that about 95 percent of flights are
categorized by the requesting minister as Ministerial or Parliamentary flights,
which means that ministers are usually charged at the lowest rate. For example,
$3,815.20 or double the first class fare was charged for one recent flight. If
charges had been at the departmental program flight rate the cost would have
been about $29,900. The addition of non-included costs would have increased the
flight charges to an estimated $66,600. The full costs of operating the VIP
Fleet, either in total or for each minister, are not disclosed to Parliament.
However, DND has advised us that it is bound by the provisions of the Access to
Information Act and rarely, if ever, has grounds for withholding cost
information.

6.36 We were denied access to information on the purposes for the use of the
VIP Fleet by ministers. We sought access to the written requests from ministers
to the MND for use of VIP Fleet aircraft, to verify that aircraft were being
used for official business and under the conditions stipulated in the
Guidelines, and that the charges to ministers for use of the aircraft were
appropriate.



6.37 In its letter of 13 June, the Government indicated that we would not be
provided with this information.

6.38 Conclusion: We believe that Parliamentary control over the public purse
extends to travel expenditures made by ministers on official government
business. We found that the full costs of operating the VIP Fleet, either in
total or by minister, are not disclosed to Parliament.

6.39 An audit by this Office is an integral component of maintaining
Parliamentary control.

6.40 We reviewed whether or not we should proceed with an audit, given that:

oMinisters' claims for travel expenses are reimbursed under a system that is not
susceptible to audit because supporting receipts do not have to be submitted or
retained.

OEven if ministers kept receipts, based on Treasury Board's advice to be
prudent, the receipts would not be made available to us.

oInformation on the purposes for use of the VIP Fleet by ministers would not be
made available to us, which would prevent us from determining whether use was
for official government business only and that the charges for use were
appropriate.

6.41 The Auditor General then decided that, in accordance with the Auditor
General Act, Section 7(1) (b), he must report to the House of Commons that he had
not received all the information and explanations required to carry out the work
of his Office. After careful consideration, he also decided that we would not
proceed with the audit at this time.
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Main Points

7.1 This year we examined how efficiently the federal government uses its
telecommunications services. In 1962, the Royal Commission on Government
Organization (Glassco Commission) emphasized the importance of co-ordinating
departments' use of voice communications. We believe the same is true today for
data communications. However, savings from economies of scale by combining
voice communications links were not being pursued by the government in 1962 and
are not being pursued for data communications 27 years later (paragraphs 7.8 to
7.16).

7.2 We estimate the short-term potential for government-wide savings in data
communications to be between 20 and 30 percent of operating expenditures. This
translates into annual savings of $30 million to $45 million, based on current
data communication operating expenditures of $150 million. In the longer term,
we estimate that additional savings of at least 15 percent of voice operating
expenditures are achievable with the integration of voice and data on
government-wide networks (7.17 to 7.21).

7.3 We believe that, to achieve these potential savings, a central focus is
required for government-wide administration of both voice and data
communications as a common service, through a responsible body, such as a common
service agency, held accountable to achieve an efficient and cost-effective
telecommunications service (7.22).

7.4 The Treasury Board and the Department of Communications have taken little
action to enforce a common service agency role for the efficient management of
telecommunication services on a government-wide basis. Departments have no
reason to consider anything more than their own requirements, resulting in a
proliferation of parallel networks across the country. With no clear
leadership, the government is not positioned to take advantage of either the
significant existing opportunities or the technological innovations that should
soon be available (7.23 to 7.38).Table of Contents
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Introduction

Audit Objective and Scope

7.5 Data and voice telecommunications are rarely given the same level of
emphasis and attention as the more visible computer hardware and software
products. However, the federal government spends a surprising $1 billion
annually for telecommunications goods and services. These goods and services
form an essential component of many of the information systems used by
departments for program delivery and administration.

7.6 Our examination addressed the way departments use telecommunications
services. Our audit objective was to identify opportunities for realizing
significant savings in voice and data communications expenditures. We focussed
on the policies and practices of five major user departments, the activities and
role of the Government Telecommunications Agency (GTA), and the role of central
agencies.

7.7 The five departments selected were:
o Agriculture

o Employment and Immigration (CEIC)

o Environment (DOE)

o Public Works (DPW)

o Supply and Services (DSS)



The $1 Billion Government Telecommunications Environment

Today's management of data communications mirrors the fragmented management of
voice communications in 1962

7.8 We estimate, on the basis of forecasts for 1988-89, that the federal
government spends in the order of $1 billion annually for telecommunication
goods and services. Approximately 48 percent, or $490 million, is for
operations, primarily the lease of common carrier services. The remaining 52
percent, or $540 million, is for capital expenditures. Of the $490 million for
operations, almost 70 percent represents voice traffic (telephones) and 30
percent data traffic. Departments purchase $320 million in services directly
from the common carriers of which $70 million is arranged through the Government
Telecommunications Agency (GTA). GTA provides the remaining $170 million in
services and bills departments for them.

7.9 Exhibit 7.1 shows the growth in telecommunications operating expenditures
in the past 10 years. In coming years, the most significant area of growth will
be data communications. The common carriers estimate that industry-wide data
traffic will increase by at least 15 percent a year on a compounded basis.

7.10 1In 1962, the Royal Commission on Government Organization (the Glassco
Commission) recommended the establishment of a Government Telecommunications
Agency. At that time, total government telecommunication expenditures --for
voice and teletype -- were $50 million annually. The Glassco Commission
expressed several major concerns of direct relevance to our audit. One of these
addressed the potential savings from pooling and integrating departmental
requirements:

...a single co-ordinating agency must be created with responsibility to assist
departments in achieving suitable standards of communications performance,
eliminating duplication of facilities and initiating such integration and
pooling of services as will promote the realization of the important economies
which are possible.

Significant savings are realized through government-wide management of voice
communications

7.11 Voice communications conform to standard, carrier-provided services. We
found that, within this environment, GTA provides an efficient inter-city voice
service for departments and agencies by administering a private "Intercity
Network" on circuits leased from the common carriers. This network makes
possible savings in the area of 40 percent over the direct distance dialing
daytime rates for message toll service. All the departments we examined use the
Intercity Network to take advantage of the potential economies of scale. The
network results in annual savings to the government estimated by GTA to be
approximately $43 million.

7.12 In voice telecommunications, most departments demonstrate concern for
minimizing costs. The use of GTA's intercity voice network creates efficient
use of voice communications, where departments have access to it.

The complexity of data communications demands more active government-wide co-
ordination



7.13 The federal government does not receive any preference in rates, which
would be viewed by the Canadian Radio-television and Telecommunications
Commission (CRTC) as a discriminatory practice. Regulated telecommunications
rates apply to all users. However, the CRTC recently set a precedent by
approving a discount based on guaranteed volumes of traffic for a packet
switched service. This tariff filing was a made in response to GTA's
requirement for such a service. The Government Packet Network (GPN) takes
advantage of this volume discount opportunity. GTA has "bulk-purchased"
capacity, enabling users of the GPN to obtain a 20 percent discount on rates.
The government-wide data traffic was estimated by GTA to be sufficiently large
to guarantee enough volume to secure this discount. However, by the time GTA
had established the GPN many departments had already developed and implemented
their own networks and chose not to switch to the GTA service. Although the
GPN's current volume is sufficient to maintain the 20 percent discount, the
service is not fully utilized. Therefore, the full cost savings potential of
the GNP that can be realized through wider government use is not being achieved.

The federal government spends $1 billion annually for telecommunications goods
and services, which are essential for program delivery and administration.

7.14 Most departments with significant data communication requirements have
developed private networks to meet their own specific needs. These private
networks were seldom developed with active GTA participation or consultation.
Where departments had contacted GTA, for example to develop AgriNet, CEINet and
UIT, GTA's involvement was minimal. While each department appears to meet its
individual needs reasonably efficiently, together they are losing significant
cost-saving opportunities by not havinga government-wide efficiency perspective.
With little central focus or incentive to ensure that a government-wide
perspective is emphasized, departments have given little consideration to
achieving government-wide efficiencies in telecommunications.

7.15 1In all the departments we examined we observed cross-country data links
that had developed independently from other departments with similar traffic
routes. As a result, departments have created many parallel networks that are
more costly and inefficient because of their smaller volume.

7.16 This multiplicity of private data communications networks is inefficient.
Many of these parallel networks link regional offices in the same cities to
Ottawa, with more expensive, lower speed data circuits. This results in
duplication of the capital investment in modems, multiplexers and switches and
in the lease of relatively high-cost, low speed circuits.

7.17 It is difficult to calculate the total potential savings because of the
large number of different networks and the lack of government-wide data traffic
forecasting or analysis. However, our estimates, which we believe to be
conservative, show potential savings of 20 to 30 percent of data communications
operating expenditures annually. On current operating expenditures of
approximately $150 million, savings of between $30 million and $45 million could
be achieved in the first year of full data consolidation. The potential for
such annual savings will continue to increase as the total use of
telecommunications by the government increases.

7.18 The potential for total telecommunications savings falls under four major
headings:



osavings by multiplexing individual data networks into a few high-speed networks
that enable the government to take greater advantage of existing tariff
structures;

omore efficient use of the existing circuits;

operson-year savings in individual departments through organizational
rationalization; and

osavings achieved by integrating voice and data services.

7.19 Within approximately five years, we estimate that further savings of 15
percent of total operating expenditures will be attainable through the
integration of voice and data services. Not taking action now to improve the
structure of data communications in the federal government will result in
considerable additional downstream costs. We believe that the significance of
future benefits derivable from new technologies will eventually force the
government to address its telecommunications operations. The savings currently
available in data transmission, as discussed above, will also be available in
voice transmission if the government pursues the integration of voice, data and
other telecommunication services. To minimize downstream expenses and to take
advantage of the full potential savings, the government will have to take a
consolidated approach to satisfying departmental data traffic needs.

7.20 We found that planning for data services is done by individual
departments, which generally does not take advantage of the potential benefits
of a common service approach. Although the planning for such services 1s not
well documented, we found evidence that departments were striving for improved
efficiency within the limited view of departmental needs.

7.21 It is disappointing to note the similarities between the deficiencies in
the management of voice communications reported by Glassco in 1962, and the
problems in the current data communications management environment. The message
in both cases is that the government is not pursuing the benefits that could be
derived from economies of scale.

7.22 To achieve the significant savings that are attainable, we believe that a
central focus is required for government-wide administration of both voice and
data communications as a common service, through a responsible body such as a
common service agency, held accountable to achieve an efficient and cost-
effective telecommunications service.

The government has failed to take advantage of significant opportunities to
reduce costs by combining departmental traffic into government-wide networks

7.23 Combining departmental data traffic would allow for more efficient use of
switching and transmission facilities and would enable the government to benefit
from lower unit costs. Combining separate transmission needs would lead to
better use of available network capacity and would allow the government to take
advantage of a sliding price scale for data speed costs (costs per bit per
second decrease as circult capacity increases). Larger capacity, and therefore
fewer, lines could be leased from carriers to meet the planned needs of
departments. Technology developments have made it possible to increase
efficiency in telecommunications through the use of broadband capacity for voice
and data traffic. A single, high-capacity "pipe" can be leased on which many
voice and data circuits can be multiplexed. Such an approach would also take



advantage of variations in demand and lower unit costs. These are options that
the federal government telecommunication managers could be pursuing.

7.24 Savings can also be achieved with better planning and co-ordinating of
networks within the government. Activities like data traffic forecasting, which
common carriers and major users of telecommunications services regularly
undertake to support their planning and operations, are not done on a
government-wide basis. This restricts GTA's ability to identify overall
government volume and take advantage of potential cost saving opportunities.
With better knowledge of operations and government-wide potential, a common
service agency could plan for and negotiate more efficient communications
services. As volumes of traffic become large enough, other options such as high
speed data services become viable alternatives where the greatest potential
exists for cost savings.

7.25 Exhibit 7.2 shows that as data traffic is combined, other options become
available that offer more cost-effective service to the government as a whole,
at reduced tariff rates. We found that the departmental data communication
links operate at low data speeds (9.6 to 56 Kbps). Combining data traffic to
obtain larger single volumes would permit the government to move down the cost
curve by using higher capacity, less expensive per bit lines (1.544 Mbps).

7.26 The penalty for failing to take action soon is likely to be a further
balkanization of telecommunications facilities. Departments may continue to
develop independent networks less able to benefit from future advances in
technology and, therefore, further distance themselves from opportunities to
gain from government-wide efficiencies.

7.27 Although the government obtains savings in voice communication
expenditures through GTA, gradual reductions in the tariff rates for message
toll and WATS services are eroding them. As this trend is likely to continue,
and rates continue to decline for message toll services, GTA may be unable to
maintain its overall economic viability.

7.28 The six departments included in this audit have all agreed in general with
the conclusions reached, and with the potential for significant cost savings.
They gave support to the concept of a government-wide focus to
telecommunications and to the notion of a common service network. However, a
caution was issued that any common service approach must ensure that it can
maintain an adequate level of service to all users and satisfy the needs of
departments requiring special consideration. We support these concerns.

GTA's mandate is unclear and has resulted in significant missed opportunities
for efficiency gains

7.29 The reasons for GTA's unclear mandate became an important focus of the
audit. We began by examining the roles and responsibilities of the
organizations involved with telecommunications in the federal government.

7.30 The Treasury Board's Common Service policy designates GTA as the mandatory
common service agency for the provision of telecommunications within the federal
government. However, this is in conflict with the Telecommunications policy,
under which departments can act on their own to obtain telecommunications
services.



7.31 The Department of Communications, under Section 5(d) of the DOC Act, shall
"...plan and co-ordinate telecommunications services for departments, boards and
agencies of the Government of Canada." Within this legislation, GTA's mandate
is " . . . to plan, establish and manage telecommunications facilities and
services that will satisfy the requested needs of federal departments and
agencies on an economic basis." This objective lacks the strong mandatory
wording of the Treasury Board's Common Service policy. In addition, the
Treasury Board does not enforce its mandatory common service policy for GTA.
When reviewing submissions for telecommunication projects, we found examples of
Treasury Board giving approval to projects before requiring that departments
confer with GTA. For example, approved Treasury Board submissions from DPW and
CEIC both stated that the departments should seek GTA's assistance, rather than
enforcing the GTA role before approving the submission.

7.32 GTA has not established its administrative role for government data
communication services. Inactivity on the part of the Treasury Board and DOC in
establishing a co-ordinating body for data services has contributed to the lack
of focus on administering government-wide data communications. The Treasury
Board's current management philosophy, embodied by IMAA (Increased Ministerial
Authority and Accountability), emphasizes that departments have increased
responsibility to manage within their own scope of operations, with reduced
intervention from central agencies. However, if the full potential of
government-wide opportunities to improve efficiency is to be realized, it will
require a central, co-ordinated focus. We believe that departments are not well
placed to take full advantage of these opportunities without involvement from
the central agencies. We also noted a perception that IMAA discourages the
government-wide co-ordination necessary to take advantage of telecommunications
efficiency opportunities.

7.33 We found that conflicting authorities in the Treasury Board Common Service
policy and Telecommunications policy have resulted in many departments planning
and operating their own private data networks. Departments interpret the
Treasury Board policy as giving them the option to lease common carrier packet
switched data services rather than using the less expensive, GTA administered,
GPN. Unless there are overriding security issues, the use of any service other
than common service leads to inefficient telecommunications usage.

7.34 The Treasury Board established the Telecommunications Advisory Committee
(TAC) to advise GTA on long-range planning and co-ordination of the use of
telecommunications on a government-wide basis. The Advisory Committee on
Information Management (ACIM), an interdepartmental advisory committee to the
Treasury Board Secretariat, deals with the broader area of information
technology. Neither these committees nor the Treasury Board appear to have a
clear-cut position on whether a mandatory common service organization is
required. This has contributed to the segmenting of government data traffic by
departments and the development of networks which, collectively, result in
higher costs. ACIM has recognized that the current data communications
environment should be addressed and has tasked a sub-committee to report on
telecommunications in the government.

With no clear leadership, the government is not positioned to take advantage of
either the significant existing opportunities or the technological innovations
that should soon be available.



7.35 The separation and lack of active co-ordination between TAC and ACIM also
furthers the fragmented approach to telecommunications across the government.
In most departments it is policy to regard telecommunications as two distinct
services -- voice and data. Advances in technology are making this division
less appropriate for the future.

7.36 The Treasury Board has no apparent mechanism for ensuring that departments
treat telecommunications issues with a government-wide perspective. None of the
parties -- Treasury Board, ACIM, TAC, or GTA -- has shown any effective
leadership in this area. As a result, the federal government is losing an
opportunityfor significant savings in the order of $30 million to $45 million a
yvear at the present level of data communications expenditures.

Departments lack confidence in GTA's abilities

7.37 We noticed that user departments view GTA as simply a negotiator of bulk
deals with the telephone companies. We believe that GTA's working relationship
with departments has contributed to the perception that it cannot provide
sophisticated data communications assistance and is mainly there for voice
communication services. GTA is not positioned to exploit a dynamic technology
for the greater efficiency of the government as a whole. For example, DPW has
been unable to wait for GTA to identify and develop necessary services. DPW
took action to provide a more efficient cabling system for its government
buildings, to reduce costs.

7.38 There are several areas where co-ordination is needed to examine and
evaluate the opportunities for government-wide savings. We believe action needs
to be taken to enable departments, and the government as a whole, to plan for
changes in technology and potential efficiencies in the following areas:

o new building cabling systems;

oassistance in understanding and remaining current on regulatory changes;
oin-depth data traffic analysis for the government as a whole;

oadvice and leadership on the directions departments should take to be prepared
for new service offerings such as Integrated Services Digital Network and voice-

data integration planning; and

otelecommunications technology advances offered by the common carriers, and the
application of these advances to government services.

7.39 The Treasury Board should:

oensure that an administrative infrastructure exists for all government
telecommunications services, supported by a clear policy framework;

oensure that this infrastructure supports a co-ordinating body, such as a common
service agency, that has a government-wide perspective, responsibility,
authority and capability to obtain or provide all telecommunications services
for the departments and agencies of the federal government in an economical,
efficient and effective manner; and



oensure that the savings attainable with a government-wide approach to
telecommunications administration are achieved through a co-ordinating body, and
hold it accountable for realizing those savings.

Management's response: The Treasury Board Secretariat (TBS), and the members of
the Advisory Committee on Information Management (ACIM), are well aware of these
issues and have for some time been addressing them.

In 1987, the Treasury Board approved and promulgated an Information Management
Policy Overview entitled "Strategic Direction in Information Technology
Management in the Government of Canada - 1987" which identifies these issues and
other critical issues for the efficient use of Information Technology (IT) in
the government. In 1988, the TBS promulgated, after endorsement by ACIM, a
proposal for a new strategic planning process for the management and co-
ordination of IT, with special emphasis on common service organizations and
their planning role.

A proper planning base for IT across government is required if the potential
dramatic savings and efficiencies are to be achieved. In close cooperation with
ACIM, the TBS has proposed drastically new policy approaches to IT management,
and incorporated the work of the various ACIM Working Groups. The proposals
will be submitted shortly to Treasury Board, and implementation will start
immediately after approval.

The Working Group of ACIM mentioned in the AG study, has been examining the
situation for several months in some depth, and will soon table its report.
Action will then be taken to put in place the necessary changes within the above
mentioned new overall policy framework.

The TBS, as well as ACIM, see the problem as more complex than indicated by the
AG study. The merging that is occurring is not only "voice" and "data", but
also "telecommunications" and "computer systems". The government should
therefore not only look to telecommunications carriers for solutions, but also
to other suppliers. In this context, having a common service agency offering a
"mandatory" telecommunications service, based almost solely on carrier offerings
is not an adequate long-term solution. The Common Services Policy will be
revised accordingly, in the light of developments in the use of IT and in the
industry.

7.40 The Department of Communications should:

oreview the past performance and current capabilities of GTA to determine
whether it is the appropriate vehicle for a common service agency for all
government telecommunications;

otake action to clarify the mandate of GTA with respect to the intent of the
Treasury Board's administrative policy framework; and

ore-examine the provision of common services for telecommunications, with a view
to studying the role of a common service agency as re-seller of carrier services
and negotiator of agreements similar to "master standing-offers" for services.

Department's response: The Department accepts the conclusions and
recommendations of the audit and makes the following additional comments.
Despite the very limited resources available, GTA has managed to implement
common services for data communication in the forms of a VSAT network, a packet
switched network and conversion of the circuit switched network of digital



facilities, all of which have brought and will bring further economies to the
government in the data communications area.

It should be recognized that DOC does not have any power to enforce a common
service agency role (implied mandatory) and, in the IMAA environment, such an
action would be questionable. Short of the mandatory inference, the Department
and GTA have vigorously pursued a common service role even to the extent of
creating a marketing group to ensure the benefits of the common service approach
are widely publicized throughout government.

The Agency has developed a plan (GTN 2000) which clearly shows the direction to
achieve the greater savings which will become available in the future.

GTN 2000 examines the major changes in technology and regulation now unfolding
and provides the blue print by which GTA will evolve a single universally
accessible network to carry voice, data, image and video in the future. The
baseline for this network is the existing circuit switched network which is
being converted to a universal digital technology network as permitted by
economy, technology and regulation. A Request for Information issued to
industry in 1988 indicates that it will be feasible to establish a pilot digital
channel network service by 1990.
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Main Points

8.1 During our follow-up we noted improvements in policies and practices and,

in some respects, significant differences -- both positive and negative --in the
attitudes and perceptions of members of the Management Category compared with
1987. For example, decisions regarding pay in 1987 and 1988, increased

flexibility granted to deputy heads in relation to salary administration, semi-
annual Assistant Deputy Minister updates, creation of the Canadian Centre for
Management Development and visits to regions by heads of central agencies were

seen by the Executive levels -- and to a lesser extent by the Senior Management
level -- as positive and constructive (paragraphs 8.9 to 8.12, 8.46).
8.2 Although there have been improvements in practices such as job evaluation

and staffing, many of the problems identified in 1987, notably in relation to
the definition and composition of the Category, salary compression/inversion,
human resource planning and career development and the accountability framework,
continue to exist. In addition, pay for performance is still a major source of
dissatisfaction. Efforts are being made to address elements of these issues.

In some of the areas examined, the ability to make further progress is limited
due to the existing legislation and thus depends on legislative change (8.13 to
8.89).

8.3 Departments, however, believe that they are still unduly constrained in
the efficient and effective management of their management teams. Perceived

constraints include the definition of "management personnel" and the lack of

sufficient flexibility and delegated authority (8.19, 8.90 to 8.93).Table of
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Salary Administration and Compensation Practices:
Less Salary Compression/Inversion, but the
Issue Not Entirely Solved 8.43

Performance Management Practices 8.53

Pay for performance: a major source of
dissatisfaction (8.53)

More awareness of the importance of solving
performance problems, but legislative
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Resourcing Practices: Some Improvement But
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Human resource planning and career development:
improvements required (8.73)

More counselling, but regions still have
limited access (8.78)
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Introduction

8.4 Our 1987 audit of the Management Category examined policies, programs and
practices related to the 4,300 members in the Executive (EX) and Senior
Management (SM) groups in the federal public service at that time.

8.5 Our report contained observations and recommendations on the definition
and composition of the Management Category, job evaluation, compensation and
salary administration, performance management, resourcing, and the
accountability framework for the management of programs related to the Category.

8.6 We found deficiencies that, taken as a whole, were working against key

objectives in the creation of the Management Category such as the concept of an
identifiable and cohesive managerial cadre.

Scope



8.7 In the follow-up we focussed on the changes that have taken place in
Management Category policies and programs in the Treasury Board Secretariat, the
Public Service Commission and the Privy Council Office since our audit, as well
as changes in the practices in six departments.

8.8 Individual interviews and focus group discussions were conducted with EXs
and SMs in the six departments to assess attitudes and perceptions of managers
about Management Category policies, programs and practices.

Observations

8.9 In conducting our follow-up we noted a number of initiatives undertaken
since our 1987 audit which relate to the management of the Management Category.

Initiatives undertaken include projects on such things as values, internal
communications, managerial attitudes, the creation of the Canadian Centre for
Management Development and visits to regions by heads of central agencies.

8.10 Included are projects conducted under the direction or auspices of the
Clerk of the Privy Council and the Committee of Senior Officials (COSO) and
central agencies. These projects have focussed on such topics as values,
managerial attitudes, the role of the public service manager and internal
communications. Some of these projects have in turn contributed to other
service-wide and departmental activities.

8.11 Other examples of initiatives are the creation of the Canadian Centre for
Management Development, the institution of semi-annual Assistant Deputy Minister
updates, the publication by the Treasury Board Secretariat of the Manager's
Magazine and visits to regions by heads of central agencies.

8.12 Those interviewed, particularly at the senior levels of the Management
Category, welcomed these initiatives.

Definition and Composition of the Management Category: Progress, but Some
Fundamental Issues Remain

8.13 Among the main deficiencies identified in 1987 was the lack of clear and
consistent definitions of the Management Category and of "management personnel".
This affected the degree to which people identified with the Category and
management.

8.14 We found that, since the audit, and following a recommendation by the
Advisory Group on Executive Compensation (AGEC), the Treasury Board Secretariat
has returned (deconverted) 122 Management Category positions to their former
occupational groups. This action has been greeted positively by some
departments but with mixed feelings by others and by some of the individuals
affected. It has alleviated some pay problems. These deconversions were the
result of pressures from various sources, or of pay problems, rather than the
result of a formal review of the concept and definition of the Management
Category as recommended in our audit.

8.15 The Treasury Board Secretariat has undertaken a review of the close to
1,000 "Management Category Equivalent" positions -- positions with pay rates



equivalent to or higher than those of many Management Category personnel -- to
determine whether they should continue to exist as "equivalent" or be integrated
into the Management Category. Some 50 percent of the incumbents are excluded
from collective bargaining units and thus are eligible for consideration for
inclusion in the Management Category. The Treasury Board Secretariat is also
reviewing the "Management Category Complement", the control used to limit the
number of Management Category and "equivalent" positions, in order to clarify
its definition and simplify its administration. Workplans indicate a completion
of these reviews in the fall of 1989.

8.16 The Treasury Board Secretariat has not formally addressed our 1987
recommendation to determine the extent to which the Management Category
constitutes a service-wide and/or departmental resource. However, we found
that, as noted in 1987, opinion is moving to a consensus that those at the
Executive levels 4 and 5 constitute a service-wide resource. The Public Service
Commission has created a Secretariat for a service-wide approach to planning for
and staffing Executive level 4 and 5 positions -- Assistant Deputy Minister and
equivalent. Although it is not a formal policy, Management Category personnel
up to and including the EX 3 level are considered by departments as primarily a
departmental resource.

8.17 Despite these changes, the Management Category continues to be composed of
policy advisers, specialists and managers and to include only part of what most
departments surveyed consider to be their management team. Some departments
indicate that the Management Category represents less than one third of their
"management personnel".

8.18 This situation persists because some of the fundamental issues identified
in our 1987 audit still exist. For example, the Treasury Board Secretariat has
not totally resolved the issue of which occupational groups should permit people
to progress in their careers and salaries in parallel to those in the Management
Category -- "dual streams". Furthermore, there is still a debate as to whether
the concept of the Management Category should be extended to include some, or
all, of the thousands of positions and individuals with managerial or
supervisory responsibilities at the lower levels.

8.19 Some Treasury Board Secretariat officials and many of the departments
surveyed still see the need for a better definition and identification of
"management personnel". They believe that a certain number of individuals with
significant management responsibilities should be excluded from collective
bargaining and be clearly identified as part of management. They consider the
current definition of "persons employed in a managerial capacity" -- for the
purposes of the Public Service Staff Relations Act (PSSRA) -- as being too
narrow, and the number of managerial exclusions from collective bargaining too
few to ensure proper management representation, especially in field or regional
offices. They are of the opinion that, as a result, they cannot create a strong
sense of identity among their managers.

8.20 Despite announcements in January 1987 that the government was seeking a
better definition of "persons employed in a managerial capacity", there has been
no change so far. This issue was first raised in the 1974 Report on Employer-
Employee Relations in the Public Service (the Finkelman Report).

8.21 Resolution of the managerial exclusion problem requires an amendment to
the PSSRA. Exclusion from collective bargaining is the first criterion for
consideration for inclusion in the Management Category; and it is also a first
step toward a more clearly identifiable management team.



8.22 In reviewing the concept of the Management Category, consideration should
be given to the fact that various surveys, including our own in 1987, have
indicated that within the Management Category, as it currently exists, people at
the SM level appear to have a different set of values and a different management
culture than those at the EX levels. Their degree of satisfaction with the
Management Category and some of its programs is much lower. There is a feeling
of alienation, particularly but not exclusively in departments with scientific
and professional populations. Some SMs believe they have been uprooted from the
top of their former occupational group to find themselves at the bottom of a
category in a group that has only one level. Their specialized qualifications,
and the requirements of many positions, give them limited access to
opportunities for advancement to the Executive level(s) or even lateral
transfers.

8.23 Resolution of these issues regarding the definition and composition of the
Management Category and of "management personnel" is necessary for the
achievement of a strong and cohesive management team, both service-wide and at
the departmental level. Furthermore, it could make it easier to control the
number of management positions and to clarify access to mandatory management
training, benefit entitlements and perquisites. More importantly, it would
clearly identify those accountable for results.

8.24 The Treasury Board should review and clarify the definition and
composition of the Management Category and of "management personnel" at the
service-wide and departmental levels.

8.25 The Treasury Board should also review and reassess Management Category
policies, programs and practices to ensure that they are consistent with the
resulting definition.

Job Evaluation Practices: Improving Substantially

8.26 In our 1987 audit we observed that there was an inconsistent application
of the Management Category Position (job) Evaluation Plan. Consistency is
critical because job evaluation results are used in making salary comparisons
with other sectors of the economy. Salary survey results are an important
factor in determining compensation for the lower levels of the Management
Category.

8.27 In 1987, job evaluation standards were incomplete; specialist training,
management training and participation, resources devoted to job evaluation and
information systems were inadequate; and there was no monitoring, review or
audit.

8.28 These deficiencies made it inappropriate to delegate classification
authority for Management Category positions, as intended at the time of the
creation of the Management Category.

8.29 Substantial efforts and improvements have been made in job evaluation
practices since our audit. Some of the initiatives undertaken by the Treasury
Board Secretariat, however, had not been completed at the conclusion of our
follow-up.

Benchmarks being reintroduced



8.30 The Treasury Board Secretariat is developing a new comprehensive set of
benchmarks which it intends to introduce in the fall for use in the evaluation
of Management Category positions. At present, the Secretariat is using
"temporary" benchmarks. These have not been made available to departments; thus
they are still without an essential element of the method used for evaluating
Management Category positions.

Job evaluation specialists being trained

8.31 The Treasury Board Secretariat has taken measures to ensure that job
evaluation specialists are trained in the use of the job evaluation plan for the
Management Category. As of 1 July 1989, almost 150 job evaluation specialists
had received training.

Still little management participation and training

8.32 The participation of managers in job evaluation is a fundamental principle
of the Treasury Board's policy on job evaluation.

8.33 We found that there is still limited participation and training of
managers in the job evaluation process for Management Category positions. In
our opinion, the lack of management participation contributes to the continuing
but unnecessary departmental practice of writing long, wordy job descriptions,
which often are not sufficiently challenged. This weakens the credibility of
the system. For example, there are managers in regions who think that the
evaluation plan, and those doing the evaluating, do not always take into
consideration all the complexities of their jobs compared with policy jobs and
do not know the work as performed. Many managers admit, however, that they are
not familiar with the system used.

8.34 In one of the six departments we examined, managers participate and have
been trained in the Management Category job evaluation process. The reported
result has been a better understanding of the relationship between
organizational structures and jobs. There has also been a greater acceptance
of, and satisfaction with, the job evaluation results.

Delays claimed to be reduced significantly, but high volume of classification
activities

8.35 The Treasury Board Secretariat resource allocation problem observed in our
1987 audit has been partly resolved through reorganization. The service
provided to departments is less reliant on transient expertise and, according to
the Treasury Board Secretariat, delays reported in 1987 have been reduced by
half. Controls are in place to ensure a steadier work flow and a faster
turnaround time.

8.36 The Treasury Board Secretariat, however, indicated that the yearly volume
of organization and classification activities for some 4,400 Management Category
positions is between 1,500 and 2,000. According to experts, this is much higher
than the volume that would be considered normal in the private sector and, in
our opinion, it threatens the viability of the current approach to job
evaluation. Furthermore, because of this high volume, evaluators cannot always
devote enough time and attention to each job.



Information system: better, but could be further improved

8.37 The Treasury Board Secretariat has initiated projects to review and
improve the system and the quality of information on Management Category job
evaluation results. There have been improvements in the quality and accuracy of
the data at the Treasury Board Secretariat level but the information has not yet
been compared with that of departments, and the system in place does not yet
permit the utilization of all the control features of the method used to
evaluate Management Category positions. For example, we were informed that the
system cannot produce an aggregate list of reporting relationships which would
permit the monitoring of classification "creep" over time and the identification
of opportunities for "delayering" -- that is, reducing the number of management
levels. The Treasury Board Secretariat is taking steps to further improve the
information systems and the quality of information.

Audit of job evaluation shows substantial improvements

8.38 The Treasury Board Secretariat has instituted a periodic audit of job
evaluation activities and results.

8.39 The first audit report indicates a definite improvement in practices for
jobs evaluated since our 1987 audit. Based on the sample of positions audited,
it appears that the number of inconsistencies has been significantly reduced --
from over 40 percent in 1987 to 15 percent -- while 10 percent of the audited
positions are possibly misclassified upward or downward. According to the
consultants who carried out the audit, these results -- given the high volume of
activity -- are as good as and possibly better than those found in private
sector organizations using the same job evaluation system.

8.40 The Treasury Board Secretariat expects the consistency problem noted in
our 1987 audit to be corrected over time, given the very high level of job
evaluation activities for Management Category positions. However, the volume of
job evaluation activity varies greatly from department to department and some
jobs may not be reviewed for a long time. As there is no plan to ensure that
all positions are reviewed over a reasonable, specified timeframe, the "health"
of the system cannot be fully assessed. Because of the direct link between job
evaluation results and the determination of Management Category pay, an
assessment of the health of the system is critical.

8.41 The Treasury Board should continue its efforts to identify and address
deficiencies in the Management Category job evaluation process and practices
and, within a reasonable specified timeframe, ensure that all positions are
reviewed.

8.42 It should consider, where appropriate and feasible, increased management
participation and training in the job evaluation process.
Salary Administration and Compensation Practices: Less Salary

Compression/Inversion, but the Issue not Entirely Solved

8.43 1In 1987 we reported that salary compression/inversion was a prevalent
problem in Management Category compensation.

8.44 Salary compression occurs when the salary range of a subordinate seriously
overlaps the salary range of his or her superior. Salary inversion occurs when



the maximum salary of a subordinate exceeds the maximum salary rate of his or
her superior.

8.45 Salary compression/inversion was causing dissatisfaction and making it
difficult to attract personnel to certain jobs either from lower ranks or from
outside the public service. It had also resulted in ad hoc administrative
practices such as salary protection and lump sum payments to keep pace with
compensation of other occupational groups -- including collectively bargained
groups.

8.46 The situation has improved since our 1987 audit. The Advisory Group on
Executive Compensation in the Public Service (AGEC) made salary recommendations
in 1987 and 1988, all of which have been accepted. In its June 1988 report, the
AGEC stated that salary inversions had for the most part been resolved, and that
salary compression had been brought under control. In addition, deputy heads
now have some flexibility to determine salary on promotions, and in certain
circumstances transfers.

8.47 Our follow-up in the six departments indicates that salary
compression/inversion is not the major issue it was in 1987, particularly with
the EX group. At the SM level, however, the salary compression/ inversion issue
remains, though less acute than in 1987. For example, some departments with SM
positions with professional and scientific profiles are still experiencing
salary compression/inversion problems.

8.48 In our opinion, salary compression/inversion situations continue to exist
partly because the Treasury Board Secretariat has not addressed some of the
issues identified in our 1987 audit.

8.49 In addition to the unresolved issue of determining who should be in the
Management Category, there is the problem of the remaining inconsistencies in
job evaluation results.

8.50 Furthermore, there is still no common basis for comparing compensation
levels in the Management Category and those of other occupational groups,
including collectively bargained groups -- with other sectors of the economy.
As mentioned in 1987, there are fundamental differences in the methodology and
process used for compensation surveys for the Management Category and, where
available, those used for other occupational groups.

8.51 Unless the definition and composition of the Management Category is
clarified and the level of inconsistencies in job evaluation results is brought
down to a reasonable level service-wide, and until there is a common basis for
comparing Management Category and other public service compensation with that
paid in other sectors of the economy, the issue of salary compression/inversion
is likely to recur. As stated in 1987, although it is important for Management
Category compensation to pass the test of comparison with other sectors of the
economy, it is equally important, if not more so, that internal relativity with
other occupational groups be respected.

8.52 The Treasury Board should take further steps to improve relativity between

Management Category compensation and that of senior levels of other occupational
groups, and that of other sectors of the economy.

Performance Management Practices



Pay for performance: a major source of dissatisfaction

8.53 In our 1987 audit we reported that within the Management Category
satisfaction was generally high with the performance appraisal process but that
there was general dissatisfaction with "pay for performance".

Pay for performance practices continue to be a major source of dissatisfaction.

8.54 We found that the ceiling imposed on the total number of "Superior" and
"Outstanding" performance ratings -- which are used in determining pay for
performance -- and other aspects of the policy have created an even higher
degree of frustration than in 1987.

8.55 The current Treasury Board pay for performance policy and its application
by departments contributes to gquestionable practices. To varying degrees in the
six departments surveyed there was evidence of the following:

odeciding on performance ratings without documenting or formally reviewing
performance;

odocumenting performance and deciding on a performance rating without input or
discussion with the employee being evaluated;

orotating "Superior" performance ratings among employees for reasons other than
performance;

ogranting two ratings: one used in determining pay (generally lower) and the
other for performance assessment purposes;

oallocating a greater proportion of "Superior" ratings to the senior levels,
thus limiting the possibility of recognizing or financially rewarding equivalent
or better performance at the lower levels of the Management Category;

oas a departmental policy, refusing to consider or acknowledge "Superior"
performance, whatever the performance, for people seconded to other
organizations, or participating in task forces, etc., to give more to those who
were with the department during the same period;

ofailure or inability to recognize special or exemplary contributions of
employees not rated "Superior" or "Outstanding".

ogranting merit increases or bonuses without input from, or consultation with,
the immediate superior of the employee being rewarded.

8.56 Another significant issue affecting the credibility of pay for performance
is the perception that the policy and administrative guidelines do not
adequately recognize, or provide sufficient flexibility to accommodate, the vast
differences in the environment, philosophy, culture, nature of the work,
management style and particular circumstances prevailing within departments.

8.57 The questionable practices and the perceived inadequacies of the policy
have a detrimental effect on the credibility of the pay for performance program,
notably among those at the lower levels of the Management Category.



8.58 Most of the six departments we surveyed believe it should be possible to
develop pay for performance practices that are flexible and more compatible with
their particular culture and environment. In that context, they see the
Treasury Board Secretariat's role changed to creating a framework fostering
better pay for performance practices rather than prescribing, controlling and
administering. They believe these changes could greatly enhance the credibility
of pay for performance.

More awareness of the importance of solving performance problems, but
legislative constraints still exist

8.59 In 1987 we observed that performance problems in the Management Category
were known but were not always appropriately addressed. There were certain
practices that led to the transfer of responsibility for handling performance
problems to other departments or central agencies like the Public Service
Commission.

8.60 In our follow-up we found that, although the performance ratings
"Satisfactory" and "Unsatisfactory" are still almost never used, in 1988 there
was an increase in the overall utilization of "separation agreements", including
financial incentives, as permitted under Treasury Board's separation policy for
members of the Management Category whose performance is deemed not entirely
satisfactory.

8.61 There is also a perception at the top levels of the Management Category
that budgetary restraints, coupled with an increased sensitivity to this issue,
are resulting in more attention being given to solving performance problems.
This view is not always shared at the lowest levels of the Management Category.

8.62 We found, however, that "brokerage activity" on the part of the Public
Service Commission -- i.e. the placement of Management Category personnel -- is
as high as it was in 1987 and that the negative perceptions about the
performance of some of the people on the "brokerage list" still prevail. This
may be an indication that some transferring of responsibilities for handling
performance problems is still going on.

8.63 The problems created by the existence of legislative constraints raised in
our 1987 audit -- notably the multiplicity of legislative and other provisions
each with its separate redress mechanisms, and the fact that only extreme cases
can be dealt with under the current legislation -- have not been addressed.

8.64 The Treasury Board Secretariat informed us that it had initiated a review
of the Management Category appraisal and pay for performance policies. At the
conclusion of our follow-up, position papers and recommendations were being
prepared for consideration by the Advisory Group on Executive Compensation
(AGEC) and the Treasury Board Senior Advisory Committee (TBSAC).

8.65 In its review of the appraisal and pay for performance policies and
guidelines, the Treasury Board should recognize:

othe differences in nature and context among the different departments;
othe beneficial effects of involving departments in the design, development and

implementation of more effective pay for performance practices and of improved
ways to handle performance problems; as well as



othe need for flexibility.

Resourcing Practices: Some Improvements but More Required

8.66 In 1987, we identified a number of deficiencies in resourcing practices --
staffing, human resource planning and career development and counselling
activities -- for the Management Category.

Staffing: some positions being advertised, but more visibility and openness
wanted

8.67 We observed in 1987 that staffing for Management Category positions was a
relatively closed process, with limited or no information available on
vacancies, processes used or resulting appointments.

8.68 In July 1988, the Public Service Commission published and distributed
information on its staffing process for the Management Category, and began
advertising within the public service some vacant Management Category positions.
As of 31 July 1989 a total of 334 vacancies had been advertised. A significant

proportion of these -- close to 60 percent -- were at the SM level (Exhibit
8.2). Most members of the Management Category interviewed were aware of these
advertisements.

8.69 The Public Service Commission reports that advertising these vacancies has
not unduly slowed the staffing process and that it has resulted in the
identification of a number of good candidates and a number of appointments of
individuals who would otherwise not have been considered.

8.70 The Public Service Commission also publishes monthly, and distributes to
departments, a list of its appointments. This information is not always
adequately circulated by the departments.

8.71 Close to 35 percent of all Management Category appointments -- deployments
-- are made by deputy heads under the Management Category Exclusion Approval
Order (MCEAO). However, members still have little awareness of the openings,

the process used, or the resulting appointments.

8.72 Persons interviewed in our follow-up perceived the Public Service
Commission's advertising of some vacancies as a first step toward better
understanding and increased visibility and openness of the staffing process.
They did not, however, consider these efforts adequate to ensure a sufficient
understanding of the processes used.

Human resource planning and career development: improvements required

8.73 In 1987 we observed that human resource planning and career development
practices varied greatly among departments and involved mostly management at the
Deputy Minister (DM) or Assistant Deputy Minister (ADM) levels, often with
little or no input from individuals or even from their immediate superior(s).

8.74 The creation, in 1988, of a Secretariat in the Public Service Commission
involved in the staffing of Executive level 4 and 5 positions (paragraph 8.16)
has resulted in an increased service-wide sensitivity to the importance of



developing people with DM potential, leading to improved career development
practices for employees at those levels.

8.75 We have also found that the Public Service Commissioners are more directly
involved in determining staffing strategies for Management Category positions
that are staffed by the Commission's resourcing officers, to ensure that
individual needs and public service plans and objectives are taken into
consideration.

8.76 There was evidence of improved succession planning and of a greater
awareness of the need for improved planning practices in some of the departments
we surveyed. However, human resource planning and career development practices,
where they exist, are still viewed with some skepticism. In some cases, they
continue to involve mostly DMs and ADMs, and are focussed on "special interest
groups" or on developing people with high potential. Many people interviewed
during our follow-up were uninformed about the processes in place and even
questioned the existence of such practices in their departments since they
claimed not to be formally consulted or asked about their career plans or the
potential of their subordinates for Management Category positions.

8.77 Public Service Commission data indicate that the average age of the
Management Category population is rising faster than that of the rest of the
public service. In the light of this fact, and of increased career plateauing
and its potential effect on motivation, there is a need for substantial
improvement in, and innovative approaches to, human resource planning and career
development for all Management Category personnel.

More counselling, but regions still have limited access

8.78 In our 1987 audit we observed that Management Category personnel, notably
those in the regions, had no, or very limited, access to Public Service
Commission counselling.

8.79 The Public Service Commission reports that it has substantially increased
the number of career counselling sessions it offers, although direct access in
the regions is still limited.

8.80 The Treasury Board, the Public Service Commission and departments should
improve resourcing practices to ensure that:

ocareer interests and aspirations of members of the Management Category are, and
are seen to be, considered in service-wide and departmental planning that
addresses the requirements for an experienced and motivated managerial cadre;

oinformation is communicated and accessible on the various processes used and,
where appropriate, additional opportunities are provided for input,
participation and competition.

Accountability for the Management Category

Roles and responsibilities more complex, but collaboration and co-operation have
improved

8.81 In 1987 we reported that the accountability framework for managing the
Management Category was weakened by the division of roles and responsibilities



among central agencies and departments. Without a focal point, visible
leadership and a forum for discussing and resolving problems, it was difficult
to have an integrated approach to managing the Management Category and its
programs .

8.82 Our 1987 recommendation on clarification of roles and responsibilities in
relation to the Management Category and its programs has not been addressed by
the Treasury Board.

8.83 Two major changes related to the roles and responsibilities for management
of the Management Category and its programs have occurred since our 1987 audit.

8.84 The first change is the creation of the Canadian Centre for Management
Development (CCMD), reporting to the Deputy Prime Minister.

8.85 The creation of the Centre has been seen by many as an indication of the
government's commitment to improving management in the public service.
Legislation which would clarify its mandate and accountability has been tabled
in the House.

8.86 The second change is the increasingly visible leadership provided by the
Clerk of the Privy Council -- whose role is not defined in legislation --
assisted by the Committee of Senior Officials (COSO), in managing the Management
Category, and in initiating changes and influencing and co-ordinating the
efforts of central agencies.

8.87 In our opinion, in the light of existing legislation and in the absence of
a clear definition of "management personnel", roles, responsibilities and
accountabilities for managing the Management Category and some of its programs
are unclear.

8.88 Improved working relationships have permitted central agencies and
departments to address some of the issues facing the Management Category. In
our opinion, current working arrangements, however, do not provide the
assurance, stability and continuity that a formal change in legislation would,
nor do they permit exacting accountability for results. Because of the
fragmentation of roles and responsibilities due to a complex legislative and
administrative framework, an overall concerted strategy to address the concerns
of both departments and members of the Management Category is much more
difficult to develop, let alone implement.

8.89 Some people interviewed in the six departments surveyed have questioned
whether the Public Service Commission can adequately protect the rights of
individuals under the Public Service Employment Act (PSEA) and account to
Parliament for the application of the Act to Management Category appointments
while, at the same time, responding to management needs and being directly
involved in human resource planning and career development initiatives.

Despite requests from departments for more authority, little progress

8.90 One of the objectives in creating the Management Category was to provide
greater flexibility to Deputy Ministers to manage, deploy and develop their
management teams. In 1987 we noted that the original plan to delegate
classification had not been carried out. We also noted that the authority
delegated to DMs to deploy has provided less flexibility than envisaged at the
time of the creation of the Management Category, partly due to the "Management



Category Complement" -- the control on the number and use of Management Category
and "equivalent" positions.

8.91 Since the audit there has been some increase in the authority delegated to
deputy heads for Management Category salary administration and other
administrative matters, and increased flexibility in the use of the "Management
Category Complement".

8.92 At the conclusion of our follow-up, despite departmental requests under
the Increased Ministerial Authority and Accountability (IMAA) initiative, no
additional authority for staffing and no significant authority for classifying
Management Category positions had been granted to deputy heads.

8.93 There is a strong desire in some departments for more significant
authority for the management of their managerial cadre within an improved
accountability framework. There is also the perception that some Management
Category programs, such as pay for performance, are over-administered but under-
managed.

Monitoring, audit and accounting for results: little improvement

8.94 With the exception of the audit of job evaluation results instituted by
the Treasury Board Secretariat, there have been no significant improvements in
the monitoring, review, audit or accounting for results by central agencies and
departments, for the use of delegated authority for the Management Category and
its programs.

8.95 The government should ensure that the allocation of roles and
responsibilities for the Management Category and its programs provides for:

oa focal point for clear and visible leadership and direction;
oa planned and co-ordinated approach to providing to deputy heads the
flexibility and authority necessary to manage their management teams efficiently

and effectively; and

oimproved accountability for results.



INCENTIVE AWARD PLAN9

INCENTIVE AWARD PLAN

Main Points

9.1 The government's Incentive Award Plan of six programs is intended to
recognize the contribution public servants can make, with their imagination and
performance, to the administration of the federal public service. We looked at
two of the Plan's programs in six departments to see how they were working
(paragraphs 9.13 to 9.15, 9.28 and 9.29).

9.2 Treasury Board Secretariat, responsible for the overall administration of
the Plan, and departments and agencies with delegated authority to operate
programs, all have roles to play. Those roles are not now being exercised in a
way that will realize the Plan's full potential (9.12, 9.16 and 9.27).

9.3 Of the six programs in the Plan, two of them -- the Suggestion Award and
Merit Award -- are designed to recognize that the ideas and efforts of employees
can have both immediate and long-term benefits for the operation of the public
service. These two programs are also important because of their influence by
example on other public servants (9.17 to 9.22).

9.4 Only a limited number of departments participate in the two programs, and
the number of participating employees is low (9.30 to 9.36).

9.5 There are exceptions, however. A number of organizations have active and
successful programs. In these instances, senior management is visibly committed
to the Plan and incentive programs to support it have been implemented that go
beyond Treasury Board Secretariat policy requirements (9.37 to 9.40, 9.60 to
9.72).

9.6 There is no effective monitoring by Treasury Board Secretariat of Plan
programs delegated to departments. Minimal resources have been allocated to the
overall administration of the Plan, statistical data collected is of limited
utility and the Plan has not been formally evaluated in the last ten years (9.45
to 9.51).

9.7 The Suggestion Award and Merit Award programs are not being used to their
potential. This means the contribution that employees can make may not be fully
recognized and utilized. It also means that opportunities to increase
productivity may be overlooked and significant cost savings may be missed (9.52
to 9.54). Table of Contents
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Introduction

Perspective

9.8 Efficiency in government is a popular theme today where the focus is on
systems, process, machines, and management involvement. All of these elements
require, however, the intervention of public servants acting individually or in
groups.

9.9 In the interests of greater productivity, public and private organizations
today are striving to improve management and employee co-operation. There are
many views on how this can be achieved, but no consensus on the "correct" view,
no "right" approach.

9.10 However, it is generally accepted that a judicious blend of incentives
will encourage employees to give their best.

9.11 Public service managers are aware of the part that rewards and recognition
can play in reaching organizational performance goals. There is a sense that
now is the time to improve the present system of employee involvement. Strong
and supportive leadership is an indispensable part of this process.

9.12 In recent years, there has been considerable discussion about the decline
in morale in the federal public service and its effect on the work environment.
A potential exists for making some improvement to that environment through the

Incentive Award Plan. It is well worth the effort required to do so.

9.13 It is the policy of the government to recognize significant contributions
to the public service made by public servants. Employees are seen as valuable

and knowledgeable sources of useful ideas and initiatives.

9.14 The Incentive Award Plan is designed to recognize these contributions.



9.15 Recognition is given for outstanding performance; for meritorious work
contributions; for long service; and for submitting practical suggestions -- all
having to do with making the federal government work better. The acknowledgment
of these contributions is given by way of money or other means.

Incentive Award Plan

9.16 The Plan consists of six programs for which the Treasury Board Secretariat
has overall responsibility. This includes the development of policy and
procedures, basic program design, and monitoring and evaluation of the Plan's
activities. To facilitate administration, the individual programs are separated
into two categories of responsibility. One recognizes the needs of the
corporate culture of the public service while the other acknowledges the need
for autonomy on the part of the participating organizations.

Programs delegated to participating organizations
oSuggestion Award Program
oMerit Award Program

oLong Service Award Program

Corporate programs administered by the Treasury Board Secretariat
oAward of Excellence Program

oOutstanding Achievement Award Program

oSenior Officer Retirement Certificate Program

9.17 Suggestion award program. The Program's purpose is to recognize ideas
from employees that will help improve and maintain productivity.

9.18 This program involves the largest number of eligible and participating
employees and the most money spent.

9.19 The maximum amount that may be awarded for any one approved suggestion is
$10,000, before taxes. According to statistics issued by Treasury Board
Secretariat, for the fiscal years from 1986 to 1988, an average of $350 has been
awarded to about 2,200 approved suggestions. For the same period, the average
savings attributable to a suggestion have been $9,068 -- almost $26 saved for
every dollar spent, plus, in some cases, other benefits that cannot be
quantified.

9.20 Merit award. The Merit award is granted to those who have made
significant contributions to the work of their organization or who have shown
exceptional work performance.

9.21 This program may grant awards of between $500 and $3,000 to individuals
and up to $6,000 to groups. Employees who are part of bonus or performance pay
plans can receive only non-monetary recognition -- and then only up to a maximum
value of $100. Under the Merit Award Program the average pre-tax award in 1987-
88 was $520 to about 430 recipients.



We looked at how well two programs operating under the government's Incentive
Award Plan were working.

9.22 These two programs are designed to include all members of the public
service. Those in the management category may receive only non-monetary
recognition.

9.23 The Long Service Award recognizes employees who have served 25 and 35
yvears in the public service.

9.24 Award of excellence. Started in 1986, this program represents a second
layer of recognition. It is given to a small number of those who have already
been recognized under either the Suggestion Award or the Merit Award Program.

9.25 The most meritorious recipients are invited to Ottawa, and in a special
ceremony a minister of the government presents their awards. The objective is
to give wider publicity to the contributions public servants are making to
improve the economy and efficiency of government operations. One of the
recipients of the 1989 awards was an employee of the Department of Supply and
Services who saved over $12 million by negotiating reduced charges from United
States government agencies.

9.26 The names of the final two programs describe the basic criteria that apply
to them. The Outstanding Achievement Award is directed at management category
public servants for distinguished service and accomplishments in the course of
their careers. The Senior Officer Retirement Certificate is presented by the
Governor General in a public ceremony to retired public service executives of
senior rank.

9.27 Deputy heads of participating organizations have been delegated
responsibility for funding and administering positive and effective programs.
They are expected to seek the participation of their employees in improving
government operations. Ministers are also called on to support the program.
Senior managers are expected to support the program visibly, not only by
participating in award ceremonies but also by issuing periodic policy
statements.

Scope

9.28 This audit examined how Treasury Board Secretariat administered the
Incentive Award Plan and how participating organizations executed their
delegated responsibilities for some individual program components. We also
sought to understand why some departments were participating more actively than
others in the full range of programs the Plan offers.

9.29 We focussed on the two main programs delegated to departments, the
Suggestion Award and the Merit Award.

Findings

Low participation rate may be resulting in lost opportunities for cost savings

9.30 The rate of participation in the Suggestion and Merit Award programs by
organizations and by employees is low.



9.31 Only 34 of approximately 140 eligible departments and agencies

participated in the Suggestion Award program in 1987-88. (In practical terms,
the Treasury Board Secretariat has contact with about 50 departments and
agencies.) Their employees participated at a rate of 1.1 suggestion for every

100 employees. Over the past five years the rate has averaged almost 0.9
percent.

9.32 The National Association of Suggestion Systems, an organization supporting
employee involvement programs, publishes annual statistics of its members'
activities, in both public and private sector North American organizations.

Opportunities for improved productivity and significant cost savings are
probably being missed.

9.33 The Association reported that in 1987, in the United States federal
government, 3.9 suggestions were submitted for every 100 employees. The same
report noted that other governments, some in Canada, reported an average of 1.0
submission for every 100 employees. North American employment sectors reported
these rates per 100 employees:

Finance and business 13
Insurance companies 17
Consumer goods 14
Public transportation 5

Compared to these organizations, the public service is being tapped for fewer
potential suggestions for improving efficiency. While the organizations with
which this comparison is made are not exactly the same as the public service,
they have similar administrative and paper burden workloads associated with
large organizations.

9.34 Participation was also low in the Merit Award Program. In 1986-87 and
1987-88, 17 and 18 departments and agencies respectively, out of about 50, used
the program or parts of it. Of the six departments we examined, four had given
the award in the past two years, involving 317 employees and about $170,000 in
awards.

9.35 In other words, little use is made of one of the two ways available to
monetarily and directly reward employees and managers.

9.36 The reasons for the low participation rates cannot be determined
precisely. Limited resources at the corporate as well as the departmental level
may be one reason. Treasury Board Secretariat devotes two persons and modest
funds to the overall program while departments dispense varying resources to
this area. This leads to a number of questions regarding the management of a
program that has not been formally evaluated in over 10 years, such as:

oare the rewards sufficient?
o is senior management committed?
ois there too much red tape?

Another reason may be insufficient marketing of the programs to senior
management. Whatever the reasons, it is apparent that potential benefits to the
organizations and to the employees are probably being lost.



Some programs working well, others not

9.37 There is a wide variety of practices used to implement incentive awards in
the six departments examined, ranging from innovative, successful programs in
some organizations to limited activity in others.

9.38 Organizations with active and successful programs have usually linked them
to a philosophy of management that emphasizes the importance of people. They
have had strong support from their Deputy Ministers, who have been actively
involved in the programs. In addition, these organizations have taken other
incentive initiatives that go beyond the original policy. Participation rates
are higher.

9.39 In March 1989 the Canadian Centre for Management Development published a
paper, "A Management Model," a consensual review of management from the
viewpoint of a Deputy Minister. Of the seven elements deemed essential to
successful management four involved people. The four elements were:

o leadership,

o motivated, competent and productive staff,
oinnovation, and

oeffective internal communications.

These same elements play a part in the Incentive Award Plan, particularly the
Suggestion Award and Merit Award programs. The Suggestion Award program, for
example, is about innovation, communications and productivity and invites
supportive leadership.

9.40 An example of leadership is Employment and Immigration Canada, which has a
dynamic incentive award program in place. Some of its chief features are worth
noting to understand why the program is more successful than others (see
paragraphs 9.60 to 9.72).

9.41 Departments and agencies where activity was low were often operating with
fewer resources applied to the program. To our mind, the level of resources
appeared to be a measure of the support given to the program by senior
management. However, employees and managers even in departments with low
activity recognized the importance of incentive programs directed at their
employees.

9.42 One reason advanced for lack of interest in the Suggestion Award program
was the low financial reward. The financial awards are not high and they are
taxed, so the net effect in most cases is not significant. The factor of
"recognition, " however, should not be lightly dismissed.

9.43 Departmental co-ordinators, on whom much of the immediate responsibility
for the administration of the program rests, are carrying out their duties
diligently given the time and resource constraints and the degree of management
support provided. We noted no major deficiencies in compliance with policy. All
organizations examined had adequate file systems where files were current,
complete, and provided for follow-up as necessary.

9.44 However, we found that most organizations could not analyze results of
their programs by region, organization, employee level, type of suggestion,
etc., or establish track record profiles of any kind. Thus, data valuable to



the management of the programs were not available. Annual reports are generally
prepared for management, containing the information required by Treasury Board
Secretariat. ©No other analysis is usually prepared.

Treasury Board Secretariat involvement ineffective in departmental programs

9.45 The Treasury Board Secretariat is devoting minimal resources to the
Incentive Award Plan. There is no effective monitoring or evaluation of
departmental programs and statistical information is limited.

9.46 As a reflection of the policies of decentralization and restraint,
resources in the Secretariat are limited to two person years and a direct
operating budget of $119,000 for 1988-89. This is down from five person-years
in 1984-85.

9.47 The Secretariat is advised by the Incentive Award Board, a committee of
senior departmental and central agency managers, which also acts as a forum for
the discussion of problems. The Secretariat is frequently telephoned for help
with departmental questions arising from the Plan and, by way of promoting the
Plan and employee achievements, it has distributed two video productions
throughout the Public Service. Finally, the Secretariat has recently received
two awards for its promotional materials.

9.48 However, there are some deficiencies in the co-ordinating role and perhaps
in the support role played by Treasury Board Secretariat. For example, no
courses are avalilable to departmental co-ordinators or managers. Also, the role
of the Secretariat is perceived by staff of the departments we examined to be
weak and of limited help. We were also told that:

oTreasury Board Secretariat is not working as a facilitator or networker though
the policy suggests that it should. It is not communicating information and
data to departments, or pursuing the clarification of policy and simplification
of manuals.

oThere is no formal and automatic mechanism for passing a valuable suggestion on
to other government departments that might be interested in using the idea or
adapting it to suit their purposes, although the policy suggests that deputy
heads have this responsibility.

oPromotional material received from Treasury Board Secretariat is considered to
be of low quality and not persuasive.

These somewhat mixed signals -- reasonable arrangements at the centre with
problems felt at the periphery -- suggest some need for improved communications
within departments and between departments and the Secretariat.

9.49 Treasury Board Secretariat needs to take advantage of the courses and
meetings offered by the National Association of Suggestion Systems, of which the
Government of Canada is a member. Some departmental co-ordinators have attended
such meetings.

9.50 Statistical data that would illuminate aspects of the programs,
particularly the Suggestion Award program, is limited. Data are collected to
provide the Secretariat with the overview statistics it requires; data telling
something about the origin of the suggestion, the organizational unit involved
and its geographical location, the employee category and level, and details on



the substance of the suggestion are not available. Such data would be useful in
planning and marketing the award programs. Furthermore, generic government
problems and solutions could be identified.

9.51 Treasury Board Secretariat is required to periodically monitor and
evaluate the Incentive Award Plan, the effectiveness of its terms and
conditions, and compliance with its rules. No formal evaluation has been
conducted in the past 10 years.

Conclusions

What can be done to make it work better?

9.52 The existence of an underutilized suggestion and merit award system in the
federal government, particularly as it affects the non-management categories of
employees, means that employee participation and grass-roots identification of
performance improvements may be lost. It further means that the skills of
employees may not be fully used and, thus, their efforts are not being
sufficiently recognized. The loss of opportunities to recognize employee
efforts may contribute along with other factors to an undermining of morale and
of a sense of personal involvement, satisfaction, and job commitment.

9.53 Opportunities to achieve greater productivity may be overlooked and
significant cost savings are probably being missed. In the Suggestion Award
program, for example, assuming that approved suggestions and gross savings would
increase in proportion to any increase in the number of suggestions received,
and bearing in mind the present low level of activity, doubling the number of
suggestions (from the current figure of 1.1 per 100 employees in the 34
participating departments and agencies), would double the potential gross
savings to approximately $14.5 million. If the overall ratio were to match
Employment and Immigration's 3.2 per hundred employees, the gross savings could
increase to $21 million. Most of these savings would continue year after year.

9.54 Although only 34 organizations actively participate, there are about 140
within the public service that could benefit from the program. This is one
measure of the size of the opportunity.

9.55 During our audit there was strong recognition on the part of many managers
and employees that much more needs to be done in the area of employee rewards
and recognition -- that tangible and intangible benefits would be significant
and that employees need to be encouraged to contribute their ideas. Reward and
recognition programs initiated by management can play a part.

9.56 Other representatives claimed that achieving the ideal of free and easy
movement of ideas in hierarchical organizations is probably impossible.
Employees are naturally cautious about advancing ideas that may appear to
gquestion management's implicit approval of the way things are presently done.
Nonetheless, attitudes towards the program were generally positive. Many felt
that an incentive plan, alive and well, demonstrated a healthy corporate
culture.

9.57 There are no easy answers for making the Plan, or its individual programs,
work better. But we offer the following recommendations in the belief that
their implementation would aid in encouraging greater participation and



visibility that would help free the creativity and enthusiasm of public
servants.

9.58 Treasury Board Secretariat should:

odevelop methods to regularly remind all deputy heads and senior management
about the range of employee involvement tools available through the Incentive
Award Plan and of the necessity of employee participation in identifying
productivity improvements.

oencourage more experimentation in incentive programs. In fact, many of the
departments we examined had developed some of their own incentive programs with
Treasury Board Secretariat assistance.

odetermine what statistics are needed to identify the sources of suggestions,
the active occupational groups, and the subjects where improvements are being
suggested. The Secretariat should consider establishing a shared computerized
data base for that purpose.

oexamine whether the present monetary award arrangements can be improved.
oexamine whether less traditional rewards may be used.

otry networking and other procedures to ensure that valuable, cost-efficient and
productive ideas are brought to the attention of other departments for their

possible use.

odevelop stronger links with the departmental co-ordinators and upgrade the
quantity and quality of their training programs, which should involve managers.

9.59 Departments and other participating organizations should:

omake rewards and recognition a management priority.

ocommit resources corresponding to the priority given.

oensure that managers and co-ordinators participate in training sessions.

odevelop suitable promotional campaigns in support of the programs.

Example

A plan that works - Employment and Immigration Canada

9.60 Breakthroughs and originality. The Department of Employment and
Immigration is an example of a department where the Incentive Award Plan is
linked to a broader philosophy of management that encourages employee
recognition and rewards as an ongoing management practice and as part of the
organization's culture.

9.61 The Department has been exploring ways to create a healthier, more
efficient organization while maintaining high-quality service.

In 1986 it announced a "Philosophy of Management", the outcome of management
workshops that had taken place across Canada. This philosophy is the
cornerstone on which the Department is now managed. It emphasizes that people



are the organization's most valued resource, a philosophy to which senior
management has committed itself.

9.62 1In 1987, the Department established three task forces to give effect to
this philosophy. One task force dealt with recognition and rewards. The
results of its work were published by the Department and made available to all
employees. The current Incentive Award initiatives in the Department are an
outcome of this work.

9.63 A foundation well laid. The departmental incentive award programs are
based on three principles:

0A committment by senior management to visibly support the recognition and
reward program.

oGood management practices to ensure that every employee is fully valued and
treated with respect.

oCredit given to managers for using the Plan to recognize and reward excellence.

9.64 Active suggestion award. The Department has an active suggestion award
program for soliciting and recognizing innovative ideas to improve departmental
programs. The Department's level of participation is among the highest in the
federal government. Of the 34 organizations reporting in 1986-87, Employment
and Immigration Commission stood first among large departments in the percentage
of participating employees and the cash awards given by the program. For every
100 employees, 3.1 suggestions were submitted, compared to an average of less
than one in all the other participating departments.

9.65 Reaching out to regions. In some departments suggestions are evaluated
only at Headquarters. In Employment and Immigration, regional review committees
evaluate and approve suggestions that are specific to the region. This helps to
assure a link between the management process and all employees.

9.66 Merit awards used flexibly. 1In 1988-89 Employment and Immigration awarded
89 merit awards. Of these, 57 were certificates and non-monetary awards up to a
value of $100; the remaining 32 were certificates, cash, and merit award pins to
recognize exceptional performance. With the concurrence of Treasury Board
Secretariat, the authority to approve monetary awards up to $1,000 has been
delegated to the regional and national headguarters group levels and the
authority to approve non-monetary merit awards valued up to $100 has been
delegated to the local level on a trial basis. This allows managers at all
levels to become involved, as well as encouraging the frequent and timely
recognition of smaller but genuine accomplishments.

9.67 Teamwork deserves recognition too - outstanding team award. In 1988, the
Department initiated an award to the outstanding teams in Canada Employment and
Immigration Centres, as well as at Regional and National Headquarters, with a
one-time allocation of $15,000 for operations and maintenance expenditure.
Through a self-nominating process, teams who felt they met the selection
criteria were reviewed by a national selection committee consisting of a panel
of eleven regional managers and one member from outside the Department. The
participation of all members of all teams that applied was recognized and the
Deputy Minister personally made the presentations at the winning teams'
worksites.



Those incentive programs that are successful have strong Deputy Minister
support.

9.68 Long service pin. Besides the regular plaques and medallions granted for
long service, the Department also issues an Employment and Immigration pin. The
Department is currently exploring further rewards for employees with significant
length of service.

9.69 Exploring other possible ways. In addition to these formal programs,
senior management has been encouraged to meet with employees to discuss reward
and recognition initiatives specific to the values that teams recognize as being
important in their own areas of work. In Employment and Immigration, managers
are held to account for their activities in this area when their performance is
appraised.

9.70 Sometimes a thank you goes a long way. The formal programs are viewed as
only part of much broader set of management practices that encourage ongoing
recognition and rewards. The Department recently completed an evaluation which
showed that there are many practices in place to recognize employee
contributions, including non-monetary rewards. Some managers have found that
employees appreciate something as simple as a "thank-you" note as a token of
recognition for extra effort.

9.71 Publicity gets attention. These programs have high visibility in the
Department. In addition to providing a related handbook, the Department has
used a number of channels to communicate with employees, including desk drops,
mailers with paychecks or direct deposit statements, posters, newsletters,
videos and repeated reminders from senior management expressing its support for
the programs. The Department is planning an ongoing awareness day to give more
visibility to these programs.

9.72 Bringing it together. Employment and Immigration has made a concerted
effort to create a culture that fosters awareness of the value of people in the
workplace. The senior management team has acknowledged that one critical
element in creating this environment is the recognition given to employees for
their contributions to the goals of the organization. The practices that are
currently in place demonstrate that the Department has made considerable
progress toward these goals.
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Main Points
10.1 The Charter of Rights and Freedoms declares that:

"Every citizen of Canada has the right to vote in an election of members of the
House of Commons or of a legislative assembly and be qualified for membership
therein."

10.2 Federally, the Canada Elections Act gives effect to that right by
organizing a major administrative part of the federal electoral machinery
through the Chief Electoral Officer, a central player in our parliamentary
democracy (paragraphs 10.9 to 10.12).

10.3 The efficiency and economy of the operations of Elections Canada are tied
closely to the legislation that governs it. In recent years the Chief Electoral
Officer has drawn Parliament's attention to problems besetting the Canada
Elections Act and the electoral machinery. However, changes in our electoral
legislation needed to deal with these problems and to maintain an electoral
system of a quality respected throughout the world have not been made (10.15 to
10.26) .

10.4 Over the years Elections Canada, under the direction of the Chief
Electoral Officer, has sought to provide Canadians with an effective electoral
service. However, the continuing effectiveness of that machinery is at risk. A
number of factors are making it more difficult to guarantee an electoral service
of the quality Canadians have grown accustomed to (10.15 to 10.26).

10.5 Some of the requirements for change arise from social changes in Canada
such as the significant number of Canadians who travel or live abroad, the
difficulty of enumerating an increasingly mobile and urban population, and the
introduction of the Charter of Rights and Freedoms (10.27).

10.6 The outdated legislation has also led to inefficient procedures and high
cost in administering the electoral process (10.28 to 10.36).

10.7 Preoccupied with these problems, Elections Canada has also not given
adequate attention to analysis, planning, financial management, and internal
organizational matters. This has further impaired its efficiency and economy
and is bound to have an impact on its effectiveness (10.55 to 10.103).Table of
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Introduction

10.8The Charter of Rights and Freedoms declares that:

"Every citizen of Canada has the right to vote in an election of members of the
House of Commons or of a legislative assembly and be qualified for membership
therein."

10.9 Maintaining a well functioning electoral machinery is not inexpensive: the
1988 federal general election should probably cost about $100 million with
another $20 million to be spent on the reimbursement of party and candidate
expenses.



10.10 Elections Canada, under the Chief Electoral Officer, is responsible for
administering the federal election process and machinery. It is a small
organization -- slightly over 50 full-time public servants based in Ottawa. In
1988-89 its direct operating costs were $2.5 million, of which over 85 percent
was for salaries.

10.11 In planning for and administering elections, the staff of Elections Canada
dispense election supplies, training, administrative services and advice to
election officials across Canada before, during, and after each election.

10.12 Much the larger part of the organized electoral machinery originates with
the returning officer -- one officer for each of the 295 federal electoral
districts. That machinery springs to life only when an election is called and
involves over 200,000 election officials. As one Canadian political scientist
put it, "The modern electoral system is a loose-limbed colossus which lies
dormant most of the time."

Audit Scope

10.13 We looked at Elections Canada's major activities in support of the
electoral machine. Our audit also covered the administrative features of the
Canada Elections Act and their effect on the operations of Elections Canada.

10.14 We did not look at the role of the Commissioner of Canada Elections, which
had recently come under the scrutiny of the Standing Committee on Elections,
Privileges and Private Members' Business; electoral work undertaken by Elections
Canada in support of the Electoral Boundaries Readjustment Act and election
expenses of parties and candidates, which will be examined in subsequent audits;
or the work by Elections Canada on behalf of the Northwest Territories, which
appears to have reached an end since the Territories plans to appoint its own
Chief Electoral Officer for its next territorial election.

The Electoral Process

A complex operation involving time, people and geography

10.15 Although the act of marking a ballot is a simple task for the voter, it is
but one visible step in an electoral operation largely obscured from view, where
many administrative tasks have to be co-ordinated to support the voting process

(see photo).

10.16 Canadians turn out in large numbers for their federal general elections:
for the past two elections about 75 percent of the electors listed. In 1988,
some 17,600,000 persons were eligible to vote.

10.17 The minimum federal election period is 50 days and recent general
elections have averaged near that. More than 200,000 election officials are
involved, many of whom are nominated by official candidates and political
parties. Approximately 600 tons of supplies are shipped from Ottawa to
constituencies across the country.



Shared responsibility among Elections Canada, government, and political
representatives

10.18 Although Elections Canada is the administrator of the electoral machinery,
it is not the undisputed manager. Under the procedural provisions of the Canada
Elections Act, responsibility for the management of the electoral machinery is
shared among Elections Canada, the government, and the political parties
represented in the House of Commons. Each must co-operate with the others to
achieve the intent of a smoothly functioning electoral machine.

We looked at how Elections Canada managed its operations and administered its
responsibilities under the Canada Elections Act.

10.19 The government of the day is one of the managers because it is empowered
by the Canada Elections Act to appoint new returning officers. In this
appointment process Elections Canada has no influence and must rely on the
government to appoint returning officers of adequate quality with whom it will
work. The government also controls the number of full-time employees allocated
to Elections Canada.

10.20 In the same way as the government appoints returning officers, the two
parties or candidates that came first and second in the previous election are
given the right to nominate urban enumerators. The returning officer must
accept and train these nominees unless there are good reasons for not doing so.

10.21 Although this ensures that the principal political interests are
represented in the process and provides some assurance that elections are fairly
and impartially conducted, there are drawbacks. For example, candidates often
give the returning officers their lists of nominees late and, most of the time,
the number of names is fewer than needed. This complicates the task of the
returning officers who, at the last moment, in the midst of election
preparations, have to find people for the positions and train them if there is
time. The Chief Electoral Officer has no control over these matters which
nonetheless affect the efficiency of the electoral machinery.

Outdated legislation: a major problem

10.22 The success of the Chief Electoral Officer and Elections Canada can be
judged by their ability to satisfy the electoral requirements of the Canada
Elections Act, namely: to meet all the specified activity deadlines throughout
the election period, to hold an election on the appointed date, to promptly
report the results, and to manage the associated human, financial and materiel
resources appropriately. All this is to be done in compliance with the law,
fairly and impartially and in conjunction with returning officers.

10.23 The present Canada Elections Act is a lengthy and disorganized composition
which in many instances specifies administrative procedures to the smallest
detail. The authorizing legislation for other agencies is often expressed in
broader terms to allow the appointed agency heads an adequate level of
administrative flexibility to meet their program objectives. The Canada
Elections Act allows very little discretion.

10.24 Moreover, electoral procedures under the Act have not been amended in
substance for many years and consequently do not reflect recent social and



technical developments which bear on the electoral process and significantly
affect its costs. The environment has evolved; the legislation controlling the
electoral process has not.

10.25 Since 1980, the Chief Electoral Officer has drawn attention to the likely
impacts on the electoral process if legislative action is not taken. His most
recent statutory report spoke of a crisis in election administration. He has
noted the rising number of complaints and has indicated that public distrust of
the electoral machinery could result.

10.26 The Chief Electoral Officer, although given some discretionary power
during an election, has little flexibility between elections to make
administrative improvements to the electoral process. By way of comparison,
some provinces do grant their Chief Electoral Officers a certain amount of
flexibility.

10.27 Examples of demographic and social changes in Canada that have occurred
and that have an impact on the legislation are the significant number of
Canadians travelling or living abroad who wish to vote but cannot, and a mobile
and urban population becoming increasingly difficult to enumerate. Other
changes are associated with the effect the Charter of Rights and Freedoms has
had on the Canada Elections Act. Interested citizens such as judges, prison
inmates, the handicapped, and supporters of freedom of expression have
challenged the Act, sometimes successfully. Those successes have in turn called
into question some of the assumptions underlying the Canada Elections Act.

10.28 The outdated legislation has also led to inefficient procedures and higher
costs in administering the electoral process. One example is the ballot box.
Metal ballot boxes, which appear to be required under the Act, cost $500,000
more to use at a federal election than cardboard boxes (see Example 1).

Example 1
Ballot Boxes: High Costs

10.29 The following illustrates one of the many difficulties Elections Canada
faces in administering the present legislation with the inefficiencies it
creates. It also shows the need for better financial management and control.

10.30 Cardboard ballot boxes are now being used by some provincial
administrations. Granted, they are usable only once, but they require one-way
shipping only, no maintenance and are easier than metal boxes to handle and move
about between storage depots and polling stations.

10.31 The Canada Elections Act says that "each ballot box shall be made of some
durable material...". Other parts of the Act specify that locks, keys, and
metal seals should be used in relation to the box. Elections Canada had
interpreted this to mean that it could use only metal ballot boxes.

10.32 In anticipation of proposed amendments to the legislation announced by the
government in 1987, which would have permitted greater flexibility in this area,
Elections Canada began to dispose of its metal ballot boxes and to purchase
cardboard ones. However, the legislation was not amended. As a result, there
was a shortage of metal boxes at the time of the November 1988 election and
Elections Canada was required to use cardboard ballot boxes in Ontario and
Quebec.



10.33 Elections Canada estimates that at each election a metal ballot box costs
$10 to use compared with $2.50 for the cardboard ballot box (see photo). Some
40,700 cardboard ballot boxes were used, at a cost of $102,000. Although this
technically violated Elections Canada's interpretation of the existing
legislation, it resulted in savings of $305,000 based on the difference in cost
between metal and cardboard boxes. Had cardboard boxes been used throughout the
country, additional savings of $207,000 would have been realized.

10.34 Even so, Elections Canada did not pay due regard to economy in purchasing
the cardboard ballot boxes:

060,000 of the boxes were purchased between October 1987 and September 1988 for
$135,000, or $2.25 each. The contract was let without competitive bidding and
there was no evidence that any detailed cost or needs analyses had been carried
out. Two provinces using cardboard ballot boxes pay $0.88 and $1.75 for each of
their boxes.

oOne million paper seals were purchased for the cardboard ballot boxes, but only
688,000 seals were used. The purchase exceeded requirements by $22,000.
Furthermore, because the seals have a shelf life of only three years, it is
likely that the remainder will be unusable at the time of the next federal
election.

10.35 Another example is the necessity to return to Ottawa a substantial portion
of the 600 tons of material shipped out to service the election. Some of this
material includes voting records returned to Ottawa for storage and security.
The remainder of the material may include excess supplies and some used material
that might be recycled. Moreover, the Act requires the return of much of this
material by registered mail. One section of the Act alone calls for the return
by registered mail of the following documents: the report of proceedings;
polling station recapitulation sheets; poll statements; the unused supply of
ballot paper; enumerators' record or index books; revision documents; returns
from the various polling stations including poll books, unused ballot papers,
ballot papers cast, spoiled ballot papers, rejected ballot papers, the official
list of electors; and agent information.

10.36 Moreover, the election writ that carries the endorsement of the returning
officer showing which candidate received the majority of votes, and was thus
elected, must be returned by registered mail. It cannot be officially
transmitted by other sure, faster means, such as FAX.

10.37 In June 1987 the government introduced Bill C-79 in the House of Commons,
proposing amendments to the Canada Elections Act and related legislation. This
Bill died on the Order Paper when the Thirty-third Parliament was dissolved.
More recently, in the April 1989 Speech from the Throne the government announced
that a commission of ingquiry would be established to make recommendations for
needed changes and reforms to the electoral laws. At the conclusion of this
audit in June 1989, the commission had not yet been established.

Returning officers: appointment process flawed

10.38 The returning officers, who administer the Canada Elections Act in each of
the current 295 electoral districts, are pivotal figures in an election.



10.39 Before the election, their preparation responsibilities include several
tasks. They must undergo training when appointed or when the legislation
changes. They plan the electoral administration of the district so that they
can respond properly when the election writ arrives. This includes dividing
their electoral districts so that polling stations are distributed fairly and
provide easy access to the electorate. They receive, store and distribute large
quantities of supplies sent from Ottawa.

10.40 When the election is called, returning officers must immediately find
office space, arrange for administration, telephone service, staff training,
elector enumeration; receive candidate papers; and institute financial and other
management controls. They must also maintain contact with the representatives
of the candidates and political parties involved. Finally, they must be ready
to provide information to the general public and the media. All this has to be
accomplished in as little as seven weeks, following specific daily goals
required by the law. After the election they have to settle their accounts with
Elections Canada and with their workers, and satisfy other important election
requirements.

10.41 Returning officers for each electoral district are selected and appointed
by the Governor in Council, on the recommendation of the responsible minister
(currently the President of the Privy Council). The officers are paid for their
services according to a tariff of fees approved by order in council. There is
no annual salary or other remuneration attached to the office. The average fee
received by returning officers during the 1988 election was about $12,700.

10.42 Based on its electoral experience, Elections Canada has set out the
responsibilities of returning officers, along with suggested guidelines for
their selection. Contact between the Government and the Chief Electoral Officer
on the selection of returning officers is rare, and this can lead to the
appointment of individuals less qualified than required. This in turn affects
the efficiency of the electoral operations. Elections Canada accumulates
information on the performance of returning officers but has no performance
measures in place by which they can be objectively evaluated. This information
is not passed to the government.

10.43 When a returning officer dies, resigns, or 1is removed from the position
for cause, the Government has sixty days in which to appoint a replacement to
the office under the Canada Elections Act. There is no such time limit in place
when a new electoral district is created as a result of redistribution. The
creation of the new districts in effect terminates the previous returning
officer appointments.

10.44 When the current electoral boundaries were proclaimed on 13 July 1987, 282
new ridings were created and therefore 282 vacancies were created for returning
officers. Thirteen electoral districts remained unchanged.

10.45 One hundred and seven days elapsed before the first returning officers
were appointed on 28 October 1987. Then only 54 of the required 282
appointments were made. The last four returning officers were appointed on 18
September 1988, about two weeks before the November general election was called.

10.46 The delay in appointments made it difficult to plan for the training of
inexperienced returning officers, amounting to 85 percent of appointments for
the 1988 election. It also shortened the planning time available to the
returning officers to prepare for their upcoming responsibilities.



Enumeration and revision: still a largely manual process

10.47 Reduced to basics, federal enumeration is a two-stage data gathering and
processing exercise conducted during the election period. 1In the first stage
urban enumerators visit homes, apartments, and other residences to obtain and
record the names of those who are qualified to vote. Along with residential
visits, rural enumerators may secure elector information from other available
and convenient sources. The second stage sees the transfer of this information,
mostly by hand, on to voters lists, enumeration notices and other election
documents. The elector's name is transcribed manually at least 5 times on
various documents before the vote is cast.

10.48 Revision is an amending process whereby electors who were missed during
the enumeration stage may get their names added to the list of voters.

10.49 Enumeration and revision are formidable administrative tasks and highly
labour-intensive, comprising the single largest cost component of an election.
For the November 1988 election, total field costs in the constituencies were
estimated at about $75 million. About half of that is estimated to be the cost
of enumeration and revision -- up 15 percent in dollar terms from the previous
general election in 1984.

10.50 The June 1986 White Paper on Election Law Reform reviewed the possibility
of having a permanent voters list but rejected it as being too costly and less
accurate than the present method of compiling voters lists.

10.51 Although the existing legislation does contribute to administrative
inefficiencies in the process, there are opportunities for improvements in the
present system, particularly in the use of technology. For example, Elections
Canada could issue a standard data processing software package for use, where
locally feasible, instead of simply describing system requirements as is done
now. In the last general election, some returning officers lightened their
workload by hiring data processing firms to prepare the list of electors and the
enumeration notices for the second stage of the process. For instance, several
Toronto area ridings combined to use a local data processing firm to carry out
major election tasks. But in the majority of the ridings most of the work was
still done manually.

10.52 Elections Canada has attempted to introduce computer technology in a
number of areas. For instance, returning officers were provided with computer
terminals for the duration of the 1988 general election and most correspondence
between Elections Canada headquarters and the ridings was conducted through
electronic mail.

10.53 However, we found that Elections Canada had not comprehensively examined
the potential savings and gains in efficiency associated with using information
technology nationwide in enumeration and revision. The benefits could be
significant.

10.54 Elections Canada should continue to explore ways to introduce up to date
technology in all aspects of the electoral process, and to encourage its use by
returning officers.

Management's response: We will continue to explore ways of introducing new
technology in areas of our operations where potential savings may be realized.
Also, we will be looking into the feasibility of developing a standard data



processing software package for the use of returning officers in preparing the
preliminary lists of electors.

Elections Support

10.55 We reviewed two of the major support activities of Elections Canada -- the
supply of election material and training. We also reviewed the important
administrative functions of the organization including financial administration,
contracting, and general planning and analysis. At the time of our audit, the
Public Service Commission was also reviewing staffing procedures.

Planning and Organization
Planning in uncertainty leads to crisis management

10.56 Planning for elections is planning in uncertainty. In the parliamentary
system, a general election can be called at any time, as can a by-election
(which generally uses the same process as a general election). For this reason
the electoral machinery has to be kept ready to start immediately. This tends
to impose on any electoral organization a sense of impending emergency. With
each election seen as a crisis, as something to be reacted to, the value of
planning and analysis can sometimes be overlooked.

10.57 Since 1957 Canadians have elected six minority governments, during the
course of twelve general elections. Moreover, since 1980 Elections Canada has
twice been involved with the redistribution of electoral districts, an activity
that routinely occurs once a decade. These levels of electoral uncertainty and
activity have disrupted Elections Canada's planning.

10.58 It also becomes more difficult to plan when there is reason to believe
that elections legislation may be amended, as was the case in 1988.
Preparations for the November 1988 general election were inhibited by the
expectation that Bill C-79 would amend the Canada Elections Act and rectify or
lessen various problems. This did not happen. But, while waiting and trying to
plan the election, Elections Canada struggled with the following scenario. If
Bill C-79 were passed, the Act would change the nature of the instructions to
returning officers, the training program, the forms and papers used in the
election, etc. A major consideration was whether there would be enough time to
make the administrative changes before the next election. Further, and
depending on the date of the general election, it was uncertain what group of
returning officers -- the old or the new -- would be in place which had to be
taken into account for their training.

10.59 The uncertainty of 1987 and 1988 continues into the future. The 1991
decennial census 1s approaching quickly and will be followed, probably in 1992,
by an adjustment of the electoral boundaries. A commission of ingquiry is to be
conducted. The life of the present Parliament expires in late 1993, at which
time -- and more likely before -- a general election must be held. Conceivably,
Elections Canada may find itself in the same position it was in before the
November 1988 general election: again faced with training two sets of returning
officers; planning two different sets of electoral districts; and converting two
sets of laws into the necessary detailed instructions.



10.60 The effect of these uncertainties in a crisis atmosphere has been to focus
Elections Canada's attention on meeting the requirements of the Canada Elections
Act. Other considerations such as analysis, planning, and financial management
matters, involving Elections Canada's internal administration, have received
less attention.

Informal organization approach no longer adequate

10.61 Historically, Elections Canada has grown slowly in its size and its
responsibilities. Originally a small unit concerned strictly with running the
electoral machine, today it includes a financial group that pays the
organization's expenses and supervises the reimbursement of millions of dollars
of election expenses to candidates and political parties; a Broadcasting
Arbitrator who is concerned with broadcasting provisions during the election
period; a Commissioner of Canada Elections who deals with complaints; and
Elections Canada which is responsible for the administrative process supporting
changes to electoral boundaries.

10.62 Throughout the past 15 years, these new responsibilities have been calling
for a greater emphasis on the management of the overall process, where running
the electoral machinery is just one of the important elements. Neither the
legislation nor the internal arrangements have been modified to permit the
organization to meet this new managerial requirement.

10.63 Partly as a function of size, Elections Canada has worked until recently
in a project management style where different parts of the organization
contribute to the progress of individual projects. But it has not assigned
responsibilities for projects or activities clearly enough. For example, no one
is assigned conclusive budgetary and program responsibility for training
returning officers, or for setting the tariff of fees. Indeed, until December
1988 the formal organization chart did not reflect the actual organizational
relationships.

10.64 Little use is made of budgets, and financial reports are inadequate. File
systems in some areas are not well developed. Documented reasons for taking one
or another course of action are difficult to find as was the case with the Voter
Inquiry Services (see Example 2). Financial control on the electoral side
concentrates on the payment of accounts and election expenses.

Example 2
Voter Inquiry Services: Better Analysis and Planning Required

10.65 The following illustrates the effect that unclear legislation, contracting
procedures and limited planning and analysis had on Elections Canada's provision
of a voter inquiry service.

10.66 Taking into account the electoral boundary changes and the almost complete
turnover of returning officers Elections Canada decided, for the 1988 general
election, to establish a telephone answering service -- centralized and
decentralized -- to dispense information to callers on voters' rights and on how
these might be exercised. The organizing principle created a two level service
to handle uncomplicated questions at the local level with more difficult ones to
be referred to Elections Canada in Ottawa.



10.67 The provision of these services was based on the Chief Electoral Officer's
conviction that citizens have a right to be informed about their constitutional
right to vote and of the means by which they can access that right. Elections
Canada has sought an amendment to the Canada Elections Act to give that
conviction a legislative basis.

10.68 Elections Canada's telephone answering service began working on 26 August
1988. In Ottawa, a staff of approximately 10 was linked to all regions of
Canada by a toll-free number and their work hours were adjusted to accommodate
Canada's population living in six time zones. This unit was managed by the
Communications Division of Elections Canada.

10.69 As a possible election drew nearer a sole-source contract for the
decentralized service was signed on 23 September 1988. The contractor was
Reference Canada, a unit within the Department of Supply and Services. Reference
Canada provided the service through its offices and by affiliation with
established telephone inquiry units providing similar services to provincial
governments and other organizations.

10.70 We noted that documentation related to issues such as mandate, need
(including assumptions) and costs was not well organized in explaining
systematically the development of the service.

10.71 The contract with Reference Canada made satisfactory provision for
quality control to be exercised over the information provided to those using the
service. However, the amount paid per call to Reference Canada was based on
figures it gave to Elections Canada. These were not challenged by examination.
There are also significant differences in the costs for these two services from
the viewpoint of the total calls handled.

Organization Total Cost Total Calls Cost per call
Reference Canada S 349,700 73,900 S 4.73
Elections Canada $ 121,600 44,300 S 2.74

Although the costs are not strictly comparable, the rate paid under the contract
with Reference Canada was considerably higher than Elections Canada's in-house
costs.

10.72 The Inquiry Service of Elections Canada collected information on
complaints made by callers. At the time of our audit we noted Elections Canada
had not undertaken detailed reviews of the logs to determine the nature and
source of problems in the election that generated complaints, with a view to
making changes for future elections.

10.73 The organization realizes its informal work arrangements are no longer
serving it adequately and is taking steps to clarify its responsibilities.

10.74 Elections Canada should adopt a more formal approach in its work and place
greater emphasis on planning, analysis and documentation in all aspects of its
work.

Management's response: To the extent feasible, within the limitations of the
uncertain environment and our limited human resources, we will take the
necessary steps to foster better planning, analysis and documentation of our
work at all levels of the organization.



Election Supply Management
Room for improvement

10.75 General elections require large amounts of election supplies -- about 600
tons -- which are assembled in Ottawa and then distributed across the country to
the 295 returning officers (see photo). Much of the material that is shipped
out is returned to Ottawa after the election, as required by the Canada
Elections Act, for safekeeping, re-use, or disposal.

10.76 Elections Canada has a good system for estimating the quantities of
supplies needed. Quantities of each item are determined with the aid of a
computer system and are based on the number of people, candidates, and polling
divisions in each electoral district. The amounts shipped are based on
historical usage patterns and are updated from the most recent statistics.
Between elections, supplies are replenished over a 32-month planning cycle.
Factors such as lead times, the cost of acquiring and carrying materiel and the
likelihood of an election being called are taken into account during this
process.

10.77 While blank ballot paper is well protected, warehouse security in Ottawa
is inadequate. One of the assumptions the Canada Elections Act appears to make
is that election records can be better safeguarded in Ottawa. The assumption
may be unjustified. The used ballots, voters lists, and other confidential
material in the Elections Canada warehouse, for example, are easily accessible
through unlocked doors. Visitors are not challenged by employees. At the time
of the audit, some employees smoked in the warehouse in these combustible
conditions, in an apparently smoke-free government building. This was brought
to the attention of management and the practice has stopped.

10.78 Moreover, the principal warehouse, at 51,000 square feet with a 3,000 ton
capacity, is larger than necessary for the approximately 1,000 tons that is
accumulated before general elections.

10.79 For some time the Treasury Board Secretariat has recommended that
Elections Canada consider privatizing the warehouse with a view to achieving
economies. On 1 June 1989 Elections Canada contracted for an effectiveness and
efficiency review of the warehouse operations. Another alternative would be to
decentralize operations.

10.80 Materiel other than election supplies is inadequately estimated and
controlled. Electoral maps are a good example. There are still large
quantities of maps in storage, not being used, which date back to 1974. No
assessments or cost analyses have been made of the value of the current
inventory, the cost of storing it, or alternatives.

10.81 Elections Canada should improve its supply management system by:
ostrengthening warehouse security procedures;

oexamining more cost effective alternatives for the warehouse operation; and

oestablishing better control of its miscellaneous supplies.

Management's response: The report on the effectiveness and efficiency review of
the warehouse, when received, will provide this Office with the information



necessary to decide on the future organization and function of this service.
Also, within the context of the federal government security policy, we will be
undertaking in the near future a complete threat and risk assessment of the
premises we occupy, including the warehouse.

Training
Satisfactory systems and procedures

10.82 One of the most significant support activities of Elections Canada is
training returning officers and, indirectly, other election officials across
Canada. Returning officers have to be trained first. Then, during the election
period, in two successive training periods of less than a week, returning
officers must first train close to 100,000 enumerators and other election
workers and then, subsequently, another approximately 100,000 workers made up of
deputy returning officers and poll workers.

10.83 We reviewed the systems and procedures Elections Canada had in place to
carry out its training activities for the 1988 election, prior to which it had
been faced with issues having a significant impact on its training program.

10.84 First, delays in appointing returning officers meant that training had to
be squeezed into a short period. This complicated planning, training,
operations and the monitoring tasks of Elections Canada and may have led to
increased inefficiencies in the constituencies. To complete the training on
time Elections Canada had to incur additional problems and costs.

10.85 Second, it could not be anticipated whether new legislation arising from
Bill C-79 would be forthcoming. Depending on timing, new legislation could have
overridden earlier training and related preparations. Third, in the 1988
general election over 85 percent of the returning officers were inexperienced.

10.86 In spite of these difficulties, the systems and procedures for training
returning officers and electoral staff were generally satisfactory. Senior
management was involved throughout and improvements had been made in the quality
and quantity of training and support materials since the previous election.

10.87 In less than a year Elections Canada trained about 320 persons for 295
returning officer positions. There were no significant procedural failures in
the elections.

Financial Management and Control

Ongoing costs are generally well controlled

10.88 The ongoing costs of administering the Elections Canada organization ($2.5
million in 1988-89) require parliamentary approval and are subject to Treasury
Board scrutiny.

10.89 Financial management and controls over these ongoing costs are generally

satisfactory.

Election costs: limited controls and little analysis



10.90 The costs of running an election are statutory (an estimated $120 million
for the November 1988 election) and do not require parliamentary approval. The
costs are reported to Parliament through the Estimates, the Report of the Chief
Electoral Officer, and the Public Accounts.

10.91 In our opinion, Elections Canada does not have sufficient information or
systems in place to enable it to determine what an election should cost and
whether expenditures are made with due regard for economy and efficiency.

10.92 Except for the reimbursement of candidate and party expenses (about $20
million for the 1988 election), financial management and controls over election
costs are weak:

oSenior managers are not held accountable for financial resources.
oThere is no systematic and periodic analysis and reporting of the major

components of the election process, nor do the limited financial systems provide
the information that would permit an in-depth analysis. As a result, managers

are often not aware of the costs of these activities. For instance, training of
returning officers and other electoral officials is an important step in the
electoral process. Elections Canada staff informed us that they thought

training costs for the 1988 election were less than $1 million; our analysis
indicated that the costs were about $4 million. In fairness, what the audit
identified as training costs may not have coincided with the training costs as
understood by Elections Canada staff.

10.93 Under the Act, returning officers have only to certify that expenses are
valid to have them paid. Adequate analysis 1is not undertaken after the
election, by riding, to compare expenditures of returning officers and to
understand the reasons for variances, or to identify opportunities for savings.
Nor have benchmarks, such as cost per elector, been established against which
these costs can be monitored. Returning officers spend on average upwards of
$250,000.

10.94 Little comparison of costs with other electoral jurisdictions is done.
Although the processes are not identical, they are sufficiently similar to allow
investigation and comparison, with useful insight to be gained into one's own
practices. Based on information we obtained from seven provinces, the cost per
voter in the last provincial election ranged from $2.31 to $8.00 compared to an
estimated $6.85 for the 1988 federal election.

Outdated legislation has led to inefficient and costly procedures in
administering the electoral process. Preoccupied with these problems,
management has paid insufficient attention to analysis, planning, financial
management and organization.

10.95 The tariff of fees that governs over 60 percent of the field expenditures
is unwieldy in its complexity. The tariff structure, approved annually by order
in council after review by the Department of Justice, sets the fees, costs,
allowances and expenses to be paid to returning officers and other officials
specified by the Act. The tariff of fees details the majority of tasks in the
electoral process, from the hiring of messengers to the printing of ballot
paper.



10.96 The updating of the tariff by Elections Canada staff has focussed on
increasing fees and allowances to reflect the consumer price index.

Insufficient emphasis has been placed on whether the various individual tariffs
reflect current needs or reasonable costs. For instance, data processing costs
for preparing electorallists became a permissible item in the tariff of fees for
the first time in the last general election. However, no analysis was done of
what a reasonable amount should be. The fee permitted was identical to that for
processing the lists manually.

10.97 The lack of adequate financial management and control over election costs
is due in part to the informal nature of the organization, and the emphasis it
places on quality of service and the delivery of an election result. In
addition, during and immediately after the election most of the organization's
financial efforts have been directed to the control and review of candidate and
party expenditures, with the result that inadequate emphasis has been placed on
monitoring other significant areas of election costs. It is incumbent on the
organization to have in place the best possible analysis and financial
management and control systems.

10.98 Elections Canada should strengthen its financial management and control
systems for planning, recording, controlling and reporting on the costs of
running elections.

Management's response: In the near future we will begin to develop a new code
of accounts which will serve as the basis for the development of a new
comprehensive management information system for election costs covering both
headquarters and returning officers' offices. Better analysis of the cost of
activities will also be given priority consideration.

Contracting: poor procedures and controls

10.99 Elections Canada contracts for a variety of goods and services such as
election supplies, computer systems and consultants, artwork, and graphics.
Although the Chief Electoral Officer is not subject to government contract
regulations, the organization has resolved nevertheless to follow their spirit
and intent.

10.100 Our examination has shown that frequently this is not happening.
For instance, we found that:

oin a number of instances, a formal competitive bidding process is not followed.
This may have resulted in higher costs than necessary as illustrated in Examples
1 and 2.

onot all contracts specify a total dollar value and/or dates during which the
delivery of goods or the performance of services must occur.

oneeds analyses, ordering instructions from program managers, and other
substantiating information to support negotiation and finalizing of contracts
are not usually available.

ono comprehensive list of contracts was available when we conducted our
examination. We were unable to accurately confirm the extent of the commitments
or the amounts spent, although we estimate them to be in the millions of
dollars.



10.101 Elections Canada should improve its contracting procedures.

Management's response: We are in the process of updating our contract policy
which will cover the shortcomings mentioned above. Also, we will develop a
contract register to provide better control of our contractual commitments.

Internal audit: limited activity

10.102 Other than the intensive reviews of party and candidate expenses
carried out under the direction of the Elections Canada financial group, there
have been no recent financial audits of other activities in Elections Canada.
Given the sensitivity of its activities and the high profile it receives,
Elections Canada would be well advised to introduce an internal audit function.
With the peaks and valleys in activity this audit function could, for example,
be contracted out.

10.103 Elections Canada should introduce an internal audit function.

Management's response: We agree. Arrangements have been made with the Audit
Services Bureau of DSS to develop an internal audit policy and a 5-year audit
plan. Work is to commence in the Fall of 1989.

Reporting to Parliament

10.104 The Chief Electoral Officer reports at the beginning of each session
to the Speaker of the House of Commons on the administration of his office, and
is also required to suggest amendments to the Canada Elections Act that will
improve its administration. Through Part III of the Estimates the Chief
Electoral Officer also reports comprehensively on the expenditures of Elections
Canada and its administration.

10.105 In general the information provided to Parliament on the activities
of Elections Canada is adequate. We did note, however, that tax credits to
donors, which are part of the cost of elections and which approximated $44
million from 1984 to 1987, are not reported to Parliament.

10.106 Elections Canada should undertake discussions with the Department of
National Revenue - Taxation with a view to reporting the cost of election tax
credits to Parliament.

Management's response: We agree. We will be contacting Revenue Canada-Taxation
to determine the most appropriate method of publicly reporting the cost of tax
credits.

Co-ordination With Other Electoral Offices

Potential for significant savings

10.107 There are many similarities in the election processes of various
levels of government in Canada. For example, other jurisdictions must identify
voters, prepare voters lists, use ballot boxes, arrange for polling stations,
develop street indexes, provide for secrecy and security of the ballot, count



and report the results. Each of these costly systems is supported separately by
the same group of taxpayers within a given geographic area.

10.108 Given the commonality of electoral tasks, and given some of the
technical innovations developing across all jurisdictions, there appears to be
significant potential for sharing information on common systems and procedures
in such areas as mapping, enumeration, computerization, warehousing, and the
production of forms and ballot boxes. This could result in annual savings of
tens of millions of dollars across all jurisdictions.

10.109 Elections Canada, in co-operation with its counterparts in other
jurisdictions, should investigate the feasibility of developing common systems
and procedures for the administration of elections in Canada.

Management's response: We agree. Elections Canada has been meeting with
election officials from the 10 provinces and two territories on an annual basis
for the past 15 years to explore areas of mutual interest and cooperation within
the constraints of our respective legislation. Furthermore, at the July 1989
conference, all jurisdictions agreed to a proposal put forward by Elections
Canada to organize a number of consultative committees on specific issues such
as, fees paid to and terms of employment of returning officers and the
development of computerized mapping systems.
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DEPARTMENT OF THE ENVIRONMENT

Canadian Parks Service

Main Points

11.1 The Canadian Parks Service (CPS) is responsible for protecting significant
examples of Canada's natural and cultural heritage for all time and providing
public access to this heritage in ways that do not impair its integrity
(paragraphs 11.7 to 11.9).

11.2 Improvements to a number of management planning and control systems have
been started, but implementation of most of these systems has been slow. The
Canadian Parks Service lacks a strategic plan to provide guidance and coherence
to these various efforts. Many of the problems we observed in our 1983 audit
and 1985 follow-up still remain (11.17 to 11.21).

11.3 The Canadian Parks Service has developed and uses a well designed planning
procedure to ensure that the diverse natural regions of Canada will be
represented in our national parks system. However, because there is no time-
frame for completing the system, there is a danger that opportunities to
establish parks in some natural regions may disappear before the national parks
system can be completed (11.23 to 11.31).

11.4 Although the program evaluation function has existed since 1978-79, the
first evaluation study is not scheduled until 1992. 1In addition, the Canadian
Parks Service continues to lack reliable measurement of attendance statistics.
More than 10 years will have elapsed before recognized deficiencies are
corrected. A performance measurement information system is expected to be ready
for 1994 (11.32 to 11.39).

11.5 Within the parks, procedures have been developed to protect the natural
resources. However, in the parks we visited these natural resource management
procedures were not being implemented, even for plants and animals recognized as
high priority (11.40 to 11.50).

11.6 Opportunities exist to improve the productivity of a number of overhead
activities, and to reallocate resources to meet potential shortages in
operational areas (11.68 to 11.88).
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DEPARTMENT OF THE ENVIRONMENT

Canadian Parks Service

Background

11.7 The Canadian Parks Service (CPS) is a major program of the Department of
the Environment. The objective of the Parks program is "to protect those places
which are significant examples of Canada's natural and cultural heritage for the
benefit, understanding and enjoyment of the people of Canada, in ways which
leave that heritage unimpaired for future generations".

11.8 Part IITI of the 1988-89 Estimates reports that CPS administers 34 national
parks, 83 national historic parks and major historic sites, 9 heritage canals, 5
heritage rivers and 2 co-operative heritage areas.

11.9 Natural heritage is concerned with the physical features, plants and
animals of our country; cultural heritage is concerned with certain physical
reminders of important people, places and events in Canadian history. Systems
of national parks and historic sites are being developed by CPS to protect
examples of our natural and cultural heritage.

11.10 The Canadian Parks Service is governed by a number of statutes including
the Department of the Environment Act, the National Parks Act, the Historic
Sites and Monuments Act and the Department of Transport Act. The Parks
program's mandate dates back to 1887; the most recent amendment to the National
Parks Act, in 1988, was to strengthen its ability to preserve Canada's natural
heritage and ensure that it is used with care.

11.11 The Canadian Parks Service's organizational structure is shown in Exhibit
11.1. The 1988-89 person-years and expenditures for the Parks program are shown
in Exhibit 11.2.

PARKS PROGRAM

1988-89 Resources

Person- Grants and
Years Operations Capital Contributions Total
($000's) ($000's) ($000's) ($000's)

Program Activities

Parks Operation 3,693 8 175,155 S 66,735 S 994 S
242,884

Parks Development 370 19,126 20,037 23,905
63,068

Program Management
and Technical Services 615 45,581 9,670 -
55,251



TOTAL * 4,678 S 239,862 S 96,442 S 24,899 S
361,203

* Excludes 226 person-years transferred to the Department of Public Works
in 1988-89

Exhibit 11.2

11.12 The Canadian Parks Service has been under resource constraint since our
1983 audit. Person-years have remained relatively constant. Operation and
maintenance budgets, in 1984-85 dollars, have not changed significantly. During
the same period CPS' capital budget, in 1984-85 dollars, decreased by
approximately 17 percent. The addition of five new national parks in this
period has put further pressure on available resources.

11.13 The Canadian Parks Service is responsible for managing certain assets
which it feels are not directly related to its mandate. The Service believes
this deflects resources away from other assets which contribute more directly to
the Parks program objective. For example, CPS is responsible for maintaining
roads which are used as national highways. Maintenance expenditures on these
roads, which must be open year-round, account for about 10 percent of total
expenditures on assets maintenance. This puts considerable pressure on the
person-years and dollars available for maintaining other assets, for providing
services to visitors and for important resource conservation activities.

11.14 In 1988 the Treasury Board requested that the Departments of Environment,
Public Works and Transport review their respective responsibilities for
expenditures on highways in national parks. This review had not been completed
at the time of our audit.

Audit Scope

11.15 Our 1983 audit of CPS focussed on key aspects of operations. These
included new park acquisitions, program management information, management of
professional staff and revenue policy. In 1985 we reported on action taken in
response to our 1983 observations and recommendations. In this audit we
revisited many of the same areas. Specifically, we concentrated on the
following aspects of program management:

oStrategic planning. We examined strategic and operational planning procedures.
oPerformance measurement and reporting. We examined:

-the implementation of policy and procedures for land-based national park system
planning;

-the policy and procedures for obtaining and using attendance statistics;
and



-the major approaches used by CPS for the ongoing and periodic measurement
of program effectiveness.

oProtecting natural resources and physical assets. We examined:

-the protection of natural resources through the implementation of Natural
Resource Management Plans which cover parks' plants, animals and natural
features;

-the management of the in-service stage of physical assets, such as
buildings, utilities, campgrounds, trails, roads, canals and major eqgquipment.

oManaging the efficient use of human resources. We examined:

-the extent to which service quality has been maintained during a period
of resource constraint; and

-the extent to which CPS minimizes organizational layering and overhead
and administrative burdens.

oManaging revenue and cost recovery. We examined:
-compliance with Treasury Board and CPS cost recovery policies; and
-fee establishment and collection procedures.

oManaging informatics. We examined the functions and activities designed to
achieve efficient and effective use of information technology within CPS.

oInformation for Parliament. We examined the quality of information provided
for Parliament in Part III of the 1988-89 Estimates.

11.16 Several CPS activities receive functional direction from the Department of
the Environment's corporate organization. These activities include informatics
management and financial management and control. We plan to report on DOE's
corporate functional direction in these and other areas in 1990.

Observations and Recommendations

Strategic Planning
There is a need for a strategic plan

11.17 CPS has not prepared a strategic plan to guide the allocation of the Parks
program's budgetary resources to meet strategic objectives. A strategic plan
would require the Service to articulate the program's role. It would be an
analysis of the environment, a statement of long-term objectives, and a strategy
for achieving those objectives. It would identify priorities and associated
resources as well as a time-frame and tactics. Such a plan would not be static;
it would have to be adjusted to changing circumstances. Nevertheless, it would
serve to provide a common vision and guidance to all program personnel.

The objective of our audit was to determine whether CPS has adequate measures of
program effectiveness, the program is managed economically and efficiently and
Parliament is kept informed of results.



11.18 A strategic plan provides a consistent basis for determining the
proportion of resources to be allotted to the various components of the program.
There are many competing demands. National parks compete with national historic
parks and sites for scarce resources, operations with capital, resource
conservation with visitor activities and park establishment with park
development. Not establishing priorities for such demands in an environment of
scarce resources risks seriously weakening functions central to the program
objective in order to maintain less important functions or facilities.

11.19 We identified several such cases, which we believe might have been avoided
by the existence and use of a strategic plan. A strategic plan might have meant
that the operational priority given natural resource conservation (paragraphs
11.46 and 11.49), would have better reflected its importance in the Parks
program mandate. A strategic plan would provide direction for more efficient
use of personnel (paragraph 11.80) and for managing support functions such as
informatics (paragraph 11.106).

11.20 The Canadian Parks Service should develop a strategic plan and review
operational plans in relation to objectives set out in the strategic plan.

Canadian Parks Service response: The Canadian Parks Service is developing a
strategic plan that will serve as a guide for setting program direction for
operational plans.

11.21 The Canadian Parks Service should use these plans as a means of
determining direction, including setting priorities, allocating resources,
making decisions, controlling activities and reporting to Parliament.

Canadian Parks Service response: Current processes for the translation of the
Canadian Parks Service strategic plan into program direction, the setting of
priorities, the allocation of resources and the control of activities will be
more formalized.

Performance Measurement and Reporting

11.22 Management needs reliable information to assess the effectiveness with
which program objectives are being achieved. The objectives are included in the
program's mandate to "protect and use" (paragraph 11.7) which requires, among
other things, the establishment of parks, the conservation of resources within
parks, and the appropriate presentation of these resources to Canadians. A
suitable mix of ongoing performance measurement and periodic evaluation is
required to produce such information and report to both management and
Parliament.

National Parks Systems - Opportunities to establish parks in some natural
regions are diminishing

11.23 The plan for the national parks system, approved by Cabinet in 1979, calls
for park representation in each of Canada's 39 defined land regions.

11.24 Program management reports that "the extent to which the parks systems
include representative examples of Canada's heritage has been the prime measure
of the Program's effectiveness" regarding its protection objective.



11.25 Management has developed a planning procedure which seeks to identify
areas representative of each of these regions. The park planning system is well
designed, with one important exception -- it lacks a schedule for completion.
Once areas within natural regions are identified, the system plan does not
provide guidance on which national parks should be established and in what order
of priority.

11.26 At the time of our audit, 21 of the 39 land-based regions (54 percent)
were represented by at least one park or reserve for a park. Of the remaining
18, 7 have proposals for the conversion of a representative area to a park
(although 3 of those proposals are inactive); 7 others have areas identified but
proposals have not yet been made; and 4 remain for which representative areas
have not yet been identified.

11.27 In each of the 18 natural regions not yet represented, opportunities to
establish parks are diminishing. In fact it may already be too late to
represent certain regions in their natural state. A recent study commissioned by
the Minister of the Environment states that the same may be true within 20 years
in these still unrepresented regions.

11.28 The Canadian Parks Service reports to Parliament on progress in acquiring
new parks and on the number of natural regions represented. The Canadian Parks
Service does not report on the likelihood of not achieving the objective of
completing the parks system.

11.29 Of the 15 parks established since 1971 (when formal planning procedures
were instituted), five were in natural regions already represented by one or
more national parks. Of these, two new parks (Bruce Peninsula and Mingan
Archipelago Reserve) were established in a region which was already represented
by two parks (Georgian Bay Islands and Point Pelee). The rationale offered by
CPS was that the existing parks did not sufficiently represent the diversity of
the region. However, the effect of such additions is to direct resources toward
improving representation in areas already represented rather than establishing
parks in regions not yet represented.

11.30 "A Plan For Completing The National Parks System" was prepared in October
1982 but was never approved by senior management. More recently, CPS advised us
that in 1989-90 management expects to produce a review of the overall parks
system plan. The review is intended, on a region-by-region basis, to describe
the adequacy of representation of the natural regions by existing park(s). For
regions not represented by a park, the current stage of planning will be
identified. In each such region, the factors, including "risk to natural
resources", that affect the speed of the park creation process will also be
analyzed. Any other existing forms of environmental protection (e.g. provincial
parks) will be identified. However, this review does not intend to project a
range of completion dates for the parks system. Different levels of resource
availability result in different completion dates.

11.31 The Canadian Parks Service's biennial report to Parliament should include
both the progress made in completing the national parks system and an assessment
of the probable completion dates for the national parks system under
circumstances existing at the time of the report.

Canadian Parks Service response: The Canadian Parks Service's report in future
will include statements concerning these matters to the extent that it is
possible to make such an assessment, given that many factors affecting new park



establishment are beyond the control of the federal government, such as
comprehensive native land claims and federal/provincial/territorial
negotiations.

Attendance statistics are still not reliable

11.32 The presentation of heritage resources to the public is part of the CPS
program objective. Attendance statistics are used by program management to
inform Parliament on the effectiveness of its presentation activities and to
inform decision makers regarding, for example, park operation seasons, staff
levels and public demand for specific services.

11.33 Prior to 1983, CPS recognized serious difficulties with the reliability of
its attendance statistics. Our last audit, in 1983, highlighted the
unreliability of reported numbers. It was not until 1988-89 that new
procedures, which are sound in theory, were implemented in some parks.

11.34 The new procedures are intended to distinguish between entrants to the
parks who are simply using the roads as thoroughfares, and those who are there
for heritage appreciation or recreation. The number of visits reported should
be an accurate count of the latter group.

11.35 The present plan is to have the new procedures fully in place for April
1993. It calls for a quality assurance review of the new procedures on a
region-by-region basis. One result of this approach is that some parks that
account for very significant portions of the total number of visits (e.g. Banff,
Jasper, Yoho and Kootenay) will not be part of the new system until late in the
process. In all, more than 10 years will have passed before recognized
deficiencies in data used for program management are corrected.

Excessive delays in developing performance measurement information

11.36 Since 1976 Treasury Board policy has required that departments establish
procedures for routinely measuring their ongoing operational performance. The
Canadian Parks Service does not yet have procedures for performance measurement.
Such procedures would routinely measure the ongoing performance of operations in
terms of the effectiveness with which objectives are being achieved and the
efficiency with which they are being administered.

11.37 In 1984, management acknowledged the need for better program performance
information and initiated a Management Information Framework (MIF) project to
meet the need. Some performance measurement information is expected beginning
in 1991-92. However, this project is not expected to provide comprehensive
systematic measurements of the results of CPS operations before March 1994 --
about 10 years after the initial decision was taken to develop and implement
ongoing measures of performance.

Management is not conducting program evaluation

11.38 Treasury Board directives and guidelines call for the evaluation of all
major components of a program about once every five years. These evaluations
are intended to provide management with credible, timely, useful and objective
information to be used for resource allocation, program improvement and
management accountability.



11.39 A departmental program evaluation function has existed in the Department
of the Environment since 1978-79. Current resources allocated to the function
are three person-years and approximately $200,000. However, as of 31 March
1989, the first CPS program evaluation study had yet to be started. Two
preparatory efforts to evaluate CPS operations, in 1982 and in 1985, did not
lead to evaluation studies. We are told that the first full evaluation of a
Parks program activity is now scheduled for 1991-92.

Protecting Natural Resources

11.40 Resource conservation is a central activity of the Parks program mandate.
The Parks Program Policy includes the statement that "natural resources within
national parks will be given the highest degree of protection to ensure the

perpetuation of a natural environment essentially unaltered by human activity."

11.41 Each national park is required to have a Park Management Plan. An
integral component of each park's plan is a Park Conservation Plan in which the
park identifies and establishes priorities for its natural resource management
problems. For each problem, a Resource Management Plan is to be prepared to
specify needed studies, what is to be done about the problem and how it will be
monitored.

Lack of resource management plans

11.42 We observed that the Park Conservation Plans were prepared and were
reviewed at the regional and national levels. However, in the majority of
cases, the Resource Management Plans, which are fundamental to the process, have
not been prepared and the necessary studies and monitoring of the resources have
not been done.

11.43 The Canadian Parks Service should prepare and use Resource Management
Plans as required and monitor and report the progress made in resolving natural
resource problems.

Canadian Parks Service response: Resource Management Plans are prepared on a
priority basis. These plans require capital funding to implement and efforts
are underway to obtain this funding through re-allocation of existing resources.
The Natural Resource Management Process provides for monitoring and reporting on
the progress made in resolving natural resource problems. This monitoring
program can only be effective if additional long-term operating resources can be
committed.

Natural resources not given priority

11.44 Resource management is designed to protect selected areas of land and
water and the plants and animals within those environments. It begins with the
establishment of a park and continues with the protection of the resources
within the park boundary.

11.45 Park management is expected to establish parks which are representative of
a natural region. This expectation has sometimes been prevented by commercial
interests during the negotiations leading to an agreement establishing a park
boundary. One example is the exclusion from Kluane National Park of caribou



calving grounds in the Klutlan Glacier area and Wolverine Plateau because of
existing mining interest in these areas.

11.46 The Canadian Parks Service is charged with protecting the natural resource
ecosystems within each park. This objective is threatened when commitments to
the development of park visitor facilities precede the development of the basic
inventory of natural resources. Two examples are the proposed chairlift or
funicular at an unstable site in Gros Morne National Park and visits to Ile Nue
(a short grass terrain with fragile Arctic plants and fossils) in Mingan
Archipelago National Park Reserve.

11.47 The Canadian Parks Service should ensure the inclusion of 'escape clauses'
in park establishment agreements to allow park development plans to be changed
if threats to resources are discovered after the agreements are made.

Canadian Parks Service response: The Canadian Parks Service attempts to avoid
including specific development commitments in new park agreements.Breaches of
resource protection policy

11.48 Canadian Park Service policies are designed to conserve ecosystems. The
policies ban all forms of damage or removal of resources except certain
traditional activities and then only under conditions specified at the time of
park establishment.

11.49 In practice, however, CPS has allowed many breaches of the resource
protection policy. There are examples of damage to plant life (a growth of the
Franklin's Lady's Slipper, a rare native orchid, was destroyed by the placement
of a campsite at Pukawska National Park) and wildlife (Dall sheep were disturbed

by visitor encroachment at Kluane's Sheep Mountain). Other situations include
non-monitored duck hunting at Point Pelee National Park (prohibited by the
Minister, June 1989), non-authorized taking of bear at Wood Buffalo National

Park, and snowmobiling in non-authorized areas of Gros Morne National Park.

11.50 The Canadian Parks Service should ensure appropriate protection of natural
resources consistent with its own policies.

Canadian Parks Service response: Ensuring priority is given to the protection
of natural resources requires the clear commitment of adequate fiscal and
manpower resources to the planning, implementation and monitoring of established
and approved plans and processes. Park plans identify key issues and the steps
to be taken in their resolution. However, due to competing priorities
sufficient financial and human resources are not always available.

Protecting Physical Assets

11.51 Our audit of CPS' physical assets focussed on the management of the in-
service (in use) stage. We did not examine the planning and acquisition and
disposal stages of their life cycle. These assets include buildings
(contemporary and historic), utilities, campgrounds, trails, roads, canals and
major equipment. The replacement cost of these assets was estimated at $3.7
billion in 1988-89. 1In the same year CPS spent approximately $62 million on
their maintenance.

11.52 At the time of our 1983 audit, CPS was at an early stage of introducing
its Maintenance Management System (MMS). Currently, MMS is the main system used
by CPS to standardize maintenance quality and estimate maintenance resource



needs. Its primary objective is to help sites efficiently maintain their fixed
assets in their as-constructed condition. The concepts underlying MMS are well
established and have been proven in practice in other organizations. Under-use
of the maintenance management system is impeding efficiency improvement

11.53 The Canadian Parks Service uses MMS in a way that obscures its primary
objective. The full potential of MMS is not being realized because its use is
oriented toward budget justification and spending accountability but not toward
improving the efficiency of maintenance functions.

11.54 Few system-wide reviews of maintenance functions have been conducted.
This has made it difficult to refine standards and improve the data base
supporting MMS. Measures of system-wide performance for specific maintenance
functions (e.g. grass cutting) are not generally available in CPS. Detailed
performance results are not summarized and analyzed in any meaningful way.

11.55 Some sites have improved the performance of specific maintenance
functions. Even at the site level, however, it is difficult to determine
whether a site has improved its overall maintenance efficiency. Also,
management has not used successful MMS experiences at some sites to encourage
efficiency improvements at other sites.

11.56 Efforts to improve maintenance methods are not concentrated and co-
ordinated. Except for the maintenance of vehicles and mobile equipment,
regional headquarters generally do not devote resources to monitoring and
improving the performance of maintenance functions at sites.

11.57 The Canadian Parks Service should develop within MMS the capability to
monitor the efficiency of sites and maintenance functions.

Canadian Parks Service response: The capability to monitor the efficiency of
sites and maintenance functions through performance reporting and analysis will
be reviewed and, where feasible, improved.

Inability to review and assess the relationship between asset performance and
level of maintenance

11.58 The performance of an asset is affected by a number of factors, including
its design, how it is used, its level of maintenance, and climatic conditions.
Historical information on these factors is not compiled by CPS in a way that
facilitates review and understanding of the relationship between asset
performance and level of maintenance. As a consequence, CPS lacks essential
data to support life-cycle cost management of its assets.

11.59 The Canadian Parks Service should compile relevant summary data pertaining
to asset performance in a manner suitable for periodic review and evaluation of
maintenance policy and practice.

Canadian Parks Service response: With the increased emphasis on performance

reporting it will be possible to retrieve asset information relating to the cost
of maintenance per year and the history of maintenance work performed by year.

Overestimation of maintenance resource needs



11.60 The Canadian Parks Service uses MMS, with its asset inventory and national
maintenance standards, to forecast aggregate maintenance resource needs. Total
funding needs generated this way are 20 to 25 percent higher than funds
allocated by Treasury Board. For 1988-89 the difference was about $17 million.
Senior management feels that the levels of expenditure on maintenance activities
have not kept pace with the needs of the asset base. Inadequate maintenance is
one factor which may cause an asset to deteriorate more quickly than normal.

The relationship, however, between an asset's maintenance history, its physical
condition and its rehabilitation requirements is difficult to quantify.

11.61 We looked for, but did not find, sufficient evidence to conclude that the
level of maintenance spending has led to premature deterioration of assets. We
observed some assets that were in disrepair, but in most of these cases
maintenance was being withheld because these assets were at the end of their
working lives. The current condition of the assets we observed (confirmed by a
consultant's report commissioned by CPS) suggests that current maintenance
expenditure levels are within the appropriate range.

11.62 The structure and use of the current MMS overestimates maintenance
resource needs. The national condition standards for certain assets are higher
than needed at some sites. Also, some sites consistently exceed the national
productivity standards for certain maintenance functions.

11.63 The Canadian Parks service should:

orequire sites to base their maintenance funding needs on their own proven
performance data; and

oinstruct sites to support requested changes in maintenance funding levels from
prior years with explicit references to site programs and specific assets, and
to describe the expected consequences of not receiving the amounts requested.

Canadian Parks Service response: As part of the operational planning exercise,
site managers will be required to calculate their maintenance resource needs by
using the maintenance standards in line with their local conditions and past
experience.

For all requests for additional funding, site managers will be required to
identify the asset or facility on which work is to be performed and its
replacement value, to provide a description of the work to be performed, with an
accurate estimate of the cost, and the impact of not performing the work.

Potential problems in recapitalization funding

11.64 Recapitalization is the rehabilitation or replacement of an asset or major
component of an asset to achieve an acceptable service condition without
changing its basic function or capacity. The distinction between maintenance
spending and recapitalization spending is not well defined in CPS.

11.65 There are some preliminary indications, based on a consultant's study done
for CPS in 1987, that the level of recapitalization funding could become a
problem in the future. The study points out that this is particularly true for
roads and bridges because many have reached the point in their life-cycle where
major rehabilitation work is required. We feel that these potential problems
can only be addressed by considering each asset's recapitalization needs in
terms of its maintenance history and intended use.



11.66 The Canadian Parks Service should:

obase short-term recapitalization funding projections on individual asset
requirements identified by site; and

oclarify the distinction between items of maintenance and recapitalization
spending.

Canadian Parks Service response: Through its Project Initiation and Planning
System, the Canadian Parks Service, has for some time, based short term
recapitalization funding needs on individual asset requirements, by site.
However, due to insufficient capital resources all of the "high" priority
recapitalization projects have not been addressed.

As part of the comprehensive review of maintenance standards the distinction
between maintenance and recapitalization spending will be clarified.

11.67 At the time of our audit CPS was considering the development of an Assets
Management Process (AMP) in place of the Assets Management Information System
(AMIS). AMP is intended to provide information for managing assets throughout
their complete life cycle by employing an improved MMS with a yet-to-be-
developed recapitalization management process.

Managing the Efficient Use of Human Resources

11.68 This project dealt with the efficiency achieved by CPS in the use of part
of its labour force. It focussed on:

othe extent to which service quality had been maintained during a period of
resource constraint; and

othe extent to which CPS minimizes organizational layering, overhead and
administrative burdens and redundancy.

11.69 For 1988-89 CPS had 4,678 authorized person-years, including seasonal
staff, to meet the requirements of a reported 28 million visitors annually. The
approximate person-year distribution was as follows: 11 percent at
Headquarters, 17 percent in regional offices, and 72 percent at the field level
(including district offices, parks and sites).

11.70 The total of person-years used by CPS in 1987-88 was relatively unchanged
from our audit five years earlier. However, factors existed that placed the
organization under resource constraint during the intervening years. Two of the

primary factors were:

ooperation and maintenance budgets, in 1984-85 dollars, did not change
significantly; and

oduring this period CPS added five new national parks to the system.
11.71 Our audit focussed on the following components of CPS:

oVisitor Services and Interpretation functions in both National Parks and
National Historic Parks and Sites;



oFinance and Administration; and
oNational Historic Parks and Sites Headquarters functions.

11.72 Visitor Services and Interpretation. The Visitor Services and
Interpretation activities exist at all three levels of the organization
(Headquarters, regions and sites) for both natural and historic parks. In some
instances these functions have been grouped under a single heading: Visitor
Activities. 1In 1987-88, about 922 Visitor Activities person-years comprised
approximately 20 percent of CPS' total person-years.

11.73 Interpretation involves education programs designed to increase visitor
appreciation and enjoyment of Canada's heritage resources. The activity is
delivered through park or site interpreters and non-personal interpretation
projects such as automated audio-visual programs, radio presentations, exhibits,
signs or publications and messages to the general public. Visitor Services
involves the provision of direct services to the public, including park gate
attendants, campground attendants, lifeguards at swimming pools, and counter
staff at information centres.

Lack of adequate information to efficiently manage visitor services activities

11.74 As identified in our 1983 audit, CPS did not have the information base
needed to support the efficient management of Visitor Services activities.
Although a number of initiatives were in progress, these are not yet providing
regular efficiency and productivity reports for management.

11.75 Two examples of initiatives intended, ultimately, to improve the quality
of information available relating to visitor services are the Visitor Activities
Management Process (VAMP), and the Management Information Framework (MIF).
Neither system is yet fully developed. Without appropriate information it is
difficult for CPS to assess the efficiency of the Visitor Services and
Interpretation Activity.

Decline in service is linked to resource constraints

11.76 The Canadian Parks Service has operated for a number of years under
conditions of resource constraint. In the three-year period prior to 1983-84,
CPS reduced its strength by approximately 200 person-years. Since then, total
person-years have remained relatively constant while management of the program
has expanded through the addition of five new parks.

11.77 The Canadian Parks Service has no comprehensive measure of visitor
satisfaction. Therefore, the impact of this program expansion on the quality of
visitor experiences i1s not well measured. Nonetheless, reports of comments made
during public sessions and letters from the public point to a decline in
service. Comments by CPS management in planning documents, and other
information sources, also indicate a decline in the quality and extent of
service being provided. This apparent decline is often linked by CPS to the
reduction in person-year resources.

11.78 Where CPS is required to make resourcing decisions which will reduce the
quality and level of service, management must be in a position to estimate the
subsequent impact on park visitors. We do not believe management is receiving
the information needed to assess these impacts.



11.79 The Canadian Parks Service should implement information systems that
provide measures of service quality and visitor satisfaction. This information
should be used as input to resource allocation decisions.

Canadian Parks Service response: The Canadian Parks Service has recognized this
need and is developing performance indicators for service quality and visitor
satisfaction which will be used in making resource allocation decisions.

Opportunities to increase efficiency

11.80 We believe that there are opportunities to reduce person-years in overhead
and support functions that will not have a direct impact on service quality and
availability. These opportunities could include combining Visitor Services and
Interpretation units at regions and sites. Also, CPS could determine whether
alternative staffing methods would be appropriate for certain permanent
positions within parks that essentially receive most of their visitors during
the peak summer period. We recognize that there may be a need for some
positions on a year-round basis.

11.81 Future resource reallocation initiatives should pay appropriate attention
to opportunities to reduce the person-years involved in indirect and overhead
functions and their reallocation to operational areas.

Canadian Parks Service response: Initiatives in this regard have begun with the
result that the former separate positions of Chief, Interpretation and Chief,
Visitor Services have been combined and reclassified in four regional offices
and in several national parks. Reductions to our overhead costs (though not
person-years) may be available through proposed changes to the service agreement
between the Canadian Parks Service and the Canadian Government Exhibition and
Audio-Visual Centre.

11.82 Finance and Administration. The Finance and Administration function is
responsible for the following comptrollership activities at all three levels of
the organization: finance; administration; contracts; materiel management;
program planning; and informatics. The DOE Corporate Finance and Administration
organization represents a fourth level. Functional leadership is provided from
CPS Headquarters to the regional offices and to the field. A total of 691
person-years (14 percent of total CPS person-years) were involved in this
function in 1987-88.

11.83 Our audit approach in this organizational component was to determine
whether conditions in CPS are such that methodologies used in both the private
and public sector to identify productivity improvements and savings
opportunities in support organizations could be applied. Typically, the
application of these methodologies, which include workload measurement,
organizational streamlining, practice and procedure rationalization and
simplification can result in savings opportunities of about 10 to 20 percent of
person-years and the related payroll costs.

11.84 Our review of CPS Finance and Administration indicates that a potential
for savings exists for the following reasons:

oSince 1983-84, total person-years used by these functions have remained
relatively constant at 691, or 14 percent of CPS resources in 1987-88.



oIn 1987-88 Finance and Administration person-years, as a proportion of total
regional staff (including regional headquarters, districts, areas and sites),
varied across the regions from 11.9 percent to 15.1 percent.

oThere are permanent year-round Finance and Administration positions at some
parks which receive most of their wvisitors during the peak summer period.

oOrganizations are characterized by small operational units. At the regional
offices we visited, the average number of staff for which each supervisor was
responsible was 3.5.

oIn the Ontario regional office, a recent assessment of Finance and
Administration processes and practices, including workload measures, identified
opportunities for reallocating person-years from accounting operations,
contracting and word processing to other areas. These improvement opportunities
were within the range previously noted in paragraph 11.83.

oIn the past five years there have been significant increases in the use of
computer technology within these functions.

11.85 Taken together, we believe these points indicate that opportunities exist
to streamline and consolidate Finance and Administration organizations, and to
match resources more appropriately to workload and service requirements, thereby
improving productivity.

11.86 We believe these opportunities could be realized primarily through
reorganization, improved methods and procedures, elimination of unnecessary
tasks, modified service levels and resource planning based on workload
measurement.

11.87 To ensure that any changes take into consideration the sensitivities of
everyone affected, and that ideas and opportunities for improvement are fully
identified and explored, managers and staff at all levels should be involved in
any initiatives undertaken in this area.

11.88 The Canadian Parks Service should undertake a comprehensive assessment of
improvement opportunities within Finance and Administration that would involve
all levels of staff and ensure that employee sensitivities are considered.

Canadian Parks Service response: Much work has been done in this area over the
past few years and will continue.

11.89 National Historic Parks and Sites. The National Historic Parks and Sites
(NHPS) Directorate is located at Headquarters. It provides functional
leadership to the regions and field operations. It also provides direct
services that are separate from the field operations. For example, the
Architectural History Branch is responsible for implementing the Act for the
Protection of Heritage Railway Stations (Bill C-205, 1988). It has also been
assigned responsibilities associated with Canada's signing of the World Heritage
Convention. About 205 person-years are allocated to the NHPS Directorate at
Headgquarters; this allocation represents a decrease from 1983-84 of 33 person-
vears (14 percent).

Improvements in project management and functional leadership



11.90 Since our 1983 audit, progress has been made in the areas of project
management, functional leadership and co-ordination with policy directives. For
example, the process for allocating resources to research projects in the
Archaeological Research Branch considers the priority assigned to each project.
Also, the responsibilities of functional managers are now defined and
communicated more appropriately. Initiatives have been taken to co-ordinate
policy with the National Parks Directorate. For instance, policy planning and
direction on co-operating associations have been combined.

11.91 In our opinion, NHPS Directorate has made identifiable progress toward
improved organizational efficiency and effectiveness since 1983.

Managing Revenue and Cost Recovery
There is little incentive to increase fee revenues
11.92 In 1988-89 CPS generated $37.7 million in revenues as follows:
(millions of dollars)
Entrance fees
Visitor services (camping, swimming, etc.) 4
Land lease and concessions 4
Other 6.0

37.7

11.93 CPS states it has little incentive to seek innovative means to augment
existing revenues or generate new sources. All revenues accrue to the
Consolidated Revenue Fund, but CPS must absorb the costs of initiating and
implementing revenue generating activities. At the time of our audit CPS was
examining with the Treasury Board various ways to solve this dilemma.

Foregone revenues

11.94 The Canadian Parks Service has indicated that the time required to get fee
changes through the appro